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THE LARGEST THE LARGEST THE LARGEST THE LARGEST THE LARGEST TRANSNATRANSNATRANSNATRANSNATRANSNATIONAL CORPORATIONAL CORPORATIONAL CORPORATIONAL CORPORATIONAL CORPORATIONSTIONSTIONSTIONSTIONS
AND CORPORAAND CORPORAAND CORPORAAND CORPORAAND CORPORATE STRATE STRATE STRATE STRATE STRATEGIESTEGIESTEGIESTEGIESTEGIES

Although there are many TNCs in the world, FDI is actually concentrated in relatively
few of them. In many countries, only a small number of firms account for the bulk of outward
FDI (UNCTAD, 1993a). This chapter looks at the largest non-financial TNCs in terms of foreign
assets, firstly in the world as a whole, then secondly in developing countries and – for the first
time – in countries of Central Europe. It next proceeds to examine mergers and acquisitions
(M&As), an activity in which the largest TNCs are leading actors and which was the driving
force behind the growth of FDI in 1998. The chapter then turns to consider another way in
which firms expand abroad, a way which is becoming increasingly important: strategic
partnering, and examines how such partnerships, as well as M&As, affect the competitive
environment of industries.

A.   The largest transnational corporationsA.   The largest transnational corporationsA.   The largest transnational corporationsA.   The largest transnational corporationsA.   The largest transnational corporations

1.  The world’1.  The world’1.  The world’1.  The world’1.  The world’s 100 largest TNCss 100 largest TNCss 100 largest TNCss 100 largest TNCss 100 largest TNCs

a.a.a.a.a.  Highlights Highlights Highlights Highlights Highlights

In 1997, General Electric again held  the top position among the world’s 100 largest
non-financial TNCs (table III.1) ranked by foreign assets. Ford Motor Company regained the
second position, pushing Royal Dutch Shell to third. Overall, however, stability predominates
within the world’s largest TNCs.  Only a few changes have occurred among the top 10 largest
TNCs: Daimler-Benz has replaced Mitsubishi Corporation and Nestlé has re-entered the top 10
while Mobil Corporation just left it (ranked 11th). Approximately 85 per cent of the top 100
TNCs list is dominated by firms that have been in the top 100 ranking during the past five
years. A substantial part of these TNCs originate in the European Union, United States and
Japan. For the list as a whole, 12 new entrants and corresponding  exits were registered (table
III.2). As in  preceding years, in 1997 too, only two firms among the top 100 largest TNCs,
Petroleos de Venezuela (PDVSA) and Daewoo Corporation, originate in developing countries.
These two firms have strongly consolidated their position among the world’s largest TNCs
since 1995.
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The Largest TThe Largest TThe Largest TThe Largest TThe Largest Transnational Corporations and Corporate Strategiesransnational Corporations and Corporate Strategiesransnational Corporations and Corporate Strategiesransnational Corporations and Corporate Strategiesransnational Corporations and Corporate Strategies

TTTTTababababable III.2(a).le III.2(a).le III.2(a).le III.2(a).le III.2(a).  Ne  Ne  Ne  Ne  Newcomerwcomerwcomerwcomerwcomers to the ws to the ws to the ws to the ws to the world’orld’orld’orld’orld’s top 100 s top 100 s top 100 s top 100 s top 100 TNCs,TNCs,TNCs,TNCs,TNCs,
ranked branked branked branked branked by fy fy fy fy foreign assets,oreign assets,oreign assets,oreign assets,oreign assets, 1997 1997 1997 1997 1997

       Ranked  b  Ranked  b  Ranked  b  Ranked  b  Ranked  byyyyy
 f f f f foreign assetsoreign assetsoreign assetsoreign assetsoreign assets                  Corporation                 Corporation                 Corporation                 Corporation                 Corporation CountrCountrCountrCountrCountryyyyy

37 Viag AG Germany
42 Diageo Plc a United Kingdom
53 Peugeot SA France
60 Imperial Chemical Industries (ICI) United Kingdom
62 Veba Group Germany
65 Lafarge SA France
79 Merck & Co., Inc. United States
83 L’Air Liquide Group France
91 Royal Ahold N.V. Netherlands
94 Smithkline Beecham Plc. United Kingdom
95 LVMH France
99 Gillette Company United States

Source:     UNCTAD/Erasmus University database.
a   The merger of Guiness PLC and Grand Metropolitan PLC

resulted in the new TNC Diageo.

TTTTTababababable III.2(b).le III.2(b).le III.2(b).le III.2(b).le III.2(b).    Depar    Depar    Depar    Depar    Departures frtures frtures frtures frtures from the wom the wom the wom the wom the world’orld’orld’orld’orld’s top 100s top 100s top 100s top 100s top 100aaaaa

TNCs,TNCs,TNCs,TNCs,TNCs, ranked b ranked b ranked b ranked b ranked by fy fy fy fy foreign assets,oreign assets,oreign assets,oreign assets,oreign assets, 1997 1997 1997 1997 1997

           Ranked  b Ranked  b Ranked  b Ranked  b Ranked  byyyyy
 f f f f foreign assetsoreign assetsoreign assetsoreign assetsoreign assets                  Corporation                 Corporation                 Corporation                 Corporation                 Corporation CountrCountrCountrCountrCountryyyyy

59 Broken Hill (BHP) Australia
69 Grand Metropolitanb United Kingdom
75 Hanson PLC. United Kingdom
78 Nippon Steel Japan
80 Chrysler Corporation United States
82 Coca-Cola United States
85 Northern Telecom Canada
86 Petrofina SA Belgium
88 Pepsico, Inc. United States
92 Kvaerner ASA Norway
99 Eridania Beghin-Say SA France
100 Société au Bon Marché France

Source:     UNCTAD/Erasmus University database.

a This includes companies that could not be considered in
1998 because of the late arrival of a response to UNCTAD's
questionnaire.

b The merger of Guinness PLC and Grand Metropolitan PLC
resulted in the new TNC Diageo.

TTTTTababababable III.3.le III.3.le III.3.le III.3.le III.3.  Snapshot of the w  Snapshot of the w  Snapshot of the w  Snapshot of the w  Snapshot of the world’orld’orld’orld’orld’s 100 lars 100 lars 100 lars 100 lars 100 largggggest est est est est TNCs,TNCs,TNCs,TNCs,TNCs,
19971997199719971997

(Billions of dollars, number of employees and percentage)

VVVVVariabariabariabariabariablelelelele      1997     1997     1997     1997     1997       1996      1996      1996      1996      1996 ChangChangChangChangChange 1997 vs.e 1997 vs.e 1997 vs.e 1997 vs.e 1997 vs. 1996 1996 1996 1996 1996

AssetsAssetsAssetsAssetsAssets
Foreign 1 791 1 808 -0.8
Total 4 212 4 200 0.3

SalesSalesSalesSalesSales
Foreign 2133 2 149 -0.7
Total 3 984 4 128 -3.5

EmploEmploEmploEmploEmploymentymentymentymentyment
Foreign 5 980 740 5 939 470 0.7
Total 11 621 030 11 796 300 -1.5

AAAAAveraveraveraveraveraggggge indee indee indee indee index ofx ofx ofx ofx of
 transnationality transnationality transnationality transnationality transnationality 55.4 54.8 0.6a

Source:   UNCTAD/Erasmus University database.

a   The change between 1996 and 1997 is  expressed in
percentage points.

Here are the highlights:

• Foreign assetsForeign assetsForeign assetsForeign assetsForeign assets. Between 1996 and 1997,
the total amount of foreign assets held
by the 100 largest TNCs  ($1.8 trillion)
did not change much. They  registered a
small decrease of 0.8 per cent (table III.3),
largely explained by the decrease of
foreign assets of some European
companies, e.g. British American
Tobacco (formerly known as BAT
Industries Plc), Holderbank Financiere
Glarus, Novartis, Philips Electronics and
Royal Dutch Shell. Contrary to this
decline is the expansion of such North
American and Japanese firms as Seagram
Company, Hewlett-Packard, Honda
Motor, Sumitomo Corporation, Motorola
and The News Corporation, all
experiencing a rise in foreign assets of
between 20 and 38 per cent.

• Foreign salesForeign salesForeign salesForeign salesForeign sales. Total foreign sales of the
largest TNCs amounted to $ 2.1 trillion
and remained relatively unchanged
between 1997 and 1996, registering a
marginal decline of 0.7 per cent (table
III.3). The largest increases in foreign
sales were realized by TNCs from Japan:
Honda Motor, Itochu Corporation, Sony,
Fujitsu Limited and Mitsubishi Motors
realized an increase in foreign sales of
between 16 and 23 per cent.

• Foreign employmentForeign employmentForeign employmentForeign employmentForeign employment. The total number
of foreign employees of the largest TNCs
(estimated at six million) increased by
just 0.7 per cent, while total employment

declined again in 1997 (table III.3).  Hence, the
trend observed during the past seven years
since the list was published – declining overall
employment and rising foreign employment
– continued in 1997.  Companies expanding the
number of foreign employees operating
mainly in the automobile or
telecommunications industry: Daimler-Benz,
Volvo, Volkswagen Group, Ericsson, Fiat,
Motorola and Siemens.  General Electric
increased its foreign employment by almost 32
per cent. As might be expected, companies
demonstrating a decline in foreign assets (see
above) have also decreased the number of
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TTTTTababababable III.4.le III.4.le III.4.le III.4.le III.4.    Countr    Countr    Countr    Countr    Country breakdoy breakdoy breakdoy breakdoy breakdown of the wwn of the wwn of the wwn of the wwn of the world’orld’orld’orld’orld’s top 100 s top 100 s top 100 s top 100 s top 100 TNCs,TNCs,TNCs,TNCs,TNCs, b b b b by  transnationality indey  transnationality indey  transnationality indey  transnationality indey  transnationality index,x,x,x,x,

ffffforeign assets,oreign assets,oreign assets,oreign assets,oreign assets, f f f f foreign sales and foreign sales and foreign sales and foreign sales and foreign sales and foreign emplooreign emplooreign emplooreign emplooreign employment,yment,yment,yment,yment,  1996 and 1997  1996 and 1997  1996 and 1997  1996 and 1997  1996 and 1997
(Percentage)

                    Average  TNI                   Foreign assets                Foreign sales              Foreign employment           Number of entries

Country 1996 1997 1996 1997 1996 1997 1996 1997 1996 1997

European Union 64.8 62.5 41.0 40.9 40.1 41.8 51.2 51.4 41 45
France 59.7 58.4 9.2 9.8 7.6 8.3 10.2 10.1 11 13
United Kingdoma 71.2 70.8 11.4 11.2 11.7 12.1 13.6 13.8 10 11
Germany 56.9 55.7 10.9 12.7 11.3 13.8 13.4 15.0 9 11
Sweden 78.9 70.1 3.5 1.6 4.0 2.4 6.4 2.9 4 3
Italy 46.7 47.0 3.4 3.2 2.1 2.0 2.3 2.3 3 3
Netherlandsa 77.9 77.7 7.8 7.3 7.7 8.3 10.5 12.3 4 5
Belgium 81.9 92.3 0.8 0.4 1.1 0.4 0.6 0.5 2 1

North America 47.8 47.9 35.0 35.1 29.7 27.5 29.5 27.7 32 30
United States 43.2 44.2 32.2 32.4 27.6 26.0 26.5 25.6 28 27
Canada 79.9 81.2 2.8 2.7 2.1 1.6 3.0 2.1 4 3

Japan 36.2 39.5 15.8 15.7 23.1 22.8 10.3 10.7 18 17

Remaining countriesb 71.3 74.8 8.2 8.3 7.1 7.9 9.0 10.2 10 8
Total of all 100

      listed TNCs 54.8 55.4 100 100 100 100 100 100 100 100

Source:    UNCTAD/Erasmus University database.
a Due to dual nationality, Royal Dutch Shell and Unilever are counted as an entry for  both the United Kingdom and the Netherlands.

In the aggregate for the European Union they are counted only once.  For 1996, RTZ CRA is counted as an entry for both the United
Kingdom and Australia.

b Remaining countries are Australia, New Zealand and Norway (only in 1996), Republic of Korea, Switzerland and Venezuela.

foreign employees. British American Tobacco, Novartis and Royal Dutch Shell decreased
their foreign employment by between 18 and 22 per cent. Chevron showed a significant
decline in foreign employment of close to 30 per cent.

Country and industry composition:Country and industry composition:Country and industry composition:Country and industry composition:Country and industry composition:

• The origin (or nationality) of the top 100 TNCs remains one of the stable factors in the
ranking.  No less than 89 per cent of the companies were headquartered in the Triad
(table III.4). Since 1990, this percentage has always been between 85 and 87 per cent.
Interestingly, contrary to what has been observed regularly between 1991 and 1996, the
number of companies from the European Union  increased from 41 to 45 between 1996
and 1997; this, however, is still below the number registered in 1990 (48). The shares of
these firms in total foreign assets and foreign employment of the top 100 TNCs remained
virtually unchanged, while their shares in sales registered a modest increase. The number
of entrants from Japan and the United States remained almost stable.

• As in previous years, the list is dominated by a few industries. In 1997, about two-thirds
of the companies were from four industries – automotive, electronics and electrical
equipment, petroleum, as well as the chemicals and pharmaceuticals industry. The latter,
with more than 20 per cent of the entries, clearly now dominates the group (table III.5).

b.b.b.b.b. DegrDegrDegrDegrDegree of transnationalityee of transnationalityee of transnationalityee of transnationalityee of transnationality

The index of transnationality compiled by UNCTAD since 1990 for the largest firms
illustrates some aspects of the depth of a TNC’s involvement abroad by comparing a firm’s
activities abroad and those in its home economy.  Being a composite of three ratios – foreign
assets/total assets, foreign sales/total sales, and foreign employment/total employment – it
captures the importance of foreign assets, sales and employment in a firm’s overall activities.1
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TTTTTababababable III.5.le III.5.le III.5.le III.5.le III.5.    Industr    Industr    Industr    Industr    Industry composition of top 100 y composition of top 100 y composition of top 100 y composition of top 100 y composition of top 100 TNCs,TNCs,TNCs,TNCs,TNCs,

1996 and 19971996 and 19971996 and 19971996 and 19971996 and 1997
(Number of entr ies and average TNI)

1997
Industry 1996 1997 Average TNI

Chemicals and pharmaceuticalsa 16 21 65.9
Electronics/electrical equipment 17 18 55.9
Automotive 14 14 46.7
Petroleum refining/distribution and mining 14 13 48.9
Food & beveragesb 12 9 72.5
Diversified 4 7 42.3
Telecommunication/ utilities 5 4 40.7
Trading 4 3 34.0
Machinery & engineering 2 2 35.8
Metals 3 - -
Construction 3 3 68.6
Media 2 1 72.8
Other 4 5 57.4

Total/average 100 100  55.4c

Source:   UNCTAD/Erasmus database
a Chemicals also includes Montedison
b Food and beverages also includes British American Tobacco,

Phillip Morris and McDonalds.
c Average transnationality index for the wor ld's largest 100

TNCs.

Since 1990, the average transnationality
index of the top 100 TNCs has increased from
51 per cent to 55 per cent (figure III.1), largely
a result of the growing internationalization
of assets especially between 1993 and 1996.
The increase in the index was, however, much
smaller in 1997 than in the three previous
years, indicating a slowing down of the
transnationalization of the companies in the
list and largely reflecting a decline in the ratio
of foreign to total assets of a number of these
companies.

The list of the leading 10 corporations
ranked by degree of transnationality changed
very little as compared to last year (table III.6).
The list is again led by the Canadian beverage
and entertainment company Seagram.
Holderbank Financiere Glarus of Switzerland and
Michelin of France departed from the list of the
10 most transnationalized TNCs and Philips
Electronics and Bayer AG – from, respectively, the
Netherlands and Germany – entered it.  TNCs
originating in small industrial countries figure

particularly prominently in the group of the 10 most transnationalized TNCs, which does not
include any TNC from the United States and Japan. This reflects the wider phenomenon that
TNCs originating in small domestic markets have on average a higher degree of transnationality
(UNCTAD, 1998a, pp. 45-46).  For instance, firms from countries such as Canada, Netherlands

Figure III.1.Figure III.1.Figure III.1.Figure III.1.Figure III.1. A A A A Averaveraveraveraveraggggge transnationality indee transnationality indee transnationality indee transnationality indee transnationality index of thex of thex of thex of thex of the
wwwwworld’orld’orld’orld’orld’s 100 lars 100 lars 100 lars 100 lars 100 largggggest est est est est TNCs,TNCs,TNCs,TNCs,TNCs, 1990-1997 1990-1997 1990-1997 1990-1997 1990-1997

Source: UNCTAD/Erasmus University database.

TTTTTababababable III.6.le III.6.le III.6.le III.6.le III.6.          The wThe wThe wThe wThe world’orld’orld’orld’orld’s top s top s top s top s top TNCs in terms of degree of transnationalityTNCs in terms of degree of transnationalityTNCs in terms of degree of transnationalityTNCs in terms of degree of transnationalityTNCs in terms of degree of transnationality,,,,, 1997 1997 1997 1997 1997

              Ranking b              Ranking b              Ranking b              Ranking b              Ranking byyyyy TTTTTransnationalityransnationalityransnationalityransnationalityransnationality
TTTTTransnationalityransnationalityransnationalityransnationalityransnationality ForeignForeignForeignForeignForeign indeindeindeindeindex x x x x aaaaa

        inde        inde        inde        inde        index x x x x aaaaa assetsassetsassetsassetsassets CorporationCorporationCorporationCorporationCorporation CountrCountrCountrCountrCountryyyyy IndustrIndustrIndustrIndustrIndustryyyyy (Per cent)

1 23 Seagram Company Canada Beverages 97.6
2 14 Asea Brown Boveri (ABB) Switzerland Electrical equipment 95.7
3 52 Thomson Corporation Canada Printing and publishing 95.1
4 9 Nestlé SA Switzerland Food 93.2
5 18 Unilever  N.V. Netherlands Food 92.4
6 82 Solvay SA Belgium Chemicals/pharmaceuticals 92.3
7 75 Electrolux  AB Sweden Electical appliances 89.4
8 27 Philips Electronics N.V. Netherlands Electronics 86.4
9 15 Bayer AG Germany Chemicals 82.7

10 20 Roche Holding AG Switzerland Pharmaceuticals 82.2

Source:   UNCTAD/Erasmus University database.



WWWWWorld Investment Report 1999:    Fororld Investment Report 1999:    Fororld Investment Report 1999:    Fororld Investment Report 1999:    Fororld Investment Report 1999:    Foreign Direign Direign Direign Direign Direct Investment and the Challenge of Developmentect Investment and the Challenge of Developmentect Investment and the Challenge of Developmentect Investment and the Challenge of Developmentect Investment and the Challenge of Development

��

TTTTTababababable III.7.le III.7.le III.7.le III.7.le III.7.    Comparison of the top 100     Comparison of the top 100     Comparison of the top 100     Comparison of the top 100     Comparison of the top 100 TNCs with ForTNCs with ForTNCs with ForTNCs with ForTNCs with Fortune Global 500,tune Global 500,tune Global 500,tune Global 500,tune Global 500, 1997 1997 1997 1997 1997aaaaa

                   (Billions of dollars, thousands of employees and percentage)

TTTTTop 100 op 100 op 100 op 100 op 100 TNCsTNCsTNCsTNCsTNCs ForForForForFortune Global 500tune Global 500tune Global 500tune Global 500tune Global 500aaaaa ForForForForFortune Global 500tune Global 500tune Global 500tune Global 500tune Global 500 Ratio (%)Ratio (%)Ratio (%)Ratio (%)Ratio (%) Ratio (%)Ratio (%)Ratio (%)Ratio (%)Ratio (%)
VVVVVariabariabariabariabariablelelelele AAAAA BBBBB Non-financial Non-financial Non-financial Non-financial Non-financial b b b b b    CCCCC (A/B)(A/B)(A/B)(A/B)(A/B) (A/C)(A/C)(A/C)(A/C)(A/C)

TTTTTotal assetsotal assetsotal assetsotal assetsotal assets 4 212 34 064 9 278 12.4 45.4
TTTTTotal reotal reotal reotal reotal revenvenvenvenvenues/salesues/salesues/salesues/salesues/sales 3 984 11 454 8 794 34.8 45.3
TTTTTotal emplootal emplootal emplootal emplootal employyyyyeeseeseeseesees 11 621 36 925 32185 31.5 36.1

Source:   UNCTAD/Erasmus University database.

aaaaa For tune Global 500 as published in For tune, vol. 15 (August 1998), including financial as well as non-financial corporations.
bbbbb For tune Global 500 excluding the following:  banks, insurance companies, securities and diversified financial companies.

and Belgium have averages ranging between  78 and 92 per cent (table III.4), firms from the
European Union as a whole have an average transnationality index which, though slightly
lower than in 1996, is still much above the average for the whole list (63 per cent against 55 per
cent).

Media, food and beverages, construction, chemicals and pharmaceuticals and electronics
and electrical equipments are the industries with the highest level of transnationality (table
III.5).

c.c.c.c.c. WWWWWeight and economic significance of the 100 lareight and economic significance of the 100 lareight and economic significance of the 100 lareight and economic significance of the 100 lareight and economic significance of the 100 largest TNCsgest TNCsgest TNCsgest TNCsgest TNCs

UNCTAD’s list of the world’s largest TNCs is one of the many rankings published each
year on major companies in the world.  Among these, the Fortune Global 500 list is the oldest
and a particularly well known listing.2 The top 100 TNCs list is unique in that it ranks firms by
foreign assets. A comparison between the two lists can be made in two ways: first, with the
complete Fortune Global 500  (financial and non-financial corporations); and then with the sub-
set of the Fortune list composed of non-financial corporations only (371 firms in 1997) (table
III.7). This sub-set is more comparable with the top 100 TNCs as the UNCTAD list consists of
non-financial firms only.  Of the biggest 100 non-financial corporations of the world, 56 are also
among the list of top 100 TNCs. This means that more than half of the 100 biggest corporations
in the world, in terms of revenues, are also the largest in terms of foreign assets.

An indication of the significance of the top 100 TNCs of the UNCTAD list can be obtained
by comparing various aspects of these firms with those of the Fortune Global 500 largest
corporations: the total sales and employment of the top 100 TNCs are  about one third of the
sales and employment, respectively,  of the Fortune Global 500 (financial and non-financial).3
Comparing with the non-financial corporations on the Fortune Global 500, the importance of the
top 100 TNCs in terms of assets and sales is still more striking: their assets and sales are
equivalent to about 45 per cent of the total assets and sales of the non-financial corporations of
the Fortune 500 list (table III.7).  In terms of employment, the ratio is 36 per cent.  The top 100
TNCs hence represent a group of transnationally operating corporations with substantial
economic weight.

It is also interesting to compare the top 100 TNCs to the universe of TNCs, in terms of
sales, assets and employment.  Indeed, while these are only 100 out of a universe of about
60,000 TNCs, the shares of their foreign assets,  sales, and employment in the foreign assets,
sales and employment of the TNC universe are quite significant: they are estimated to be at
about 15, 22, and 19 per cent, respectively.4

Finally, an indication of the significance of the top 100 TNCs in the world economy can
be obtained by examining their contribution to world GDP.  No data are readily available on
the value added of these corporations. However,  assuming that value added amounts to between
30 and 50 per cent of total sales, the largest 100 TNCs in the world account for between four
and seven per cent of world GDP.5



Chapter IIIChapter IIIChapter IIIChapter IIIChapter III

�	

The Largest TThe Largest TThe Largest TThe Largest TThe Largest Transnational Corporations and Corporate Strategiesransnational Corporations and Corporate Strategiesransnational Corporations and Corporate Strategiesransnational Corporations and Corporate Strategiesransnational Corporations and Corporate Strategies

2.  The 50 largest TNCs from developing countries2.  The 50 largest TNCs from developing countries2.  The 50 largest TNCs from developing countries2.  The 50 largest TNCs from developing countries2.  The 50 largest TNCs from developing countries

The 1997 list of the top 50 non-financial TNCs from developing countries, ranked by
foreign assets, once again features some of the best known enterprises from Africa, Asia and
Latin America (table III.8). This year, Petroleos de Venezuela, S.A. (Venezuela) tops the list with
about $9 billion in estimated  foreign assets, followed by Daewoo Corporation (Republic of
Korea).  These two corporations in this list also figure among  the world’s largest 100 TNCs.
The next three largest developing-country TNCs have foreign assets ranging between $5.6 and
$6.7 billion, not too far from those of the lowest-ranked TNCs in the top 100 list (with foreign
assets in the range of $6.8 billion).  In general, however,  the size (in terms of  foreign assets) of
the biggest TNCs from developing countries is relatively small, their median foreign asset
holdings being some $1.3 billion – far below the asset level of the first six companies in the top
50 list ($5 to $10.5 billion) and even further below the median of the top 100 group ($13.3 billion).
In terms of the degree of transnationality, the top five companies in the list of the largest TNCs
from developing countries are from Asia (table III.9).

The mobility of firms entering the list and departing from it stabilized in 1997, with
seven new entrants (and corresponding exits) compared to 12 in 1996. The seven  newcomer
companies were China Harbor Engineering Company and China National Foreign Trade
Transportation Corp. (ranked 37 and 40 respectively) from the construction and transportation
industries in China; Enersis and Gener (ranked 24 and 29 respectively) from Chile’s electric
services sector;  Perez Companc S.A. from Argentina’s energy sector (ranked 34 in the list),
food and beverage company Want Want Holdings Ltd. from Singapore (ranked 38), and for the
first time, a TNC from Saudi Arabia’s chemical sector, SABIC-Saudi Basic Industries Corporation
(ranked 47). On the other hand, not included in the list this year were Bavaria S.A. (Chile),
Cathay Pacific Airways, ( Hong Kong, China). Compania de Telecomunicaciones de Chile S.A.
(Chile), Dairy Farm International (Hong Kong, China), Malaysian Airlines Berhad (Malaysia),
Panamerican Beverages (Mexico) and Plate Glass and Shatterprufe Ind. (South Africa).  As with
last year ’s list, the mobility of firms within the list – firms changing ranking within the list –
was fairly high in 1997.

A snapshot of the 50 largest TNCs from developing countries (table III.10)  indicates  a
decrease in average transnationality index of about one percentage point compared with a
growth of three percentage points the year before.  Following years of significant increases in
foreign assets and sales over 1993-1996, growth in these respects came to a halt in 1997.6
Interestingly, total sales fell too, by a significant amount. Foreign employment declined
substantially, while total employment was resilient. The slowdown in transnationalization in
1997 could in part be attributed to the negative impact of the financial crisis in Asia on the
activity of TNCs from that region. It remains to be seen whether this is just a pause in the
transnationalization process in developing countries.

Indeed, in spite of the dampening of the transnationalization process noted above, it
remains true that, over the five-year period 1993-1997, the group of the top 50 TNCs from
developing countries has become overall more transnationalized (figure III.2).  The trend-lines
for the ratios relating to transnationalization (foreign to total assets (FA/TA), foreign to total
sales (FS/TS) and foreign to total employment (FE/TE) ratios) show marked increases over the
period 1993-1996, with, however, a slowing down in their growth rates already starting in 1996.

Since it was first published in 1995,     the list has been dominated by firms from a small
group of economies: Hong Kong, China; Republic of Korea; China; Venezuela; Mexico and Brazil
(in descending order: figure III.3), altogether accounting for about 80 per cent of the foreign
assets of the group of top 50. By far the largest number of leading firms in the list were from
economies in Asia, with firms from Hong Kong, China accounting for an estimated $26 billion
in foreign assets, followed by the Republic of Korea ($19 billion). For the first time since its
publication, the top 50 list includes a major TNC from Saudi Arabia: SABIC-Saudi Basic
Industries Corp. with $536 million of foreign assets. The three African TNCs to make the 1997
list were Sappi Limited ($3.8 billion in foreign assets), Barlow Limited and South African
Breweries plc.,7 both with estimated foreign assets between $600 and $700 million.
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TTTTTababababable III.10  Snapshot of the top 50 le III.10  Snapshot of the top 50 le III.10  Snapshot of the top 50 le III.10  Snapshot of the top 50 le III.10  Snapshot of the top 50 TNCs frTNCs frTNCs frTNCs frTNCs fromomomomom
dededededeveloping countries,veloping countries,veloping countries,veloping countries,veloping countries, 1997 1997 1997 1997 1997

(Billions of dollars, number of employees and percentage)

ChangChangChangChangChange 1997e 1997e 1997e 1997e 1997
VVVVVariabariabariabariabariablelelelele 19971997199719971997 19961996199619961996  vs. 1996 vs. 1996 vs. 1996 vs. 1996 vs. 1996 a a a a a

AssetsAssetsAssetsAssetsAssets
Foreign 103 106 -2.8
Total 453 457 -0.9

SalesSalesSalesSalesSales
Foreign 136 136 -0.4c

Total 306 337 -9.1

EmploEmploEmploEmploEmploymentymentymentymentyment
Foreign 483 129 538 767 -10.3
Total 1 737 756 1 583 558 9.7

AAAAAveraveraveraveraveraggggge indee indee indee indee index ofx ofx ofx ofx of
transnationalitytransnationalitytransnationalitytransnationalitytransnationality 34.20 35.2  -1.0b

Source:  UNCTAD, FDI/TNC database.
a Da ta  we re  s ta t i s t i ca l l y  t r ea ted  t o  enable

comparison between two periods.  Specifically, the
e f fec t  o f  d i s to r t i on  caused  by  compar i ng
enterprises at different economic levels, e.g., the
individual firm vs. the group, was controlled for in
the  comparison

b Change is expressed in percentage points.
c Absolute figures are rounded.

TTTTTababababable III.9  le III.9  le III.9  le III.9  le III.9  The top five The top five The top five The top five The top five TNCs frTNCs frTNCs frTNCs frTNCs from deom deom deom deom developing countries in terms of degree of transnationaliyveloping countries in terms of degree of transnationaliyveloping countries in terms of degree of transnationaliyveloping countries in terms of degree of transnationaliyveloping countries in terms of degree of transnationaliy,,,,, 1997 1997 1997 1997 1997

             Ranking b             Ranking b             Ranking b             Ranking b             Ranking byyyyy 19971997199719971997
TTTTTransnationalityransnationalityransnationalityransnationalityransnationality ForeignForeignForeignForeignForeign TTTTTransnationalityransnationalityransnationalityransnationalityransnationality

indeindeindeindeindexxxxx assetsassetsassetsassetsassets               Compan              Compan              Compan              Compan              Companyyyyy              Countr             Countr             Countr             Countr             Countryyyyy        Industr       Industr       Industr       Industr       Industryyyyy indeindeindeindeindex (per cent)x (per cent)x (per cent)x (per cent)x (per cent)

1 38 Want Want Holdings, Limited Singapore Food and beverages 97.9
2 26 Orient Overseas (International) Limited Hong Kong, China Transportation 85.2
3 16 Guangdong Investment Limited Hong Kong, China Diversified 75.6
4 3 Jardine Matheson Holdings, Limited Hong Kong, China/Bermuda Diversified 75.0
5 4 First Pacific Company Limited Hong Kong, China Other 74.4

Source:  UNCTAD, FDI/TNC database.

The industry composition of the top 50
remained relatively stable between 1996 and 1997.  As
in the past, diversified TNCs and those from the food
and beverages and petroleum industries, as well as,
this year, those from the construction industry,
dominate the group (table III.11).  The most
transnationalized industries in the top 50 in 1997 are
transportation, food and beverages and  diversified
industries (table  III.11).

Figure III.2.Figure III.2.Figure III.2.Figure III.2.Figure III.2.     TTTTTransnationalization trends of top 50 ransnationalization trends of top 50 ransnationalization trends of top 50 ransnationalization trends of top 50 ransnationalization trends of top 50 TNCs frTNCs frTNCs frTNCs frTNCs fromomomomom
dededededeveloping countries,veloping countries,veloping countries,veloping countries,veloping countries, 1993 to 1997 1993 to 1997 1993 to 1997 1993 to 1997 1993 to 1997

Source:  UNCTAD, FDI/TNC database.

TNI:  Index of Transnationality

Figure III.3.Figure III.3.Figure III.3.Figure III.3.Figure III.3.  Foreign assets of big  Foreign assets of big  Foreign assets of big  Foreign assets of big  Foreign assets of biggggggest inest inest inest inest investorvestorvestorvestorvestorsssss
frfrfrfrfrom deom deom deom deom developing countries,veloping countries,veloping countries,veloping countries,veloping countries, 1997 1997 1997 1997 1997

(Billions of dollars)

Source:  UNCTAD, FDI/TNC database.

TTTTTababababable III.11.le III.11.le III.11.le III.11.le III.11.          TTTTTop 50 op 50 op 50 op 50 op 50 TNCs frTNCs frTNCs frTNCs frTNCs from deom deom deom deom developing countries:veloping countries:veloping countries:veloping countries:veloping countries:
industrindustrindustrindustrindustry composition and transnationality indey composition and transnationality indey composition and transnationality indey composition and transnationality indey composition and transnationality index,x,x,x,x, 1997 1997 1997 1997 1997

(Number of entr ies and percentage)

AAAAAveraveraveraveraveragggggeeeee
IndustrIndustrIndustrIndustrIndustryyyyy 19971997199719971997 transnationalitytransnationalitytransnationalitytransnationalitytransnationality

Diversified 16 35.8
Food and beverages 7 40.8
Construction 6 31.5
Petroleum expl./ref./distr. 5 21.8
Transportation 4 46.6
Electronics and electrical equipment 4 37.2
Chemicals and pharmaceuticals 2 9.9
Electrical services 2 32.2
Pulp and paper 2 39.8
Tourism and hotel 1 32.7
Other 1 15.3

TTTTTOOOOOTTTTTAL/AAL/AAL/AAL/AAL/AVERAVERAVERAVERAVERAGEGEGEGEGE 5050505050 34.234.234.234.234.2aaaaa

Source:  UNCTAD, FDI/TNC database.
a Average index of transnationality of the top 50.
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The Largest TThe Largest TThe Largest TThe Largest TThe Largest Transnational Corporations and Corporate Strategiesransnational Corporations and Corporate Strategiesransnational Corporations and Corporate Strategiesransnational Corporations and Corporate Strategiesransnational Corporations and Corporate Strategies

3.   The 25 largest TNCs from Central Europe3.   The 25 largest TNCs from Central Europe3.   The 25 largest TNCs from Central Europe3.   The 25 largest TNCs from Central Europe3.   The 25 largest TNCs from Central Europe

For the first time, the World Investment Report this year publishes a list of  the top 25
non-financial TNCs headquartered in Central Europe,8      ranked on the basis of foreign assets.
As only one firm from the Russian Federation responded to the survey undertaken for this
purpose – Lukoil Oil Company (box III.1) – the list does not include TNCs from that country.

In both 1997 and in 1998, the same three enterprises occupied the top positions in terms
of foreign assets (tables III.12 and III.13): Latvian Shipping Company (transportation), Podravka
(Croatia; food and beverages/pharma-ceuticals) and Gorenje (Slovenia; domestic appliances).
In 1997 the Hungarian software consultancy firm Graphisoft was the most transnationalized
firms  followed by two transportation firms:  Adria Airways (Slovenia) and Atlantska Plavidba
(Croatia). In 1998, the same three firms occupied the top positions in terms of trans-nationality,
but in a reverse order.

• Country compositionCountry compositionCountry compositionCountry compositionCountry composition . . . . . The
country composition of the
top 25 list is quite diverse. It
includes firms from 10
countries in 1998, compared
to nine  in 1997  (table III.14).
Firms from  Estonia, TFYR
Macedonia and Ukraine
remained too small to qualify
for the top 25 list (table III.15).
The number of firms from
each  country remained
basically constant, except for
Hungary where the number
of companies decreased from
six to four. Interestingly, the
foreign assets of those four
Hungarian companies were
39 per cent higher in 1998 than
those of the six companies
listed in 1997. By comparison,
the foreign assets of Croatian,
Czech and Slovenian
companies (three other
important home countries)
grew between seven and 17
per cent only from 1997 to
1998.

It is  noteworthy that, in the
case of three countries (Latvia, the
Republic of Moldova and Slovenia),
the foreign assets of the firms in the list headquartered in these countries alone are bigger than
the outward FDI stocks of those countries.9 This may reflect reporting problems in outward
FDI statistics. In a few other countries, especially Hungary and Poland, the ratio of foreign
assets to outward FDI stock is, on the other hand, quite low.10 It may well be that, in those
countries, outward FDI is undertaken by  many enterprises; that financial enterprises not covered
in the top list account for a significant part of  outbound FDI; and/or that foreign affiliates take
up an important share in outward FDI. Also, it may well be that an important part of outward
FDI is directed towards minority (10 to 49 per cent) stakes,  which are not necessarily reflected
in the consolidated financial statements of the reporting companies.

Box III.1.  Lukoil Oil CompanyBox III.1.  Lukoil Oil CompanyBox III.1.  Lukoil Oil CompanyBox III.1.  Lukoil Oil CompanyBox III.1.  Lukoil Oil Company

Data for Lukoil confirm that the leading Russian TNCs
are likely to be significantly bigger in size than the largest
TNCs from Central Europe. Its 1997 level of foreign assets
(at $1.5 billion) is equivalent to that of the 24th company on
the list of the top 50 TNCs from developing countries. In
terms of foreign sales ($517 million), the lead of Lukoil over
Central European competitors was less marked: in this
respect, it was overtaken by KGHM Polska Miedz (Poland)
and Gorenje (Slovenia) in 1997. And in terms of foreign
employment, it was surpassed by four Central European
firms.

In  1998, in sharp contrast with the decline in domestic
activities, the overseas activities of Lukoil  soared, seemingly
unaffected by the Russian crisis. While the 71 per cent
devaluation of the ruble caused a 53 per cent drop in the
dollar value of total assets,  foreign assets rose by almost 50
per cent in 1998, to $2.3 billion. A similar contrast prevailed
in sales and employment: total sales declined by 10 per cent,
while foreign sales swelled by no less than 400 per cent;  total
employment decreased by two per cent while foreign
employment soared by 400 per cent (table III.15). As a result,
Lukoil leads over all Central European firms in terms of
fore ign sa les  and fore ign employment ,   and i t s
transnationality index bounced from less than six per cent
to more than 23 per cent.

The development of Lukoil may indicate  the capacity
of some Russian firms to switch from domestic to foreign
markets – a trend not reflected in statistics on total outward
FDI, which showed a sharp contraction in 1998 FDI outflows.

Source:   UNCTAD.
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TTTTTababababable III.14.le III.14.le III.14.le III.14.le III.14.  Countries of origin of the top 25   Countries of origin of the top 25   Countries of origin of the top 25   Countries of origin of the top 25   Countries of origin of the top 25 TNCs basedTNCs basedTNCs basedTNCs basedTNCs based
in Central Eurin Central Eurin Central Eurin Central Eurin Central Europeopeopeopeope,,,,, 1997 and 1998 1997 and 1998 1997 and 1998 1997 and 1998 1997 and 1998

Country 1997 1998

Slovenia 4 5
Croatia 4 4
Hungary 6 4
Czech Republic 3 3
Poland 3 3
Slovakia 2 2
Romania 1 1
Republic of Moldova 1 1
Lithuania - 1
Latvia 1 1
Total 25 25

Source: UNCTAD sur vey of top TNCs in Central  and
Eastern Europe.

 Between 1997 and 1998, growth was
the most salient feature of the top 25 list of
TNCs from Central Europe, in particular  in
terms of foreign assets and sales (table III.16).

• ForForForForForeign assetseign assetseign assetseign assetseign assets.....     Between 1997 and 1998,
the total foreign assets of the top 25
increased by eight per cent to $2.3
billion. The average foreign assets of
the listed TNCs were $93 million. The
median of foreign assets, at about $52
million, compares with a median of
$1.3 billion for the top 50 from
developing countries, clearly
indicating a much smaller size (and the
much lower degree of
transnationalization) of TNCs in
Central Europe. The Hungarian firm
MOL Hungarian Oil & Gas plc was the
leader in foreign assets growth, with an impressive 222 per cent rate, followed by two
pharmaceutical companies – Pliva (Croatia) and Krka (Slovenia) – which both doubled
their foreign assets.

• ForForForForForeign saleseign saleseign saleseign saleseign sales. The top 25 TNCs increased their foreign sales by more than 10 per cent to
$3.7 billion,  while total sales registered a minor reduction. They increased most rapidly
in chemicals and pharmaceuticals,  transportation, and machinery and equipment,11  while,
except for Petrom SA National Oil Company (Romania), most of the companies in the
petroleum and gas, and in the mining and quarrying industries, registered significant
declines in foreign sales.

• ForForForForForeign employmenteign employmenteign employmenteign employmenteign employment. In contrast to firms from developing countries, the weakest point of
internationalization of Central European TNCs is foreign employment, which in 1998
decreased by 10 per cent. Except for five companies, all firms in  the list have a ratio of
foreign to total employment of less than 12 per cent, which is clearly below the average
ratio of the top 50 TNCs from developing countries.12

• TTTTTransnationality indexransnationality indexransnationality indexransnationality indexransnationality index. At slightly above 31 per cent in 1998, the average transnationality
index, in spite of a small increase (0.5 percentage points), is quite low as compared with
that of  the top 50 TNCs from developing countries, not to mention the top 100. The
median transnationality index, at 14 per cent, is much lower, suggesting that, even among
the top 25 TNCs from the region, the majority of the firms are very little transnationalized.

The above data demonstrate that Central European firms  are still in a nascent stage of
transnationalization.13 This is further illustrated by the fact that only one company in the list
(Latvian Shipping Company) would have qualified in 1997 for inclusion in the list of the top
TNCs from developing countries, and at one of the lowest ranks.

The newcomer status of Central European TNCs is further confirmed by other indicators.
For example, in 1997 the combined foreign assets of the 25 biggest TNCs from developing
countries accounted for 1.4 per cent of the total GDP of the developing world, while the combined
foreign assets of the top 25 TNCs based in Central Europe accounted for 0.5 per cent of the
combined GDP of their home countries. This newcomer status is not surprising given the short
period of time since the start of the economic transition period and the fact that  the foreign
presence of Central European firms had previously been limited mainly to  trade representative
offices. Moreover,  Central European firms have had little time to build up their ownership-
specific advantages. In fact, enterprise restructuring may go against internationalization in the
short run, as firms need to cut back their activities to core competencies at home, or are sold to
foreign investors, becoming themselves affiliates of TNCs.
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TTTTTababababable  III.17.le  III.17.le  III.17.le  III.17.le  III.17.     The industrThe industrThe industrThe industrThe industry composition of the topy composition of the topy composition of the topy composition of the topy composition of the top
25 25 25 25 25 TNCs based in Central EurTNCs based in Central EurTNCs based in Central EurTNCs based in Central EurTNCs based in Central Europeopeopeopeope,,,,, 1997 and 1998 1997 and 1998 1997 and 1998 1997 and 1998 1997 and 1998

     (Number of firms)

                                                                              Year

Industry 1997 1998

Transportation 5 5
Chemicals and pharmaceuticals a 3 5
Mining and petroleum 4 4
Food and beverages a 2 2
Metallurgy (iron and steel) 2 2
Machinery and equipment 2 2
Other or diversified manufacturing 3 2
Trade 3 2
Construction 1 1
Business services 1 1
Total 25 25

Source: UNCTAD survey of top TNCs in Central
and Eastern Europe.

a Podravka was listed under both food and beverages,
and chemicals and pharmaceuticals .....

• Industry compositionIndustry compositionIndustry compositionIndustry compositionIndustry composition. The three most
important industries in terms of the
industry composition of the top 25 list
are: transportation, chemicals and
pharmaceuticals, and mining and
petroleum (table III.17).  The
importance of mining (16 per cent of
the companies in the list) is interesting
as it reflects the particular situation of

Central European economies, which  are poor
in natural resources, but where firms from the
primary sector  have traditionally strong
ownership advantages and  are among the
first to invest abroad. Interesting too is the
very small share of trade in the industry
distribution, suggesting that Central Europe
is moving away from the “inherited”  trading
base of outward investment.

B.   Cross-border M&AsB.   Cross-border M&AsB.   Cross-border M&AsB.   Cross-border M&AsB.   Cross-border M&As

For the past several years, M&As involving firms located in different countries have
increased significantly, reflecting a general increase in global M&A activity. Not surprisingly
the world’s largest TNCs are particularly active (see below). This has implications for the size
and direction of FDI flows (chapter I), as well as for the extent and pattern of cross-border
linkages established through the common ownership of  assets for production. Cross-border
M&As are primarily concentrated in developed countries, but there is also a trend towards an
increase in such deals in some developing regions (chapter II). This section provides a brief
account of recent trends in cross-border M&As and attempts to shed some light on the reasons
for and the development impact of cross-border M&As.

1.  T1.  T1.  T1.  T1.  Trendsrendsrendsrendsrends

The number and value of total cross-border M&As world-wide increased dramatically
in 1998 over those in 1997, in parallel to the rates of growth of domestic M&As.  As a result, the
share of cross-border M&As in all M&As in 1998 was comparable to that in the past few years
– about one quarter in terms of both value and number of deals (figure III.4).  The absolute
value of all cross-border M&A sales (and purchases) amounted to $544 billion in 1998,
representing an increase of about 60 per cent over that in 1997 ($342 billion) (annex tables B.7-
8).  However, if only majority-owned cross-border M&As (transactions resulting in the
acquisition of a more than 50 per cent equity share) are considered, the value in 1998 ($411
billion) was nearly twice as large as that in 1997 ($236 billion).14

TTTTTababababable III.16.le III.16.le III.16.le III.16.le III.16. Snapshot of the  top 25  Snapshot of the  top 25  Snapshot of the  top 25  Snapshot of the  top 25  Snapshot of the  top 25 TNCs frTNCs frTNCs frTNCs frTNCs from Centralom Centralom Centralom Centralom Central
EurEurEurEurEuropeopeopeopeope,,,,, 1997 and 1998 1997 and 1998 1997 and 1998 1997 and 1998 1997 and 1998

(Millions of dollars, number  of employees and percentages)

Change 1998
Variable 1997 1998  vs. 1997

AssetsAssetsAssetsAssetsAssets

      Foreign 2 142 2 315 8.0

      Total 16 644 18 064 8.5

SalesSalesSalesSalesSales

      Foreign 3 384 3 740 10.5

      Total 15 383 15 276 -0.7

EmploymentEmploymentEmploymentEmploymentEmployment

      Foreign 9 865 8 914 -9.7

      Total 266 190 259 388 -2.6

Average index of  transnationality 30.8 31.3 0.5a

Source: UNCTAD survey of top TNCs in Central  and
Eastern Europe.

  a Change measured in percentage points.
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Not all cross-border M&As are financed
by FDI.15  Even so, M&As are likely to account
for a significant share of FDI flows, at least in
developed countries. Although data are lacking
to establish a clear relationship between FDI
and cross-border M&As, there are data showing
that, for example, new investment by foreign
direct investors through M&As in United States
enterprises accounted for 90 per cent of total
investment expenditures in foreign affiliates in
1998, compared to an already high ratio of 82-
87 per cent during 1993-1997 (figure III.5).16

Cross-border M&As in 1998 were
characterized by greater geographical
concentration  and a larger number of
exceptionally large transactions than in the
previous years.  The United States and the
United Kingdom continued to be the countries

with the largest sales and purchases (with the
United Kingdom taking over the first position
in purchases from the United States). Together,
in 1998, they  accounted for nearly  half of the
total value of all cross-border M&As: 53 per
cent of the world’s total cross-border M&As
in terms of sales and 46 per cent in terms of
purchases, compared to 35 per cent and 33 per
cent, respectively in 1997 (annex tables B.7 and
B.8).  In 1998, there were 89 “mega” cross-
border M&A deals, each with more than $1
billion in transaction value (annex table
A.III.1), compared to 35 such deals in 1995, 45
in 1996 and 58 in 1997.  These mega deals
accounted for nearly three-fifths of the total
of all cross-border M&As in 1998. Four of such
mega deals announced in 1998 were larger
than the largest cross-border M&A deal in the
past, which was the  $18 billion purchase by
Zürich Versicherungs GmbH (Switzerland) of
BAT Industries Plc-Financial (United
Kingdom) recorded in 1997; the largest two of
these four deals include the acquisitions of
Amoco (United States) by British Petroleum
(United Kingdom) for $55 billion, and Chrysler
(United States) by Daimler-Benz (Germany) for
$41 billion.  In both sales and purchases in
large cross-border M&As, countries on either
side of the Atlantic were significant players.
In particular,  United Kingdom or United
States firms appeared as either sellers or
purchasers in as many as 63 out of the 89 mega
deals in 1998 (annex table A.III.1). In 1998
about 14 of the world’s 100 largest TNCs (as

Figure III.4.Figure III.4.Figure III.4.Figure III.4.Figure III.4.  Cr  Cr  Cr  Cr  Cross-boross-boross-boross-boross-border M&As as a perder M&As as a perder M&As as a perder M&As as a perder M&As as a percentacentacentacentacentaggggge of alle of alle of alle of alle of all
M&As in the wM&As in the wM&As in the wM&As in the wM&As in the world,orld,orld,orld,orld,aaaaa 1980-1998 1980-1998 1980-1998 1980-1998 1980-1998

 Source:  UNCTAD, based on data provided by Securities
Data Company,  Inc. (New York).

a On an announcement basis.Figure III.5.Figure III.5.Figure III.5.Figure III.5.Figure III.5.  Share of M&As in in  Share of M&As in in  Share of M&As in in  Share of M&As in in  Share of M&As in investment evestment evestment evestment evestment expendituresxpendituresxpendituresxpendituresxpenditures
bbbbby fy fy fy fy foreign direct inoreign direct inoreign direct inoreign direct inoreign direct investorvestorvestorvestorvestorsssssaaaaa in United States in United States in United States in United States in United States

bbbbbusinesses,usinesses,usinesses,usinesses,usinesses, 1980-1998 1980-1998 1980-1998 1980-1998 1980-1998

(Percentage)

Source: UNCTAD, based on United States, Depar tment
of Commerce, various issues c and various
issues d.

a The data refer to investment out lays by foreign direct
inves tors  to  acqu i re  o r  es tabl i sh  new Un i ted  S ta tes
businesses regardless of whether the invested funds are
raised in the United States or abroad. The data cover United
States business enterprises that have total assets of over
$1 million or that own at least 200 acres of United States
land . A  Un i ted  S ta tes  en te r p r i se  i s  ca tego r i zed  as
"acquired" (in this context "M&As") if the foreign parent or
its existing United States affiliate obtains a voting equity
interest in an existing United States business enterprise;
or purchases a business segment or an operating unit of
an existing United States enterprise that it organizes as a
new separate legal entity or merge into the affiliate's own
operations. The data do not include a foreign parent 's
acquisition of additional equity in its United States affiliates
or its acquisition of an existing United States affiliate from
another foreign investor, nor include expansions of existing
United States affiliates.  Sell-offs or other disinvestment are
not netted against the new investment. Reinvested earnings
are not included.
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TTTTTababababable III.18.le III.18.le III.18.le III.18.le III.18.          The 10 larThe 10 larThe 10 larThe 10 larThe 10 largggggest crest crest crest crest cross-boross-boross-boross-boross-border M&A deals,der M&A deals,der M&A deals,der M&A deals,der M&A deals, announced in 1998 and 1999  announced in 1998 and 1999  announced in 1998 and 1999  announced in 1998 and 1999  announced in 1998 and 1999 aaaaa

19981998199819981998
DealDealDealDealDeal VVVVValuealuealuealuealue

($billion)($billion)($billion)($billion)($billion)

British Petroleum Co PLC  (United Kingdom)  -  Amoco Corp. (United States) 55.0
Daimler-Benz AG  (Germany)  -  Chrysler Corp. (United States) 40.5
ZENECA Group PLC  (United Kingdom)  -   Astra AB (Sweden) 31.8
Hoechst AG (Germany)  -  Rhone-Poulenc SA  b (France) 21.2
Scottish Power PLC  (United Kingdom)  -  Pacifi Corp. (United States) 12.6
Total SA  (France) -  Petrofina SA (Belgium) 11.5
Universal Studios Inc.  (United States)  -  PolyGram NV (Philips Electronics) (Netherlands) 10.3
Deutsche Bank AG   (Germany)  -  Bankers Trust New York Corp. (United States 9.1
Northern Telecom Ltd(BCE Inc) (Canada)  -  Bay Networks Inc. (United States) 9.0
Texas Utilities Co. (United States)  -   Energy Group PLC (United Kingdom) 8.8

1999 1999 1999 1999 1999 aaaaa

AirTouch Communications (United States -  Vodafone Group PLC (United Kingdom) 65.9
US WEST Inc (United States)  -  Global Crossing Ltd. (Bermudas) 51.1
ARCO (United States)  - BP Amoco PLC  (United Kingdom) 33.7
Hoechst AG (Germany)  - Rhone-Poulenc SA  c  (France) 28.5
YPF SA  (Argentina)   -  Repsol SA   (Spain) 17.1
British Aerospace  (United Kingdom)  -  Marconi Electronics d (United States) 13.0
Frontier Corp  (United States)  -  Global Crossing Ltd. (Bermudas) 12.5
TransAmerica Corp (United States)   -   Aegon NV  (Netherlands) 10.8
ASDA Group PLC  (United Kingdom)  -   Wal-Mart Stores Inc. (United States) 10.7
Case Corp  (United States)  -   New Holland (New Holland Hldg) (Netherlands) 8.7

Source: UNCTAD, based on annex table A.III.1 and data provided by Thomson Financial Securities Data Company, Inc.
(New York).

a January - June only.
b Merged with life science divisions in each company.
c Merged with chemicals and fibres divisions in each company.
d Par t of General Electr ic Company.

identifed in this year ’s list) were involved as buyers in the mega M&A  (i.e. over $1 billion)
announced during that year, accounting for about 40 per cent of the total value of deals
announced.  Mega deals are continuing in 1999 (table III.18).

Many of the recent large cross-border M&As did not involve monetary payments.
Exchanges of stocks between acquiring and acquired firms have become a popular means for
accomplishing M&As. This involves the issue of  new stocks of the acquiring firms to the
stockholders of the acquired firms in return for the releases of their stock.  Thus, even mega
M&As can be concluded with a minimum of funds. Daimler-Chrysler and British Petroleum-
Amoco are typical examples. Such mega M&As would be virtually impossible on the basis of
cash payment simply because of their sheer size. Of all cross-border M&As with United States
firms by foreign firms, some 100 cases used this stock-exchange method in 1998, accounting for
about one fifth of the total in terms of the number of deals, but for nearly two-thirds of the total
value of these deals (JETRO, 1999).  In comparison, cash-based cross-border M&As accounted
for three-quarters of the total value in 1990, with 90 per cent of the total cases.17

Developing countries provided 11 of the 89 mega deals in 1998. Most of them were
related to privatizations. For instance, six of the seven mega deals in Brazil  were related to the
privatization programme of the telecommunications industry,  including Telebrás and other
telecommunication services companies. One mega deal in Malaysia was also related to
privatization in the telecommunications industry.  From developing countries, only one firm
from Hong Kong, China and one from Singapore was a mega purchaser  in 1998, in contrast to
the past few years when firms from several developing countries (such as Thailand, Malaysia
and the Republic of Korea) were involved as purchasers in mega M&As as well.
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a.a.a.a.a. SalesSalesSalesSalesSales

There are several noteworthy trends on the sales side of cross-border M&As.  The three
countries with the largest sales values in 1997 – the United States, the United Kingdom and
Germany – remained in the same rankings in 1998 (annex table B.7).  Belgium assumed the
fourth position, due mainly to large acquisitions of Belgian oil and financial firms.  Continued
privatization pushed Brazil to the position of fifth largest seller country in the world, with
sales of  $25 billion in 1998 – twice the value of its M&A sales in 1997 (annex table B.7) – dwarfing
the value of M&A sales in other developing countries.  Despite this increase in Brazil, however,
the absolute value of M&A sales by developing countries as well as their share declined
considerably, the latter from 28 per cent  to about one tenth of  total cross-border M&As in 1998
(annex table B.7).  This surprisingly steep decline in 1998 is largely due to the slowing down of
the privatization process – the prime force behind M&As in developing countries – in several
countries.....

Since 1995, Australia has become a relatively large seller country when it comes to  cross-
border M&As.  One reason seems to be that with the weakening Australian dollar acting as an
advantage for investors, coupled with declining commodities prices, the attractiveness of
Australia as a resource-rich nation has re-emerged.  There were three mega deals worth more
than $1 billion in 1998, two of which were in resource-based or related industries (annex table
A.III.1).  Firms in resource-based industries accounted for one tenth of the total value of M&As
in Australia.18

Other notable trends in cross-border M&A sales relate to Japan and South, East and South-
East Asia.  In 1998, Japan became the 10th largest seller in the world, the highest ranking achieved
in this respect so far by that country, by selling seven times as much as in 1997 (box III.2 and
annex table B.7).  While a large imbalance between FDI inflows to, and FDI outflows from
Japan persists, interestingly, inward cross-border M&As were almost balanced with outward
cross-border M&As in value in 1998 for the first time (annex tables B.7 and B.8).

Box III.2.  Why cross-border M&As have  become popular in Japan.Box III.2.  Why cross-border M&As have  become popular in Japan.Box III.2.  Why cross-border M&As have  become popular in Japan.Box III.2.  Why cross-border M&As have  become popular in Japan.Box III.2.  Why cross-border M&As have  become popular in Japan.

Increases in cross-border M&A sales in Japan may indicate fundamental changes in Japanese
corporate culture, structure and strategies.  M&As are becoming acceptable business transactions among
Japanese firms which had long tended to resist such transactions. Indeed, the popular view among
Japanese firms was that M&As were predatory actions that did not bring benefits to the acquired
firmsa.   Not many firms were engaged in such activities, least of all in hostile takeovers.  However, as
Japanese firms themselves have utilized this mode for entering  foreign markets, in particular in the
United States since the late 1980s, this type of business transaction has now apparently become more
acceptable in the corporate culture.  In addition to cultural difficulties, cross-share-holdings among
Japanese firms, in particular among the keiretsu firms, have traditionally made M&As structurally
difficult. Firms or investors could not simply take over other firms.  However, with declining profits
in the current recession, Japanese firms have had to re-evaluate their structures of keiretsu or related
firms.  Examples abound.  When Yamaichi Securities went bankrupt in 1998, no related firms of the
Fuyo business group to which that company belonged attempted a rescue. The major part of it was
acquired by Merrill Lynch (United States). Sales of  cross-holding stocks owned between banks and
industrial companies in Japan were at record levels in 1998.b

There are still institutional problems and difficulties in transacting M&As in Japan.  M&As  also
have been, at least until recently, a difficult option for firms.  Although there has been encouragement
by the Government of Japan to implement the stock-exchange option for M&As, firms virtually could
not use this option as the stockholders of the acquired firms had to pay taxes immediately when
receiving new issues from the acquiring firms, in accordance with the Japanese tax system until 1999.
There are, as yet, few mega cross-border M&As involving sales of Japanese firms: there was only one
mega deal in Japan in 1998 – the acquisition of Nikko Securities by Salomon Smith Barney Holdings of
the United States, ranked 85th in the league table of world-wide M&A sales (annex table A.III.1); and
only two such cases in all so far. c

Source:   UNCTAD.
a In fact the word “takeover” is translated into Japanese as “hijacking”.
b Nihon Keizai Shimbun , 25 December 1998.  The share of the stocks of industrial firms owned by banks in total

stocks declined to 40 per cent by 1998, compared to 44-45 per cent in the early 1990s. Similarly, stocks of
banks owned by industrial firms decreased its share from 16.5 per cent to 15 per cent during the same period.

c The other case is the acquisition of Rocket Systems Corp. by General Motors in 1996 for $1 billion.
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In the developing countries of South, East and South-East Asia, the value of majority-
owned cross-border M&A sales increased, but that of all cross-border M&As declined in 1998,
after continuously high levels over the past several years (annex table B.7).  The largest declines
in cross-border M&A sales (both all and majority-owned) were in China,  Hong Kong  (China)
and Indonesia.  In the five countries most affected by the financial crisis of 1997-1998 as a
group, the value of cross-border M&As in 1998 was higher than in 1997, largely due to increases
in cross-border M&As in the Republic of Korea and Thailand.  In the case of Malaysia, where
FDI inflows in 1998 were almost comparable to those in 1997, the situation is ambiguous: while
majority-owned cross-border M&As increased, all cross-border M&As (including portfolio
M&As) declined.19

The decline in total cross-border M&As in the Asian region as a whole may be temporary.
It is probably not caused by a decreased interest of foreign firms in Asian firms or a lower
number of  Asian firms up for sale, but rather by a time lag before firms potentially up for sale
are put on the market.  The countries in this region have only recently begun to restructure
their banking industry.  Many of those banks are creditors of firms that seek purchasers.  As the
restructuring of the banks proceeds, a number of firms  may be up for sale in the M&A market.20

In Asia, this institutional factor – together with some loss of attractiveness of firms after the
financial crisis in certain countries – has played a role in the decline in cross-border M&As.

b.b.b.b.b. PurPurPurPurPurchaseschaseschaseschaseschases

Trends are also significant on the purchase side of cross-border M&As.  The largest
purchaser country in 1998 was the United Kingdom, replacing the United States in that position
for the first time since 1990 (UNCTAD, 1998a and annex table B.8).  Three of the seven
transactions with more than a $10 billion acquisition value announced in 1998 involved United
Kingdom firms.  This momentum has continued well into 1999 and has led to other mega deals
such as the acquisition of AirTouch (United States) by Vodafone for $66 billion and of General
Electric Company’s Marconi Electronics (United States) by British Aerospace for $13 billion
(table III.18). The strong pound has been a factor. More importantly, however, United Kingdom
firms, like those in other European countries find that, in the industries in which the country’s
comparative advantages are threatened  (such as oil, telecommunications and utilities),
consolidation with other large firms is the only feasible way of maintaining and improving
their competitiveness.  Because of this, their M&As were in most cases concluded with relatively
highly competitive firms in the same industries in the United States: 12 out of 17 mega deals
made by United Kingdom firms targeted United States firms (annex table A.III.1).

These deals between United Kingdom and United States firms contrast sharply with
those by continental European firms.  Only one tenth of  cross-border deals by United Kingdom
firms were with other European firms in 1998.21  Continental European firms have tended to
conclude more cross-border M&As among themselves than with United Kingdom or United
States firms.  Even among mega deals which, almost by their very nature, tend to include United
States firms because of their sheer size, 18 out of 43 cross-border M&As made by continental
European firms in 1998 were concluded with firms from other continental European countries
(annex table A.III.1).  Compared to other European firms, those based in the United Kingdom
have not opted for consolidation within Europe. A trans-Atlantic consolidation   (United States
– United Kingdom) may scuttle a pan-European solution to the restructuring in various European
industries faced by declining competitiveness, such as the defence and oil industries.  As the
largest investor in the European Union as well as a large economy accounting for about 15 per
cent of the European Union’s GDP, the involvement of United Kingdom firms in that process
could be crucial.

The share of continental Europe in all world cross-border M&As was stable between
1997 and 1998, but declined in majority deals in 1998 (annex table B.8). Higher competition
drove up the prices of potential targeted firms, which reduced interest among possible
acquirers.22  Some of them were, of course, still concluded because of strategic reasons arising
from the completion of the monetary union and the introduction of the Euro.  The industries in
which M&As are taking place in continental Europe vary widely, from petroleum to financial
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TTTTTababababable III.19.le III.19.le III.19.le III.19.le III.19.     The significance of M&As as a mode of entrThe significance of M&As as a mode of entrThe significance of M&As as a mode of entrThe significance of M&As as a mode of entrThe significance of M&As as a mode of entryyyyy
fffffor Japanese FDI,or Japanese FDI,or Japanese FDI,or Japanese FDI,or Japanese FDI, b b b b by region,y region,y region,y region,y region, 1983 and 1995 1983 and 1995 1983 and 1995 1983 and 1995 1983 and 1995aaaaa

(Percentage of total number of Japanese affiliates abroad)

Region/country 1983 1995

Developed regionsbc 15.7 16.5
North America 12.6 14.9

United States 11.0 14.6
Europeb 16.5 18.0

European Union 12.9 18.0
Oceaniac 27.1 19.5

Developing regions 17.1 7.7
Africad 23.3 5.0
Latin America and the Caribbean 17.2 8.2
South, East and South-East Asia 17.1 7.7
ASEAN 15.7 6.7
West Asia 5.9 4.8

World 16.5 11.8

Source: Japan, MITI, 1986 and 1998a.
a Fiscal year ending March in the following year.
b Includes Central and Eastern Europe.
c Includes the developing Pacific.
d Includes South Africa.

services, reflecting the diversity of
comparative advantages of the countries
and the competitive advantages of their
firms.

Cross-border M&As by Japanese
outward-investor firms declined in 1998;
Japan was the only country among major
home countries with such a decrease in
M&A activity.  Moreover, for Japanese
TNCs, M&As continue to be a less preferred
mode of entry than greenfield FDI, although
in some host regions (such as North
America and Western Europe), the share of
cross-border M&As in total cases of
investment by Japanese TNCs increased
(table III.19).  Although the recent decrease
in FDI outflows from Japan seems to be due
more to a decline in cross-border M&As
rather than in greenfield FDI, cross-border
M&A investments from Japan are likely to
grow again in 1999 (chapter II).

c.c.c.c.c. Industry compositionIndustry compositionIndustry compositionIndustry compositionIndustry composition

Recent cross-border M&As have been concentrated in industries that are losing
comparative advantages; are faced with over-capacity or low demand (e.g. automobiles and
defence);  high R&D expenditures (e.g. pharmaceuticals); changes in modes of competition as a
result of new technological orientation (e.g. oil and chemicals); or, yet, that have gone through
liberalization and deregulation (e.g. financial services and telecommunications).

The industry that recorded the largest cross-border M&As by value in 1998 was the oil
industry (accounting for 14 per cent of the total), followed by the automobile industry and the
banking and telecommunication industry (annex table B.9).  The non-petroleum mining and
refining industries also experienced a record year (box III.3).  Cross-border M&As in the
automobile industry showed the most dynamic growth in 1998, and more big deals seem to be
in the pipeline (UNCTAD, 1998a).23  Large M&As in the banking and financial services industry
over time – more than in any other industry – point to an ongoing and long restructuring process
that is still provoking further deals in this industry.  Liberalization and privatization of
telecommunications assets in many countries have also begun to attract large deals.  The
significant increase in cross-border M&As in the latter industry in developing countries in 1998
was due mainly to the privatization of the Brazilian telecommunications industry. The chemical
industry  (including pharmaceuticals) is also an industry with a rising incidence of M&As.

The production and distribution of electricity, as well as other utilities, are another industry
group poised to involve an increasing number of cross-border M&As, reflecting the liberalization
and deregulation of the industries involved:  in the United Kingdom and the United States,
dramatic increases in the value of M&A deals (annex table B.9) and in the number of mega
deals (annex table A.III.1) have already occurred. As other countries liberalize these industries,
more M&As are likely to occur. Another notable area in which M&As are likely to proliferate in
the near future involves firms in high and rapidly-changing technologies such as software
(classified in business services in annex table B.9). As typified by the case of Microsoft, these
types of firms have normally taken an organic pattern of growth, relying on  in-house R&D and
technology building.  However, as technology changes make possible the interfaces between
hitherto separate industries,  M&As are likely to be used by firms in order to become technology
giants (chapter III.C).24  Microsoft has begun to use M&As as a corporate strategy, investing
$500 million in NTL (United Kingdom) and $300 million in United Pan-European
Communications (Netherlands) in 1999.25
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Box III.3.  M&As in the metal mining  and refining industries:  Box III.3.  M&As in the metal mining  and refining industries:  Box III.3.  M&As in the metal mining  and refining industries:  Box III.3.  M&As in the metal mining  and refining industries:  Box III.3.  M&As in the metal mining  and refining industries:  a record year in 1998a record year in 1998a record year in 1998a record year in 1998a record year in 1998

Over $12 billion were spent on cross-border M&As in the metal mining and refining industries
world wide in 1998. This was the second consecutive year of strong growth in M&As in these industries.
The increase becomes more significant when compared to the present decline in exploration
expenditures. Exploration expenditures world wide were estimated to be in the order of $4-5 billion in
1998, falling by some 30 to 40 per cent as compared with 1997. M&As, whether cross-border or domestic
ones, have become the most favoured way of growth and expansion in the mining industry. Most
M&As target gold companies and gold mines. Aluminium/bauxite, lead/zinc and nickel follow. The
bulk of the investments, approximately half, has gone to developed countries with a stable political
environment: Canada, United States, Australia and Western Europe.  The wave of M&As has also reached
industrial minerals and coal mining.

There are a number of reasons for the continued M&A frenzy in the industry, some of them mining-
industry specific, others of more  general relevance in today’s global economy:

- Continued low metal prices and concomitant low share values make it relatively cheap to buy
operating companies and mines.

- The economic downturn in the mining industry in general necessitates restructuring to restore
profitability.

- The political and economic changes in South Africa have set in motion a series of structural changes
that not only shake the domestic mining houses to their foundations, but also the mining industry
world-wide.

- More and more exploration work is initially made by juniors – small and independent companies.
A transition phase has to follow, when a deposit is transferred from a junior to a larger mining
company with enough capital to exploit the potential mine. These projects will hence be regularly
offered for sale.

- M&As offer a way of avoiding the costly, risky and long exploration phase of a mine project. The
deeper and more remotely new ore-bodies are located, the riskier this phase becomes;  M&As
become more attractive to companies that can afford them.

- A premium is put by investors on growth in the industry. Linked to this is also a less important
but still common wish of the top executives to lead a larger company and also, potentially, the
largest one.

There are also some factors running counter to those that encourage M&As:

- Local political opposition and trade unions that fight to retain local enterprise ownership and
jobs.

- Anti-trust legislation and anti-trust watchdogs especially in Europe and North America.

- The poor profits made on some M&As.

- During the early and mid-1990s privatizations have been an important driver for M&As; but this
factor has lost its importance by now.

In spite of the high level of M&A activity during the past two years, M&As in the mining industry are
dwarfed by the deals currently made in other industries. Indeed, the level of concentration in most
branches of metal mining is low compared to other industries. Therefore, even though the pace of
M&As has slowed down somewhat in early 1999, it could pick up again, even if at a lower pace than
before. The need to restructure increases further if metal prices do not recover quickly enough.

Source:   Raw Materials Group (1999).

2.   Reasons2.   Reasons2.   Reasons2.   Reasons2.   Reasons

The present wave of M&As is quite different from that which took place during the
1980s. The earlier wave mainly involved manufacturing firms and was facilitated by leveraged
buy-outs and the development of new financial instruments. The current wave is broader,
includes many cross-border deals and is propelled by a different set of forces. The possibility of
financing deals through an exchange of stock between acquired and acquiring firms has



Chapter IIIChapter IIIChapter IIIChapter IIIChapter III

���

The Largest TThe Largest TThe Largest TThe Largest TThe Largest Transnational Corporations and Corporate Strategiesransnational Corporations and Corporate Strategiesransnational Corporations and Corporate Strategiesransnational Corporations and Corporate Strategiesransnational Corporations and Corporate Strategies

facilitated this process. In this new context, firms are driven by a combination of forces and
motivations, including in particular the following:

• As markets open up due to the liberalization of trade, investments and capital markets,
to deregulation, especially of services, the privatization of state-owned enterprises, and
the relaxation of controls over M&As in a number of countries, opportunities for M&As
widen. At the same time, the pressure of competition brought about by globalization and
technological change intensifies. Under these conditions, managing a portfolio of locational
assets becomes more important to the firm, enabling it to take advantage of resources
and markets world-wide.  The speed with which it builds such a portfolio is itself a
competitive advantage and the fastest way to establish a presence in the world’s principal
markets and obtain both access to resources – from natural resources to created assets – is
through M&As.

• In a globalizing economy, size is a crucial parameter. It facilitates expansion abroad and
creates financial, managerial and operational synergies that reduce the vulnerability of
firms to economic shocks in any one regional or country market at the same time as it
opens possibilities for the exercise of market power within these markets. Size is also a
critical factor in creating economies of scale, particularly in industries faced with
heightened competition or with contracting markets and excess capacity. In the current
wave of M&As, firms not only seek size but also focus on core activities and rationalize
operations across their global production network.

• Perhaps more importantly, size puts firms in a better position to keep pace with an
uncertain and rapidly evolving technological environment, a crucial requirement in an
increasingly knowledge-intensive economy, and to face soaring costs of research.  In some
industries (especially high-technology industries), the possibility for successful companies
with complementary technologies to extend their reach is also a powerful motivation.26

In addition, the impact of technology has led to a redefinition of boundaries in a number
of industries (see chapter III.C), forcing firms to reconsider their strategies.

Other motivations include efforts to attain a dominant market position, and, in some
cases, the search for short-term capital gains in terms of stock value.  All the factors mentioned
above play out differently in different industries.  But once the established equilibrium in an
industry is disturbed by the move of one firm, and under conditions of strategic interdependence
under uncertainty, rival firms react through countermoves to protect their oligopolistic positions
vis-à-vis other major competitors (Schenk, 1999).  This sort of imitation may easily develop into
a cascade.  Even firms that might not want to pursue this course may be forced into it for fear of
becoming an acquisition target themselves.  Moreover, if they do not move early enough, they
may have fewer options to find a suitable partner.  Since large size is a more effective barrier
against takeovers than profitability, firms may therefore pursue M&As for no other reason than
to defend themselves against its effects and to create “strategic comfort” (Schenk, 1999).  By
doing so, they fuel the merger boom. This latter factor in particular explains partly why the
number of M&As increased significantly in recent years, notwithstanding the fact that a number
of these deals do not result in increased performance.27

3.   Impact on development3.   Impact on development3.   Impact on development3.   Impact on development3.   Impact on development

Cross-border M&As change not only the ownership but also the nationality of the
acquired firms.  In other words, these transactions involve a transfer of ownership of assets
from the country in which the acquired company resides to the country in which the acquiring
company resides.  This means that, among other things, the post-acquisition benefits from the
operations of the acquired firms no longer accrue exclusively to the country in which they take
place.

There are several differences between cross-border M&As and greenfield FDI in terms
of the benefits they bring to a host country (UNCTAD, 1998a, pp. 212-214).  However, it is
almost impossible to assess in general terms the impact of M&As on host economies.  Some of
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the effects of M&As are likely to differ between developing countries, transition economies
and developed countries. Several economic effects emerge only indirectly, depending on
corporate strategies and the microeconomic motivations that make firms engage in M&As.  Short-
term effects provide an incomplete picture, or may even give rise to ill-conceived perceptions
of M&As.  Taking long-term effects into account, the differences between M&As and greenfield
FDI may be less striking than is frequently suggested.

Most developing countries prefer greenfield FDI over M&As. The primary reason for
this preference is that M&As merely involve a change in ownership of the acquired assets, and
there is no new addition to the capital stock or production capacity of the host country, at least
in the first round.  Since capital formation is a key prerequisite  for development, greenfield
investments that establish new production facilities are preferred.  In addition, the fact that all
or part of the profits from the operations of the acquired firms now accrue to the new foreign
owners and no longer to local investors is also considered a disadvantage.

Nevertheless, developing host countries can derive gains from M&As.  Even though
M&As do not create new assets directly, they involve cross-border capital transfers that can
increase total investible funds available to host countries. The benefit to capital-constrained
host countries are still greater if M&As induce sequential and associated FDI by the acquiring
companies and their suppliers – which is often the case (UNCTAD, 1995a, p. 146).  M&As, like
greenfield projects, can offer access to technologies that local firms do not possess. As greenfield
projects too, they may introduce innovative management practices in the host country and/or
render it easier to become part of global sourcing and marketing networks of the acquiring
TNC, thereby improving opportunities to penetrate international markets.

M&As can be  valuable for host countries when they prevent potentially profitable assets
from being completely wiped out.  This is relevant, for example, in the context of privatization-
related M&As in transition economies and sales of firms in financially distressed developing
countries. The transition to a market system may leave loss-making state-owned companies
with no alternative but to declare bankruptcy, unless a private investor – foreign or domestic –
with sufficient resources is willing to revitalize the ailing company.  Frequently, the resources
have to come from abroad, given the serious financial and technological constraints facing firms
in early stages of economic transition.  For example, transition economies in Central and Eastern
Europe lacked the financial and technological resources to modernize former state-owned
companies in service industries such as telecommunications.  Basically the same thing applies
to a number of developing countries in which communication, transport, energy and  financial
systems are privatized, or in which, under adverse economic circumstances, financially
distressed  firms are forced to seek buyers for their assets.  M&As in the latter situation tend to
be particularly contentious because they frequently involve a difficult trade-off; on the one
hand, sales to foreign investors can prevent bankruptcies of solvent, though illiquid, domestic
companies; on the other hand, they may amount to giving away assets at very low prices.  This
risk can be contained, however, if the relevant assets are offered for sale to competing bidders,
e.g. through auctions.

The precise nature of the post-acquisition impact of M&As depends, of course, on the
firm-specific motivations underlying them. If, as in the case of many privatizations in developing
economies and economies in transition, they are driven by the need for an infusion of capital
into the enterprise being offered (fully or partly) and by a quest for markets on the part of the
buyer, a transfer of capital to the host country is most likely to take place. That it will be
accompanied by other benefits such as a transfer of improved technology and knowledge cannot
be taken for granted. Much depends on whether the acquired firm operates in a competitive
market. In the case of a monopoly industry, contributions over and above the initial infusion of
capital may occur only as a result of conditions negotiated with the highest bidder.

Furthermore, it is not necessarily always the host country, i.e. the country in which the
acquired firm resides, that benefits from transfers of technology and knowledge. Transfers may
take the opposite way. A reverse transfer of  resources and capabilities from the host country is
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TTTTTababababable III.20.le III.20.le III.20.le III.20.le III.20.  Emplo  Emplo  Emplo  Emplo  Employment cuts in selected cryment cuts in selected cryment cuts in selected cryment cuts in selected cryment cuts in selected cross-boross-boross-boross-boross-borderderderderder
M&AsM&AsM&AsM&AsM&As

Number of
M&A deal Industry Year of deals job losses

Astra-Zeneca Pharmaceuticals 1998 6000
BMW-Rover Automobile 1994 3000 a

British Petroleum-Amoco Oil 1998 6000
Goodyear-Sumitomo
    Rubber Industriesb Tyre maker 1999 2800

Hoechst-Rhône-Poulenc Pharmaceuticals 1998 10000

Source: UNCTAD, based on various newspaper accounts.

a Planned in 1999.
b Strategic alliance.

most likely if the acquiring firm resorts to M&As in order to draw on the unique competitive
advantages that the acquired firm possesses. Such advantages can relate to both tangible and
intangible assets of the acquired firm such as technical competence, established brand names
and suppliers and distribution networks. Such reverse transfers are, however, less likely to
occur from firms acquired in developing countries to acquiring firms in developed countries.

In addition to the question of additions to resources and capital stock that are especially
important for developing countries, concerns regarding the economic impact of M&As shared
by both developing and developed countries include the following:

• Consolidation and rationalization typically result in employment reduction, at least in
the short run (table III.20).  As many as 73,000 persons were laid off in 1998 from companies
involved in  M&As,  both domestic and cross-border, in the United States, accounting for
11 per cent of total job losses of that country in that year.28

• M&As may reduce competition in the host country and/or the home country. This risk
tends to be greatest in those industries in which shrinking demand and excess capacity
are important motivations for M&As, and in countries where competition policy does
not exist or where its implementation is weak. However, the actual impact on competition
depends upon the situation with respect to freedom of entry and effective competition
policy.  (See also section C below).

• M&As could induce fiercer tax competition between developed countries. Cross-border
M&As make it easier to shift profits to the country with the lowest tax rates.

From a long-term perspective, one of the most important factors affecting the impact of
M&As on host country development relates to the productivity of the merged or acquired firms.
It is difficult to measure quantitatively the impact of cross-border M&As on productivity.  One
way is to compare the productivity of the acquired firms before and after M&As.  At the
individual company level, there is some evidence on this for United States firms acquired by
Japanese TNCs (UNCTAD, 1995a, p. 183). 29

At the aggregate level, a survey on Japanese TNCs in 1989 (the most recent available
year) shows that less than one half (47 per cent) of firms acquired by Japanese TNCs improved
their profitability or kept it constant (Japan, MITI, 1992).  There are some regional differences,
though: in North America only 37 per cent of Japanese affiliates acquired through M&As
improved profitability, but in Asia this share was as high as 70 per cent.  In all regions, however,
profitability of some one fifth of firms acquired by Japanese TNCs declined by more than 10
percentage points.  Interestingly, however, in firms acquired in Asia or Latin America where, in
more than one half of the cases, Japanese executives replaced the old management, the
profitability improved compared to those firms in which the old management remained to stay
(two-thirds of the cases in North America).

On the whole, experience suggests
that productivity-enhancing effects of M&As
cannot be taken for granted.  The failure of
many M&As to improve productivity can
sometimes be attributed to the difficulties of
combining  different management styles and
corporate cultures.30

For governments in host and home
countries, the critical question obviously is
whether the positive economic effects that
M&As may induce indirectly and in the
longer run outweigh the negative effects that
may be connected immediately with M&As.
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This depends on various factors, including the circumstances in which firms sell their created
assets to foreign buyers and the alternatives that they face.  Under special conditions in which
infusions of capital into state-owned enterprises earmarked for privatization or into private
firms facing bankruptcy or financial problems are critical, M&As clearly have a role to play
simply as providers of finance for the survival of established firms and assets already created.
In the long-run, and in normal times, the successful integration of merged companies, leading
to productivity improvements, is what matters most.

C.    Strategic partnering, M&As and their implicationsC.    Strategic partnering, M&As and their implicationsC.    Strategic partnering, M&As and their implicationsC.    Strategic partnering, M&As and their implicationsC.    Strategic partnering, M&As and their implications
for the competitive for the competitive for the competitive for the competitive for the competitive environmentenvironmentenvironmentenvironmentenvironment

The growth of strategic partnering (UNCTAD,1998a), coupled with the accelerated pace
of M&As in the 1990s, both cross-border and between domestic firms, has given rise to questions
concerning their implications for the competitive environment.  Attention has been drawn in
particular to the information and communications technologies and the pharmaceutical and
automobile industries because of their global reach and the role that technological and
organizational innovations are playing in shaping the rules of competition within them.

As competition is globalizing and becoming more innovation based, firms in these
industries have intensified their search for ways to reduce the costs, risks and uncertainties
associated with a process of continuous innovation.  Strategies such as vertical integration and
M&As have traditionally been used to reduce costs and to manage risks and uncertainties,
notably by creating size barriers to entry.  Strategic partnerships, though they tend to be
contractual in nature with little or no equity involvement by the participants have also proven
to  be effective here and in addition confer the flexibility needed to adjust to changing competitive
conditions.  The strategic importance of flexibility can be seen in the rising number of technology
partnerships that have been formed in the information technology, pharmaceutical and
automobile industries during the 1990s (figure III.6).

Figure III.6.Figure III.6.Figure III.6.Figure III.6.Figure III.6.  Number of inter  Number of inter  Number of inter  Number of inter  Number of inter-firm tec-firm tec-firm tec-firm tec-firm technology ahnology ahnology ahnology ahnology agreements,greements,greements,greements,greements, b b b b by selected industry selected industry selected industry selected industry selected industryyyyy,,,,, 1980-1996 1980-1996 1980-1996 1980-1996 1980-1996

(Percentage)

Source: Merit/UNCTAD database.
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This does not mean that size has ceased to be an important critical asset of firms. The
intensification of competition in markets around the world during the late 1980s and early
1990s has led to the renewed salience of size considerations, even in industries, such as the
information technology and automobile industries, in which a process of deverticalization has
been underway.  This is evident in the sharp increase in the number of M&As (domestic and
cross-border) that have taken place over the past decade in these two industries.  These rose
from an annual average of 2,437 deals in the first half of the 1990s to 6,229 deals per year in
1995-1998.31 In the first four months of 1999 alone, a total number of 2,751  M&As were
announced.  Of the 947 deals for which a value was known, 103 were in the communications
industry, 420 in computer software, supplies and services and 31 in automotive products and
accessories32.

1.  Concentration and the formation of traditional oligopolies1.  Concentration and the formation of traditional oligopolies1.  Concentration and the formation of traditional oligopolies1.  Concentration and the formation of traditional oligopolies1.  Concentration and the formation of traditional oligopolies

For the most part, competition authorities focus on the extent to which M&As might
lead to the creation of a monopoly or contribute to oligopolistic market behaviour.  Concentration
ratios are one indicator of the possible emergence of monopolistic or traditional oligopolistic
market behaviour within a given industry.  Provided that the industry in question has relatively
stable boundaries, the shares of the top one, four and 10 companies in industry output can be
calculated.  The assumption here is that size, as reflected in a firm’s market share, confers market
power over prices and enables large firms to take advantage of static size barriers to entry.
These can be found, for example, in the cost of advertising and after-sales services in the
automobile industry and clinical testing and certification in the pharmaceutical industry.

Rising numbers of M&As over the 1990s and the particularly sharp increases in the
number of M&As during 1995 - 1997 would normally be expected to lead to higher levels of
concentration, especially in industries such as information technology where M&A activity
was most intense.  However, concentration ratios for the top four firms in the information
technology industry33 fell from a high of 43 per cent in 1985 to 31 per cent in 1997 (figure III.7).
There was also a modest decline in the 10-firm concentration ratios in this industry over the
same period.  In the case of the automobile industry,34 the four-firm ratio shows a small decline,
from 47 per cent in 1985 to 44 per cent in 1997.  But the 10-firm ratio shows a small increase.

Two factors stand out as possible explanations for the variability reflected in the data on
industry concentration. First is the role that strategic partnerships play along side M&As in
strengthening the market power of large firms within and across national markets. Traditional
tools used to analyse the emergence
of oligopolistic market structures
do not take such partnerships into
consideration. Second is the way in
which the boundaries of industries
are being redefined, often through
a combination of strategic
partnering activity and M&As.  This
blurring of industry boundaries
makes it more difficult to interpret
changes in concentration ratios and
relate them to competitive
conditions in a given industry. A
closer look at the automobile and
the  information and
communications industries  will
illustrate these points.

Enterprises have always
tried to keep an eye on their close
competitors.  This is simply good
competitive practice.  But

Figure III.7.Figure III.7.Figure III.7.Figure III.7.Figure III.7.  Concentration ratios of the top f  Concentration ratios of the top f  Concentration ratios of the top f  Concentration ratios of the top f  Concentration ratios of the top four and top 10our and top 10our and top 10our and top 10our and top 10
companies in the infcompanies in the infcompanies in the infcompanies in the infcompanies in the information tecormation tecormation tecormation tecormation technology and automotivehnology and automotivehnology and automotivehnology and automotivehnology and automotive

industriesindustriesindustriesindustriesindustries

Source:    Merit/UNCTAD database.
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oligopolistic market theory suggests that, as firms encounter each other across multiple product
markets, the opportunities for learning each other ’s strategies increase and so, too, do the
incentives for collusion.  By analogy, if encounters across many markets are conducive to
collusion, meetings across multiple strategic partnerships might have a similar effect.  Some
early evidence for this hypothesis emerged in a study of the European Strategic Programme in
Research and Development on Information Technology (ESPRIT), a programme to promote
R&D partnerships among European information technology firms where the latter were defined
narrowly to include computer, semiconductor and software companies.35  During its first two
phases which covered the years 1983-1991, Europe’s big 12 information technology firms were
able to build the bases for a “defensive oligopoly” through their high rates of participation in
the ESPRIT programme and the multiple encounters across the 561 R&D projects  that were
created in this period (Mytelka, 1995).  Firms like Thomson, Siemens, Bull and Philips were
each involved in over 70 of these R&D consortia and encountered each other in many of the
core technology projects of the period.

Data on research joint ventures36 in the United States registered with the United States
Department of Justice and the Federal Trade Commission show a similar pattern of intensive
multiproject interaction within standard industrial classification categories.  Over the period
1985-1995, a total of 575 new research joint ventures were registered.  Telecommunications was
the largest single technical area in which such ventures were created, accounting for 23 per cent
of the total37 (Vonortas, 1997, p. 581).  Technologies of relevance to the automobile industry
variously classified under the headings of environmental, advanced materials, energy and
transportation technologies accounted for the second largest group of research joint ventures.
Although some two-thirds of the participants were involved in only one research joint venture,
10 companies were involved in 50 or more of these alliances.  Five of these were oil companies.
But United States firms from the automobile and information technology industries that
participated most actively were also among those most involved in multiproject encounters.
These included GM, IBM and AT&T (box III.4). The frequency with which large diversified
corporations meet in research joint ventures in the United States and their multiple encounters
in product markets “…strengthens the possibility of collusive play [and,] if the problem was
pervasive, the long-term results could be felt in the form of lower economic competitiveness
and loss in consumer welfare” (Vonortas, 1999, p. 13). Not only did large American firms meet
each other with considerable frequency through research joint ventures within the United States
but they also encountered their principal Japanese and European rivals (box III.4)38. Capturing
this dimension is one of the keys to the identification of new forms of oligopolistic market
structures on a global scale.

Box III.4.  Research joint ventures in the United StatesBox III.4.  Research joint ventures in the United StatesBox III.4.  Research joint ventures in the United StatesBox III.4.  Research joint ventures in the United StatesBox III.4.  Research joint ventures in the United States

Since the passage of the National Cooperative Research Act (NCRA) in 1984 and its amended
version, the National Cooperative Research and Production Act (NCRPA) in 1993, the number of research
joint ventures in the United States has increased dramatically. Many of these agreements are in the
information, communications and  automobile industries.

Through research joint ventures (RJVs), dominant firms in these industries encounter each other
in a multiplicity of different research joint ventures. GM, the world’s top automobile manufacturer,
with nearly 15 per cent of world production, participated in 105 research joint ventures, encountering
Ford in 33 of these and Chrysler in 21.  Ford and Chrysler encountered each other in 19 research joint
ventures.  IBM, the top firm in the information technology industry with 17 per cent of the world
market, was a partner in 69 research joint ventures. It met Digital Equipment (DEC), in 32 projects and
Hewlett-Packard (HP) in 26, both of which are among the top 10 firms in the global information
technology industry. AT&T, the leading firm in telecommunications, was involved in 75 research joint
ventures, meeting DEC in 27 of these and Hewlett- Packard in 23. DEC and HP met each other in 27
research joint ventures.  AT&T met IBM in 31 projects.

Within the United States, leading American firms also encounter their Japanese and European
rivals. IBM, for example, encountered Fujitsu (Japan) in 15 RJVs, Siemens (Germany) in 14, Groupe
Bull (France) in 12, Thomson-CSF (France) in 11 and  Hitachi (Japan) and Alcatel (France) in 10 each.
Similarly, AT&T encountered Northern Telecom (Canada) in 18 RJVs, Fujitsu and NEC (Japan) in 15
RJVs each, Siemens in 14, Groupe Bull in 13, Hitachi in 12 and L.M. Ericsson (Sweden) in 10.  Through
United States-based RJVs, European and Japanese firms have also met each other frequently. Siemens,
for example, participates in 35 RJVs in the United States. In addition to it RJVs with United States
firms, it meets Fujitsu and NEC in 13 RJVs, Groupe Bull in 11, Alcatel and British Telecom in 10.

Source:   Vonortas, 1997.
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2.  Strategic partnerships, M&As and the creation of2.  Strategic partnerships, M&As and the creation of2.  Strategic partnerships, M&As and the creation of2.  Strategic partnerships, M&As and the creation of2.  Strategic partnerships, M&As and the creation of
knowledge-based networked oligopoliesknowledge-based networked oligopoliesknowledge-based networked oligopoliesknowledge-based networked oligopoliesknowledge-based networked oligopolies

A second key to the identification of new forms of oligopolistic market structures on a
global scale is to examine the nature of changes in the boundaries of industries and of the rules
of competition within them.  The formation of traditional oligopolies, as described above, is
based on three relatively static pillars: the ability to identify a small number of competitors,
mainly other domestic firms, among whom mutual interdependence and forbearance are
practised; the set of products or the industry within which oligopolistic competition takes place;
and the technological trajectory which these products will follow.  The globalization of
knowledge-based competition has made it increasingly more difficult to identify potential rivals
in distant markets. Even more difficult to predict in this period of rapid technological change
are one’s competitors when these may emerge from other industries as a result of a technological
discontinuity or through the combination of hitherto unrelated generic technologies.
Digitalization in the data processing industry leading to what became known as the information
technology and later the information and communications technology industry is one such
example.

At their origin, all computer manufacturers were vertically integrated companies that
produced their own hardware, proprietary operating systems (software) and the semiconductors
that made computing possible. IBM dominated the field.  When digital Equipment Corporations
(DEC) sold its first mini-computer without software bundled-in, it broke with this tradition
and created an opportunity for software producers to emerge on this new horizontal segment.
A new market niche for alternatives to the mainframe computer also now opened.  Over the
next decade semiconductor manufactures formed a second horizontal segment in the data
processing industry and the introduction of the personal computer by Apple in 1997 led to
further differentiation among end products in the data processing industry.  The development
of workstations and new microprocessors based on reduced instruction set computing (risc)
designs further widened the field of competition in the information technology industry as a
whole.  Within it, however, a variety of knowledge-based networked oligopolies began to form.39

They share four principal characteristics (Mytelka and Delapierre, 1999):

• They are knowledge-based, i.e. involve collaboration in the generation and use of or control
over the evolution of new knowledge.  As a result, the new knowledge-based oligopolies
are dynamic, seeking to organize, manage and monitor change as opposed to rigidifying
the status quo.

• Their focus is less on creating static size barriers to entry than on shaping the future
boundaries of an industry and the technological trajectories, standards and rules of
competition within them which themselves are a source of dynamic entry barriers.  In the
1990s, these new rules included:

- innovation-based competition with rapid movement down the performance/cost
curve,

- equally rapid movement down the manufacturing learning curve in order to ensure
higher yields, rapid ramp up in volume to reduce costs, but

- speed and flexibility in changing over to new product generations as the product
life cycle shortened and

- increased use of M&As to extend product variety, assure brand-name recognition
of products with the same basic functionality and gain market share in principal
markets around the globe,

- increased use of strategic partnering to reduce the high costs and risks of R&D
needed to maintain the pace of innovation, speed up the innovation process and
shape the technological trajectory within an emerging industry or industry segment,
and

- efforts to maintain positions within the core group of firms in  knowledge-based
networked oligopolies through which the industry’s future is increasingly shaped.
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• They are composed of networks of firms rather than of individual companies. Alliances
thus form the basic structure and building-blocks of the global oligopoly.

• In terms of their organization, the new oligopolies can form within or across industry
segments and sometimes do both at the same time.  They are moving and reshaping to
include new actors when the assets these actors bring to the network are complementary
and eliminating others whose resources are no longer critical. The electrical and
information technology industries exemplify the differences between the traditional and
the new knowledge-based networked oligopolies (figure III.8).

Figure III.8.Figure III.8.Figure III.8.Figure III.8.Figure III.8.  A comparison of the principal c  A comparison of the principal c  A comparison of the principal c  A comparison of the principal c  A comparison of the principal characteristics of a traditional and a knoharacteristics of a traditional and a knoharacteristics of a traditional and a knoharacteristics of a traditional and a knoharacteristics of a traditional and a knowledgwledgwledgwledgwledge-based netwe-based netwe-based netwe-based netwe-based networkedorkedorkedorkedorked
oligopololigopololigopololigopololigopoly:y:y:y:y: the electrical and the inf the electrical and the inf the electrical and the inf the electrical and the inf the electrical and the information tecormation tecormation tecormation tecormation technology industrieshnology industrieshnology industrieshnology industrieshnology industries

               Traditional oligopolies           Knowledge-based networked oligopolies

Foundation Size. Knowledge.

Basis of Costs and market shares nationally and globally. Continuous innovation at the global level, although
competition more traditional oligopolistic rivalry may exist within

segments of the industry and in national markets
which are relatively closed.

Basis of The ability to manage the stocks of competencies as The ability to manage the flow of knowledge through
regulation embodied in patents which are  pooled and allocated the use of  knowledge-producing and sharing alliances

in function of the position held by the firms within the in R&D, production and marketing.
oligopoly.

Means of Negotiated arrangements including cross licensing among Informal and formal arrangements are concluded
regulation leaders of the “technology cartel”, patent pooling through through which research is undertaken jointly, thus

joint ventures, allocation of markets geographically. creating research barriers to entry, orchestrating the
Patent pooling allows the leaders to oblige licensees to pattern of diversification in the industry and shaping
acquire whole packages of patents thus creating a cost- the direction of R&D which in turn influences the
barrier to entry, enables them to select which firms can standards for new products, the timing of their
become licensees, to impose restrictive clauses on the use commercialization and the price at which they will be
of such licenses and ensure that such firms do not seek offered on the market. R&D alliances among
recourse through the legal system to obtain better competitors for example potentially lock out rivals,
conditions for the use of these patents thereby reducing while R&D alliances with users lock in potentially large
the likelihood that licensing will create future rivals. The clients, monopolizing downstream or upstream
welfare consequences are felt immediately in the form markets as effectively as vertical integration has done
of higher prices. in the past. Through technological lock-in, moreover,

the welfare consequences, in terms of future
opportunities and constraints on technological change,
are potentially enormous.

Source: Mytelka and Delapierre, 1999, p. 134.

The global range of partners and the complementary use of M&As and strategic
technology partnerships that characterized the knowledge-based networked oligopoly in the
semiconductor industry that emerged during the 1990s can be illustrated for data processing
(figure III.9).  Its various nodes were constituted around traditional oligopolistic firms, thus
permitting their survival and dominance within the traditional configuration of the data
processing industry, formed mainly through linkages between software, semiconductor and
hardware producers.

From the mid-1985, the growing use of digital switches in the telecommunications industry
made a merger of information and communications technology industries possible. Initially
larger firms from both industries sought to acquire a foothold in each other ’s industry but this
strategy failed to overcome a number of obstacles raised by the specific nature of computing
and telecom functions as well as by the modes of interaction with their respective users.40

Over the next 10 years, the focus of the information technology and the tele-communications
industries blurred and competition intensified as the terrain became populated by new players
operating on wholly new segments, many of which were focused on the internet.41 They have
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since been joined by service and content providers from other industries in challenging the
established core players in the earlier information and communications industries.

To a large extent this blossoming of competition was a consequence of the multiplicity
of ways in which the technologies needed for internet access, for the transmission of data at
high speeds and for the user interfaces could be combined.42  Within each of these segments,
however, M&As were strengthening the position of frontrunners. AOL, for example, acquired
rival Compuserve and then took over Netscape. Cisco bought 25 smaller firms between 1993
and 1996 and nearly 10 every year in the two following years in a bid to survive on its horizontal
segment as an independent player much as Intel and Microsoft had done in microprocessors
and operating systems. But the new rules of competition required firms in this industry to
innovate continuously, to extend product variety and to provide complete solutions to the
telecommunications operators. This has led the world’s largest telecommunications equipment
firms to move rapidly towards the incorporation of  the network system segment. Lucent
Technologies acquired Livingstone and later Ascend Communications, Alcatel bought DSC
Communications and Northern Telecom merged with Bay Networks.

Figure III.9.Figure III.9.Figure III.9.Figure III.9.Figure III.9.          The main nodes in the data prThe main nodes in the data prThe main nodes in the data prThe main nodes in the data prThe main nodes in the data processing netwocessing netwocessing netwocessing netwocessing networked oligopolorked oligopolorked oligopolorked oligopolorked oligopoly during the 1990sy during the 1990sy during the 1990sy during the 1990sy during the 1990s

Source: Delapierre and Mytelka, 1998, p. 87.
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M&As alone, however, have not served to define the boundaries of the new industry,
and jockeying for power and position continues.  For both traditional oligopolists and potential
newcomers, the blurring of boundaries between the telecommunications, information technology
and media industries is creating new difficulties in identifying not only who one’s rivals are,
but what is the relevant market on which to compete. In this process strategic partnerships are
playing a critical role in the creation of rival knowledge-based networks of firms that cut across
these previously distinct industries  and position themselves on these rival market possibilities
(box III.5). Within each of these networks, larger firms are attempting to shape the boundaries
of these new markets by setting the standards, selecting the core technologies and establishing
the new rules of competition within them.

In contrast to the information and communications technology industry, the boundaries
of the automobile industry are still relatively stable, through they have extended from the
national to the global. The changing nature of competition within the industry, however, is
accelerating the pace of concentration within each of its two main horizontal segments, auto
parts and assemblers, and leading to the creation of new forms of partnership between them.
These changes have contributed to the development of aggressive market entry strategies for
the new auto parts system integrator firms into major markets around the world, adding to the
globalization of this industry and altering the competitive environment within it.

The rules of competition in the automobile industry closely parallel those in the
information technology industries described above. Competition is increasingly innovation-
based, and product differentiation takes place through a process of continuous innovation and
through M&As that enable the automobile assemblers to position themselves across a wide

Box III.5.  Knowledge-based networks reshape the information andBox III.5.  Knowledge-based networks reshape the information andBox III.5.  Knowledge-based networks reshape the information andBox III.5.  Knowledge-based networks reshape the information andBox III.5.  Knowledge-based networks reshape the information and
communications technology industriescommunications technology industriescommunications technology industriescommunications technology industriescommunications technology industries

M&As alone have not  been able to redefine the boundaries of  a  new information and
communications technology industry. In combination within strategic partnerships, however, they are
blurring the boundaries between these two industries and drawing into the emerging industry a variety
of new potential players. The new knowledge-based networks  are focused on four distinct outcomes.
The PC/TV link would preserve the dominant role of AT&T in the telecommunications industry and
of the Wintel (Intel-Microsoft) configuration in the information technology industry by extending both
to their interface with the internet. As part of this strategy AT&T has sought to reach users through the
acquisition of two major cable companies, Tele-Communications Inc. and MediaOne Group. Microsoft
has pursued a similar route through investments in cable companies in Europe and through a new
alliance with AT&T that would put Windows CE into the TV set-top boxes of up to five million of
AT&Ts new cable subscribers.

To this vision of the future shape of an information and communications technology industry is
opposed several others.  The PC/internet connection is centred on an alliance between IBM, Oracle
and Sun.  The latter, a computer workstation manufacturer, has developed Java, a new software system
that is able to work with any kind of computer, from small PCs to large mainframes.  Its adoption
would help computer manufacturers to resist the threat posed by the continuous upgrading of PCs
which has contributed to the dominance of the Wintel Alliance over the past two decades.  This network
is seeking to promote Java as an internet software standard.  The interactive TV network is the initiative
of AOL and with AT&T’s acquisition of that company has become a means for AT&T to hedge its bets
on the future shape of the market. AOL has forged its interactive TV alliance around the provision of
AOL’s internet services through a satellite link, rather than through cable.  DirecTV will provide the
digital TV broadcasts and transmit AOL’s interactive services; Hughes Network System will
manufacture dual purpose, TV/Internet receiver units. Philips Electronics will develop the advanced
set-top boxes that will enable users to process the interactive services and Network Computer will
provide the software for these services.  The interactive game console brings electronics firms such as
Sony and Fujitsu into the emerging industry alongside telecommunications and computer company
partners.  Sega is thus marketing its Dreamcast game console with internet connection in alliance with
British Telecom and Fujitsu.  Sony has yet to produce its new Playstation II, but publicity bills it as a
radically new approach to interactivity.

Source:    Mytelka, 1999.
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spectrum of end market products. All major automobile assemblers have used M&As to
transform themselves into generalists with a presence in most dynamic product markets
(UNCTAD, 1998a, p. 26).43 During the 1990s, strategic partnerships with preferred “first tier”
suppliers were formed for the purpose of sharing the risks and costs of designing principal
components and subsystems. By reducing the number of suppliers and of distinct components
and parts, these partnerships have accelerated the pace at which new products are designed.
Shared platforms, modularized production, long-term contracts with a global scope and the
bringing of first tier suppliers within the assembler ’s own factory  have further reduced costs
and the uncertainties associated with a process of continuous change.44

M&As have also accelerated in the auto parts industry. Of the 620 automotive deals that
were concluded in 1998, 320 involved parts suppliers.45  These have taken two forms.
Concentration has increased within product categories and new horizontal segments are forming
as “system suppliers” extend their production to cover whole sub-assemblies.  On each of these
modularized segments consolidation is resulting in a relatively small number of top players.
Car interiors were the first sub-assembly to be sub-contracted and today Lear Seating (box
III.6), Johnson Controls and Forecia, each of which is the product of multiple M&As along with
captive suppliers,  Delphi (GM) and Visteon (Ford) dominate this segment.  In the engineering
sector the market has similarly consolidated with Bosch, Denso, Dana, Magna and TRW as the
principal independents alongside Delphi and Visteon in the manufacture of axles, steering and
braking systems.

Through M&As, auto parts manufacturers have increased their size, making it possible
for them to take on a larger share of the design and manufacturing process and to extend the
geographical scope of their activities.46  This has further reinforced the links between first tier
suppliers and their clients. The size barriers implicit in modularization and in the volume of
purchases, the knowledge barriers resulting from the transfer of design to  auto parts
manufacturers and the long-term and global nature of their contracts with  automobile
assemblers are becoming formidable barriers to entry for potential newcomers and for the
survival of local independent suppliers throughout the world.

Box III.6.  Lear Seating: becoming a preferred first tier supplierBox III.6.  Lear Seating: becoming a preferred first tier supplierBox III.6.  Lear Seating: becoming a preferred first tier supplierBox III.6.  Lear Seating: becoming a preferred first tier supplierBox III.6.  Lear Seating: becoming a preferred first tier supplier

In 1993 Lear Seating secured its position in the United States seat systems business by acquiring
the North American seat cover and seat systems business of Ford Motor Company. As part of the deal,
Ford entered into a five-year supply agreement with Lear and the latter assumed primary engineering
responsibility for Ford’s seating systems. Three years later Lear and Ford opened a joint research centre
in Dearborn, Michigan. In 1994, a similar process enabled Lear to gain entry into the Italian market
and to obtain preferred first tier supplier status with Fiat around the world. It also acquired a research
centre in Turin. As the market advanced, Lear purchased Dunlop Cox Ltd. (United Kingdom) for its
ability to design and manufacture automobile electronic and manual seat adjusters.

A series of M&As and greenfield investments in South America in 1996 and 1997 further established
Lear as a global player in the seating system market, reinforcing its links to Ford and Fiat. At the same
time, its acquisition of Keiper, a leading automotive vehicle seat systems supplier on a just-in-time
basis for the VW group, Porsche and Mercedes-Benz, opened new markets in Brazil, South Africa,
Germany, Hungary and Italy.

As modularized production of whole sub-assemblies became increasingly the norm, Lear Seating
also moved to acquire assets in cockpit-related components. In 1995 it bought Automotive Industries
Holding, thus acquiring the design and manufacturing capability to produce high quality interiors. In
1996 it took over Masland Corporation primarily for its floor and acoustic systems technologies and
its technical centre in Plymouth, Michigan, for acoustics testing, design, product engineering, systems
integration and production management and Borealis A.B. for its ability to design and manufacture
instrument and door panels.  Today Lear is able to fill the role of systems integrator and to manage the
design, purchasing and supply of the total automotive interior.

Source:    Securities Exchange Commission 10K form.
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*  *  **  *  **  *  **  *  **  *  *
As these two case studies have shown, in both the automobile and the information and

communications technology industries, traditional size barriers have been reinstated — but
with a major difference.  They are no longer static but dynamic barriers in which knowledge
production and the ability to undertake a continuous process of innovation are critical attributes.
M&As thus add not only to the range of products and markets in which a firm can be present;
but, by bringing within the firm new R&D, design and engineering capabilities, M&As contribute
to the flexibility with which firms can provide new solutions to their clients in the longer term.

In a period characterized by technological, organizational or public policy ruptures, the
future boundaries of an industry, however, are not certain and uncertainty clouds the ability of
firms to identify clients and competitors.  Knowledge-based networked oligopolies have a major
role to play in reducing such uncertainty and in extending the ability of large firms to influence
the shape of future industries and markets. Oligopolistic market competition, under
contemporary conditions, thus depends less on the sheer number of firms in an industry as a
whole than on their ability to manage a portfolio of strategic partnerships that enables them to
network across industry segments. Through these knowledge-based networks, therefore, new
markets can be created by establishing boundaries around new sets of standards and new
combinations of technologies. While size continues to play an important role in shaping
competitive conditions, the market power of dominant firms today is also a result of their ability
to define the relevant market.

NotesNotesNotesNotesNotes

1 For details on the measurement of transnationality, see UNCTAD, 1998a, box II.2 (pp. 43-44). As underlined
in WIR98, the transnationality index measures only one aspect of a firm’s involvement abroad. It does
not, however, provide any information on the extent of geographical diversity of a firm’s activities abroad,
neither does it illustrate the degree of integration into the host economy nor the type of functions that are
transnationalized. An analysis based on the number of countries in which the top 100 TNCs operate
suggested last year that, while these firms are quite transnationalized, they do not exhibit a broad
geographical spread (ibid, p. 44).

2 The Fortune Global 500, although having changed its name several times, has been published since 1955.
Other lists include for instance Forbes 500, Business Week 1,000 and the Financial Times 1,000. The latter two
rank corporations by market capitalization, while the former two rank corporations by total revenues.

3 The lower percentage for total assets indicates the large share of total assets of financial corporations in
the Fortune Global 500.

4 These estimations are based on the estimates on the sales, assets and employment of foreign affiliates of
TNCs, as provided in table I.2 of this report.  These ratios - especially those relating to sales and assets,
have to be dealt with cautiously, as the data on the foreign assets and sales of the top 100 TNCs, mostly
obtained through a questionnaire filled out by firms, may not necessarily correspond exactly to the
definition of foreign assets and sales used in table I.2.

5 Estimations of the ratio of value added to total sales vary, usually from 30 per cent to 40 and 50  per cent
(Lochsley and Ward, 1979). (See also annex tables A.I.5 and A.I.6).

6 The 1996 data on foreign sales and foreign employment published in WIR 1998 should be corrected to
read respectively:  $136 billion, and 538 700.

7 South African Breweries plc relocated its headquarters to the United Kingdom in 1999.
8 The survey took place in April-May 1999. The answers enabled UNCTAD to obtain 1998 data – which

was neither possible for the top 100 TNCs (a much bigger survey undertaken in January-February 1999),
nor in the case of the top 50 TNCs from developing countries (a survey undertaken in February-March
1999).

9 In Latvia, Republic of Moldova and Slovenia, the ratios of foreign assets of the top TNCs from those
countries  to the FDI outward stock of those countries are 1.4, 1.1 and 1.1, respectively.

10 Those ratios for Hungary and Poland are 0.2 and 0.1, respectively.
11 Data for metallurgy and for business services are not shown here because they are either very low or

concern a single company.
12 The average ratio of the top 50 TNCs from developing countries was about 35 per cent (table III.10).
13 Before the Second World War, there were a few international firms located in Central Europe. Some of
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them, such as Skoda Plzen (Czech Republic) reappear in the top 25 list (table III.13). Others, like Hungary’s
Tungsram (bought by General Electric) became affiliates of foreign TNCs. Finally, some of them such as
Czech Bata, changed nationality (Bata became a Canadian-based TNC) (Simai, 1999, p. 3).

14 Due to data limitations, it is impossible to extract M&A transactions that correspond to the FDI definition
(i.e. involve 10 per cent or more foreign control) from those that are portfolio investment (less than 10 per
cent) (see definitions and sources in Annex B).  In this section of the WIR99, cross-border M&A data refer
to either total M&As or majority-owned M&As; references to “M&As” refer to all M&As; references to
“majority-owned M&As” refer to such M&As only. The data are from KPMG Corporate Finance and the
Securities Data Company (SDC).  There are some differences in the figures provided by these companies
due to different criteria used by each on the deal selection.  But  both sets of figures show similar trends.
Although differences between them are usually small, in some years, notably 1998, the difference is large:
cross-border M&As in the world reported by KPMG for 1997 and 1998 are $342 billion and $544 billion,
respectively, while $399 billion and $655 billion, respectively, are reported by SDC. SDC registers all
announced deals, including those that are not necessarily realized; KPMG imposes certain restrictions
(i.e. exclusion of management buy-outs, requirements of definite agreement between the two parties
etc.).  As only the data provided by KPMG are further broken down into majority-owned cross-border
M&As and others, the data relating to  cross-border M&As used in this section of this chapter are from
this company.

15 The data on cross-border M&As include not only purchases financed by portfolio investments but also
those financed from domestic and international capital markets. Furthermore, the data are based on the
announcement date of deals. However, if United States data are any indication, announced cross-border
M&As resulting in acquisitions of United States firms and actual investment expenditures by foreign
investors (foreign direct investors outside the United States and foreign affiliates in the United States) in
United States business entities through acquisitions are very close: for the former, the values were $62.9
billion in 1995, $70.9 billion in 1996 and $65.1 billion in 1997 (UNCTAD, 1998, p. 413), while those for the
latter were $47.2 billion, $68.7 billion and $64.3 billion, respectively (Fahim-Nader and Zeile, 1998, p. 42).
This suggests that there is a relationship between announced cross-border M&As and actual investment
in foreign affiliates.

16 Investment expenditures in foreign affiliates are not the same as FDI. For details, see note a in figure III.5.
See also chapter I.

17 These stock-exchange M&As result in large, but almost entirely offsetting, capital flows in the balance of
payments: the inflow of capital that results from the foreign direct investor’s acquisition of stock in the
acquired firm is offset by the outflow of capital recorded in the portfolio investment account, that results
from the distribution to the shareholders in the acquired country of the stock in the newly established
foreign parent companies.

18 Gwen Robinson, “Australia sees merger and acquisitions boom”, Financial Times, 19 January 1999, p. 8.
19 It should be noted that in Malaysia, short-term capital transactions in stock markets have been restricted

since September 1998, which partly explains this situation.
20 “Unconsummated lust”, The Economist, 9 January 1999, p. 20.
21 The remaining balance is essentially with United States firms.  Nihon Keizai Shimbun, 25 January 1999.

Also see Jane Martinson and Lucy Smy, “UK companies top cross-border takeover league ahead of US”,
Financial Times, 18 January 1999, p. 6. The largest deal made by United Kingdom firms with European
firms was the $4.1 billion takeover of Castorama Dubois (France) by B&Q Plc (Kingfisher Plc), ranked as
the 23rd in the league table (annex table A.III.1), less than one tenth of the largest deal by United Kingdom
firms (British Petroleum-Amoco).

22 Katharine Campbell, “Continental European buy-outs decline”, Financial Times, 23 November 1998, p.
23.

23 For example, a 34 per cent equity stake of Nissan Motor, one of the largest auto makers in the world, was
acquired by Renault (France) in 1999.

24 See, e.g. the fusion of telecommunication and Internet technologies, brought together, for example, by the
merger between Northern Telecom of Canada and Bay Networks of the United States, ranked  9th in
value among cross-border M&As in 1998 (annex table A.III.1).

25 Jeremy Gray and Paul Taylor, “Microsoft buys stake in second European cable group”, Financial Times, 27
January 1999, p. 15.

26 This was particularly the case in  high technology industries such as the software industry (Rodriguez,
1999).

27 See for instance, Dickerson, Gibson and Tsakalotos  (1997); Schenk (1999); Rodriguez  (1999); “How to
make merges work”, The Economist, 9 January 1999, pp. 13-14 and 19-21.

28 Nihon Keizai Shimbun, 20 January 1999, p. 9.
29 The productivity of Firestone, Inc. of the United States acquired by Japanese Bridgestone Corp. in 1988
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increased by more than 200 per cent, if sales per employee between 1986 and 1992 are compared. Similarly,
productivity rose significantly in the case of the acquisition of National Steel Corporation (United States)
by NKK Corp. (Japan) in 1984.  However, not all cases are successful.  MCA, Inc. of the United States
which was acquired by Matsushita Electric Industrial of Japan in 1990 was eventually resold to Seagram
of Canada because of a decline in productivity.

30 “How to merge”, The Economist, op. cit..
31 These data are from Mergerstat, “More than 30 years of M&A activity”, on-line at mergerstat.com, 26

February 1999.
32 Mergerstat, on-line at mergerstat.com, 8 May 1999.
33 Concentration ratios are calculated on the basis of ranking of the IT companies in terms of their annual

data processing sales revenue. The company ranking is determined by calculating the share of its sales to
the total sales of the top 100 companies.

34 Concentration ratios are calculated on the basis of a ranking of the automobile manufacturers in terms of
the total number of vehicles they produce each year.  The concentration ratio is thus the share of its annual
vehicle production in the global production of all automobile manufacturers.

35 Telecommunications equipment manufacturers, for example, had their own programme, RACE.
36  Research joint ventures are defined as “organization[s], jointly controlled by two or more parent institutions

whose purpose is to engage in research and development activities” (Vonortas, 1997, p. 577). Data on
research joint ventures in the United States exist since the mid-1980s.

37 Bellcore ranked first among the most active companies with 115 research joint ventures.  Before its division
into three separate companies in 1996, AT&T (now Lucent Technologies) ranked first among the world’s
top telecommunications equipment manufacturers and first among  the world’s largest international
carriers. In this database AT&T (Lucent Technologies) came sixth among the most active companies.

38 Data on technology partnerships from the Merit/UNCTAD database confirm the rise of multiproject
encounters among the world’s largest enterprises in the information technology and the automobile
industries around the globe (UNCTAD, 1998).

39 Knowledge-based networked oligopolies have formed in Drams and HDTV (Delapierre and Mytelka,
1998), in workstations and risc chips (Gomes Casseres, 1993).

40 AT&T, for example, entered the computer field through the purchase of shares in Olivetti and the acquisition
of NCR. IBM bought Rolm, a PABX manufacturer and in the United Kingdom, STC, a telecommunications
equipment company, took over ICL, the largest British computer manufacturer. Subsequently, IBM sold
its share in Rolm to Siemens, a telecom equipment manufacturer, STC abandoned ICL to Fujitsu and
AT&T withdrew from Olivetti and spun off NCR.

41 These included network system companies such as Cisco, 3COM and Bay Networks, Internet Portals,
AOL, Compuserve and Yahoo and specialized software firms  such as Netscape.

42 The user interface, for example, might be a computer, a television receiver equipped with a set-top box to
process interactive services or even a game machine.  The transmission system might involve cable,
telephone wires, wireless systems or satellites. To run such systems, the software might be provided by
new network companies, electronics firms or more established  software producers. Within each of these
segments, M&As strengthen the position of frontrunners and broaden their ability to provide multiple
solutions to each of these combinatory possibilities.

43 Computer manufacturers similarly produce a PC for every purse or purpose.
44 In the information and communications technology industry, Hewlett Packard has begun to imitate this

model.
45  “Major auto mergers drive sweeping change in the parts industry according to PricewaterhouseCoopers

survey”, www/investing.lycos.com, 29 March 1999.
46 Robert Bosch has bought a controlling interest in several firms in the Republic of Korea. Mahle of Germany

acquired Metal Leve of Brazil and thus gained access to both the large Brazilian automobile market and
the design facilities of Metal Leve in the United States.




