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ABSTRACT

Cross-border acquisitions (CBAs) have emerged as the major internationalisation strategy for
emerging market firms (EMFs). Increasing globalization, along with rapid advancement in
technology, has propelled these firms to adopt an inorganic way of expansion via CBAs to build
and strengthen their competitive advantage at the global level.

Traditionally, the internationalisation of firms (primarily from developed markets) is
motivated by asset-exploitation perspective (Caves, 1971; Hymer, 1976). However, the
internationalisation path of emerging market firms differs substantially from that of developed
market firms (Boateng et al., 2008). These EMFs generally lack monopolistic advantages (firm-
specific advantages) enjoyed by their counterparts in developed economies (Buckley et al., 2016).
Being so, CBAs by developed market firms (DMFs) are pushed by their innate firm-specific
advantages whereas those of EMFs are pulled by the existing capabilities of foreign firms; the
internationalisation of EMFs is motivated by asset-augmentation instead of asset-exploitation
perspective. Such strategic actions involving huge outflow of funds would have a financial impact
on the acquiring companies, the present study assesses this aspect.

Cross-border acquisitions undertaken by Indian and Chinese companies during the time
period 2001-2017 constitute the relevant sample of the study; Indian companies listed on NIFTY
500 and Chinese companies on SSE 380 have been chosen for the study. For analysis, the study
has used multiple research techniques, namely, event study methodology to assess the wealth
effects of acquisition announcement; ordinary least squares (OLS) method of regression to
determine cross-sectional variation in abnormal returns; and an experimental design, that is, ‘pre-
and-post design’ to assess the change in long-term financial and operating performance. The

change in performance has been evaluated using the average performance for three years before



the acquisition as ‘benchmark’. In addition, a questionnaire-based survey has been conducted

among middle and top-level executives of organisations involved in cross-border acquisitions.

Indian as well as Chinese markets have responded favourably to the announcement of
CBAs. Equally important to note is that the abnormal returns have emerged out to be positive not
only on days subsequent to the event but also prior to it. During the pre-event window, the effect
is, by and large, only for two days prior to the event, suggesting that emerging economies are
moving from semi-strong form to efficient form of market efficiency. Evidently, Chinese markets
are less efficient vis-a-vis Indian markets as the impact of acquisition announcement is more

pronounced during the post-event period, in the case of Chinese companies.

The performance of Indian acquirers has been noted to be affected by the mode of payment
(cash/non-cash), age of the acquiring firm, development status of the target country
(developed/emerging), cultural distance and institutional distance. However, only the size of the
acquiring firm affects the abnormal returns of the Chinese acquirers such that “smaller is the

acquiring firm, higher will be its abnormal returns.”

The analysis of secondary data indicates that cross-border acquisitions have caused a
substantial decline in the profit margins (profitability) of Indian firms; the profitability of Chinese
firms has remained unaffected. The survey results (based on primary data) indicate that the sample
companies have been successful in accomplishing strategic, financial and operational objectives.
However, performance on human resource aspects has been unsatisfactory primarily attributable

to inadequate emphasis on cultural aspects at the time of due-diligence.

The present study notes that international expansion of emerging market firms is motivated

by their desire to obtain and/or augment strategic assets, advanced technology, and knowledge-

Vi



based resources and capabilities (strategic motives) rather than achieving operational synergies
anticipated from economies of scale (financial motives).

The aforesaid observation has been empirically corroborated by the fact that CBAs as a
way of international expansion for EMFs have, by and large, not brought about the desired level
of improvement in their financial performance. In fact, the profitability of Indian firms has
deteriorated significantly in the post-merger period whereas the Chinese firms have only been able
to sustain their profit margins at pre-merger levels (providing some solace). However, keeping in
view the wealth maximisation objective of a corporate firm, it is suggested that EMFs should
explore more opportunities (joint ventures, Greenfield investments, etc.) in international markets
to expand their market power and diversify their operations to reap the benefits of
internationalisation. But, at the same time, they should be conscious of impending integration
challenges and thus, emphasise on improving post-acquisition integration practices with more

focus on people and cultural aspects.
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