Russian Journal of Industrial Economics. 2026;19(2):156-171
BUSINESS ECONOMICS 9KOHOMMUKA NPEANPUATUA

Research article HayuHas cTaTbs

https://doi.org/10.17073/2072-1633-2026-2-1622

Organizational and economic tools for assessing and improving
the efficiency of economic activity in mergers and acquisitions
of vertically integrated industrial holdings

V.F. Klevanskiy'? A.V. Mitenkov! (> [<
! National Research Technological University “MISIS”,
4-1 Leninskiy Ave., Moscow 119049, Russian Federation

2 EVRAZ LLC, 4-B Belovezhskaya Str., Moscow 121353, Russian Federation
DA amit-77 @mail.ru

Abstract. The study is aimed at improving the efficiency of economic activity in vertically
integrated industrial holdings. Special attention is paid to analyzing socio-economic rela-
tionships emerging in the process of evaluating the effectiveness and implementation of
mergers and acquisitions (M&A, Mergers & Acquisitions). The attention is focused on the
specific behavioral risk — Fear of Missing Out (FoMO) — which deforms the rational business
processes of making economic decisions on making inefficient deals during periods of in-
dustry transformation. The study uses methods of system analysis and synthesis to identify
the relationship between the signs of FoOMO and long-term business performance. The ap-
probation was carried out on the basis of 63 mining and metallurgical sector transactions.
The assessment of the efficiency of economic activity after the consolidation of assets was
carried out using the author’s methodology of “medium-term payback” based on the dyna-
mics of EBITDA indicator within 4 years after the completion of the transaction. The authors
have developed a complex risk indicator (RIF, Risk Indicator Factor) that includes moni-
toring of transaction dynamics, investor sentiment, cross-border activity, and price trends.
It has been proved that when the indicator reaches critical values, it signals a decrease in
the quality of business processes and an increase in the likelihood of concluding “extra un-
profitable” transactions. The authors have suggested an algorithm of modification of cor-
porate risk management procedures which includes creation of independent “opposition to
the deal” groups and implementation of alternative scenarios within the discounted cash
flow models. Introduction of the proposed economic tool set into the business processes of
industrial holdings allows minimizing irrational factors in management. Practical use of the
RIF indicator by boards of directors of industrial enterprises ensures improvement of their
economic activity in mergers and acquisitions in the long-term perspective by preventing
possible destructive integration processes.
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AnHoranus. VccienoBaHyue HammpaB/ieHO HA COBEPIIEHCTBOBaHME OM3HEC-TIPOLIeCCOB MHBe-
CTULIVIOHHOJ NeITeNbHOCTY B BEPTUKATbHO MHTEIPUPOBAHHbBIX TPOMBIIIIEHHBIX XOIIMHIaX.
Ocoboe BHMMaHMe YAEISeTCS aHAIU3Y COIMATbHO-IKOHOMUYECKUX OTHOLIEHU, BO3HMKA-
I0IIMX B Mpolecce oleHKM 3DPEKTUBHOCTY U peanu3aluy CIeloK CIMSHUN U TOIOoLIeHMA
(M&A, Mergers & Acquisitions). B LieHTpe BHMMaHMs HaXOOUTCS CrienduUuecKuii moBeIeH-
YeCKUi1 PUCK — «CTpax yIyleHHoii Beirogsl» (FOMO, Fear of Missing Out), koTopslit fedopmu-
pyeT panyoHalbHble OM3HEC-TTPOLIeCChl IPUHSITUS SKOHOMUYECKUX PEeIIeHNH 0 3aKITI0YeHNN
He3(hGEKRTUBHBIX CIEIOK B ITEPUOIbI OTPAC/IEBBIX TpaHCHOpMaInii.

B pa6oTe mpuMeHeHbI METOMIbI CMCTEMHOTO aHaaM3a U CUHTe3a IJiS BBISIBJIEHUS B3aMMOC-
BSI3U Mexay npusHakamyu FoMO u monrocpouHoii 3¢deKTUBHOCThIO GM3Heca. Anpobalus
MpoBeJeHa Ha 6a3e SAHHBIX 63 COEIOK TOPHO-MeTa/UTypruyeckoro cekropa. OueHka addex-
TUBHOCTY XO3SI/ICTBEHHO IeSITeIbHOCTY MTOC/Ie 06beAMHEHMSI aKTUBOB OCYIIECTBIISIACH C UC-
TOJIb30BAHMEM aBTOPCKOI METOIVKHU «CPEeTHECPOUHON OKYITaeMOCTHU» Ha OCHOBE AVMHAMUKU
noka3arens EBITDA B TeueHne 4 neT nocjie 3apepuieHns CoeKu.

PaspaboTaH KOMILIEKCHBIV MHAMKATOP — puck-uHauKkaTop (RIF, Risk Indicator Factor), Bkiioua-
IOIIMIT MOHUTOPUHT IMHAMMKU CHOEI0K, HACTPOeHMI1 MHBECTOPOB, TPAHCTPAHUYHOI aKTUBHOCTU
U 11eHOBBIX TPeHOB. [IoKa3aHo, UTO IOCTVDKeHMEe MHIMKATOPOM KPUTMUYECKUX 3HaUeHMUit CUTHA-
JIM3UPYeT O CHYPKeHUM KauecTBa GM3HEC-TIPOLIECCOB M POCTE BEPOSTHOCTY 3aKTIOUEHMSI «3IKCTpa
YOBITOYHBIX» CIIEJIOK. ABTOPaMMU TIPeIIOKeH aJlTOPUTM MOIM(MUKAIINY KOPIIOPATUBHBIX IPOLIETYD
PUCK-MeHeIKMEHTa, BKIIOUAIOIIMIA CO3aHMe He3aBUCUMMBIX TPYIIT «ONIOHMPOBAHMS CHETKE»
¥ BHEJIpeHYe albTePHATUBHBIX CLIeHapyeB B MOAEIY AVCKOHTMPOBAaHHBIX IEHEXKHbIX [I0TOKOB.
BHenpeHMe npeaio)keHHOTO 9KOHOMUYECKOTO MHCTPYMEHTapysI B GM3HEeC-ITPOL[eCChI TPOMBIILII-
JIEHHBIX XOJIIMHIOB TIO3BOJISIET MMHUMM3MPOBATh MPPAIMOHAIbHbIe (DaKTOPbI B YIIPABIEHUMN.
ITpaxkTiyeckoe uctonb3oBaHme nHauKaropa RIF coBeTaMy 1MpeKTOPOB MPOMBIIIIEHHBIX IPE] -
TIPUSITUIA CTTIOCOOCTBYET MOBBIIEHMIO 3D ()EKTUBHOCTY X035/ ICTBEHHO /1@ TeTbHOCTHU IIPU CHEJ-
Kax M&A B ONTOCPOYHOM MTEePCIEKTUBE 3a CYET IMPeAOTBPAILEHNS BO3MOXKHBIX I€CTPYKTUBHBIX
MHTETPalMOHHBIX ITPOLIECCOB.

KnroueBbie cinoBa: IIPDOMbINJIEHHbIE TIIPpeaIpuAaTud, XO03SiICTBEHHAs AedaTe/IbHOCTb, 6m3-
HeC-IIPOLeCChI CIMAHMSA U ITOIVIOIeHMS, S KOHOMMKA BEPTUKA/IbHO MHTEIPUPOBAHHBIX XOJIANH-
TOB, pUCK-MEHEeI)XMEHT, ITOBeJeHYeCKasl SKOHOMMKA B ITPOMBINIJIEHHOCTH, PUCK-UHAMKATOP

Ons uutupoBauus: Knepanckuit B.®., MuteHkoB A.B. OpraHu3aioHHO-3KOHOMMUYECKUIL
MHCTPYMEHTApPUi1 OII€HKY U MOBbIIEHUS 9P GHEKTUBHOCTY XO3SI/ICTBEHHOM AeSITeTbHOCTHU MPU
caenKax CJIMSIHUI U TTOTIONIEeHM BepTUKAIbHO MHTEIPUPOBAHHBIX TPOMBbILIJIEHHBIX XOIIMNH-
rax. SKoHoMuka npomosluiieHHocmu. 2026;19(2):156—171. https://doi.org/10.17073/2072-1633-
2026-2-1622
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Introduction

Research at the intersection of business
performance analysis and behavioral economics
has produced an increasingly nuanced under-
standing of the factors that shape corporate de-
cision-making.

Mergers and acquisitions (M&A) are of par-
ticular interest because, despite their apparent
rationality and the multilevel review and de-
cision-making procedures involved, they fre-
quently result in a loss of shareholder value.
Traditional explanations for such failures focus
on conventional financial models, miscalcu-
lations of synergies, or agency problems. Ho-
wever, advances in behavioral economics have
expanded the analysis to include a range of
psychological and social determinants, such as
managerial overconfidence (hubris), top execu-
tives’ narcissism, propensity for gambling, and
envy [1-3].

Despite considerable progress in the study
of behavioral biases, a specific behavioral factor
that has gained prominence in the era of digi-
talization and social media — Fear of Missing Out
(FoMO) - has remained largely unexplored in the
context of M&A transactions.

Originally described by psychologist D. Her-
man as anxiety associated with the possibility of
missing out on rewarding experiences enjoyed
by others [4], FOMO has been actively investi-
gated in recent years, primarily in relation to
consumer behavior, social media activity [5; 6],
and individual investment in cryptocurrency and

stock markets [7; 8]. Y. Bonaparte and F.]. Fabo-
zzi, in turn, attempted to develop a FoMO index
for analyzing the behavior of retail investors in
financial markets [9].

The assumption that experienced execu-
tives, board members, and professional advisors
responsible for multibillion-dollar corporate de-
cisions may also be influenced by FoMO has not
previously been examined systematically. The
market environment in which M&A transactions
take place contains several triggers recognized
in the behavioral literature as central to FoMO:
the uniqueness and scarcity of attractive assets,
time constraints during bidding or negotiations,
and strong social proof during periods of indus-
try transformation and merger waves [5]. When
competitors announce strategic acquisitions one
after another and analysts revise their forecasts
upward, the management of an acquiring com-
pany may develop an irrational fear of being left
behind as the market enters a new paradigm and
of permanently losing ground to competitors.
Combined with weaknesses in corporate proce-
dures, a reluctance to jeopardize a deal already
approved by senior executives, the herd behavior
of industry analysts [10; 11], and the influence
of reputable investment intermediaries and ma-
jor competitors, this fear may lead to inefficient
transactions.

The hypothesis that FOMO influences M&A
decision-making was first proposed by A.V. Mi-
tenkov and V.F. Klevanskiy [12]. The present
study continues this line of research and pro-
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vides further support for the hypothesis using
the tools developed by the authors. Existing
methods for investigating FoMO, such as Przy-
bylski’s questionnaires [6] and the Bonapar-
te-Fabozzi index [9], are insufficient for this
purpose because they were developed for other
objectives and settings, including social media
and retail investment, and do not account for the
institutional characteristics or the multistage
and complex nature of M&A decision-making.

The study examines investment-active ver-
tically integrated industrial holdings as a dis-
tinct type of economic system and focuses on the
socio-economic relationships that arise when
these companies evaluate and execute M&A
transactions.

This study aims to bridge that methodolo-
gical gap by developing and testing a specialized
FoMO indicator (metric) that identifies condi-
tions under which decision-makers are more
likely to be influenced by FoMO and helps guide
measures to mitigate that risk. This study builds
on and extends the authors’ previous research on
new approaches to assessing the effectiveness
of M&A transactions [13] and their criticism of
short-term analytical methods [14], focusing on
the development of a practical tool for impro-
ving the economic efficiency of companies’ inte-
gration activities.

The objectives of the study are to ana-
lyze the theoretical foundations for developing
a FoMO risk indicator for M&A transactions; to
develop the indicator and a procedure for tes-
ting it on a sample of transactions; and to devise
a set of appropriate organizational and econo-
mic measures aimed at reducing the risk that
Fear of Missing Out will affect the efficiency of
economic activity in M&A transactions under-
taken by vertically integrated industrial holdings.

Research methods

The study draws on relevant research by
Russian and international scholars. Analysis and
synthesis were used to identify common fea-
tures, distinctive characteristics, and relation-
ships between the main manifestations of FoMO
and M&A performance. Inductive reasoning was
used to identify the channels through which
FoMO may influence M&A decisions.

Theoretical basis for developing
the FoMO risk indicator

A large body of research has examined in-
vestor sentiment by measuring deviations of
market prices or individual share prices from
their fundamental values. Sentiment cannot be
measured directly: economists have traditio-
nally treated surveys with a degree of skepticism
because of the potential discrepancy between
how people respond to survey questions and how
they behave in real-world situations. Therefore,
most researchers use various proxies to measu-
re investor sentiment, that is, indicators that in-
directly reflect deviations in investor behavior
from normal, economically rational behavior. In
particular, M. Baker and ]J. Wurgler use six such
proxies: trading volume; the dividend premium,
defined as the ratio between the stock prices
of dividend-paying and non-dividend-paying
companies; the closed-end fund discount, de-
fined as the difference between the net asset
value of a fund’s underlying securities and the
fund’s market price; the number of initial pub-
lic offerings (IPOs); first-day IPO returns; and
the share of equity in total new issues, inclu-
ding debt financing [15]. With the development
of the Internet and search engines, sentiment
measurement based on search-query statistics,
textual analysis, and media sources has become
increasingly widespread. For example, based on
more than 1.5 million observations, W. Antwei-
ler and M. Frank concluded that online messa-
ges can predict market volatility [16]. P. Tetlock,
in turn, convincingly demonstrated that media
news content can predict stock market move-
ments. He derived a simple measure of media
pessimism - the number of negative words —
from the content of the “Abreast of the Market”
column in The Wall Street Journal (WSJ) and
found that high levels of media pessimism have
a clearly negative effect on market prices [17].
For further research on sentiment in M&A, the
manager sentiment (MS) index developed by
F.Jiang et al. may be of particular interest. These
authors analyze the aggregate textual content
of corporate financial reports, drawing on ma-
nagers’ informational advantage over external
investors with respect to their companies. The
index measures textual tone as the difference
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between the numbers of positive and negative
words, multiplied by the total number of words
in a company’s communication, thereby provi-
ding an aggregate measure of overall manage-
rial sentiment in the market [18].

Of particular relevance here is the FoMO
index developed by Y. Bonaparte and F.]. Fabo-
zzi from a set of market-based components [9].
Their proposed FoMO index comprises the fol-
lowing components:

1. Momentum component. This is calculated
as the two-month moving value of the S&P 500
Index minus its 12-month moving average.

2. Sentiment component. This is calculated
as the total number of Google searches contain-
ing such keywords as FoMO, short squeeze, and
others.

3.FoMO margin component. This reflects
investors’ use of borrowed funds. Rising mar-
gin levels indicate greater confidence and an
increased willingness to borrow in pursuit of
higher potential returns.

The approach proposed by Y. Bonaparte and
F.J. Fabozzi builds on earlier studies and can be
adapted to the M&A context. However, its com-
ponents must be modified to capture the factors
that motivate corporate executives and share-
holders in M&A transactions.

In contrast to Bonaparte and Fabozzi and
their predecessors, the present study proposes
measuring not only the deviations of the compo-
nents from their previous or fundamental values,
but also the duration of these deviations. This
approach can be theoretically justified by the
nature of FoMO: FoMO typically emerges only
after others have already begun to benefit from
an opportunity and the decision-maker becomes
aware of this with a time lag. In the context of

M&A transactions, this means that the indica-
tor being developed should include a temporal
parameter. Given the long-term nature of such
transactions and the lengthy periods required
for negotiations, documentation, and the execu-
tion of binding agreements, this parameter can
be measured over extended time intervals, such
as years.

When developing the index, it is important
to identify components with predictive proper-
ties, that is, components capable of warning cor-
porate executives in advance of potential risks
and of the need for additional verification of the
calculations used to substantiate the expected
economic efficiency of the transaction under
consideration.

Development of the FoMO risk indicator

Based on the factors theoretically sub-
stantiated by the authors as generating the
FoMO effect in M&A transactions [12], the in-
dex should include components that monitor
conditions associated with an increased risk of
FoMO (Table 1).

Accordingly, the index should incorporate
components that capture the following factors:

1. Merger waves: periods of intensified M &A
activity that benefit participating companies and
reshape the market, while the management of
potential acquirers remains outside this process
and is exposed to increasing informational and
social pressure.

2. Investor optimism: rising share prices
among companies involved in M&A transac-
tions. This factor may reflect both shareholder
pressure on corporate executives and a growing
perception among executives that the trans-
actions under consideration are relatively safe

Table 1

Table 1. Conditions for the occurrence of the “Fear of Missing Out” effect

FoMO components

Factors activating FOMO in M&A transactions

enjoyed by others

Desire not to miss out on rewarding experiences | Merger waves

Reliance on the majority’s judgment

Investor optimism

Deference to opinion leaders

Presence of megadeals

Impulsive decision-making and insufficient risk
analysis

Changes in market conditions and the emergence of a new paradigm
in which previous approaches and forecasts no longer apply
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and advantageous. An increase in cross-border
transactions may provide an additional indica-
tion of optimism in the M&A market. Because
such transactions generally involve greater risk
and complexity, growth in their number suggests
that executives undertaking them perceive the
associated risks as less significant. It may also
signal the emergence of new market ideas or
conditions that encourage further global inte-
gration and, in some circumstances, contribute
to inflated transaction prices, as discussed in
greater detail below.

3. Stock-financed megadeals: both an indi-
cation of a tendency to follow influential market
participants and an objective sign of an over-
bought market or an emerging market bubble.
The scale of such transactions attracts extensive
media coverage and may persuade other market
participants that further consolidation is justi-
fied, on the assumption that deals of this magni-
tude must have undergone extensive analysis by
investment bankers and consultants. According
to L. Renneboog and C. Vansteenkiste, stock-fi-
nanced megadeals may signal the formation of
a market bubble. They are typically undertaken
when management believes that the acquiring
company’s shares are overvalued, making it ad-
vantageous to use them as consideration for the
acquisition [1]. Such transactions may also re-
flect caution among financing banks, which may
perceive the associated risks as high and there-
fore be less willing to provide debt financing
than to support an equity-financed transaction.

4. Changes in market conditions and the
possible emergence of a new market paradigm:
developments that alter analysts’ consensus
forecasts, prompt revisions to financial models,
and encourage transactions that would previ-
ously have been regarded as unattractive.

These components and the methods used to
calculate them are examined in detail below in
the context of improving M&A performance

1. Merger-wave component. The number
of M&A transactions in the relevant market is
proposed as this component. During an upward
market wave, the role of the information envi-
ronment becomes more pronounced: the grea-
ter the number of mergers, the more extensive-
ly they are covered by specialized and business

media [19]. This component should be defined
with reference to the market in which the inves-
tor operates or seeks to enter. The relevant in-
formation pressure would therefore arise from
reports of successful deals and business growth
among close partners and direct competitors, or
from their expansion into promising adjacent
markets.

In addition to completed transactions, the
indicator should include all announced transac-
tions, including those subsequently canceled. At
the time of announcement, their eventual out-
come is not yet known, and their effect in terms
of informational pressure does not differ from
that of transactions that will subsequently be le-
gally completed.

To account for the time factor, as substan-
tiated above, this component is defined as the
number of consecutive years during which the
number of announced transactions exceeds the
minimum recorded over the preceding four years
by more than 30%. When the number of transac-
tions falls below this threshold, the component
is reset to zero.

The transaction quantity component Q is
calculated as follows:

{QI_1> +1if x, >1.3min(x, -1, x, -2, x, -3, x, - 4),

= |0if x, <min(x, -1, x, -2, x, -3, x, - 4),

where t is the measurement year; x, is the number
of announced M&A transactions in the measure-
ment year; x,— 1, x,— 2, x,— 3, and x,— 4 are the
numbers of announced M&A transactions in the
preceding four years; and Q, is the transaction
quantity component.

2. Investor optimism components

1) CARs component. Cumulative Abnormal
Returns (CARs) are proposed as this component.
AV. Mitenkov and V.F. Klevanskiy previously
discussed the limitations of this indicator for
assessing transaction effectiveness [14]. Never-
theless, by its nature, CARs measure investors’
responses to particular events. Positive CARs
therefore indicate a favorable investor response
to announced M&A transactions, whereas nega-
tive CARs reflect prevailing pessimism. Follow-
ing the authors of the present study, researchers
examining investor sentiment in the market may
reasonably consider this indicator.
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For calculation purposes, the component is
defined as the number of years during which at
least half of the announced M&A transactions
have positive cumulative abnormal returns and
fewer than half have negative cumulative abnor-
mal returns. The component is reset to zero when
more than half of the announced M&A transac-
tions have negative cumulative abnormal returns.

The component reflecting the prevalence of
positive CARs in the relevant market is calcu-
lated as follows:

C. . +1ifN

>
(t-1) Positive CARs,_; (t) — NNegative CARs,_;(t)?

C,=:0if N,

t Positive CARs,_; (t) <

0if N, +N

Positive CARs,_, (t) Negative CARs,,_, (t) <

NNegative CARs_,(t)?

2,

where C, is the component reflecting the preva-
lence of positive CARs; t is the measurement year,
and Npogirive cars; AN Nyegarive cars, are€ the numbers of
transactions with positive and negative CARs in
the measurement year. CARs are calculated for
all transactions announced during year t in the
industry and geographical market under consi-
deration, for acquiring companies listed on stock
exchanges, over a 0—7-day event window follo-
wing the transaction announcement, relative to
the stock market index over the same period:

_P-P, S&P500,- S&P500,

7T p S&P500, ’

where P, and P, are the acquiring company’s share
price seven days after the transaction announce-
ment and on the announcement date, respective-
ly; and S&P500, — S&P500, are the values of the
S&P500 Index seven days after the transaction
announcement and on the announcement date,
respectively.

2) Cross-border transaction growth compo-
nent. Cross-border M&A transactions are the
most complex and risky in terms of integrating
the combined assets. An increase in their number
above the levels recorded in previous years may
indicate growing optimism among M&A market
participants. Combined with the FoMO effect,
this optimism may cause decision-makers to dis-
regard existing doubts and accumulated negative
experience and to assume additional risks.

Growth in the number of cross-border trans-
actions may also reflect industry transformation

CARs

associated with the emergence of new players
seeking to increase their market shares through
asset consolidation. This, in turn, may lead to
overpayment for acquired assets and, where the
phenomenon becomes widespread, to accelera-
ted price growth and an increased risk of con-
cluding unprofitable transactions.

This component is defined as the number of
years during which the number of cross-border
transactions remains above its average for the
preceding years. A prolonged deviation is as-
sumed to intensify the FOMO effect, prompting
corporate executives to pay greater attention to
M&A news and, despite the additional risks in-
volved, to consider expansion into new markets.

The cross-border transaction quantity com-
ponent T'is calculated as follows:

_ T, +1if x >p(x, -1, x,-2, x, -3, x, - 4),
0if x, <p(x, -1, x, -2, x, -3, x, - 4),

t

where t is the measurement year; x, is the
number of cross-border M&A transactions in
the measurement year; x, - 1, x,— 2, x, - 3, and
x,—4 are the numbers of cross-border M&A
transactions in the preceding four years; and
ux,—1,x,-2,x,-3,x,—4) is the average num-
ber of cross-border M&A transactions over the
preceding four years.

3) Megadeal indicator. This component is
based on the presence of stock-financed mega-
deals, that is, transactions that are exceptionally
large relative to the normal transaction size. Only
legally completed transactions are used to calcu-
late this indicator because the cancellation of
such exceptionally large transactions, potentially
accompanied by criticism, may reduce or elimi-
nate the FoMO effect on market participants.

4) Market conditions component. This com-
ponent may be represented by an indicator of
substantial changes in the conditions determi-
ning profitability in the relevant market. A sus-
tained change in the price of finished products
may not only prompt revisions to previous finan-
cial forecasts but also alter attitudes toward the
M&A transactions under consideration.

In addition to reinforcing FoMO, rising pri-
ces generate surplus resources for potential ac-
quirers, thereby increasing their appetite for
mergers. A prolonged decline in prices may also
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trigger merger waves, whether to combine finan-
cial capacity, reduce costs, or strengthen com-
petitiveness in the market.

The component is defined as the number of
years during which the market price of the relevant
product remains above or below its average value
for the preceding years. A prolonged deviation is
assumed to cause market participants to expect
the existing trend to continue. This subsequently
leads to changes in analysts’ consensus forecasts
used in discounted cash flow models when plan-
ning M&A transactions. It also changes the re-
source potential and the balance of power among
industry participants, which may, in turn, give rise
to integration and disintegration processes.

The indicator is reset to zero when prices fall
below or rise above their average values for the
preceding four years, thereby indicating a rever-
sal of the trend. It is assigned a value of 1 again if
the trend continues and subsequently increases
by 1 for each year during which the upward or
downward price trend remains unchanged.

The price component reflecting changes in
market conditions M is calculated as follows:

M(t—l) +1if (Pz _}3t—4,t—l)'(})t—l —ﬁFSJH) >0,
0 if (P, _Pt—4,t—1)'(R—1 _R—S,t—Z) <0,

t

where t is the measurement year; P, is the product
price in the measurement year; P,_, , , is the aver-
age product price over the four years preceding the
measurement year; and M, is the price component.

Development of the integrated FoMO risk indicator
for M&A transactions

The proposed components, which characte-
rize informational pressure in the market, inves-
tor sentiment, the influence of opinion leaders,
and changes in price conditions, meet the previ-
ously established criteria for proxies used to as-
sess the influence of Fear of Missing Out in the
M&A market. However, given the complex nature
of the FOMO effect, these components need to be
combined into a single integrated indicator that
accounts for all relevant factors across the diverse
set of FOMO risk assessment areas.

To equalize the weights of the components,
their maximum values should be capped. Almost
all of the indicators used reflect the number of
years during which conditions that activate the

FoMO factor persist in the market. Given the time
required to prepare M&A transactions and pub-
lish their initial results, which demonstrate the
benefits of ongoing mergers, it can be assumed
that FOMO factors begin to operate approximate-
ly two years after they first emerge. This period of
combined exposure to the relevant conditions — an
increase in the number of M&A transactions, in-
vestor optimism, and high prices for the products
of industry companies - is sufficient to signal an
increased risk of FOMO influencing decision-ma-
king. The megadeal indicator, which is measured
in monetary units, is considered separately as
a component with an immediate predictive effect.

The integrated FoMO risk indicator (RIF)
can be expressed as the following sum of com-
ponents:

RIE =Q,+C +T +M,,

where Q, is the transaction quantity component;
C, is the component reflecting the prevalence of
positive cumulative abnormal returns (CARs);
T, is the cross-border transaction quantity com-
ponent; M, is the price component; and t is the
measurement year. For all t, Q,, C,, T,, and M, < 2.
All components have equal weights and the same
dimension.

Empirical testing the FoMO risk indicator

The empirical basis for testing the indicator
comprised anonymized datasets from the inter-
nal reporting records of mining and metallur-
gical enterprises in Russia and other countries.
Access to the primary data was restricted under
a non-disclosure agreement, which necessitated
the aggregation of information and the remo-
val of any details that could directly identify the
sources. The use of proprietary data enabled the
hypotheses to be tested against operational met-
rics that are rarely available from public statisti-
cal sources, thereby strengthening the relevance
and originality of the findings.

The final sample comprised 63 M&A transac-
tions involving companies in ferrous metallurgy
and related mining and metallurgical industries.
Under the proposed approach, an M&A transac-
tion is classified as unsuccessful when its N-year
payback falls substantially below the industry
average and the outcomes of comparable transac-
tions. The study period was limited to 1985-2018
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because the assessment of completed transaction
effectiveness required the financial statements of
the acquiring companies for several years follo-
wing each transaction. For the purposes of statis-
tical analysis, given the availability of a large vo-
lume of data and to avoid errors arising from the
use of different reporting currencies, the sample
was limited to acquiring companies registered in
the United States, listed on the New York Stock
Exchange (NYSE) or NASDAQ!, and involved in
cash-financed M&A transactions.

For the selected companies, EBITDA data —
operating profit before income tax, interest, de-
preciation, and amortization — were collected for
the year preceding the M&A transaction and for
the subsequent four years. The economic indi-
cators were calculated using the medium-term
return formula first proposed by A. Mitenkov and
V. Klevanskiy [13]. The percentage return on the
investment made in a merger or acquisition over
the specified period was calculated as follows:

Long term _ - EBITDA(,..£)EBITDA(®)
payback M&A transaction price

where t, is the date of the acquiring company’s
annual financial statements preceding the M&A
transaction; t,, ..., t, are the dates of the financial
statements 1, 2, ..., N years after completion of
the M&A transaction; and EBITDA is operating
profit before income tax, interest, depreciation,
and amortization.

Under the proposed approach, unsuccessful
M&A transactions are those for which the pay-
back over the calculated N-year period deviates
critically in a negative direction from the average
for the industry and comparable transactions. For
the purposes of the present study, a transaction
was considered ineffective when the indicator
calculated using the above payback formula was
negative or equal to zero over the four-year pe-
riod following completion of the transaction. In
other words, a transaction was classified as un-
successful when the acquirer’s profit not only
failed to rise after the acquisition but fell below its
pre-transaction level. In such cases, profit growth
during individual post-transaction periods was

! NASDAQ (National Association of Securities Dealers
Automated Quotations) is a U.S. stock exchange specializing
in the shares of high-technology companies, including
electronics and software manufacturers.

insufficient to offset declines during the remai-
ning years. Furthermore, because executives of
acquiring companies generally expect synergies
to materialize within one or two years after com-
pletion of a transaction [13], transactions showing
zero or negative profit growth not only over four
years but also over the first two post-transaction
years were excluded from the resulting sample.
The acquirers’ discounted cash flow models pre-
sumably anticipated neither the absence of syn-
ergies nor a prolonged post-transaction decline in
profit. These transactions were therefore unlikely
to have met management expectations or to have
been regarded as successful or timely over the pe-
riod examined. This approach to identifying inef-
fective M&A transactions is illustrated in Fig. 1.

The calculated FoMO risk indicator values
and the analysis of the corresponding sample of
acquiring companies are presented in Table 2 and
suggest that the indicator has predictive value.
The table shows that, once the sum of the indi-
cators reflecting the duration of the relevant fac-
tors — each capped at two years - reaches a certain
level, it can provide an early warning of exposure
to FoMO-related risks that may subsequently lead
to unprofitable transactions. In the present case,
a value of 7 indicates the combined effect of all
FoMO factors, three of which had persisted for
more than two years. In addition to these indi-
cators, the presence of stock-financed megadeals
provides a separate signal. These signals are en-
closed in frames in Table 2. For the purposes of
the calculation, megadeals were defined as trans-
actions exceeding USD 10 billion in value.

Analytical basis for practical recommendations
on the use of FOMO risk indicators

The combination of the maximum levels
of the various indicator components makes it
possible to identify in advance the ranges of va-
lues corresponding to a high risk of exposure to
FoMO factors for eight of the nine transactions
considered (shown in dark gray; see Table 2).
Given the lengthy preparation periods for M&A
transactions, it can be assumed that preliminary
agreements concerning the ninth transaction
were reached during the high-risk period pre-
dicted by the FoMO indicator. Under this inter-
pretation, the indicator would have flagged all
extra-loss transactions.
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Table 2
Comparison of the FOMO risk indicator and the distribution of extra-loss trades
: Cross-border Total Vah.le
Transaction Price CARs transaction Integrat'ed of transactions Othe.r
Year duantity component | component| quantity lfoM_O risk exce.ecpng USD Extra—lt:')ss transactions
component M) © component indicator | 1 Igllllon apd transactions in the
Q (T) (RIF) paid for with sample
shares
1985 0 0 0 0 0 0 0 1
1986 0 0 0 0 0 0 0 2
1987 0 0 0 0 0 0 0 1
1988 1 0 1 0 2 0 0 1
1989 2 0 2 1 5 0 0 1
1990 2 1 2 2 7 0 0 1
1991 2 2 0 2 6 1600 -- 0
1992 0 2 0 0 2 0 0 1
1993 0 0 0 0 0 0 0 0
1994 1 1 1 0 3 0 0 1
1995 2 2 2 1 7 0 0 1
1996 2 0 2 2 6 0 0 4
1997 2 1 2 2 7 4762 3
1998 2 2 0 2 6 0 5
1999 0 2 0 2 4 3804 1
2000 0 2 0 0 2 5899 2
2001 0 2 1 0 3 17 888 0 2
2002 0 0 2 0 2 0 -:- 0
2003 0 1 2 0 3 0 0 1
2004 1 2 2 1 6 4060 0 2
2005 2 2 2 2 8 0 2
2006 2 2 2 2 8 45 081 1
2007 2 2 2 2 8 2149 1
2008 2 2 2 2 8 4 537 0
2009 0 0 0 0 0 0 1
2010 0 1 0 0 1 4931 1
2011 1 0 1 0 2 25 629 0 3
2012 0 0 2 0 2 5273 5
2013 0 0 2 0 2 1409 1
2014 0 1 2 0 3 2488 0 3
2015 0 0 2 0 2 0 0 5
2016 0 1 2 0 3 0 0 0
2017 0 0 0 0 0 0 0 0
2018 1 1 1 1 4 0 0 1
Legend:

2 Indicator components reaching their maximum level

8 Warning signal indicating FOMO-related risks in M&A transactions in subsequent years

2 Correct triggering of the warning signal

No signal or a premature signal
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However, the proposed indicators cannot
serve as the sole basis for M&A decision-ma-
king, and their activation should not completely
block M&A activity. This is due to the occurrence
of false early signals and the presence, alongside
extra-loss transactions, of transactions with
positive payback in the sample during the same
FoMO-risk periods. These two circumstances
should be considered separately.

False signals. Baker and Wurgler [15] ob-
serve that market crashes generally occur during
periods of high investor sentiment, although their
timing is notoriously difficult to predict. This is
widely recognized even among ordinary retail in-
vestors: the duration and strength of behavioral
factors are difficult to predict, and betting against
the market may result in losses even when inves-
tor behavior clearly deviates from rational funda-
mental values.

Positive-payback transactions during
FoMO-risk periods. The presence of transac-
tions with positive payback during such periods
supports two conclusions:

1. The investment payback formula proposed
above, which relates the change in the acqui-
ring company’s profit, measured by EBITDA, be-
fore and after the transaction to the transaction
price, identifies as extra-loss transactions not
only those concluded during pre-crisis periods.
It identifies companies that experienced prob-
lems after completing a transaction while also
demonstrating that, during the same periods,
some acquiring companies remained in a more
favorable position despite the general decline
in prices and other external factors affecting all
market participants. This confirms that the pro-
posed method for the preliminary selection of
transactions for subsequent individual exami-
nation has considerable potential for practical
application.

2. Despite the presence of FoMO factors,
effective transactions can still be concluded du-
ring the corresponding high-risk periods. Thus,
the indicator can identify periods characte-
rized by an increased risk of exposure to FoMO
factors without requiring all M&A activity to
be suspended during such periods. At the same
time, the higher concentration of extra-loss
transactions specifically during FoMO-risk pe-

riods suggests that the RIF indicator can be used
to identify these periods and initiate additional
risk management procedures to reduce the risk
of concluding extra-loss transactions.

Practical recommendations
for using the FoMO risk indicator

Unlike other behavioral theories, the hy-
pothesis that FOMO affects managerial decisions
during the preparation of M&A transactions
provides a basis for developing practical risk
management tools. The use of the FoOMO risk in-
dicator in M&A transactions makes it possible
to identify specific external circumstances affec-
ting the choices made by top management. These
circumstances can consequently be taken into
account in economic modeling, the selection of
forecasts for valuation purposes, and the assess-
ment of transaction attractiveness and risk.

Once implemented in practice, the FoMO
risk indicator can identify periods associated
with a high risk of concluding transactions amid
prolonged changes in market conditions and
heightened investor optimism regarding ongo-
ing integration processes. Provided that transac-
tion databases and baseline price data for the in-
dustry’s key products are available, obtaining the
source data and calculating the indicator com-
ponents should, once the indicator has been ca-
librated, be a relatively straightforward process.
It can readily be organized as part of the prepa-
ration of a transaction for approval by the board
of directors or another corporate governing
body. When one or more indicator components
reach their maximum levels, this will clearly sig-
nal to the highest governing bodies of acquiring
companies that additional risk management and
self-control procedures are required.

Risk management algorithm for reducing the risk
of FOMO-driven extra-loss transactions

The proposed algorithm, presented in Fig. 2,
is based on minimizing the FoMO factors asso-
ciated with:

— high RIF values during merger waves;

- transactions that are large relative to the
acquiring company, particularly those agreed
upon at the level of the companies’ sharehol-
ders or top executives (this aspect of FOMO is exa-
mined in greater detail in [12]).
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Cumulative AEBITDA / transaction price 4 years after the M&A transaction, %

v

<t

C(H)+1
C,=40 if N,

0 if N

0 if x <min(x,-1, x,-2, x,-3, x,—4)
C, — investor optimism component:

if N,
Positive CARs;,_; (t)

Positive CARs;,_ (t)

Assessment of the merger wave factor: calculation of RIF

RIF=Q,+C,+ T,+ M, where Q, C,, T,, and M, < 2 for all t:
Q, — transaction quantity component:
o - {gt1)+ 1 if x>13min(x, -1, x, -2, x, -3, x, - 4),

T, - cross-border transaction quantity component:
- :{T(H)H if x, >p(x -1, x-2,x -3, x,—4),
Cloif ox, <p(x, -1, x,-2, x,-3, x,—4)
M, — market conditions component:
B {MM +1 if (R-P,, ) (P,-P, ,)>0,
Clo i R-RL )RR, )<0

>
Positive CARs,_;(t) — NNegativc CARs,_;(t)?

<N

Negative CARs;,_; (t)?

+ NNegative CARs,_(t) <

2

lRIF<7 RIF > 7

Assessment of the unique transaction FoMO factor (self-assessment)

1. The transaction under consideration is unique; no alternative assets are currently available or expected to
become available.

2. This transaction will enable me to keep pace with or outperform competitors.

3. The assumptions underlying the valuation of the target asset or the expected effects of the transaction have
improved markedly in recent years because of a fundamental change in the market, a paradigm shift, and the
impossibility of returning to the “old normal”.

4. The transaction under consideration follows a trend that emerged several years ago; previously, transactions of
this type were either absent or isolated.

5. The number of assets offered for sale has increased sharply in recent years.

6. Access to financial resources has increased sharply in recent years.

A 4

Most responses are negative

Most responses are positive
A4 A 4

Preparation
of a discounted
cash flow model

for the acquisition
project and
calculation of its
net present value

(NPV) based

on analysts’

consensus
forecasts

!

Submission
of the materials
to the authorized
corporate
governing body.
Assessment
of the acquisition
project’s net
present value
(NPV)
based on analysts’
consensus
forecasts

|

Decision
to proceed
with or reject
the transaction

Is the transaction the result of an agreement between the top executives of the merging companies
or between the seller and the buyer?
lNo lYes

Preparation of two discounted cash flow Prepared by the deal-challenge team
models for the acquisition project and Preparation of two discounted cash flow models for
calculation of the project’s net present value | |the acquisition project and calculation of the project’s
(NPV) based on (1) analysts’ consensus net present value (NPV) based on (1) analysts’
forecasts and (2) alternative downside consensus forecasts and (2) alternative downside
forecasts. Preparation of discounted cash flow forecasts prepared by analysts or by the
models for the acquiring company, with its deal-challenge team itself. Preparation of discounted
enterprise value (EV) estimated on the basis cash flow models for the acquiring company, with its
of the negative forecast under two scenarios: enterprise value (EV) estimated on the basis of the
(1) withdrawal from the transaction and (2) negative forecast under two scenarios: (1) withdrawal
completion of the acquisition. from the transaction and (2) completion of the
Factor-by-factor analysis of the transaction’s acquisition. Factor-by-factor analysis of the
impact on EV under scenario 2 transaction’s impact on EV under scenario 2

v v

A. Comparison of the project’s NPV under the consensus and negative scenarios.

B. Assessment of the benefit-to-risk relationship: comparison of the project’s NPV under the
consensus scenario (“benefit”) with the transaction’s impact on the acquiring company’s EV if the
negative forecast materializes (“risk”).

C. Assessment of the acquiring company’s financial position under the negative scenario.

v v
Submission of the materials to the authorized Submission of the materials to the authorized
corporate governing body. Assessment corporate governing body. Presentation of the
of the risk associated with the negative scenarios by separate teams. Assessment of the risk
scenario and the consequences associated with the negative scenario and the
of its occurrence (see A, B, and C above) consequences of its occurrence (see A, B, and C above)

v v

| Decision to proceed with or reject the transaction

Fig. 2. Algorithm of procedures designed to reduce the risks of concluding extra-loss transactions

under the influence of FoMO factors
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When the risk of FOMO is identified, the al-
gorithm provides for the following mechanisms
to minimize its influence:

1. Establishment of anindependent deal-chal-
lenge team (the “opposition to the deal” group).
As previously noted in [12], the risk of conclu-
ding unprofitable transactions may arise from the
absence of internal opposition to a deal already
agreed upon by the top executives or shareholders
of the companies involved. The corporate culture
of these companies may discourage disagreement
with the position expressed by management, par-
ticularly when a potential withdrawal from the
transaction would have financial consequences,
such as payment of a termination fee, or repu-
tational consequences, including damage to the
company’s standing with its business partners.

An additional risk factor in such situations
is the involvement of investment advisers or
bankers whose fees depend on the transaction
being completed and whose professional autho-
rity may influence both corporate executives and
employees.

In such circumstances, the acquiring com-
pany should establish a separate internal wor-
king group or, where this could create a conflict
of interest, engage an external consultant. The
group or consultant would perform an addition-
al critical review of the parameters and financial
models of the proposed transaction and present
counterarguments to the company’s manage-
ment and supervisory board. The financial in-
centives of such a consultant or working group
could even be linked to a decision not to proceed
with the transaction.

This formalized independent challenge
mechanism is clearly appropriate only for par-
ticularly large transactions that not only inten-
sify the FoMO effect but also make employees
reluctant to voice criticism that contradicts the
views and agreements of the executives of the
companies involved.

2.Use of alternative forecasts and suppor-
ting analysis. When high FoMO risk indicator va-
lues are corroborated by affirmative responses to
the self-assessment questions, particular atten-
tion should be paid to the sustainability of cur-
rent trends. The arguments advanced by analysts
who, contrary to the prevailing consensus, fore-

cast a downturn in a rising market should also be
examined impartially. When preparing discoun-
ted cash flow models to support a transaction,
this approach allows the consensus forecasts of
investment banks — which, as discussed above,
are susceptible to herd behavior — to be assessed
more critically. It also enables an additional as-
sessment of the probability of adverse scenarios
and their potential negative consequences.

Conclusion

This study developed and tested a specialized
indicator of FoOMO-related risk in industrial M&A,
addressing a major methodological gap in re-
search on behavioral influences on strategic cor-
porate decision-making. It addresses a substan-
tial methodological gap in research on behavioral
factors affecting the effectiveness of high-level
corporate decisions. Unlike previous studies fo-
cusing on individual psychological traits or ge-
neral market sentiment, the proposed integrated
FoMO risk indicator (RIF) specifically identifies
a set of external conditions that may cause top
executives and board members to experience an
irrational fear of being left out of merger waves or
missing a unique transaction, thereby increasing
the risk of concluding unprofitable transactions.

The indicator is theoretically grounded in
a synthesis of behavioral economics and con-
ventional financial analysis. Four key compo-
nents reflecting the channels through which
FoMO influences M&A were identified and in-
corporated into the indicator: (1) transaction
dynamics (merger waves); (2) prevailing investor
optimism (CARs); (3) cross-border transaction
activity; and (4) sustained changes in market
price conditions. The presence of stock-financed
megadeals, in which the acquiring company’s
shares serve as consideration, was used as an
additional indicator. A distinctive feature of the
methodology is that it accounts not only for de-
viations of these parameters from their normal
levels but also for the duration of such devia-
tions. This reflects the nature of FoMO as a be-
havioral response that builds over time under
sustained social and informational pressure.

Empirical testing of RIF using historical
data on mining and metallurgical companies for
1985-2018 confirmed its predictive potential.
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High RIF values — particularly a value of 7 on the
proposed scale — and the occurrence of stock-fi-
nanced megadeals were associated with periods in
which extra-loss M&A transactions were concen-
trated. These transactions were defined as those
with negative medium- and long-term payback,
calculated using EBITDA. The findings suggest
that RIF can serve as an effective early-warning
tool for identifying periods of heightened beha-
vioral risk.

The indicator is not intended to serve as an
automatic bar to M&A activity. Rather, it is de-
signed to trigger a warning within corporate risk
management systems and prompt additional re-
view safeguards. The study proposes a specific
algorithm for such situations, including the es-
tablishment of an independent working group to
critically challenge the transaction and the man-

datory modeling of alternative, more conserva-
tive scenarios within discounted cash flow mo-
dels, incorporating the views of analysts whose
forecasts differ from the market consensus.

This study contributes both to the theore-
tical understanding of the behavioral determi-
nants of M&A decisions and to the development
of practical tools for improving the economic
efficiency of companies’ M&A activities. The
proposed FoMO risk indicator represents a step
toward more rational and informed strategic
decision-making, enabling companies to resist
an irrational fear of missed opportunities and
focus on creating long-term shareholder value.
Further research may refine the indicator com-
ponents for different industries and examine its
interaction with other behavioral biases in M&A
processes.
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