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ABSTRACT

Flexible and liberal trade practices, conducive regulatory framework and institutional
environment of ease of doing business coupled with technological interventions and global
integration, have paved the way for cross-border mergers and acquisitions (CBMA), gaining
pre-eminence as a significant component of internationalization process. Over the years,
mergers and acquisitions (M&A) have emerged as an important component of a firm’s strategy
for success and growth (Hitt et al., 2001). Cross-border mergers and acquisitions are identified
as a direct mode of investment wherein two or more companies from different native countries
come together, leading to the combination of firms (Lee, 2018). It is well known that the capital
structure of a firm affects a company’s long-term growth and value for the shareholders. This
decision is quite significant in CBMA due to additional complexities (like political risk,
currency risk, differences in institutional environment, cultural differences etc.) involved
arising out of activity in another nation.

The present study is undertaken to examine the interplay of capital structure dynamics in
CBMA undertaken by firms from emerging nations. There is a dearth of studies that investigate
the impact of capital structure in cross-border mergers and acquisitions carried out by firms
belonging to emerging nations. The analysis covers four aspects: firstly, estimating the capital
structure and its speed of adjustment post the CBMA; secondly, examining the role of leverage
in the choice of mode of financing, thirdly, investigating the impact of ownership structure on
leverage, and finally, exploring the impact of leverage on performance and assessing post-
acquisition performance of acquiring firms.

The ambit of the study is cross-border mergers and acquisitions undertaken by acquiring firms
belonging to the top 20 emerging nations of the world. This classification of emerging nations
is taken from IMF (International Monetary Fund). The period of the research work extends

from 2009 to 2021. The final sample comprises of 1817 cross-border deals carried out by all



the emerging economies in the sample period. The secondary data utilized for the study is
extracted from Refinitiv Eikon, Centre for Monitoring Indian Economy (CMIE) and World
Development Indicators (WDI) (provided by World Bank). Multiple research techniques for
the analysis have been used. These include system generalized method of moments to estimate
capital structure speed of adjustment, logistic regression to probe the interrelationship between
mode of payment and leverage, ordinary least squares regression to gauge the effect of leverage
on performance and paired t-test to compare the pre- and post-acquisition financial
performance of the firms.

The findings suggest that acquiring firms exhibit an adjustment mechanism towards their target
debt ratio and emphasize the existence of dynamic trade-off theory for firms from emerging
economies. Further, the speed of adjustment towards target capital structure is reported to be
higher for firms belonging to market-based economies in relation to those belonging to bank-
based economies. Next, we observe that high leverage ratios dissuade the firms from going for
an all-cash financed deal. It is interesting to witness that firm size and liquidity exhibit a
negative relationship with all-cash financed deals. Despite being large-sized and having
adequate liquidity, a large set of acquirers from emerging nations demonstrate prudent
behaviour while evaluating their financing decisions by paying heed to several critical factors
like tax consideration, future investment opportunities, financial flexibility, and information
asymmetry. Further, the study reveals that leverage has a significant negative impact on the
post-acquisition performance of the acquirer, measured using ROA and ROE. Cultural
differences are seen to hinder performance in the post-acquisition period. Additionally, it is
observed that the post-acquisition performance for acquirers from emerging markets
deteriorates, hinting towards failure in capturing synergistic gains in the time period of three
years post-acquisition. Finally, we take the case of Indian acquirers to examine the impact of

shareholding on capital structure. Promoter ownership is seen to have a positive impact on

Vi



leverage, while foreign ownership exerts a negative influence on leverage. The results show
the capital structure speed of adjustment of around 30%-40% annually for Indian acquiring
firms.

The findings have important implications for various stakeholders. Investors should ascertain
the capital structure dynamics while giving due consideration to macro-level and firm-level
factors to make a prudent financial decision before getting associated with any desired
corporate firm, as it affects the returns available to them. The management of the acquiring
companies must look at long-term growth trajectory and other benefits (apart from financial
returns) arising out of the CBMA as performance deterioration in three years post-acquisition
is observed for acquirers in emerging markets. The study further encourages financial managers
to account for macroeconomic environment along with factors of size, tangibility, growth
opportunities etc. while designing the capital structure of the firm and deciding upon the mode
of payment in the deal. Policymakers in emerging economies must focus on improving the
conduciveness and attractiveness of such nations to captivate more FDI flows to maximize

benefit to the firm.
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AR

TR SR IR AR YT, 3% d e i 3R ddb-ie! gwaal 3R dfid Tdieu &
1Y TR MR PR & S & HRINTA aTaraRvl A W1 UR faad SR SHfRmgon (CBMA) &
At U e &, S SicRfSaa=ur ufesan & Ue He@yyl Ued & wu § gd-UfasT U & @l
g1 37 aul ¥, faera SR Siwsul (M&A) Thddl SR fadr & It T H &1 UMHITd & Th
AEAYUl Uedh o U B IR 8 (78T Te 31d, 2001) | T UR faea 3R Sifwgur &t Fawr & yae
Are & =U & UgamT ordT & fored faftrs ga o= &t & a1 &t ¥ i dufat ue Ay ol €,
SRR AT T TaIoH BT © (e, 2018) | T8 WAfAfed § o Ueb e b1 Yoit U1 JIRYURD! &
o Sut & Afeifers e iR T4wg & yuifdd Sat g1 ddeqe & ug Fofg sifafed
Sfeararslt @I JTeITad e, FaT SHiaW, TRIFTT aTdaRvl & SR, GRgpfad SR offe) &
HRUI HT! HgayUl &, S forddl o=y Iy F Al I et gidll 81 IaH SHe SHRA SNl i
W gRT o 7Y Hiehury & goft Txam fasfierar 3 iR foran &t wifg 3 & fore o S
81 T STl B B! & O IHRA < I Feiftrd Bl gRT fobq 7T A1 UR e iR siferorgon o
Ut TR & THTE 1 o bRl & | fazawor # IR ugqei &) i o mar 8 Ied ugd, Yoit
AT BT SIHH T 3R FETHT & 16 JHRISH B 39! T1d; GO, faxaer & dlids &
UG H IIc B YHbT DI Sfid BT, AR, Sl IR Wi S & YU Bl Sid BT,
3R i H, UG IR I & YU BT B HRAT SR SIRTET 3 aTcht BHl & SRR &
G & UG BT T HAT| 3T BT GRRT g1 & JNY 20 IHRA <=M J Hafdd wHf &1
SRR e febT 7Y AT UR faerr SR ST 81 I1Rd <M &1 TE TR0 SMETALD
(SIRISTT a1 i) I foran 711 31 XNe SRl Y 3fafey 2009 F 2021 T et g5 5| Sifad T #
TAT 3fafd & gt IuRet srfegauatt gRT fpw MU 1817 AT uR Wi =MfAE g1 srema & fore
I fob MU fditaes Ser ot Rwrsffed e, dex BR AeR $fegm sHmmH (cMIE) 3R
fay o Ghaw (wol) (Y d& gRT e fovan mam) & Fesren mar 71 faxewor & fow &3 2y




Tep-TehT T SUTNT {3 71T 8§ | 378 Yolt WaT T A @A & g &1 1 gomel} qrAriiced
fafey, ST &) T, YT & aiop SR IiieH & i Siawiay B S B & o Afies
TR, TeRH TR Sa & YHTd B A0 & 1T AR &9 § & 37 Ufave= 3R %Hf & gd
3R AR & §1G i waxH &t g H & forg git 8- e g

e gaTd © fo5 SifRTgr o aTelt HufaT SfU= THE BT SfuTd & Ul T THrEe oA
TERId Bt § IR IR srferawrsht 3t vl & fog foxfier AmuR-se figid & siffda R
SR Tt €1 3P o], 9 SR srfeawie ¥ Wefid wHf @ ga ¥ SR snutid
SrefeawTalt § Geifid wHl & forg Tférd Usit SRaT & i gHrieH & T offie §aTs TS ©
TP I1E, TH T & [ I ST JUTd BH! B SHTA-HR HI3-es Sid & g o & Aavdd
. U8 ¢E feaaw § & %1 &1 SR ok Rad f Foe fauiita didi & 91y FoRIeT®
ToY Tefid ddl 31 99 3MPR & BH 3R T RaAd 89 & Sravg, SHRA S P
SRTRUE ISl BT TP F91 THE I [AaR, Hidw & Fax & sfawr], faxiia adidud ik ga
o S 8 HEYU] HR&| IR & SR 30 faquivor Fufal o1 Jetic exd 99 faddh o
HaER YGRId HRAT &1 THP S(aTEl, HeTaT J Ul I § fob SRSMT SR SRS BT STIRT
TP AT 7T SATGUIGHd! & HIUGU F §1E & TR R INa H1 He@yul THRIAS UG
TSAT B 1 TRV & a1e B 3rafd H Fiplae 3R ye # sreT Sre €1 59 3ifaRed, g
T § fob J1Rd SOIRT § srfeurguradiell & forg 3wl & s1e o1 UexH famsdr &, St siftrrgo
& J1G o I Bt Sfafy H FgfohaTcd O UTd B H fatherdl ST 3R SYRT T 51 3fd H,
T Ui WA IR IRYIRT & UG Bt 51 3 & forw YRR siftprgviedtsdt & Ama &1 o
£ | TR W &Y ST IR JHRIAS THT TSl 5, e [aS 2t Wi I R ThRIAD
THT STEdT & | TR YR RTg0 wHf & oIt WA T 30% -40% & JHISH Bi goit
T Bt T faama §1 st & faftre fRquRes! & forg weeagef fAfgand 81 et o fead
Wi qifesd BIURE BH & A1y S+ A Ugd eyl faxita Fufg o & o Aspl-caa 3R wH-
TR HRDI IR Ied foaR HRd T UsT W1 &t TiaRiTerd &1 Idl T a1e ¢, Rifd I8 390




forg Iuctsy e &1 yHIfad el 31 SR HR aTelt HUfal & et $f WY ¥ I
B It fw1fee faem uauasm iR o et (it Redl & sraman &1 g@T a1t Fiifes
IR SORT H AR dien & 7y Sifwgur & s1q i auf # el # fRmae 3@ T B
31ege ST i Usieieh! &1 B 1 Yol W1 1 fSWe Hrd I97 SIR Hig # YidH & dRib
R (ol o T SR, Yol [AhT & SRl 3fe & HRBI o AY-H1 ATAD AP ardrarol
¥ fore Mo d orar /1 SHRe srfenawurait & fifa Aafdrei o) U1 =i &t srgmadn 3R ey
T YR IR R & Disd BT AIMgY i B DI SHfAGTH T UgaH & 1o 31 Thalesg
AT &1 SN fbar o1 ab |
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