
A STUDY OF MERGERS AND ACQUISITIONS IN MULTI-

NATIONAL CORPORATIONS 

VIKRAM C. SHAH 

RESEARCH SCHOLAR, DEPARTMENT OF MANAGEMENT, MEWAR UNIVERSITY, 

CHITTORGARH, RAJASTHAN  

DR. ANOOP PANT 

PROFESSOR IN THE SCHOOL OF BUSINESS STUDIES, SHARDA UNIVERITY, GREATER NOIDA, U.P 

 

ABSTRACT: This paper investigates the mergers and acquisitions by the emerging country 

multinational companies. Emerging country multinational companies do not have access to big 

amounts of capital as many developed country multinational companies. These companies can 

decide to engage in mergers and acquisitions with those of the other emerging country 

multinational companies in order to increase their profitability and competitiveness. We examine 

whether or not emerging country multinationals earn high and significant positive abnormal 

returns as a result of merger and acquisitions and we also investigate whether or not the return 

patterns of the emerging country multinationals are different than those of the developed country 

companies. 
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INTRODUCTION: Mergers may be motivated by empire building through growth in size, sales 

and assets. Some mergers create efficiency, synergy or give firms access to recent and unique 

technology. Others make companies gain market share in competitive industries. Levy and 

Sarnat report that cost of capital of a conglomerate firm can be reduced after a merger. On the 

other hand, Different researchers examine the merger and acquisition decisions by developed 

country multinational companies. Others examine acquisitions by single country acquirers. There 

are not many studies that investigate the emerging country multinational companies’ merger and 

acquisitions as a group. Unlike those of developed country companies, emerging country 

multinationals do not have access to large pool of capital resources. Mergers and acquisitions 
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require big capital investment and they may increase the risk level of the acquirer companies. We 

hypothesize that emerging country multinational companies make merger and acquisition 

decisions more carefully than developed country companies and as a result, the acquirers get 

positive significant returns. 

Emerging markets (EMs) have become not only major foreign direct investment (FDI) recipients 

but also important contributors of 39% of the global FDI outflow, forming a critical element of 

global economic recovery from the recent downturn as well as growth. Multinationals from these 

markets conducted 56% of world cross-border mergers and acquisitions (M&As), as exemplified 

by several high-profile overseas takeovers as developed-economy multinational companies 

(MNCs) divested during the recent economic crisis, such as the purchase by Petronas (Malaysia) 

of Progress Energy Resources Corp. (Canada) for US$5.4 billion, the acquisition by Sinopec 

Group (China) of Petrogal Brasil Ltda. (Brazil) for US$4.8 billion and the purchase of Energias 

de Portugal SA (Portugal) by China Three Gorges Corp. (China) for US$3.5 billion.  

As a major leapfrog trajectory, acquisitions are EM multinational companies’ (EMNCs) favorite 

FDI mode. However, their overseas acquisitions achieve less success than the global average, 

despite tending to bid higher. Explaining the drivers of M&As by EMs and their outcomes 

perform a critical task in increasing the understanding of today’s international investment 

landscape. Past M&A research has mainly focused on factors that lead to post-acquisition 

performance, and thus pays very limited attention to how acquisitions are completed.  

Acquisition completion is very important as the first step in M&A. As Dikova et al. (2010) note, 

although in some particular cases, it might be more beneficial to terminate an acquisition deal 

than to proceed with a purchase that could cause dramatic future losses, most firms usually strive 

for ultimate deal completion. According to Li et al. (2016b), there are at least three reasons for 

acquirers to complete an acquisition deal rapidly. First, the acquiring firm bears upfront costs in 

identifying targets, choosing advisors on legal, finance and accounting issues, and releasing 

important information about its strategies for acquisition. Second, it also incurs opportunity costs 

by forgoing other acquisition opportunities. Third, abandoning the deal constitutes a breach of 

contract and can result in heavy penalties and damage to the firm’s reputation and creditability.  
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MERGERS AND ACQUISITIONS IN INDIA: The paper intends to review, summarize and 

discuss various institutional laws refer to mergers and acquisitions (M&A) in India, and thereby 

recommend fruitful policy guidelines for institutions and managers participating in foreign 

investment and acquisition deals. Further, we also show the market for value of foreign inbound 

and outbound deals representing India. The major observations include, higher valuation 

inbound-deals had delayed or failed due to weak financial infrastructure, erratic nature of 

government officials and political intervention, and the newly elected government has aimed to 

attract higher inflow of investment from other developed and emerging markets by easing 

investment rules M&A advisors, legal consultants and investment bankers in assorted issues, and 

private equity firms and multinational firms intending to invest in Indian business. 

It is worth highlighting that the 1980’s economic policy reforms have initiated across the world, 

where in, the idea of “economic deregulation, financial liberalization and national integration” 

engulfed from developed economies institutions to developing countries. Consequently, a 

number of developing countries have noticed a significant growth in international trade and 

capital flows, foreign exchange reserves, technological transformation and development of local 

businesses, among others. For example, major Asian, African and Latin American countries have 

emphasized in education, health, foreign investment, capital markets, consumption, regulation, 

and institutional and entrepreneurship. On the other hand, a number of economic researchers 

have noticed a substantial growth in the market for inward direct investment curving from 

developed markets to emerging markets due to easing of foreign direct investment policies. As a 

result, business enterprises have gained access to wider markets with their varieties of products 

and services. Thus, emerging markets, Brazil, Russia, India, China (BRIC), Indonesia, South 

Africa and others have become important contributors to today’s global economy. For instance, 

the combined output of these markets have accounted for 38% of world GDP in 2010, twice its 

share in 1990. According to the United Nations Conference on Trade and Development 

(UNCTAD), the cumulative international direct investment has reached about US$1,244 billion 

in 2010, while a significant amount of rise is attributed to high-growth emerging markets. 

The Asian market was seen a severe economic crisis in 1997, which had high-minded qualms in 

the securities market and the collision of IT bubbles in 2000. Being influenced by the crisis 

experience, local firms have chosen various corporate inorganic strategies include acquisitions 
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and alliances. Based on previous year’s world investment reports, we realize that there is a 

considerable increase in international investments, where it is being reversed from emerging 

markets to developed markets. This investment behavior was identified in the aftermath of the 

2007-08 global financial crisis due to lower asset valuations, attractive investment and tax 

policies offered by the host country, and home country institutional constraints with regard to 

inward overseas investment. In case of India, mergers, takeovers and other corporate 

restructuring activities are uncommon prior to the New Industrial Policy reforms-1991, later, 

they occurred due to regulatory shocks. The actual merger wave was started after 1994 where the 

necessity of formulating a new takeover code felt by the regulating agencies. This momentum 

lucratively changed the business scenario from back-end mapping to front-end strategies, which 

also motivated consolidation activities. Eventually, global competition has prompted the Indian 

MNEs to choose M&A as an important strategic choice for gaining operating and financial 

synergies. For example, the period 2000-07 has noticed a phenomenal growth in India’s 

outbound M&A transactions. Herewith, we show the trend of foreign inbound and outbound 

deals (value, US$ millions) representing India over the last 10 years, 2004-201. By observing 

this pictorial, one would notice that the value of inbound deals actually not seen a significant 

capital receipt compare to value of outbound deals. Besides, outbound deals reported high rate of 

growth in 2007 and 2010 due to global financial crisis and slowdown in Euro financial markets. 

However, outbound deals started declining since 2011, while inbound deals showed progress 

compare to previous years. We infer that Indian multinational companies (MNCs) had invested 

in other countries through acquisition route due to lower asset valuations and attractive prices on 

the account of the economic crisis, but their active participation has descended after 2010. 

Conversely, foreign multinationals have started investing in India since 2011 because of 

significant changes in overseas investment policies include new companies bill, incentives and 

subsidies; this mark is really a good sign for growing economies like India. In the recent past, tax 

and advisory firm based in India, Grant Thornton has reported that both M&As and private 

equity deals amounting to US$32.6 billion (762 transactions) during January-August, 2014, 

which is notably higher than previous year records about US$27.7 billion (614 transactions) due 

to adequate changes in the legal and political environment. Overall, number of deals and value 

are likely representing upward-trend in the current fiscal period than previous years; particularly 

relaxation of the acquisition process is one of the incentives behind raising inbound deals.  
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FDI LOCATION AND ACQUISITION COMPLETION: FDI location selection can also 

influence foreign acquisition completion. EMNCs face multiple country targets in overseas 

acquisitions, indicating multiple institutional environments, each presenting its specific set of 

regulatory, cognitive, and normative domains from institutional theory. The structure, 

composition and legitimacy requirements of these institutions typically vary across national 

environments. Therefore, the distance in institutions between the home and target forms an 

influential factor in MNCs’ location choice strategies. However, the rationale of such an impact 

is far from clear and is not straightforward, as exemplified by the mixed results in the literature. 

Recent scholarship has suggested that this influence is situation specific. In the case of cross-

border acquisition, the institutional distance between the home and the host can influence both 

the difficulty in correctly understanding local institutional requirements and the degree of 

adjustment required. It will be easier for a firm to understand and adjust to the legitimacy 

requirements of a country that is institutionally similar to its home country. The pressure for 

compliance with host-country rules and laws that a foreign acquirer cannot easily understand 

might render a deal more costly to finalize or even jeopardize its completion. Therefore, EMNCs 

must carefully choose their acquisition locations for greater likelihood of completion. We 

suggest that purchases in institutionally close countries are more likely to be completed. More 

than two-thirds of cross-border M&As by EMNCs are directed at developing and transition 

economies, the institutional quality level of which is relatively low. Some 43% of the BRICS’s 

outward FDI stock is in neighboring developing countries in Latin America and the Caribbean, 

East Asia, South Asia and transition economies. The regulatory, normative, and cognitive 

institutional profiles of a host country form the pressures that foreign investors confront. 

International investors usually comprehend and adjust with more ease to an institutional 

environment similar to that of their home country, and the pressure to comply with a host 

country’s institutions can obstruct deal completion. MNCs are faced with fewer challenges in 

establishing legitimacy in countries with fewer institutional differences from the home country. 

Pressures that are directed specifically against EMNCs are likely to be strong in countries where 

the dominant ideology promotes a free market economy and more developed institutions exist. 

Such countries organize their economies around markets and open competition among firms. The 

efficiency of markets is secured by institutions that promote free markets and, in particular, 

private property rights, transparency in business relationships, and the protection of private 
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shareholders. In such a context, governments are normally not directly involved in business. 

EMNCs have experience addressing less-developed institutions back at home, where economic 

freedom is relatively low. They use institutional and business networks to compensate for an 

inefficient market mechanism. These firms thus have institutional voids when extending into 

international markets. Their legitimacy is likely to be challenged because they appear to be 

inconsistent with the leading local ideology. Their predispositions result in normative pressures, 

which strengthen the positions of local stakeholders and add costs to the EMNC acquirers. 

Instead, EMNCs can turn to institutionally similar countries, where they can find their 

institutional image to be less damaging or even advantageous. Institutional differences can 

dramatically increase the difficulty in and prolong the time for fulfilling cross-border acquisition 

attempts, thus decreasing the likelihood of completion. EMs present institutional constraints 

including “institutional voids (e.g., lack of legal protection for property rights, poor enforcement 

of commercial laws, non-transparent judicial and litigation systems, underdeveloped factor 

markets, and inefficient market intermediaries) and political hazards (e.g., political instability, 

unpredictable regulatory changes, government interference, bureaucratic red tape, corruption in 

public service and government sectors, and extremely discretionary explanation or enforcement 

of ambiguous laws and rules)”. Nonetheless, EMNCs could find developing economies to be 

both more comfortable and easier venues in which to complete acquisitions. Equipped with 

expertise in mass production through inward and external internationalization experiences and 

easily available technology, equipment, instruments and materials, EMNCs could explore their 

competitive advantages in other emerging/developing markets, manufacturing technologically 

standardized products at lower costs. Moreover, EMNCs can build enduring brand reputations in 

other developing countries by leveraging the institutional image advantage because the 

stakeholders in developing countries perceive foreign-made products, from either industrialized 

or developing countries, to be of high quality. The positive perceptions of consumers can cause 

entry into these markets via acquisitions to encounter less friction from the public. In addition, 

the governments of these target countries tend to provide favorable treatment to foreign 

investment in efforts to attract capital and technology.  

INSTITUTIONAL IMAGES AND ACQUISITION COMPLETION: From an external 

perspective, EMNCs tend to be victims of a negative institutional image or discrimination 

effects. This trait is stereotype driven and emotional and associates an organization with its home 
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country and institutions. As Diamantopoulos et al. (2017) and Herz and Diamantopoulos (2013a) 

note, stereotypical perceptions form an oversimplified and generalized set of beliefs about the 

characteristics of a nation and its members, through which country-level categorization is 

established to reflect perceptions about the typical features the country possesses. Institutional 

image is a part of country image. Its effect, in the form of country-of-origin (COO) effect, has 

been addressed in the marketing literature. In marketing, country image refers to the picture, 

reputation and stereotype that businessmen and consumers attach to products of a specific 

country under the influence of representative products, national characteristics, economic and 

political background, history and traditions. A COO effect represents the influence or bias on 

product evaluation, risk perception, buying intention, etc. based on COO information and 

stereotypes. The concern is whether the “foreignness” of products/brands renders them less 

preferable to customers in different countries due to consumer ethnocentrism, the holders of 

which tend to show higher levels of domestic bias and to be less favorably disposed toward 

foreign products. Empirical studies have indicated robust support for such an effect. 

EMNC STRATEGY AND ACQUISITION COMPLETION: EMNCs can overcome their 

institutional image disadvantages in overseas acquisition, which is their major market entry 

method. We systematically examine EMNCs’ internationalization and market selection 

strategies, which are under these firms’ control, to study their roles in improving acquisition 

completion. We draw on the strategic response theme of institutional theory. The strategic 

response theme of institutional theory suggests that firms will respond to institutional challenges 

by deploying resources and formulating strategies accordingly. Although institutions exert 

pressure on social players for conformity, convergence and isomorphism, businesses can react 

actively and differently to address these challenges depending on their resources and capabilities. 

For example, Oliver suggests that firms’ “responses to institutional pressures are not assumed to 

be invariably passive and conforming across all institutional conditions”. Kostova and Zaheer 

(1999) posit that MNCs’ legitimacy establishment in foreign markets is subject to both external 

institutional complexity and organizational characteristics (e.g. visibility and size of the MNC, 

legitimacy of other parts of the MNC). Following this logic, we argue that, to address the 

challenges stemming from a lack of resources and a negative institutional image, EMNCs can 

improve their legitimacy and then increase the likelihood of acquisition completion by pooling 

resources and developing strategies. The springboard perspective also provides an important 
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approach to understanding emerging market organizations’ rapid internationalization and M&A. 

This line of thinking suggests that EMNCs use international expansion as an efficient method to 

seize strategic assets and market opportunities and to avoid domestic institutional and market 

voids. It also systematically highlights the reasons for EMNCs to “spring” in great detail. This 

perspective offers the research a comprehensive view of the attributes of these organizations and 

their domestic environments and the motivations of and reasons for their rapid international 

expansion.   

CONCLUSION: The merger and acquisitions by the emerging country multinational 

companies. Our results show although the target company shareholders earn positive return, 

acquirer emerging country multinational companies have not earned positive and significant 

abnormal returns in the short period. Extant literature refers to strategy, international business, 

finance and sociology suggested that macroeconomic factors such as economic, legal, political, 

social, cultural and localness influences both inbound and outbound trade, investment and 

business decisions. While following this streak, the study has presented relevant institutional 

laws refer to the market for corporate control strategies in India, which include acquisitions, 

mergers, takeovers, and cross-border deals. The observations include, higher valuation inbound-

deals had been delayed or failed due to weak financial infrastructure, erratic nature of 

government officials and political intervention. Even as opposing this institutional dichotomous 

behavior, the newly elected government has aimed to be a focus for higher inflow of investment 

from other developed and emerging markets by easing investment rules and offering tax 

holidays. The then, it has suggested a set of guidelines for institutional framework in general and 

multinational managers in particular that advocating foreign direct investment through 

acquisition route. In short, the review and recommendation would help various stakeholders 

including economists, policy makers, M&A advisors, legal consultants, investment bankers, 

multinational managers, private equity firms, and overseas investors and MNCs intending to 

invest in Indian business. 
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