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The European M&A Industry: A Market in the

Process of Construction

by Caterina Moschieri and Jose Manuel Campa

Executive Overview

In 2007, for the first time in recent history, the volume of mergers and acquisitions by European companies
surpassed that of their U.S. counterparts. This paper provides a comprehensive overview of the trends and
drivers of this surge in M&A activity in the European Union. It reviews the role of the European
Commission in fostering a level playing field for takeover activity and the key characteristics of M&A deals
in Europe. Despite evidence of significant progress toward the development of a homogeneous market for
M&As, important differences still hold among European countries both in the rules and in the patterns that
M&A activity takes. The analysis suggests that this dissimilarity between Europe and the U.S. is not solely
linked to the existence of a harmonized market but rather arises from unique institutional characteristics
ingrained in the corporate structure of companies, which differ among European countries. This raises
questions about the generalizability of current research on North American M&As to the European

context.

orldwide M&A activity rose in the first few

years of this century, reaching an all-time

record of US$4.367 trillion in 2007. How-
ever, within this flow of takeovers, there have
been underlying forces that imply an important
change in the M&A industry. Most striking is the
growth in M&As beyond the U.S. and U.K. mar-
kets. In 2007, for the first time, M&As involving
European targets outstripped M&A activity in the
United States, historically the dominant market
for corporate takeovers. In addition, the number
and volume of cross-border M&As increased in
Europe and worldwide (Capaldo, Dobbs, & Suo-
nio, 2008). Driving this increase in European
M&A:s is the process of economic integration in
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Europe, together with the European Commission’s
efforts to foster standardization and increase trans-
parency in the development of a single market for
M&As.

This paper looks at how the harmonization of
European regulations has affected M&A activity
and the main characteristics of M&As in Europe.
This is done using a sample of 2,122 M&A trans-
actions, involving control transfer, announced in
Europe between 2001 and 2007. This study un-
derscores the main features of corporate takeovers
in Europe along two parallel themes: (a) the in-
creasing role of the European Commission in fos-
tering a level playing field for European takeover
activity and constructing a harmonized market,
and (b) the key characteristics of M&As in Eu-
rope, with a special focus on the drivers for their
success and on the effects of the institutional

* Caterina Moschieri (cmoschieri@fcee.ucp.pt) is Assistant Professor at the School of Economics and Management, Universidade Catolica

Portuguesa.

Jose Manuel Campa (jcampa@iese.edu) is Grupo Santander Professor of Finance at IESE Business School.

Copyright by the Academy of Management; all rights reserved. Contents may not be copied, e-mailed, posted to o listserv, or otherwise transmitted without the copyright holder’s express written

permission. Users may print, download, or e-mail arficles for individual use only.

This content downloaded from
89.6.228.236 on Tue, 19 Nov 2024 11:24:18 UTC
All use subject to https://about.jstor.org/terms



17 Academy of Management Perspectives

November

characteristics of various European countries. We
provide a rational link between these aspects,
mainly in how the main features observed in Eu-
ropean M&As are spawned from some of the
economic and regulatory characteristics prevalent
in the business structure of these countries.

Our analysis indicates that recent regulatory
actions undertaken by the European Commission
led to an increase in harmonization within Europe
in corporate practice and regulations, which in
turn produced a change in the pattern of European
M&A activity. We provide evidence of these
changes, including an increased use of cash as
payment method (probably due to the introduc-
tion of the single currency), an increased impor-
tance of cross-border deals, industry consolidation
through M&As, an increase of private equity ac-
tivity, and a decrease in the time of execution of
M&As. Specifically, our evidence about the
greater importance of foreign M&As in Europe
suggests that the European Commission partially
succeeded in creating a homogeneous market for
takeovers in the region.

Nevertheless, despite significant progress made
in the European Union toward an integrated eco-
nomic area, large dissimilarities remain in terms of
regulatory approaches, ownership structures, and
business practices across European countries.
These differences partially originate from a reluc-
tance among European countries to homogenize
and converge the legal requirements for M&As
(European Commission, 2007). This lack of con-
vergence to a standardized legal framework adds to
already existing cultural distinctions, often ham-
pering the execution and completion of takeovers
in Europe. These differences emerge especially
between the United Kingdom and other European
countries, such as Germany, France, and Italy.
The dissimilarity, for example in the choice of
acquisition techniques, arises not only from regu-
lations, which establish the requirements for the
launch of a public tender offer and/or the limits
and size of such offers, but also from the structural
characteristics of the business environment, such
as the ownership and governance structure of cor-
porations and the degree of bank dependence to
finance corporate transactions. These different
characteristics are ingrained in the European cor-

porate structure and are not directly linked to the
existence of a harmonized market.

This European-wide study underscores some
distinct features of M&As in Europe, contributing
to extant literature on M&A activity that has so
far focused primarily on the M&A markets in the
U.S. and the U.K. (see, for example, Cebenoyan
et al., 1992; Harris & Ravenscraft, 1991; Seth et
al., 2000) and only marginally on the European
M&A market (see, for example, Zollo & Meier,
2008). In general, European takeovers continue to
be primarily domestic, friendly, and often ar-
ranged through a private transaction, contrasting
with the preponderance of hostile deals through
public tender offers in the United States
(Haspeslagh, 1991). This analysis also provides
new insights about trends in the European market
for M&As, and especially about the level of har-
monization across the region. Our results indicate
that, despite some similarities to mature markets
like the United States, the market for corporate
control in Europe maintains unique characteris-
tics, distinct from North America and Asia. These
differences should push researchers to examine
European M&As independently and not assume
that existing theoretical or empirical frameworks
for acquisitions in the United States automatically
apply in Europe. This opens new avenues for fu-
ture research, as discussed at the end of our anal-
ysis.

The rest of the paper is structured as follows.
The next section provides an overview of the
institutional context for M&A activity in Europe.
The second section presents evidence on M&A
activity from a sample of transactions involving
publicly traded target firms for the period 2001
through 2007. The discussion is developed in two
sections, focusing first on the evolution of M&A
activity after 2001 and then on the idiosyncrasies
of European deals. The final section provides some
conclusions and suggestions for future research.

The Institutional Context for M&As in Europe
ittle research has so far analyzed the quality of
the economic and regulatory environment
within a specific country in the context of

M&A activity (e.g., Bjorvatn, 2004; Calori et al.,

1994; Lubatkin et al., 1998; Rossi & Volpin,
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2004). The legal and regulatory environments are
particularly important in Europe, where progress
toward a European cross-border M&A market is
still hindered by the existence of different na-
tional systems of takeover regulation and by the
retention of costly structural and technical barri-
ers to takeovers.

Managers and policy makers in Europe have his-
torically believed that the creation of an integrated
economic space within Europe depends on changing
and homogenizing EU legislation (European Com-
mission, 2005, 2007). However, this process has
proven painfully slow. In 1985 the European Com-
mission drafted a first proposal for a Takeover Di-
rective’ to create favorable conditions for the emer-
gence of a European market for corporate control.
Key provisions in this harmonization process in-
cluded efficient takeover mechanisms, a common
regulatory framework, and strengthening of share-
holder rights, including minority shareholders (Eu-
ropean Commission, 2007). The directive was fi-
nally approved in 2003 after several rounds of
negotiation, but it made all of the provisions that
may be controversial’ merely optional for member
states, allowing them to maintain in their national
legislation existing practices (see the annex for a
summary of the most controversial provisions, their
current treatment, and the rules in place in 2006).
As a consequence, the implementation of these rules
by the national authorities in their legislation has
followed strong nationalistic biases.?

Beyond this lack of convergence to a standard-
ized legal framework within the European Union,
there are also important differences in the degree

LA directive is a legislative act of the European Union that requires
member states to achieve a particular result without dictating the means of
achieving that result. Directives normally leave member states with a
certain amount of leeway as to the exact rules to be adopted.

2 Controversial provisions include a new mandatory bid rule; prohibi-
tion against defensive measures initiated by the management board; and
board neutrality, breakthrough, reciprocity, and squeeze-out rules. Squeeze-
outs give the controlling shareholder the right to force minority sharehold-
ers, who hold out in a tender offer, to sell their shares to the bidder at or
below the tender offer price (Goergen, Martynova, & Renneboog, 2005,
p.14).

3 Most EU countries have not transferred the provisions that implied a
liberalization of their national markets to foreign bidders (European Com-
mission, 2007). In contrast, all countries have plans to implement a
squeeze-out threshold for minority shareholders and the reciprocity rule,
allowing their home companies to use it to build defenses against potential
foreign bids.

to which corporations are actually converging in
their use of these takeover defense practices. An
example is the applicability of the proportionality
principle of “one share, one vote” that regulates
the relationship between ownership and voting
rights within corporations. No EU-15* country
has opted for a full-blown application of the pro-
portionality principle, and firms often limit the
ability of certain investors to exercise political
rights. However, although shareholder agree-
ments, voting right ceilings, supermajority provi-
sions, cross-share holdings, and pyramid structures
are still prevalent in most EU countries,’ their use
has been decreasing and the range of policies in
place has been converging across countries (Insti-
tutional Shareholders Services, 2007).

Although these formal differences in legal stan-
dards are one of the main shortcomings of the Eu-
ropean directive on takeover bids, they are not the
only ones. The directive imposes a strange asymme-
try on potential bidders. Specifically, its guidelines
are restricted to bidders from the EU and do not
necessarily apply to outside-EU bidders for the same
European target company (McCahery, Renneboog,
Ritter, & Haller, 2003). This asymmetry can result
in awkward situations if the same target faces com-
peting bids from an EU and a non-EU-based firm.
Even worse, a regulatory arbitrage may arise if a
potential buyer chooses to make the bid through
corporations incorporated outside the EU.

Another factor contributing to the harmoniza-
tion of the M&A market in Europe is the evalu-
ation of the competition and antitrust implica-
tions of corporate takeovers. The European
Commission has become more and more active
over time on this front, with a final say in all
M&As that have EU (i.e., supranational) dimen-
sion.® However, national competition authorities

*# Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ire-
land, Italy, Luxembourg, the Netherlands, Portugal, Spain, Sweden, and
the United Kingdom.

> Differences also exist in other takeover regulations such as “poison
pills” (which give the stockholders the right to purchase common shares at
some fraction of the current market price), assets sale, and issue of new
equity with voting rights in response to an unwelcome bid.

6 The number of merger cases notified to the Commission in 2007
reached an all-time high of 402, an increase of more than 12% over 2006.
In total the Commission adopted 396 final decisions in 2007 (European
Commission, 2008).
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still also play an important role in regulation of
M&As. Differences in regulatory functioning of
these entities add to the lack of predictability and
consistency in the decisions made by these agen-
cies across the EU, and become major sources of
concern in large M&A transactions.

Professional advisers in the M&A process also
highlight the predictability of the implementation
of these regulations by countries as another im-
portant difference. Intense debate exists about the
ways the same provisions would be implemented
in the United Kingdom, where shareholder rights
are paramount, and in the rest of Europe, where
corporate governance is dominated by stakehold-
ers. The lack of experience by national authorities
in evaluating complex transactions, the indepen-
dence of the regulatory agencies, and the degree of
explicit or implicit government involvement are
clear barriers to a homogeneous implementation
of rules across countries.

A number of other regulatory approvals beyond
takeover rules and competition concerns also may
arise in M&As. Bidders have to comply with local
or national regulations that determine issues as
diverse as employment levels, restructuring plans,
capital structure, ownership structure, leverage,
and environmental concerns. Regulated industries
or industries perceived to be of special national
interest—in particular power and water supply,
telecommunications, broadcasting, railways, en-
ergy, finance, basic transportation, defense, and
some other areas perceived to be strategic—are
often subject to additional regulatory approval. In
these industries the state reserves for itself suffi-
cient powers to monitor impact in pricing and
quality standards, and/or to require minimum lev-
els of capital investment and leverage.

Finally, there are additional regulations that
discriminate among transactions depending on
the national ownership of the companies in-
volved. The basic argument is that of “national
security,” mainly applied in the defense field, en-
ergy, and agriculture or food-related concerns.
Within the EU there is the widespread perception
that things vital and sensitive to the national
interest cannot be exposed to the free play of
international capital and the possibility of foreign
ownership, and are therefore in need of protection

from foreign ownership. In particular, a number of
regulations, such as golden shares’ and limits on
foreign ownership, exist in member countries that
discriminate between foreign and domestic own-
ership in specific industries. The European Com-
mission has long struggled with national authori-
ties to decrease the number and importance of
these regulations.

Analysis of the M&A Process in Europe
is paper examines the evolution of mergers
and acquisitions in Europe between 2001 and

2007 by looking at a broad sample of transac-
tions of publicly traded companies. We selected
transactions for which both the target and the
acquiring company are based in the EU-15 area.
The sample includes only transactions from pub-
licly traded and private acquirers bidding for pub-
licly traded companies where there was a change
in control of the acquired firm. It is difficult to
determine a unique parameter to identify transac-
tions involving a change in control. Although
effective control depends not only on the percent-
age of ownership sought or actually acquired but
also on other parameters such as the degree of
concentration in the remaining ownership, board
structure, regulatory regime, and management
structure of the acquired company, the most com-
monly used parameter to identify a control change
is the acquisition of a certain percentage of the
target company’s ownership stake.

We defined a 20% ownership as the threshold
for having a controlling stake in a corporation
(Faccio & Lang, 2002). We dropped from the
sample those transactions in which the ownership
of the target company controlled by the acquirer
was still below 20% after the transaction. We also
dropped transactions where the acquirer already
had control over the target firm prior to the an-
nouncement, such as internal reorganization, buy-
backs, exchanges, and acquisitions of remaining
interests. For this reason, we excluded from the
sample those transactions in which the acquirer
already held 50% of the shares of the target prior

7 Golden shares give national governments a casting vote over major
decisions, including takeovers, in privatized firms where they do not hold a
majority stake.
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Figure 1
Evolution of Domestic and Cross-Border Deals

Likelihood of completion of announced bids (left axis, lines), number of days from announcement date to
completion date for deals completed after the announcement date (right axis, columns) and average value
of completed deals (right axis, columns, mil. dollars), by cross-border and domestic in EU-15 (2001-2007).
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Source: Author calculations. See data appendix for description of original source.

to the announcement, as this does not represent a
change in control of the target company (for more
details, see the data appendix).

Filtering for these specificities, our final sample
includes 2,122 announced transactions on public
EU-15 companies, for a total deal value of $1.834
trillion. Of these announced deals, 1,340 transac-
tions were completed, for a total value of $1.205
trillion.® In this sample, the top 100 completed
deals accounted for $982.9 billion in value, 82%
of the overall value of completed deals. The
data come from Thomson ONE Banker’s M&A
module.

Our interest is in the evolution of deals in the
large EU economies accounting for most of the
observed M&As. Drawing from previous studies
(e.g., Campa & Hernando, 2006; Kogut, 2002;
Martynova & Renneboog, 2006, 2008), we ana-
lyzed each of the European countries, focusing on
the details for the most active markets in M&As:
Benelux and Denmark, France, Germany, Italy,
Spain, and the United Kingdom. The rest of the

8 Bids from EU-15 companies represent 84% of the overall number of
announced deals on European targets. Of the remaining 16%, 9% originate
from North America, 4% from European countries outside the EU-15, and
the rest from Asia, Russia, Central and South America, and the Middle
East.

EU-15 accounts for only 18% of the total number
of completed deals.

Evolution of the M&A Industry After the Creation
of a Homogeneous Market

We studied the patterns and characteristics of
domestic and cross-border deals, the time of exe-
cution and likelihood of completion of announced
bids, and the industry trends in M&As to under-
stand the pattern of M&A activity in Europe and
specifically whether the creation of a homoge-
neous market for M&As facilitates the execution
and completion of bids and eases cross-border
takeovers within Europe.

Geographic focus. We first analyzed the char-
acteristics and patterns of domestic and cross-
border M&As, to understand not only to what
extent the creation of a new legal and economic
context facilitates M&A activity, but also
whether or not it makes it easier to overcome
national differences in cross-border takeovers. Fig-
ure 1 illustrates the evolution of the average value
of completed deals and the likelihood of comple-
tion of announced bids by cross-border and do-
mestic deals between 2001 and 2007. Table 1
reports the proportion of completed domestic and
cross-border M&As by target nation and year of
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Table 1

Proportion of Domestic and Cross-Border Bids in 2001-2007
By value, proportion of completed domestic and cross-border M&As in EU-15 (2001-2007) segmented by

target nation and by year of announcement.

i Benelux and Denmark France Germany ltaly Spain United Kingdom Rest of Europe
Announced | Dom. | Cross-Border |Dom.| Cross-Border | Dom. | Cross-Border |Dom.| Cross-Border |Dom.| Cross-Border |Dom. | Cross-Border | Dom. | Cross-Border

2001 B0%|  20% |93 % | 9% 2%  [oox| ox  [ox[ s [eex|  sx  [eix| 3
2002 oon| 3 || ex (e[ x e[ e [oox|  ox  [esx| s [ww]| e
12003 2 I 3 I 23 T ) T 1 Eﬁjmo# 0% e s |
2004 WAL & Tom| o[ e Jow[ e o[ ox | x| o Jex] x|
2005 or%| 3% feox|  aox  [sox[  7ox  [woox| ox [ sax|  aex [ wx] e [a]| s
oo o] o e[ wx  [ew[ wx  [ex| we [ vx [wx] s || e |
007 (TN BN OINN| O O INN] N W X | 10K %% JGIX] WK [AK| 7% |
Averoge | B4%|  16% 8% | % [7o%| 2% ;,_i LU I3 I .3 O 725 B U

Source: Author calculations. See data appendix for description of original source.

announcement. These data show that there has
been a shift in the geographic focus of takeovers in
Europe across time. This change is due first to the
increased importance of cross-border deals and
second to a shift in the relative weight of countries
where M&A activity takes place. Most transac-
tions still occur among domestic firms (81% on
average over the observation period), that is, firms
from the same country, while only 19% of M&As
are cross-border. However, EU companies are en-
gaging in larger cross-border deals. The average
value of cross-border deals increased from $523
million in 2001 to $2.529 billion in 2007. Over
the observation period, the likelihood of comple-
tion of cross-border deals appears similar to that of
domestic deals.

In general cross-border deals represent impor-
tant decisions for organizations. Such deals can be
disruptive, producing unexpected entries by buy-
ers, cross-cultural dislocations, high purchase
prices, and changes in strategic assumptions about
a local market (Ghoshal & Bartlett, 1990; Kogut,
1991; Lubatkin et al., 1998; Zaheer, 1995). Cross-
border deals in the EU-15 are typically motivated
by a range of factors different from those in do-
mestic deals, such as growth by market expansion
(either by the expansion of technology and brands
across borders or by the establishment of larger
market shares) and acquisition of special re-
sources.

Several factors can explain the increase in vol-
ume and likelihood of completion of cross-border
deals. First, as industry consolidation reduces the

number of viable M&A opportunities at home,
buyers start engaging in larger cross-border trans-
actions. This implies that when measured in value
terms, the weight of domestic M&As decreases.
This increase in the value of cross-border transac-
tions may derive from the fact that cross-border
deals within the European Community have some
advantages with respect to cross-border deals out-
side Europe. Bidders within Europe rely on a single
currency,” which diminishes the risks of foreign
currency volatility, and also operate in a single
integrated market and legislative framework
(Campa & Hernando, 2006, 2008; McCahery et
al., 2003). Overall, this reduces entry barriers,
easing the exploitation of economies of scale and
the transfer of intellectual capital and technology,
and fosters the growth of cross-border deals.

The data show that the shift in the geographic
focus of M&A:ss is also due to a significant change
in the relative weight of the European countries’
M&A cross-border activity. In the 1990s British,
German, and French firms were the most active
acquirers (jointly accounting for 70% of the total
amount spent on cross-border European M&As)
and the most frequent targets of cross-border ac-
quisitions (about 60% of the overall value of cross-
border M&As) (Martynova & Renneboog, 2006).
Between 2001 and 2007, British, German, and
French acquirers continued to account for a large
share (67%) of the value of completed deals, to-

° With the exception of the United Kingdom, Denmark, and Sweden,
which retain their original currencies.
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gether with Italy, Benelux, and Denmark, which
also become very important investors.

As shown in Table 1, as target, the United
Kingdom experiences a proportion of cross-border
deals higher than the European average. One ex-
planation is that cross-border deals are more com-
mon in countries with higher investor protection,
such as common law countries (La Porta, Lopez-
de-Silanes, Shleifer, & Vishny, 1998; Rossi &
Volpin, 2004). British firms have a more decen-
tralized financial decision-making process (Gates
& Egelhoff, 1986), better accounting standards,
and stronger shareholder protection (Rossi & Vol-
pin, 2004) and operate in a more active and
competitive market (Smith & Walter, 1990) than
companies in the other EU-15 countries. Firm
ownership structure is more dispersed in the
United Kingdom (Faccio & Lang, 2002), where
only 2.4% of the traded firms are estimated to
have a majority shareholder (Barca & Becht,
2001), while it is very concentrated in countries
such as Germany, France, and Italy, where often
one or two shareholders have effective control
over the management of the firm (Barca & Becht,
2001). Overall, these characteristics explain why
British firms are more active in M&As (Franks,
Mayer, & Renneboog, 2001) and why they are
more attractive to foreign bidders.

Time to completion. We calculated the time to
completion of announced M&As to understand
whether the economic and regulatory changes in
Europe after 2001 have eased the execution of
M&A bids and specifically of cross-border deals.
Table 2 reports the percentage of deals completed
on the announcement day and the number of days
from the announcement date to the completion
date for deals completed after the announcement
day. On average 59% of announced M&A deals
get completed. The majority of completed deals
are effective after the day of announcement
(66%);1° only 34% of completed transactions are
effective upon announcement.

We analyzed both the proportion of deals com-
pleted on the announcement date and the days to

10 Most transactions are effective after announcement in the United
Kingdom (79%), Italy (71%), and Benelux and Denmark (67%). Germany
is the only country with a majority of deals effective on the daté of the
announcement (60%).

Table 2

Time to Completion

Percentage of deals completed on the
announcement day and number of days from the
announcement date to the completion date for
deals completed after the announcement day, by
deal size, acquisition technique, payment method,
and target nation in EU-15 (2001-2007).

Percentage of Deals | No. of Days for Deals
Completed on to Be Completed
Announcement Day | After Announcement

Grand total 34% 109
Deal size (,0005)
Up to 500 23% 1 93
500101,000 10% ] 123
1,000 to 5,000 4% 136
5,00010 10,000 0% 161
10,000+ 0% 157
Acquisition technique |
Open market purchase | 100% n/a
Private 49% 77
Public tender offer 1% 119
Payment method

| Cash only 18% 100
Hybrid 3% 107
Other 61% 125
Shares only 1% 134
Unknown 42% 87
Target nation
Benelux and Denmark 33% 111
France 39% 98
Germany 60% 122
Italy 29% 127
Spain 32% 126
United Kingdom 21% 95
Rest of Europe 42% 128
Domestic 36% 109
Cross-border 37% 107

Source: Author calculations. See data appendix for description
of original source.

completion for deals completed after the an-
nouncement date. Completion upon announce-
ment occurs mainly in smaller deals, which are
also completed more quickly after announcement
than larger deals. The average size of deals com-
pleted on announcement is $130 million, a tenth
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of the size of the remaining deals. Completion on
announcement is also much more likely in open
market purchases and in private deals than in
public offers. Only 3% of the top 100 deals are
effective on the announcement date.

After the announcement, large deals and pub-
lic tender offers (i.e., complex deals) take an av-
erage of 161 days to complete, considerably more
than the average for the whole sample of deals
(109 days). Specifically, larger deals involving do-
mestic firms in regulated industries are the deals
that take longest to complete. This is mainly due
to the fact that domestic deals tend to involve
industry concentration and are more likely to be
subject to regulatory approval by competition au-
thorities and other specific regulatory agencies
(especially in financial, energy, and telecoms).
Share deals are slower to complete, taking on
average 134 days, 34 days more than cash deals.

As shown in Figure 1, the time of execution of
cross-border deals decreases toward the end of the
observation period. This may be due to several
changes over time. First, on average, the time of
execution of deals decreases. This evidence,
jointly with the fact that over the observation
period the likelihood of completion of cross-bor-
der deals is similar to that of domestic deals,
suggests that European companies are learning
more about how to engage in cross-border M&As.

Nevertheless, differences among countries also
exist. The United Kingdom is the “quickest”
country, with only 95 days from announcement to
completion. In contrast, completion in other Eu-
ropean countries, such as Germany, Italy, and
Spain, where investor protection and accounting
standards are weak, takes longer. A possible ex-
planation is that the time of execution depends on
country-specific legislation, which can hamper or
ease the execution of M&As. These results also
suggest that the European Commission at least
partially succeeded in evening out differences be-
tween domestic and foreign targets, creating a
homogeneous market for takeovers.

Industry analysis. The integration of the na-
tional economies and the deregulation of a large
number of economic sectors have allegedly de-
creased the cost of making corporate acquisitions
and transactions across European borders. In Eu-

rope, many cross-border M&As made in the 1990s
were between firms from the same or related in-
dustries. This trend continues after 2001, when
M&A deals predominantly occur within the same
industry, with a higher proportion for larger cross-
border deals than before. This confirms that in-
ternational business expansion was one of the
goals encouraging firms to participate in European
cross-border M&As in the 1990s (Martynova &
Renneboog, 2006). The restructuring needs in the
major national industries—together with pro-
cesses such as deregulation and privatization—
have led to cross-border consolidations in, among
others, the financial sector and utilities, allowing
formerly state-owned companies to acquire firms
abroad and to have foreign investors participate in
their equity capital (Martynova & Renneboog,
2006).

Figure 2 shows the trend of announced M&As
in the EU-15 countries in the four industries that
in 2001 through 2007 host the majority of M&A
deals: energy and power, financial services, high
technology, and industrials. In terms of number of
completed deals, industrials have on average the
highest number of announced bids, followed by
deals in financial services and high technology.
More recent large transactions take place in the
power and energy industry, in real estate, in ma-
terials, and in industrials. Although there are great
differences in number and value of deals per in-
dustry across the sample, the fact that most of the
European deals (both horizontal and vertical
ones) involve firms in related industries consoli-
dates the trend to focus on core business. In other
words, despite the emphasis on industry consoli-
dation and the restructuring in the major national
industries coupled with deregulation and privat-
ization in the European Union, between 2001 and
2007 still about half of the transactions take place
within the same industry.

Preponderance of private equity investors.
M&A activity is fostered by the presence of pri-
vate equity (PE) firms (Gaughan, 2007). In this
respect, the U.S. market is more mature and fur-
ther developed than the European market. How-
ever, European private equity funds and venture
capital firms have increased their size and in the
five years from 2001 to 2005 they account for 55%
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Figure 2

Number and Value of Announced Deals by industry Over Time
Total number (left axis, lines) and value (right axis, columns, mil. dollars) of announced bids by target
industries (Energy & Power, High Technology, Financials, and Industrials; other industries, e.g., media,

are not reported) in EU-15 (2001-2007).

60 350,000
50 > - ’ -« 300,000
» * -

. e — 250,000

- .
- - - 200,000
30
L 150,000
/ 100,000
10 1 L 50,000
§
0 - N -0
2001 2002 2003 2004 2005 2006 2007

P Sy Energly & Power (value
C—High Technology (value

—h— E_nerqu & Power number)]
—+— Hiah Technoloay fnumber

B Financials (value
[SSSSS Industrials (value

»— Financials numbeq
= = =|ndustrials (number

Source: Author calculations. See data appendix for description of original source (Thomson Financial industrial classification).

of the global total value of PE investments
(Thomson ONE Banker analysis, 2008). In Eu-
rope, the number of deals involving PEs slightly
increases between 2001 and 2007, with a peak in
value of M&As in 2006 and 2007. The United
Kingdom is the country where the largest majority
of deals with PE, both by value and by number of
deals, take place, followed by France. The rise in
M&A activity in Europe is closely associated with
the increase in PE firms. The boom of European
M&A activity in the last decade is fueled by
capital-rich private equity firms and hedge funds
(Gaughan, 2007).!!

Idiosyncrasies of the European M&A market.
The analysis of European M&A activity shows
that takeovers within EU-15 countries have spe-
cific characteristics, different from those of M&As
in the United States and Asia. These differences
arise mainly in attitude, acquisition techniques,
payment methods, and premiums.

Deal attitude and competing bids. Table 3
reports the deal attitude and competing bids for
completed deals. Most completed deals in Europe

1 However, in the second half of 2007 and the first quarter of 2008,
the value of M&A transactions participated in by PE starts to decline
(HSBC, 2008). PE activity, representing 34% of the total M&A value at
the beginning of 2007, falls to 29% at the beginning of 2008, and its value
falls by three-quarters from $230 billion at the end of 2007 to $55 billion
at the beginning of 2008 (HSBC, 2008).

between 2001 and 2007 are either friendly or neutral
(97%). The presence of hostile deals in European
M&A transactions is very low (1%), although it
increases slightly in more recent transactions. In
contrast, worldwide the 10-year average of hostile
takeovers is about 3%, with a peak of 12% of total
deal volume in 2007 (Capaldo et al., 2008). Hos-
tile bids in Europe tend to be slightly more likely
in larger deals (3% of the top 100 deals by value)
and much less likely to be successful (only 52% of
announced hostile deals were completed, versus
64% of announced friendly deals).

The low proportion of hostile deals is a direct
consequence of the concentrated ownership struc-
ture prevalent in most European companies. The
concentrated ownership structure of the firms
traded in countries such as Germany, Spain, and
France determines that control transfers in many
cases rely on the decision of one or two sharehold-
ers that exercise effective control over the target.
Ownership concentration facilitates friendly
transfers of control and not hostile deals (Shleifer
& Vishny, 1986). Consistently, hostile deals are
more common in countries with better share-
holder protection, such as the United Kingdom
(Rossi & Volpin, 2004).

Linked to the absence of hostile bids is the lack
of competing bids in Europe. Competing bids are
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Table 3
Deal Attitude and Competing Bids

Deal attitude (friendly or neutral, hostile, and unsolicited) for completed deals in EU-15in 2001-2007. The
table reports the number of completed deals and the likelihood of completion for the different deal
attitudes, for deals that received a competing bid, and for deals that did not receive a competing bid.

Number of Completed Deals Likelihood of Completion
With Competing Without Competing With Competing Without Competing
Total Bids Bids Total Bids Bids
Friendly or neutral 130 | a9 B 1,258 64% |  45% 5% |
| Hostile N . | 1T 52% 6% | A% |
| Notopplicable | 18 | I 17 AT% 33k T
Unsolited | 7 | 1 6 19% | % M|
| Total 1,340 52 1,268 59% | 64% 43% |

Source: Author calculations. See data appendix for description of original source.

not only rare (3% of announced transactions re-
ceive competing bids) but also much less likely to
succeed than noncompeting bids. The likelihood
of completion of a deal facing a competing bid is
only 43%, a third lower than for transactions
without a competing bid (64%).

Several factors can explain the lack of compet-
ing bids in Europe. The single most important one
is the lack of hostile transactions. Competing bids
are typically present in hostile deals, where arbi-
trageurs are the significant decision makers
(Bruner, 2004). Additional factors include the
large presence of domestic transactions that result
in consolidation in the industry, the relatively
smaller role performed by financial investors (such
as private equity and restructuring funds), and the
predominance of financial and industrial con-
glomerates in most European countries.

Acquisition techniques. The first four columns
of Table 4 report the percentage of deals com-
pleted over the total of announced bids by acqui-
sition technique and target country. On average,
M&As in Europe are mostly public tender offers
(36% by number and 72% by value of all com-
pleted deals), which are also most frequent in
large-value transactions. The second most com-
mon acquisition technique is private deals (27%
by number and 15% by value), while divestitures,
open market purchases, unsolicited deals, and
white squires/knights represent only a minority of
the completed deals, in both terms of number.and
total value of transactions.

In general, the preferred method of acquiring
control of a company depends on transaction-
specific aspects, such as the existing ownership
structure of the firm, the liquidity of the shares of
the target firm, and the specific takeover regula-
tions of the country of the target. In Europe, the
use of alternative acquisition techniques varies by
country. This is probably a reflection of the own-
ership structure of publicly traded firms, which
varies substantially among European countries,
and of still existing country differences in corpo-
rate takeover regulations that establish the re-
quirements for the launching of a public tender
offer and/or the limits and size of such offers. This
is particularly evident in the different proportion
of public tender offers in the United Kingdom and
in the rest of Europe. For example, in France deals
are typically negotiated privately or via public
tender offers (28% each, for a value respectively of
80% and 4% of the value of all completed deals).
In contrast, in the United Kingdom the number of
public tender offers (46%) is almost double the
number of private deals (25%) and represents 86%
of the value of all completed deals (versus 12% for
private deals).

Payment method. Table 4 shows in its last four
columns the percentage of deals completed by
payment method and target country. It highlights
another important feature of European M&As:
They are predominantly cash deals (30% of com-
pleted deals). With a pattern similar to that in the
United States, we found a significant difference in
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Table 4

Acquisition Techniques and Payment Methods
Percentage of deals completed over total announced bids by acquisition technique (open market
purchase, private negotiation, or public tender offer, in columns 2 to 4; other less used acquisition
techniques are not reported) and by payment method (cash only, shares only, cash and shares, and other,
in columns 5 to 8; “unknown” payment method deals are not reported) over the total number and total
value of completed deals by target country of EU-15 (2001-2007).

By number of deals

Average 4% 27% 36% 30% 11% 3% 32%
Benelux and Denmark 4% 38% 25% 32% 13% 5% 13%
France 14% 28% 28% 24% 7% 5% 7%
Germany 2% 23% 30% 23% 5% 2% 5%
Italy 0% 22% 28% 25% 15% 0% 15%
Spain 0% 38% 38% 42% 7% 1% 7%
United Kingdom 10% 25% 46% 33% 16% 10% 16%
Rest of Europe 2% 9% 13% 29% 17% 3% 17%
Domestic 74% 79% 84% 58% 84% 88% 16%
Cross-border 26% 21% 16% 42% 16% 12% 84%
By value of deals

Average 15% 15% 72% 33% 26% 19% 6%
Benelux and Denmark 36% 36% 52% 14% 23% 55% 6%
France 4% 4% 80% 14% 9% 57% 1%
Germany 18% 18% 12% 38% 2% 23% 0%
Italy 25% 25% 63% 15% 76% 0% 1%
Spain 29% 29% 62% 67% 5% 2% 0%
United Kingdom 12% 12% 86% 27% 14% 6% 51%
Rest of Europe 2% 10% 10% 34% 29% 23% 4%
Domestic 19% 71% 61% 78% 92% 81% 81%
Cross-border 81% 29% 39% 22% 8% 19% 19%

Source: Author calculations. See data appendix for description of original source.

terms of attitude of the deal. European hostile
deals are mostly cash deals. This reflects on the
aggressiveness of the deals while removing any
contingency about the assessment of the value of
the bid. These results differ from the literature on
deals in the United States, which has predicted
that cash deals are typically not hostile bids and
receive few competing offers (Fishman, 1989).
Although we found no major differences be-
tween the United Kingdom and the rest of Europe
in the volume of deals paid in cash only or shares
only, the number of cash-only deals in the United

Kingdom is higher than in the rest of Europe
(33%). Again, this finding is different from pre-
vious literature that has reported that stock-only
deals are more common in the United Kingdom,
while all-cash bids are more common in the rest of
Europe (Faccio & Masulis, 2005; Rossi & Volpin,
2004). This discrepancy may be linked to the fact
that we observed a trend in which the propor-
tional value of cash-only transactions increases
from 2001 to 2007 (with a peak in 2006, when
cash deals represented 43% of the total value of
completed deals). We also observed that cash-
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only deals are more likely to be completed than
other forms of payments.'? This suggests that cash
became more frequently used in large deals at the
end of the observation period.

Cash is usually preferred to stocks by sellers in
M&As in periods of easy financing conditions and
in smaller acquisitions. Previous research has sug-
gested that stock deals are related to negative
value creation, while cash purchases have zero or
positive cumulative abnormal returns (Campa &
Hernando, 2008). These returns are not only from
tax savings due to debt and depreciation shields.
Gains also accrue significantly from efficiencies
and greater operational improvements imple-
mented after the buyout by the new managers who
tend to have a significant portion of their net
worth committed to the success of the transaction
(Healy, Palepu, & Ruback, 1997; You, Caves,
Smith, & Henry, 1986). In fact, returns to buyer
firm shareholders are positively related to share
ownership by managers and employees.

In Europe, larger deals tend to be paid in shares
or a hybrid of shares and cash. This is consistent
with previous evidence from the United States,
showing that deal value is more likely to increase
when stock market valuations are at historically
high levels. The share of megadeals—those with a
value of more than $10 billion— contributes 30%
of 2007 overall volume, considerably higher than
the 10-year average of about 20%. A bidder is
more likely to pay a high price for a target firm
during peaks of takeover activity, because bids
become more aggressive and are more likely to
trigger opposition from the target (Martynova &
Renneboog, 2006).

Jointly these results suggest that M&As in Eu-
rope are characterized by a tension between cash
and stock. On one hand, stock deals are associated
with lower returns. Furthermore, companies ob-
serve the greater likelihood of success and the
higher returns of cash deals and therefore become
more prone to launch cash-only bids. On the
other hand, the average deal size and stock market
valuations have increased in the last decade. This

12 On average, 19% of cash-only deals were completed, versus 8% of
shares-only deals and 3% of shares and cash deals.

may have led to an increase in deals paid totally or
partially in shares.

Premiums. Table 5 reports the average one-
day and four-week premiums of completed M&As
in the EU-15 countries. Premiums appear to be
linked to the characteristics of the deal and of the
companies involved rather than to the target
country. In Europe the average one-day premium
(i.e., the difference between the offer price and
the target price the day prior to announcement)
for completed transactions is 18%. This premium

Table 5

Premiums

Average one-day and four-week premiums of
completed M&As in EU-15 (2001-2007) by target
industry, deal size, acquisition technique, and
target nation. The grand total refers to the average
premiums for the whole sample of completed
deals. All values are percentage.

4
Average Premiums 1 Day Weeks
Grand total 18 24
Across industry 17 2
| Within industry 18 24
i Deal size (,0008) o
upto500 15 21
50001000 | 23 2
| 10000500 [ 18 L
5,00010 10,000 1w 14
10000+ [ 4
| Acquisition technique | -
Open market purchase | 3l 39
Private j 11 18
| Public fender offer i 7 23
Target nation .
Benelux and Denmark ‘ 15 27
frane 22 33
Germany ) 38 35
taly L Bl
o R T
United Kingdom 16 24
Rest of Europe 20 27
| Domestic 16 20
Cross-border 24 34

Source: Author calculations. See data appendix for description
of original source.
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is very different from the 24% average premium
relative to the target price four weeks prior to
announcement. This difference suggests that there
are opportunities for arbitrage through leveraged
bids or option trading.

These opportunities are equally distributed
across industries, despite the recent process of
deregulation of some national industries in the
EU-15. There are no substantial differences in
average premiums across industries. However, di-
versifying M&As tend to yield lower [one day
(four week)] premiums [17% (22%)] than intra-
industry deals [18% (24%)]. In other words, in-
vestors in deals not originating from the restruc-
turing of national industries and leading to
industry concentration (Martynova & Renne-
boog, 2006) receive greater premiums than inves-
tors engaging in interindustry activity.

Table 5 also shows a slight negative correlation
between the premium size and the value of the
transaction. With the exception of very few indi-
vidual megadeals that show a very high premium,
average premium is smaller for larger transactions,
decreasing to about 10%. The lower premium for
large deals suggests that the deal was already an-
ticipated in the stock price of the company.

Premium size also differs substantially by acqui-
sition technique. Private deals are less likely to
provide large premiums than other acquisition
techniques. Private deals yield average one-day
(four-week) premiums slightly above 10% (8%)
while public tender offers show premiums 50%
higher and open market purchases show premiums
three times as high as private deals. One possible
explanation is that the great majority of private
deals in Europe are friendly or neutral, which
typically yield lower takeover premiums (Gross-
man & Hart, 1980).

While the above-mentioned difference be-
tween one-day and four-week premiums holds in
almost all European countries, consistent with
previous literature (Nenova, 2003), we found that
Scandinavian/Nordic countries yield on average
the lowest premiums (Belgium, Luxembourg,
Denmark, Sweden, the Netherlands, and Finland,
according to the GLOBE classification based on
country cultural differences) (Hofstede, 1980;
House, Javidan, Hanges, & Dorfman, 2002).

M&As in Europe yield premiums on average
slightly lower than those the literature has re-
ported for M&As in the United States, where
takeover premiums fluctuate in the 20% to 30%
range (Haspeslagh, 1991; Jensen & Ruback,
1983). As higher premiums tend to accrue in
countries with better shareholder protection
(Rossi & Volpin, 2004), the lower average premi-
ums in Europe may result from the higher likeli-
hood of arranging friendly deals, which allows

bidders to pay a lower takeover premium (Gross-
man & Hart, 1980).

Discussion and Conclusions

is European-wide study contributes to extant
literature on M&A activity that has so far
focused primarily on the M&A markets of the
United States and the United Kingdom. It specif-
ically analyzes the change process undergone by
the European business environment and the key
characteristics of takeovers in the EU. While
M&A activity in Europe in the late 1980s and
1990s was characterized by an increase in intra-
European consolidations driven mostly by domes-
tic transactions to build large national firms, be-
tween 2001 and 2007 it features an increased
importance of cross-border deals, despite the fact
that most takeovers continue to take place within
national borders. This paper proposes several fac-
tors to explain this change in the proportion of
domestic and cross-border deals, mainly industry
consolidation, the introduction of a single cur-
rency, the deepening of a single integrated market,
and a more homogeneous regulatory framework

arising from the European Union.

However, our analysis suggests that, despite
this homogenization process, differences in M&A
activity still hold across European countries.
Countries have implemented the European Take-
over Directive, which was supposed to provide a
liberalization of the corporate takeover market in
Europe, in a seemingly protectionist manner, so
that takeover defenses and substantial regulatory
discretion remain. By evaluating the impact of the
introduction of the single currency and of a wide
range of regulatory rules on the pattern, speed, and
form in which M&A activity takes place, this
European-wide study specifically identifies that
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the U.K. market for corporate control differs in
many aspects from the M&A markets of the rest of
Europe. However, we believe that this dissimilar-
ity derives from unique characteristics ingrained
in the corporate structure of companies, which
differs between the United Kingdom and the rest
of Europe—not from a supposed failure in the
creation of a harmonized, homogeneous market
for M&As in Europe. The less concentrated own-
ership structure, the stronger investor protection,
and the more developed capital markets of the
United Kingdom (Barca & Becht, 2001; Faccio &
Lang, 2002) lead to a higher proportion of hostile
deals, competing bids, deals involving PE firms,
cash-only bids, and public tender offers than in
the rest of Europe. These characteristics are also
reflected in a higher proportion of cross-border
deals, while domestic, private deals are more fre-
quent in the large European countries such as
Germany, Italy, and Spain. Deals taking place in
the United Kingdom are also “quicker” to com-
plete. Nevertheless, these differences are not
driven by discrimination against foreign compa-
nies. Cross-border and domestic deals take a sim-
ilar period to complete after controlling for other
factors.

These results also indicate possible future
trends of the European M&A market. On one
hand, even with increasing economic and regula-
tory convergence, European countries will main-
tain some unique characteristics in the market for
corporate control, distinct from the United States
and Asia. The concentrated ownership structure
that characterizes European companies affects
M&A attitude, acquisition techniques, payment
methods, and premiums. European transactions
are mostly domestic, are paid in cash or a mix of
payment methods, yield premiums on average
slightly lower than M&As in the United States
(Haspeslagh, 1991; Jensen & Ruback, 1983), and
are often arranged through private deals. On the
other hand, the shift in the prevalence of payment
methods, in the importance of cross-border deals,
and in the role of financial investors suggests
progress toward the development of a homoge-
neous, harmonized market for M&As. This
progress is likely to be accompanied by an ongoing
role for the European Commission in fostering a

level playing field for European takeover activity
and in overseeing national industrial and compe-
tition authorities to construct a harmonized mar-
ket.

Opverall, these results suggest that to under-
stand M&As in Europe we may need to move
beyond the extant frameworks and theoretical
models, which are valid for U.S. M&As but may
not work in the analysis of European deals.
Drawing on our analysis, future research could
further explore the European market for M&As
and its idiosyncrasies. Literature has under-
scored the importance of various institutional
factors (Peng, Sun, Pinkham, & Chen, 2009),
specifically in the treatment of M&As (Kogut et
al., 2002; Walker, Madsen, & Carini, 2002).
However, little research has so far focused on the
quality of the legal, regulatory, and economic en-
vironment within a country to study M&As (e.g.,
Calori et al., 1994; Lubatkin et al., 1998; Rossi &
Volpin, 2004). Future research could examine the
effect of the development of a homogeneous legal,
regulatory, and economic framework on M&A
deals.

The analysis of M&A deals before and after
these changes would shed light on the effects of
the transition to a more homogeneous regulatory
and economic context. In the specific setting of
European transactions, scholars could analyze the
M&A activity before and after the introduction of
the euro as a single currency, industry deregula-
tion, and the development of a common regula-
tion for acquisitions.

More broadly, new studies on the effect of the
development of a homogeneous legal, regulatory,
and economic framework for M&As could poten-
tially also provide new explanations about the
global economic downturn of the first decade of
the 21st century and about the role of the U.S.
economy versus other geographic regions, such as
Europe (Davis, 2009). Future research could also
focus on the speed at which the European M&A
market is transitioning toward the model of other
more active markets for corporate control, such as
the United States. In this respect, it could also
analyze the broader economic and social implica-
tions of this change.
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Data Appendix

We examined the evolution of M&As in Europe between
2001 and 2007. We selected M&As announced from Janu-
ary 1, 2001, to December 31, 2007, from Thomson ONE
Banker M&A module (Deal Analysis tool). For the an-
nouncement, we used Thomson’s definition of date an-
nounced: the date one or more parties involved in the deal
make the first public disclosure of common or unilateral
intent to pursue the deal (no formal agreement required; the
announcement can be a disclosure of discussions between
parties, of a unilateral approach made by a potential bidder,
or of a signed memorandum of understanding or other agree-
ments).

We then selected bids for which both the target com-
pany and the acquirer were based in the EU-15 area (Aus-
tria, Belgium, Denmark, Finland, France, Germany, Greece,
Ireland, Italy, Luxembourg, the Netherlands, Portugal,
Spain, Sweden, and the United Kingdom). This gave us a
sample of 56,230 European M&As. From this sample, we
selected only those bids originated by publicly traded and
private acquirers bidding on publicly traded companies
(4,160 deals).

Our goal was to focus only on those deals that involved
a change in control of the acquired firm. We used the
acquisition of a significant ownership stake as a determinant
of a change in control. We defined a 20% ownership as the
threshold for having a controlling stake in a corporation.
This threshold derives from the equity method, which re-
quires companies to mention their participation in other
organizations if it is above or equal to 20%. This mitigated
form of consolidated statement reflects a significant influ-
ence over a controlled organization. We dropped from the
sample those deals in which the ownership of the target
company after the transaction controlled by the acquirer
was still below 20%. For percentage of shares acquired, we
used Thomson’s calculation of the number of common
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