Chapter

A Qorporate performance
of MRAs

he i ncrease i n cross-border MAs

docunented i n t he precedi ng

chapter is taking pl ace agai nst a

W despr ead per ception that nost

MAs fail todeliver the expected

gainsset out a thetinedea s are
announced. 1 For exanpl e, several managenent
surveys of predom nantly cross-border MAs
i nthe md-1990s concl uded t hat the val ue of
shares hel d by owners decl i ned i n nore t han
hal f of the cases examned, whileincreasesin
t he val ue of shares foll owed only a snal |
proportion of all MAs (AT Kearney, 1999;
KPM35 1999). There i s nuch controversy
surroundi ng the questi on of post-MA
per f or mance, however. Thi s section | ooks at
theevidenceintheliteraturetoshedlight on
how corpor at e performance i s aff ect ed by
M&AS .

There are several ways of nmeasuring
perfornance. It isthereforeinportant to keep
afewpointsinmnd Frst, nest studiesinthis
area focus on donest/c M&As and ar e based
ondatafromthe Lhited Sates and t he Uhi ted
Ki ngdom where MRAs have been preval ent
si nce t he begi nni ng of the past century. There
is only scant evi dence fromdevel opi ng
countri es and economes i ntransition. Second,
except for afewrecent surveys, the experience
inthe 1990s has not yet beenful ly expl oredin
theliterature. Third, it isinpossibletofactor
i n what woul d have happened to a firmhad a
nerger or acqui sitionnot taken place. Fourth,

Performance, Motivations
and Outlook

it isinportant to distinguishtheinpact on
firms fromthe i npact on host and home
econonies. MAs that produce poor results
fromastrictlyfinancia point of viewnay still
exert apositiveinpact onan acquiredfirmand,
under certaincondi tions, thehost country. This
section deal swththeinpact on corporations;
br oader econom c i npacts w || be di scussed
i nthe next chapter.

The bul k of the enpirical stud es of the
i npact of MBAs on cor por at e per f or rance can
broad y be classifiedintotwo categories. The
first group can be found in the finance
literature, and conprises what are cal | ed“event
studi es”, whi ch use changes i n share pricesto
gauge changes i nfirmval ue. The second group
bel ongstotheindustria organizationliterature
and consi sts of studi es that neasure corporat e
per f or mance nai nly by conpari ng vari ous
neasures of profitability before and after
transactions. Therates of success or failure
are typically assessed by conparing t he
performance wth arel evant control group of
conpani es.

The “event studi es” general | y assune
that stock narkets are efficient, neani ng t hat
changes in the share prices of the firns
i nvol ved, after controlling for narket
noverent s i n general and systenati c ri sk,
represent the val ue of the event. Qorporate
performance i s neasured by conparing t he
share prices frombefore and after MAs
relativetoarel evant control group. Evi dence
fromal arge nunier of articles anal yzi ng short -
termst ock reacti ons to nerger announcenent s
indicates that atarget firms sharehol ders
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benefit, and a bi ddi ng firms sharehol ders
general |y | ose or break even. 2 Qnl'y about one-
thi rd of published sharehol der val ue st udi es
wereabl etofind positiveeffects for the bi ddi ng
firm(Schenk, 2000). 3 Qher st udi es have not ed
that therates of return earned on conmon st ock
tendto deteriorate whenthe period after the
nerger i s extended to one year or nore (Jensen
and Ruback, 1983; Magenhei mand Muel | er,
1988). Mbreover, a survey of studies covering
different tine periods suggested that returns
goingtotheacquirer deterioratedinthe 1980s,
as conpared wi th t he precedi ng decades
(Srover, 1997).

The resul ts fromvari ous event studi es
areinconclusivewthregardtothe factors
i nfl uenci ng t he out cone of MRAs. Sore
resear cher s have noted that the chances of a
posi tive i npact on perfornanceincreasesif the
firnsinvolvedareinrel atedindustries, *wile
ot her s have reached t he opposi t e concl usi on. °
Mor eover, sone studi es indicate that returns
to the acquiri ng conpany devel op nore
favourably i n cross-border MBAs than in
donest i ¢ ones, 8 viher eas ot her s do not support
that finding. ’

Theindustrial organizationliterature
offersanalternative assessnent of perfornance
by usi ng accounting data to measure, e.qg.
profitability or narket shares afewyears before
and after MiAs. 8 Enpirical evidence hereis
al so rat her sobering. Although industrial
organi zat i on st udi es nornal |y consi der | onger
time horizons than those in the financi al
literature, nost of themdo not showsigni ficant
i nprovenent inlong-termprofitability after
acqui sition (Sherer, 1988). For exanpl e, astudy
of Uhited Ki ngdomfirns over a 10to 18 year
periodindicated little inprovenent in
profitability relativetothe period before
acquisitionandadeclineinprofitabilityre aive
tofirnsrelyingoninternal growh (D ckerson
et al., 1997) .9 Sinilarly, asurvey of 22
accounting dat a st udi es fromni ne countries
showed t hat t he aver age acqui ri ng fi rmdoes
not earnasignificantly higher returnthanthe
i ndustry average (Bild, 1998). The nost
exhaust i ve study of post-nerger perfornance,
covering al most 6,000 M&As by 471
corporations inthe Uhited States and 900
divestitures, agai nfound poor financia results
fromMBAs (Ravenscraft and Scherer, 1987).10

Theindustria organizationliterature does
not provi de any cl ear evidenceinregardto
howt he rel at edness of activities of the bi dder

and target firns affect MA perfornance (B d,
1998). Infact, sone studi es have concl uded t hat
congl oner at e MAs provi de nor e favourabl e
resul ts than horizontal or vertica M¥&s (e g.
Rei d, 1968; Miel | er, 1980b). Mreover, inthe
case of cross-border MAs, | arge cul tural
di f f erences bet ween bi dder and t ar get
conpani es have been found t o be positively
rel ated to acquisitionperfornmanceinterns of
salesgrowh (Mrosini et a., 1998).

I n addition to the above nenti oned
studi es, whi ch nai nl'y focus on t he perf or nance
of afirmas awhol e fol | ow ng a nerger or an
acqui sition, thereis sone evi dence on howt he
target conpani es, or eventarget plants, are
af fect ed by t akeovers. A though vari ous st udi es
have produced m xed results, ownership
changes have been noted to exert positive
i npacts on the productivity of the acquired
uni ts. 11 For exanpl e, Ganadi an pl ants that vere
taken over in the 1970s achi eved hi gher
productivity i ncreases than those that di dnot
experi ence a change i n owner shi p (Bal dw n,
1995). Lhited Sates datafromthe 1960s tothe
early 1980s i ndi cate that productivity
perfornmance nay be rel ated to the si ze of the
target (Gves, 1999). It appearsthat acqui sitions
can either [ift the performance of an
unproductive | arge unit or supply resources
needed to | everage the strength of a highly
productive snal | one (Gaves, 1998, p. 1962).
These concl usi ons are partly supported by a
Swedi sh study of ownershi p changes
undert aken duri ng 1980- 1994 and whi ch,
interestingly, distingui shed between cross-
bor der and donesti c MAs (Mbdén, 1998). The
study found that, prior toatakeover, average
| abour productivity of thetarget firns of both
donesti c and forei gn acqui rers was | aggi ng
behind the i ndustry average. After an
acqui sition, however, firns taken over by
foreigninvestors showed a substanti a i ncrease
inlabour productivityrelativetotheindustry
average, while productivity in donestically
acqui red firns stayed about the sane, or
decl i ned sonewhat. |1 n addition, conparedwth
both the i ndustry average and with the
acqui red firns i n donesti c takeovers, foreign
acqui si ti ons devel oped nore favourably i n
terns of total factor productivity, enpl oynent
and nar ket shares.

S nilar observations have al so been
nmade i n Argentina. Conpar ed w th conpani es
that were not taken over, acquired conpani es
experienced stronger grow h rates of sal es,
productivity, enpl oynment and exports (box
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M .14). Moreover, acquired firns reported
greater organi zati onal and t echnol ogi cal
i nprovenents. These resul ts apply to both
donest i ¢ and cross- border MAs vi s-a-vi s hon-
acqui red conpani es. However, sal es,
enpl oyment and exports devel oped nore
favourabl y i nthe case of foreigntakeovers,
whi | e t he t echnol ogi cal and or gani zat i onal
i nprovenents were particul arly not ewort hy

fol | ow ng donesti c MRAs.

Based on t he above di scussi on, a few

i nportant poi nts can be nade:

Studies inthe finance and i ndustri al
organi zationliteraturel end support tothe
conmmon perception that a |l arge nunber
of MBAs “fail” inthe sense that firns
engagi ng i n M8As do not produce better
results, internms of share prices and
profitability, thanthosethat donot enter
intoMAs. Thepictureis nore positive,
however, with regard to the perfornance
of the target conpani es specifically. This
suggest s that i nproved perf ornance at the
| evel of the acquiree, if any, is often
conpensat ed by negati ve effects of the
nerger at the level of the newy forned
fi rmas a whol e. Mbreover, song evi dence
i ndi cates that cross-border MAs nay
out per f ormdonesti c ones, although

several recent nmanagenent surveys have
found a high “failure” rate al so anong
cross- bor der deal s.

e Theextent of “failure” crucial |y depends
on the success criteria. As one study
(Hopki ns, 1999, p. 220) recent!ly concl uded:

“Ther e seens t 0 be cl ear evi dence t hat
nergers and acqui sitions oftenfail. But
t hi s depends on how one defi nes
failure. If falureisusedinanextrene
sense, suchasthesa eor |iquidation
of thebusiness, thentherateof failure
isrdaivedylown If failueisthelack
of attai nment of managenent’s
financi al objectives, thentherate of
failueishigh”

e Itisdifficult tosaytowhat extent the
observed rates of “failure” are abnornal
inany sense. As all investnents have an
el enent of risk associatedwththem itis
to be expected that acertai n proportion of
MAs will not Iiveuptothe expectations
of those who have undert aken t hem j ust
as many new ventures, product
devel oprent projects and greenfield
i nvest ment s do (box V.1). Wet her t he
observed rati os of success are highor | ow
giventhe associatedriskisinpossibleto

Box V.1. The “failure’ of agreenfield AO: the closure of S enens’
conput er chi p pl ant i n Tynesi de, United Ki ngdom

In May 1997, Sienens AG (CGernany)
opened a new conput er chi p pl ant i n Tynesi de,
near Newcast!l e in the United Kingdom The
new proj ect was to create 1,100 jobs at the
factory, at acost of about $1.9 hillion once
conpl et ed. 2 The i nvest nent was wel coned by
the I ocal community, which had suffered
econonmcal |y fromthe steady declineinthe
regonstraditional industriesof coal, stee and
shi pbui | di ng. Hopes, however, were danpened
soon, as the world price of the type of
sem conductors to be produced inthis pl ant
decl i ned fromaround $60 i n 1995, when t he
pl ant constructionwas first announced, to $1. 50
in1998.° InearlyJuly 1998, S enens’ chief
executive warned that the group’s
sem conduct or busi ness wor | dw de stood to
| ose around DM1 bil lion, unl ess ways coul d

Sour ce. UNCTAD.

befoundtocut excess capacity. Then, later that
nont h, the head of S enens’ seni conduct or
busi ness announced t hat t he Tynesi de pl ant —
the construction of whi ch had started | ess t han
fifteen nont hs ago and whi ch had been test ed
—woul d not be opened for vol une producti on.

This i s an exanpl e of a deci si on to nake
agreenfiel dinvestnent whi ch, subsequently,
i s overtaken by i ndustry devel opnents. Inthis
case, it was the sl unp of prices conti ned wth
rapi dl y changi ng t echnol ogy whi ch requi red
newproductionfacilities. |Inthe senconductor
industry, anewgenerationof chipsis put in
production roughly every three years; a
productionfacilitythat isnot fully operationa
two years into anewgenerationis oftentoo
expensi ve t o be reconfi gur ed.

a8 MatthewRose, “For a short tine, UK towns nottowas ‘Fishinto chips' : pronise of a S enens plant
revived North Tynesi de but then cost it dearly”, Vd// Qreet Journal/, 20 Qct ober 1998.
b Mark Ml ner and Peter Hetherington, “Jobs bl owto high-tech hopes: 1,100 to go as factory cl osure rocks

recovery plans in North-east”,

The Quardi an, 1 August 1998.




140 World Investment Report 2000: Cross-border Mergers and Acquisitions and Development

determ ne. To nerge two separate
conpani es, wthdifferent cul tures andthat
previ ousl y nay have beenfiercerivas, into
one si ngl e busi ness entity is indeed a
difficult task. Any nerger or acquisition
i s a conpl ex procedure frompre-deal
pl anni ng to post-deal integration. The
challengeistocreate additional val ue
t hrough t he transaction, a val ue t hat
exceeds t he preniumpai d pl us t he costs
for naki ng t he deal work. The result
depends toagreat extent onthe successful
integration of the twowork forces; taking
over amgjor firmislikehiringalarge
nunber of new enpl oyees at once. This
aspect is particularly inportant for
acqui sitions inwhichthe skills and
capabilitiesof thetarget firnsarethenain
source of anti ci pat ed gai ns.

* Qbher criteriahaveto be takeninto account
to assess the extent to whi ch MAs can
be regar ded as havi ng succeeded or not.
Inthat respect, theright counterfactual s
nust be consi dered. Wiat woul d have
happened i f a firmhad not undertaken a
particul ar nerger or acquisition? Evenif
anerger or anacquisitionfailstodeliver
the expectedfinancial returnsinthe short-
term the deal may still be noti vated by
specific strategicreasons, e.g. if the act
prevents a conpetitor fromsecuring a
critica asse.

Inviewof the above, an exam nation
of thebroad set of notivatingfactorsisrequired
to expl ai n what appears to be a paradox, i.e.
the growth of M&As in spite of their
performance results interns of share prices
adprofitability. Toexplorethisissuefurther,
thefol l owng sections | ook nore cl osel y at the
not i vat i ons under| yi ng MAs.

B. Wiy do firns engage in
cr oss- bor der MRAs?

Wiy are firns i ncreasi ngl y engagi ng
i n cross-border MEAs when undertaki ng FD ?
Al t hough cross-border MBAs represent one
node of FO entry intoforeignlocations, the
receivedliterature oninternati onal production
can only partly expl ai nthis phenorenon.
I ndeed, the “OLI paradi gni —t he nost
prom nent expl anati on of FOI —does not
di sti ngui sh between di fferent nodes of entry

and was fornul ated primarily in reference
togreenfield O (box V.2). Thus, it is useful
to consider first the basic reasons for MAs
ingeneral, and for cross-border MBAs in
particul ar. As the acquisition behaviour of
firnsiscloseyaffectedby shiftsinthe busi ness
envi ronnent, the second part of this section
addresses sone of the naj or changes that have
taken pl ace i n recent years w th inportant
inplications for the cross-border MAactivity.

1. Mtivations for conducting
M&As

To explainwhy firnms nmay prefer to
growvi a MAs rat her than t hrough organi c
growt h, two factors stand out as bei ng
particularly inportant: speed and access to
propri etary assets. 12

SQeedi s cruci al . MAs of t en repr esent
the fastest neans of reachi ngthe desired goal s
when expandi ng donestically or inter-
national ly. For exanpl e, when tine to narket
isvital, thetakeover of anexistingfirmina
new nar ket with an establ i shed di stribution
systemi s far nore preferabl e to devel opi ng a
new | ocal distribution and marketing
organi zation. For alateconer toa narket or
a newfield of technol ogy, MAs can provi de
a way to catch up rapidly. Enhanced
conpetitionand shorter product |ife cycles
accentuat e the necessity for firns to respond
qui ckly to opportunities inthe econonic
envi ronnent, preferably before conpetitors
nove. The pressure of tine and the feeling of
urgency are highlightedin the observations
often nade i nthe i nformati on technol ogy (1 T)
i ndustry today that, i nthe neweconony in
vhich we live, ayear has only 50 days, or in
t he busi ness sl ogan that “Speed i s our friend
—time is our eneny”. Wile erstwhile
pl anni ng may have t aken pl ace i n fi ve-year
interval's, the watchwordtoday is “pl acti on”
—pl an and act at once.

The second nai n noti vation for firns
to nerge wth or acqui re an exi sti ng conpany,
rather thantogroworganica ly, isthe quest for
strateg ¢ assets, such as RRDor techni cal know
how patents, brand nanes, the possessi on of
| ocal permts and |icences, and supplier or
di stribution networks. Ready nade access to
proprietary assets can be i nportant because,
by definition, they are not avail abl e el sewhere
inthe market and they take tine t o devel op. 13
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Box V.2. The QLI paradi gmand cross- border MAs

The OLI paradi gm (Dunni ng,
addresses three questions rel ated to FO :

1993)

Which firms undertake FDI? Firms
i nvesti ng abroad nust possess specific
proprietary or ownership (“O) advantages to
overcone the extra costs of operatingina
different, less faniliar environnent. These
advant ages are general |y costly tocreate, but can
betransferredtonewl ocations at rel atively | ow
cost. The anal ysi s of “O advant ages draws on
i ndustrial organization, resource based,
evol uti onary and nanagernent theories, with
advantages residing nainly infirmspecific
t echnol ogy, brand nanes, privil eged access to
factor or product markets or superior
t echnol ogi cal or nanagenent skills. Initia “O
advant ages al l owfirns to growand i nvest
abroad, but size andinternational spread can,
inturn, feed back and provi de new advant ages
(accessing capi tal nmarkets and i nf ornati on,
spreadi ng ri sks and so on). | n sone cases, firns
nay go over seas t o suppl enent or enhance their
exi sting "0 assets (“asset-seeking” H) seeki ng
syner gi es between t hei r own strengt hs and t hose
of foreignfirns or instituti ons.

Were do firns choose to exploit their
advant ages, in the hone country (by exports)
or abroad, andinwhich foreignlocati ons? They
sel ect siteswthlocation (“L") advantages that
best nat ch t he depl oynent of their “O assets.
The anal ysi s of “L” advant ages draws on trade
and | ocation theory, the main factors
det er m ni ng conpar at i ve cost s bei ng fact or and
transport costs, narket size and characteristics,
and governnent policies (e.g. stability,
predictability, tariffs, taxesand FD regul aions).
Asset-seeking FO isdrawntolocations with
strong technol ogi cal, educational or i nfornation
crestionactivities.

Wy dofirns choosetointernalizetheir
advant ages by direct i nvest nent in preference
tosellingthemto other firns? The anal ysi s of
internalization (“l”) draws on transacti on-cost
theoriesof thefirm and centresonthefeasibility
of and returns to contracting t he sal e of
i ntangi bl e advant ages to ot her firns. The nost
val uabl e and new advant ages tend to be
internalized, sincethesearethe nost difficult
topriceand contract over tine. The nore nature
ones are easier toprice, | ess subject to
uncertai nty and | ess val uabl e to the owner: these
arelicensed norereadily. Internalization can
al soexplainvertical FO, where aparticul ar

process or functionis |ocated abroad by TNGs
to serveits production system(rather than
subcontracted t o i ndependent suppliers).
Transacti on-cost anal ysi s can al so hel p expl ain
why it isdifficult or costly to contract
i ndependent firns for such arrangenents,
particularlyintechnol ogy-i ntensive or strategic
ativities.

Wi | e t he paradi gmdoes not explicitly
di sti ngui sh between di f f erent modes of FDI
entry, the origins of the paradi gmwere nore
ingreenfieldinvestnents than MAs. On the
“owner shi p” side, the original thesis onwhich
it draws expl ai ned the growth of Lhited S ates
conpanies in terns of an industrial
organi zation anal ysis of barrierstoentryin
setting up newfacilities (Hyner, 1960). The
extensi on nade to mul ti-pl ant operations agai n
was concei ved interns of firns setting up new
pl ants (Caves, 1971). The “internal i zati on”
anal ysi s was based upon wor k expl ai ni ng how
firmboundaries were drawn interns of the
costs of hierarchical control (internalization)
versus narket control (externalization) of their
assets (Qoase, 1937; WIlianson, 1971). The
inplicit settingwas the expansi on of firns by
the bui I ding of newfacilitiesrather thanthe
jont internalizationof assetsbydfferent firns
invol vedin MAs. Wthregardtointernational
i nvest nent i n devel opi ng host countries, the
anal ysis was entirely conducted i nterns of
greenfield FO. Whtil recently, cross-border
MAs inthese countries wererare.

It istherefore useful to consider Ql
factors specifically for MRAs, and to
di stingui sh nergers fromacqui si tions (box
tableV.2.1). Mrgersaretakentoinvol vefirns
of roughly siml ar sizeand capacitythat jointly
internalizetheir “ownershi p” advant ages t o
gai n econom es of synergy, size and scope.
Acquisitions aretakentoinvol ve l arger, nore
poverful or better capitalizedfirns taki ng over
snal | er or weaker ones, and usingthistogain
speedy access tothelatter’s “ownershi p” and
“l ocational " assets. The .l factors can be
consi dered separatel y for the three nai ntypes
of M&As (horizontal, vertical and
congl onerate), bearinginmndthat horizontal
transacti ons account for nearly two-thirds of
cross-border MAactivity (figurelV.2).

Cross-border M&As and their
characteristics call for an adaptation of the
conventional anal ysis. The fact that MAs

/...
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Box V.2. The QLI paradi gmand cross- border MAs (concl uded)

al | owi nvest ors nuch faster accessto, or offer
new, owner shi p advant ages accounts partly
for their growing use in the current
internati onal conpetitive environnent. The
inernaizationfactorsarea sod fferent inthat
thereis/aminternalization, particuarlyin
MAs between simlar firns. Inaddition, the
traditional Q. paradi gmdoes not takeinto
account non- econoni ¢ expl anati ons, such as
personal notivations of nanagers or corporate
responses under strategic i nt er dependence. 2

The traditional Q. anal ysis of |ocational

factorsisthus not particularly relevant in
expl ai ni ng nega ner gers between TNCs,

pool i ng not only t hei r owner shi p-specific
advant ages, but al so the gl obal | ocational

advant ages of their worl dw de producti on
networks. The framework can still be applied
to acqui si ti ons by nore advanced firns of | ess
advanced ones —and so to FO fl ows from
devel oped t o devel opi ng countri es or

econonies intransition.

Box table V.2.1. The QI paradi gmand cross- border MAs

Type

Hori zont al

\é&rticd

Congl oner at e

Mer ger s

O Both firns
advant ages conpl enent i ng
each other inscal e, synergy,
finance or market power.

L: Sandard|ocationfactors
are not rel evant where two
TNCs nerge their gl obal
product i on syst ens.

I: Bothfirns seek togain
econoni es of scal e by
internalizingjoint advan-
tages. Joint internalization
differs from “i nterna-
lization” inusua Ql terns,
but determ nants (tran-
saction costs i n sone sense)
aresinilar. Mrgers provi de
a much faster way of
exploiting each other’s
advant ages.

advant ages t hat conpl e-
ment each other in
different processes of the
product i on chai n.

L: Aswithgreenfield FO,
but al so see hori zont al
Ner gers.

I: Merging firns both seek
to gain security,
i nfornation, finance or
mar ket power, and to
reduce transacti on costs.

have O O Both firnms have O O Both firnms have O

advant ages i n unrel at ed
activities that may have
econoni es of scope, but not
t echnol ogi cal conpl eren-
tarity. Anerger i s thus not
based on Oadvant ages in
the usual sense; it nmay j ust
i nvol ve access to fi nance.

L: Mainly market size/
growt h or prospects of
capi tal appreciation, not
| ocati on advantages i n the
Ql sense.

I: Merging firns seek a
| arger capital base or
economi es of scope, but are
not internalizingtheir O
assets to save on transacti on
COst S.

Acqui sitions

Q Acquiringfirnstendto
have greater Oadvant ages
than acquired firns, or seek
speci fi ¢ new O advant ages
(technd ogy, contacts, etc.).

L: AswithgreenfieldFDO,
except that nany L advan-
tages are “enbodi ed” i nthe
acquired firm

I: AswthgreenfieldFO,
acquiring firns strengthen
thei r conpetitive positions
by internal i zation.

Q Acquiring firns have a
stronger financial or
manageri al base that
all ows themto acquire
vertically linked firns
abr oad.

L: As with horizontal
acqui sitions.

I: Aswithgreenfield FO,
acqui ring firns strengthen
their conpetitive positions
by internal i zation.

QO Acquiring firms have
greater financial and/or
manageri al resources, but
no O advantages in the
usual sense.

L: Mainly narket size and
growt h and prospects of
capi tal appreciation, not
| ocati on advant ages.

I: Acquiring firnms seek
diversificationor econo-
m es of scope, but are not
internalizinginan QLI
sense.

Sour ce:

Sour ce:

UNCTAD,

UNCTAD.

& Inrecent work, the need for adapting the QLI framework to neet newsituations has been acknow edged;
see Dunni ng (1998 and 2000) .
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Quch assets may be cruci al to advance afirms
stat/cadvantages, i.e. itsincone-generating
resour ces and capabilities at a gi ven nonent
inting, or tostrengthenits gyranic advant ages,
i.e itsabilitytosustainandincreasethei ncone
generating asset s over tine (Dunni ng, 2000).
To take j ust one exanpl e of where t he need
for speed —the al ternati ve between “bui | d”
or “buy” —and the search for proprietary assets
cane together: the nai n reason for the | ndi an
conpany Tata Teatoacquire Tetl ey Ltd. inthe
Uni t ed Ki ngdomwas to obtai n access to a
gl obal brand nane and a gl obal distribution
net wor k; reachi ng t he sane obj ecti ve t hrough
organi ¢ grow h woul d have been nore or | ess
i npossi bl e. To quote Tata Tea’ s M ce- Chai rnan
who engi neered t he acqui si tion:

“For us to devel op a gl obal narket inthe
tine frane we had i n nind, the acquisition
of Tetley, withits brand nane and
di stribution system vas the onl'y option. "4

These two mai n advant ages of MBAs
interact wthanunber of other drivingforces,
whi ch play out differently indifferent
i ndustries and nmarkets, and whi ch often
si nul t aneousl y af f ect t he deci si onto undert ake
MAs. Many of the drivingforces |isted bel ow
can al so notivate FOI ingeneral, but, when
speed enters the picture, they tendto favour
MBAs, as the objectives sought for can be
real i zed nore qui ckl y:

e The search for newnarkets, increased
nar ket power and mar ket dom nance;

B fici ency gai ns t hrough syner gi es;
Geater size

Dversification (spreading of risks);

H nanci al noti vati ons; and

Personal (behavi oural ) notivations.

The search for newnarket s and narket
pover is aconstant concernfor firns. Were
donesti c narkets are saturated, inparticul ar,
forei gn ones beckon. H gh transacti on costs
associated with armis-length transacti ons
i nvol vi ng i ntangi bl e asset s may expl ai n why
firns possessi ng owner shi p speci fic capabilities
oftenprefer toexert direct contro (instead of
exporting or |icensing) when expl oitingthem
i n new geogr aphi cal | ocations or industry
segnents. Through MRAs, firns can quickly
access new nar ket opportunities and devel op
critical mass without addi ng addi ti onal
capacity to anindustry. By taking over an
exi sting conpany, i nmedi at e access to al ocal

network of suppliers, clients and skills can
be obtai ned. This notivationis of particul ar
i nportance for cross-border MAs as t he need
for know edge about | ocal conditions i ncreases
when | eavi ng t he hone narket. Beyond thi s,
and especi al |y i n nmarket s characteri zed by
ol i gopol y, MAs can al so be noti vat ed by t he
pursuit for narket pover and rarket adorminance
Especi al |y inthe case of horizontal MAs, the
notivation can well be the search for
oligopolistic positions; in addition,
consol i dat ed mar ket control may provi de
opportunities for anti-conpetitive practi ces ad
i ncreased barrierstoentry.

Antici pated eff/ciency gai ns through
synerg/ es are probably the nost cited
justificationfor M&s. Synergies canbestatic
(cost reduction or revenue enhancenent at a
given point intinme) or dynamc (e.qg.
i nnovat i on- enhanci ng) i n character. Exanpl es
of the forner kind of synergies incl ude the
pool i ng of managenent resour ces (one head
of fi ceinstead of two), revenue enhancenent
by usi ng each others’ marketing and
di stribution networks, purchasi ng synergi es
(greater bargai ni ng pover), economes of scal e
inproduction | eadingtocost reductions, and
t he avoi dance of dupli cation of production,
R&Dor other activities. Dynam c synergies
nay i nvol ve t he mat chi ng of conpl enent ary
resources and skills to enhance a firms
i nnovat ory capabi litieswthlong-termpositive
effects on sal es, narket shares and profits. The
searchfor static synergies nay be particul arly
inportant inindustries characterized by
i ncreased conpetitive pressure, fallingprices
and excess capaci ty, such as inthe autonotive
and def ence i ndustri es. Meanwhi | e, dynanic
synergi es nmay be crucial inindustries
experi enci ng fast technol ogi cal change and t hat
areinnovation-driven, suchas ininfornation
t echnol ogy and pharmaceuticals. The
ef fi ci ency-t hrough-synergy notive is present
for both dorestic and cross-bor der MAs.
However, the scope for rationalization and
i mprovi ng conpany per f or mance by achi evi ng
aninternati onal specializationof theval ue
chain can be particul arly highinthe case of
cross-border investnents that all owfirns to
locate different activitiesinplaceswth
appropri ate nixes of | ocational advantages.

Inaglobalizing econony, greater size
can be acrucial paraneter, particularlyin
operations requi ri ng economes of scal e, |arge
expendi tures for R&D and t he expansi on of
di stribution networks for exanple. 1> Szein
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itself canalsonmakeit noredifficult tobe
t aken over and, therefore, can have a
protective function. Large size can
furthernore create fi nanci al, nanageria and
operational synergies that reduce the
operational vulnerability of firns. Sheer size
nor nal | y neans | ower-cost access toinvestibl e
funds as there are econoniies of scaleincapital

rai sing. 16 I nf ornati on asynmet ri es bet ween
corporate insiders and i nvest ors can make
internal financing nore favourable. 1’ A
conpany can use itsinternal capital narket

by letting cash rich divisions with few
profitabl e projects finance capital expend tures
i n cash poor divisions with better growh
opportunities. Another advantage of sizeis
that larger firns with miltiple operations
acr oss geogr aphi cal | ocati ons and segnent s
can have an advant age i n the col | ecti on and
adopt i on of newi nfornation and i nnovati on.

The si ze noti ve can appl y to bot h donesti c
and cr oss- border MgAs. 18

Afourth driver behind MAs is the
desirefor risk reduction (operational risks,
forei gn exchange ri sks, etc.) through product
or geographi cal narket df versification Hrns
nmay nake cross- border MiAs on t he basi s t hat
i ndustry returns across countries nay be | ess
correlated than within an econony
(Vasconcel | os and K sh, 1998). By acquiring
foreign companies, afirmmay be able to
circunvent tariff and non-tariff barriers and
thereby | ower the I evel of uncertainty. As
intensified global conpetitionandrapid
t echnol ogy devel opnent have led firns to
focusontheir core activities, however, the
product diversificationnotive has becone | ess
i nportant (Mrck and Yeung, 1999), al t hough
geographi cal diversificationplaysarole.

There canbeinportant 7/ nacial not/ves
behi nd MBAs. Stock prices do not al ways
reflect thetruevalue of afirm Apotential
acquirer can, for exanpl e, val ue a conpany’ s
anti ci pat ed ear ni ngs streamhi gher t han current
shar ehol ders do. Bad managenent of afirm
inperfectionsinthe capital narket and naj or
exchange rat e real i gnnent s nay provi de short -
termcapital gai ns to be nade by acquiring an
underval ued firm or affect the ti mng of
pl anned M&As. Such notivations are
particularlyinportant inthe case of portfdio-
type MRGAs and i n econoni es with poorly
devel oped capita narkets or infinancial crisis.
Inaddition, sone MAs are undertaken partly
for tax considerations, e.g. toexpl oit unused
tax shi el ds.

The personal gai ns (or behavi oural)
expl anati on argues that cor porat e nanager s
pursuetheir ownsel f-interest, especia ly were
corporat e governance i s weak (a nani festati on
of what econom sts have denoted the
“princi pal - agent probl ent). 19 They nay seek
expansi on or “enpi re buil di ng” to enhance
executives' power, prestige, job-security or
renuneration, evenwhenthisisnot technically
efficient or intheinterest of sharehol ders
(Baurol , 1967). They can al so be under the
pressure of financial narkets —especially
vher e doubl e-digit grovthrates are consi dered
t he norm—t o show hi gh growt h and profit
rates; MiAs can provide the easiest routein
thi s respect, conpared to organi c greenfiel d
i nvest nent growt h. | ndividual nanagers nay
al so overestinate their ability to nanage
acquisitionsandthink that they are especial ly
vel | equi pped t o make a ner ger-deal work.

The fact ors di scussed so far basical | y
appl y to bot h donesti ¢ and cr oss- bor der MAs.
Inthe case of thelatter, anunber of enpirical
st udi es have specifically anal yzed t he
deternminants of the choi ce between t akeover
MeAs and greenfiel dinvestnents as a node
of entryintoforeignlocations. Inadditionto
the basi c notivations identified above, nany
of these studi es have al so taken fi rmspecific,
host count ry-specific as wel |l as i ndustry-
speci fi c aspects i nto account (box V. 3).

Wiile all factors nentioned here are
i nportant to consi der when expl ai ni ng why
firms undertake cross-border MBAs, it is
sel domonly one factor that is decisive. Infact,
inacross-national conparisontesting several
of the notives for MAs di scussed above, no
hypot hesi s exam ned recei ved consi st ent
confirnation, suggestingthat therearemitip e
reasons si mul taneously at work (Miell er,
1980a). Toput it differently (Sherer and Ross,
1990, p. 159):

“Mergers occur for anyriadof reasons, and
i nany given case, severa different notives
may si mul t aneousl y i nfl uence t he nergi ng
parties’ behavior”.

2. Changes i n the econonic
envi ronnent

So far the principal basic notivations
for undertaki ng cross-border MAs have been
exam ned. But the acqui siti on behavi our of
firnsisasogreatly affected by changes inthe
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econom ¢ and regul at ory envi ronnent and,
when it cones t o cross-hborder MAs, by the
i nternational econom ¢ and regul atory
envi ronnent. Thi s section consi ders sone of
t he maj or changes —as regards t echnol ogy,
the regul atory framework and capi tal narkets
—that have taken pl aceinthe past decade and
that have facilitated cross-border MAs and,
i ndeed, encouraged firns to pursue them

a Technol ogy

The rapi d pace of technol ogi cal change
has i ntensified conpetitive pressures onthe
vorl d' s technol ogy | eaders. Gonsequently, the
costs and ri sks of i nnovation have risenin nost
i ndustries, as has the need to i ncor porate
cont i nuousl y newt echnol ogi es and manage-

nent practices. Hrns thus need nore efforts
tonaintaininnovati vel eads, tofind newareas
of technol ogi cal | eadership, andtokeepupwth
newknow edge and shorter product-1ife cycles.

I n an envi ronment characterized by rapid
t echnol ogi cal change and ri si ng expendi t ur es
for risky R&RD projects, many firns feel

conpel | ed to enter into cross-border MAs as
away of sharingthe costs of i nnovation and
accessi ng newt echnol ogi cal asset s t o enhance
their i nnovatory capabilities. MAs al |l ow
firnmstodothis quickly. Such asset-seeki ng
FO by TNG fromdevel oped (and i ncreasi ngl y
fromdevel opi ng) countriesis arising formof

FO. It islikelyto becone nore conmon as
i ntangi bl e, know edge- based asset s and access
to a pool of skilled peopl e and work t eans
becone nore inportant in the world
econony. 20

Theliterature (see e g Hirzing, 1999) has
identifieda nunber of firmspecific, host-
count ry-speci fi c and i ndust ry-speci fic-factors
that af fect the node of entry of firnsinto
forei gn narkets:

e Firnswithlower RRDintensity are nore
l'ikely to buy technol ogi cal capabilities
abr oad by acqui sition, while those with
strong t echnol ogi cal advant ages tend to
prefer greenfieldventurestoagreater extent.

e Mredversifiedinvestingfirns arelikelyto
enter newnarket s t hrough acqui si ti ons.

e larger TN aretraditional |y nore prone to
acquirethan snal l er ones, althoughthelatter
have shown an i ncreased t endency t o acquire
i nrecent years.

* Thereis weak support that hi gh adverti sing
intensity | eads to nore acquisitions. This
propensity is strengt hened where | ocal firns
can provi de access to di stribution systens
and ext ensi ve know edge of the | ocal narket .

* The greater the cultural and econonic
di st ance bet ween hone and host countri es,
the [ ower the probability of an acquisition.
Mbst MRAs concentrate i n devel oped hone
and host countrieswthsinilar cultural and
busi ness practi ces.

* Acquisitions are encouraged by
i nperfections of capital narketsthat leadto
t he underval uati on of conmpany assets
(Gnzalez et a ., 1998). By simlar reasoni ng,
they are al so encour aged by econom c cri ses
that lead to sharp falls in asset prices

generdly.

Source: UNCTAD.

Box V.3. Deterninants of the mode of FO entry

TN that al ready have an affiliatein a host
country are nore likely to prefer takeovers
as a way of expansionin the sane country,
to avoi d addi ng | ocal production capacity
and conpetition. This finding hel ps to
expl ai n why t he conti nuous i ncrease in
transnational activity wouldleadto a
stronger preference for M&As (Ander sson
and Svensson, 1994).

I n devel opi ng countries, the advant age of
MBAs is rarely access to proprietary
technol ogy or skills (wth the exception of
sone new y i ndustri al i zi ng econom es). The
advantage lies noreinrapi d narket entry,
| ocal mar ket know edge, established
distribution systens and contacts with the
gover nnent, suppliers or custoners.

For firns to choose MBAs i nstead of entry
through greenfiel dinvestnent, there hasto
be a supply of suitabl etarget conpaniesto
acqui re. Thi s may not al ways be t he case,
nmost not ably i n a nunber of devel opi ng
courtri es.

S owgrowthinanindustry favours MAs.
Anunter of the cross-border dealsinthelate
1990s have been undertaken inindustries
characteri zed by over-capacity, fallingprices
and sl owgrow h. Under such conditions,
firns may be rel uctant to add newcapacity
asthat coudfurther deterioratethesituation.
This applies, e.g. torawnateri al - based
i ndustries, such as paper and pul p, steel,
metal mning, petroleumas well as to
mlitary equi pment and t he aut onoti ve
i ndustries (Kang and Johansson, 2000;
UNCTAD, 1999a).
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But t echnol ogi cal devel opnents al so
have ot her inplications. Sone of the nost
i nportant changes relate to the new
i nf ormati on and conmuni cati on t echnol ogi es.
They enabl e a better nanagenent of operations
di stributed worl dw de, and provi de newways
of organi zi ng contacts w thi n and bet ween
firns as well as w th consuners. The use of
el ectroni c conmerce, for exanpl e, makes it
possi bl e torestructure the supply chai n and
reduces t he cost s of reachi ng | arge consuner
narkets. By | oweringtransport, infornation
access and communi cati on costs, technical
progress has dramati cal | y shrunk econonic
space. Qe result is noreintense conpetition,
as forei gn conpetitors nay be abl e to del i ver
goods and servi ces nore cheapl y, technol ogi es
arediffused norerapidly and infornationis
nor e broadl y avai | abl e. Anot her, however, is
that TNG can conpet e nore ef fectivel y. They
can comuni cate better across their
international production systens, transfer
goods and per sonnel across borders nore
cheaply and break up production and
nanagenent processes to | ocat e sub- processes
indfferent countriesto nini mze cost. Even
bet ween di f ferent headquarters operati ons —
finance, strategy, RD design, nmarketing —
| ocational |inks are bei ng | oosened, as sone
TNCs pl ace sone of these operations in
di spersed sites. 2

Technol ogi cal change t hus has an
i npact onthe size of firns, reduces costs and
facilitates better nanagenent of far-flung
transnati onal operations. It allows new
managenent systens to be applied nore
effectively across the gl obe, and nakes gl obal | y
i ntegrated producti on systens nore feasi bl e
and cost -ef fective. G oss-border MAs pl ay a
critical roleinallowng TNG to set up and
expand t hese systens to devel op a portfolio
of locational assets. Asaresult, too, TN gai n
nmor e experience i n “di gesting” acquired
enterprises intoexisting corporate systens
whi ch, inturn, nakes the MRA rout e nore
entici ng than bef ore.

b Qhanges I n the pol i cy and
regul at ory envi ronment

If thecrucia rol e of technol ogy nakes
asset - seeki ng FDI nore i nportant and
t echnol ogi cal changes have facilitated the
operationof international production systens,
changes in the policy and regul atory
envi ronment during the past decade have

provi ded nore space for these systens to
expand, i ncl udi ng t hrough MBAs. Key here
aretheliberalizationof FO andtrade regines,
regi onal econonic integration, privatization
and t he deregul ati on of various industri es.

@) Policies on A0 and cross-
bor der MRAs

The i beralizationof FO regi nes has
conti nued apace, typicallyonaunilatera basis.
Mbst countries are nowtryingtoattract direct
i nvestnent, not just by renovi ng restrictions,
but al so through active pronotion and by
provi di ng hi gh standards of treatnent, |egal
protection and guarantees. d the 1, 035 FO
regul at ory changes bet ween 1991 and 1999 i n
over 100 countriesinall regions, 974 went in
thedrectionof facilitating A infl ows (chapter
I). Exanpl es of such changes rel evant to MAs
i ncl ude t he renoval of conpul sory j oi nt
venturerequirenents, restrictions onnajority
owner shi p and aut hori zati on requi renent s.
The international regul atory franmework has
al so been strengt hened, especi al |y throughthe
concl usion of bilateral investnent protection
and doubl e taxation treaties (chapter 1).
Miltilateral agreenents support these trends.
For instance, WiOagreenents | init the use
of certaininvestnent-rel ated neasures t hat
affect trade, likeloca content requirenents on
TN, and certai ntypes of export requi renents.
Wr | d Bank and | M- pr ogr ammes encour age
countries to adopt nore open, transparent and
vel coning regi nes towards foreigninvestors.

As FO regines typical ly apply toboth
greenfieldinvestnent and cross- border MeAs,
thelatter have al so beenfacilitated by FO
policy liberalizationin devel oped and
devel opi ng countries. Asurvey of theliterature
deal ing with nore than 100 national FD
regul at ory franeworks reveal s that nost | ans
dealingwith FO do not explicitly make a
di stinction between greenfi el dinvest nent and
MBAs. 22 Thus, when i ndustries are renoved
fromclosedlists, bothforns of A aretypicaly
permtted; and when restrictions on foreign
owner shi p are renoved, naj ority acquisitions
of donesticfirns arealsoalloned. Wthinthis
overall trend, however, a nunber of host
countries have various policy instrunentsto
deal wth cross-border Ms, incl udi ng speci al
aut hori zati on requi renents for cross-border
MAs under their FO laws, as e.g. in Ml aysi a
(box V. 4), Ganada (box V.5) and, until recently,
New Zeal and and Saeden. Sone countri es al so
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have i nstrunent s t o screen cross- border MiAs
for particul ar purposes, e.g. national security
consi derations (box V.6). Moreover,
gover nnent s nay reserve t he right to approve
sone proposed i nvest nent proj ects and r g ect
or nodi fy others to preserve inportant public
interests. Furthernore, when governnents
screen FO projects, it may wel |l bethat nore
greenfi el d proposal s have been approved t han

MBAs; but as the rel evant bodi es do not
nornal |y publ i shtheir resul ts and reasoni ng,
no preci se concl usi ons are possible. Fnally,
gover nnent s have soreti mes kept “gol den
shares” inprivatized conpani es in order to be
abletopreserve essertia strategicinterests;
gol den shares have been used to veto
undesi rabl e furt her changes i n owner shi p and
control of the privatized conpany.

The Forei gn | nvest nent Cormittee (FIQ
Qui del i nes of 1974 were formul ated to establ i sh
aset of rulesregardingthe acquisitionof assets
or any interest, mergers or takeovers of
conpani es and busi nesses. Through t hese
Qui del i nes, the Gover nnent endeavours to
reduce the i nbal ances inthe distribution of the
corpor at e weal t h and t o encour age t hose f or ns
of privateinvestnent that woul d contributeto
t he devel opnent of the country i n consonance
wthits econonic objectives. The Qi del i nes
provi de that the proposed acqui sition of assets
or any interest, nergers or takeovers:

(@ Shouldresult directlyor indirectlyina
nor e bal anced Ml aysi an participationin
owner shi p and contral ;

(B Shouldleaddirectlyor indirectlyto net
econom ¢ benefitsinrelationto such
matters as the extent of Ml aysi an
participation, particul arly Bum putera
partici pati on, ownershi p and nanagenent,
i ncone distribution, growh, enpl oynent,
exports, quality, range of products and
servi ces, econom c diversification,

nateria, training, efficiency, andresearch
and devel opnent ; and

(@ Shoul d not have adver se consequences i n
terns of national policiesinsuchnatters
as def ence, environnental protection or
regi onal devel oprent .

They al so provi de that the onus of proving
that the proposed acqui sition of assets or any
interest, nergers or takeovers of conpani es and
busi nesses i s not agai nst t he obj ectives of the
New Economi ¢ Policy is on the acquiring
parties concerned.

The GQui del i nes apply tothe fol | ow ng:

Source Nal aysia, Mnistry of FH nance, 2000.

Box V.4. Ml aysia s guidelines for theregul ati on of acquisition of assets,
ner gers and t akeover s

processi ng and upgradi ng of | ocal raw

(3 Any proposed acqui sition by foreign
interests of any substantial fixedassetsin
M aysi a;

(5 Any proposed acqui sition of assets or any
i nterest, nergers and t akeovers of
conpani es and busi nesses i n Ml aysi a by
any neans, whichw || result in ownership
or control passingtoforeigninterest;

(@ Any proposed acqui sition of 15 per cent
or nmore of the voting power by any one
foreigninterest or associ ated group or by
foreigninterestsinthe aggregate of 30 per
cent or nmore of the voting power of a
Mal aysi an conpany or busi ness;

(d Control of Ml aysi an conpani es or
busi nesses t hrough any formof joint -
venture agreement, managenent
agreenent and techni cal assi stance
agreenent or ot her agreenent ;

(@ Any rerger and takeover of any conpany
or business in Ml aysi a whet her by
Ml aysi ans or foreigninterests; and

() Any other proposed acqui sition of assets
or interests exceedi ng in val ue of RVG
m | Iion whet her by Mal aysi ans or forei gn
inerests.

The Qui del i nes, however, do not apply to
speci fic proj ects approved by t he Gover nnent
conpri sing the fol | ow ng:

(@ Acquisitionby Mnistries and Gver nnent
Cepart nent s;

(B Acquisition by Mnister of Finance
I ncor porated, Menteri Besar | ncor porated
and S ate Secretary | ncorporat ed; and

(@ Privatization projects approved by the
Federal or Sate Governnent.




148 World Investment Report 2000: Cross-border Mergers and Acquisitions and Development

But the practice of countriesinthis
respect has al so changed over time. An
exanpl e i s the Republ i ¢ of Korea which, until
1998, di d not experience forei gn purchases
of mjorityinterestsinloca firns, but which,
intheface of the Asianfinancia crisis, opened
all industriesto MRAs, except for afew
sensi tive ones (box V. 7). Thail and represents
anot her country that, inresponse tothe
financial crisis, liberalizeditsregul atory
envi ronnent for cross-border MiAs and even
promot ed t hem 23 The ASEAN | nvest ment
Aea asoinresponsetothefinancia crisis,
extended in Decenber 1998, and for a
speci fied period of tine, variousincentives
t o cross-border MBAs ( ASEAN 1998).

WileF poiciesarebengliberaized,
cross-border MAs are i ncreasi ngly revi ened
as part of conpetition policy. By June 2000,

sone 90 count ri es have adopt ed conpetition
| ans or wereinthe process of doi ng so (table
V.1). Merger reviewsystens have been w del y
used for this purpose in a nuniber of devel oped
countries for nmany years (UNCTAD, 1997a).
Duringthe past fifteenyears or so, such systens
have al so been adopt ed or strengthened in
devel opi ng countri es and econom es i n
transition. 24 Thus, rather than the bl anket
restrictions onforeigntakeovers inposedin
past years under FO | aws, MRATevi ews under
conpetition|aws proceed on a case-by-case
basi s, wth conpetition concerns constituting
t he key benchrmark. By and | arge, conpetition-
based MA T evi ews do not tend to discri mnate
bet ween cr oss- bor der and donesti c MRAs.
Thus, a switch frominvest nent to conpetition
control virtually always represents a step
towards liberalization.

CGanada has traditional Iy rel i ed heavil y on
FO tofurther its economc devel opnent. Inthe
1950s, it beganto neasure the |l evel of foreign
control incertainindustries andto anal yze the
costs and benefits of foreigninvestment,
prinarily foreigntakeovers. As aresult, Ganada
introduced certainlans andpoliciestoregul ate
foreigninvestnent. During the 1980s, however,
nost of these regul ations were renoved except
for afew includingthe 1986 /mvestnemt Canada
Viog

Under the /nvestnent Canada Act, all
forei gn t akeovers of Canadi an conpani es are
subject tonotificationtothe Governnent;
however, only significant ones are formal |y
revi ewed. Foreign takeover proposal s are
assessed on the basi s of their “net benefit” to
Ganada. The factors of net benefit onwhichthe
assessnent i s based i ncl ude:

(a) Theeffect of theinvestnent onthelevel and
nat ure of econonmc activity i n Canada,
i ncl udi ng t he ef fect on enpl oynent, on
resour ce processi ng, onthe utilization of
parts, conponents and servi ces produced
i n Canada and on exports fromCanada;

(B The degree and si gni fi cance of participation
i n the Canadi an busi ness or new Canadi an
busi ness and i nany i ndustry or industries
i n Canada of whi ch t he Canadi an busi ness
or new Canadi an busi ness forns or woul d
forma part;

SQurce UNCTAD based on Chudy, er a/, 2000.

Box V. 5. Canada’ s regul atory regi me on cross-border MAs

(© The effect of the investnment on
productivity, industrial efficiency,
t echnol ogi cal devel opnent, product
i nnovat i on and product vari ety i n Ganada;

(& Theeffect of theinvestnent on conpetition
wthinanindustry or i ndustries in Ganada;

(@ The conpatibility of theinvestnent wth
national industrial, econonc and cul tural
policies, taking into consideration
industrial, economc and cul tural policy
obj ecti ves enunci at ed by t he Gover nnent
or legislature of any provincelikelyto be
significantly affected by the i nvest nent ;
and

f The contribution of theinvestment to
Canada’ s ability to conpete inworld
nar ket s.

Mbst proposal s for forei gn takeovers of
Canadi an firns are revi ened and appr oved
quickly (i.e. wthin45days), athoughlarge and
conpl ex ones sonet i nes need | onger tine for
review In 1999, there were 700 foreign
takeovers of CGanadi an busi nesses, and bet ween
5and 10 per cent werereviewed. As arul e,
reviewabi lity is based onthe asset val ue of the
Canadi an busi ness t o be acqui red, whi ch was
184 nillion CGanadi an dol | ars i n 1999 and has
been set at 192 nillion Canadi an dol | ars for
2000. Canada’ s | aws on forei gn t akeovers are
applicabletoinvestors fromall countries.
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(ii) Qher changesinthe

regul at ory envi r onnent

Trace/iberalizati ongathered paceinthe
1990s wi t h t he concl usi on of the W uguay
Round. The cumul ati ve ef f ect has been a radi cal
change i nthe signal s and conpetitive setting
H rns nowf ace

nore i ntense conpetition at hone as wel | as
abr oad.

Thefarmationof regioel freetraok areas
has facilitated both greenfi el d i nvest nent and
cross-hborder MeAs i n several ways. Regi onal
trade agreenents enl arge t he si ze of the

i nmedi at el y accessi bl e narket for firns, and

Box V. 6. Qontrol of cross-border MAs i nthe Lhited Sates: the Exon-H ori o provi sion

Section 5021 of the Lhited Sates OQmi bus
Trade and Conpetitiveness Act of 1988
anended Section 721 of t he Def ense Product i on
Act of 1950 and provi des authority to the
Presi dent of the Lhited S ates to suspend or
prohi bit any forei gn acquisition, nerger or
takeover of alhited Sates corporationthat is
determinedtothreatenthe national security of
the Lhited S ates. The Gvernnent can exerci se
this authority under section 721, al so known as
the “Exon-H orio provi sion’, toblock aforeign
acquisitionof alhited Sates corporationonly
if the President finds that:

» Thereis credibl e evidence that the forei gn
entity exercizing control mght take action
that threatens national security; and

* The provisions of | aw, other than the
I nternational Emergency Econom c Powers
Act, do not provi de adequat e and appropri ate
authoritytoprotect national security.

The Exon-H orio provisionis i npl enent ed
by the Conmttee on Forei gn I nvestnent inthe
United States (CFlI US), an inter-agency
committee chaired by the Secretary of the
Treasury. To assi st i n naking a det er ninati on,
t he Exon-H ori o provi sion provi des for witten
notice of an acqui sition, nerger or takeover of
alhitedSates corporationby aforeignentity.
After reviewngthe notifiedtransaction, in
sone cases it nay be necessary to undert ake an
i nvestigation. This nust beginnolater than 30
days after notification. Anyinvestigationis
requiredto end w thin 45 days. I nformation
provi ded by conpani es i s hel d confidentia and
cannot be nade publ i c except i nthe case of an
admini strativeor judicial action.

The Exon-Fl orio provisionlists the
following factors that the President or a
desi gnee nmay consi der in determning the
ef fects of a foreign acquisitionon national
security:

» The donesti ¢ producti on needed for proj ected
national defense requirenents;

» The capabi l ity and capacity of domestic
i ndustries to neet national defense
requi renents, includingthe availability of
human resour ces, products, technol ogy,
naterials, and ot her suppl i es and servi ces;

* The control of donestic industries and
conmercial activity by foreigncitizensasit
affects the capabi lity and capacity of the
Lhited Sates to neet the requirenents of
nati onal security;

» Thepotentia effects of thetransactiononthe
sales of nmilitary goods, equi pnent or
technol ogy to a country that supports
terrorismor proliferates mssil e technol ogy
or chem cal and bi ol ogi cal weapons; and

» The potential effects of the transaction on
Lhi ted S ates technol ogi cal | eadershipin
areas affecting United States nati onal
security.

The Exon-H ori o provi si on was anended
by Section 873(a) of the National Defense
Aut horisation Act for 1993 whi ch requires an
i nvestigationin casesinwhich:

» Theacquirer iscontrolledby, or acting on
behal f of, aforeign governnent; and

» Theacquisition“couldresult incontrol of a
person engaged i ni nterstate conmerce inthe
US that coudaffect thenational security of
theUus.”

Accordingtothelatest statistics pudlished
by the General Accounting dfice of the Lhited
Sates (box tableV.6.), 1,258 notifications of
forei gn MBAs wer e nmade to t he CFI US under
t he Exon- H ori o provi si on bet ween 1988 and
1999. G these, 17 vereinvestigated, sevenvere
w t hdrawn before the final determ nati on was
nade and t he Presi dent bl ocked one.

/...
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soattract foreigninvestors to servethemby
setting up newfacilities. They can enhance
nar ket transparency and, if they |ink national
currenci es, | ower the costs of cross-border
transactions. |If they incorporate i nvest nent
agreenent s, they nake MAs nor e feasi bl e.
Froma TNC per specti ve, the need to establ i sh

alocal presenceis particularly strongif an
integrating area sets up hi gh conmon ext er nal
tariffs; but evenlowexternal barrierstotrade
can be a powerful nagnet inrich or expansi ve
regi onal markets. The formati on of the
Eur opean Communi ty, for instance, provided
anmajor stimulus toinward FO and pronot ed

Box V. 6. Qontrol of cross-border MAs inthe Lhited S ates:
t he Bxon-H ori o provi si on (concl uded)

Box table V.6.1. O spositionof CAWnotifications,
Qct ober 1988 - Decenber 1999

CFl US Notifications Notifications Presi dent
Year notifications i nvesti gat ed w t hdr awn bl ocked
1988 14 1 -
1989 200 5 2 12
1990 295 6 2 -
1991 152 1 - -
1992 106 2 1b -
1993 82 - - -
1994 69 - - -
1995 81 - - -
1996 55 - - -
1997 62 - - -
1998 63 2 2 -
1999 79 - - -
Tad 1 258 17 7 1

Surce:

SQurce  lhited Sates, General Accounting Cifice, 1995, p. 4, based on GFl US data as

of January 1995, and Uhited States , OFl US data up to Decenber 1999.

2 Inthis case, the President ordered the Chi na National Aero-Technol ogy | nport and
Export Corporation, an aerospace conpany of China, to divest fromMAMIO which
involved alhited States aircraft parts nanufacturer.

b Theinvestors withdrewtheir offer onthe last day of theinvestigationof this case, which
i nvol ved t he acqui si tion of LTV Mssiles D vision by Thonson- CSF.

Lhited Sates, Departnent of the Treasury, Gficeof Internati onal |nvestnent, 2000

Box V. 7. The Republic of Korea' s shift in policy on cross-border MAs

I nthe wake of the 1997 financia crisis,
the country’s policy towards FD through
M&As changed as t he Gover nirent sought to
overcone the crisis by increasing foreign
exchange liquidity. By My 1998, therestrictions
on the forei gn acqui si tion of donestic shares
inthe stock market, and restrictions on MAs
and | and acqui si tion by forei gners, had been
abol i shed. Controls remainonly inafew
industries sensitivetonational security, public
heal t h and envi ronnent protection. Restrictions
on forei gn equi ty owner shi p wer e abandoned
innost i ndustries, and even hosti | e t akeovers
by forei gninvestors have becone possi bl e.

urce:

Comrer ce, | ndustry and Ener gy.

UNCTAD, based on Yun, 2000; and i nformnation provi ded by the Republic of Korea, Mnistry of

The newi nvest nent pol i cy, however, still
slightly favours greenfield over MRA
i nvestnent. For exanpl e, nost of the newy
i nt roduced neasures (ot her than the abolitions
inshare acquisitions), suchasthecreationof a
foreigninvestnent zone and tax i ncenti ves,
basicallyinplyinvestnentsingreenfieldform
Thus, the tax regi ne favours greenfiel d FO
rat her than MBAs by al | owi ng reducti ons of
t axes on corporat e i ncome, acqui sitions,
registration, property and | and under vari ous
| ans. Thi s benefits acqui sition of assets, which
are consi dered to be greenfiel dinvestnent (as
opposed to acqui si tion of shares, whi ch are not)
under the | aws of the Republic of Korea.
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restructuring by national, regional (intra-B)
and cross-border (non-EU) MAs (UNCTC,
1993). The initial inpetus was greatly
strengt hened by the creati on of asingl e narket
and, nore recently, the launch of the Eiro,
whi ch adds to conpetitive pressures and to
the restructuring of previously segment ed
nar ket s. | ncreased conpetition underlines the
rol e of rapi d responses by conpani es, thus
favouring cross-border MAs i n particul ar.
Regi onal trade agreenents i nthe devel opi ng
worl d, |ike ASEANIi n Sout h- East Asi a and
MEROOBLR i n Latin Arerica, are stimlating
simlar restructuring, evenif the markets
involvedare not as largeandtheintegration
processes | ess i nt ense.

Inparallel wthtradeliberalizationand
regional integration processes, there has been
W despread pr/ vat/ zat i onand deregul at i on of
activities, nmost notably in such service
industries as tel ecormuni cations, trans-
portation, power generation and fi nanci al
servi ces. These changes have provi ded anot her
stimul us to MAs i n general and cross- bor der
onesinparticular. Privatization progranmes
i n many devel opi ng countri es and econom es
intransitionhaveincreasedthe availability of
donestic conpani es for sale. Infact, the
coni nati on of privatizati on and deregul ation
has created a nunier of newTNGs. Previ ously
state-owned utility conpani es, for exanpl e,
faci ng newconpetitive pressures at hone, have
responded by becor ng dynam c i nter nati onal
investors. InEurope, activitiesthat have | ong
been strongl y honebound, |i ke water supply,
power generation, rail transports, tele-
communi cat i ons, and ai rport construction, are
nowpopul at ed by transnati onal operators. The

first wave of expansion (wth foreign
participationinprivatization) isbeingfadlowed
by further consolidationandrestructuring, wth
MAs againset toplayavital role.

c Qhanges incaoital narkets

Cross-border MAs have been
facilitated by changes inworldcapita narkets.
The i beralizationof capital novenents, new
i nformati on t echnol ogy provi di ng i nst ant
i nformati on across the gl obe, nore active
nmar ket internedi ari es, and newfi nanci al
i nstrunent s have had a prof ound i npact on
MBA activity worl dw de. Whereas t he
liberalizationof capital narkets sincethe md-
1980s had a ready great|y facilitated the gronth
of cross-border M&As, nost devel oped
countri es nowhave conpl etely liberalizedtheir
capital accounts, wthvirtual |y unrestricted
facilities for cross-border | oans and credits,
foreign currency deposits and portfolio
i nvestment. More recently, financial
transacti ons have al so been substantial |l y
l'iberalizedin nany devel opi ng countri es.

I'naddition, theincreased use of cross-
border M&As mrrors changes i n t he narket
for corporate ownershi p. The nunber of
avai | abl etargets, both among publicly listed
and non-listed firns, isrising. K nancial
advi sor s have been expandi ng t hei r operati ons
and are nore w del y presenting potentia “deal
opportunities” toprospectiveclients. The bul k
of the naj or cross-border deal s are handl ed
by a snal | nunber of |arge deal nakers, nost
of vhicharebasedinthe Lhited Sates (table
V. 2). The grow ng denand for acquisition
targets is addi ng to a sense of urgency.

Table V.2. Wirldw de MRA advi sor ranki ngs (deal s conpl eted, January-June 2000)

Val ue of deal s

Rank Advi sor Nationality (Bllionddlars) Nunber of deal s
1 Gol dman Sachs Lhited S ates 901 168
2 Morgan Stanl ey Dean Wtter Lhited S ates 808 195
3 Merrill Lynch Lhited S ates 757 124
4 Cedit Suisse Frst Boston Swi t zer | and 386 173
5 JP Mor gan Lhited S ates 359 107
6 UBS War bur g Swi t zer | and 345 105
7 Rot hschi | d Luxenbour g 255 73
8 Deust che Bank Ger many 240 97
9 Sal onon Snit h Bar ney Lhited S ates 227 156
10 Lazard Lhited Sates 214 77
11 Chase Manhatt an Lhited S ates 208 82
12 Bear Stearns Lhited Sates 206 37
13 Lehman Brot hers Lhited S ates 184 97
14 Donal dson, Lufkin & Jenrette Lhited S ates 118 157
15 RBC Domi ni on Securities Canada 77 12

Surce UNCTAD based on Anancial 7imes, 5 July 2000, p. 15.
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Mearwhi | e, cor por at e execut i ves are al so under
i ncreased pressure fromt he stock market to
participate activelyintheg oba restructuring
process to sei ze potential opportunities. This
conbi nes wi th newways of financing naj or
transactions. Theliberaizationof foreignequity
owner shi p has facilitated MAs based on st ock
swaps rat her than cash deals. (As notedin
chapter IV, anunber of nega deal s have been
financedinthisway; see box IV.6.) Myjor MAs
have al so beenfacilitated by therise of stock
narkets andanpleliquidityincapital narkets,
which has al lowed firns torai sel arge amount s
of noney t hr ough banks and bond i ssues. This
was accent uat ed by the i ntroduction of the
si ngl e Eur opean currency, whi ch has creat ed
aliquidnarket i n European cor porat e bonds.
Conpani es are i ncreasi ngly i ssui ng Eur o-
denoni nat ed bonds to refinance debt and to
rai se noney for takeovers. For exanpl e, the
ri se of the Euro-denoni nat ed cor por at e bond
nar ket and t he under | yi ng Eur o- syndi cat ed
| oan narket greatly facilitated Qivetti’s
acqui sitionof Tel ecomltalia(Qucci, 1999).

It appears al so that the increasing
gl obalizationof capital narketsis contributing
to acertai n convergence of different systens
of corporat e gover nance and fi nanci ng patt erns
(Maher and Ander sson, 1999). (heindicati on
of thisis theincreased acceptance of MiAs
around the worl d. As noted earlier (chapter
IV.B), the Uhited States and t he United
Ki ngdomr enai n t he nost active countries wth
regardto MAs, but the inci dence of takeovers
(donestic as wel | as cross-hborder) has al so
i ncreased i nboth continental Europe and Japan.
The frequency of MAs al so rai ses questi ons
rel at ed t o cor porat e gover nance, i ncl udi ng as
regards the protecti on of ninority sharehol ders
and the rol e of other stakehol ders. %

C Asecuar trend

The forces underlying the dramati c
growt h of cross-border MAs are conpl ex and
vary by i ndustry and country. I nessence, they
reflect a gynamic 7 nt eract 7 onbet ween changes
inthe gl obal environment observedinthe
precedi ng secti on — newt echnol ogi es, policy
liberalization, deregulationandprivatization,
and changes i n the capital narket —and the
nul titude of basic factors notivatingfirnsto
undert ake cross-border MAs (figure V. 1).
MBAs are part of a process of regional and
gl obal restructuring, inwhich actions by
national andinternational policy-nmakers

trigger responses by firns and vi ce versa.

Wiilethis processisfar fromconpl ete
anditsincidenceis highly uneven, itsdirection
isquiteclear. The ng or changes that have
sinul taneousl y taken placeintheinternati onal
busi ness envi ronnent have prof oundl y af f ect ed
the settinginwhichfirns are operating and
have provi ded new and expanded busi ness
opportunities, aswell as risks.

The advent of theinternet has added
tothisasit stimlates MAactivity between
“ol d econony” and “new econony” firms in
search of opportunitiesandasit nay leadfirns
totry tofind newsol utions to sone of the
probl ens t 0 whi ch MBAs have traditional |y
represented the sol ution. Anexanpleisthe
busi ness- t o- busi ness exchanges, whi ch nay be
akinto functional nergers.

Inthis newand continuously evol vi ng
envi ronnent, the key strategicissuefor firns
becomes howt o survi ve and prosper, know ng
that thereis amarket for firns and t hat
sanctions anait themif they fail to deliver
gronth and profits. Qhe such sanctionistobe
takenover. Al the basic notivations for firns
t o undert ake cross- bor der MAs t hen conbi ne
t o becone key el enents i n t he overarchi ng
strategi c goal to defend and devel op
conpetitive positions. Goss-border MAs are
grow ng so rapidly i ninportance preci sel y
because they provide firns wththe fastest way
of acquiringtangi bl e andintangi bl e assetsin
different countries, and because they al | ow
firns torestructure existing operations
national ly or globallytoexploit synergiesand
obtai nstrategi c advantages. Inbrief, cross-
border MeAs al l owfirns rapidly to acquire
aportfolioof locational assets, whi ch has
becone a key source of conpetitive strength
inaglobalizing econony (UNCTAD, 1995a).

The fact that aconsiderabl e part of the
current expansi on of MAactivity consi sts of
najor dealsinindustriesinvwhichalinited
nunber of conpani es doni nat e t he mar ket ,
| eadi ng to a consolidationat the regi onal or
ol obal level, suggeststhat strategicinteracti ons
anong the | eadi ng firns al so pl ay an i nport ant
rol e. I ndeed, under conditions of strategic
i nt er dependence and uncertai nty, once the
est abl i shed equi |'i bri umi s di sturbed by t he
nove of anaj or player (say, toacquireaforeign
conpany) it can be expected to have a strong
i npact on key conpetitors andtotrigger a
chai n reaction of counternoves at both
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donestic andinternational |evels byrivals
anxi ous to protect their positions (Schenk,
1996) . 26 By pur sui ng a nerger or acqui Si ti on,
nanagerent nini m zes the | argest possi bl e
regret, whi ch occurs when ex post successf ul
noves by ot her pl ayers have not beeninitated,
or when t hey t hensel ves becone atarget for
atakeover. Thus, evenfirns rel uctant to pursue
this course may be forcedintoit for fear of
becom ng an acqui sition target thensel ves.
Such pre-enpti ve actions can be i ntended t o
create “strategic confort” rather than
shar ehol der val ue or econonic weal t h (Schenk,
1999). Moreover, if they do not nove qui ckly
enough, there nay be fewer desirabl e partners
left. By noving, however, they wll helpanplify
a nerger wave that has just started.

Li ke nost previ ous naj or MRA waves,
t he current MRA boomhas coi nci ded with
st rong econom ¢ growt h and buoyant st ock
prices. This suggests that the present | evel of
MAactivityislikelytobe affected by changes
i n the busi ness cycl e, by stock market
corrections and by possi bl e i nterventi ons by
antitrust authorities. 2’ However, as | ong as
changes i n t he busi ness envi ronnent cont i nue
tofacilitate cross-border M¥As — i ndeed,
conpel firns to pursue them-the vol une of
cross- border MgAs may wel | oscil | ate over
tine, but it can be expected to do so on an
upwar d trend.

D Anintriguing historical
pardléd

Maj or changes in the ownership
structure of firns by neans of MeAs are not
a new phenonenon. | nfact, one of the | argest
and nost si gni fi cant waves of M¥As in history
took placeinthe Lhited Sates around t he end
of the nineteenth century, reachingits clinax
bet ween 1898 and 1902 ( Chandl er, 1990).
During these five years, firns accountingfor
per haps as much as one-hal f of the United
S at es nanuf act uri ng capaci ty were i nvol ved
in MeAs (Bittlingnayer, 1985). That wave
radi cal | y changed the i ndustrial structure of
the lhited Sates, settingthestagefor therd e
of “bigbusiness” inlhited Satesindustryin
thetwentiethcentury. National Bscuit, U5S3ed
and I nternational Harvester were anong t he
nmany firns born out of the MBAs t hat t ook
pl ace duri ng t hi s boom

What were the nmai n factors behind the
wave of the end of the nineteenth and early
twentiethcenturyinthe Lhited Sates?Isit

possi bletodrawparal l el s betweenit and t he
current worl dw de i ncrease i n cross- bor der
MBA act i vi ty? The t wo waves do seemt o have
much i n conmon.

1. Factors behindthe Lhited S ates
wave at the turn of the past century

Ther e have been nany attenpts to
explainthis Lhited S ates nerger wave, and
several major driving forces have been
identified. 2 Themainfactors arerel ated to
i nportant changes i n t he busi ness envi r onnent
that set off aseries of corporateresponses. These
changes fall intothree categories: technal ogy,
financial narkets and regul atory factors.

* Technol ogy. The Lhited St ates MeA boom
coi nci ded w th the overl ap of two “l ong
waves” of technol ogi cal devel opnent. The
| ast quarter of the nineteenth century
nar ked t he end of one | ong wave, whi ch
i ncl uded t he devel opnent of st eampower,
the rai lway and t he tel egraph, and t he
beginning of thenext: theriseof e ectrica
and heavy engi neeri ng ( F eenan and Per ez,
1988). The growt h of the railroad and
t el egraph network si gni ficantly reduced
information and transportation costs and
brought firns fromvarious regi onal
narkets together indirect conpetitionin
asinglenational narket, increasingthe
i ncentives for firns toenhance their narket
power (Bain, 1944). The electrical and
heavy engi neering i ndustri es opened t he
way for the devel opnent of avariety of
new products, as well as significant
i nnovat i ons i nthe producti on process, wth
unpar al | el ed cost advant ages t hr ough
econonies of scal e and scope i n producti on
and distribution as aresult. These
innovations ledto the creation of new
industries and the transfornati on of nany
ol d ones. Thus, technol ogy af f ect ed
acquisitionsintw ways. Frst, | ower costs
of transporting goods and peopl e and of
communi cati ng over | ong di stances nade
it possiblefor firns toconpeteinalarger
nati onal narket, and to seek the benefits
fromeconom es of scal e and grasp first-
nover advant ages i n bui | di ng a nati onal
producti on system Second, newindustries
were bornout of technol ogi cal progress and
firnsintraditional industrieswere forced
to respond t o new product i on and nar ket
opportuni ties, oftenthrough consolidation.

* Fnancial markets. The second factor
rel ates to changes i n capital narkets and
t he way i nvest nent was financed. Prior to
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t he MBRA wave, nost new enterprises
relied on | ocal businesses and venture
capitalistsfor theinitial capital, andon
| ocal banks for working capital. A the
end of the nineteenth century, newways
of financi ng were i ntroduced as i nvest nent
bankers, especi al | y t hose experiencedin
rail road finance, becane increasi ngly nore
i nvol ved i ninstigating and fi nanci ng
industria MAs. 2 A the sane tine, the
organi zed securi ti es exchanges ener ged
asinportant institutionsinthe financial
mar ket. During the MBA wave, which
was t hen charact eri zed by a buoyant st ock
nar ket , | arge-scal e consol i dati ons were
greatly facilitated by t he exchange of
shares, whi ch becarne t he predoni nant
nmode of financi ng maj or MBAS.

Regul atory factors. This third category of
expl anatory factors concerns changes inthe
| egi sl ati ve envi ronnent concerning, in
particul ar, conpetitionandincorporation
| aws. The nost i nportant was t he passage
of the Sherman Antitrust Act in 1890 and
a nunier of subsequent court rulings. The
Sherman Antitrust Act was passed in
response t o w despread anti - conpetitive
col | usi on bet ween nanuf act urers i n nany
industriesinthelast quarter of the
ni neteenth century, first through i nfornal
agreenents on price and out put and t hen
fornal i zed i ntrade-associ ation cartel s. 3
Wil e a series of Suprene Gourt rulings
bet ween 1895 and 1899 est abl i shed t hat
closeinter-firmcooperationthroughtrade
associ ations was anti-conpetitive and
actionabl e under the Act, MBAS renai ned
unchal | enged by the courts until 1903, 3!
Thi s wi ndowof opportunity, together wth
increasing difficulties in enforcing
contractual agreenments by trade
associ ati ons, nade MAs t he mai n neans
of achi eving greater narket control, and
hast ened t he transfornation of trade
associ ati ons i nt o nerged cor por at i ons
(Chandl er, 1990). 32

The consol i dati on process was furt her
facilitated by changes i n the general
i ncorporationlaws, whichpernittedthe
formati on of hol di ng conpani es that night
operateonanational scale Inthiswayit
becane possible to centralize the
admini stration of constituent conpani es
and concentrat e productionin a snall
nunber of |arge plants (Chandl er, 1990).
Such changes were first enactedinthe state
of NewJersey, which, asaresult, accounted
for al nost 80 per cent of all consalidation

2.

capi talizations between 1895 and 1904
(Nel son, 1959).

Parall el s wththe current wave

The three factors that expl ai n a good

part of the MAwave inthe Lhited S ates at
the end of the nineteenth century al so seem
to be at work today:

Technol ogy. As at the end of the nineteenth
century, recent decades have been
characteri zed by nmaj or technol ogi cal
change. Inparticular, the 1980s and 1990s
wi t nessed the blossom ng — and
convergence — of information and
communi cat i on technol ogi es. Falling costs
of transportation and communi cation, wth
i nproved t el ecommuni cations and t he
internet, againledto an expansi on of the
markets inwhich firns act, this tine
i nvol vi ng many national narkets, and
al l owi ng themto manage wor | dwi de
producti on systens. The newi nf ormati on
t echnol ogi es are pronpting firns to nerge
inorder tofindnewsol utionsinareas such
as el ectroni ¢ busi ness, the devel opnent of
new products and servi ces and t he
integrationof different Iines of business.
A thesametine, firnsintraditional
i ndust ri es charact eri zed by excess capacity,
sl owgrowt h and great er domestic and
international conpetition, areconsaidating
inorder toattainastronger gl obal narket
positionandtoexpl oit econonmes of scal e
invarious activities.

Fi nanci al markets. Both waves were
facilitated by devel opnents in financi a
narkets. Inthe current wave, the sweepi ng
liberalizationof capital novenents has
beencrucia . Inbothcases, changesinthe
ways M&As were financed pl ayed an
inportant rol e. For instance, whilethe
evol ution of the securities narket opened
the possibility of financi ng MAs t hrough
an exchange of sharesinthe Lhited Sates
wave, the liberalization of foreign
owner shi p of shares has facilitatedthe
financing of internati onal MAs through
st ock swaps.

Regul atory factors. Lhdoubtedl y, likethe
end of the previous century, the end of the
twentieth century al sowtnessed si gni fi cant
adj ustnents i nthe regul at ory envi r onnent
facilitating MAs, albeit of adifferent
character. Wereas in1898-1902, it was the
interpretation of the 1890 Sher man
Attitrust Act that barred cartel agreenents,
but di d not bar MAs t hat had encour aged
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consol i dati on, the recent wave of MRAs
has been nade possi bl e by t he wor | dw de
liberalizationof FO andtrade regi nes,
deregul ationand privatizati on (descri bed
earlier inthis chapter), wichcreate nore
space for undertaki ng MeAs and al | owt he
organi zati on of internati onal production
systens. At the sanetine, international
productionisnore protected and facilitated
through bilateral, regional (includingin
particul ar the fornati on of the BJsingl e
narket) and mil tilateral agreenents.

k%

To concl ude, there are i ndeed
interesting parall el s between the two ner ger
waves. Common denom nat ors are i ncreased
conpetition and naj or changes i nt he econonic
and gover nnent - busi ness envi ronnent faci ng
firns that have triggered cor porat e responses
onalargescale Frst, bothwaves were enabl ed
by a conbi nati on of a significant | owering of
techni cal barriers to w der geographic
i nvest ment and trade, and technol ogi cal
change pernitting reductions inthe costs of
transportation and communi cati on and nor e

i nt egrat ed managenent of di spersed
production facilities. Inboth periods, such
ci rcunstances | ed to i ncreased conpetition and
pri ce pressure favouri ng consol i dat i on. 33

Second, newways of financi ng MAs
evidently played aninportant rol e in both
cases. Inparticul ar, changes inthe financial
nar ket s enabl ed firns to fi nance MAs usi ng
stock swaps i nstead of cash, nationallyinthe
Lhited Sates case, andinternationallyinthe
past decade. Third, each of the two waves was
nade possi bl e by nore per ni ssi ve regul at ory
f r anewor ks.

Inthe case of the Lhited S ates, the
MAwave at the end of the nineteenth century
helpedtogivebirthtoanationa narket and
production system |t nay well be that, what
isoccurringtoday as part of asecular trend
t owar ds nore cross-border M8As, is the
energence of a gl obal narket for enterprises,
as a conpl enent to grow ng regi onal or gl obal
nmar ket s for products and servi ces and an
energi ng i nternational production system

1 e eqg “Mrryinginheste’, Aracia Tines,
12 Apri | 2000.

2 See Jensen and Ruback (1983), Muiel | er
(1996), Srower (1997) or B ld (1998) for
surveys of several studies.

3 Positiveinpacts onthe share prices of the
acquiring firmwere observed by e.g.
Asquithet al. (1983) and Franks and Harri s
(1989).

4 Seee.g. Mrcket al. (1991), S nghand
Mont gonery (1987), Kitching (1967),
Kusew tt (1985) and AT Kear ney (1999).

5 Seee.g HgersandQark (1980), Lubatkin
(2987), Shelton (1988), Hint et al . (1987) and
Lahey and Conn (1990).

6 For exanple, studying 276 Lhited Sates
international acquisitions made inthe
period 1975-1988, a positive inpact onthe
nar ket val ue of the biddingfirns was found
(Markides and Ittner, 1994). Inthe case of
103 German MBAs duri ng 1994- 1998, deal s
concl uded with aninternational partner
typicallyresultedinrisingshare prices of
the acquiring firmwhile 43 per cent of
dorresti ¢ MeAs experi enced reductions in
shar e val ues (Jansen and Kor ner, 2000).
United States firns were al so found to
provi de poorer results through donestic
M&As conpared with forei gn M&As by
Lhited Sates firns during the period 1978-

1986 (Mrck and Yeung, 1991). Asinilar
concl usi on was drawn i n a nore recent st udy
(Morck and Yeung, 1999).

7 Seee.g. Schenk (2000) and Cakici et al .
(1996). Eun et al. (1996) concl uded t hat,
whi | e Japanese acquirers benefited
substantial |y fromacquiring Lhited S ates
firns, Britishacquirers experienced weal th
reduct i ons.

8  The use of accounting datais not without
probl ens as firns can use vari ous neasur es
t o mani pul at e publ i shed account s.

9  Anot her study of United Ki ngdomMASs,
from1955 to 1970, using a three-year
hori zon, showed that the profitability of
assets of conbined firns was not
significantlydfferent fromthat of firnsthat
did not engage i n MBA activity (S ngh,
1975).

10 Wilethebulk of the enpirical studies are
based on Uhited St ates data, European
studies tend to confirmthese results
(Mel I er, 1980a).

I seee.g Lichtenbergand S egel (1987) and
Li cht enberg (1992) .

2 seee.g. Ravenscraft and Scherer (1987),
Scherer and Ross (1990) Hopki ns (1999),
Miel | er (1980a), and Breal ey and M/ers
(1988) for adiscussionondifferent notives
for M&As. The topic has al so been
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14

16

17

di scussed by civil society, for exanpl e by
N33 such as the Gonsuner Uhity and Trust
Soci ety of India (QJS 1999).

I n sone cases, ajoint venture or strategic
aliance nay offer alternativeways for firns
t o access speci fic proprietary assets of ot her
conpani es.

R K Krishna Kumar, M ce-Chairnan, Tata
Tea Ltd., at the UNCTAD Expert Meeting on
Mergers and Acqui sitions: Policies A ned at
Maxi m zi ng t he Positive and M ni ni zi ng
t he Possible Negative |npact of
International Investnent, Geneva, 19-21
June 2000.

This does not neanthat bigis al ways better.
For exanple, ininnovation-driven
i ndustries characterized by rapi d change,
| arge organi zat i ons can be at a di sadvant age
vis-a-vis snaller entitiesinterns of
cregtivityandflexibility.

The average i nterest rate pai d by Uhited
St at es corporations was reduced by
approxi mat el y 0. 46 percent age points with
each tenfol d i ncrease i n conpany si ze
(Sherer et d ., 1975).

See, for exanpl e, Mers and My | uf, 1984.
For instance, whilethe nainreasontoal |l ow
the nerger between two Brazilian
conpani es, Conpanhi a Cervej ari a Brahna
and Atarctica, inspiteof ther | arge narket
shares, was that significant cost reductions
associ at ed wi th econom es of scal e were
sufficiently hightonakeit plausibleto
assune that the net effect onsocia welfare
woul d not be negati ve, another argunent
that vasinfluentia inthedebatewastol et
a national chanpi on energe that coul d be
conpetitiveinthe regiona narket.

This conflict isparticularly pronouncedin
so-cal | ed “out si der systens” of corporate
governance w t h strong nanagers and
wi del y- di sper sed weak shar ehol ders
(Maher and Ander sson, 1999).
Thisisreflectede.g. inthefact that firns
pay retention bonuses to key staff inthe case
of some MRAs.

For exanpl e, as aresult of the merger
bet ween Astra (Sneden) and Zeneca (Lhi t ed
Ki ngdon), the corpor at e headquarters was
| ocated i n the United Ki ngdom while
responsi bility for corporate RRDwas pl aced
i n Saeden.

The survey of theliterature was based on
Andean Communi ty General Secretariat,
1999; Asi a- Paci fi ¢ Bconom ¢ Gooper ati on
Secretariat, 1999; Associ ation of Sout h- East
Asian Nations Secretariat, 1998; Econom st
Intelligence Lhit, 1999; International
Monet ary Fund, 1999b; Lang, 1998;
Tradeport, 2000; UNCTAD, 1999d, 1993,
1999f; Lhited Sates Trade Represent ati ve,
2000; Wrld Trade Crgani zation, 1999.
Information was al so col |l ected at the

24

27

websites of the East-Ve¢at Associ ation
(http://ww ewba. org/regional . htn), the
I nvest nent Pronotion Network (http://
waw, i panet . net) and t he O gani zati on of
Anerican Sates (http://ww si ce. oas. or g/
trl_e asp).

S nce the end of Gtober 1997, forei gnfirng,
inZones 1 and 2 can get approval fromthe
Board of Investnent to changetheir equity
ownership to majority or 100 per cent
contral, if local sharehol ders agree. Between
Novenber 1997 and March 1999, 253
conpani es applied for permssionto
i ncrease thei r owner shi p share (Brinbl e,
2000).

It isestinatedthat about 70 countries today
have adopt ed nandatory or vol untary
antitrust nerger notificationsystens. For
nor e i nfornmati on, see UNCTAD (2000f).
Seeinthis context the GEDPrinci pl es of
Cor porate Gover nance contained in
UNCTAD (2000a), vol une | V.
Anillustrative exanpl e of the rol e of
strategic counternoves was the
concentration of deal sinashort period of
tineinthe al umni umi ndustry in 1998. The
announcemnent s of Al can Al um niunis
acqui sitions of Indian Al um ni umand
Ghana Bauxite in March 1998 were, wthin
five nonths, fol |l owed by anot her 13 cross-
bor der deal announcerents in the sane
i ndustry.

The out cone of the nerger reviews inthe
case of Worl dComand Sprint by the
conpetitionauthoritiesinboththe Lhited
St at es and t he Eur opean Uni on may for
exanpl e have achilling effect on future
M&AS .

See e.g. Mody (1904), Wétkins (1927), Bain
(1944), Nelson (1959), Bttlingnayer (1985),
Lanor eaux (1985) and Chandl er (1990).
Theseincl uded financia institutionslikethe
railroad financiers J. P. Mrgan & G. and
Ki dder Peabody, as wel | as National Aty
Bank and F rst National Bank of New York.
Sonet i mes nanuf act urers financed their
own nergers, aswth Sandard Al and Du
Pont .

For exanpl e, inthe Lhited S ates har dware
i ndustry al one, there were nore than 50
cartel s for as nany speci al i zed product |ines
(Gandl er, 1990).

In 1903, acircuit court decidedinthe
Nort hern Securities case (uphel d by t he
Suprene Gourt in 1904) that MRAS wer e not
exenpt fromthe Shernan Act.
Innorethanaquarter of all consolidations
bet ween 1895 and 1904, ten firns or nore
wer e si mul taneousl y i nvol ved i n nergers
(Nel son, 1959).

For adiscussionof thero e of increased pri ce
conpetitioninthe United States wave a
century ago, see Lanoreaux (1985).





