
 

 

 

 

 

 

The financial impact of M&A announcements: event study in 

the personal luxury goods industry between 2000 and 2016  

 

 

Mémoire recherche réalisé par  

Pierre-Côme Boulanger 

 

en vue de l'obtention du titre de 

Master 120 crédits en sciences de gestion, à finalité spécialisée 

 

 

Promoteur(s) 

Marie-Thérèse Claes & Christophe Lejeune 

 

Année académique 2017-2018 

 

 

 

 

 

 

 

Louvain School of Management 



 

 

 

  



 
 

1. 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

First, I would like to thank my promoters, Professor Christophe Lejeune and Professor 

Marie-Therese Claes, for their advices, encouragement and time. 

 

I am also very grateful to my sister and parents, Claire-Anais Boulanger, Marie-Isabelle 

Wera and Thierry Boulanger, for their cheering and support. 

 

Finally, I am thankful to Gilles Merckx as well for his advices and help regarding the use 

of an event study methodology. 

 

 

 

 

 

 

 

 

 

 

 

 

 

  



 
 

2. 
 

 

 

 

 

 

 

 

 



 

 

Table of Contents 

 

Introduction 2 

Part 1: Literature Review 6 

Chapter 1: Mergers & acquisitions and the corporate strategy 6 

1.1. Definition and concept of mergers & acquisitions 6 

1.2. Context of mergers & acquisitions: a growth strategy among others 7 

1.3. Types of mergers & acquisitions 11 

1.4. Motives for mergers & acquisitions 14 

1.4.1. Efficiency motives 14 

1.4.2. Financial motives 16 

1.4.3. Managerial motives 17 

1.4.4. Market power motives 19 

1.4.5. Other motives 20 

Chapter 2: Evaluation of the performance of mergers & acquisitions 21 

2.1. Concept of performance of mergers & acquisitions 21 

2.2. Event study 22 

2.3. Accounting method 24 

2.4. Managers’ perception 25 

2.5. Experts’ perception 26 

2.6. Divestment method 27 

Chapter 3: The luxury market and industry 28 

3.1. What is luxury? 28 

3.2. Definition and concept of luxury and luxury goods 29 

3.3. The luxury market 32 

3.4. The luxury industry 35 

3.4.1. Specific characteristics of the luxury industry 36 

Company size 36 

Financials 36 

Relationship to time 37 

3.4.2. Key success factors in the luxury industry 38 

The need for a powerful brand 39 

The need for a strong identifiability of the brand 39 

The need for the ability to adapt to the environment 39 

3.4.3. The luxury industry structure 40 

3.4.4. Main trends in the luxury industry 41 

Consolidation 42 

Diversification 43 

Pressure for more social corporate responsibility 44 

iv. 

https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.mbbcbo8tp6bn
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.mbbcbo8tp6bn
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.of4z68l4ppws
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.q4ux9ce2jp4t
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.rabptr983p9
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.rabptr983p9
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.b8yl3ae8mcf1
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.b8yl3ae8mcf1
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.gdkwehlmls6t
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.gdkwehlmls6t
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.ycm6jo17sg9g
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.ycm6jo17sg9g
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.c7inp6hh3l2z
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.c7inp6hh3l2z
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.vjj0xoplx09n
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.vjj0xoplx09n
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.17jxmzb0t68c
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.17jxmzb0t68c
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.td3eh2s9wntz
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.td3eh2s9wntz
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.lyq15r22yas1
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.lyq15r22yas1
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.hyfevegdv40n
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.hyfevegdv40n
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.i04ihelgzgrg
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.i04ihelgzgrg
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.ctmkhmood31n
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.ctmkhmood31n
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.fjfgx09jmrv5
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.fjfgx09jmrv5
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.9xnjpcpoes1h
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.9xnjpcpoes1h
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.h505jdi73u5t
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.h505jdi73u5t
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.yyupqatsgfyo
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.apyx12kq2sib
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.ehfn1ro9syb
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.sxupcsxibn5k
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.g8u1xtnfarcm
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.g8u1xtnfarcm
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.fsmz7ilhazw
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.fsmz7ilhazw
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.133sldknf59f
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.133sldknf59f
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.e4ybdn87ivhn
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.e4ybdn87ivhn
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.50sxifndm331
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.p1wfmu5ipsej
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.to5ech5mz0l
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.fz1ce0848e4q
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.qgwnh75hhq8o
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.24lrftsgwi
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.tdzobx2uy494
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.tdzobx2uy494
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.8qmb8say5kzv
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.8qmb8say5kzv
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.j5tp8qjxn46a
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.j5tp8qjxn46a
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.ulihun33swvn
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.ulihun33swvn


 
 

1. 
 

 

War for talents 46 

Part 2: Research Hypothesis, Methodology and Raw Data 49 

Chapter 1: Research hypothesis 49 

1.1. Hypothesis 1 49 

1.2. Hypothesis 2 and 3 51 

Chapter 2: Methodology 52 

2.1. Step 1: choice of the time and actor perspectives 53 

2.2. Step 2: choice of the benchmark model 53 

2.3. Step 3: choice of the estimation window and computation of expected  
returns 53 

2.3.1. Choice of the estimation window 54 

2.3.2. Computation of expected returns 55 

2.4. Step 4: choice of the event window and computation of abnormal returns 55 

2.4.1. Choice of the event window 55 

2.4.2. Computation of abnormal returns 56 

2.5. Step 5: computation of cumulative average abnormal returns 57 

2.5.1. Computation of average abnormal returns 57 

2.5.2. Computation of the cumulative average abnormal return 57 

Chapter 3: Raw data 58 

1.1. M&A deals data 58 

1.2. Stock prices data 59 

Part 3: Results & Findings 62 

Chapter 1: Approach & computations 62 

1.1. AR computations 62 

1.2. CAAR computations 64 

Chapter 2: The impact of M&A on the financial performance of acquirers 66 

2.1. Analysis 1 66 

2.2. Analysis 2 and 3 68 

2.3. Comparison of Analysis 2 and 3 69 

2.4. Analysis 4 and 5 69 

2.5. Comparison of Analysis 4 and 5 71 

Chapter 3: Summary of results, remarks & limitations 72 

3.1. Summary of results 72 

3.2. Remarks and limitations 72 

Conclusion and Perspectives 76 

Bibliography 80 

Appendix 94 

 

 

v. 

https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.ahe1xgt8bqz0
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.ahe1xgt8bqz0
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.cka5qb81vsu6
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.liapsa8v18tr
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.duupdd8rlzhd
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.easczxlpaxl3
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.easczxlpaxl3
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.cxo8j47dcxvb
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.cxo8j47dcxvb
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.tihcyiq5hlxu
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.tihcyiq5hlxu
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.w13r4zsuqio3
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.w13r4zsuqio3
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.2sowe9bu3cm4
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.2sowe9bu3cm4
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.2sowe9bu3cm4
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.lktwrlsewmf7
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.lktwrlsewmf7
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.bs1zi5f763pt
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.bs1zi5f763pt
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.vcwbqtm4pxle
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.vcwbqtm4pxle
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.v8n92375z98
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.v8n92375z98
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.f9mglnjngko0
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.f9mglnjngko0
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.lbvg0ibkvv7q
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.lbvg0ibkvv7q
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.74b703938bcj
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.74b703938bcj
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.b1wzapjeyiy8
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.er5bhxxtv5bx
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.wnhiq4n1ecs
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.oev3ywv4xv5y
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.xu4ut4q559bn
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.xu4ut4q559bn
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.2ykv6dli6irw
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.2ykv6dli6irw
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.66digrk6ki2t
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.66digrk6ki2t
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.510ysg6i7en6
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.510ysg6i7en6
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.u1yg57ojwj9
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.u1yg57ojwj9
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.vdk7odmod137
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.vdk7odmod137
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.5vxjfyitmus8
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.dzrvgrr5on2t
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.y1x03scyra2i
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.by4zrutpj1cj
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.by4zrutpj1cj
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.scdmmu3xjx6m
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.scdmmu3xjx6m
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.gdw02tcw4qnp
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.gdw02tcw4qnp
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.y46cc33u3p1r
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.y46cc33u3p1r
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.7bgaz7e3h5ev
https://docs.google.com/document/d/1AFnWIR2a7M2NRng6FsmQSjhNb_qbqw7b5WdzjZzNGz0/edit#heading=h.7bgaz7e3h5ev


 

 

 

 

  



 
 

2. 
 

 

Introduction 

 

This paper’s main concern is to analyse the value implications of mergers and 

acquisitions (M&A) announcements in the luxury industry. In other words, this thesis 

aims at answering the following question: do M&A create value (positive or negative) at 

the time of their announcement in the luxury industry? The success of M&A can be 

evaluated in many ways as it highly depends on how its performance is defined. Some 

scholars tell that the CEOs and experts of involved firms are the most appropriate for 

explaining the success of an M&A while comparing the original objectives with the post-

merger KPIs1 (Schoenberg, 2006; Cannella & Hambrick, 1993; Homburg & Bucerius, 

2005; etc.). Others rather use accounting methods while relying essentially on the 

analysis of ratios before-after the M&A (Tuch & O’Sullivan, 2007; Healy et al., 1992; 

Bertrand & Zitouna, 2008; Bertrand, 2009; etc.). Finally, some authors prefer to evaluate 

the success of an M&A by analysing its announcement and the resulting abnormal returns 

on the stock markets (Martynova & Renneboog, 2008; Wang & Moini, 2012; Konigs & 

Schiereck, 2006; Campbell et al., 1997, etc.). This is this last preference that is the focus 

of this paper. Indeed, the central question of this thesis is the following: 

 

Do M&A generate value (positive or negative) for the acquiring firms’ shareholders in the 

luxury industry? 

 

Corporate managers of larger companies are conscious that generating growth is key 

(Lechner & Kreutzer, 2010). In this context, M&A is only one choice among others: 

internal growth and strategic alliance. Scholars like Kreutzer (2012) explain how 

important it is to systematically consider all available tools for their growth strategy. In 

this paper, the focus was given to the analysis of M&A. Over the last decades, the number 

of M&A has drastically increased, which substantially changed many of the world’s 

industries (DePamphilis, 2012). Wang & Moini (2012) show that between 1987 and 2010, 

M&A rocketed from $97.3 billion to $2,400 billion. As M&A became more and more 

common in firms’ practices, it also became a topic of interest among several research 

disciplines starting in the 1960s (Wang & Moini, 2012). However, most of studies 

concluded that success rates were really poor (20 to 60% only). Wang & Moini (2012) 

                                                 
1 KPI stands for Key Performance Indicator. Those are indicators helping to understand the performance 
of a strategy or objective (KPI.org). URL link: http://kpi.org/. 
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talk even of “success paradox”. This leads to question the real benefits of M&A and this 

paper falls within this perspective. 

 

Moreover, the choice of the luxury industry was made for 3 main reasons. First, luxury 

companies are really active in terms of M&A. Indeed, the luxury industry has been 

experiencing a phase of consolidation mainly through the use of M&A for a few decades 

now. It started in the 1990s with the emergence of larger groups such as LVMH 

(Cavender, 2012). The consolidation process slowed down at some points but still keeps 

happening today with LVMH, Kering, Richemont, Coach, Michael Kors, Estee Lauder, 

L’Oreal, Swatch, and many others. For example, Coach (who recently changed its name to 

Tapestry) acquired Kate Spade for $2.4 billion in 2017 and its CEO, Victor Luis, said he 

was planning further strategic M&A in the near future (FN, December 20172). Greg 

Furman, who is the leader of the Luxury Marketing Council3, talked of “LVMH-izing 

American luxury” (FN, December 2017). Second, the luxury industry is like no others. As 

a matter of fact, it is Dubois (1998) who once said that to be successful in the luxury 

industry, it is required to do the exact opposite of what is believed as “traditional” in other 

sectors. In this logic, it becomes very intriguing to know how M&A are affecting luxury 

companies. Third, the literature stays quite poor when it comes to stock market 

repercussions and financial value effects of M&A announcements in the luxury industry 

(Konigs & Schiereck, 2006). It becomes therefore interesting and contributing to analyse 

this particular sector.  

 

Indeed, since there exist very few studies on the wealth effects of M&A announcements 

in the luxury industry so far, this paper becomes very contributing. Furthermore, this 

paper offers different subanalysis of the main sample that are not available in other 

researches already existing on this topic and focuses on a period of time not yet tested in 

this sector. On top of that, some procedures developed in this study in order to deal with 

the underlying assumptions of the event study methodology seem not to exist in other 

works. This could therefore bring a lot to the literature. 

 

                                                 
2 FN (December 2017) - 13 Big M&A Deals That Happened in 2017 and Two That Didn’t - By Katie Abel - 
URL link: https://footwearnews.com/2017/business/mergers-acquisitions/walmart-jet-com-steve- 
madden-jimmy-choo-sale-michael-kors-biggest-fashion-deals-469540/ 
3 The Luxury Marketing Council is a “global community of CEOs and CMOs [...] considered [as] a leader in the 
field of luxury marketing” (more on https://www.luxurycouncil.com/about). 

https://footwearnews.com/2017/business/mergers-acquisitions/walmart-jet-com-steve-madden-
https://footwearnews.com/2017/business/mergers-acquisitions/walmart-jet-com-steve-madden-


 
 

4. 
 

 

After that, the methodology used in this paper remains classic. I started by elaborating 

some research hypothesis. Next, I created a list of M&A announcements in the luxury 

industry between 2000 and 2016. I then collected the historical data of stock prices 

required in this study. From there, I designed a sample on which I applied an event study 

in order to evaluate the financial performance of M&A at their announcement. Finally, I 

performed 4 subanalysis to better understand the wealth implications of M&A 

announcements in the luxury industry. The details of the methodology is the subject of 

the second part of this paper. 

 

The plan of this thesis includes 3 main parts. The first one reviews the existing literature 

and is organised in 3 chapters. The first chapter introduces the readers to the M&A 

concept, context, types and motives. The second chapter explains the concept of 

performance when it comes to M&A and tackles different ways to evaluate it. The last 

chapter of Part 1 is an analysis of the luxury market and industry. The second part of this 

paper dresses the research hypothesis as well as the methodology, and provides 

information about the data collected. Finally, the third part shows the results and my 

personal analysis of those. This study ends with a conclusion and some suggestions for 

future directions. 
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Part 1: Literature Review 

 

Chapter 1: Mergers & acquisitions and the corporate strategy 

 

1.1. Definition and concept of mergers & acquisitions 

 

The terms Merger and Acquisition are very ambiguous. Indeed, in practice, they are 

usually used indistinctly. However, strictly speaking, their terminologies are different. 

Across the wide M&A literature and on the internet, one can find many different 

definitions. 

 

Barney & Hesterly (2012) define an acquisition as one firm purchasing another one, and 

a merger as the combining of the assets of two equal-sized firms. Johnson et al. (2011), 

Horne & John (2004), and Hirshleifer (1995) share analogous definitions. Barney & 

Hesterly (2012) explain that both mergers and acquisitions can be achieved in many 

similar ways but four main differences remain. 

 

First, mergers do require the cooperation of the targeted firm’s management in order to 

combine assets whereas acquisitions don’t. Indeed, Hirshleifer (1995) explains that the 

purchase of another company can be performed through the use of tender offers4 in order 

to face the disapproval of the acquired firm’s management. In other words, one main 

difference between mergers and acquisitions is that mergers are friendly in essence 

whereas acquisitions can be whether friendly or unfriendly (also described as hostile 

takeovers). 

 

Second, contrarily to acquisitions, companies operating a merger should be of similar 

size, even if Barney & Hesterly (2012) explain that one of the firms will eventually become 

more dominant. 

 

Third, mergers imply the bilateral participation of both merging companies into each 

other’s assets whereas acquisitions are unilateral. 

 

                                                 
4 Tender Offer: “to purchase shares directly from shareholders” (Hirshleifer, 1995). 
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Fourth and as a result of the second and third differences mentioned above, the targeted 

firm of an acquisition ceases to exist after the deal is achieved, leaving only the acquiring 

company to remain. Contrastingly, after a merger between two companies, both of them 

stop existing as such but combine into a new entity. 

 

As mentioned earlier, numerous popularised definitions of M&A are available in the 

literature and on the internet, which can be confusing. That is why I found interesting to 

have a look at how it was described in the International Financial Reporting System 

(IFRS). The IFRS No. 35 speaks rather of so called “business combinations” which include 

M&A, and defines it and its components as followed: 

 Business combination: “A transaction or other event in which an acquirer obtains 

control of one or more businesses. Transactions sometimes referred to as 'true 

mergers' or 'mergers of equals' are also business combinations as that term is used 

in [IFRS 3]”. 

 Business: “An integrated set of activities and assets that is capable of being 

conducted and managed for the purpose of providing a return in the form of 

dividends, lower costs or other economic benefits directly to investors or other 

owners, members or participants”. 

 Acquirer: “The entity that obtains control of the acquiree”. 

 Acquiree: “The business or businesses that the acquirer obtains control of in a 

business combination”. 

 

In this definition, there is no differences noted between an acquisition and a merger. The 

emphasis is rather made on the transfer of control6 from the acquired business(es) to the 

acquirer. This is as such that M&A should be understood in this paper. 

 

1.2. Context of mergers & acquisitions: a growth strategy among others 

 

Corporate managers of larger companies are conscious that generating growth is key 

(Lechner & Kreutzer, 2010). In this context, M&A is only one choice among others: 

internal growth7 and strategic alliance. 

 

                                                 
5 The source used for IFRS No. 3 is available on https://www.iasplus.com/en/standards/ifrs/ifrs3. 
6 A definition of control by IFRS 3 is available in appendix number 1. 
7 Although Hoffmann & Schaper-Rinkel (2001) believe that in the world of today, it is gradually more 
difficult to rely only on organic growth for developing all needed capabilities. 
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Johnson et al. (2011) explain that internal development (or organic growth) “is where a 

strategy is pursued by building on and developing an organisation’s own capabilities” . 

Rothaermel & Hess (2010) argue that organic growth involves lower risk than external 

growth8 methods but is slower to achieve. 

 

According to Johnson et al. (2011), a strategic alliance is when “2 or more organisations 

share resources and activities to pursue a strategy”. Moreover, they explain that while M&A 

require an integral change in ownership of the acquired company, an alliance will at most 

result in a partial modification of proprietorship. They subdivide alliances in two: 

 Equity alliances: such a strategy implies the establishment of a new entity that is 

owned by all participants such as joint-ventures. 

 Non-equity alliances: those rely on contracts such as franchises, licenses, and 

long-term subcontracts. 

 

Alliances are a more common choice than what we may think. Indeed, Kale & Singh 

(2009) show that numerous large firms tie more than 20% of their assets up in alliances. 

On top of that, Bodnaruk et al. (2013) explain that companies ordinarily take part in 1.3 

new alliances every year. However, as the majority of alliances collapse too early 

(Bodnaruk et al., 2013; Dyer et al., 2001, 2004; Kale & Singh, 2009), many surveys concur 

that around 50% of alliances fail creating positive value over time (Bleeke & Ernst, 1995). 

Nevertheless, this is still less than M&A. Indeed, Laurie et al. (2006) show that about 65% 

of M&A fail generating positive value over time. 

 

Nevertheless, achieving sustainable growth can be problematic for the majority of firms 

(Lechner & Kreutzer, 2010). This is mainly due to the fact that many managers fail in 

systematically considering all available tools for their growth strategy. Indeed, they 

frequently rely rather on their “gut-feel” (Kreutzer, 2012) or tend to base their decision 

on their previous experience (Ernst & Halevy, 2000). 

 

In order to avoid such mistakes, many authors9 have come with guidelines on what 

strategy to choose accordingly to the situation. Kreutzer (2012) suggests a very complete 

                                                 
8 External growth methods are alliances and M&A. 
9 Among others: Hennart & Reddy (1997); Ernst & Halevy (2000); White (2000); Hoffmann & Schaper-
Rinkel (2001); Roberts & Liu (2001); Hagedoorn & Duysters (2002); Dyer et al. (2004); Villalonga & 
McGahan (2005); Geyskens et al. (2006); Wang & Zajac (2007); Yin & Shanley (2008); Capron & Mitchell 
(2009); Wiklund & Shepherd (2009); Capron & Mitchell (2010); Carayannopoulos & Auster (2010); 
Lechner & Kreutzer (2010); Kreutzer (2012). 
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approach. He explains that, in order to reduce the failure risk, four groups of criteria 

should be systematically analysed before taking such decision: “the environment, the 

target, the growth strategy, and company-related factors”. 

 

The first group of factors that Kreutzer (2012) describes is the environment, which he 

splits in two: 

 Regulatory and institutional constraints: Scott (2001) explains that managers’ 

choice might be limited by regulations (ex: the antitrust committee may make 

M&A difficult if it is susceptible to impact negatively the market’s competition). 

 Environmental uncertainty: the degree of uncertainty10 in the industry should 

affect the choice. In risky environments, internal development and M&A should be 

avoided while alliances should be preferred. Indeed, organic growth may be too 

slow and is resource-demanding whereas M&A require too high investments. On 

the other hand, alliances’ exposure is shared between partners and can be further 

invested (merge with or acquire the partner) if it turns out to be successful11 12 

(Dyer et al., 2004). 

 

The second group of factors depicted by Kreutzer (2012) deals with some key 

characteristics of the targeted firm. Therefore, this set concerns more M&A and alliances. 

Kreutzer (2012) identifies 5 essential features to be considered: 

 Existence of potential partners: as a first step, corporate managers should make 

sure whether suitable partners are available (Hennart & Reddy, 1997). 

 Competition level: it is then necessary to evaluate how competitive it is to acquire 

(or collaborate with) the partner. Dyer et al. (2004) argue that if competitors are 

eyeing on the same target, it may be interesting to buy the target immediately to 

avoid competition if the level of environmental uncertainty is low. Indeed, by 

doing otherwise, the acquiring company could get trapped in a bidding 

competition with its competitors to buy the targeted firm, which would eventually 

lead to a too expensive premium to pay and therefore, to value destruction. 

 Targeted assets’ digestibility: after that, managers should estimate the degree of 

embedment of the target’s needed and not-needed assets. Hennart (1998) finds 

                                                 
10 Dess & Beard (1984) describe the environmental uncertainty as “[a high] turnover, the absence of 
patterns, and the unpredictability of the environment and of future payoffs”. 
11 Bleeke & Ernst (1993) find that in 75% of alliances, one of the partners end up purchasing the other. 
12 Ernst & Halevy (2000) show that the financial market favours alliances to M&A in industries presenting 
high uncertainty through better share prices. 
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that firms will go for an M&A if the target’s desired assets are isolated from those 

not needed while Hennart & Reddy (1997) show that if desired and undesired 

assets are mixed up, firms will rather choose joint ventures. 

 Ease of assessing the target firm’s value: Balakrishnan & Koza (1993) conclude 

that it may be safer to go for alliances when it is difficult to properly assess the 

target’s value, and when more information is available, further investment stays 

possible. 

 Risk of opportunistic behaviour: managers should finally evaluate the likeliness 

that possible partners behave opportunistically13. If the probability is high, 

Hoffmann & Schaper-Rinkel (2001) advise to rather investigate the M&A option. 

 

The third set of factors is more obvious: managers should also base their decision on their 

own growth strategy. Kreutzer (2012) distinguishes 3 main aspects of the growth 

strategy to be carefully analysed: 

 Distance to the core: if they stay in their core business(es), firms may be able to 

grow internally by leveraging their own assets and capabilities. However, if firms 

do not possess the right resources and capabilities, it may be more relevant to 

grow externally (Capron & Mitchell, 2010). 

 Cultural and geographical distance: when managers plan to expand into new 

markets, they should consider cultural and geographical factors in their growth 

method decision. According to Kreutzer (2012), the further you go and the more 

different is the culture, the more relevant become alliances in comparison to 

others means14 15. 

 Synergy potential: Dyer et al. (2004) argue that potential synergies among 

prospective partners should also be considered while choosing the growth 

method. Kreutzer (2012) explains that when potential synergies are high, 

integration requirements will be important and M&A are therefore a better 

solution. However, he warns that synergy benefits are often overestimated by 

managers. On another note, Dyer et al. (2004) believe that when most involved 

                                                 
13 Definition of opportunistic behaviour: “opportunistic behavior is an act or [behaviour] of partnership 
motivated by the maximization of economic self-interest and occasioned loss of the other partners” (by IGI 
Global: https://www.igi-global.com/dictionary/opportunistic-behavior/55923). 
14 Ernst & Halevy (2000) show that the financial market favours alliances when companies seek to enter 
new markets abroad through higher share prices. 
15 Kogut & Singh (1988) show that when the cultural difference between two firms is high, joint ventures 
are favoured. 
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assets are hard, it may be better to go for an acquisition. Conversely, when 

engaged assets are mainly soft, M&A shouldn’t be chosen. 

 

The fourth and last group of factors portrayed by Kreutzer (2012) involves the analysis 

of firms’ own resources and capabilities. According to him, 3 criteria should be carefully 

considered: 

 Resource endowments: organic growth and M&A are resource-demanding. 

Kreutzer (2012) therefore explains that managers should first make sure that 

their firm is strong enough for implementing such strategies. 

 Growth mechanism capabilities: many authors16 show that firms can develop 

specific capabilities in one growth method based on previous experience. 

 Absorptive capacity and appropriability regime: firms should estimate how 

well protected their strong capabilities and technologies are and how good is the 

company to appropriate others’ skills and technologies. If assets are secured and 

“absorptive capacity” is high, then alliances can be more efficient and less risky 

(Hoffmann & Schaper-Rinkel, 2001). However, if resources are not shielded 

enough, opportunistic behaviour may become really risky in alliances. 

 

Kreutzer (2012) concludes that managers should always consider all the criteria 

explained here above before choosing their growth mechanism. Moreover, Capron & 

Mitchell (2010) explain that this choice should be dynamic in time and should be 

regularly revisited since the firm’s environment, for example, may change over time. 

Finally, it may happen that none of the 3 methods are suitable to the firm’s particular 

situation. In this case, Capron & Mitchell (2012) advise managers to whether reassess 

their options or change of strategy. The tab in appendix number 2 summarises Kreutzer’s 

(2012) decisional framework depicted here above. 

 

1.3. Types of mergers & acquisitions 

 

As it was the case for their definitions, M&A typologies are numerous across the literature 

and on the internet. I identified four main and widely used bases of classification: 

relatedness, nature, integration form, and motives. 

 

                                                 
16 Among others: Kale et al. (2002), Schreiner et al. (2009). 
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First, M&A may be whether related or unrelated. This basis is essentially used when 

referring to diversification strategies. Indeed, a company may choose to enter a new 

business, namely to diversify its current business(es). Rumelt (1974) explains that such 

a corporate-level strategy can be achieved through M&A and is based on:  

 Relatedness when the goal of the M&A is to establish a business unit in a new 

industry sharing similar value-chain functions with its current business(es). 

 Unrelatedness when the purpose behind is to improve the newly acquired 

business through the use of the acquirer’s organisational competencies. 

 

After that, it is also possible to classify M&A on the basis of their nature: friendly or 

unfriendly. Johnson et al. (2011) explain that in order to perform a friendly M&A, the 

acquirer needs the agreement and collaboration of the targeted firm’s management. 

Conversely, when the acquiring firm makes an offer directly to the would-be acquired 

firm’s shareholders without the approval of the management, it is considered as an 

unfriendly (or hostile) M&A. 

 

Third, Haspeslagh & Jemison (1991) study the integration form that the acquiring 

company may implement after operating an M&A. Thus the resulting classification 

accounts four types of M&A (Haspeslagh & Jemison, 1991): 

 Preservative: “is appropriate where there is little interdependence and a high need 

for autonomy – as in a conglomerate, perhaps. Preservation allows old strategies, 

cultures and systems to continue much as before, with changes confined to the 

essential minimum such as the financial reporting procedures needed for control.” 

 Symbiotic: “is indicated where there is strong strategic interdependence, but a high 

need for autonomy – perhaps in a professional services organisation dependent on 

the creativity of its staff. Symbiosis implies that both acquired firm and acquiring 

firm learn the best qualities from the other. Symbiosis takes time and is the most 

complex of the integration approaches.” 

 Holding: “is the residual category where there is very little to gain by integration 

and it is envisaged that the acquisition will be ‘held’ temporarily before being sold to 

another company. It is best in these cases simply to leave the acquired unit largely 

alone.” 

 Absorptive: “is preferred where there is strong strategic interdependence and little 

need for organisational autonomy. Absorption implies rapid adjustment of the 
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acquired company’s old strategies to the needs of the new owner, and corresponding 

changes to the company’s culture and systems.” 

 

This approach is based on two important criteria: 

 Need for strategic interdependence: Haspeslagh & Jemison (1991) explain that 

higher is the interdependence of both the acquiring and acquired firms’ resources 

and capabilities, higher is the need for integration. 

 Need for organisational autonomy: the acquired firm’s characteristics (e.g. 

culture, geography, nature of the workforce – highly skilled or substitutable) may 

restrain the integration potential. Stahl & Voigt (2008) show that in some cases, it 

may be better to avoid direct integration of the acquired firm before getting to 

know its distinct culture. 

 

Figure number 1 summarises the classification of M&A based on Haspeslagh & Jemison’s 

(1991) framework on integration forms. 

 

Figure 1: M&A integration framework by Haspeslagh & Jemison (1991) 

 

[Source: Haspeslagh & Jemison (1991) - page 145] 

 

The fourth and last classification I identified is the most common one and was developed 

by the Federal Trade Commission (FTC) of the United States of America (USA). The FTC 

is responsible for verifying that proposed M&A involving companies with headquarters 

in the USA do not impact the market competition negatively17. This is in this context that 

it elaborated a classification of M&A which is based on the motives of the assessed 

transactions. This approach accounts the 5 following types:18 

                                                 
17 Barney & Hesterly (2012) - pages 280-281: “have the potential for generating monopoly (or oligopoly) 
profits in an industry”. 
18 Following definitions are from Strategic Management and Competitive Advantage - Concepts, 4th edition 
by Jay B. Barney & William S. Hesterly (2012) - page 281. 
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 Vertical M&A: “a firm acquires former suppliers or customers”. 

 Horizontal M&A: “a firm acquires a former competitor”. 

 Product extension M&A: “a firm gains access to complementary products through 

an acquisition”. 

 Market extension M&A: “a firm gains access to complementary markets through 

an acquisition”. 

 Conglomerate M&A: “there is no strategic relatedness between a bidding and a 

target firm”. 

 

Finally, many other classifications exist across the literature such as the disciplinary-

synergistic cut of Morck et al. (1988). However, they will not be covered in this essay. 

 

1.4. Motives for mergers & acquisitions 

 

This subchapter aims at dressing a list of rationales that were raised as motives to justify 

M&A. CEOs and scholars considered many motives and for the purpose of simplifying this 

section, I classified the tackled reasons in 5 broad categories: efficiency motives, financial 

motives, managerial motives, market power motives, and other motives. The motives 

addressed in this paper are far from being exhaustive and are not exclusive to one 

another. 

 

1.4.1. Efficiency motives 

 

Farrell & Shapiro (1990 & 2001) explain that efficiency gains can be divided in 2: 

technical efficiencies and synergies. They describe technical efficiencies as the gains that 

can be obtained by reallocating more effectively the newly joint production capabilities. 

According to them, technical efficiencies can also be achieved by other means than M&A 

(e.g. alliances or organic growth). Conversely, synergies cannot be reached by any other 

mechanism than M&A since it requires the combining firms to closely integrate their 

unique assets19 (Farrell & Shapiro, 1990 & 2001). 

 

First, while referring to Farrell & Shapiro’s (1990 & 2001) description, technical 

efficiencies may take the form of: 

                                                 
19 Farrell & Shapiro (1990 & 2001) describe unique assets as “hard-to-trade” assets such as “know-how, 
R&D capabilities, large scale sales, marketing power, reputation, patents, human skills, and organisational 
culture”. 
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 Economies of Scale: Bascle (2015) defines economies of scale as “cost economies 

[coming] from increasing the output of a single offer”. Indeed, the production cost 

of an output is composed of a variable and a fixed parts. Variable costs will vary 

linearly with the amount of output produced whereas fixed costs will not to some 

extent20. Therefore, when two companies producing the same product combine 

together, they can increase the production level and further spreading the fixed 

costs among all units of output. In other words, they can benefit from economies 

on fixed costs per unit by producing more of a same output. 

 Economies of Scope: Motta (2004) explains that when products are similar and 

related in some ways to each other, one firm can realise economies of scope by 

producing them conjointly. Indeed, since the products are related, it may be 

possible to share some parts of their production process resulting in a reduction 

of the marginal cost21 of the company. 

 Economies of vertical integration: Motta (2004) explains that a higher cost 

efficiency can be achieved when combining two stages of production of a same 

industry. For example, such economies can be identified at the distribution level. 

One company could make some savings in combining promotion support of two 

levels of production. Furthermore, a company could reach economies of vertical 

integration by preventing “opportunistic behaviour” (Motta, 2004) from the 

acquired stage of production. 

 

Second, “synergies involve either a process of learning, the close integration of specific hard-

to-trade assets or know-how among the merging firms” (Motis, 2007). Such synergies 

should allow the combining firms to further their unique capabilities and achieve 

competitive advantage. For example, Roller et al. (2006) argue that through the leverage 

of the complementarity of their technology, talents, corporate cultures, intellectual 

properties, special know-how or R&D capabilities, the merging firms can realise a 

substantial “technological progress”. According to the same authors, this “technological 

progress” can involve the development of a new product or operational innovations. 

 

                                                 
20 Fixed costs are unaffected by changes in the amount of outputs produced to some extent only. Indeed, 
Garrison et al. (2011) explain that fixed costs behave as such as long as some “relevant range” is respected. 
If the relevant range is exceeded, a new level of fixed costs is reached. For example, the rent of a storage 
warehouse with a capacity of 100 units is the same whether you actually store 1 or 100 units. However, 
you will need to rent a second warehouse if you need to store more than 100 units. 
21 Garrison et al. (2011) define the marginal cost as follows: “the cost involved in producing one more unit of 
a product”. 
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In conclusion, technical efficiencies could be seen as cost savings and synergies, as 

additional revenues generation. According to Christofferson et al. (2004)22, about 70% of 

acquiring companies fail to achieve the expected synergies and more or less 40% 

misestimate the potential technical efficiencies. Those errors lead to an overestimation 

of the premium to pay to acquire the targeted firm, which eventually results in value 

destruction for the buyer. 

 

1.4.2. Financial motives 

 

Scholars also pinpointed a few financial motives used by CEOs to justify their M&A moves. 

I identified four financial motives across the literature: 

 Taxes: Merging firms together may sometimes lead to a higher tax efficiency 

(Johnson et al., 2011). For example, a firm could decide to acquire another located 

in a country with lower taxes in order to transfer its own taxes there to beneficiate 

from better taxation rates. Or a firm achieving a lot of profits may want to cut its 

taxes by purchasing a company with accumulated losses23. However, regulatory 

institutions may constrain such strategies (Johnson et al., 2011). 

 Interest rates: Larger companies generally have access to better interest rates 

from external capital markets (Motis, 2007). Therefore, when buying a smaller 

firm, the acquirer may allow it to borrow at reduced costs. However, Berger & Ofek 

(1995) explain that savings achieved through this motive are far from being 

enough to fully justify an M&A and overcome the premium to pay in order to 

acquire the targeted firm. 

 Asset stripping: Johnson et al. (2011) explain that some firms may be motivated 

by purchasing another whose assets are undervalued24 25. After acquiring it, the 

buyer will then sell it piece by piece and make a profit compared to what it paid 

for the whole. 

                                                 
22 Where mergers go wrong - Scott A. Christofferson, Robert S. McNish, & Diane L. Sias - McKinsey Quarterly 
- May 2004. 
23 Generally accepted accounting principles (GAAP) specify that a company experiencing losses can use the 
loss carryforward technique in one of the seven following years in order to reduce its profits on paper and 
as a result, reduce its tax liability (Investopedia-https://www.investopedia.com/terms/t/tax-loss -
carryforward.asp ). 
24 This means that the firm as a whole is worth something less than the sum of its assets (Johnson et al., 
2011). 
25 However, it requires strong capabilities to find such bargains and to avoid bidding wars (Johnson et al., 
2011). 

https://www.investopedia.com/terms/t/tax-loss
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 Internal capital market: Tirole (1988) explains that when external capital 

markets (e.g. financial instruments or banks) are inefficient, companies may 

create value by funding needing business units with the money generated by other 

business units. Therefore, the motive pursued by the acquiring company is to 

reallocate more efficiently capitals among its business units. However, many 

scholars show that this driver destroys more value than it actually creates26 while 

investing the wrong business units. Indeed, Berger & Ofek (1995) as well as 

Schneider & Spalt (2015) show that overall, companies implementing such a 

strategy see their market value decreasing by 10%. 

 

As a conclusion, most financial motives (excluding asset stripping) are generally not 

enough to overcome acquisition premiums and therefore destroy more value than it 

actually creates overall if taken alone. 

 

1.4.3. Managerial motives 

 

Managerial motives refer to those that are pursued in the interests of managers at the 

expense of the shareholders (Johnson et al., 2011). This concept can be explained by 2 

theories: the X-inefficiency theory developed by Leibenstein in 1966 and the principal-

agent theory elaborated in the 1970s (Investopedia27). The first one illustrates that firms 

do not behave efficiently as described in economic theories because those are complex 

entities whose actions are led by managers who may have different goals from profits 

maximisation (Leibenstein, 1966). This bring us to the second theory: the principal-agent 

problem. This theory highlights the conflictual relationship between managers (agent) 

and shareholders (principal). Indeed, shareholders are interested in maximising the 

value of the firm while managers are more interested in maximising their personal 

revenues or a satisfied ego. Managers may use M&A in their own benefits (and at the 

expense of shareholders’) in four ways: 

 Empire building: Mueller (1969) explains that when managers’ financial 

incentives are directly correlated with the size of the firm (ex: sales amount), 

managers may be tempted to grow their company as fast as possible and rush into 

unreasonable M&A. 

                                                 
26 Meyer et al. (1992); Seru (2014); Stultz (1990); Barney & Hesterly (2015); Berger & Ofek (1995); 
Schneider & Spalt (2015). 
27 URL link: https://www.investopedia.com/terms/x/x-efficiency.asp. 
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 Hubris: This theory, which was developed by Roll in 1986, explains that managers 

may be wrongly confident in their ability to do better than the targeted firm’s 

management and end up paying too much for its acquisition. In fact, this 

hypothesis is very similar to the winner’s curse concept in value auctions: the 

winner of the auction becomes the loser in the sense that, being overconfident, he 

ends up paying too much compared to the real value of the object. 

 Risk spreading: Most managers’ remunerations are based on the financial health 

of their firm. Moreover, we know from the portfolio theory that it is less risky not 

to put all our eggs in one basket. Indeed, if a firm possesses only one business unit 

A, then all the results will depend on A’s performance. On the other hand, if a firm 

possesses two unrelated business units A and B, then a bad performance of A may 

be covered by the good performance of B. In this logic, managers may be tempted 

to use M&A for spreading risk over unrelated business units28 (Motis, 2007). 

However, unrelated diversification is punished by the financial market29. It will 

indeed apply a conglomerate discount on the price of the company which is 

naturally against shareholders’ interests. 

 Bandwagon effect: M&A follow a cyclical pattern with ups and downs. Johnson et 

al. (2011) explain that during a peak period, managers may be put under pressure 

to “join the [M&A] bandwagon” in three possible ways. Firstly, managers may come 

in for a lot of criticism from media and business analysts for not operating any 

M&A. Secondly, in fear of losing ground to competitors, shareholders may urge 

managers to make an M&A. Thirdly, if managers do not complete any M&A, 

employees may become worried about being targeted themselves by an 

unfriendly M&A (which is often synonym of cuts in the workforce of the acquired 

company). 

 

In conclusion, managerial motives always impact negatively the performance of the 

acquiring firm and such deviations should therefore be minimized and controlled. 

 

 

                                                 
28 Business units forming the portfolio should not be related to each other so that the factors that may affect 
negatively one business unit will not affect the others completing the portfolio (Ross et al., 2012). 
29 At least, it is so in developed economies. However, some scholars show that it can create value in 
developing countries and therefore, the financial market might not apply the conglomerate discount 
(Ramachandran et al., 2013; Kuppuswamy et al., 2014). 
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1.4.4. Market power motives 

 

Another driver for M&A may be to increase one firm’s market power in order to capture 

more value from its customers (Haleblian et al., 2009). Hitt et al. (2007) explain that 

market power “exists when a firm is able to sell its goods or services above competitive levels 

or when the costs of its primary or support activities are below those of its competitors. 

Market power usually is derived from the size of the firm and its resources and capabilities 

to compete in the marketplace.” In order to do so, managers often go for horizontal or 

vertical M&A. However, such M&A can be constrained by competition regulators such as 

the Antitrust Committee in the US (Hitt et al., 2007). Indeed, the risk of this motive is to 

see the merging firms’ prices increase after the merger (unilaterally or collusively) which 

would impact negatively the welfare of consumers (Motis, 2007). On top of that, firms 

may want to achieve higher market power for several reasons: 

 Raise entry barriers: Firms may want to acquire another company that will allow 

them to raise entry barriers in order to contain the competition level in its 

industry (Motis, 2007). Eventually, the merging firms will increase their market 

power and therefore will be able to increase their prices. 

 Spread the portfolio: Motta (2004) argues that a firm may want to acquire 

another which is active in different but related product markets in order to 

strengthen its market power. Indeed, the theory behind is that customers will 

prefer to deal with one supplier offering the different products they need rather 

than dealing with different suppliers for each product (Motta, 2004). 

 Obtain multimarket contact: When acquiring a firm, the acquirer may seek a 

multimarket contact. Kahn (1950) and Edwards (1954) show the increased 

interdependence between firms mutually competing in different markets and as a 

result, the decreased competition level. Therefore, they argue that multimarket 

contact may favour collusive behaviour among rivals and the use of their market 

power (Singal, 1996). 

 Increase purchasing power: Increasing the firm’s purchasing power can also be 

a driver for an M&A. Motis (2007) explains that when a firm consolidate with 

competitors, while increasing its market shares and size, the firm may improve its 

bargaining power towards its suppliers, resulting in discounted prices for its 

inputs. 
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In conclusion, M&A pursuing market power motives could be very beneficial to the 

acquiring company as it allows it to increase its market power and capture more value 

while reducing the competition level. However, while impacting directly the competition, 

such M&A are highly controlled and limited by regulatory institutions. Indeed, a decrease 

of the competition level in a marketplace would allow the firms to increase their prices 

and therefore harm the welfare of consumers. 

 

1.4.5. Other motives 

 

The motives described above are far from being exhaustive and many other reasons 

cannot be classified within those categories. It is worthy to mention: 

 Defensive motive: In order to avoid losing competitive ground to its rivals, a firm 

may decide to acquire preventively another firm targeted by its competitors 

(Fridolfsson & Stennek, 2005). 

 Disciplinary motive: M&A can also be used to discipline ineffective or overpaid 

managers and therefore protect shareholders (Jensen, 1986; Jensen & Ruback, 

1983; Haleblian et al., 2009). Indeed, the theory behind this motive makes the 

assumption that poorly managed firms have lower market value than what it 

should have if the management was better (Haleblian et al., 2009). Therefore, a 

firm with a poor management is susceptible to be taken over with the aim of 

creating more value by replacing the management team (Manne, 1965; Motis, 

2017). 

 Overcome barriers to entry: Riley (2015) explains that one firm wishing to enter 

a new market with high barriers to entry may be tempted to acquire another 

company already active in the targeted market. By doing so, the acquirer would 

take control of the key capabilities and assets needed to compete in the new 

marketplace and overcome the entry barriers. 

 Secure supplies: By buying its suppliers, the acquirer could also secure its raw 

materials supply and its quality (Locarno, 2016), which is particularly important 

in industries with very high-quality and rare products. 

 Secure relationships with end-consumers: Similarly to the previous motive, by 

buying its customers and franchises, a company could ensure that end-consumers 

live the expected experience when buying its products (Locarno, 2016). 
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Chapter 2: Evaluation of the performance of mergers & acquisitions 

 

2.1. Concept of performance of mergers & acquisitions 

 

Over the last decades, the number of M&A has drastically increased, which substantially 

changed many of the world’s industries (DePamphilis, 2012). Wang & Moini (2012) show 

that between 1987 and 2010, M&A rocketed from $97.3 billion to $2,400 billion. As M&A 

became more and more common in firms’ practices, it also became a topic of interest 

among several research disciplines starting in the 1960s (Wang & Moini, 2012). However, 

most of studies concluded that success rates were really poor (20 to 60% only) and those 

conclusions haven’t changed much during this period (Bruner, 2002; Cartwright et al, 

2006). Wang & Moini (2012) even talk of “success paradox” and this raises many 

questions. How is the performance defined? How do we measure this performance?  

 

DePamphilis (2012) explains that the success of M&A depends greatly on how the 

performance and the success are defined. In the literature and on the internet, many 

different concepts of performance exist. Indeed, Zollo & Meier (2008) pinpointed 12 

different methods of assessing the impact of M&A on the performance when analysing 88 

empirical works. Those methods gravitate around 6 main axes: (Wang & Moini, 2012) 

 Measurement type: subjective or objective. 

 Unit of measure: expected returns or realised returns. 

 Timeframe: short-term or long-term. 

 Source of information: public or private. 

 Level of analysis: lowest (task level) or intermediate (project level) or broader 

(firm level). 

 Point of view: acquirer view or acquiree view or combined view. 

 

In this paper, I will introduce the readers to the most common methods which relate to 

whether the financial performance (Haleblian & Finkelstein,1999; Sudarsanam & Mahate, 

2006), the accounting performance (Lu, 2004; and Zollo & Singh, 2004), the operational 

performance (Mitchell & Lehn, 1990), or the perceptual performance (Brock, 2005; 

Homburg & Bucerius, 2005; and Hayward, 2002). 
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2.2. Event study 

 

The event study method has been very popular for decades (Martynova & Renneboog, 

2008). This approach examines the excess of returns in stock prices due to the 

announcement of an unexpected event (the M&A). If the firm’s observed returns are 

significantly higher than the estimated returns at the announcement of the M&A, it would 

mean that it created positive value for the company’s owners (shareholders) (Wang & 

Moini, 2012). The period of time over which stock prices are analysed is called the event 

window and consist of time intervals around the event announcement date (Wang & 

Moini, 2012). An event study can be whether short-term or long-term. The short-term 

study assumes that the stock prices reflect all available information regarding the firm’s 

current and future performance reported under its present-value within a short period 

of time (Wang & Moini, 2012). On the other hand, the long-term study considers that the 

market needs time to correctly adjust the stock prices of the company involved in the 

M&A (Wang & Moini, 2012). 

 

This method implies a few assumptions (Wang & Moini, 2012): 

 The market efficiency: stock prices capture all available information in regards 

to the current and future performance of the corresponding firm (Assumption 1).  

 Unexpectedness of the event: the event (M&A) should not be anticipated before 

its announcement so that the firm’s stock prices reflect fully the M&A effect at its 

announcement day (Assumption 2). 

 Absence of other effects: no other events should impact the stock prices of the 

surveyed firm during the event window (Assumption 3). 

 

However, those assumptions underlying the event studies are difficult to be met. First, 

Oler et al. (2008) show that all information is rarely available which implies that stock 

prices cannot reflect all information, at least not directly. Bromiley et al. (1988) also 

warns about the possible irrationality of the market (“Monday Effect”30 for example). 

Moreover, Lubatkin & Shrieves (1986) explain that the unexpectedness of the event is not 

always respected since M&A are part of the company’s corporate strategy and rumors 

could spread before the official announcement of the event. Furthermore, it is hard to 

                                                 
30 “Monday, equity markets experience opening performance that mirrors Friday's closing performance” 
(Investopedia - https://www.investopedia.com/terms/m/mondayeffect.asp). 
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ensure that no other events will affect the stock prices of the analysed company during 

the event window (Wang & Moini, 2012). 

 

This method has pros and cons. When looking at the advantages, Wang & Moini (2012) 

explain that event study allows: 

 An impartial measurement. 

 The availability of the data. 

 The isolation of the M&A effect (short-term studies only). 

 The low industry sensitivity since abnormal returns are calculated. 

 

However, Wang & Moini (2012) also depict a few disadvantages when using this 

technique: 

 It requires a few assumptions which can be hard to validate. 

 The performance assessed is the expected one, not the actual one. 

 It requires complicated calculations, even though the data is easy to access. 

 Since stock prices are available only for public companies, M&A performed by 

private firms cannot be assessed with this method. 

 It focuses on one motive only: the added value for shareholders. All other motives 

are ignored. 

 

As previously indicated, event studies can be used to evaluate the M&A performance for 

the buyer, the seller or the combination of both (short-term or long-term wise). 

Papadakis & Thanos (2010) showed that when using a short-term event study, M&A 

generate greatly positive abnormal returns to the acquired firms but the results are 

mixed for the acquirers. These findings make sense and are confirmed by other scholars. 

Indeed, Bertrand & Zitouna (2008) explain that the expensive premiums paid to acquired 

firms generate a lot of value for its shareholders. Furthermore, if the acquirer already has 

some participation in the targeted firm’s equity before that the M&A takes place, the value 

created by the M&A could be already considered in the acquiring company’s stock prices 

(Halpern, 1983). 

 

On another note, long-term event studies are more dependent of the different factors 

used (benchmark model, time window, sample’s specificities, etc.) (Wang & Moini, 2012). 

Nevertheless, the evidence shows that most of investigations conclude that the acquirers’ 
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abnormal returns are whether negative or not statistically significant (Tuch & O’ Sullivan, 

2007). 

 

2.3. Accounting method 

 

The accounting method relies essentially on the comparison of ratios and other features 

before and after the M&A. As such, it is based on actual returns contrastingly to the event 

study and therefore implies a long-term perspective (wang & Moini, 2012). The logic 

behind is that all benefits of the M&A will eventually be captured in the company’s 

accounts (Tuch & O’Sullivan, 2007).  

 

Accounting studies may vary a lot as measurement tools are numerous. As a result, it can 

be used to evaluate the performance in many different ways: profitability (Healy et al., 

1992); productivity (Bertrand & Zitouna, 2008); innovation (Bertrand, 2009); growth 

(Gugler et al., 2003). Many ratios and accounting tools are available and further explained 

by Martynova & Renneboog (2008). Nevertheless, many scholars agree that the ROA 

and/or operating cash flows are the most suitable instruments to estimate the 

performance of an M&A (Bertrand & Betschinger, 2011; Meeks, 1981; Barber & Lyon, 

1996).  

 

Wang & Moini (2012) depict a few advantages when using the accounting approach. 

Contrarily to the event study, it is based on actual returns and not estimated ones. 

Moreover, it is easier to use than the event study. On top of that, more than one motive 

can be assessed through this method. Finally and similarly to the event study, the data on 

which is based the assessment should be easily collectable as long as the company is 

public. 

 

However, Wang & Moini (2012) warn also about this technique’s drawbacks. Indeed, 

because of its long-term basis, it has higher risks to capture disruptive effects of external 

influences. Furthermore, even though the data is supposed to be relatively reliable, 

intentional manipulations are possible. This could then distort the study. Moreover, 

accounting rules are dynamic in time and in regards to the company’s location which 

highly limitates the use of this approach (Hult et al., 2008). Furthermore, due to the 

previous disadvantage and the fact that the companies in focus can change their 

accounting standards relatively easily, it makes it difficult to establish proper 
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benchmarks. On top of that, since the available accounts of a company are usually the 

consolidated ones, this method allows only a firm level analysis (Bruton et al., 1994). In 

addition, the integration policy (fully integrated to separately managed) will also greatly 

affect the relevance of this approach (Powell & Stark, 2005). Finally, the way how the 

acquiring firm will treat the purchase (accounting treatment and the means of payment) 

of the targeted company will also have huge impact on the ratios used to assess the M&A. 

 

The empirical evidence generated by the accounting method when assessing the 

performance of M&A is really confusing (Wang & Moini, 2012). Indeed, accounting 

studies seem to draw different conclusions, even contradictory sometimes. For example, 

Meeks (1977) assessed the performance of the M&A realised by 233 acquiring companies 

in the UK between 1964 and 1972. He showed that the firms in focus became more 

profitable during the first year following the acquisition but started losing efficiency from 

the second year onward already. Dickerson et al. (1997) demonstrated the total opposite. 

 

2.4. Managers’ perception 

 

This method requires interviewing the involved managers a few years after that the M&A 

took place and collect their perceptions of how performant it was compared to their 

original expectations (Wang & Moini, 2012). While their expected results usually take the 

form of ratios, managers are often asked to assess the M&A performance overall in order 

to test the convergence of the results (Schoenberg, 2006). When using this method, it is 

more common to analyse the acquiring firm (Homburg & Bucerius, 2005) even though 

sometimes, the perceptions are gathered from the acquired company’s management 

(Brock, 2005). 

 

On one side, this method presents many advantages. First, Wang & Moini (2012) explain 

that compared to many other approaches, interviewing the managers allows to collect 

some private information about the deal. Second, this method helps isolating the M&A 

impact on the performance from all other effects (Wang & Moini, 2012). After that, 

Brouthers et al. (1998) show that this approach makes it possible to evaluate many 

different dimensions of the performance of the M&A as well as to consider several of its 

motives. Finally, Schoenberg (2006) demonstrates that all M&A can be assessed through 

this method. 
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However, interviewing managers about their M&A performance can be disadvantageous 

as their perceptions can include some biais (Schoenberg, 2006). Furthermore, the quality 

of the analysis is greatly dependent of the data delivered by the surveyed company (Wang 

& Moini, 2012). On top of that, interviewed managers may not able to correctly assess the 

M&A as the survey is conducted a few years later and that the management of the 

company may have changed meanwhile (Datta, 1991). Lastly, managers may be tempted 

to exaggerate their success. 

 

The empirical results under this method are mixed. For example, Schoenberg (2006) 

shows in his review that 44 to 53% of managers questioned believed that their M&A had 

not reached the expected results. However, Ingham et al. (1992) conducted a managers’ 

perception survey on 146 companies of the UK top 500 firms and concluded that 77% of 

interviewed managers believed that their profitability had increased shortly after the 

M&A and 68% of them thought that their better profitability lasted in the longer term. 

Furthermore, Burner (2002) shares quite similar results with Schoenberg (2006). 

Indeed, he analysed 13 surveys that had been done based on executives’ perceptions of 

their M&A performance. He explains that among the 13 studies he reviewed, 6 suggested 

negative results while the rest was whether neutral or positive. He also demonstrates 

that managers tend to give better scores to their own achievements than to others’. 

Indeed, he shows that in managers’ opinions, 37% of M&A achieved by other executives 

from themselves were to have a positive effect on the performance and 21% were said to 

achieve expected results. Besides, when rating their own M&A’s performance, 58% 

believed that they had impacted positively their company’s performance and 51% 

thought that they had reached original objectives. 

 

2.5. Experts’ perception 

 

This approach is very similar to the previous one with the exception of interviewing some 

external experts instead of executives (Wang & Moini, 2012). 

 

As a result, pros and cons of this method are almost identical with those of the last one. 

However, a few differences subsist. Since experts are external to the analysed company, 

the evaluation has less risks to be affected by the partial subjectivity of managers 

(Cannella & Hambrick, 1993). Nevertheless, the externality of informants also means that 

the available information becomes limited (Wang & Moini, 2012).  
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When relying on the perceptions of external experts, 44% of M&A seem to be negative for 

the company’s performance (Schoenberg, 2006). 

 

2.6. Divestment method 

 

Some scholars explain that it is also possible to evaluate the performance of M&A by 

determining whether acquiring companies have divested the newly acquired firm after 

performing the M&A (Wang & Moini, 2012). The rationale behind is that the acquiree 

would be divested only if the acquirer’s original expectations were not met (Ravenscraft 

& Scherer, 1987).  

 

This method is not very complicated to implement but has a huge limitation: the main 

assumption that divestment means negative performance is not always true. Indeed, 

divestment is sometimes synonym of successful restructuration of resources when 

responding to duplications following the M&A or to changes in the environment (Kaplan 

& Weisbach, 1992; Capon et al., 2001; Schoenberg, 2006). 

 

Ravenscraft & Scherer (1987) as well as Porter (1987) realised some divestment surveys 

on the M&A performed during the 1960s and 1970s. Ravenscraft & Scherer (1987) found 

that 33% of acquiring firms had divested the newly acquired companies whereas Porter 

(1987) reported that more than 50% had done so. Later, Mitchell & Lehn (1990) 

performed a similar survey on 401 M&A between 1982 and 1986. They concluded that 

20.2% of them had been divested within the following 6 years. Other evidence was 

brought by Kaplan & Weisbach (1992) who showed that during the period 1971-1982, 

acquirers divested 44% of their freshly acquired businesses by 1989. 
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Chapter 3: The luxury market and industry 

 

3.1. What is luxury? 

 

“Some people think luxury is the opposite of poverty. It is not. It is the opposite of 

vulgarity.” 

[Coco Chanel] 

 

“Luxury is a necessity which starts where necessities end.” 

[Coco Chanel] 

 

“Luxury must be comfortable, otherwise it is not luxury.” 

[Coco Chanel] 

 

“Luxury is the ease of t-shirt in a very expensive dress.” 

[Karl Lagerfeld] 

 

“Luxury will always be around, no matter what happens in the world.” 

[Carolina Herrera] 

 

“Luxury is in each detail.” 

[Hubert de Givenchy] 

 

“Give me the luxuries of life and I will willingly do without the necessities.” 

[Frank Lloyd Wright] 

 

“Luxury, like a minimum wage, is a relationship; it changes as we change.” 

[Vida Dutton Scudder] 
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3.2. Definition and concept of luxury and luxury goods 

 

According to wordorigins.org31, Luxury comes from the latin words “luxus” and “luxuria” 

which means “excess”. In the ancient Rome, it was used to describe “riotous living and 

sinful waste”. It was then first translated into French as “luxurie” and “luxure” and took 

another meaning: “lust” or “lechery”. It appeared in the English language for the first time 

in the 14th century as “luxury” with the translation of “Somme le Roi”, an old French book 

of that time. It is only in the mid 17th century that “luxury” started to take the meaning of 

“wealth, splendor, opulence”. 

 

Luxury existed ever since man existed (Kapferer, 2009). The example of the Pharaoh in 

the Old Egypt (1550-1070 BC) is one of the most remarkable. During his life, he was 

daubed with perfumes (which was designed only for gods, the Pharaoh and the High 

Priest) and was dressed in fancy clothing made of sumptuous animal skins, gems and 

jewels. Following his passing, it was even more sensational: he was buried in stunning 

tombs in the Valley of the Kings or in a pyramid with magnificent treasures (Kapferer, 

2009). 

 

It was then in the ancient Greece that first debates about luxury took place between its 

advocates who saw it as a source of aspiration and improvement, and the opponents who 

saw luxury as being against virtue and morality (Kapferer, 2009; Som & Blanckaert, 

2015). Such disputes happened and keep happening in many places all over the world 

and at many different times. Indeed, luxury has always been an important social topic in 

all societies because it relates to sensitive subjects such as the social status, the notion of 

what is essential and what is unnecessary, and the wealth distribution (Kapferer, 2009). 

 

During the 18th century, together with the ascent of the liberalism doctrine of Adam 

Smith, many philosophers such as David Hume broke up the link between morality and 

luxury and provided a rational justification for luxury (Kapferer, 2009). But it is only in 

the 19th century, as the Industrial Revolution led to the rise of the consumer society and 

the increase of the standards of living, that an unstoppable process of democratisation 

and legitimization started (Kapferer, 2009). This process still keeps going today in all 

societies as more and more people can afford luxury. Today, luxury is progressively 

becoming a world available to many of us (Kapferer, 2009). 

                                                 
31 URL link: http://www.wordorigins.org/index.php/site/comments/luxury/. 
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As a result, defining luxury becomes very complex since it is a highly relative notion. 

Indeed, the concept of luxury is dynamic and evolves with time, the place and the 

individuals’ beliefs and desires (Berry, 1994). It is therefore not surprising that defining 

systems and frameworks struggle to identify the luxury industry and luxury goods. For 

example, the luxury industry cannot be clearly outlined with the classic Standard 

Industrial Classification System or even the 5 forces framework of M. Porter. As a matter 

of fact, it is hardly imaginable to think that Bentley competes with the Kelly bag of 

Hermes. In other words, there is a lack of generally accepted definition of what is luxury 

and what is not, and by extension, what is a luxury good and what is not (Heine, 2012). 

 

In economic terms, a luxury good is a good for which the income elasticity of demand is 

higher than 1 (Frank, 1991). In other words, when one’s incomes rise, its demand for 

luxury goods will increase more than proportionally. 

 

On a more sociological and managerial point of view, scholars rather concentrate on the 

marketing mix to explain what are luxury goods. Accordingly, luxury goods are goods of 

very high quality that provide a prestigious status to its users and that are extremely 

expensive (Brioschi, 2000). 

 

Another approach was tackled by Dubois et al. in their survey on luxury consumers in 

2001. The purpose of their study was to determine the specificities of luxury goods. They 

found 6 characteristics strongly associated with luxury goods (see figure number 2 on 

next page). 
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Figure 2: Characteristics of luxury goods by Dubois et al. (2001) 

 

[Source: Dubois et al. (2001)] 

 

After that, Danielle Alleres (1996) explains that luxury can be divided in 3 

segments when considering the exclusivity level and the targeted class of luxury 

goods. Her theory can be represented with a pyramid (see figure number 3 here 

below). 

 

Figure 3: The luxury segments by Danielle Alleres (1996) 

 
[Source: L’empire du Luxe by Danielle Alleres (1996)] 

 

At the highest level of the pyramid, one can find the inaccessible luxury. This segment 

relates to goods which are tailor-made in a limited way with very high-quality raw 
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materials and that are sold through a very selective distribution system at extremely high 

prices. Those goods are especially designed for the wealthiests. 

 

The intermediate level of the pyramid refers to luxury goods that are not made-to-

measure but that are still distributed very selectively and at expensive prices. Those 

goods adapt to the needs of middle-class people who became wealthier thanks to their 

professional achievements (in contrast to the targeted people of the previous category 

who rather inherited their fortune). 

 

Goods belonging to the bottom category of the pyramid are designed and dispensed on a 

broader scale, and are still perceived as luxury goods through the brand itself. This 

category is accessible to a wider number of people. 

 

3.3. The luxury market 

 

Bain & Company together with Fondazione Altagamma publish every year a global luxury 

market study. The data used in this chapter is based on the 2016 edition32 33. 

 

Bain & Company (2016) divided the worldwide luxury market into 10 segments: personal 

luxury goods, luxury cars, luxury hospitality, fine wines and spirits, fine food, fine art, 

designer furniture, private jets, yachts, and luxury cruises. The global luxury market 

altogether was worth almost 1.1 trillion euros in 2016.  Luxury cars was the top 

performing segment, accounting for 40.5% of the market. However, this paper and 

analysis will focus on the personal luxury goods which is the “core of the core” (Bain & 

Company, 2016) (see appendix number 3). Personal luxury goods was the second largest 

sector in 2016 (249 billion euros / share of 23%). Moreover, this segment has shown an 

important growth since 1994 (241%) and a strong resistance to the crisis in 2008. 

Indeed, the sector experienced a small recession of -1.8% and -8.4% in 2008 and 2009 

respectively before recovering entirely in 2010 with an increase of 1.8% compared to the 

situation before the crisis, that is in 2007 (see appendix number 4). 

 

The personal luxury goods segment can be subdivided into 4 main categories (see 

appendix number 5): 

                                                 
32 Luxury goods worldwide market study, fall-winter 2016 - By Claudia D’Arpizio, Federerica Levato, 
Daniele Zito, Marc-Andre Kamel, and Joelle Montgolfier - Bain  Company. 
33 Altagamma 2016 worldwide luxury market monitor - By Claudia D’Arpizio - Bain & Company. 
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 Accessories: it is mainly composed of leather goods (such as handbags) and shoes 

and accounted for 30% of the market in 2016. 

 Apparel: it refers to the ready-to-wear and represented 23% of the sales in 

personal luxury goods in 2016. 

 Hard luxury: it relates to watches and jewelry which held a share of 22% of the 

market in 2016. 

 Beauty: it comprises fragrances and cosmetics and accounted for 21% in 2016. 

 

After that, Bain & Company (2016) shows that in the global personal luxury goods 

market, the most used distribution channel is wholesale (share of 65% in 2016). 

However, the retail channel keeps growing faster with an increase of 1% in 2016 (versus 

-2% for wholesale). This can be explained by the strategy of luxury companies looking for 

a higher control of the experience delivered to their customers (Bain & Company, 2016) 

(see appendix number 6). 

 

Furthermore, mono-brand stores, department stores and speciality store remain the 

most popular formats in the personal luxury goods market with shares of respectively 

29%, 23% and 22%. However, the trend is downward in those last 3 sub-channels. On 

the opposite, off-price stores, online sales and airports stores acknowledged a significant 

growth in 2016. Bain & Company (2016) explains this by on one hand, the increase of 

globe-trotters shopping in the airports and on the other hand, the higher proactivity of 

brands on the internet while creating their own websites. Those trends are expected to 

continue in the future (Bain & Company, 2016) (see appendix number 7). 

 

Moreover, personal luxury goods are more and more sold at a discount (share 37% 

compared to full-price sales in 2016). However, brands tend to control further 

markdowns by using controlled outlet channels (Bain & Company, 2016) (see appendix 

number 8). 

 

On another note, when looking at the global personal luxury goods market by region in 

2016, Europe and Americas remained the biggest markets with similar shares of 33% 

each. Japan and China also held important shares of the global market (9% and 7% 

respectively) (see appendix number 9). However, when now looking at the nationalities 

of consumers, Bain & Company explains that Chinese customers contributed to 30% of 

global sales in this market. This can be explained by the fact that Chinese consumers 
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bought about 80% of their personal luxury goods outside of China. Indeed, only 53% of 

sales in the global personal luxury goods market were made by local consumers in 2016. 

The remaining 47% were made by regional tourists (13%) and extra-regional tourists 

(34%). Furthermore, Chinese consumers’ share is predicted to grow even further in the 

future thanks to its fast growing middle-class and the emergence of the “new-money 

households” (Bain & Company, 2016) (see appendix numbers 10 and 11). 

 

According to an analysis of BCG and Concept M in 201034, households consuming luxury 

products can be divided in 5 segments (see appendix number 12): 

 Aspirational mass-market households: they have ordinary incomes and origins 

but dream of a more sophisticated lifestyle. They don’t spend much individually 

but account for about 30% of the global luxury sales as a group. 

 Rising middle-class households: they are from modest origin but have above-

average revenues. They represent approximately 25% of global luxury sales. 

 New-money households: They are mainly businessmen and investors who 

generated at least a net worth of $1 million by themselves. They buy around 33% 

of global luxury goods. 

 Old-money households: they are similar to new-money households except that 

their wealth is the result of inheritance. They account for more or less 7% of global 

luxury sales. 

 Beyond-money households: they are different from old-money households in 

terms of their relationship to their social status. Indeed, contrarily to the previous 

category, they don’t want to display ostentatiously their wealth. They represent 

about 5% of global luxury sales. 

 

The last 3 segments described here above are part of the High Net Worth Individuals 

(HNWIs) and have always been vital for the well-being of the luxury market (Locarno, 

2016). Globally, the number of HNWIs increased by 7.5% in 2016 (The Economist, 

October 201435). The highest concentration is located in Asia Pacific and between 2010 

and 2016, the share of this region in the volume of HNWIs has almost doubled which 

makes it “the biggest source of new future growth” (The Economist, October 2014). 

                                                 
34 The New World of Luxury: Caught Between Growing Momentum and Lasting Change - By Jean-Marc 
Bellaiche, Antonella Mei-Pochtler, and Dorit Hanisch - Bain & Company and Concept M, 2010. 
35  The Economist - The Proliferation of High Net Worth Individuals - October 2014 - URL link: 
https://www.economist.com/graphic-detail/2017/10/04/the-proliferation-of-high-net-worth-
individuals. 

https://www.economist.com/graphic-detail/2017/10/04/the-proliferation-of-high-net
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After that, it is interesting to couple the luxury consumer segmentation developed by BCG 

(Boston Consulting Group) with the luxury market segmentation of Danielle Alleres 

(1996) explained earlier in this paper. In 2016, B&C shows that the “accessible luxury” 

segment represented 40% of the global personal luxury goods market. The consumers 

within this category refer mainly to the “aspirational mass-market households” as well as 

the “rising middle-class households”. Moreover, another 35% of the global market 

belonged to the “intermediary luxury” which is mainly bought by the “rising middle-class” 

and “new-money” customers. Finally, the top of the Alleres pyramid (“absolute luxury”) 

held a share of 25% of the global personal luxury goods market in 2016. The main 

consumers in this segment are the HNWIs. 

 

The overview of the global personal luxury goods market in 2016 can be summarized 

with figure number 4 here below: 

 

Figure 4: The global personal luxury goods market in 2016 by Bain & Company (2016) 

 
[Source: Bain & Company - Altagamma 2016 worldwide luxury market monitor - By C. D’Arpizio - slide 17] 

 

3.4. The luxury industry 

 

After introducing the readers to the concept of luxury and the luxury market, I describe 

here below the luxury industry. I start by explaining how different the luxury industry is 

from other industries. After that, I depict the key success factors that are required to 
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develop in order to perform well in this industry. Later on, I dress an overall picture of 

the luxury industry while referring to the 2017 survey of Deloitte. Finally, I finish this 

subchapter with the main trends and resulting challenges faced by luxury companies 

today. 

 

3.4.1. Specific characteristics of the luxury industry 

 

According to Chevalier & Mazzalovo (2008), the luxury industry is very specific compared 

to non-luxury sectors in 3 ways: the company size, the financials, and the relationship to 

time. 

 

Company size 

 

Unlike for most industries, the size of the firm seems not to be of major importance when 

it comes to luxury companies (Chevalier & Mazzalovo, 2008). Indeed, luxury firms rely 

much more on their reputation and on their brand awareness. The luxury industry is 

therefore composed mainly of SME (small and medium-sized enterprises) and a few 

conglomerates which are the collection of smaller individual firms (Chevalier & 

Mazzalovo, 2008). As interestingly illustrated by Chevalier & Mazzalovo (2008), an 

average brand owned by LVMH generates 10 to 20 times less sales than a brand like Gap 

or Zara. A consequence of this characteristic is a reduced workforce which leads to the 

subcontracting (but with a very high control) of some activities (Locarno, 2016). For 

example, it is not unusual for luxury watch manufacturers to subcontract the making of 

smaller components and to keep inside only the design and the final assembly activities 

(Locarno, 2016). Furthermore, growth is crucial for luxury companies as the global 

competition becomes tougher, but it should not be to the expense of the integrity and 

luxury-perception of the brand, which therefore limitates the potential maximal size of a 

luxury brand (Forbes, August 201736). 

 

Financials 

 

When it comes to financial specificities, Chevalier & Mazzalovo (2008) explain that the 

luxury industry is characterised by a very high break-even point and huge margins. First, 

                                                 
36 Forbes (August 2017) - Luxury Brand Mergers And Acquisitions Set To Explode - By Pamela N. 
Danziger. 
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luxury companies need to spend a lot of money to constantly maintain their brand power 

and awareness as well as their very high quality. Indeed, luxury firms make huge 

investments all along their value chain to ensure the very high quality of their products 

and the experience they deliver to customers (Bain & Company, 2016). This means 

investing in high-quality raw materials, employing high-qualified people at all stages, 

investing in huge and fancy “flagship stores” (Chevalier & Mazzalovo, 2008), spending a 

lot of money to ensure a presence everywhere, organising expensive fashion show and 

other brand-empowering events, investing huge amounts of money in marketing and 

brand management, etc. Such spendings, which are mainly linked to the luxury brand 

management, are usually not direct gross margin generators but are essential to all luxury 

companies, no matter how small they can be (Chevalier & Mazzalovo, 2008). However, 

once they overcome the break-even sales, luxury brands become very profitable as 

margins are very high and they generate a lot of cash that can be used for further 

investments (Chevalier & Mazzalovo, 2008). 

 

Another attribute of luxury businesses is that they can survive many years of losses 

before going bankrupt. In most industries, companies that lose too much money for too 

long usually exit the market quite rapidly (Chevalier & Mazzalovo, 2008). However, in the 

luxury industry, the rules are different. For example, Christian Lacroix never made any 

profits when being under the group LVMH (Chevalier & Mazzalovo, 2008). Chevalier & 

Mazzalovo (2008) explain this phenomenon in two steps: 

 First, despite of their ability to generate profits, luxury brands stay very powerful 

which can be very beneficial to the group owning the brand. 

 Second, having huge margins, luxury companies can resist a long time before 

having to sell out or going bankrupt. 

 

Relationship to time 

 

A major characteristic of the luxury industry is the lead time required to launch new 

products on the market or to implement changes in the corporate strategy. Where fast 

fast product-to-market industries can reach break-even sales within 6 months, luxury 

companies take much more time and money (Chevalier & Mazzalovo, 2008). For example, 

Chevalier & Mazzalovo (2008) explain that the lead time needed to launch new luxury 

perfumes on the market can vary between 18 months and 2 years. It is then common to 

spend the equivalent of the forecasted amount of sales of the first year in advertising and 



 
 

38. 
 

 

promotional events. In the end, it is usual to take up to 3 or 4 years to break-even. Other 

sectors where the timing is crucial are the fashion and watch businesses (Chevalier & 

Mazzalovo, 2008). Consequently, it requires luxury firms to be long-term oriented, and it 

is therefore not surprising to see that most companies in the luxury industry are family-

controlled businesses, even larger groups such as LVMH, Richemont and Kering are 

controlled by families (Chevalier & Mazzalovo, 2008). 

 

3.4.2. Key success factors in the luxury industry 

 

As explained before, the luxury companies are characterised by a relatively small size, a 

very high break-even point and profit margin, as well as by a long-term perspective. It is 

therefore not surprising to learn that it is important to develop the relevant key success 

factors to perform well in this industry. Indeed, it is Dubois (1998) who once said that to 

be successful in the luxury industry, it is required to do the exact opposite of what is 

believed as “traditional” in other sectors (see figure 5 number here below). 

 

Figure 5: The paradox of luxury goods marketing by B. Dubois (1998) 

 

[Source: Chevalier & Mazzalovo (2008) - Luxury Brand Management: A World of Privilege - page 14] 

 

Chevalier & Mazzalovo (2008) explain that there are 3 critical factors required for being 

able to compete in the luxury industry: 

 The power of the brand’s name. 

 The identifiability of the brand. 

 The ability to keep up with the image of luxury in our societies. 
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The need for a powerful brand 

 

First, it is essential for luxury companies to develop and maintain their identity and 

reasons for being (Chevalier & Mazzalovo, 2008). Their image should be strong enough 

to transmit their values and qualities just through their name. Chevalier & Mazzalovo 

(2008) demonstrate that a luxury firm’s name should reflect the very high quality, 

sophistication and exclusivity of their products; its traditional know-how and 

craftsmanship; as well as its legacy and heritage. It is therefore not uncommon that luxury 

brands begin with the name of famous designers or craftsmen that have a significant 

influence. For example, Coco Chanel who created sumptuous dresses for her very special 

friends or Salvatore Ferragamo who designed shoes for the actresses both gave their 

name to the famous brands we know today as Chanel and Salvatore Ferragamo. 

Moreover, it is capital for luxury companies to always stay coherent with their identity, 

even when extending their business lines. As a result, business extensions in the luxury 

industry can be highly time and money-consuming. 

 

The need for a strong identifiability of the brand 

 

After that, the values and heritage of the brand should be extended to its products so that 

its customers can identify themselves to the brand’s identity and show it to the world 

(Chevalier & Mazzalovo, 2008). When consumers buy luxury goods, they expect to live an 

amazing and taylormade experience and to be served with top-quality products. 

However, that is not all. The products should have their very own “aesthetic codes” and 

luxury providers should make sure to keep coherence in all their lines (Chevalier & 

Mazzalovo, 2008). This explains why the design is always crucial for all luxury companies. 

For example, when Guerlain makes its perfumes, it gives extra care to the scent but also 

to the design of the bottle which is as important as its content. 

 

The need for the ability to adapt to the environment 

 

Finally, as already mentioned in earlier (see page 30), the concept of luxury is highly 

dependent on how it is perceived by the society. Through their usage, luxury products 

should be able to provide customers the possibility to express their values and way of life 

(Chevalier & Mazzalovo, 2008). Moreover, luxury brands should maintain such 

capabilities as the social and cultural environments evolve across time. 
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3.4.3. The luxury industry structure 

 

When now looking at the industry structure, scholars tend to agree that it is an oligopoly 

globally dominated by a few conglomerates (Chevalier & Mazzalovo, 2008; Locarno, 

2016). Indeed, as we will see later in this chapter, the luxury industry has been tending 

towards consolidation and diversification in the recent decades. 

 

In the following paragraphs, I will dress an overall picture of the luxury industry based 

on the 2017 luxury survey of Deloitte37 “Global Powers of Luxury Goods 2017”. This 

report shows several interesting analysis on the top 100 luxury companies worldwide for 

the year 2015. When I talk about the luxury industry in this subchapter, I therefore refer 

to the top 100 of Deloitte (2017). Moreover, Deloitte focused on the same luxury goods 

as I do in this paper. 

 

First, the global luxury industry is relatively concentrated as the top 10 companies 

represented 48.1% of the industry worldwide in 201538. Among the companies 

composing this top 10, 3 are multi-product conglomerates (LVMH, Compagnie Financiere 

Richemont, Kering), 2 are exclusively involved in the perfumes and cosmetics (The Estee 

Lauder Companies, L’Oreal Luxe), another 2 are fashion firms (Ralph Lauren, PVH 

Corporation), 2 others are jewellers and/or watchmakers (The Swatch Group, Chow Tai 

Fook Jewellery Group), and the final one is the only company only involved in luxury 

accessories (Luxottica Group). Furthermore, it is interesting to see that 6 companies out 

of the 10 composing the top 10 are based in Europe (3 in France, 2 in Switzerland, and 1 

in Italy). The remaining ones are whether from North America or from Asia (3 from the 

USA and 1 from Hong Kong). Regarding the financials of the top 10 compared to the top 

100, it grew sales by 9.6% in 2015, which is 2.8% better than the top 100. Moreover, the 

10 best companies of the industry outperformed the top 100 by 1.7% when it comes to 

net profit margins (11.4% vs. 9.7% in 2015). Refer to appendix number 13. 

 

When now looking at the top 100, Deloitte (2017) shows that in 2015, 41 companies out 

of 100 belonged to the apparel and footwear sector. However, companies exclusively 

active in this sub-industry are, on average, smaller than in any of the 4 others and 

generated only 19.5% of the total top 100 sales in 2015. Luxury accessories as well as 

                                                 
37 Deloitte - Global Powers of Luxury Goods 2017 - By Patrizia Arienti. 
38 As mentioned already, by worldwide luxury industry, I mean the top 100 established by Deloitte 
(2017). 
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cosmetics and fragrances companies are on average larger than the previous ones but 

much less numerous (both 10 companies out of 100). In 2015, they represented 7.4% and 

13.9% of total sales in the industry respectively. After that, 28% of the top 100 is 

composed of jewellery and watches firms. They had in total a 26.7% share of luxury goods 

sales in 2015. Last but not least, the 11 multiple luxury goods companies completing the 

top 100 are 2 to 6 times larger on average than in other segments as they generated 

32.5% of the total sales in the top 100 in 2015. Refer to appendix number 14. 

 

Furthermore, Deloitte (2017) demonstrates how geographically concentrated the luxury 

industry is. Indeed, within the top 100 companies, 71 are based in Europe, 15 in North 

America, 13 in Asia and 1 in South America. Moreover, this is in Italy that the luxury 

companies are the most numerous with 26 firms in the top 100 in 2015. However, Italy 

generates only 16% of the sales in the industry which shows the high fragmentation of 

the industry in this country with a rather small firm average size. On the contrary, French 

companies selected in the top 100 are less numerous (10 firms) but are about 4 times 

larger than in Italy on average. In fact, France was holding the biggest market share 

(23.9%) of the global industry in 2015, of which 75% is achieved by the 3 French big 

luxury multinationals (LVMH, Kering, L’Oreal). Other countries worthy to mention are the 

USA with 15 luxury companies and making 21.3% of the top 100 sales as well as 

Switzerland with 14.4% of the global luxury market share with only 10 firms. Refer to 

appendix number 15. 

 

In 2015, 10 luxury companies newly entered the top 100 of Deloitte. All of them were 

private firms and 90% of them were based in Europe. Moreover, 7 of them were active in 

the apparel and footwear sector while the remaining 3 were whether multi-category 

players or jewellers and/or watchmakers. 

 

Finally, some additional analysis such as the performance per category and per country 

are available in appendix numbers 16 and 17. 

 

3.4.4. Main trends in the luxury industry 

 

As already mentioned earlier (see pages 29 and 30), the concept of luxury (and with it, 

the personal luxury goods industry) has been evolving a lot and is highly linked to its 

social and cultural perceptions. In recent years, 4 main trends have been shaping the 
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luxury industry: consolidation, diversification, pressure for more social corporate 

responsibility, and war for talents (Locarno, 2016). 

 

Consolidation 

 

The luxury industry has been experiencing a phase of consolidation mainly through the 

use of M&A for a few decades now. It started in the 1990s with the emergence of larger 

groups such as LVMH (Cavender, 2012). The consolidation process slowed down at some 

points but still keeps happening today with LVMH, Kering, Richemont, Coach, Michael 

Kors, Estee Lauder, L’Oreal, Swatch, and many others. For example, Coach (who recently 

changed its name to Tapestry) acquired Kate Spade for $2.4 billion in 2017 and its CEO, 

Victor Luis, said he was planning further strategic M&A in the near future (FN, December 

201739). Greg Furman, who is the leader of the Luxury Marketing Council40, talked of 

“LVMH-izing American luxury” (FN, December 2017).  

 

Consolidation strategies consist of implementing strategies with the aim of increasing the 

firm’s market power and allow it to secure its supplies and its relations with end-

customers (Locarno, 2016). In order to do so, luxury companies often go for horizontal 

or vertical (upstream or downstream) integrations depending on the objective pursued: 

 Horizontal integrations: As shown earlier in this paper, the perception and 

power of brands are crucial in the luxury industry and the delivered products 

should always be identifiable and in line with the heritage of the brand. Moreover, 

when growing their brands, luxury firms shouldn’t sacrifice their integrity and 

luxury-perception (rarity, manscraftshift, etc.). As a result, after a certain size is 

reached, it can become very complicated to keep growing (Forbes, August 2017). 

As a result, it sometimes becomes easier and less risky to further expand the 

business by purchasing additional market shares or by acquiring competitors with 

a high potential to grow (Forbes, August 2017). For example, it is not uncommon 

that LVMH purchases under-developed brands (e.g. Fendi for $225 million in 

200141) to allow it to reach its full potential. Consolidating activities of that sort 

                                                 
39 FN (December 2017) - 13 Big M&A Deals That Happened in 2017 and Two That Didn’t - By Katie Abel - 
URL link: https://footwearnews.com/2017/business/mergers-acquisitions/walmart-jet-com-steve- 
madden-jimmy-choo-sale-michael-kors-biggest-fashion-deals-469540/ 
40 The Luxury Marketing Council is a “global community of CEOs and CMOs [...] considered [as] a leader in the 
field of luxury marketing” (more on https://www.luxurycouncil.com/about). 
41 The Telegraph (November 2001) - LVMH pays $225m to take control of Fendi - By Damian Reece - link 
URL: https://www.telegraph.co.uk/finance/2743316/LVMH-pays-225m-to-take-control-of-Fendi.html. 

https://footwearnews.com/2017/business/mergers-acquisitions/walmart-jet-com-steve-madden-
https://footwearnews.com/2017/business/mergers-acquisitions/walmart-jet-com-steve-madden-
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allow LVMH to achieve efficiency gains (economies of scale, economies of scope, 

synergies) as well as raising barriers to entry in the global luxury industry, but 

also to increase its purchasing power in regards to its suppliers and increase its 

market power. In turn, it enables the firm to achieve faster (and sometimes safer) 

growth. 

 Vertical integrations: Furthermore, it becomes more common for luxury 

companies to operate vertical integrations in both ways: upstream (acquiring 

another firm active in an upper stage of the value chain) and downstream (lower 

stage in the value chain) (Locarno, 2016). First, when acquiring one supplier, the 

buying company can secure the supplies in rare and high-quality raw materials 

which are needed to produce luxury goods. For example, Hermes and Gucci are 

acquiring farms of Merino sheep, alligator and snake to make sure to have access 

to the best raw materials they need for their leather goods (BOF, June 201742). 

Moreover, as luxury firms subcontract a lot of their activities but contrastingly 

need to keep a very high quality all along the value chain, some luxury firms may 

decide to purchase their suppliers in order to bring back some of those 

subcontracted activities within their scope and therefore securing the 

requirements of those stages. This is particularly the case in the luxury 

watchmaking segment where groups like Swatch, Rolex, Richemont and LVMH are 

buying some of their specialist subcontractors to decrease their dependance 

towards them (Hoffman & Lecamp, 2015).  On top of that, as mentioned when 

analysing the market, luxury firms tend to boost the retail channel to ensure that 

final customers live an amazing experience when buying their products. To do so, 

they open new directly owned stores but also buy back franchises (Bain & 

Company, 2016). 

 

Diversification 

 

Another trend identified by Locarno (2016) is the tendency to resort to diversification 

strategies. Diversification can traditionally be of two kinds: business diversification 

which consists of entering a new business line; international diversification which 

implies entering a new geographic market (and both types can be coupled) (Bascle, 

                                                 
42 BOF (Business of Fashion) (June 2017) - Luxury Brands Are Snapping Up Farms to Control their Supply 
Chains - By Georgina Safe - link URL: https://www.businessoffashion.com/articles/global-currents/how -
luxury-brands-are-snapping-up-farms-to-control-their-supply-chains 

https://www.businessoffashion.com/articles/global-currents/how-
https://www.businessoffashion.com/articles/global-currents/how-
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2015). To that, I would like add a third option: brand diversification which is very specific 

to the luxury industry I believe. 

 

Starting in 1990s, a few luxury companies began diversifying their business lines and 

extending their scope (Cavender, 2012). Some of which became today big conglomerates 

active in numerous segments. For example, LVMH is active in more than 8 different 

sectors (wines and spirits, fashion and leather goods, perfumes and cosmetics, watches 

and jewelry, selective retailing, fine food, hospitality, media, etc.) (website of LVMH43). In 

fact, it is not surprising. Indeed, as explained a bit earlier (see page 43), luxury brands are 

limited in their potential to grow. As a result, entering a new business line allows the 

company to overcome this limitation. However, as seen before in this paper (see pages 

39 and 40), it is crucial for luxury brands to keep coherence with its origins and values to 

which the consumers are very sensitive. It becomes therefore very complex for luxury 

brands to extend their business to other segments (Chevalier & Mazzalovo, 2008). For 

example, even though the psychological difference between jewelry and watches is very 

thin, it took Bulgari’s first watch 7 years to be successful (Chevalier & Mazzalovo, 2008). 

In other words, business diversification is very risky as well as time and money-

consuming. As a matter of fact, Grant (2013) shows that it is the most value-destructive 

decision in corporate strategy. 

 

In order to further growth, luxury firms have other possibilities than diversifying their 

business lines. Indeed, they can extend their activities to other markets abroad and/or 

purchase under-developed brands active in the same segment (e.g. international and 

brand diversification). Morck & Yeung (1991) show that international diversification is 

beneficial on average since it allows a firm to capture strategic capabilities situated 

abroad. 

 

Pressure for more social corporate responsibility 

 

A study released by Luxury Institute and Positive Luxury44, 2 organisations working in 

cooperation with luxury companies, show that the pressure for more social corporate 

responsibility (CSR) on the sector has become higher. “Sustainability and social 

                                                 
43 URL link: https://www.lvmh.com/houses/. 
44 Luxury Institute & Positive Luxury (January 2016) - 2016 Predictions For Luxury Sustainability & 
Innovation - By Diana Verde Nieto - link URL: https://www.luxurysociety.com/en/articles/2016/01/ 
2016-predictions-for-luxury-sustainability-innovation/ 

https://www.luxurysociety.com/en/articles/2016/01/2016-
https://www.luxurysociety.com/en/articles/2016/01/2016-
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responsibility are no longer nice-to-have for luxury brands - they are now requirements” 

(HBR, February 201645). Nieto (2016) explains this new necessity by 4 main kinds of 

pressure: 

 The regulatory pressure: the regulatory institutions, especially in Europe, are 

passing more and more laws enforcing a stricter control and reporting of all the 

value-chain stages (Winston, HBR, 2016). Winston (HBR, 2016) mentioned the 

example of the Modern Slavery Act that passed in 2015 in the UK. This regulation 

makes it mandatory for larger corporations to publish annually a report approved 

by the board on the slavery and human traffic situation across their supply chain. 

It is particularly relevant since 71% retailers and suppliers in the UK believe there 

is a high chance that slaves are used at some point in their supply chain (Winston, 

HBR, 2016). 

 The social pressure: Winston (HBR, 2016) explains that this is probably the 

strongest pressure in play here, that is the society is evolving and norms are 

changing. Indeed, new generations are expressing a higher interest and care in 

sustainability and big challenges of our time. According to a research cited in the 

survey, 88% of the Millennials and of the Generation X in the UK and in the US said 

that “brands need to do more good, not just ‘less bad’” (Winston, HBR, 2016). This 

phenomenon is also followed by celebrities such as Leonardo DiCaprio who 

became an ardent activist in the fight against global warming (Winston, HBR, 

2016).This leads to the creation of special labels proving the provenance of 

products and the respect of sustainability factors, increasing therefore the 

pressure on the corporations (Winston, HBR, 2016). 

 The investment community pressure: After that, there are some evidence of an 

increasing focus on sustainability and CSR in the investment community. In 2015, 

analysts at Morgan Stanley increased the price target on companies active in the 

ready-to-wear industry that were performing well on a sustainability point of 

view (Winston, HBR, 2016). It is believed that this behaviour will soon extend to 

the luxury industry (study of Nieto, 2016). 

 The natural environment pressure: Finally, Nieto (2016) explains that on top of 

all the pressures coming from the different actors in the society, natural resources 

are limited and it raises a real threat on luxury businesses and their survival. 

Indeed, luxury goods require very high-quality and rare raw materials, some of 

                                                 
45 HBR (Harvard Business Review) (February 2016) - Luxury Brands Can No Longer Ignore Sustainability 
- By Andrew Winston - link URL: https://hbr.org/2016/02/luxury-brands-can-no-longer-ignore- 
sustainability 

https://hbr.org/2016/02/luxury-brands-can-no-
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which are not available anymore already. Nieto (2016) gives the examples of the 

gold, some components in cosmetics, diamonds, exotic skins, etc. which are 

becoming extremely rare. 

 

In turn, the luxury industry will eventually have to tackle those sustainability and CSR 

challenges if they want to survive in the future (Nieto, 2016; Winston, HBR, 2016). 

 

War for talents 

 

“The race for top talent will define the next decade for the fashion and luxury industries.” 

[BOF, April 201446] 

 

The Business of Fashion (BoF) and The Boston Consulting Group (BCG) realised a study 

together in 2014 on the Human Resources (HR) challenges faced in the luxury and fashion 

industries (BOF, April 2014). According to that study, 70% of the firms active in those 2 

last industries strive to recruit very talented creative directors and 2 companies out of 3 

were short of internal relevant candidates for top management positions. Moreover, the 

study shows that it is particularly difficult for smaller firms which may not have as many 

resources to allocate as big groups such as LVMH or Kering. 

 

In the luxury and fashion industries, the brand heritage and identity are of capital 

importance as already explained before. Consumers need to be able to identify 

themselves to the brand and its values and codes. In this context, a few roles can act as 

true ambassadors of the brand and become therefore crucial to the company (BOF, June 

201347). The most important of those roles is maybe the creative director (BOF, June 

2013). Indeed, the creative director “is the God” (a senior executive at a major fashion 

brand cited by BOF, June 2013), he is the guardian of the codes and values with a lot of 

visibility and becomes therefore the captain of the brand. For example, it is difficult to 

think of Chanel without thinking of Karl Lagerfeld, and the opposite is true too. However, 

this is not the only function that is of major significance in a luxury company (BOF, June 

2013). Indeed, if Louis Vuitton wants to deliver luxury goods of the highest quality that 

                                                 
46 BOF (Business of Fashion) (April 2014) - BCG-BoF Report | The Race For Talent in Fashion and Luxury - 
By J-M. Bellaiche, T. Gaissmaier & S. Willersdorf - URL link: https://www.businessoffashion.com/articles 
/careers/bcg-industry-report-race-for-talent-in-fashion-and-luxury 
47 BOF (Business of Fashion) (June 2013) - Why Creative Directors Matter More Than Ever - By I. Amed - 
URL link: https://www.businessoffashion.com/articles/right-brain-left-brain/why-creative-directors- 
matter-more-than-ever. 

https://www.businessoffashion/
https://www.businessoffashion.com/articles/right-brain-left-brain/why-creative-directors-
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are the results of heritage and craftsmanship, it needs the most talented people and 

craftsmen at all the stages of the value chain. This why large groups develop some 

partnerships with top universities so they can directly impact the future talents at an 

early stage and attract the best elements (Locarno, 2016). For example, Kering is 

associated with Parsons School of Design in the USA and HEC Paris in France (Locarno, 

2016). 

 

In other words, in order to answer the demanding requirements of luxury, it is crucial for 

the employer to be able to find and attract talents, to hire them, to manage them and their 

development, and to retain them. This is how begins the war for talents. 
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Part 2: Research Hypothesis, Methodology and Raw Data 

 

In the second part of this paper, the readers are explained the research hypothesis, the 

methodology used and how the relevant data was collected. 

 

Chapter 1: Research hypothesis 

 

The prime objective pursued in this research is to show whether or not M&A impact 

(positively or negatively) the financial performance of acquiring firms in the personal 

luxury goods industry. To that purpose, 3 hypothesis are dressed in this chapter and 

tested in the third part of this paper. 

 

1.1. Hypothesis 1 

 

As of today, the impact of M&A on the performance of involved firms has been the subject 

of many studies (Konigs & Schiereck, 2006). As a matter of fact, numerous scholars 

conducted event studies to test the financial impact of M&A across many different 

industries (Konigs & Schiereck, 2006). In their literature review, Tuch & O'Sullivan 

(2007) show that most of those investigations conclude that the acquirers' abnormal 

returns are whether negative or statistically not significant. However, the literature stays 

quite poor when it comes to the luxury industry and the results might be different. Indeed, 

because of what is following here below, I have reasons to believe that the 

announcements of M&A have a positive impact on the acquiring firms' shareholders value 

in the luxury industry. 

 

First, Lane & Jacobson (1995) show that the variation of stock prices at the 

announcement of a brand extension in the retail market is correlated with the brand's 

perception by customers. The more the brand is perceived as prestigious and familiar, 

the more stock prices tend to respond positively to the announcement and inversely 

(Lane & Jacobson, 1995). On another hand and as already mentioned in the literature 

review (see pages 39 and 40), Chevalier & Mazzalovo (2008) explain that all luxury firms 

should have powerful and prestigious brands. Therefore, if the conclusions of Lane & 

Jacobson (1995) are extendable to the luxury industry, it would not be surprising to see 

that M&A announcements have a positive financial impact on the acquiring firms 

involved. 
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Second, Hosken & Simpson (2001) demonstrate that M&A between supermarkets 

generate positive returns on the stock market and does not imply an increase in prices 

for end consumers. Once again, this looks favourable for the luxury industry which is 

highly active on the retail segment (35% in 2016 and expected to grow further48) as long 

as selling prices to end consumers remain unchanged. 

 

Third, Konigs & Schiereck (2006) evaluated the financial performance of M&A in the 

luxury industry between 1993 and 2005 and concluded that it had positive effects on the 

acquirers’ stock prices. Therefore, it can be expected that between 2000 & 2016 and while 

using different features, those conclusions stay unchanged. 

 

Fourth and as explained in the literature review (see page 43), due to the fact that luxury 

firms should remain perceived as exclusive, rare and prestigious, it can become very 

complicated to keep growing (Forbes, August 2017). As a result, it can be easier and less 

risky to further expand the  business by purchasing additional market shares or by 

acquiring competitors with a high potential to grow (Forbes, August 2017). It could 

therefore make sense to reward such strategies if properly approached. 

 

Fifth, Chevalier & Mazzalovo (2008) explain how beneficial it can be for a luxury group to 

keep very powerful brands despite of their ability to generate profits (see page 38). In 

this context, acquiring a strong luxury brand could be seen as beneficial for the group by 

the market. 

 

Sixth and as shown in the literature review (see pages 43 and 44), one of the main trends 

in the luxury industry is the consolidation strategy (Locarno, 2016). It has also been 

explained that M&A motivated by consolidation purposes can be very beneficial to the 

acquirers as it can increase their market power in many ways and/or allow them to 

secure whether their supply in rare raw materials or the shopping experience delivered 

to end consumers which are both of capital importance in the luxury industry. That is 

why it would not be astonishing to see that the market reacts positively to such strategies 

as long as regulators don’t restrict it. 

 

                                                 
48 Bain & Company - Altagamma 2016 worldwide luxury market monitor - By C. D’Arpizio. 
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For all those reasons, I believe that M&A should create positive value for the acquirers’ 

shareholders on the day of its announcement. This is how was designed Hypothesis 1. 

 

Hypothesis 1: on the day of its announcement [0], M&A have a positive impact in terms of 

value creation for the acquirers’ shareholders in the personal luxury goods industry. 

 

1.2. Hypothesis 2 and 3 

 

As mentioned in the literature review (see page 21), the event study method is based on 

3 main assumptions:  

 Assumption 1: the market efficiency. 

 Assumption 2: the unexpectedness of the event. 

 Assumption 3: the absence of other effects. 

 

The research hypothesis 2 and 3 in this study are designed to verify Assumptions 1 and 

2. Indeed, Hypothesis 2 controls that no anticipation of the M&A announcements are 

made by analyzing the event window [-13 ; -1]. Moreover, Hypothesis 3 checks that no 

significant adjustments of the market are required after the announcement day by testing 

the time interval [+1 ; +13]. In other words, M&A should have no effect on the value 

creation for acquirers’ shareholders during the days preceding and following the 

announcement date. 

 

Hypothesis 2: during the 13 days preceding its announcement [-13 ; -1], M&A have no 

impact in terms of value creation for the acquirers’ shareholders in the personal luxury 

goods industry. 

 

Hypothesis 3: during the 13 days following its announcement [+1 ; +13], M&A have no 

impact in terms of value creation for the acquirers’ shareholders in the personal luxury 

goods industry. 
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Chapter 2: Methodology 

 

As already mentioned earlier in this paper, this research follows an event study 

methodology. A brief introduction to this method is already available in the literature 

review (see pages 21 to 23) but it is further detailed in this chapter. 

 

This approach evaluates the financial performance of M&A by examining the abnormal 

returns reflected in the involved firms’ stock prices that are generated  by their 

announcement (Wang & Moini, 2012). Abnormal returns can be determined by 

comparing observed returns with expected returns around the announcement day. If 

observed returns are significantly different than expected returns, there will be abnormal 

returns. Positive abnormal returns are synonym of good financial performance as it 

increases the value of shareholders and vice-versa (Wang & Moini, 2012). 

 

 In this chapter, I explain and justify the different parameters of my event study. I divided 

my approach in 5 main steps: 

 Step 1: first of all, the perspectives in terms of time frame and actor should be 

decided. Does the study follow a long or short-term view? Does the study focus on 

the evaluation of the financial value created for acquirers and/or acquirees? 

 Step 2: in a second time, the benchmark model should be chosen. This choice 

impacts the way how expected returns are calculated. 

 Step 3: next, expected returns should be computed so that observed returns can 

be compared. Expected returns are estimated with an OLS (Ordinary Least 

Square) regression along an estimation period assumed to be “normal”. This time 

interval is called the estimation window. 

 Step 4: after that, abnormal returns should be calculated by comparing the 

observed returns with the expected returns determined in step 3. Abnormal 

returns should be computed across the days around the M&A announcement date. 

This period is called the event window. 

 Step 5: finally, in order to draw more general conclusions about the financial effect 

of M&A in the personal luxury goods industry, cumulative average abnormal 

returns should be determined. 
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2.1. Step 1: choice of the time and actor perspectives 

 

First, the event study proposed in this paper takes a very short-term perspective which 

means that the market efficiency is assumed. In other words, stock prices should capture 

all available information in regards to the current and future performance of the 

corresponding firm (Wang & Moini, 2012). This assumption might seem impossible to 

meet but Farma et al. (1969) demonstrate that markets are efficient enough to reflect 

most of the available information properly and almost immediately after the 

announcement. Moreover, the short-termism of this study also implies that M&A are 

unexpected events and that therefore, no anticipation from the market should be 

reflected before the announcement takes place (Campbell et al., 1997). 

 

Furthermore, this thesis focuses on the value (positive or negative) created by the 

acquiring firms for their shareholders. Therefore, the M&A financial performance of the 

acquired companies will not be evaluated in this paper. 

 

2.2. Step 2: choice of the benchmark model 

 

The next step is to select the benchmark model to be used in the event study. There are 

many different models existing with pros and cons for each. In this paper, I use the market 

model which puts in relation the company’s stock returns to those of the corresponding 

market index (Campbell et al., 1997). It assumes that the firm’s stock prices are highly 

correlated with those of the market and therefore allows a better identification of the 

expected returns (Campbell et al., 1997). 

 

2.3. Step 3: choice of the estimation window and computation of expected 

returns 

 

Abnormal returns are calculated by comparing the observed returns with the expected 

returns. In order to know what the expected returns are, it is needed to estimate them. 

Their estimation can be done by using an OLS regression on a period of time preceding 

the event window and said to be “normal”. The time interval over which expected returns 

are estimated is called the estimation window.  
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2.3.1. Choice of the estimation window 

 

The estimation window was difficult to settle because no standard seems to exist in the 

litterature. However, several scholars do explain that the estimation window should not 

overlap with the event window so that the studied event does not influence the 

“normality” of the estimation period (Campbell et al., 1997; MacKinlay, 1997). 

Nevertheless, the length of the estimation window varies a lot across the litterature 

without any particular explanation or justification. For example, Konigs & Schiereck 

(2006) used the event study method to test the financial performance of M&A in the 

luxury sector between 1993 and 2005 and chose an estimation period of 250 days 

preceding the event window. On another hand, Manlio (2014) did a similar study and 

used a different estimation window of 200 days before the event window. In both cases, 

scholars do not justify their choice. According to Campbell et al. (1997), the estimation 

window in an event study using the market model “could be [set] over the 120 days prior 

to the event” but they don’t give any rationale justifying this suggestion. Nevertheless, I 

will follow this recommendation and add an extra 30 days [-170 ; -20] to the estimation 

window in order to smooth the curve as much as possible without making the model too 

demanding in regards to the data availability49. Figure number 6 here below shows the 

estimation window used in this study. 

 

Figure 6: Estimation Window used in this study 

 
[Source: Author’s figure] 

 

  

                                                 
49 For example, if there is 1 irregular data in a sample of 10 data, its disturbing effect on the normality will 
be much stronger than if the sample counted 100 data. However, the more data is taken, the higher the 
requirements for data availability are. 
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2.3.2. Computation of expected returns 

 

As just explained earlier, expected returns can be estimated by using an OLS regression 

model (MacKinlay, 1997): 

 

E(Ri,t) = αi + βiRm,t + εi,t 

 

where αi is the first regression parameter specific to the security i; βi is the second 

regression parameter expressing the sensitivity of the security i to the market index m; 

Rm,t is the t-period observed return on the market index m; and εi,t is the zero mean 

disturbance term. 

 

In this equation, α and β are the parameters of the OLS regression that puts in relation 

the company’s stock returns to those of the corresponding market index (Campbell et al., 

1997). In this study, I used Excel to determine the parameters and compute expected and 

abnormal returns. 

 

2.4. Step 4: choice of the event window and computation of abnormal returns 

 

2.4.1. Choice of the event window 

 

As mentioned already (see page 52), the event window is the period of time over which 

abnormal returns are calculated. In other words, this is the time interval around the 

announcement date (time 0) during which the financial performance of M&A is evaluated. 

Since this study follows a short-term perspective, I test the M&A on the day of its 

announcement [0]50. Nevertheless, I will also analyse the financial impact of M&A on a 

longer interval [-13 ; +13]51 to see if the results stay similar after possible adjustments or 

anticipations of the market. The choice of this time interval [-13 ; +13] was made while 

taking into account the fact that any longer window52 would have led to the exclusion of 

more events due to the resulting overlapping of several event windows53. 

 

                                                 
50 To be referred to as Event Window 1. 
51 To be referred to as Event Window 2. 
52 Meaning whether after [+14] or before [-14]. 
53 The overlapping risk will be further covered later in this paper. 
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Furthermore, in order to test the assumptions made based on the short-termism of this 

study, 2 other event windows are also considered in this paper. First, Assumption 2 is 

checked with a 13-day interval [-13 ; -1]54 before the announcement.  Second, Assumption 

1 is verified with a 13-day period [+1 ; +13]55 right after the announcement. Figure 

number 7 here below depicts the different event windows analysed in this study. 

 

Figure 7: Event Windows 1 - 2 - 3 - 4 analysed in this study 

 
[Source: Author’s figure] 

 

2.4.2. Computation of abnormal returns 

 

After that, the acquiring firm’s abnormal returns can be computed. MacKinlay (1997) 

explains that abnormal returns are computed by the difference between the observed 

returns and the expected returns: 

 

ARi,t = Ri,t - E(Ri,t) 

 

where ARi,t is the t-period abnormal return on the security i; Ri,t is the t-period observed 

return on the security i; and E(Ri,t) is the t-period expected return on the security i. 

  

                                                 
54 To be referred to as Event Window 3. 
55 To be referred to as Event Window 4. 
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2.5. Step 5: computation of cumulative average abnormal returns 

 

2.5.1. Computation of average abnormal returns 

 

Next, in order to compute the cumulative average abnormal return, average abnormal 

returns across the n events analysed should be calculated first (Ribonnet, 2015): 

 

AARt = 
𝟏

𝟏
 ∑𝟏

𝟏 = 𝟏 ARi,t 

 

where AARt is the t-period average abnormal return; and ARi,t is the t-period abnormal 

return on the security i. 

 

2.5.2. Computation of the cumulative average abnormal return 

 

Finally, in order to evaluate the impact of M&A on the financial performance of the 

acquiring companies along the whole event window and across the whole sample, the 

cumulative average abnormal return should be calculated as the sum of the average 

abnormal returns (Ribonnet, 2015): 

 

CAAR[x ; y] = ∑𝟏
𝟏 = 𝟏 AARt 

 

where CAAR[x ; y] is the cumulative average abnormal return across the time interval [x ; 

y]; and AARt is the t-period average abnormal return. 

 

Once the cumulative average abnormal return is computed, it is possible to draw broader 

conclusions on the financial performance of M&A. Indeed, if the CAAR is positive, it means 

M&A created positive value for the firms’ shareholders and vice versa (Wang & Moini, 

2012). The market efficiency assumption made in this model implies that when no event 

occurs, the CAAR should remain null (Kirchhoff & Schiereck, 2011). 
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Chapter 3: Raw data 

 

For the purpose of this study, some raw data about the M&A deals in the personal luxury 

goods industry as well as the historical stock prices of the analysed companies and their 

corresponding market indices were collected. I used the Bloomberg Terminal to build a 

relevant list of M&A deals and both Yahoo Finance and Investing.com when it came to get 

stock prices data. 

 

1.1. M&A deals data 

 

In order to make a reliable list of M&A deals operated in the luxury industry, I decided to 

use the Bloomberg Terminal which is available at BSPO - UCL56. Indeed, this software 

offers the possibility to extract a record of financial events such as M&A based on a set of 

criteria of our choice. 

 

First, in order to ease the work and to keep coherence with the industry analysis dressed 

in my literature review, I decided to limitate the scope of my research to the top 100 

personal luxury goods firms of Deloitte (2017)57. Moreover, I further restricted the 

sample to public companies only. Indeed, I am interested in evaluating the financial short-

term performance of M&A for shareholders through an event study as explained already. 

Therefore, I need the analysed firms to be quoted on a financial stock market. 

 

Second, I selected M&A deals only. This type of deal implies that there is a transfer of 

control from the acquired (or selling) firm to the acquirer as explained at the beginning 

of my literature review (see page 5).  

 

Third, I set a time window of 17 years, from the 1st of January 2000 to the 31st of 

December of 2016. The rationale behind was to take a large window to make sure to have 

enough events (M&A announcements) in my data sample while still coping with the data 

availability since stock prices historical data of before 2000 is difficult to find. 

 

                                                 
56 BSPO - UCL: Library for economic, social, political and communication sciences - Catholic University of 
Louvain. 
57 Deloitte - Global Powers of Luxury Goods 2017 - By Patrizia Arienti. 
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Fourth, I decided to take all deal status into consideration. Indeed, whether the deal 

actually happens or not should not impact my study. The announcement effect should 

occur anyway (Manlio, 2014). 

 

The application of above criteria led to the identification of 46 public firms active in the 

personal luxury goods industry that were involved in at least one M&A announcement 

between 2000 and 2016. This first sample58 totalised 382 M&A announcements with an 

average announced deal value of 459.57 million USD. An overview of M&A Deals Sample 

1 is available in appendix number 18. 

 

In a second time and in order to keep only the most relevant transactions into account, I 

skimmed off M&A Deals Sample 1 in a similar way as explained by Ribonnet (2015). I 

chose to ignore all events having an announced deal value under 100 million USD and 

those for which the deal value was not communicated. 

 

This resulted in a second data sample59 reduced to 70 M&A and involving 22 personal 

luxury goods companies. An overview of M&A Deals Sample 2 is available in appendix 

number 19. 

 

1.2. Stock prices data 

 

The next step was to collect the stock prices data for both the studied firms and their 

corresponding market indices. I extracted this data from whether Yahoo Finance or 

Investing.com. 

 

More specifically, in regards to the firms in focus, I used the the daily adjusted closing 

prices60 in order to calculate the daily returns. I did similarly when it came to the indices. 

Using adjusted closing prices is the standard in this context (Campbell et al., 1997). The 

indices are used to correctly estimate the expected returns during the event window. In 

my study, I used the following market indices described in Table 1 following. 

 

                                                 
58 To be referred to as M&A Deals Sample 1. 
59 To be referred to as M&A Deals Sample 2. 
60 An adjusted closing price is the closing price of stock including “any distributions and corporate actions 
that occurred at any time before the next day's open.” (Investopedia.com) - URL link: 
https://www.investopedia.com/terms/a/adjusted_closing_price.asp. 
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Table 1: The market indices used for each firm of the sample 

 
[Source: Author’s figure] 

  



 
 

61. 
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Part 3: Results & Findings 

 

This third and last section is intended to analyse M&A Deals Sample 2. Based on this 

sample, I test the hypothesis dressed in the previous part of this paper. First, I describe 

my approach and computations. In a second time, I study the financial impact of M&A in 

the luxury industry. Moreover, I realise 4 sub-sample analysis to better understand the 

impact of M&A. Finally, I summarise the results of this research and address a few 

remarks to the readers. 

 

Chapter 1: Approach & computations 

 

1.1. AR computations 

 

The next step after defining the scope of the event study (see pages 52 to 57) is to do all 

the regressions and computations for each of the 70 events of the sample. 

 

For each M&A announcement, my approach can be summarised in 7 steps: 

 Step 1: Extraction of the adjusted closing prices from whether Yahoo Finance or 

Investing.com for both the security and the corresponding market index. 

 Step 2: Computation of daily returns for both the security and the corresponding 

market index. 

 Step 3: Calculation of the intercept (alpha) and the slope (beta) on the estimation 

window. 

 Step 4: Reckoning of the SE61 and the RS62 also on the estimation window. 

 Step 5: Determination the expected returns across the event window with (F.1). 

 Step 6: Estimation of the abnormal returns along the event window with (F.2). 

 Step 7: Test of the statistical significance of abnormal returns with a Student t-

test63. 

 

                                                 
61 SE stands for Standard Error. It is the deviation between “a sample mean [and] the actual mean of a 
population” (Investopedia.com). URL link: https://www.investopedia.com/terms/s/standard-error.asp. 
62 RS stands for R-squared. It is a statistical measurement tool that provides the explanatory power of the 
model (Investopedia.com). URL link: https://www.investopedia.com/terms/r/r-squared.asp. 
63 The Student t-test analyses the differences between two means and tells you if they could happen by 
chance or not. If not, it means the difference is statistically significant (Statistics How To - URL link: 
http://www.statisticshowto.com/probability-and-statistics/t-test/). 
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Nevertheless, a few remarks are worth to mention in this subchapter. 

 

First, 3 events were excluded from M&A Deals Sample 2 due to a lack of data availability. 

Indeed, Coty was not quoted before the 13th of June 2013 (Reuters.com64) which means 

that no stock data exists for the two M&A announced before that date. Moreover, I could 

not find any historical data for the M&A announced by Elizabeth Arden. 

 

Second, the Bloomberg Terminal listed the acquisition of Bulgari by LVMH as two distinct 

events. It did so probably because two different means of payment were used in this M&A. 

However, in the context of my study, this event should be counted as one. That is why I 

aggregated the two sub-events in one, therefore decreasing M&A Deals Sample 2 by one. 

 

Third, event windows should not be impacted by any other events of a same company so 

that the abnormal returns computed reflect only the impact of the studied event 

(Ribonnet, 2015). When checking this risk, I found that two M&A announced by LVMH in 

2000 were overlapping each other’s event window. However, both acquisitions were 

announced on the 18th of December 2000. That is why I decided to treat them as 1 single 

event instead of excluding them both. Another two M&A were announced by Ralph 

Lauren within 10 days from each other. They were therefore excluded from M&A Deals 

Sample 2. 

 

Fourth, after computing the OLS regression parameters, it is important to have a look at 

the sign of the slope (ThoughtCo.com65). The slope (or beta in (F.1)) is the second 

regression parameter expressing the sensitivity of the security to the corresponding 

market index. It makes sense to think that during a normal period, the market index and 

the security prices evolve in the same direction. Indeed, it is not reasonable to assume 

that a firm would make positive returns when all others perform badly and negative 

returns when all others perform well. In this logic, the slope should be positive, meaning 

that the security evolves in the same direction as the corresponding market index. Based 

on this criteria, the announced acquisition of Dudalina by Restoque Comercio e 

Confeccoes de Roupas was excluded. Indeed, the regression model used for this event was 

very poor with a negative slope and a R-squared inferior to 0.01%. I tried to cope with 

this issue by finding another market index more suitable but without success. 

                                                 
64 URL link: https://www.reuters.com/article/us-coty-ipo/coty-fails-to-charm-investors-in-market -
debut-idUSBRE95C0P420130613. 
65 URL link: https://www.thoughtco.com/slope-of-regression-line-3126232. 

https://www.reuters.com/article/us-coty-ipo/coty-fails-to-charm-investors-in-market-debut-idUSBRE95C0P4201
https://www.reuters.com/article/us-coty-ipo/coty-fails-to-charm-investors-in-market-debut-idUSBRE95C0P4201
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Finally, it is also important to check the RS of the OLS regression models created (Konigs 

& Schiereck, 2006). The mean RS of all 62 events66 tested in this study is 31.68%, which 

means that on average, the regression models I used explain 31.68% of the securities’ 

expected returns. I first thought this percentage was rather low and therefore tried to 

look for standards in the literature. However, such standards seem not to exist. This is 

only when sharing my results with an assistant professor at U-Namur, Gilles Merckx, that 

I realised my results were maybe not so strange. Indeed, he told me that he conducted a 

comparable study with the same methodology and shared similar conclusions. 

 

A glimpse of typical ARs computations under excel can be found in appendix numbers 20 

and 21. 

 

1.2. CAAR computations 

 

As mentioned earlier, the scope of the study was defined in a first time and then, the 

abnormal returns were estimated for each event of M&A Deals Sample 3. The final step 

in order to draw more general conclusions about M&A Deals Sample 3, is to determine 

the CAAR with the method presented in the methodology (see pages 52 to 57). 

 

For each of the 5 analysis made in this study, I followed a similar approach: 

 Step 1: selection of the relevant sample (or subsample) accordingly to the analysis. 

 Step 2: computation of the AAR with (F.3). 

 Step 3: calculation of the CAAR for each of the event windows tested with (F.4). 

 Step 4: check of the statistical significance with a cross-sectional Student t-test. 

 

Once again, a few remarks should be made at this point. 

 

As a reminder, the validity of the event study methodology relies on 3 main assumptions. 

First, the market should be efficient. Second, the analyzed events should not be 

anticipated by the market. Third, there should not be any other disruptive episodes 

within the tested event windows. This last assumption is difficult to assess and I couldn’t 

find any suggestions in the literature on how to validate it. However, in order to avoid the 

skewness of the study, it should be checked. I therefore came up with a method in 2 steps. 

                                                 
66 Due to all the reasons mentioned above, 8 events were excluded from M&A Deals Sample 2 which was 
therefore reduced from 70 to 62 events. This new sample is to be referred to as M&A Deals Sample 3. 
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First, I isolated all events for which the CAR was significant for whether [-13 ; -1] and/or 

[+1 ; +13]. Indeed, during those 2 periods, the M&A should have no impact on the firm’s 

stock prices as per Assumptions 1 and 2. As a result, if a significant impact is detected, 

this means whether that 1 of the 2 first assumptions is not respected or that other 

disruptive events are skewing the results. On this basis, I isolated 18 events among the 

62 of M&A Deals Sample 3. 

 

Second, I checked the AR of those events in more details and one by one, verified that 

these were not the result of other happening else than the M&A announcements in focus. 

To that purpose, I used many different types of sources (finance articles, finance forums, 

finance websites such as Reuters.com, the firms’ annual reports, etc.). After examination, 

3 groups were made: 

 Radical Data 1: 4 cases were not impacted by other episodes67. 

 Radical Data 2: 9 cases were skewed by other matters68. 

 Radical Data 3: 5 cases could not be determined. 

 

As a result, I decided to ignore all cases of Radical Data 2 since they were not due to the 

events in focus. Moreover, I kept Radical Data 1 within my sample since they are impacted 

by the studied events only. Furthermore, I also maintained Radical Data 3 in the sample. 

Indeed, no formal evidence was found to justify their rejection. 

 

Finally and as a consequence of above results, M&A Deals Sample 3 was reduced to a final 

sample of 53 events69. 

 

A glimpse of typical AARs and CAAR computations under excel can be found in appendix 

number 22.  

                                                 
67 For all of those 4 cases, the CAR was significant at [+1 ; +13], breaking therefore Assumption 1. 
68 For example, Fossil Group generated an AR of -44.4% on day 1 of the event window. This was not the 
result of the acquisition of Misfit Inc announced the day before but it was rather due to the quarterly bad 
figures the group reported that day (a net income decrease of 44.6% compared to the previous year) 
(TheMotleyFool.com, an American finance platform similar to Reuters.com) - URL link: 
https://www.fool.com/investing/general/2015/11/13/why-fossil-group-inc-stock-plummeted-
today.aspx. 
69  To be referred to as M&A Deals Sample 4. 

https://www.fool.com/investing/general/
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Chapter 2: The impact of M&A on the financial performance of acquirers 

 

For the purpose of this study, I calculated the CAAR in 5 different ways. First, I computed 

the CAAR of the 53 events of M&A Deals Sample 4 to verify the impact of M&A on the 

financial performance of luxury companies in general (Analysis 1). In a second time, I 

calculated the CAAR for 4 subsamples of M&A Deals Sample 4 in order to better 

understand the effect of M&A on the financial performance of acquiring firms (Analysis 

2, 3, 4, and 5 respectively): 

 M&A Deals Subsample 1: all M&A announced by the top 10 firms70. 

 M&A Deals Subsample 2: all M&A announced by other firms71. 

 M&A Deals Subsample 3: all M&A announced by mono-product firms. 

 M&A Deals Subsample 4: all M&A announced by multi-product firms. 

 

2.1. Analysis 1 

 

The results of Analysis 1 can be summarized with Table 2 and Figure 8. 

 

Table 2: Summary of Analysis 1 (all firms) 

 
[Source: Author’s Table] 

  

                                                 
70 The top 10 firms of the personal luxury goods industry established by Deloitte (2017). 
71 The firms not being part of the top 10 firms of the personal luxury goods industry established by Deloitte 
(2017). 
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Figure 8: Graph of Analysis 1 (all firms) 

 

[Source: Author’s figure] 

 

First, M&A do not create significant value before and after the M&A announcement date. 

Indeed, as shown in Table 2, the CAAR for the event windows [-13 ; -1] and [+1 ; +13] are 

close to 0 and not statistically significant. This allows me to confirm Hypothesis 2 and 3. 

Konigs & Schiereck (2006), when using the same benchmark model, shared similar 

results for the period preceding the announcement but found positive and significant 

excess returns on the days following the event. This divergence might be due to the fact 

that I controlled the potential external influences on the window [+1 ; +13] in order to 

avoid the skewness of my results. Konigs & Schiereck (2006) did not mention any test of 

this kind in their study. Moreover, the filters applied by Konigs & Schiereck (2006) and 

myself on the original sample (M&A Deals Sample 1) are different. For instance, Konigs & 

Schiereck (2006) did not apply any criteria on the announced deal value while I 

considered only the M&A that were worth at least $100 million. Maybe there is less 

information for smaller transactions announced by smaller firms and it therefore takes 

longer to the market to properly reflect the event on the stock prices. And since there are 

more M&A that are valued below $100 million, it might significantly change the results 

when taking them into account. After that, on the day of their announcement, M&A do 

impact the financial performance of the acquiring firms positively by generating a 1.6% 

CAAR. It is statistically significant at the 1%-level and therefore validates Hypothesis 1. 

Konigs & Schiereck (2006) share alike findings even though they could not validate it 

statistically. Finally, even though it seems like M&A create positive value over time when 
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looking at the interval [-13 ; +13] with a CAAR of 1.7%, it is impossible to say for certain 

as it is not statistically significant. Konigs & Schiereck (2006) found similar results. 

 

2.2. Analysis 2 and 3 

 

The results of Analysis 2 and 3 can be summarized with Tables 3, 4 as well as Figure 9. 

 

Tables 3 and 4: Summaries of Analysis 2 and 3 (top 10 firms and others firms) 

 

[Source: Author’s Tables] 

 

Figure 9: Graph of Analysis 2 and 3 (top 10 firms and other firms) 

 

[Source: Author’s figure] 

 

Regarding the top 10 companies, Hypothesis 2 and 3 are still validated as the CAAR at 

event windows [-13 ; -1] and [+1 ; +13] are close to 0 and not statistically significant. 

Moreover, at the announcement day, M&A still create positive and significant value of 

+1.9% with 99% of confidence that this is not due to hazard. Furthermore, it is very 
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interesting to see that when it comes to the top 10 firms, the positive value creation is 

still significant over the longer interval [-13 ; +13] (at a 10%-level). 

 

When now looking at the firms which are not part of the top 10, it is very difficult to draw 

any conclusion. Indeed, none of the CAAR calculated are statistically significant. This is 

most probably due to the small size of M&A Subsample 2 (N=15). Moreover, the negative 

CAAR of -2.2% on the period preceding the announcement date is to be taken with grain 

of salt. Indeed, it is mainly affected by 2 extreme events of Radical Data 3 (see page 64). 

It might therefore be skewed. When taking those 2 events out, the CAAR at [-13 ; -1] 

becomes -0.8347%. 

 

Unfortunately, those results could not be compared to those of other scholars since no 

similar segregation was found in the literature. 

 

2.3. Comparison of Analysis 2 and 3 

 

When looking at Figure 9, it clearly seems that the top 10 firms generate more positive 

value for their shareholders at the announcement of an M&A than other companies. 

However, the results found for other firms are to be taken cautiously as the sample size 

is very small and that some data may be skewing the results (the 2 extreme data from 

Radical Data 3). Moreover, further analysis and tests would be required to verify the 

statistical significance of the gaps in CAAR at the different time intervals. 

 

2.4. Analysis 4 and 5 

 

The results of Analysis 4 and 5 can be summarized with Tables 5 and 6 and Figure 10. 
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Tables 5 and 6: Summaries of Analysis 4 and 5 (mono and multi-product firms) 

 

[Source: Author’s Tables] 

 

Figure 10: Graph of Analysis 4 and 5 (mono and multi-product firms) 

 

[Source: Author’s figure] 

 

First and regarding mono-product companies, the CAAR at [-13 ; -1] is almost null and 

not statistically significant. However, during the 13-day period following the event 

announcement, M&A seem to create positive value for the mono-product acquirers. 

Nevertheless, it is not statistically significant, even at a 10%-level. Therefore, this result 

might be due to pure luck. As a result, Hypothesis 2 and 3 can still be maintained. After 

that, M&A do create positive and significant value for the mono-product acquiring firms’ 

shareholders at both intervals [0] and [+1 ; +13]. 

 

Regarding multi-product firms, the periods before and after the announcement date 

being not statistically significant, Hypothesis 2 and 3 can be confirmed. Moreover, the 
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negative CAAR at the interval [+1 ; +13] is to be viewed cautiously. Indeed, it is mainly 

impacted by 1 extreme event of Radical Data 3. When ignoring that event, CAAR at [+1 ; 

+13] goes from -1.38% to -0.58%. After that, M&A still create positive and significant 

value at the announcement but fail to do so on a longer time frame [-13 ; +13]. 

 

Konigs & Schiereck (2006) conducted a subsample analysis quite close to this one. 

Indeed, they studied both conglomerates72 and non-conglomerates73. In here, 

conglomerates could be the equivalent of multi-product firms and non-conglomerates of 

mono-product companies. Konigs & Schiereck (2006) found similar results for both 

subsamples except for the event window [0] of multi-product firms. Indeed, this study 

indicates a positive and statistically significant CAAR while Konigs & Schiereck (2006) 

show that conglomerates generate almost no abnormal returns74. This difference might 

be due to the fact that my sample includes M&A announced by other firms than the 4 

conglomerates considered by Konigs & Schiereck (2006). Maybe that those M&A 

influence positively and significantly my results compared to those of Konigs & Schiereck 

(2006). 

 

2.5. Comparison of Analysis 4 and 5 

 

When comparing the results found for mono-product firms with those of multi-product 

ones, it seems that M&A generate an almost identical positive CAAR at the announcement 

and in both cases, it is statistically significant. However, when looking at the longer event 

window [-13 ; +13], mono-product firms look like being more performant. Indeed, during 

the 13 days following the event, their CAAR is 3.1% higher than the multi-product 

companies’. In other words, it looks like the market reacts more positively to M&A carried 

out by mono-product firms than those conducted by multi-product companies by not 

adjusting the stock prices after the announcement. However and as already mentioned 

earlier, further analysis and tests would be required to verify the statistical significance 

of the gaps in CAAR at the different event windows.  

 

 

                                                 
72 Conglomerates as defined by Konigs & Schiereck (2006) are LVMH, Kering, Richemont and Swatch. 
73 Non-conglomerates as defined by Konigs & Schiereck (2006) are other firms of their sample, else than 
LVMH, Kering, Richemont and Swatch. 
74 Which means it is not statistically significant. 
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Chapter 3: Summary of results, remarks & limitations  

 

3.1. Summary of results 

 

The results of this study in regards to the research hypothesis dressed in Part 2 of this 

paper can be summarized with Table 7 here below: 

 

Table 7 : Summary of results 

 

[Source: Author’s Table] 

 

3.2. Remarks and limitations 

 

Now, a few remarks and limitations should be mentioned: 

 First, in order to compute the AR across the different time intervals, it is required 

to have the stock data available. Since financial markets are closed on weekends, 

trading days were used instead of calendar days. This increases the length of the 

original studied periods and therefore, makes more information available than in 

the calendar time windows. However, this impact is negligible (Ribonnet, 2015). 

 Moreover, one of the studied M&A was announced on a Saturday, day on which no 

quotation is available. In order to cope with it, the next trading day (Monday) was 

used as day [0] for that event. Once again, more information could be captured by 

the market by increasing the length of the original time frame. Nevertheless, this 

effect should be marginal (Ribonnet, 2015). 

 Furthermore, the market efficiency seems difficult to be met. However, Farma & 

al. (1969) show that Assumption 1 should be met as markets are efficient enough 

to reflect most of the available information properly and almost immediately after 

the announcement. Their conclusion seems to be confirmed most of the time since 

none of the time windows [+1 ; +13] are statistically significant in this study. 
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However, 4 cases were confirmed as breaking Assumption 1 (Radical Data 1) (see 

page 64). 

 On top of that, the unexpectedness of the event could be doubted. Nevertheless, 

none of the time intervals [-13 ; -1] are statistically significant which indicates that 

the impact of a possible non-compliance of Assumption 2 in this study should be 

minor. 

 In addition, the absence of other effects can hardly be controlled for all events. 

However, the significant CAR of all events were checked for the time periods [-13 

; -1] and [+1 ; +13] and those which were due to other events were taken out of 

the studied sample (Radical Data 2). Even if 5 cases could not be determined 

(Radical Data 3) (see page 64) and therefore kept in the sample, the effect of 

potential disrupting influences on the study should be negligible as all time 

windows [-13 ; -1] and [+1 ; +13] are not statistically significant. Nevertheless, 

possible impact of such external happening on the day of the announcement [0] 

are difficult to evaluate. 

 After that, the small size of M&A Deals Subsample 2 and 4 limitate the interest of 

Analysis 3 and 5. Indeed, in both those cases, the size of the subsample is inferior 

to 30 which makes it difficult to draw any conclusions statistically significant75, 

especially for M&A Deals Subsample 2 that is composed of only 15 events. 

 Moreover, the mean R-squared of the regressions used to compute the expected 

returns of all 53 events of M&A Deals Sample 4 is of 32.48% which is relatively 

low. However, low R-squared seem to be quite common when using the event 

study method with the market model benchmark (Konigs & Schiereck, 2006; Gilles 

Merckx, assistant professor at U-Namur). 

 Furthermore, this paper analyses events happening between 2000 and 2016, 

which includes the crisis of 2008. As a result, some of the studied events might be 

impacted by this external phenomenon. However, the chosen benchmark model 

in this study event should minimize the effect of the 2008 crisis as the AR of the 

firms in focus are computed while referring to their corresponding market indices. 

Since the crisis should affect all firms, the market indices should also reflect the 

influence of the crisis and therefore neutralize the potential impact on the AR of 

the firms tested. On top of that, there were only 5 events happening between 2007 

                                                 
75 The limit of 30 to define a sample (or subsample) as small or large is a rule of thumb only. However, it is 
followed by many scholars. For example, Hogg & Tanis (2005) show that a sample (or subsample) should 
be “greater than 25 or 30”. 
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and 200976 out of the 53 of M&A Deals Sample 4 which should also limitate the 

impact of the 2008 crisis in this study. 

 Finally, this paper tests only the financial impact of M&A announcements for 

shareholders. However, the benefits of an M&A can be various and not only 

financial (Zollo & Meier, 2008). 

  

                                                 
76  In M&A Deals Sample 4, there were 4 events announced in 2007, 0 in 2008 and 1 in 2009. 
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Conclusion and Perspectives 

 

For all companies wishing to grow, there exists 3 ways: internal growth, strategic alliance, 

and M&A (Lechner & Kreutzer, 2010). In this context, managers seem to like M&A as its 

number has drastically increased over the last decades, which substantially changed 

many of the world’s industries (DePamphilis, 2012). As M&A became a topic of interest 

among several research disciplines, scholars identified numerous motives justifying such 

strategies. However and despite of all expected rewards, most of studies concluded that 

success rates were really poor (20 to 60% only) and authors such as Zollo & Singh (2004) 

started to question the real benefits of M&A. This paper fell within this perspective. 

 

Indeed, this thesis’ main concern was to analyse the value implications of M&A 

announcements in the luxury industry. In other words, do M&A generate value (positive 

or negative) for the acquiring firms’ shareholders in the luxury industry? The scope was 

further limited to the personal luxury goods industry and to the period between 2000 

and 2016. 

 

In order to properly answer that question, I conducted an event study coupled with the 

market model benchmark. I calculated the Cumulative Average Abnormal Return (CAAR) 

in 5 different ways. First, I computed the CAAR for the 53 M&A of my sample to verify 

their impact on the financial performance of the luxury companies in general. After that, 

I conducted 4 similar analysis on subsamples to better understand their performance 

implications. Indeed, I calculated the CAAR for the top 10 personal luxury firms, for the 

other firms (not part of the top 10), for the mono-product companies, and for the multi-

product players. The literature being quite poor when it comes to evaluate the wealth 

implications of M&A announcements in the luxury industry, there were not many studies 

I could compare my results with apart from the one of Konigs & Schiereck (2006). 

 

When analysing the personal luxury goods industry, I found significant and positive 

abnormal returns for the acquiring firms on the day of the announcement for all analysis 

expect for other firms (not part of the top 10) where the abnormal returns were positive 

but not statistically significant. While the poor quality of the subsample used to study 

other firms (not part of the top10) might explain the non-significance of their CAAR, the 

positive results of the other analysis are in line with the literature (Lane & Jacobson, 

1995; Hosken & Simpson, 2001; Konigs & Schiereck, 2006). The reasons behind such 
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results are numerous but I think there are 3 main reasons. First, Lane & Jacobson (1995) 

show that the more the brand is perceived as prestigious and familiar, the more stock 

prices tend to respond positively to the announcement. This can therefore explain 

positive abnormal returns in the luxury industry since all luxury firms should have very 

powerful and prestigious brands (Chevalier & Mazzalovo, 2008). Second, as luxury firms 

seem to be limited in their capacity for further growth at some point, capital markets 

should reward strategic acquisition of luxury brands with high potential to grow. Indeed, 

luxury products are all about prestige, rarity and exclusiveness and should therefore be 

limited by definition. As a result, a potential solution to this limitation is the acquisition 

of other promising luxury brands (Forbes, August 201777). Third, most of M&A in the 

luxury industry follow consolidation purposes. In this particular context and as long as 

regulators don’t restrict it, stock markets would be right to reward such strategies. 

Indeed, consolidation strategies in the luxury industry could be very beneficial as it can 

increase the acquirers’ market power in many ways and/or allow them to secure whether 

their supply in rare raw materials or the shopping experience delivered to end consumers 

which are both of capital importance in the luxury industry. 

 

After that, a few limitations are worth to mention here. First, the market efficiency and 

the unexpectedness of the event underlying the short-termism of this study may seem 

difficult to meet. However, the results allow me to confirm those 2 assumptions. Indeed, 

the market efficiency was tested with a time interval of 13 days following the M&A 

announcement and none of them was statistically significant. Moreover, the non-

anticipation of the M&A was also tested with a period of 13 days preceding the 

announcement and all results were statistically not significant. Second, another main 

assumption made when using the event study methodology is the absence of other effects 

during the event windows which can also be doubted. Nevertheless, this risk was 

minimized by controlling all extreme data of the sample and excluding all those that were 

proven to be due to external factors. Third, this paper analyses M&A happening between 

2000 and 2016, which includes the crisis of 2008. As a result, some of the studied events 

might have been impacted by this external phenomenon. However, the chosen 

benchmark model in this study event should minimize the effect of the 2008 crisis as the 

abnormal returns of the firms in focus are computed while referring to their 

corresponding market indices. Since the crisis should affect all firms, the market indices 

                                                 
77 Forbes (August 2017) - Luxury Brand Mergers And Acquisitions Set To Explode - By Pamela N. 
Danziger. 
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should also reflect the influence of the crisis and therefore neutralize the potential impact 

on the abnormal returns of the firms tested. On top of that, there were only 5 events 

happening between 2007 and 2009 out of the 53 M&A tested which should also limitate 

the impact of the 2008 crisis in this study. Fourth, this paper considers as performant the 

M&A that generate positive abnormal returns at their announcement. In other words, it 

follows only one point of view: the value creation for shareholders. The rationale behind 

is that capital markets are supposed to capture properly the overall current and future 

performance of corresponding firms (Wang & Moini, 2012) and therefore, ultimately, all 

types of performance should be taken into account and be reflected in the stock prices. 

Indeed, it would seem logic to think that anything that could be beneficial for the company 

would be too for its owners. However, in today’s practices, there is a trend to put more 

emphasis on the short-termist and risk-taking returns for shareholders than on the long-

term success of firms (A. Cadbury, 2013; M. Goyder, 2013; R. Martin, 2013; R. Payne, 

2013; T. Vermaelen, 2013; B. Julio, 201378). Rick Payne (2013), head of the ICAEW79 

finance direction programme, illustrated this dilemma very well by saying “there may be 

value in looking at shareholders as a main stakeholder, but focusing on them exclusively 

leads to dysfunctional behaviour, such as short-termism and excessive risk-taking. You can 

generate shareholder value, at least in the short term, by doing the wrong things.” 

 

Finally and to come back to the central question of this paper, M&A do create value 

(positive) for the shareholders of acquiring companies in the personal luxury goods 

industry on the day of their announcement between 2000 and 2016. For future 

investigations, it would be very interesting to complement this event study with longer-

term operational perspectives allowing to better understand the reasons of the financial 

success of M&A in the luxury industry and to verify that the expectations of the market 

eventually materialize. I would recommend the use of accounting methods coupled with 

interviews of involved CEOs and/or experts. Indeed, accounting methodologies would 

allow a better understanding of the direct repercussions of M&A in the firm’s profitability 

(Healy et al., 1992), productivity (Bertrand & Zitouna, 2008), innovation (Bertrand, 

2009) and growth (Gugler et al., 2003). On another hand, interviewing CEOs and/or 

experts would make it possible to access some information not available otherwise 

(Wang & Moini, 2012; Brouthers et al., 1998; Schoenberg, 2006). This could be of a great 

help to fully understand the reasons of the M&A success in the luxury industry.  

                                                 
78 Reported by Jane Simms in an online article of Economia.icaew in October 2013. URL link: 
https://economia.icaew.com/features/october-2013/shareholders-versus-customers. 
79 ICAEW is the Institute of Chartered Accountants in England and Wales.  



 
 

79. 
 

 

 

 

 

 

 

 

 

  



 
 

80. 
 

 

Bibliography 

 

A. Books 

 

Allérès, D. (1996) L’Empire du Luxe. Paris: Pierre Belfond. 

Barney, B., Hesterly, S. (2012) Strategic Management and Competitive Advantage: 

Concepts and Cases. US: Pearson Education. 

Barney, J. B., Hesterly, W. S. (2015) Strategic Management and Competitive Advantage: 

Concepts and Cases, 5th Edition. US: Pearson Education. 

Bleeke, J., Ernst, D. (1993) Collaborating to compete. New York, NY: John Wiley & Sons. 

Capron, L., & Mitchell, W. (2012) Build, borrow or buy. Boston: Harvard Business Press. 

Chevalier, M., Mazzalovo, G. (2008) Luxury Brand Management: A World of Privilege. New 

Jersey: John Wiley & Sons. 

DePamphilis, D. M. (2012) Mergers, acquisitions, and other restructuring activities, 6th 

edt. Academic press, Elsevier Inc. 

Garrison, R., Noreen, E. W., Brewer, P. C., CHENG, N. S., YUEN, C. K. K. (2011) Managerial 

Accounting: An Asian Perspective. Singapore: McGraw-Hill. 

Haspeslagh, P. C. (1991) Managing acquisitions : creating value through corporate 

renewal. New York : Free Press. 

Heine, K. (2012) The Concept of Luxury Brands. Berlin: Bartek Goldmann & Kate 

Vredenburgh. 

Hitt, M. A., Hoskisson, R. E., Ireland, R. D. (2009) Management of Strategy: Concepts and 

Cases. Thomson South-Western. 

Hoffman, J., Lecamp, L. (2015) Independant luxury. The four innovation strategies to 

endure in the consolidation jungle. Palgrave MacMillan. 

Hogg, R. V., Tanis, E. (2005) Probability and Statistical Inference, 8th Edition. Pearson. 

Johnson, G., Whittington, R., Scholes, K. (2011) Exploring strategy: Text & cases (9 ed.). 

Essex: Prentice Hall. 

Kapferer, J. N., Bastien, V. (2009) The Luxury Strategy: Break the Rules of Marketing to 

Build Luxury Brands. Indiana: Kogan Page. 

Kreutzer, M. (2012) Selecting the right growth mechanism: The choice between internal 

development, strategic alliances, and mergers & acquisitions. In G. Mennillo, T. 

Schlenzig, & E. Friedrich (Eds.), Balanced growth: Finding strategies for 

sustainable development, 77-94. Berlin: Springer. 



 
 

81. 
 

 

Meeks, G. (1977) Disappointing Marriage: Gains from Mergers. Cambridge University 

Press. 

Motta, M. (2004) Competition Policy: Theory and Practice. England: Cambridge 

University Press. 

Ravenscraft, D.J., Scherer, F.M. (1987) Mergers, Sell-offs, and Economic Efficiency. 

Washington DC: Brookings institution. 

Ross, S. A., Westerfield, R. W., Jordan, B. D., Lim, J., Tan, R. (2012) Fundamentals of 

Corporate Finance, Asia Global Edition. Singapore: McGraw-Hill Education. 

Rumelt, P. R. (1974) Strategy, Structure, and Economic Performance. US: Harvard 

University Press. 

Scott, W. R. (2001) Institutions and organizations. Thousand Oaks, CA: Sage. 

Som, A., Blanckaert, C. (2015) The Road to Luxury: The Evolution, Markets, and Strategies 

of Luxury Brand Management. Singapore: John Wiley & Sons.  

Tirole, J. (1988) The Theory of Industrial Organization. US: The MIT Press. 

Wang, D., Moini, H. (2012) Performance Assessment of Mergers and Acquisitions: 

Evidence from Denmark. Berlin: E-Leader. 

 

B. Papers & Articles 

 

Allérès, D. (1991) Spécificités et Stratégies Marketing des Différents Univers du Luxe. 

Revue Francaise du Marketing, 133(2/3), 71-97. 

Balakrishnan, S., Koza, M. P. (1993) Information asymmetry, adverse selection and 

jointventures – theory and evidence. Journal of Economic Behavior & 

Organization, 20(1), 99-117. 

Barber, B.M., Lyon, J.D. (1996) Detecting abnormal operating performance: The empirical 

power and specification of test statistics. Journal of Financial Economics, 41(3), 

359–399. 

Berger, P. G., Ofek, E. (1995) Diversification's effect on firm value. Journal of Financial 

Economics, 37(1), 39-65. 

Berry, S. T. (1994) Estimating discrete-choice models of product differentiation. The 

RAND Journal of Economics, 242-262. 

Bertrand, O., Zitouna, H. (2008) Domestic versus Cross-Border Acquisitions: Which 

Impact on the Target Firms’ Performance. Applied Economics, 40(17), 2221-2238. 

Bertrand O. (2009) Effects of foreign acquisitions on R&D activity: Evidence from firm-

level data for France. Research Policy, 38(6), 1021-1031. 



 
 

82. 
 

 

Bertrand, O., Betschinger, M. A. (2011) Performance of domestic and cross-border 

acquisitions: Empirical evidence from Russian acquirers. Journal of Comparative 

Economics, 1-41. 

Bleeke, J., Ernst, D. (1995) Is your strategic alliance really a sale. Harvard Business 

Review, 73(1), 97-105. 

Bodnaruk, A., Massa, M., Simonov, A. (2013) Alliances and corporate governance. Journal 

of Financial Economics, 107(3), 671-693. 

Brock D.M. (2005) Multinational acquisition integration: the role of national culture in 

creating synergies. International Business Review 14( 3), 269-288. 

Bromiley P., Govekar, M., Marcus A. (1988) On using event-study methodology in strategic 

management research. Technovation, 8(1-3), 25-42. 

Brouthers, K. D., Hastenburg, P.V., Ven, D. J. V. (1998) If most mergers fail why are they so 

popular? Long Range Planning, 31, 347–353. 

Bruner, R.F. (2002) Does M&A pay? A survey of evidence for the decision-maker. Journal 

of Applied Finance, 12, 48-68.  

Bruton, G. D., Oviatt, B. M., White, M. A. (1994) Performance of acquisitions of distressed 

firms. Academy of Management Journal, 37, 972–989. 

Campbell, Y., Lo, W., MacKinlay, C. (1997) The econometrics of financial markets. 

Princeton University press, 2, 149-180. 

Cannella, A. Hambrick, C. (1993) Effects of executive departures on the performance of 

acquired firms. Strategic Management Journal, 14(1), 137-152. 

Capron, L., Mitchell, W. (2009) Selection capability: How capability gaps and internal 

social frictions affect internal and external strategic renewal. Organization 

Science, 20(2), 294-312. 

Capron, L., Mitchell, W. (2010) Finding the right path. Harvard Business Review, 88(7-8), 

102-107. 

Carayannopoulos, S., Auster, E. R. (2010) External knowledge sourcing in biotechnology 

through acquisition versus alliance: A kbv approach. Research Policy, 39(2), 254-

267. 

Cartwright, S.,  Schoenberg R. (2006) Thirty years of mergers and acquisitions research: 

recent advances and future opportunities. British Journal of Management, 17, 1–

5. 

Datta, D. K. (1991) Organizational fit and acquisition performance: effects of post-

acquisition integration. Strategic Management Journal, 12, 281-297. 



 
 

83. 
 

 

Dess, G. G., Beard, D. W. (1984) Dimensions of organizational task environments. 

Administrative Science Quarterly, 29(1), 52-73. 

Dickerson, A., Gibson, H., Tsakalotos, E. (1997) The impact of acquisitions on company 

performance: evidence from a large panel of UK firms. Oxford Economics Papers, 

49, 344–361. 

Dubois, B., Laurent, G. (1998) The New Age of Luxury Living. Financial Times Mastering 

Management Review, 32-35. 

Dubois, B., Laurent, G., Czellar, S. (2001) Consumer Rapport to Luxury: Analyzing 

Complex and Ambivalent Attitudes. Consumer Research Working Paper N.736, 

HEC: Jouy-en-Josas, France. 

Dyer, J. H., Kale, P., Singh, H. (2001) How To Make Strategic Alliances Work. MIT Sloan 

Management Review. 

Dyer, J. H., Kale, P., Singh, H. (2004) When to ally and when to acquire. Harvard Business 

Review, 82(7-8), 108-115. 

Edwards, W. (1954) The theory of decision making. Psychological Bulletin, 51(4), 380-

417. 

Ernst, D., Halevy, T. (2000) When to think alliance. McKinsey Quarterly, (4), 46-55. 

Farma, E., Fisher, L., Jensen, M. C., Roll, R. (1969) The Adjustment of Stock Prices to New 

Information. International Economic Review, 10, 1-21. 

Farrell, J., Shapiro, C. (1990) Horizontal mergers: an equilibrium analysis. The American 

Economic Review, 107-126. 

Farrell, J., Shapiro, C. (2001) Scale Economies and Synergies in Horizontal Merger 

Analysis. Industrial Organization, University Library of Munich, Germany. 

Franks, J.R., Harris, R., Titman, S. (1991) The postmerger share-price performance of 

acquiring firms. Journal of Financial Economics, 29, 9981-9996. 

Fridolfsson, S., Stennek, J. (2005) Why Mergers Reduce Profits and Raise Share Prices: A 

Theory of Preemptive Mergers. Journal of European Economic Association, 

3(5),1083-1104. 

Geyskens, I., Steenkamp, J., Kumar, N. (2006) Make, buy, or ally: A transaction cost theory 

meta-analysis. Academy of Management Journal, 49(3), 519-543. 

Gugler, K., Mueller D.C., Yurtoglu B.B., Zulehner C. (2003) The effects of mergers: An 

international comparison. International Journal of Industrial Organization, 21, 

625- 653. 



 
 

84. 
 

 

Hagedoorn, J., Duysters, G. (2002) External sources of innovative capabilities: The 

preference for strategic alliances or mergers and acquisitions. Journal of 

Management Studies, 39(2), 167-188. 

Haleblian J., Finkelstein S. (1999) The Influence of Organizational Acquisition Experience 

on Acquisition Performance. Administrative Science Quarterly, 44(1), 29-56. 

Haleblian, J., Devers, C. E., McNamara, G., Carpenter, M. A., Davison, R. B. (2009)  Taking 

Stock of What We Know About Mergers and Acquisitions:A Review and Research 

Agenda. Journal of Management, 35(3), 469-502. 

Halpern P. (1983) Corporate Acquisitions: A Theory of Special Cases? A Review of Event 

Studies Applied to Acquisitions. The journal of finance, XXXVIII, 2, 297-317. 

Hayward M. (2002) When do firms learn from their acquisition experience? Evidence 

from 1990 - 1995. Strategic Management Journal, 23(1), 21-39.  

Healy, M., Palepu, G., Ruback, S. (1992) Does corporate performance improve after 

mergers? Journal of Financial Economics, 31(2), 135-175. 

Hennart, J. F. (1988) A transaction costs theory of equity joint ventures. Strategic 

Management Journal, 9(4), 361-374. 

Hennart, J. F., Reddy, S. (1997) The choice between mergers/acquisitions and joint 

ventures: The case of Japanese investors in the united states. Strategic 

Management Journal, 18(1), 1-12. 

Hirshleifer, D. (1995) Mergers and Acquisitions: Strategic and Informational Issues. 

Handbooks in Operations Research and Management Science, 9, 839-885. 

Hoffmann, W. H., Schaper-Rinkel, W. (2001) Acquire or ally? – a strategy framework for 

deciding between acquisition and cooperation. Management International 

Review, 41(2), 131-159. 

Homburg, C., Bucerius, M. (2005) A Marketing Perspective on Mergers and Acquisitions: 

How Marketing Integration Affects Postmerger Performance. Journal of 

Marketing, 69(1), 95-113. 

Homburg, C. (2006) Is speed of integration really a success factor of mergers and 

acquisitions? An analysis of the role of internal and external relatedness. Strategic 

Direction, 27(4), 347-367. 

Hosken, D., Simpson, J. D. (2001) Have Supermarkets Mergers Raised Prices? An Event 

Study Analysis. International Journal of the Economics of Business, 8, 329-342. 

Hult, G., Ketchen, D., Griffith, D., Chabowski, B., Hamman, M., Dykes, B., Pollitte, W., 

Cavusgi, S. (2008) An assessment of the measurement of performance in 



 
 

85. 
 

 

international business research. Journal of International Business Studies, 39, 

1064–1080.  

Ingham, H., Kran, I., Lovestam, A. (1992) Mergers and profitability: a managerial success 

story? Journal of Management Studies, 29, 195–208. 

Jensen, M. G., Ruback, T. (1983) The Market for Corporate Control: The Scientific 

Evidence. Journal of Financial Economics, 11(1-4), 5-50. 

Jensen, M. (1986) The Agency Cost of Free-Cash Flow: Corporate Finance and Takeovers. 

American Economic Review, 76, 323-330. 

Kale, P., Dyer, J. H., Singh, H. (2002) Alliance capability, stock market response, and 

longterm alliance success: The role of the alliance function. Strategic Management 

Journal, 23(8), 747-767. 

Kale, P., Singh, H. (2009) Managing strategic alliances: what do we know now, and where 

do we go from here? Academy of Management Perspectives, 23(3), 45-62. 

Kaplan, S., Weisbach, M.S. (1992) The Success of Acquisitions: Evidence From 

Disvestitures. The Journal of Finance, XLVII(1), 107-138. 

Kirchhoff, M., Schiereck, D. (2011) Determinants of M&A Success in the Pharmaceutical 

and Biotechnological Industry. Journal of Business Strategy, 8, 25-50. 

Kogut, B.; Singh, H. (1988) The Effect Of National Culture On The Choice Of Entry Mode. 

Journal of International Business Studies, 19(3), 411. 

Konigs, A., Schiereck, D. (2006) Wealth Creation by M&A in the Luxury Goods Industry, 

European Business School, Working Paper Series, 7. 

Lane, V., Jacobson, R. (1995) Stock Market Reactions to Brand Extension Announcements: 

The Effect of Brand Attitude and Familiarity. Journal of Marketing, 59, 63-77. 

Laurie, D. L., Doz, Y. L., Sheer, C. P. (2006) Creating new growth platforms. Harvard 

Business Review. 

Lechner, C., Kreutzer, M. (2010) Coordinating Growth Initiatives in Multi-Unit Firms. 

Long Range Planning, 43(1), 6-32. 

Leibenstein, H. (1966) Allocative Efficiency vs. X-Efficiency. American Economic Review, 

56, 393.  

Locarno, F., Marino, A., Festa, A. (2016) The Luxury Consolidation Jungle: Large Group 

Affiliated Brands Versus Independent Payers (Kings of the Jungle vs Code 

Breakers). Libera Universita Internazionale Degli Studi Sociali. 

Lu, Q. (2004) Do mergers destroy value? Evidence from failed bids. Working Paper, 

Kellogg School of Management, Northwestern University. 



 
 

86. 
 

 

Lubatkin, M., Ronald, E., Shrieves, R. E. (1986) Towards Reconciliation of Market 

Performance Measures to Strategic. Management Research, The Academy of 

Management Review, 11(3), 497-512. 

MacKinlay, C. (1997) Event Studies in Economics and Finance. Journal of Economic 

Literature, 35(1), 13-39. 

Manlio, V. L. (2014) M&A in the luxury industry. First DREAMT Research in Progress 

Workshop, 149-160. 

Manne, H. (1965) Mergers and the Market for Corporate Control. Journal of Political 

Economy, 73, 110. 

Martynova, M., Renneboog, L. (2008) A century of corporate takeovers: What have we 

learned and where do we stand? Journal of Banking & Finance, 32(10), 2148-2177. 

Meyer, M., Milgrom, P., Roberts, J. (1992) Organizational Prospects, Influence Costs, and 

Ownership Changes. Journal of Economics & Management Strategy, 1(1), 9-35. 

Mitchell, M. L., Lehn, K. (1990) Do Bad Bidders Become Good Targets? Journal of Political 

Economy, 98(2 ), 372-398. 

Morck, R., Shleifer, A., Vishny, R. W. (1988) Management Ownership and Market 

Valuation: An Empirical Analysis. Journal of Financial Economics, 20(1-2), 293-

315. 

Morck, R., Yeung, B. (1991) Why investors value multinationality. Journal of Business, 

165-187. 

Motis, J. (2007) Mergers and Acquisitions Motives, No 0730, Working Papers, University 

of Crete, Department of Economics. 

Mueller, D. (1969) A Theory of Conglomerate Mergers. Quarterly Journal of Economics, 

83, 643-659.  

Papadakis,V. M., Thanos, I.C. (2010) Measuring the Performance of Acquisitions: An 

Empirical Investigation Using Multiple Criteria. British Journal of Management, 

21(4), 859–873. 

Porter, M.E. (1987) From competitive advantage to corporate strategy. Harvard Business 

Review, 65(5-6), 43-59. 

Powell, R. G., Stark, A. W. (2005) Does operating performance increase post-takeover for 

UK takeovers? A comparison of performance measures and benchmarks. Journal 

of Corporate Finance, 11(1-2), 293-317. 

Ribonnet, B., Coeurderoy, R. (2015) Analyse des strategies de F&A et de leur impact sur 

la performance financiere et l’innovation: etude de cas des Big Pharma entre 2004 

et 2013. Louvain School of Management, Universite Catholique de Louvain. 



 
 

87. 
 

 

Roberts, E. B., Liu, W. Y. K. (2001) Ally or acquire? How technology leaders decide. MIT 

Sloan Management Review, 43(1), 26-34. 

Roll, R. (1986) The Hubris Hypothesis of Corporate Takeovers. Journal of Business, 59(2), 

197-216. 

Roller, L. H., Stennek, J., Verboven, F. (2000) Efficiency Gains from Mergers. Working 

Paper Series, Research Institute of Industrial Economics, 543. 

Rothaermel, F. T., Hess, A. M. (2010) Innovation strategies combined. MIT Sloan 

Management Review, 51(3), 13-15. 

Schneider, C., Spalt, O. G. (2015) Conglomerate Investment, Skewness, and the CEO Long 

Shot Bias. The Journal of Finance, 71(2), 501-1017. 

Schreiner, M., Kale, P., Corsten, D. (2009) What really is alliance management capability 

and how does it impact alliance outcomes and success? Strategic Management 

Journal, 30(13), 1395-1419. 

Schoenberg, R. (2006) Measuring the Performance of Corporate Acquisitions: An 

Empirical Comparison of Alternative Metrics. British Journal of Management, 

17(4), 361-370. 

Seru, A. (2014) Firm boundaries matter: Evidence from conglomerates and R&D activity. 

Journal of Financial Economics, 111(2), 381-405. 

Singal, V. (1996) Airline mergers and multimarket contact. Managerial and Decision 

Economics, 17(6), 559-574. 

Stahl, G. K., Voigt, A. (2008) Do cultural differences matter in mergers and acquisitions? A 

tentative model and meta-analytic examination. Organization Science, 19, 160-

176. 

Stulz, R. M. (1990) Managerial discretion and optimal financing policies. Journal of 

Financial Economics, 26(1), 3-27. 

Sudarsanam, S., Mahate, A. (2006) Are friendly acquisitions too bad for shareholders and 

managers? Long-term value creation and top management turnover in hostile and 

friendly acquirers. British Journal of Management, 17, 7–30.  

Tuch, C., O'Sullivan, N. (2007) The impact of acquisitions on firm performance: a review 

of the evidence. International journal of management reviews, 9(2), 141-170. 

Villalonga, B., McGahan, A. M. (2005) The choice among acquisitions, alliances, and 

divestitures. Strategic Management Journal, 26(13), 1183-1208. 

Wang, L., Zajac, E. J. (2007) Alliance or acquisition? A dyadic perspective on interfirm 

resource combinations. Strategic Management Journal, 28(13), 1291-1317. 



 
 

88. 
 

 

White, S. (2000) Competition, capabilities, and the make, buy, or ally decisions of Chinese 

state-owned firms. Academy of Management Journal, 43(3), 324-341. 

Wiklund, J., Shepherd, D. A. (2009) The effectiveness of alliances and acquisitions: The 

role of resource combination activities. Entrepreneurship Theory and Practice, 

33(1), 193-212. 

Yin, X. L., Shanley, M. (2008) Industry determinants of the „Merger versus alliance“ 

Decision. Academy of Management Review, 33(2), 473-491. 

Zollo, M., Singh, H. (2004) Deliberate learning in corporate acquisitions: Post-acquisition 

strategies and integration capability in U.S. bank mergers. Strategic Management 

Journal, 25, 1233-1256. 

Zollo, M., D. Meier (2008) What is M&A performance? Academy of Management 

Perspectives. 22, 55–77. 

 

C. Studies and Analysis 

 

Bellaiche, J. M., Mei-Pochtler, A., Hanisch, D. (2010) The New World of Luxury: Caught 

Between Growing Momentum and Lasting Change. Bain & Company and Concept 

M. 

D’Arpizio, C., Levato, F., Zito, D., Kamel, M. A., Montgolfier, J. (2016) Luxury goods 

worldwide market study. Bain  Company. 

D’Arpizio, C. (2016) Altagamma 2016 worldwide luxury market monitor. Bain & 

Company. 

Bellaiche, J. M., Mei-Pochtler, A., Hanisch, D. (2010) The New World of Luxury: Caught 

Between Growing Momentum and Lasting Change. Bain & Company and Concept 

M. 

Patrizia, A. (2017) Global Powers of Luxury Goods 2017. Deloitte. 

 

D. Websites 

 

KPI.org (2018) What is a KPI? 

http://kpi.org/ 

Abel, K. (2017) 13 Big M&A Deals That Happened in 2017 and Two That Didn’t. 

https://footwearnews.com/2017/business/mergers-acquisitions/walmart-jet-com-

steve- madden-jimmy-choo-sale-michael-kors-biggest-fashion-deals-469540/ 

The Luxury Market Council (2018) About the luxury market council. 

https://footwearnews.com/2017/business/mergers-acquisitions/walmart-jet-com-steve-madden-
https://footwearnews.com/2017/business/mergers-acquisitions/walmart-jet-com-steve-madden-


 
 

89. 
 

 

https://www.luxurycouncil.com/about 

IASplus (2017) IFRS No. 3. 

https://www.iasplus.com/en/standards/ifrs/ifrs3 

IGI Global (2018) What is opportunistic behaviour? 

https://www.igi-global.com/dictionary/opportunistic-behavior/55923 

Investopedia (2017) Tax-Loss Carryforward. 

https://www.investopedia.com/terms/t/tax-loss -carryforward.asp 

Investopedia (2017) X-Efficiency. 

https://www.investopedia.com/terms/x/x-efficiency.asp 

Investopedia (2018) Monday Effect. 

https://www.investopedia.com/terms/m/mondayeffect.asp 

WordOrigins.org (2017) Origins of Luxury. 

http://www.wordorigins.org/index.php/site/comments/luxury/ 

The Economist (2017) The Proliferation of High Net Worth Individuals. 

https://www.economist.com/graphic-detail/2017/10/04/the-proliferation-of-high-

net-worth-individuals. 

Danziger, P. N. - Forbes (2017) Luxury Brand Mergers And Acquisitions Set To Explode. 

https://www.forbes.com/sites/pamdanziger/2017/08/16/luxury-brand-mergers-and-

acquisitions-set-to-explode/ 

Christofferson, S. A., McNish, R. S., Sias, D. L. - McKinsey Quarterly (2004) Where mergers 

go wrong. 

https://www.mckinsey.com/business-functions/strategy-and-corporate-finance/our-

insights/where-mergers-go-wrong 

Reece, D. - The Telegraph (2001) - LVMH pays $225m to take control of Fendi. 

https://www.telegraph.co.uk/finance/2743316/LVMH-pays-225m-to-take-control-of-

Fendi.html 

Safe, G. - Business of Fashion (2017) Luxury Brands Are Snapping Up Farms to Control 

their Supply Chains. 

https://www.businessoffashion.com/articles/global-currents/how-luxury-brands-are-

snapping-up-farms-to-control-their-supply-chains 

LVMH (2018) Houses. 

https://www.lvmh.com/houses/. 

Nieto, D. V. - Luxury Society (2016) 2016 Predictions For Luxury Sustainability & 

Innovation. 

https://www.luxurycouncil.com/about
https://www.investopedia.com/terms/t/tax-loss
https://www.economist.com/graphic-detail/2017/10/04/the-proliferation-of-high-net
https://www.economist.com/graphic-detail/2017/10/04/the-proliferation-of-high-net
https://www.businessoffashion.com/articles/global-currents/how-luxury-brands-are-snapping-up-farms-to-control-their-supply-chains
https://www.businessoffashion.com/articles/global-currents/how-luxury-brands-are-snapping-up-farms-to-control-their-supply-chains
https://www.lvmh.com/houses/


 
 

90. 
 

 

https://www.luxurysociety.com/en/articles/2016/01/2016-predictions-for-luxury-

sustainability-innovation/ 

Winston, A. - Harvard Business Review (2016) Luxury Brands Can No Longer Ignore 

Sustainability. 

https://hbr.org/2016/02/luxury-brands-can-no-longer-ignore- sustainability 

Bellaich, J. M., Gaissmaier, T., Willersdorf, S. - Business of Fashion (2014) BCG-BoF Report 

| The Race For Talent in Fashion and Luxury. 

https://www.businessoffashion.com/articles/careers/bcg-industry-report-race-for-

talent-in-fashion-and-luxury 

Amed, I. - Business of Fashion (2013) Why Creative Directors Matter More Than Ever. 

https://www.businessoffashion.com/articles/right-brain-left-brain/why-creative-

directors- matter-more-than-ever 

Investopedia (2018) Adjusted Closing Price. 

https://www.investopedia.com/terms/a/adjusted_closing_price.asp 

Investopedia (2018) Standard Error. 

https://www.investopedia.com/terms/s/standard-error.asp 

Investopedia (2018) R-Squared. 

https://www.investopedia.com/terms/r/r-squared.asp 

Statistics How To (2018) The Student T-Test. 

http://www.statisticshowto.com/probability-and-statistics/t-test/ 

Pandey, A. (2013) Coty fails to charm investors in market debut. 

https://www.reuters.com/article/us-coty-ipo/coty-fails-to-charm-investors-in-market-

debut-idUSBRE95C0P420130613 

Taylor, C. (2018) Slope of Regression Line and Correlation Coefficient. 

 https://www.thoughtco.com/slope-of-regression-line-3126232 

Symington, S. - Fool.com/Investing (2015) Why Fossil Group Inc. Stock Plummeted 

Today. 

https://www.fool.com/investing/general/2015/11/13/why-fossil-group-inc-stock-

plummeted-today.aspx 

Simms, J. - Economia.icaew (2013) Shareholders versus customers. 

https://economia.icaew.com/features/october-2013/shareholders-versus-customers 

Wendlandt, A., Cavale, S. - Retuers.com (2015) Coty buying P&G beauty business for $12.5 

billion. 

https://www.reuters.com/article/us-procter-gamble-divestiture-coty-

idUSKCN0PJ1K320150709 

https://www.luxurysociety.com/en/articles/2016/01/2016-predictions-for-luxury-sustainability-innovation/
https://www.luxurysociety.com/en/articles/2016/01/2016-predictions-for-luxury-sustainability-innovation/
https://hbr.org/2016/02/luxury-brands-can-no-
https://www.businessoffashion/
https://www.businessoffashion.com/articles/right-brain-left-brain/why-creative-directors-
https://www.businessoffashion.com/articles/right-brain-left-brain/why-creative-directors-
https://www.investopedia.com/terms/a/adjusted_closing_price.asp
https://www.investopedia.com/terms/s/standard-error.asp
https://www.reuters.com/article/us-coty-ipo/coty-fails-to-charm-investors-in-market-debut-idUSBRE95C0P4201
https://www.reuters.com/article/us-coty-ipo/coty-fails-to-charm-investors-in-market-debut-idUSBRE95C0P4201
https://www.fool.com/investing/general/
https://www.reuters.com/article/us-procter-gamble-divestiture-coty-idUSKCN0PJ1K320150709
https://www.reuters.com/article/us-procter-gamble-divestiture-coty-idUSKCN0PJ1K320150709


 
 

91. 
 

 

Luxottica (2007) OAKLEY TO MERGE INTO LUXOTTICA GROUP FOR US$29.30 PER 

SHARE. 

http://www.luxottica.com/en/oakley-merge-luxottica-group-us2930-share 

Nguyen, H. (2007) Oakley, Luxottica overcome hard feelings. 

https://www.ocregister.com/2007/06/22/oakley-luxottica-overcome-hard-feelings/ 

L’Oreal (2008) L'ORÉAL ANNUNCIA DUE IMPORTANTI CAMBIAMENTI NELLA 

DIREZIONE GENERALE DEL GRUPPO. 

http://www.loreal.it/media/comunicati-stampa/2008/jan/l'or%C3%A9al-annuncia-

due-importanti-cambiamenti-nella-direzione-generale-del-gruppo 

Kuruthukulangara, J. (2016) Estee Lauder sales lag estimates on lower department store 

sales. 

https://www.reuters.com/article/us-estee-lauder-results-idUSKBN12X180 

McNew, B. S. (2016) Why Shares of Coty Inc. Are on the Decline. 

https://www.fool.com/investing/2016/11/09/why-shares-of-coty-inc-are-on-the-

decline.aspx 

Ralph Lauren Corporation (2015) Annual Report 2015. 

http://www.annualreports.com/HostedData/AnnualReportArchive/p/NYSE_RL_2015.

pdf 

The Sydney Morning Herald (2003) OPSM embraces $550m bid. 

https://www.smh.com.au/business/opsm-embraces-550m-bid-20030501-gdgoro.html 

Coty (2016) COTY COMPLETES MERGER WITH P&G SPECIALTY BEAUTY BUSINESS. 

http://investors.coty.com/phoenix.zhtml?c=251569&p=irol-newsArticle&ID=2208287 

Gottfried, M. (2010) Executive Sells Big Stake in Estée Lauder. 

https://www.barrons.com/articles/SB127352939922789761 

LVMH (2011) Communiqué de presse. 

https://www.lvmh.com/news-documents/press-releases/press-release-4/ 

 

E. Famous Quotations 

 

Carolina Herrera - “Luxury will always be around, no matter what happens in the world”. 
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Frank Lloyd Wright - “Give me the luxuries of life and I will willingly do without the 

necessities”. 

Hubert de Givenchy - “Luxury is in each detail”. 
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Appendix 

 

Appendix 1: Definition of control by IFRS No. 3 

 

“Control is generally presumed to exist when the parent owns, directly or indirectly through 

subsidiaries, more than half of the voting power of an entity. In exceptional circumstances, 

however, it may be possible to clearly demonstrate that such ownership does not constitute 

control. Control also exists when the parent owns half or less of the voting power of an entity 

when there is [IAS 27(2008).13]: 

(a) Power over more than half of the voting rights by virtue of an agreement with 

other investors; 

(b) Power to govern the financial and operating policies of the entity under a statute 

or an agreement; 

(c) Power to appoint or remove the majority of the members of the board of directors 

or equivalent governing body and control of the entity is by that board or body; 

(d) Power to cast the majority of votes at meetings of the board of directors or 

equivalent governing body and control of the entity is by that board or body.” 

 

[Source: https://www.iasplus.com/en/standards/ifrs/ifrs3] 
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Appendix 2: Kreutzer’s decisional framework (2012) 

 

 
[Source: Kreutzer, 2012] 
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Appendix 3: Worldwide luxury market in 2016 

 

 

[Source: Bain & Company - Luxury Goods Worldwide Market - Study Fall-Winter 2016 - By Claudia D’Arpizio, 

Federica Levato, Daniele Zito, Marc-André Kamel and Joëlle de Montgolfier - page 6] 

 

Appendix 4: Worldwide personal luxury goods market from 1994 to 2016 

 

[Source: Bain & Company - Luxury Goods Worldwide Market - Study Fall-Winter 2016 - By Claudia D’Arpizio, 

Federica Levato, Daniele Zito, Marc-André Kamel and Joëlle de Montgolfier - page 7] 
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Appendix 5: The personal luxury goods market by category in 2016 

 

 

[Source: Bain & Company - Luxury Goods Worldwide Market - Study Fall-Winter 2016 - By Claudia D’Arpizio, 

Federica Levato, Daniele Zito, Marc-André Kamel and Joëlle de Montgolfier - page 24] 

 

Appendix 6: The personal luxury goods market by channel in 2016 

 

 

[Source: Bain & Company - Luxury Goods Worldwide Market - Study Fall-Winter 2016 - By Claudia D’Arpizio, 

Federica Levato, Daniele Zito, Marc-André Kamel and Joëlle de Montgolfier - page 18] 
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Appendix 7: The personal luxury goods market by channel and format in 

2016 

 
[Source: Bain & Company - Altagamma 2016 worldwide luxury market monitor - By Claudia D’Arpizio - slide 

31] 

 

Appendix 8: Discount and full-price sales in the luxury goods market in 2016 

 

[Source: Bain & Company - Luxury Goods Worldwide Market - Study Fall-Winter 2016 - By Claudia D’Arpizio, 

Federica Levato, Daniele Zito, Marc-André Kamel and Joëlle de Montgolfier - page 20] 
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Appendix 9: The personal luxury goods market by region in 2016 

 

 

[Source: Bain & Company - Luxury Goods Worldwide Market - Study Fall-Winter 2016 - By Claudia D’Arpizio, 

Federica Levato, Daniele Zito, Marc-André Kamel and Joëlle de Montgolfier - page 12] 

 

Appendix 10: The personal luxury goods market by buyers’ locality in 2016 

 

[Source: Bain & Company - Luxury Goods Worldwide Market - Study Fall-Winter 2016 - By Claudia D’Arpizio, 

Federica Levato, Daniele Zito, Marc-André Kamel and Joëlle de Montgolfier - page 13] 
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Appendix 11: The personal luxury goods market by buyers’ nation in 2016 

 

 

[Source: Bain & Company - Luxury Goods Worldwide Market - Study Fall-Winter 2016 - By Claudia D’Arpizio, 

Federica Levato, Daniele Zito, Marc-André Kamel and Joëlle de Montgolfier - page 14] 

 

Appendix 12: The luxury goods market segmentation in 2010 

 

 

[Source: The New World of Luxury: Caught Between Growing Momentum and Lasting Change - By Jean-Marc 

Bellaiche, Antonella Mei-Pochtler, and Dorit Hanisch - Bain & Company and Concept M, 2010 - page 5] 
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Appendix 13: Top 10 players in the global personal luxury goods industry by 

Deloitte (2017) 

 

[Source: Deloitte - Global Powers of Luxury Goods 2017 - By Patrizia Arienti - page 24] 

 

Appendix 14: Top 100 players of the PLG industry by category by Deloitte 

(2017) 

 

[Source: Deloitte - Global Powers of Luxury Goods 2017 - By Patrizia Arienti - page 26] 
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Appendix 15: Top 100 players of the PLG industry by country by Deloitte 

(2017) 

 

[Source: Deloitte - Global Powers of Luxury Goods 2017 - By Patrizia Arienti - page 34] 

 

Appendix 16: Performance of the top 100 of the PLG industry by category by 

Deloitte (2017) 

 

[Source: Deloitte - Global Powers of Luxury Goods 2017 - By Patrizia Arienti - page 27] 
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Appendix 17: Performance of the top 100 of the PLG industry by country by 

Deloitte (2017) 

 

[Source: Deloitte - Global Powers of Luxury Goods 2017 - By Patrizia Arienti - page 34] 
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Appendix 18: Overview of M&A Deals Sample 1 

 

[Source: The Bloomberg Terminal - Author’s rework] 
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Appendix 19: Overview of M&A Deals Sample 2 

 

[Source: The Bloomberg Terminal - Author’s rework] 
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Appendix 20: Glimpse at an ARs computations sheet under excel (estimation 

window) 

 

[Source:  Author’s work] 
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Appendix 21: Glimpse at an ARs computations sheet under excel (event 

window) 

 

[Source:  Author’s work] 
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Appendix 22: Glimpse at an AARs and CAAR computations sheet under excel 

 

[Source:  Author’s work] 
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