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CHAPTER LEARNING OBJECTIVES—IN THIS CHAPTER, Y2<! VAILL LEARN:

How cross-border deals have evolved over time and what key lessons
we can draw from such analysis.

At the firm level, what the main strategic motives are for cross-border
deals and to what extent micrcecanomic factors influence the success
of a deal.

More generally, what the main factors influencing cross-border deals
are, from global to micro levels, and how they can be correlated with
cross-border deal success.

CHAPTER SUMMARY

Mergers and atquisitions (M&A) transactions in general, and decisions
to engage in a deal, are connected to a wide number of internal and
external factors that have been thoroughly analyzed over the past cen-
tury. Even if the specific analysis of cross-border deals is more recent and
therefore limited, any decision maker should have a view of the main
economic forces at stake and how they might influence the M&A and
PMI outcome. Building on this knowledge brings as well a better view of
the potential determinants of any cross-border deal, and how these deter-
minants may be part of the due diligence process. This chapter aims to
provide this general background information, with a view of potentially
improving the quality of the decision-making process and the end result
of the transaction.
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THE EVOLUTION OF M&A AND CROSS-BORDER DEALS

To understand the cross-border mergers and acquisitions (M&A) phenomenon,
one has to look back to get some perspectives. The M&A market is historically
a recent phenomenon, which has been linked to a certain form of economic
development based in particular on fungible shares easily negotiable on markets.

The M&A market’s evolution shows a globalization of this tool as a
leading business transformation mechanism. However, this mechanism of
ownership change and corporate value transformation has ups and downs.
And there are still some major differences between countries in terms of
how cross-border M&As are accepted and used.

Moreover, the analysis of these different M& A waves over a long period
of time has yielded some details about the rationale for such iransactions. A
wide number of parameters have been connected to crogs-tborder deals. We
try here to provide an overview of the types of factors zi play (both inter-
nally in the firm and externally), with the view that \most of these factors
play at different geographical levels (local, natiorial, and global).

It is also important to note that cross-borde: deals are far more complex
to achieve than purely domestic ones. The necessity to analyze business con-
ditions abroad and gaps with domestic brisiness conditions is a challenging
intellectual process one should not ur/derestimate.

The M&A market has been expanding globally to new territories and
new sectors for more than a ceniry. The number of countries in the world
that are aware of such transactions is increasing, and the number of sectors
concerned by cross-border Ceals is increasing as well.

However, this general ¢xpansion and commoditization of international
M&A is far from linear; the market has had upward and downward move-
ments, much like tie financial stock market.

The M&A ana cross-border market has its ups and downs, and execu-
tives must understand where they stand in terms of market situation to surf
on the right waves. The timing aspect of a deal is an important element of
success in order to pay at the right level of multiple and benefit from positive
economic conditions to quickly finance the investment.

M&A: A Resilient Market'

The global M&A market is quite volatile. The year 2014 was a renaissance
for the M& A market, and this growth has continued in 20135, surpassing the
10% expected growth.? This upswing comes after a prolonged financial and
economic global crisis that began in the United States in 2007 with the mort-
gage crisis. This financial accident caused increased budget deficits all over
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the world (United States, United Kingdom, Spain, Portugal, Italy, France,
and so on) when nations attempted to cope with the economic downturn
and increased unemployment. This, in turn, generated more trading chaos,
this time in sovereign debt and public and private bond rates, jeopardizing,
in particular, the most vulnerable countries (Greece, Spain, and Italy). To
cope with this phenomenon, public austerity measures were taken to limit
budget deficits (Europe). This eventually hit the global economy and caused
five to seven years of gross domestic product (GDP) negative to low growth.
And all of these problems have not been entirely solved yet.

In parallel, new conflicts have grown from local ones (Libya, Egypt,
Sub-Saharan Africa, Syria, Yemen, Ukraine) into new global risks (jihad-
ist terrorism, cyber-war, migrating populations). The BRICS (Brazil,
Russia, India, China, South Africa) nations seem headed into an era of
lower growth, and their role as the economic engine of t.= world appears
weaker—with lower oil and gas prices (Russia) and growing local reac-
tions against corrupt elites and social inequalities {China, Brazil): How
will they fund their investments in infrastructare, education, and tech-
nologies? This high-level picture shows to wiat extent the connection of
M&A and the general economic and geceaiitical context is a complex
one, based on a wide range of factors and 1ot strictly connected to finan-
cial market optimism or GDP accelerared growth perspectives.

In an upward cycle, the globid value of the M&A market increases
far quicker than the underlying (2DF. In 2014, the M&A market reached
its highest level since 2007 withi $3.3t of announced deals in value. This
climbed to $4.7t in 2015, atier two years at about a 40% annual growth
rate. Actually completea dcals are a bit below in terms of growth: +15% in
2014 and +25% in 2015 to reach $2.5t. These growth rates are to be com-
pared with global G growth of between 1% and 7% in the most impor-
tant economies: There is no quicker way for a firm to reach critical size and
competitiveness. Altice reflects this hypergrowth acquisitive strategy in the
telecoms and cable sector, with four acquisitions achieved in 18 months:
Suddenlink ($9b of deal value) and Cablevision ($15b) in the United States
and Portugal Telecom ($7b) and SFR ($13b) in Europe—among other deals
achieved by the group.

This M&A growth is based on an important but almost stable number
of deals. There were 42,220 transactions announced worldwide in 2014,
and 42,313 in 2015. This represents about 3,500 deals worldwide on a
monthly basis compared to a low of 600-800 in the worst year (2009),
or about 115 new deals every single day. This important number of deals
has a direct impact on the entire M&A business: in a dynamic market, the
number of commercial opportunities is high as well for investors, bankers,
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lawyers, accountants, and consultants. As a consequence, the number of
players in the industry is high, as is the competition among them.

The average value of deals has grown more in 2015 than the number of
deals. In each active M&A phase, it has been noted that the value of M&A
deals (based on the firms’ market capitalization) increases significantly.? In
2014, 95 deals closed with over $5b of value. In 2015, 71 announced deals
have been over $10bn in value, the highest level ever. M&A players (banks,
corporations, private equity firms) have been able to more easily fund such
complex deals. Deal value is an important factor in terms of both profits
for the M&A industry and technical innovation. Mega-mergers tend to be
projects where the level of high complexity and the existence of important
resources make it possible to make progress on methods. Service providers
tend to learn and invest in mega-projects, and then leverage this experience
on smaller projects. Logically, the more a firm or country «xperiments with
mega-mergers, the more its teams or nationals innova‘e aid benefit from a
sort of comparative advantage.*

A Geographically Spreading Market

The international expansion of the M&:A market is a major factor. All
regions grew at a fast pace in 2014 (2675-56% year on year), except for the
Middle East and Africa. In 2015, ¥u-ope was the least active region with
only an 8% growth rate, while Japan and Asia-Pacific were the most active
ones (+62%). This illustrates the pursuit of the globalization trend and the
growing use of similar business strategies worldwide.

The Americas refaaui by far the most active M&A market world-
wide. They accounted for 53% of the total value in 2015 ($2.5t of deals
announced, $2.3¢ ot which were in the United States). In the United States,
large transforniational deals in the health care, high-tech, and energy sec-
tors have fueled the market. Buyers have been essentially strategic ones,
benefiting from strong cash positions, high stock market levels, and low
interest rates due to the “quantitative easing” monetary policy. In 2014,
regulatory and tax aspects have also justified a number of “cash inversion”
deals from European firms into the United States. About 50% of the deals
have been equity based. The increasing role of activists has been a key ele-
ment of change in 2014, although less so in 2015.

Europe at large is now the third-largest M&A market. It accounted, how-
ever, for only 36% of the value of the deals in the Americas in 20135, versus
50% in 2014. In terms of global market share, in 2015 Europe represented
less than 20% of the global market ($907b). After having been the most
active region in 2014 (+55% annual growth rate), the area has experienced a
quasi-stagnation of 8% growth due mostly to the French downturn (-45%).
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In Europe, investments from Chinese and other Asian countries have been
pushing the market up, as have intra-European consolidation deals. The main
sectors involved were consumer staples, energy, industrials, and pharma. In
2014, it was pharma, industrials, luxury goods, and financial services. Low
economic growth rates, uncertainties about the European evolution (potential
withdrawal of the United Kingdom, failing euro due to the implementation
of a QE policy, lasting questions about a potential “Grexit,” and conflict in
Ukraine), and growing geopolitical difficulties have limited the 2014 rebound.

Asia-Pacific including Japan is now more active than Europe. It repre-
sented 26 % of the market in 2015 versus 22% in 2014 ($1,242b). The main
sectors are industrials, high tech, and financials as opposed to consumer,
retail, and leisure in 2014. Asian outbound activity is still focused on the
United States and Europe, but is becoming more and more giobal.

Middle East and Africa are still marginal markets. These regions
accounted only for less than 2% of the 2015 market vaiue ($80b versus
$65b in 2014). Despite getting more and more privace equity and financial
attention, M&A transactions have been decreaginiz there due to political
uncertainty, ongoing stumbling oil prices, and siow structural reforms.

Strong Lasting National Differences

The general M&A growth has vircuous consequences on future deals. As
an M&A national market grovss, it allows better access to competencies,
a better circulation of information of the general public, better regulatory
frameworks, and growing popular acceptance of M&A transactions as a
managerial tool. Drilling iato details, this also means better investor pro-
tection, better accounting standards, banking laws, financial and economic
informational flews. corporate governance regulations, and compliance
procedures, and iicreased market scrutiny by the financial press or activists.
All these elements secure investment forecasts and multiply potential inward
deals, even if valuation and transaction costs are a bit higher.

But in spite of the geographical expansion of M&A, there are still sig-
nificant differences between countries. Deal-makers must pay attention to
these differences, and not assume that what they see in their home country
will be replicated in other contexts. This “principle of caution” will reduce
considerably the causes of failure in a cross-border deal.

First and foremost, major differences exist between advanced and
emerging countries. Country-specific differences are critical in explaining
why funds go preferably to more advanced economies (the Lucas paradox®).
These differences may cover a wide array of intertwined aspects: laws,
national economic performance, as well as institutional quality.® Getting
into more details, factors such as political instability, statewide corruption,
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weak or unimplemented laws, and inefficient administrations tend to limit
transactions. Inbound investments are as a consequence higher in more
advanced economies, where paradoxically the costs related to regulation,
labor, or other institutional elements are higher.

But there are also significant gaps between advanced economies.
Advanced economies, with comparable levels of institutional quality and
high standards of administrative work, do vary a lot as to their M&A mar-
kets. This has to do with other more subtle differences, such as how banks
relate to companies, how access to privileged information is channeled
through, how tax, human resources (HR), or other rules monitor accepted
business behaviors and corporate decisions, how the institutions and juris-
prudence support or limit corporate growth strategies, how education and
society design national cultural patterns, and so on. As a result of this bun-
dling of multiple factors, whether they are solid facts ¢r just perceptions,
M&As do not play the same role in advanced economies.

Table 1.1 provides a simplified view of such niational differences in
terms of M& A activity. Based on 2014 figures. w¢ cai: read this information
in two different ways.

® The M&A value/GDP ratio shows-ta what extent the national econ-
omy is exposed to M&A transacticiis, and hence to what extent M&A
is significant in terms of boasiing economic change and business
reorganizations.

® The reverse, the ratio GRP/ME&A value (“Avg. control life span”), pro-
vides a measure of the tnne spent in a standard national firm between
major control changz=s.'A low ratio means a quick pace of change with a
broad set of impeacts on governance rules, job reallocations, geographi-
cal delocalization: investment priorities, and close-down of a number of
sites. The 1ove this ratio goes down, the more people and firms know
about M&A consequences and tend to adjust their behaviors accord-
ingly. A quick change in this ratio can also generate local resistance and
difficulties.

We can distinguish four major types of national M&®A markets. Based
on these two ratios, we can distinguish countries according to their level of
national M&A activity:

Type A—Balanced Markets. The main cluster is made of quite open
economies (United Kingdom, France, Canada, Australia, South Korea).
Deal values account for 5%—-6% of the national GDP. Firms based
locally have on average a capital control stability ratio (“control life
span”) of 15-20 years.
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Type B—Outbound Markets. A very different cluster is made up of
Germany and Japan. Deals here represent only about 1%-2% of the
GDP. The ownership life-cycle ratio is far longer at 50-100 years on
average. This slow motion in capital mobility is due to the structure of
the firms, their capacity to finance their growth domestically and abroad,
and their solid and long-term links with their ecosystems. This is close to
what has been called the “Rhenish capitalistic model,” as opposed to the
Anglo-Saxon one. It does not mean German or Japanese firms are not
active on the M&A market—they do have more outbound deals.

Type C—Very Active Markets. The United States shows a very high
level of M&A volume, with an 8.8% rate in 2014. The capital control
life span is far shorter than in other countries despite the global size of
the economy, at about 11 years. This data, however, has to be partly
discounted due to phenomena like “cash inversion” deals, which do not
really represent major changes in the strategy of the arms.

Type D—Transition Markets. China is an irveresting illustration of
transition markets, as it is more active th2a Germany or Japan. China
may well be using M&A deals and changes of control to foster corpo-
rate transformation, increase productivicy and production, and create
national champions before getting.nto the international M&A market.

TABLE1.1 M&A National Gaps

Number Average M&A Average
of Deals Value ¢ Value of Volume/  Control
Country  (target) Deais ($b) Deals ($ m) GDP ($b) GDP Life Span
United
States 9,802 1,531 156 17,419 8.79% 11.4
China 4,520 390 86 10,380 3.76% 26.6
United
Kingdom 2,423 177 73 2,945 6.01% 16.6
France 2,040 165 81 2,847 5.80% 17.3
Canada 1,670 111 66 1,789 6.20% 16.1
Australia 1,229 81 66 1,444 5.61% 17.8
Germany 1,516 73 48 3,860 1.89% 52.9
South
Korea 1,095 65 59 1,417 4.59% 21.8
Japan 2,115 65 31 4,616 1.41% 71.0

Sources: Thomson Reuters, International Monetary Fund.
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Long-Term Evolution: The Goncept of M&A Waves

One major aspect of the M A market is that it is a cyclical one. Historical
research—mostly focusing on the U.S. market first—has shown the exis-
tence of cycles in M&A activity almost since the mid-nineteenth century.
The existence of such a synchronicity of M&A deals has been confirmed
by more recent research covering several countries.” This extensive research
brings powerful insights about the determinants and the strategic motives of
cross-border deals. Table 1.2 provides a synthesis of these waves.

From a business standpoint, what does this wave concept entail? We
may draw here a number of ideas aimed at M&A and PMI professionals:

= Timing has a direct consequence on negotiation possikiiities and pric-
ing. In our own survey on cross-border integration,® the company share
price/valuation was considered by a sample of 175 M&A profession-
als as both the most important deal driver and the most successfully
delivered, above sales growth, cost reductior, customer retention, and
several other categories in both aspects.

® Good timing is not always short term.. M&A markets are not stable
over time. Volumes and values may-acrease and decrease significantly
due to a number of factors. Tow ¢iien, deals are driven by chance or
individual contacts between C-levzl executives rather than by economic
or strategic forecasts. The impace of this is all the more important as
complex deals may be suftering major delays—for example, it took
three years between 2011 and 2014 for RH]J International to obtain
agreement from the tederal Financial Supervisory Authority (BaFin;
Germany) and close the acquisition of BHF-Bank from Deutsche Bank.’
Firms should ¢nscre a long-term tracking of the M& A market situation
and potential simpacts on their growth strategy.

= The management of M&A resources should be less short-term oriented
to optimize countercyclical situations. In a cyclical market, the general
availability of M&A resources at large is very variable. In low M&A
markets, firms tend to reduce their internal skills and this may hinder
their decisions. Banks may also limit their staff and tighten their lending
conditions. Benefiting more easily from an increased mobility of skills
and assets is possible in growing M&A markets. When a group has
sufficient resources and triggers long-term business portfolio growth,
it should invest in its M&A resources as in a normal recurring pro-
cess (such as purchasing or research and development [R&D]). It is too
often not the case, with several negative side effects (lack of anticipation
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of issues, increased risks, suboptimization of the due diligence process,
and poor post-merger integration planning and delivery).

= Firms must have a competitive intelligence process in place to alert on
any potential major market disruption. We have seen that the M&A
waves are influenced by many factors, not just financial ones. Regula-
tion, technology, geopolitics, and many other elements may change a
competitive situation and boost opportunities or freeze initiatives. This
must be discussed internally and regularly and viewed with a three-to-
five-year perspective so that there is sufficient time ahead to plan and
implement an M&A deal.

u Stakeholder management techniques should be applied in the M&A
field to get a consistent view of M&A market trends and changes. We
have seen that banks and M&A advisors are key in thepace and inten-
sity of the wave. It is thus critical to manage the interfaces with them,
so that the insights they provide can be optimized. tci instance, making
sure there is a systematic feedback of the formai or informal contacts
with bankers or lawyers on the market situaiion to the M&A and cor-
porate development team is useful.

The Determinants of M&A Waves

Determinants versus strategic motives. It is useful to make a point on the
difference between two types of elements supporting a deal. On the one
hand, a firm may purste specific strategic goals (i.e., economies of scale,
access to new markets or skills). These goals will depend on its competi-
tive position, its recources, and other factors that depend very much on
the firm. On thc oftner hand, at a statistical level, M&A deals appear to
be quite well synchronized around cycles. The problem therefore is to
understand why firms, pursuing very different strategic goals with dif-
ferent timing, may have an interest and an advantage in executing their
deals according to a general cycle sequence, building on determinants
that are located more at the country level or international level than at
the firm level.

The concept of the M&A wave has been very productive in terms of
identifying the determinants of these cycles. The historical analysis of these
M&A waves has highlighted a wide range of M&A market drivers that
evolve over time.'° Figure 1.1 provides a synthetic view of the potential dif-
ferent types of drivers.
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General economic situation

* Growth
* Geographical development

Meta-level
Social behaviors o .
. Technical innovation
* Social acceptance for
risk taking/profit * New markets )
« Social demand for  Changes in the value chain Mactosove]
safety net
* Public vs. private
Financial markets Regulation Meso-level
* Equity markets  Anti-trust
* Debt markets * Tax and accounting
¢ International agreements
Management Micro-level
techniques
* Knowledge and risk
awareness

* Competition trends

FIGURE 1.1 M&A Drivers

Each of these driving factors may have different levels of influence. We

can distinguish between four major levels. of forces interacting with M&A
and PMI developments:

1. At the global level (“meta-l=vel™), global forces are at stake, such as

the launching of a QE program in several countries helping banks to
develop credit lending, ot the international development of public aus-
terity measures to ‘cut budget deficits.

. At the national lavel (“macro-level”), national changes have an influ-

ence (e.g., a miew government elected, with a new economic program,
or a new anti-trust regulation). Research has shown that cross-border
deals increase globally about one year before national elections, to cope
with potential domestic law or regulatory changes."!

. At the industry level (“meso-level”), industry-related factors may also

favor or jeopardize M&A deals (e.g., a drastic change in the pricing of
specific raw materials, or the introduction of a new technical application).

. At the firm level (“micro-level”), there are also corporate-related forces

that resonate with the global trends above (e.g., a new strategy follow-
ing the arrival of a new chief executive officer [CEQ]).

Each of these M&A driving factors may be viewed as a decisive compet-

itive advantage at the firm level.'?> The situation of the bidder vis-a-vis each
driving force has wide-ranging consequences in terms of securing an M&A
deal. For instance, a firm benefiting from a good credit rating score and a
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low corporate bond rate has an edge over its competitors and may fund
deals generating economies and further profits. To take another perspec-
tive, firms benefiting from a good headquarters (HQ) location may build
on a fast access to information and skills, funnel their investments in a bet-
ter way, and trigger more synergies. This is clearly what has happened in
the past decade with the GAFA firms (Google, Amazon, Facebook, Apple).
It is the job of corporate development to conduct such strategic analysis
and business intelligence review in order to identify the most differentiating
competitive factors and relate this information to the M&A strategy and plan.
Why should M&A strategy be directly connected to the anticipation of
business disruptions? M& A waves tend to start with a major business disrup-
tion, that is, a phenomenon that has an impact on how executives can analyze
and execute new M&A strategies. These disruptions may be.of a different
nature, but in the last few decades, technology (mass usag= oi PCs, Internet,
mobile telecoms, connected objects) and regulatory or poiitical changes have
played a major role. This plays out at a global level but also at the national
level. Future trends, and potential global or loca’ market disruptions, need
therefore to be clearly identified and discussec: within firms, with M&A-
contingent strategies designed accordingly. Such disruptions are permanent if
the perspective is global—countries need-+a_reform past codes, to modernize
their economy. Thus it should be corncideréd as a normal part of the job of a
CEO and of any executive to think‘about the next potential disruptions, not
only to anticipate M&A deals but 2lso to improve existing business. In reality,
due to organizational inertia; rnanagement conformism, authoritarian man-
agement style, top-down myopia, management hubris, and other managerial
mistakes, disruptions play iato the Schumpeterian concept of inevitable eco-
nomic destruction. Te-midgate such risks, firms should pay particular attention
to recruiting young oeople as well as strong independent personalities, proac-
tively manage the <reative potential of their staff, and maintain the anticon-
formist attitude of the start-ups that by definition bet on market disruptions.
If M&A waves build on business disruptions, deals need economic visibil-
ity to be rationalized and executed. M&A deals depend on positive economic
anticipations: development of financial markets and new funding options, high
stock valuations, increasing GDP growth rate and market demand, high level
of corporate profits and in-excess cash, and so on. Such assumptions are key
for buyers to secure the acquired assets. Volatile and uncertain markets increase
the risk of actually delivering the stand-alone plan plus the synergies, and this in
turn increases the related cost of capital and debt, as well as the need for efficien-
cies. Finding the right balance between business opportunism and deal rational-
ization is one of the most important success factors in the pre-deal phase.
M&A waves favor specific types of corporate strategies—not all of them.
The historical analysis of M&A waves has shown that in each phase, firms have
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focused on specific high-level strategic goals. Three major axes of development
have been identified—they are still very much applicable to current deal logic:

1. Horizontal integration and the consolidation of market shares. The cor-
porate objective here is to benefit from excess profit due to improved
negotiation power with clients or regulators (e.g., the case of AT&T
in the early history of telecoms). Leading groups may emerge in this
process (“national champions”), with sufficient resources and domestic
margins to buy foreign competitors and grow abroad.

2. Vertical integration and control over the value chain. The develop-
ment of production volumes increases the complexity of supply and
logistics. This in turn forces firms to improve the reliability of the sup-
plies. Insourcing part of the margins of the intermediates may also be
profitable. This reintermediation strategy is, howeves partly balanced
by value-chain disintermediation strategic moves developed by grow-
ing specialized firms providing better costs ariG services (“core com-
petencies”). The introduction of new distan- cuality control methods
supported by better IT systems and meiinnds regularly redefines the
advantages and limits of outsourcing seime aspects of the value chain.

3. Product diversification and the creaticn of conglomerates. Leading firms
have very early focused on diminisiiing the volatility of cash flows and
risks. The diversification of bus'nesses enables them to benefit from dif-
ferent economic cycles and lessen the generation of cash (e.g., in the car
industry with the acquisition of financial services assets). This strategy
is regularly challenged by the need to focus resources to gain size.

Each M&A wave values specific funding strategies. M&A waves have
shown varying funaiig preferences between cash, equity, and debt. This
depends very mucii on the availability of innovative solutions, the risks
induced, and the cost of funding to be paid. Any major change in such aspects
has an impact on the potential deals. Low interest rates, as they are today, are
in favor of M&A deals, as well as temporary high stock markets and the avail-
ability of cash for potential buyers. Chief financial officers must have a clear
view of the potential options and market trends so that the M&A strategy
may be more quickly supported by shareholders, bankers, or investment funds.

Each M&A wave may also favor some types of players against others.
Buyers change over time with economic and regulatory conditions. Executive
teams must have a proactive management of their potential stakeholders.
To simplify, there are three major types of bidders, each with specific con-
straints and competitive edges:

1. Strategic buyers represent the bulk of the M&A markets. Their invest-
ment duration is linked to their strategy, but in principle they have no
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exit deadline. Strategic buyers build on their knowledge of their industry
to pursue long-term industrial synergies, increase their market share,
and gain economies of scale and scope through internal optimization of
processes, skills, and assets.

The development of financial investment tools and resources has
increased the role of financial investors in the global M&A market.
They account now for about a third of the deal values. They focus more
on finance organization and reporting mechanisms, general governance,
and the follow-up of transformation plans. Their investment duration is
between 3 and 10 years.

A new type of player (“activists”) is emerging as a sort of extension of
this form of capitalist view of the firm. Activists promote quicker and
focused actions. Their actions may be related to finaricial profits but
not only, as they may promote some specific views of cerategic priorities
(e.g., the case of BP in the United Kingdom, with activists having forced
the group to make progress on its climate change strategy).

L

W

Last, firms must also take the view that tiix:. M&A wave will end. His-
torically, M& A waves have ended with politicai crisis or even wars. Thanks
to this historical experience, such crises-vave recently been managed with
fewer dramatic consequences, but they ave nevertheless ended with signifi-
cant financial crises of global impact (the Internet bubble blowup in 2001
and mortgage-based securities in'2007). Very often, the beginning of the
next phase has been linked to the evolution of the regulatory aspects that
had led to the previous crisis-=—a mechanism that is very close to trial-and-
error. The latest example of such an iterative process is the U.S. regulatory
change to limit “cash-inversion” deals in 2014.

Cross-Border Dexls and Evolution

Cross-border deals have been far less tracked and analyzed than M&A as
a whole. Based on our own databases of research articles, we estimate that
cross-border analysis represents only between 20% and 30% of the total
number of publications. A 2015 comprehensive literature review' on deter-
minants of cross-border mergers and acquisitions lists about 240 articles.
Most publications have also focused on U.S. and Anglo-Saxon transac-
tions: There is less research on the different European countries, and almost
none on the transactions being done in emerging countries—inbound or
outbound. This should progressively change both with the increasing inter-
nationalization of the M&A market, and the development of national edu-
cation and research programs on finance and management.

Cross-border deals now represent a major and relatively stable segment
of the M&A market. They accounted for 33% of the total M&A volume in
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2015, against 37% in 2014 and 31% in 2013. They have represented $1.6t
of value (+27% of growth year-on-year). This is the equivalent of the GDP
of Mexico in 2014, the 15th richest economy in the world, or more than
twice the GDP of Switzerland.

Cross-border deals have increased from 0.5% to about 2% of the
worldwide GDP between 1980 and 2000." In 2014, based on the previous
figures, cross-border deals have accounted for about 1.7% of world GDP of
77.3t." This figure represents what many economists now consider a “new
normal” for world GDP growth. In other words, the cross-border M&A
market represents about a year of GDP growth worldwide.

Major Specificities of Cross-Border Deals

Cross-border deals are more complex than domestic dez!s. The number of
parameters to think about and anticipate at pre-deal lével'in an M&A deal
is huge—and it is easy to understand that a cross-boider deal increases that
level of complexity. As an example, the Holcim-Catarge Swiss and French
transaction in the cement industry had to deai with 15 major competition
and regulatory jurisdictions.'® Cross-border -deals must indeed cover such
different areas of expertise as economy;=gulation, finance, markets, com-
petition, assets, people, technologies; aind’so on. Usually these elements are
quite well known at the domestic l¢vel. In an international deal, when such
driving elements and potential irapacts must be analyzed for each of the
countries at stake, this is a major issue that many firms do not correctly
cope with.

Each cross-border'deal is different from every other one. As a principle,
each international acquirer should take as a basic assumption that most
parameters changc.fvom one country to the next. By default, one should
be more positively surprised by commonalities than by the local (peculiar)
differences. How local economies perform, how they rely on infrastructure,
how they optimize raw materials, how employees and clients consider the
concept of proper social relations, work time versus leisure, duty, reporting,
loyalty, and how all these apparently universal concepts are modeled is in
fact very different from one country to the next. As an example, the French
European leader of cosharing car transport (BlaBlaCar) has recently raised
$200m to pursue its internationalization growth after the acquisition of the
German second European firm in that segment. Because of currently very
low gas prices, almost free highways, and a car-owner-dominant culture, the
French “unicorn” (an unlisted start-up with an estimated market value of
over $1b) might favor developments in Brazil, China, and India over U.S.
acquisitions.
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The buy-side strategies should be clearly based on international com-
petitive gaps. In a cross-border deal, the local business context is important,
but it should not be viewed in an isolated manner. In fact, the bidder benefits
from his own preexisting business base. The gap between the local context
and the context already known and mastered by the bidder is therefore a
critical one to assess: GDP growth, customer demand, inflation rates, inter-
est rates, forex rates, demographic trends, organization of retail networks,
local goods or services produced versus imports, and so on. All these aspects
must be known by the buying firm to ensure it has reliable expectations
and a good leverage of potential synergies. The list of potential gaps is con-
siderable—one way to tackle it is to list the key performance indicators of
the target, and identify systematically how to modify the existing business
model. Manufacturing or supply costs,'” market growth rates, consumer
spending, public subsidies, leverage of public infrastructuie or educational
resources, and tax rates are gaps that any international iivestor will com-
pare and leverage in building its acquisition businéss plan. The bigger the
gaps, the greater the opportunities.

Cross-border deals are a major way to impiement new value chains and
intermediate/disintermediate profits. Verticalintegration strategies have been
thoroughly explored for centuries by ravicns, empires, and entrepreneurs
to gain access to gold, salt, or othes1.ecded resources. From a corporate
strategy standpoint, firms may wai't 1O secure access to strategic resources
(e.g., uranium in the nuclear incustiy, rare minerals in the chemical sector).
This strategy is subject to geopolitical, economic, and technological contexts
and the trade-offs that may be pursued by business executives. In a situation
where the supply-side market is very competitive and increasingly reliable
and homogeneous in-terms of quality of delivery, there is limited need for
vertical integratieir—outsourcing and supply chain management becomes a
better option. Cross-border deals aiming at that strategy need to be assessed
as an insourcing versus outsourcing strategy.

The target country characteristics should be viewed as a set of potential
gaps to optimize. A large set of parameters may play a role in the importance
and direction of cross-border transactions: stability and quality of the local
laws and regulations, tax regimes, labor law simplicity and stability, financial
markets’ liquidity and sophistication, accessibility and reliability of local public
institutions, availability of managerial skills and higher educational programs,
and effective R&D organizations are among the national traits that help to
develop foreign investments domestically as well as investments abroad.

In particular, the industry specialization is a major aspect to analyze and
leverage. The relative development of an industry in a given country reflects a
complex set of national advantages and constraints, built over a long period
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of time. It has also several impacts on cross-border deals: “Acquirers from
more specialized industries in a country are more likely to buy foreign assets
in countries that are less specialized in these same industries.”'® In other
words, the higher the degree of specialization of a country in a given indus-
try, the more a given firm in that country will be able to use available skills
and assets to target and control foreign acquisitions. The more an industry is
developed at the local level and represents an important chunk of the GDP,
the more local firms in that industry may be on the buy side—this plays in
favor of the general extension of the pharma industry out of Switzerland,
the financial services out of the United Kingdom, the car industry out of
Germany, or the consulting services out of the United States. The degree of
specialization not only plays a role in the occurrence of the deals, it plays as
well in the performance of the deals and the profits generated

Successful deal execution comes with a focused and-cousistent corpo-
rate strategy. Cross-border deals are a way to pursue the-generic strategies
we have listed previously. But these strategies ask for particularly consistent
approaches in order to be successful:

Horizontal Integration. In this stratez s building international syner-
gies is driven by the capacity to incr<ase market share through a com-
bination of both marketing and saies improvements together with an
extension of the range of products and services delivered. By nature,
the integration of sales and. marketing organizations will be critical,
as it will fix the integrasion strategy for the rest of the organization.
Global branding, homogeneous marketing analysis and consistent strat-
egies, Customer Rzlationship Management (CRM) approaches, global
account management techniques, salesforce reporting, and incentive
mechanisms .ave but some of the different levers that can be focused
on. These coramercial developments abroad will, as much as possible,
build on comparative cost advantages' and product synergies.?’ Large
firms with well-implemented economies of scale, as well as firms ben-
efiting from high domestic industry specialization, can leverage such
cost advantages in their foreign acquisitions.

Vertical Integration. In this strategy, the coordination of information
and decisions across the value chain is critical—from purchasing to cli-
ent delivery. The quick integration of the purchasing organization and
supplier management processes, the implementation of integrated infor-
mation systems, quality management, manufacturing methods, and trans-
port and logistics optimization are essential to executing this strategy.

Consistencies. To be more precise, in both strategies above, there is a
need to look at all the components of the value chain. Horizontal inte-
gration is not at all about a front-end-only action plan. Manufacturing
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improvements in terms of quality or product range extensions may be
the key elements supporting the market share extension.

The role of intangible assets is increased in cross-border deals. Firms
with a global presence have a high proportion of intangible assets,?! and
there is a connection between the foreign expansion strategy and the accu-
mulation of such assets.?> On the other hand, it is worthwhile to note that
the more intangible assets a firm has, the easier it is to circulate those assets
internationally and the greater are the potential synergies between countries
and the value of being a multinational firm.>

The faster internationalization of firms generates a new type of cross-bor-
der deals and issues. Cross-border deals are expected to generate a number
of outcomes, for example, limiting potential competition, enabling firms to
insource local profits, to gain from incremental local marketing ¢+ manufactur-
ing techniques, to benefit from different national econom’c cycles and extend
the life cycles of and incremental profits from domesti= products. The high
degree of interconnection between national markets  th:: speed of information
from and to these markets, and the growing role of technology as a critical
industrial asset accelerate the need for firms to gzt global. The internationaliza-
tion of firms needs to be almost instantanesv.. so that the information gained
from one competitor abroad cannot help ‘iim to adjust and react and build
defensive strategies. The increasing glub:ilization of markets thus accelerates
not only the degree of internationalization of firms but also its pace. Cross-
border deals historically were coridducted by firms with well-established and
profitable domestic markets. Thzy are now more and more open to younger
experts in their early stage of development, with home markets that are not
yet even profitable. The risk 1s thus higher, and the well-accepted business prin-
ciple “the first one takes-all” can very quickly become “the first one risks all.”

Funding is particularly important in cross-border deals, as it builds on
international financial gaps. Buyers may benefit from many financial gaps in
cross-border deals. As for funding, three elements are key:

Generation of Cash. Firms with well-established domestic positions
can build on this generation of cash to accelerate their growth abroad.
They may leverage their existing resources to accelerate foreign growth
through aggressive product pricing or productivity investments. Once the
acquisition is done, they may leverage their internal processes, systems,
and assets for the benefit of their local firm, and boost innovation and
growth at the local level.

Debt. Firms from advanced and important economies can benefit from
low levels of national interest rates and lowered corporate bonds rates.
They have access to large, sophisticated, and competing banking services
that may optimize the debt strategy from a tax and risk perspective.
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Equity. International acquirers may also count on a dynamic domestic
stock market, with high valuation rates and a significant investment base.

Hostile cross-border deals are more difficult to handle than domestic
ones. M&A transactions may be hostile or not. Hostile takeovers are not
the dominant part of the market, but in some countries, the number of hos-
tile transactions may be significant. This is a factor that plays a different role
in cross-border deals:

® Hostile deals are less likely to happen on cross-border deals than on
domestic ones.

® In many non-U.S. markets, hostile M&A transactions will not be con-
sidered likely to happen.

® On the contrary, friendly deals may be developed by lccal banks or
other financial institutions or investment funds to provect national in-
terests and create national champions. Such deals will benefit from the
direct and indirect support of the local adminjsirasions or political bod-
ies, and the public opinion and media.

= Differences exist between countries, but thc ‘more the bidder can dem-
onstrate its understanding and care feriocal interests, the better.

Cross-border deals are often subj=c: to geopolitical change—firms need
to be ready on this. Any major intésnational change affecting the economy,
access to resources, foreign invetiment policies, or the creation of new mar-
kets may fuel or hinder the development of cross-border deals.

® The containment of risk at the local level is not a valid strategy anymore.
Changes occurring.at the local level will be instantaneously known at
the global level This means that any local subsidiary needs to be con-
trolled as riiuch as any component of the organization close to HQ.

m There are currently plenty of such geopolitical changes: Ukraine and the
Russian border with Europe, Yemen and the Persian Gulf area with the
risk of widespread destabilization, Iran versus Israel on nuclear devel-
opments, Libya and the North Sahel in the aftermath of the so-called
Arab Spring, Nigeria and central Africa against the Boko Haram sect,
Syria and Iraq against Daesh, and so on.

m All these geographical areas are not only generating risks within their
own borders. They also have considerable domino effects on neigh-
boring countries (the European Union, Egypt, Saudi Arabia, Mali, and
Chad, or Lebanon, Jordan, and Israel). They create new terrorist risks
that may develop in faraway places (the United States, the United King-
dom, France, Denmark) and influence public opinion, economies, and
business contexts in their home territories.
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m The globalization of the Internet is also generating a considerable set of
new risks (e.g., cyber-security breaches).

® In return, firms tend to enlarge and deepen the due diligence process:
assessment of country risks, analysis of operating risks, and mitigation
plans.

STRATEGIC MOTIVES

We differentiate strategic motives for cross-border deals from external fac-
tors influencing their outcome. Strategic motives depend on the acquirer and
its strategic vision. The definition of such strategic goals on the buy-side,
and its clear communication with the target in the implementation phase,
will be a critical success factor in any cross-border deal. It is therefore criti-
cal, in particular in SMEs considering their first internzticiial deal, to ensure
that these motives have been sufficiently analyzed aad challenged.

Agility (i.e., adaptability) is a business imteraive. There is today a
widespread consensus regarding the need for/a firm to be agile. Being agile
means to swiftly adjust the firm to the businzss context and enable the firm
to make profit out of it. By nature, corpstate strategy must be adaptive and
react to external or internal stimuli Tié decisions aimed at growing the
revenues, improving the profits, mionitoring the risks, improving the vari-
ous aspects of competitiveness,.and niring more competencies are always
context-based.

Agility must be actively monitored as corporate size increases. In real-
ity, the bigger a firm i, th¢ more structured and ambitious it should be in
terms of portfolio review and asset trade-off. Being agile does not mean only
accelerating the tiineto-market routines and the innovation pace. From an
organizational ‘ana’patrimonial standpoint, it means also constantly chal-
lenging the boundaries of the firm. As firms grow, they need to be better at
divesting. As they invest, they need to be better at targeting and executing.

Internationalization and cross-border deals ask for a strong decision-
making process linking strategy, deal execution, and post-merger imple-
mentation. M&A and cross-border deals are a key solution to address
fundamental strategic questions such as how to grow revenues, improve
profitability, increase assets, and develop capabilities. Any executive look-
ing for such goals will consider making deals. When markets become more
mature, more concentrated, this same executive will not only look at domes-
tic targets. He will also look at international ones. He will have to make his
judgment call based on another dimension of the context—the international
one. What are the specificities of the local country? How can it support the
profitability and growth of the target firm? Will there be any regulatory
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issue or local law that will drastically impact the local business or its syner-
gies with the global group? All these questions, which are already difficult
to assess in a well-known domestic market, will have to build on an entirely
new perspective of things. The more you get into an international deal, the
more you grasp this complexity. So you had better be prepared for the type
of questions and factors that will be linked to a cross-border deal. To be
ready, any executive trying to assess a cross-border deal situation should
develop a precise view of the business context. This is normally part of the
strategic assessment of the early pre-deal analysis. We aim at providing here
a general view of the major elements at stake that may justify and play a role
in an international deal.

Internationalization of Firms: Strategic Goals Pursued

Firms may pursue multiple strategic goals through cross-horder deals, and tar-
get multiple classes of assets, tangible or intangible or.es. Depending on the
specific nature of the deal, strong differences exist-in the type of results tar-
geted, the degree of integration required, and che duration of the integration
process. We need to detail a few consequencce o1 the strategic goals pursued on
the integration approach itself.

Access to Natural Resources.. Cuch a deal aims at controlling a partic-
ular resource that is produced locally: agricultural goods (sugar, coffee,
wheat, wood, sheep) or.Giler natural goods (mining, oil, uranium, rare
metals). This type of “cal requires attention to the contracts of own-
ership, exploitation, distribution, and any restrictions to produce, sell,
and export. Th¢ ¢valuation of the inventories is a critical aspect (size,
annual prodiciion capacities, incremental costs of production, evolu-
tion of maiket prices) as well as all the aspects related to the actual
operations to produce (environmental obligations) and sell (transport
issues, administrative authorizations to export). In many such deals,
there may be considerations related to local political interferences and
geopolitical risks.

Access to New Markets and Customers. The buyer’s goal is to lever-
age the existing local customer base, develop it and increase the scope
of products and services sold. By nature, this requires a solid assess-
ment of the global market conditions and trends (segmentation, growth,
product margins, competition) as well as a precise view of the assets
bought (sales force organization and reporting mechanisms, customer
databases, client concentration, client contracts). Revenue synergies are
key, and are known to be quite difficult to assess and follow up.
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Access to Production Assets. This strategy focuses on leveraging local
conditions of production that are better than the existing ones. This
may be on the purchasing and supply side (local suppliers, less transpor-
tation, limited supply risks). It may also focus on manufacturing costs
(low labor costs and favorable legislation, high local subsidies, better
transport and logistics).

Access to Research and Development Assets and Intellectual Property.
Cross-border deals may also pursue the objective of increasing the con-
trol over interesting R&D teams. Elements such as easy access to engi-
neers, math scientists, physicists, biologists, international universities or
research organizations, public funding mechanisms, and so on, are criti-
cal in the due diligence process. Some countries have developed specific
environments that play in favor of research and innowation. This is in
particular linked to their educational system, their(intiastructure, and
their cost. Each firm must optimize the internationzl idevelopment of the
clusters active in their specific business scope. Thev may form the basis for
the screening of the best environments where acquisitions can be made.
We can list but a few such areas where, global competition is develop-
ing: artificial intelligence (deep learning virtual brain); drones (military
or civil security, other business usage): enhanced reality (image recogni-
tion, man-machine interface) cvter-security (counterterrorism, network
and data security, man recognitic=, hazard prevention); renewable energy
(wind, solar, marine); energy piling (batteries); smart grids; air transport
(light materials, electrical eagines); aerospace transport; pharma gener-
ics and on-demand procuction; robotics (brain interface, exoskeletons);
intelligent cars; distant medical care (surgery, prevention).

Cross-Border Doaic versus Other Types of Transactions

Cross-border acquisition versus greenfield. Cross-border deals are often
(and must be) evaluated against the greenfield option, that is, development
from scratch. For a firm considering international growth, the greenfield
option is to create a local subsidiary and manage its endogenous growth
with the support of the rest of the group.

Such a market-entry strategy has a number of advantages:

m Better control on the level of local investments and growth pace

= No inertia in terms of organization, process, or skills

m Capacity to optimize the relations with HQ and the other subsidiaries
(financial, governance, tax and legal, localization of assets)

= Absence of liabilities due to past business misconducts or mistakes
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However, cross-border acquisitions very often represent a preferred
market-entry option as opposed to greenfield investments:

m It goes faster (branding, customer and other stakeholders’ relations are
there already).

m It forces management at the HQ level to understand local constraints
and adjust to local practices, which headquarters would otherwise
have underestimated.

= It brings some potential opportunities of improvement on the buy side
as well.

Cross-border acquisition versus joint venture (JV). Some countries—
China, or Gulf Cooperation Countries (GCC), for instance=-do force for-
eign investors to go for a shared approach with a local play=r. But JVs should
not be viewed as purely defensive tools: they are indeed a true alternative to
acquisitions in any domestic or international corporais strategy. JVs are well
known for a number of advantages as compared to acquisitions:

® The co-owner may bring its local kngv-dedge and assets to accelerate
growth (e.g., Feng with Peugeot SA ir\.the automotive sector).

® JVs may be a first step in developiti;a long-term market-entry strategy.

® The scope of what is shared mav be very selective either from a product
range perspective or from z tunccional or operational standpoint. The
scoping is really customized.

= It is possible to negotiave the buy-back of the shares of the co-owner.

However, acquisitions are often preferred to JVs because of governance
issues and lack of stracegic alignment with the co-owner of the JV:

® The governance model in an acquisition is clearer; decision-making is
simpler and decisions can be implemented at a faster pace.

® The risk of creating a potential competitor is more managed (e.g., Dan-
one’s problems in China).

® In a JV, there might be some costs and discussions regarding the pricing
of the assets shared—this discussion may be very detailed, and endless.
In an acquisition, the pricing issue is simplified.

Ditferences hetween Industries

Every industry is different in terms of M&A constraints and business con-
text. Let’s take some examples to illustrate the wide variety of topics to
consider in a cross-border deal.
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The Chemical Sector It is a business-to-business industry—it has a limited
number of clients, which means that the contracts with such clients are
key. These clients may themselves belong to major groups, so the degree
of consolidation of the clients must also be analyzed carefully (CRM
databases, key accounts’ management organization). Volumes depend on
the segment of the industry (specialty versus commodity). In many seg-
ments, products do have to move from one plant to the other before
they are sold to the end-client. Transport and logistics are key, as well as
transfer prices and tax impacts. Environmental constraints are critical,
and there should be no deal without a thorough analysis of all such risks
and potential costs. Revenue synergies will be more on client relations,
cross-selling, and product range increase, and cost synergies more on sup-
port functions, engineering and R&D teams, industrial peiformance and
utilization rates, maintenance, purchasing and logistics; uality, and EHS
management.

Information and Communication Technologies This ind1siry groups very different
firms. If we take the telecommunication incurmibents, cross-border deals will
focus on the customer database, churn rate 2nd market share, the coverage
of the network, the roaming agreements; ard the capacity to innovate and
propose mobile or Internet services. Cvii=rgies with international groups will
be focusing on joint product offerings, marketing costs, and management
of the network backbone. In the ¢léctronic components segment, the R&D
assets, the purchasing performaiice and contracts, the manufacturing and
supply chain international.optimization, and the forecasting and production
planning systems and procedures will be key focal points.

Financial Services . Sivancial services is a sector with very specific charac-
teristics, in particular in the banking segment. It may have limited tan-
gible fixed assets for some of its segments (financial advisory, research). On
the retail and corporate banking side, it relies very much on the balance
between its cost of resources (interbank rates, savings accounts) and the
costs of its loans (corporate loans, mortgage loans, personal credit). On the
asset management side, the quality of the portfolio of clients, the types of
investment policies, and the capacity to deliver such investment strategies
and to generate margins and fees are critical. The type of products and
services definitions and regulatory constraints may vary quite significantly
according to countries, and it is essential to understand the compliance
and regulatory situation and potential changes. The distribution costs may
vary a lot between banks in relation with social habits, or more technical
elements such as the degree of local Internet usage, or the availability of
e-banking services.
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FACTORS INFLUENCING CROSS-BORDER DEALS

Many external factors may influence a cross-border deal—we identify four
different clusters of factors that are intertwined. They cover, broadly speak-
ing, finance, regulatory, sociopolitical, and cultural dimensions.

Before getting into some details about each of these clusters, it is impor-
tant as well to highlight that there are different levels of influence. We iden-
tify four such levels: global, country, industry-wide, and firm-specific levels.
Each factor and cluster of factors may be analyzed from a specific level
perspective (for instance, corporate finance theories may give rise to the use
of takeover techniques at a global level, and this may be different from one
country to another, one industry to another, one firm to another).

Generally speaking, we view these entry points (types o1 factors, levels
of influence) as an analytical grid helping business executives confronted
with this general complexity to try and structure thoughts and ideas.

Global, Country-, Industry-, and Firm-Specific Favto:s

Firms have to permanently optimize then strategy, structures, processes,
capabilities, and systems according to-a.number of external or internal
change forces (e.g., the introduction 01 4 new technology), based on inner
assets or weaknesses (e.g., strong inncvation skills but little cash).

A firm should never be viewed as a set of fixed long-lasting elements.
It may appear solid and strong due, for instance, to a high level of physical
assets, but the most solid«eiement of a firm is its capacity to generate rev-
enues, and this may change quite rapidly.

It is hence a basic .duty for executive teams to spend intelligence and
energy on what mav be causing changes in the eco-environment of the firm
and anticipate L.ow those changes will impact revenue streams and profits. In
a cross-border deal, there should be a 360-degree review of the forces at play.

Firm-Specific (Microeconomic) Forces This definition is not that trivial—most
financial or strategic decisions are in fact dependent on external factors.
But let’s assume that the financial situation of a firm, as opposed to another
firm in the same sector and country, is linked to priorities, decisions, and
efforts that are under the control of the firm itself. Its growth rate, its level
of investments, its compensation and benefits policy, its manufacturing or-
ganization, and its acceptance of risk are elements that may differ from one
firm to another.

® The decisions to invest abroad, to allocate a certain percentage of the
cash flow on such investments, to choose between very similar locations,
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to acquire versus to build a joint venture or have a greenfield approach,
all these elements are partly constrained by internal economic param-
eters and their perception within the firm. These financial elements that
differ from one firm to another may justify or contradict the interest of
a cross-border deal, and may ease or hinder its execution.

® These forces may vary significantly across firms, even in the same indus-
try and country. And it is not only because of actual differences regarding
hard facts and figures. Perceptions and corporate history are as impor-
tant as the facts and figures themselves. Firms do not perceive hard facts
the same way—this depends on the corporate history, the successes and
war stories discussed among employees, the lessons learned over time
and individual careers, the internal culture, and so on.

® Take for instance GM and Chrysler in the automotive. sector in the
United States. GM has implemented since 2008 a majo: U.S.-led change
program, with the sell-off of major units to decrcase its debt and im-
prove its operating income. GM has exited the Chevrolet brand, closed a
number of plants, transformed its dealers’ network, and reimbursed the
state funds provided in 2009. During that's»me period of time, Chrysler
has been restructured under the leaderchis of Fiat and its CEO, Sergio
Marchionne. The focus has been put<.n'synergies in the design and pro-
duction of new cars, growing ini<riational distribution, and improving
the productivity of plants. To putic simply, GM has downsized its fully
owned capacities to reengireer ‘tliem, whereas Chrysler has been more
integrated into Fiat to beconie more competitive. GM has been on the
defensive side to retain customers, play loyalty, and regain past market
shares, whereas Chiysier has focused on image, growth, and innova-
tion. But there is-another element to these differences, which illustrates
the role of hiscoiv in a firm. Chrysler had previously failed in a major
merger process with Daimler—this failure is quite well known for a
worst-case in terms of how to manage a cross-border deal. This very
specific experience has helped Fiat to build with Chrysler a more syner-
getic organization.

Industry-Specific (Mesoeconomic) Forces Industry-specific forces must have
been identified in the strategic analysis and assumptions must be consistent
with business forecasts. At the intermediate level there are also major differ-
ences from one industry to another in terms of economic forces at stake and
their relation with M&A deals:

® Due to past managerial failure, banks and financial services have been
put under growing public constraints, and this has had considerable
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consequences on how this industry may generate growth and profits.
Executives find it more and more difficult to find growth in less reg-
ulated business segments or countries. Forced exits from tax haven—
related services, banking secrecy, and other “optimization” services will
force banks to reconsider their portfolio of activities and value more
sustainable and acceptable business targets.

® In some mature industries (pharma, banks, automotive), organizations
have grown extensively, reaching sizes that generate diseconomies of
scale, organizational inertia, and productivity problems. In these same
sectors, new entrants are developing innovative services based on the
extensive use of emerging technologies to break down structural costs
and organizational inertia. Serial acquisitions of start-ups are a way to
cope with the negative effects generated by the maturityof a sector.

® On the contrary, other sectors are being deregulated with public
approval, generating new sources of revenue¢s and new M&A
opportunities. For instance, a wide range of services emerged based on
customer-to-customer concepts allowed by n¢w 1T platforms, such as in
the transport sector, or the production of energy for individual energy
providers.

Impact of the national degree of sjccialization. There is a connection
between the degree of specialization ¢1 a country in a specific industry and
the nature and role of the industry-specific forces. A strong industry in a
country is generally linked tc.a set of favorable forces that are both a cause
and a consequence of this. development. Analyzing the target industry and
its positioning in the ‘*target country should therefore be among the pre-
liminary efforts of an-incernational screening process. Based on the Interna-
tional Standard Induscrial Classification (ISIC), it appears for instance that
the United Kinzdom was highly specialized during the years 1990-2010
in “legal, accounting, and auditing activities” and “advertising,” whereas
Russia specialized in “transport via pipeline” and “railway and tramway
locomotives,” France in “electric lamps and lighting equipment” and “tan-
ning and dressing of leather,” Germany in “retail trade not in stores” and
“sales, maintenance, and repair of motor vehicles,” Finland in “television
and radio transmitters” and “paper products,” and the United States in
“renting of transport equipment” and “education.”?*

Gountry-Specific (Macroeconomic) Forces At the national level, one country may
differ widely from another. One of the first tasks of a corporate develop-
ment officer and his or her team is to gather information on the country’s
risk. This is evaluated constantly by international organizations, such as
Compagnie Frangaise d’Assurance pour le Commerce Extérieur in France.
However, despite the seemingly converging trend on the level of institutions
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and industries, there are many examples of the lasting gaps between nations
regarding collective priorities, regulations, investments, and public demand.
Lobbies, media communication, industrial dependencies, and perception of
risks do influence such sector-based changes. Transport, defense, health care,
and public services are all indicative of major differences between nations as
to what people expect from firms in terms of quality of service, productivity,
costs, and so on.

Global Worldwide (Metaeconomic) Forces There are a number of global forces
that impact the business context as well as the rationale for launching a
cross-border deal. Accessibility and cost of earning production resources or
customer revenues is impacted by multiple forms of disruptions. Generally
speaking, disruptions created by new regulations, new technologies, new en-
ergy sources, or new connected products or services can-arastically impact
the benefits of being located in one country or another.

Four Different Clusters of Factors

As mentioned above, a wide number of external factors may influence cross-
border deals. The term “economy” is often tised beyond its strict scope to cover
all such external factors. This is partly-rue—one might say that everything
related to M&A and cross-border deais must be related to economy. However,
to be more specific in our analysis.of cross-border deals, we need to differentiate
between clusters of factors, with the view of being consistent between the dif-
ferent levels identified in the paragraphs above (firm, industry, country, global).

We suggest distinguisizing between four major clusters of factors, which
all interact together. évalve over time, and all have an influence on M&A
strategies and cross-vorder deals.

Corporate Finance/Financial Markets/Economy. This cluster covers
all the aspects referring to the technical understanding, development,
and actual use and optimization of funds—from the corporate finance
allocation decisions in a firm or in an industry to the specifics of finan-
cial markets at a national or international level and, beyond this, to the
key technical aspects of the national and global economy (growth rates,
exchange rates, inflation rates).

Governance/Regulation/Institutions. This cluster groups all the elements
dealing with the formalization, tracking, and follow-up of decisions under
a set of approved procedures, architecture of powers, compliance con-
trol aspects, and professional or regulatory constraints. This covers for
instance the existence of strong corporate governance mechanisms, indus-
try-based regulations and institutions, and state or nonstate agencies and
their capacity to define, track, and sanction corporate misbehaviors.
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Individuals and Unions/Industry Organization/Politics. This cluster
of forces covers all the elements related to the representation and bal-
ancing process of individual and collective interests and viewpoints—
starting from the individual level of each employee and the hierar-
chies to which they belong (e.g., employees versus managers), up to
the unions and other professional organizations, to the representation
of the sector as an industry, and ultimately to the social and political
system as a whole.

Education/Corporate Culture/Culture. This fourth cluster covers all
the elements that shape behaviors and influence and make sense of busi-
ness performance. That covers the education of the local workforce
from the shop floor to top executives, their access to and development of
innovative knowledge, and the existence within firms &* strong specific
corporate identities, rituals, and beliefs. It covers as'well such national
cultural specificities as attitudes toward time ana e‘ficiency, authority
and legitimacy, power and justice, and toward in¢ney and ambition.

It is worthwhile to add that we view this higti-ievel clustering approach
as purely instrumental—it serves our purpese to present all the different fac-
tors in a simple way. We acknowledge theretore the fact that this clustering
may be somewhat challenged. Nevertheless, it is critical in our perspective
that executives do understand that eceniomic factors are only one among a
list of other types of factors influencing cross-border deals.

Corporate Finance/Financia \arkets/Economy

This cluster covers finarncial and economic aspects, from thoughts to statis-
tics and results. Thare s a continuum of aspects there, from the understand-
ing of corporate finance techniques within firms, to the leverage of these
techniques in specific deals. These deals may build on a favorable develop-
ment of financial instruments and markets. They may also benefit from spe-
cific economic conditions that will give decision makers information about
the potential profits to be generated from a potential deal.

Use of Corporate Finance Techniques at Firm Level Cross-border deals ask for
a certain degree of sophistication in finance terms. Valuing a firm requires
the use of methods such as discounted cash flow analysis (DCF), concepts
such as the weighted average cost of capital (WACC), and estimates of dif-
ferent types of risk-related rates (risk-free, country risk, firm risk, currency
exchange risk). It requires the understanding of tangible versus intangible
assets valuation, the analysis of the best funding strategy as well as tax
and legal impacts and optimization options. These elements are not easy to
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understand, rationalize, and model. Cross-border deals cannot be successful
without a sufficient level of such corporate finance and tax and legal skills
to analyze, plan, and deliver. It requires as well good managerial leverage of
such skills, and many deals are unsuccessful because of the CEOs’ overcen-
tralizing decisions without the right technical skills.

Size of the National Financial Industry The existence of listed firms in well-
established and active stock exchanges is a positive factor for international
transactions. It limits the risk of political interference in the deal process,
provides a better stock valuation basis for negotiation, increases funding
options and deal-structuring approaches, and may improve future exit strat-
egies if needed. M&A waves are linked to the development of stock mar-
ket volume, prices, and regulatory processes. And cross-border transactions
(inbound and outbound) are linked to the general matutity of the M&A
markets.

Stock Market Evaluation Price-earning, price-to-boack. price-to-free-cash flows
are all ratios that provide an evaluation of the value of a firm by financial
analysts and investors and thus its capacity-to buy or to be bought. The
recent Nokia (Finland) versus Alcatel-Tuceat (France-U.S.) deal is a good
illustration of that. Pre-deal, the twa groups were about the same size in
sales and in number of employees, Lut showed a huge gap in terms of profits
and market capitalization. Based.on' the pre-deal market values, the acquisi-
tion has been achieved on the basis of 55 Nokia shares for 100 Alcatel ones
with a 28% premium. As.a result, Nokia could represent about two-thirds
of the combined value:—by far not a merger of equals. This case poses also
very clearly the question of timing—had Alcatel-Lucent been able to delay
the merger and improve its profits, it would have modified the merger condi-
tions and its capacity to decide on the future strategy.

Interest Rate Levels Interest rate levels have numerous impacts on interna-
tional deal making. Major firms in well-rated countries have access to lower
corporate bond rates than their counterparts in riskier places. This may help
them fund their acquisition at a reduced cost and may also enable them later
on to fund investments without having to pay for the local high rates. The
positive spread between high foreign rates and low domestic interest rates
favors international deals as well as future synergies. Corporate interest rates
are interconnected with public debt rates—the higher the risk-free market,
the higher the corporate bonds. National political decisions—such as the
launching of a quantitative easing program or a sovereign debt default—
may have major impacts on corporate interest rates. In a period of politi-
cal uncertainty, the spread may be very volatile: In mid-2014, the 10-year
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government bond was at 18% for Greece versus less than 1% for Swit-
zerland or Germany. Since that peak, international rates have significantly
decreased in Europe, and spreads have shrunk. In general, most advanced
economies benefit from lower public and corporate bond rates as compared
to emerging countries, which favors geographical diversification and invest-
ments in these countries.

Inflation Rates Cross-border deals have also to take into account interna-
tional gaps in terms of inflation rates, especially in countries where inflation
rates may be double-digit or more. In such conditions, it is useful to build
the business case on deflated values as well as on nominal values. Generally
speaking, a high inflation rate has a negative effect on the quality of business
forecasts, as the capacity to model future sales and operating costs is altered.
It is also important to notice that in some countries, cost elements such as
infrastructure costs (transport, energy, public services) tii¢ minimum wage,
or the pension system may be automatically adjusted fo inflation.

Forex Rates In the first months of 2015, thz »uro lost about 20% of its
market value against the dollar. For any U.S. frin considering an acquisition
in Europe, such a change may entail a-swarnber of consequences: lowered
deal price in dollar value, and increase:i-strategic capacity to target bigger
acquisitions. In the same time, sucl a euro/dollar decrease cuts the level of
potential dividends to be consclidated by the bidder, and the dollar value
of the synergies achieved on the iocal market. The forex rate impact is a bit
more complex if we view it aver time: Whereas the deal value is calculated at
one point of time, the ¢consulidation of accounts, the debt payments, and the
dividends paid will £volve over time according to the forex rates. A brutal
forex rate variatici.niay also impact significantly the sales forecasts at target
level, or the suppiy of products and services between the group and the local
target, thus impacting potential synergies. Generally speaking, the higher
the forex rate volatility, the higher the profitability should be from the deal.

Gross Domestic Product Growth Rates Local market demand is a major fac-
tor in deciding to invest abroad. In mature economies, and in the absence
of any specific technological or other disruption, companies face declin-
ing market growth rates. At the national level, GDP growth rates tend to
converge to 1%-3% per year. The lower the internal demand, the higher
the need to look for foreign alternative sources of growth. Since the 1980s,
advanced economies have progressively moved away from their 7%-10%
GDP growth rates to lower rates closer to 1% to 3% per year. For the
past decade, the BRICS have served as a global growth engine, with rates
above 10 points. This is now changing, and economic slowdowns or even
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recessions in these countries are now occurring, generating increasing chal-
lenges on how to fuel growth and ensure political stability. Taking a heli-
copter view, the U.S. mortgage crisis of 2008 may end up being one of the
most important macroeconomic and geopolitical events since 1989 and the
breakdown of the Soviet Union. In this situation of slower and volatile GDP
growth rates, other parameters such as country risk assessments become
necessary inputs for M&A forecasts.

Governance/Regulations/Institutions

This second cluster is about laws, regulations, compliance, and procedures.
It is about factors that influence the context of decisions, the possibilities of
firms to develop their strategies, the obligations they have to face in terms of
reporting to public or professional bodies. It covers the following.

Corporate Governance Cross-border deals depend very much on the qual-
ity of information and the traceability of deciciorns. Firms must respect

a number of general principles shared at the international level since the
mid-1990s:

Effective Board. People appointed zt the board level must have suf-
ficient relevant skills and inforriasion. Independence is needed, as well
as a minimum level of commitment.

Integrity and Ethics. Firmis should base their decisions on the existence
of a formalized and 2¢iecd-upon code of conduct that promotes ethi-
cal and social and environmental responsibility. Corruption should be
tracked and sanztioned.

Disclosure ol liformation. The roles and responsibilities of the board
and management must be communicated externally. The integrity of the
company’s financial reporting should be audited independently. Proce-
dures linked to financial information, major business risks, and mitiga-
tion actions should be clearly documented and assessed independently.

Equitable Treatment of Shareholders. This aspect requires providing
open and honest information to all shareholders and organizing general
meetings to explain and validate major business decisions.

Compliance vis-a-vis the Rights of the Other Stakeholders. Firms have
to manage a fair balance of interests among employees, investors, credi-
tors, suppliers, local communities, customers, and policy makers. The
expression of such interests increases naturally with the development
of the countries and with information. As a result, executive boards’
goals are subject to a growing set of contractual or legal obligations.
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Resistance to such collective trends and attempts to develop unethical or
even unlawful corporate behaviors are increasingly risky and expensive.

Board of Directors versus Supervisory Board Firms may implement different
governance models according to their national contexts and regulations.
Broadly speaking, two major models exist:

1. An Anglo-Saxon one with a board of directors that is normally domi-
nated by nonexecutive directors elected by shareholders.

2. A continental European one (Germany, The Netherlands), with a dif-
ference being made between an executive board (company executives
focusing on day-to-day business) and a supervisory board (nonexecu-
tive directors elected by shareholders and employees iocusing on the
selection and compensation applicable at executive board level, and the
evaluation of major business decisions).

Below this level, a managing board normaliy convenes all the execu-
tive directors every month or so. It focusez on.all business operations. In a
cross-border deal, the staffing of this boaid s key, as it reflects the degree of
control the acquirer wants to impose ot the target.

Such a hierarchy of instances may be simplified in smaller firms, with an
executive committee only and the presence of executive directors and key
shareholders focusing on all Lusiness operations. In any case, the meeting
minutes are a critical piece % information in a cross-border deal.

CEO and Chairman of the Baard The two roles may be either split (often the
case in the United'Kingdom) or merged (often the case in the United States
or in France). The split depends on the size of the firm and the situation (HQ
level or subsidiary). The split between the two roles may be considered a
positive element of stability in an acquisition, as it enables maintaining the
CEO in place if that is of interest.

Committees The existence of independent committees—the audit commit-
tee, the compensation committee—is another element of sound corporate
governance, though it depends very much on the size and nature of the tar-
get. When these committees do exist, they may provide the bidder with more
documented information and independent reviews.

The Human Resources Local Market Countries may differ widely regarding the
size and activity of the local market for executives. In emerging countries, it
might be difficult to recruit new executives or individuals with critical skills.
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In such cases, the staffing of expatriates may bring a temporary solution,
but may also generate some negative effects (cultural ignorance, lack of lo-
cal contacts, insufficient links with local employees, high costs). The absence
of a very active local HR market may also give rise to a high level of local
individual corruption, and informal business practices.

Investors’ Rights M& A research highlights the positive role of clear national
laws and decisions about investors’ rights on foreign direct investments and
cross-border deals. The more the interests of foreign investors are protected,
the more cross-border deals are likely to happen. On the other hand, political
interference, corruption, lobbying against foreign investors, and the lack of
legal enforcement of investors’ rights are elements of risks that will normally
be factored in when assessing the cross-border deal and the 1equired rate of
return.

Accounting Standards This is another well-known ¢iement of influence on
foreign investments and cross-border deals. The convergence of standards
at the international level is a real trend (e.g:, the rollout of International
Financial Reporting Standards) but there are-cull huge national differences
when considering small and medium fizros operating in domestic markets
only. The use of local correspondenis ¢ international audit firms is a com-
mon practice to track and model such accounting gaps.

Sector-Based Compliance Rules - 'The notion of risk and compliance is also a
significant element supporting or jeopardizing M&A deals. This aspect has
dramatically changed ‘over the past 20 years, with a growing number of
obligations in all countiies (safety rules, environmental norms, labor laws,
financial ratios, miansifacturing and construction norms), which for most
of them raise ti'e operating costs. The number of people employed in inter-
nal control teams, audit, and compliance has risen. But gaps exist between
countries—emerging countries do not impose the same rigor and level of
compliance than do more mature economies. Local profits may be improved
due to strong externalities: The collective costs of poverty, health problems,
lack of education, and so on, are not financed by the firm itself. Corruption
tends to delay the insourcing of such costs and maintain operating costs at
low level. One must however anticipate that the incidence of business scan-
dals (China, Kuwait, Pakistan, India) will not diminish. The development of
the Internet and whistleblowers has tended to homogenize the international
demand for norms and rules. At the other end of the value chain, custom-
ers from advanced economies are increasingly informed about production
conditions, imposing their own needs and requirements (e.g., in the textile
industry in Malaysia).
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Institutional Quality This parameter takes a broader perspective, as it qualifies
the general national context in terms of lawmaking, regulatory constraints,
and the functioning of the different public or private agencies enforcing
such policies at the national level. Emerging countries face huge difficulties
in setting up the required conditions to provide the level of institutional
quality known in the advanced economies. Lack of financial resources leads
to corruption, insufficient controls, and unknown corporate risks. Political
instability, a weak state and administration, and lack of public sector inde-
pendence are factors known to play against cross-border deals and foreign
investments.

Sociopolitical Parametenrs

This third cluster is about how cross-border deals may ve influenced by
social and political factors, that is, existing collective structures. These
structures play a highly differentiated role according to countries—they
are built on different histories, convey different'ovjectives, and show dif-
ferent operating modes of action. Because oft1.eir inertia, executives have
to adjust to these factors at an industry. or national level as much as
they may want to change or modify then at the firm level. It is therefore
key for executives to spend some interigence and energy on catching the
key specifics of the country, induitry, and firm the transaction is focus-
ing on. One must also have in mind that too often, the “one size fits all”
approach on these factors is efiei a shortcut leading to integration miscon-
ceptions and failure. We wilijust list two of these factors here—we could
extend that list to many other factors as well (professional organizations,
political parties).

Unions In many open economies, the existence of unions is conceived by
managers as a burden. Unions are said to restrict economic choice, manage-
rial creativity and freedom of action, and ultimately shareholders’ rights.
They are perceived to be essentially negative, conservative, against inno-
vation, against corporate profits, and therefore against collective wealth.
Investments abroad should therefore trigger places where there is limited
employee representation and no or weak unions. This is not a universal
standpoint, though its adherents make considerable efforts to present it as
such. In other economies (e.g., Germany, or some other European coun-
tries) unions are perceived on the contrary as a means to achieve sustainable
profits, helping firms to reach internal consensus with their workforce and
helping therefore to mobilize people more effectively on well-understood
and shared rational trade-offs. The impact of unions on the actual success
of cross-border deals is not clear.
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Our standpoint is that the impact of unions depends very much on the
management approach itself, and on the corporate strategy triggered. In a
strategy of profitability dependent on low production and HR costs and low
standards of quality and poor work conditions, unions are an obstacle. It is
less the case in a corporate strategy of long-term development based on non-
instrumental relations with employees and cooperative management habits.
Generally speaking, unions should not be viewed as an obstacle to progress,
as long as progress is not limited to profits. The more firms communicate
their values on ethics and human management styles, and the more they
view human resources and capital as humans involved in a joint project, the
more they learn how to manage unions in an efficient way. But this requires
a real managerial education in local human resources laws, workforce prac-
tices and expectations, and a planned and structured comrivnication with
unions and workforce representatives.

Democracy This aspect is a tricky and highly sensitive one at the interna-
tional level. Is there, and should there be, a connectic1. between cross-border
deals and democracy? Our standpoint is that ‘s connection should not be
viewed in a moral perspective—deals between firms cannot have as a cor-
porate strategic objective to modify the palitical organization of a country.
Cross-border deals may result in locai ciianges and social patterns, but this
is an indirect by-effect. More effcctively, cross-border deals support the
opening of an economy, and reflect the degree of social and political change
that is implemented locally. They may support such changes, but are not
decisive per se. On the othei hand, in an open economy, by providing a high
level of institutional qualicy (i.e., administrative strength, low level of cor-
ruption, strong legal 4ramework, independent public agencies) cross-border
deals are more likely to succeed. Profits therefore link cross-border deals
with institutional quality rather than to democracy per se, but there are
some links between the two.

Cultural/Geographical Parameters

The cultural aspect is a major topic—it is dealt with separately (Chapter 7).
Broadly speaking, managers are often confused as to what the term cul-
ture means, and to what extent it refers to a complex set of knowledge,
skills, beliefs, behaviors, or rituals. Chapter 7 provides a view of these
aspects.

Social Fabric Advanced economies are the result of centuries of common
educational processes, and historical events assembled in a collective pro-
cess of sense-making. Individuals learn at schools a considerable number of
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elements that bundle their vision together and develop a sense of collective
identity as well as a view of the different building blocks of the nation they
live in. This social and educational process differs widely between nations.
In many countries, school is still limited to a small elite, and this results in
a social fragmentation that has major impacts on business practices. It is
an advantage for a foreign entrant to understand those key dimensions and
how they may evolve.

Languages and Dialects In many countries, there is not one but several com-
peting languages or dialects. In most African countries, there are many peo-
ple knowing more than five different dialects. In the Democratic Republic
of Congo, there are four national languages admitted, with French being the
official and administrative one. This does not mean that aii these dialects
must be known, but any integration manager should taize the view that
language, and translation, may be a serious concern whew managing work-
forces abroad, especially when dealing with large, populous countries.

Communities The use of these different language= 1s linked to another aspect
that any new investment abroad has to deal with, which is the type of cul-
tural segmentations that may be built ¢x from a business perspective. Any
nation is made of multiple communicics-that are more or less assimilated
and bundled. These communities exist both vertically (aristocracy versus the
“untouchables”) and geographis ally They have their own representations,
work patterns, educational speciiicities, consumption models, and financial
archetypes. Particularly in.business-to-consumer acquisitions, it is very im-
portant to understand‘eariy what are the social communities at play and to
what extent this loca! configuration may play for or against the integration
plans and financial iarecasts. This view of social segments should be sup-
ported by locai'surveys and contacts with local faculties, and should result
in well-designed marketing strategies. To take an example, a European bank
providing services to high-net-worth customers had analyzed years ago a
specific inconspicuous savings service focusing on women potentially facing
repudiation.

Beliefs and Values Among many evolutions, advanced economies are marked
by the growing role of individuals, as opposed to local communities or ex-
tended families. This has huge impacts on the way employees value indi-
vidual performance, reward individual efforts, and evaluate management
decisions and loyalty. On the client side, it plays in favor of individual con-
sumption, access to symbols of wealth and success, and a more challenging
demand for service and quality. This trend is observed at the global level, but
the status may be very significantly different from one country to another.
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Firms have to deal with customers or employees who have social relations
that are shaped differently. It is a success factor from an HR and a market-
ing perspective to take this eco-environment and set of beliefs and priorities
into account and adjust accordingly internal services (e.g., analyze how to
support the education of single-child employees or ease the commute of dis-
tant workers) or external ones (e.g., build a VIP-type approach).

Management Theories It is critical for an acquirer to share its vision on the
long-term strategic goals and also legitimate the decisions the bidder takes.
Of course, this legitimacy is easier to get when the concepts used are already
shared per se. This is very true at a technical level—reaching a consensus in
an integration work stream between engineers or technicians is normally
quite easy. It is also true for managerial techniques and concepts. This is
why training local executives to the key bidder’s processec is'so critical in a
cross-border deal. Management consultants have alsc”a significant role as
they may provide an external and more neutral perspective and improve the
legitimacy of the decisions taken.

Appetite for Innovation and Resistance to Change . The way ideas and techniques
circulate in a country and a firm is also-a major element influencing M&A
decisions. Countries may differ in“t€ivas of appetite for new ideas and
concepts—this is linked to the education of people, the conservative aspects
of a society, and its image of autharicy and legitimacy. Innovation is easier in
a new country or region withk 2 pioneer type of mind-set (Israel, Singapore,
Taiwan, California). Developinent and mass success is easier in more or-
ganized societies with 'sopliisticated chains of command (China, Germany,
Ohio). But in a cross-horder deal, resistance to innovation is not only about
the countries at stake. It depends also on the direction of this innovation
from an internztienal standpoint. It will be more difficult for an emerging
country firm to impose its innovative concepts in advanced economies than
the other way around. The more a country perceives itself as advanced, the
more difficult an integration may become for a foreign bidder.

“Soft” Psychological Patterns We can highlight this in a couple of ways:

® The “hubris hypothesis” is a theory that has been very much used to
explain some irrational decisions made by well-informed manage-
ment teams. Psychologically, executive teams may tend to underes-
timate potential risks in a context of collective bias for action. This
psychological phenomenon may be diminished with the participation of
several stakeholders in a deal, making sure that for instance post-deal
implementation issues limit the sense of euphoria of the M&A team
close to an agreement.
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® The “herding” behavior is another major factor that has a general con-

sequence on the nature of the business decisions and M&A deals. At
the corporate level, in a world of uncertainty and lack of long-term
entrepreneurial vision, mimetic strategies are developed by managers
focusing on technicalities and short-term performance as an adaptive
solution. The more there is information available, the more firms and
individuals with available resources may engage in “me-too” behaviors
and copy common patterns. The systematization of benchmarking sur-
veys, competitive reviews, and equity research reviews strengthens this
process of mimesis to a wider number of firms at a quicker pace. This
mimetic process is one of the causes of M&A waves.

CHAPTER CHECKLIST

u Consider the M&A market as a volatile marke¢ wich ups and downs. It

has been a very active market in recent years;vut 1t may also come down
very quickly. These cycles have major ccns:quences on the prices, the
availability of resources, funding, and.«xeatually risk. You must have a
sense of the overall market situatiori ;eiore getting into a complex deal
that will take long to close.

Consider a wider range of potential deal opportunities. The M&A mar-
ket is getting more importayt globally. The overall growth rate of the
market is far above the GI)P global growth. More countries are active,
more sectors as well. 2onot limit yourself in terms of regions or sectors.
Restrictions may exist, but the general trend is in favor of cross-border
deals. New froniiers arise.

Have a broad view of why M&A deals may develop or decrease. Under-
standing the determinants of M&A waves is a positive factor in terms
of strategy assessment and deal decision-making. The more you have a
view of such determinants, the more you may catch the potential value
out of a deal.

Consider cross-border deals as more complex to analyze and execute
than domestic deals, then plan the work accordingly. Take time to iden-
tify and assess all the gaps between the home business and the target
business. These gaps may cover all the different components of the value
chains. They may also be external to the firm targeted.

Make sure you have a clear and shared set of strategic motives for the
deal. Cross-border deals may pursue a wide range of strategic goals.
You need to list them early and challenge them and the capacity to de-
liver before you close the deal.
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® Working on the actual integration plan between signing and closing

will secure success in many critical ways. You will have to get into the
complexity of the implementation aspects, and challenge the early stra-
tegic assumptions through a better view of the local value drivers. The
gaps between the target and the acquirer will be better understood, and
the potential synergies and implementation costs and delays will be as-
sessed more precisely.

In this overall process, maintain a view that strategic factors of suc-
cess and failure may exist at different levels. An organization evolves
according to economic, regulatory, organizational, and cultural forces
interacting between them and at different levels: individual, firm-wide,
sector-wide, country-wide, or truly global. This framework is highly
complex, but it provides a wide scope of potential areas.of action and
optimization as well. The broader your curiosity on-tacal matters and
empathy vis-a-vis them, not only at the technical ievel, the better your
ability to make well-informed decisions that wiii accelerate and secure
the integration process.
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