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Abstract

Purpose: On the basis of gaps in the existing literature on Mergers and Acquisitions
in hospitality sector, present study aims to examine the stock behavior (return,
volatility & liquidity) of acquirer firms after M&A announcement in the Indian
hospitality sector from 1999-2018.

Design/Methodology: Market model of event study methodology has been used to
examine the change in stock behavior across total sample size of 94 M&A deals
(containing 18 mergers and 76 acquisitions) in Indian hospitality sector during
sample period.

Findings: It is observed that shareholders of acquirer firms in India are able to
generate average abnormal return two days before the announcement of M&A
event, which indicates that efficient market hypothesis does not hold true in this
sector. Whereas, results of stock volatility show that risk for shareholders increase
in post-event window as returns are significantly volatile in post-announcement
period. Liquidity analysis shows that average abnormal liquidity is significantly
high during pre-announcement period.

Practical Implications: These findings may contribute to the literature investigating
the behavior of stock prices of acquirer s performance in hospitality sector during
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restructuring events and literature of behavioral finance. Various deal consultants,
market regulators, shareholders, research scholars may find these results helpful in
understanding the performance of stocks of acquirers in Indian hospitality sector
through stock movements around M&A announcements and design their investment
strategies accordingly.

Originality: The current study emphasized on the market reaction around M&A
announcements by capturing stock behavior including stock volatility and liquidity
in hospitality sector in India.

Keywords: Merger & Acquisitions, Hospitality Sector, Event Study Methodology,
Stock Return, Stock Volatility, Stock Liquidity

Introduction

During the last three decades, Mergers and Acquisitions (M&A) have
been adopted by many business organizations as a strategy for growth and
expansion (Pandya, 2018), which assists the business firms to capitalize the
possible market opportunities and to manage the unforeseen threats in the
market (Sabri et al., 2019). Thus, strategic process of corporate restructuring
through M&A has gained substantial importance in both developing as well
as developed economies (Ghosh & Dutta, 2016) primarily after globalization,
privatization, deregulation and liberalization in India (Mallikarjunappa &
Nayak, 2013). Adopting M&A as strategy has fueled the growth of many
industries in India and hospitality industry is one of the fastest growing
industries among others (Welch & Tse 1990).

Past three decades have witnessed phenomenal growth with constant
fluctuations in hospitality industry (IBEF Report, 2020). An upward trend in
global M&A deals in hospitality industry has been noticed by Real Capital
Analytics (2019), which is reflected in terms of the increase in deal values
from USD 20 billion in 2009 to USD 70 billion in 2019 (Zhang et al., 2019).
Apart from this, it is well established that tourism is a key source of economic
growth of every country. According to world travel and tourism council
(WTTC) report (2018), out of 185 countries, India got third rank in terms of
contribution to GDP from travel and tourism, which is also presented through
Fig. 1. Similarly, India got 34" rank in the Travel and Tourism Competitiveness
Report (2019).
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WTTC Report (2019)" has reported 9.2 percent contribution to GDP in
the year 2017-18 and 6.8 percent in the year 2018-19. Furthermore, WTTC
has forecasted the growth of this contribution to 9.2 percent by 2029, which
indicates the future potential of Indian hospitality sector for Indian economy.
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Source: Ministry of Tourism Report (2018).

World Travel and Tourism Council Report (2020).

Fig. 1: Contribution of Hospitality Sector to Indian GDP (%) from
2009-2019

In addition, Indian Brand Equity Foundation Report (2020) reveals that
foreign tourist arrival in India has achieved an annual growth rate of 3.2
percent and stood at 10.89 million during 2019. Moreover, Indian tourism
sector has created 42 million jobs during 2019 and contributes 8.1 percent
of total employment in India. International hotel chains are increasing their
presence in the country as it is expected to account for around 47 per cent share
in the Tourism & Hospitality sector of India by the end of 2020. Furthermore,
a report by Department for Promotion of Industry and Internal Trade (2019)
states that Indian hotel and tourism sector has attracted FDI of USD 14.42
billion during 2000-2019.

Thus, economic contribution of Indian hospitality sector and increasing
trend towards M&A deals in Indian hospitality sector indicates the future
potential of hospitality sector in Indian economy. It is estimated in WTTC
Report (2020) that tourism and hospitality sector will reach to the value of 488
billion US$ by 2029 and will account for 9.2% of total economy. Furthermore,
it is estimated that 52.3 million jobs will be generated in Indian hospitality
sector by 2028.

' Source: WTTC (2019) India Annual Research: Key Highlights, accessed online
from https://ambassade-ethiopie.fr/onewebmedia/Tourism-WTTC-Global-Eco-
nomic-Impact-Trends-2019.pdf
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Expansion is the primary motivation to go for M&A in hospitality sector
(Chatfield et al., 2011). Dogru and Turk (2017) states that M&A help the
acquirers in restaurant industry to reach the economies of scale more rapidly
than expansion through other capital investment plans. Thus, the acquirers go
for expansion through M&A. Whereas, associated synergy benefits (Morck et
al., 1990), removing financial constraints (Myers & Majluf, 1984) and empire
building theory (Jensen, 1986) are some other drivers behind increasing
number of M&As in hospitality sector. Gugler et al. (2012) and Olsen et al.
(1998) states that strategic risk of uncertain change in economic, technological,
competitive, political and market environment has enhanced the adoption of
M&A as business strategy. Business firms use strategic alliances like M&A to
tap the market opportunities by optimally using resources of combined form
at lowest opportunity cost (Chathoth & Olsen, 2003).

Morck et al. (1990) states that big firms have the capacity to derive
operating synergies from acquisition deals and hence, big firms more likely
go for acquisitions. Apart from this, Weston et al. (1990) postulates that many
M&As are induced by tax benefits associated in such deals. Chatfield et al.
(2011) reported that acquirers in hospitality sector found it more appropriate to
growth and increasing their market share through acquisition strategy than to
develop new restaurants from the scratch. They also suggest that acquisitions
help in managing competition.

Welch and Tse (1990) stated that acquisition activities in hospitality
industry are mostly horizontal integration, forward integration and concentric
diversifications. Whereas, Dogru et al. (2017) stated that M&A emerges in
hospitality sector in the form of acquisitions and franchising. The research in
hospitality sector at an early stage has been conceptual (Olsen & Bella, 1980;
Reid & Olsen, 1981; Canas, 1982). Previous literature has focused on factors
driving hospitality sector for strategic alliances (Olsen & Roper, 1998) and
wealth effects of M&A are examined by very few researchers in hospitality
industry particularly in the context of Indian economy. Hence, there is a gap
in literature. Furthermore, the potential of hospitality firms and tendency
of hospitality firms towards M&A motivates the researchers to explore the
determinants of M&A in this sector and to understand the success of M&A
events in Indian hospitality sector (Gugler et al., 2012). Thus, the aim of this
study is to examine the wealth effects of M&A deals in Indian hospitality
sector.

The current paper is organized in five sections. Second section explains
the previous research work done in the area and identifies the research gap.
Third section explains the sample characteristics and methodology used to
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examine the underlying research issue. Fourth section presents the results
of impact of M&A on stock returns, volatility and liquidity and fifth section
discusses the conclusion and contribution of the study.

Literature Review

Despite of phenomenal growth in hospitality sector in India and increasing
number of M&As, there is dearth of literature examining stock behavior in
hospitality sector of India (Papathanassis, 2017). Dogru et al. (2020) found
that franchising firms with higher cash flows experience lower stock returns
from acquisitions in hospitality sector. Similarly, Mall and Gupta (2020),
Jensen and Ruback (1983) and Asquith (1983) have found that M&A deals in
hospitality sector bring little or no abnormal returns for acquirers. Loderer and
Martin (1992) states that M&A deals prove beneficial in long-run and there
are negative returns surrounding such announcements in short-run. On the
contrary, Agarwal et al. (1992) have found that acquirers experience negative
returns in long-run also.

Hsu and Jang (2007), Sheel and Nagpal (2000) and Dodd (1980) have
reported negative returns during M&A in hospitality sector. Furthermore,
Andrew (1988) observed that acquirers in hospitality sector lose value twenty
days prior to the announcement of M&A event. Bloom (2010) and Oak and
Andrew (2006) have found that there is no change in abnormal stock returns
for hospitality firms engaged in M&A activity and those not engaged in such
activities. These findings are contrary to findings by Yang et al. (2009).

On the other hand, Dodd and Ruback (1977) and Canina (2001) have
reported that both target as well as acquirer firms in hospitality sector generate
abnormal returns from M&A events. Yang et al. (2009) found that acquirers
in hospitality sector starts generating supernormal returns after twelve months
of completion of deal and method of payment used in M&A deal in this sector
does not have any impact on these returns. In addition, Maksimovic et al.
(2013) claimed that M&A deals are proved to be value added when these
are part of M&A wave while deals not covered under M&A wave are value
destructive or add only little value.

Kwansa (1994) observed that acquiring hospitality firms generates
additional wealth two days before and after the announcement of consolidation
deal. Whereas, Chatfield etal. (2011) reported that acquiring firms in hospitality
sector generates positive but insignificant cumulative abnormal returns on the
day of announcement of event and one day before the announcement of event.
Park and Jang (2011) and Yang et al. (2009) shows that acquiring firms in
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hotel industry enjoys higher sales growth rate in comparison to the firms not
engaged in M&A deals. Furthermore, Chatfield et al. (2012) have examined
the relationship between method of payment and stock returns during M&A
announcements. They found that cash financed M&A deals bring significantly
positive abnormal returns for acquirer firm’s shareholders as compared to
stock and hybrid financed deals.

Although the phenomenon of M&A has been extensively studied by a
plethora of studies but to the best of our knowledge no study has addressed
the impact of M&A on stock volatility and liquidity of acquirers in hospitality
industry. Bannette (2016) has defined stock volatility as occurrence of upward
and downward variations in the stock prices during a definite period of time.
Examination of stock volatility is essential because market expectation of
shareholders change when any new information like M&A announcement
come into the market and shareholders use such information to revise their
portfolio, which eventually leads to high market activity and variations in
stock prices (Malhotra et al., 2013). These variations determine the volatility
or risk associated with the security. Hence, examination of volatility is also
essential to understand the risk of shareholders during M&A announcements.

Furthermore, change in liquidity can be described as the magnitude to
which shares can be bought and sold in the market (Kumar et al., 2013). Baker
and Stein (2004) states that stock returns are related to temporal variations
in liquidity and fluctuations in liquidity can predict stock returns. Thus,
examination of stock liquidity during M&A announcements is essential to
predict the returns to shareholders from M&A deal. Hence, there is a need
to study change in volatility and liquidity, which are important elements of
stock behavior as wealth of shareholders cannot be determined by considering
only stock returns (Kumar et al., 2013) and this study attempts to examine
stock volatility and liquidity as well as returns during M&A announcements
in Indian hospitality sector.

Literature also suggests that contradiction in results may be possible due
to factors like error in selection of benchmark data (Frank et al., 1991), method
of payment used in M&A deal (Yang et al., 2009), selection of sample period
(Kumar et al., 2011), type of deal (Saboo & Gopi, 2009) and sample period
(Adnan & Hossain, 2016). Hence, from the above discussion it is observed
that no conclusive findings on the subject are available and there is gap in
literature regarding impact of M&A on stock returns, volatility and liquidity
in long run as no consensus is drawn from the studies. Thus, present study is
an attempt to fill this research gap.
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Database and Research Methodology

In the light of above literature gap, the objective of this paper is to
examine wealth effects of M&A deals for acquirers in Indian hospitality
sector. To achieve this objective, data for M&A from year 1999 to 2018 is
extracted from prowess, database. On the basis of industry classification
given by Ministry of Statistics and Programme Implementation of India as
National Industry Classification (NIC?), M&A deals falling under Industry ‘I’
i.e. accommodation and food service activities were segregated as research
sample for this study. Final sample contains 94 M&A deals out of which there
are 76 acquisitions and 18 mergers in India. Data of stock closing, high and
low prices as well as volume is collected from the website of National Stock
Exchange of India for the sample period.

Market model of event study methodology has been applied to calculate
the abnormal change in stock returns, volatility and liquidity during
M&A announcements in hospitality sector. As per the requirement of the
methodology, there is a need of some benchmark index with which the actual
stock performance of acquirer firms can be compared. Hence, Nifty 50, which
captures the market wide sentiments, is selected as benchmark index. Thus,
Nifty closing, high, low prices and trading volume data for the respective
sample period is extracted, from the website of NSE. Furthermore, an event
window of twenty one days (-10 to 0 to +10) is considered in this study
(Bradley et al., 1983).

Calculation of Average Abnormal Returns (AAR)

Stock returns of acquirer firms have been computed as a percentage
difference of today’s closing price from previous day’s closing price.
Abnormal returns has been calculated as the difference between the returns
actually generated by the stock of acquirer firm and expected or benchmark
return, which an acquirer would have been generated in the absence of
restructuring events. For calculation of AAR for acquirer firms equation 1 has
been used:

A AN
AAR =ASR - (B*ANR) - (0) c.cvoovvviirinnn (Equation 1)

Where; AAR = Average Abnormal Return on day ‘t’; ASR, = Average

2 Source: National Industrial classification (2008) retrieved online from Ministry of
Statistics and Programme Implementation (www.mospi.nic.in).
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Return of Stock of acquirer firm on day ‘t’; ANR = Average Return on Nifty
on day ‘t’

Value of (slope) and (intercept) have been calculated as parameters of
model. These parameters are calculated by using ordinary least squares (OLS)
over twenty one days event window. and are calculated as follows:

ﬁ = Covariance (R, R) / Variance (/)\z = Rjt —ﬁ * Rm
R,) A
~ Where; o= Intercept; R, = Expected
Where; B = Slope; R, = Actual returns | rate of return for company j at time t;
generated by firm j at time t; R_ = Nifty ﬁ = estimated beta coefficient; R =
return at time t Nifty return at time t

Calculation of Average Abnormal Volatility (AAS)

Impact of M&A deals on volatility of acquirer firms have been examined
by observing the intraday stock spreads. To determine the intraday stock
volatility, stock spread from stock high and low prices were calculated
(Rogers et al., 2006 and Floros, 2009). Day’s high and low prices of Nifty 50
have been used to determine Nifty spread. Nifty spread has been calculated
to control for the impact of other information on acquirer firm’s stock in the
absence of occurrence of M&A event.

A
AAS =ASS, - (ANS) = (B) covovrrrroverrrrnne (Equation 2)

Where; AAS = Average abnormal spread on day ‘t’; ASS, = Average stock
spread of acquirer firm on day ‘t’; ANS, = Average Nifty spread on day ‘t’

N
Value of 8 (slope) and (intercept) have been calculated as parameters of
model. These are calculated as follows:

7AY AN

B = Covariance (S,» S,)/ Variance (S,) o = S, — B*S,

A A
Where: 8 = Slope; Sjt: Spread of firm j at | Where; o = Intercept; Sjt: Spread
time t; S = Nifty spread at time t of firm j at time t; % = estimated
beta coefficient; S = Nifty Spread
at time t
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Calculation of Average Abnormal Variations in Liquidity (AAL)

To determine the changes in liquidity of acquirer firms during M&A
events, data of traded volume from NSE has been extracted. Similarly, data
of Nifty traded volume for the corresponding period has been extracted to be
used as benchmark. Equation (3) has been followed to compute the abnormal
change in liquidity of bidder firms due to M&A:

N N
AAL, =ASL, - B FANL) = (0., (Equation 3)
Where; AAL = Average Abnormal variation in liquidity on day ‘t’; ASL,
= Average change in Stock liquidity of acquirer firm on day ‘t’; ANL, =
Average change in Nifty liquidity on day ‘t’.

Value of 23 (slope) and o (intercept) has been calculated as parameters of
model. These are calculated as follows:

ZAY ZAY ZAY

B= Covariance (L, L)/ Variance (L) | a=L-B*L

N N
Where; ﬂ = S.lope; L, = Change in 1'1qu1(.11ty thereé o= Intercep't; L, = Change
of firm j at time t; L_ = Change in Nifty | in liquidity of firm j at time t;, 8 =
liquidity at time t estimated beta coefficient; L =
Change in Nifty liquidity at time t

Findings of the Study

Findings of the impact of M&A deals on the stock returns, volatility and
liquidity of acquirers in hospitality sector are presented in Tables 1, 2 and 3.
Table 1A, 2A and 3A discusses the results obtained by analyzing combined
sample of 94 M&A deals. Table 1B, 2B & 3B and 1C, 2C and 3C discusses
the results obtained by analyzing sample of 78 acquisitions and 18 mergers
respectively. Furthermore, results are discussed separately for return, volatility
and liquidity for better understanding.

Department of Hotel Management, BIT-Mesra, Ranchi-835215



31

*(19A9] 90UBOYIUSIS 04 [ & JUBOYIUSIS, %G 18 JUBOYIUSIS 4y %01 18 JUBIYIUSIS 4 4 4) BIEP AIBPUOODS UO PISEQ SUONEINI[ED S, JOYINY :90IN0S

0000°0] 0000°0] %TSLE€-| TO¥0°0- 0000°0{ 00000 00€8°0] €000 0000°0{ 0000°0 6¥111-| €700°0-|  OI+

*CSLEE]  T0¥0°0 L69Y'0| 9500°0] 00€8°0-| T€00°0- 91S¥°0-| LI100°0- 6VI1'T| €700°0 ¥56C°0-| 1100°0- 6+

x5606°C| 9¥€0°0] 0SE€0'T| €CTI00| +8LE0-| #100°0- €610°0/ 1000°0 €01y I SS00°0 0SI1L°0[ 82000 8+

#x90L8°T|  €CC0°0)  909C°0| 1€00°0| LL6E0-| S100°0- 1990°0-| €000°0- €569°0| L2000 8620°0| 1000°0 L+

0019°T| T610°0] 0060°0-| ITO0'0-] 9I€€0-| €100°0- 1216°0-| S€00°0- §699°0] 97000 £5¥8°0-| £€00°0- 9+

000L1 ¢0C0°0 | 91SL0 | 06000 | SO8S'0 | TCOOO | €€TE0 ¢l00°0 | 8YISTT | 65000 1€L0°T <¥00°0 S+

¥816°0 €100 | 08650 | 1L00°0 | TLSTO | 0I000 | 8601°0- | ¥000°0- | LI¥¥0 | L1000 | €8CTI'0- |S000°0- 7+

$05€°0 <¥00°0 | S60I'T | TEI00 | 0L9€°0 | ¥100°0 | €L6S0- | €200°0- | 00LS0 | T2O0'0 (qqq 6000°0 £+

16SL°0- 0600°0- | #0600 | 11000 | €¥96°0 | LEOOO | S6S0°0 0000 | 08¥€0 | €100°0 960C°0 8000°0 o+

S6¥8°0- 101070~ | S8EY'0- | CS00°0-| 87060 | S€00°0 |##x6SSLT-| L9000~ | ¥8ET'0 | SO00°0 | #x+SYLLT-]|6900°0- I+

[T1¥°0- 6¥700°0- | SSPI'0- | L1000~ | %L099°C | TOI00 | +LIOL'CT | €0T0°0 |#%%6CT16°1| ¥L00'0 | %xCTO0'C | LLOOO 0

9690~ ¢€00°0- | 801C°0- [STO0°0-| OI¥0°0- [ TO000-| ¥896°0 C¢C00°0 | €680°0- | €000°0- | S€L0°0 €000°0 I-

LyS0°0- L000°0- | L96¥' 1 | 8L10°0 | #609°0- | €C00°0- | +xx80S8°1 | 1L00°0 | 8Z91°0- | 9000°0- | xx¥¥CEC | 06000 (%

SISS'I- G810°0- | L06T0 | SE00°0 | %xC09%'C-| ¥600°0- | 08TT0- | 6000°0- | +xCTL8Y'C-| 9600°0- ¥220°0 1000°0 €

#xxCCY8 1~ | 61C0°0- | T189°0- | I800°0- | xCCETT-| S800°0- | SILE[- | TS00°0- | %x960S°C | L600°0- | 9LEET- |TSO0°0- v

191°1- 8C€10°0- | 9L€C°0- [ 8C00°0-| L0980~ | €€00°0-| S6LI0 L000°0 | TCTLI'I- | S¥00°0- | 86600 | ¥000°0 S-

¥€26°0- 0IT0°0- | 60T¥'0- [0S00°0-| TO¥0'I- | 0¥00°0-| 6208°0- | 1€00°0- | 8ILTI- | 6¥00°0-| €L9L°0- [0£00°0- 9-

9205°0- 0900°0- | S98L°0- | ¥600°0- | €LET0- | 6000°0-| €920°0 10000 | 9¥0S°0- | 0C00°0- | 886C°0- [CI000- L~

6€8C°0 €000 | 9L0¥°0 | 6¥00°0 | 9€9C°0- | 0I00°0-| T¥y0°0 ¢000°0 | 8S0CT'0- | 8000°0-| <CLITO 8000°0 8-

LETT 0" S100°0- | €SI1°0- [#100°0-| 8L0€°0- | CTI000-| SO061°0- | L0000- | 0€Cy0- | 9100°0-| T€¥C0- | 60000~ 6-

¥800°0- 1000°0- | +#800°0- | 1000°0- | €LIT'0- [#000°0-| €LIT0- | +#000°0- | 86L10- | L00O0'0-| 86LI0- |L000°0- 0I-

Stock Behavior of Acquirer Firms in Hospitality Sector Around Merger ...

MOpuIp
SINEA L | AVVD | S9N[EA L | HVV | SONBA L | VVD | SON[EA L | HVV | SON[BA L | dVVD | SIN[BA L | ¥VV | JuWdAY
SUIN)NY JISIIA suInjdy uonisibdy SUIN)IY paurquio))
D1 319EL 41 3Iq&L VI3Iq&L

Ansnpuy A)pendsoy] uerpuy ui S193DIN §1 pue suonismbay 9 ‘VPIN 16 10§ YVVD PUE YVV JO suonemd[e) :J IqeL

UANIIY Y2038 S, 1241nhoY pup SpusWIOUNOUUY | I



32 JOHAR - Journal of Hospitality Application & Research Volume 18 Issue 1 January 2023

Table 1A shows the AAR and CAAR for shareholders of acquirer
firm from combined 94 M&A announcements in Indian hospitality sector.
Similarly, Table 1B and 1C reports the AAR and CAAR from 76 acquisition
deals and 18 merger deals in hospitality sector respectively. After analyzing the
combined sample of M&A deals and only acquisition deals, it is observed that
AAR is statistically significant on two days before the official announcement
of M&A and acquisition event in the market. Furthermore, AAR are also
statistically significant on the day of announcement and on day +1 of event
window. It indicates the possibility of insider trading due to information
leakage and shareholders manage to have significantly positive AAR before
announcement of event in industry. Thus, efficient market hypothesis (EMH)
does not hold true. CAAR also presents similar observations from M&A and
acquisition deals in industry as sharcholders earn significant AAR during pre-
announcement days and on the day of announcement.

Furthermore, the positive AAR during pre-announcement period may
also be possible due to expected synergy benefits associated with M&A
deals (Rani et al., 2013). It indicates that market may have treated the news
of acquisition as good news (Koppel & Shtrimberg, 2006) and investors are
showing confidence in new management (Lichtenberg, 1987). These results
are also possible when strategic reasons like economies of scale and scope
behind M&A deals create more scope of value creation for acquirer firms.
These findings are consistent with Chatfield et al. (2011); Canina (2001);
Kwansa (1994) and Dodd and Ruback (1977) and contrary to Dogru et al.
(2020) and Bloom (2010).

M&A Announcements and Acquirer’s Stock Volatility

Table 2A shows the AAS and CAAS for shareholders of acquirer firm
from combined 94 M&A announcements in Indian hospitality sector.
Similarly, Table 2B and 2C reports the AAS and CAAS from 76 acquisition
deals and 18 merger deals in hospitality sector respectively. Table 2A reports
that AAS are significantly high on day -1, +1 and decreases on day +9 of
event window. It indicates that risk of shareholders is high during -1 to +1 of
event window. CAAS is lower in pre-event period and increases in post-event
period. It shows that risk decreases significantly during pre-event period and
there are chances of increase in risk during post-event period.
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Whereas results in Table 2B suggests that EMH does not hold true in
case of M&A deals in hospitality industry. AAS significantly decreases six
days before the announcement of M&A event. Moreover, AAS significantly
increases on day -1 and +1 of event window. It also indicates that there is
possibility of insider trading on the basis of private information, due to which
returns to shareholders are volatile in pre-announcement period. Significant
increase in AAS during post-announcement period may be due to risk involved
in integration of target and acquirer firms. Thus, EMH does not hold true in
case of acquisition deals in hospitality industry. Table 3C shows that AAS
is statistically significant on days +2 and +10 of event window and CAAS
is significantly lower during pre-event period and statistically insignificant
during post-event window. Thus, there is more risk for shareholders of
acquirer firms during pre-event period.

M&A Announcements and Acquirer’s Stock Liquidity

Table 3A presents the AAL and CAAL for shareholders of acquirer firm
from combined 94 M&A announcements in Indian hospitality sector. Similarly,
Table 3B and 3C reports the AAL and CAAL from 76 acquisition deals and
18 merger deals in hospitality sector respectively. It is observed in Table 3A
that AAL is statistically significant on day -7 and -2 of event window. Table
3B reports that there is no significant change in AAL during event window
of twenty one days except for day +1. Information of acquisition reflects in
prices on day 0 but it is statistically insignificant.

Furthermore, it is observed that change in CAAL in case of acquisition
events is negative during pre-announcement window and it is significantly
positive during day +1 to +6 of post- announcement period. Table 3C shows that
AAL in case of merger deals is significantly high on day -2 of event window.
From this analysis it is observed that there are chances of information leakage
in market in case of combined M&A deals and merger deals, which leads to
increase in trading volume and AAL of stocks during M&A announcements
(Kumar et al., 2013; Rodrigues et al., 2012).

Thus, above results indicates that shareholders of acquirer firms can
generate significant AAR from combined M&A deals and acquisition deals
in hospitality sector due possibility of information leakage and thereof insider
trading. On the other hand, no such returns are found from merger deals.
Furthermore, these returns are also significantly volatile around the day of
announcement of deal and significantly liquid during pre-announcement
period due to information leakage in the market.
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Contribution and Conclusion of the Study

The present study examines the stock behavior during M&A
announcements in Indian hospitality sector. For this purpose stock return,
volatility and liquidity in Indian hospitality sector are examined against the
benchmark data of Nifty 50. The study observes significantly positive AAR
for shareholders of acquirers in hospitality sector around M&A and acquisition
announcements and evidences of trading on the basis of information leakage
are also found. It is evident from the findings that investors are able to generate
significant AAR from acquisition deals than merger deals in Indian hospitality
sector, thus acquisition deals are more beneficial for investors. Examination
of volatility and liquidity analysis is the novelty of this study as to the best of
our knowledge, no study has examined these stock characteristics in Indian
hospitality sector. It is observed that risk of shareholders of acquirer firms
in hospitality sector increases during three day event window from -1 to +1.
Furthermore, liquidity analysis suggest that AAL is significantly high during
pre-event window in case of combined M&A and merger deals, whereas,
AAL is significantly high only on the day following the day of announcement
of acquisition event in market.

As the findings in existing literature are not conclusive and fails to
explain whether M&A announcement reflects in stock prices and its impact
on stock volatility and stock liquidity, therefore, the results of this study shall
help in plugging the gap in literature regarding stock behavior during M&A
announcements in Indian hospitality sector. These findings may contribute
to the literature investigating the acquirer’s performance in hospitality sector
during restructuring events and literature of behavioral finance. Various deal
consultants, market regulators, shareholders, research scholars may find these
results helpful in understanding the performance of stocks of acquirers in Indian
hospitality sector through stock movements around M&A announcements and
plan their investment pattern on such basis.

Furthermore, it is obvious that hospitality sector has been hit hard due to
(COVID-19) pandemic worldwide. As per the report by HVS - BW Hotelier
(2020%), this pandemic has completely shattered the transient demand due
to which global tourism and hospitality sector has witnessed a steep decline
in revenue in 2020 as compared to 2019. The International Air Transport
Association (IATA) has also estimated that an emergency fund of up to 200
billion USDS$ is required to revive the global airlines industry, which is an
integral part of hospitality industry. WTTC Report (2020) has reported that

3 https://www.hvs.com/article/8725-covid-19-impact-on-the-indian-hotels-sector
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COVID-19 has adversely affected the employment in hospitality sector and it
is expected that 50 million jobs can be slashed globally.

The report by HVS - BW Hotelier (2020) also reveals that most economists
and analysts expect that this is the major crises after 2008 crises. Even if this
epidemic is contained soon still the industry has to face ripple effect, which
can drag many economies to the recession. In such scenario, it is expected that
business firms have to adopt strategy for revival as well as survival strategies
and measures in latter part of 2020. Thus, it is expected that number of M&As
will rise in future, especially in hospitality sector. This study will help the firms
going for M&A to understand the stock behavior during such consolidations
and can plan the policies accordingly.

In addition, the findings may prove helpful for the stakeholders in
hospitality sector to understand the movement of stock return, spread and
liquidity during M&A announcements as well as during acquisition and
merger announcements in particular. It will help them in knowing how market
reacts in different type of restructuring deal in Indian hospitality sector.
However, these findings are limited to Indian hospitality sector only, whereas,
the scope of the study may be extended to other industries and economies in
future research.
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