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Abstract. This paper investigates the patterns of corporate mergers and acquisitions (M&As)
involving firms located in the EU25 as well as in the four EFTA countries between 1998 and
2003. It first uncovers the ‘cross-border balance’ of M&As across European states, before
identifying, through quantitative multiple regression analysis and insights from qualitative,
interview-based research, the extent to which the spatial perspective sheds light onto the factors
that may explain the detected levels and patterns of corporate takeovers across Europe. The results
indicate that the traditional motives of access to new and core markets, the effects of geographical
proximity, and the internalisation of ‘localised capabilities’ (proxied by a skilled and innovative
labour pool) represent the key drivers of European M&As. Institutional factors, such as European
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unemployment or education) appear to be — at least at the intra-European scale — less influential.
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1. Introduction

The number of cross-border mergers and acquisitions (M&As) has risen significantly since the
mid-1980s (UN, 2000). Just in the 1990s the total of corporate takeovers between companies of
different national origins grew more than six-fold (Kang and Johansson, 2000) and cross-border
transactions currently account for around one third of all M&As. The largest proportion of cross-

border M& As has taken place among European countries (OECD, 2003: 158n).

[Figure 1 about here]

Figure 1 displays the evolution of the number and volume of M&As in Europe between 1998
and 2003. It distinguishes between ‘domestic’ transactions, when the firms involved are located in
the same country, ‘intra-European’ events, involving companies from at least two European
nations, and ‘intercontinental’ deals, where one of the firms is from outside Europe. Some general
indications can be extracted from Figure 1. First comes the cyclical nature of M&As. The number
and volume of M&As reaches its peak precisely at the peak of the economic cycle in 2000, only
to decline — especially in volume — in the following years. Second, that, despite the post-2000
deceleration, corporate and industry restructuring in Europe has remained significant. Third, there
seems to be a distinct tendency towards an increasing level of cross-border interaction, with the
number of international transactions rising more rapidly than domestic ones. The economic
downturn since 2001 represented, however, a reversal in the tendency, with firms seeking the

greater security of domestic markets (Jansen, 2002).

The main aim of this paper is to try to understand how these trends are shaping the economic
geography of Europe, by presenting new insights on the geographical dimension and motives of
transnational corporate M&As as “recent developments of enormous economic geographical
impact” (Markusen, 2001). We also seek to explore the “inadequately understood implications”
(Chapman and Edmond, 2000: 754) of these financial transactions and of the shifts in corporate

control for 25 members of the EU and four EFTA countries.



In order to achieve these aims, the paper first elaborates on the theoretical interaction between
firms, M&As and economic integration (section 2), before presenting the methodological
foundations of the analysis in section 3. Section 4 examines the geographical implications of the
latest wave of M&As from a descriptive perspective, while in section 5 — through a combination
of quantitative, macro-perspective insights with qualitative empirical findings at the firm- or
micro-level — we address the factors that explain the detected patterns of M&As. In the
conclusions, we evaluate our results, before discussing their limitations and proposing directions

for future research.

2. On firms, M&As and economic integration

Through their leverage on growth and employment firms have a significant impact on space and
place. This impact changes over time as a consequence of product cycles or economic and
political decision-making. Change tends to be generally slow and gradual, with probably one
major exception: M&As. M&As represent a drastic relocation of firms headquarters and of
economic decision-making. Although the impact of M&As does not always imply a relocation of
the physical means of production or the generation of new greenfield investments, the shift in
power relations associated with M&As has profound implications for the governance of regional

economies.

The general effect of M&As tends to be the re-organisation of industrial assets and production
structures on the global scale (Kang and Johansson 2000: 34), which can lead to greater overall
efficiency, without necessarily implying greater production capacity (OECD, 1996). Cross-border
M&As, in particular, facilitate the international movement of capital, technology, goods and
services and the integration of affiliates into global networks. With regard to the host economy,
cross-border takeovers or mergers may be effective in terms of capital accumulation, employment
effects, technology transfer, increased competition and efficiency gains. The most visible and
sensible impact of corporate takeovers or mergers is, however, the shift in decision-making power

from the acquired to the bidding company. This shift leads to a displacement of economic power



from which already existing control nodes and economic centres seem to be the main beneficiaries

(Green, 1990; Clark, 1993; Chapman and Edmond, 2000; Rodriguez-Pose and Zademach, 2003).

This paper aims to analyse the territorial implications of corporate takeovers in Europe, by
focusing on the impact of cross-border M&As on the spatial organisation of corporate control and
exploring the location-specific, contextual factors that drive M&As in Europe. This implies
looking at the relationships between firms and M&As, on the one hand, and local or regional
economic systems, on the other, in order to assess whether specific contextual characteristics
provide some of the motivations for firms to engage in cross-border M&As. In particular, we will
focus on how firms engaging in cross-border M&As evaluate the role of spatial proximity and
‘localised capabilities’ (Maskell and Malmberg, 1999), i.e. essentially external scope economies
that local firms may enjoy from co-location and their access to (innovative) suppliers, customers
and competitors, as well as further local sources of knowledge, such as universities or a skilled

pool of labour.

Seeking answers to these questions is particularly important because the literature on the topic
is split. One camp has been arguing that firms and industries are becoming more and more
footloose and economic activities progressively take place regardless of physical distance. From
this perspective, cross-border M&As are considered not merely as a symptom, but as a central
driver of this process. The global increase in cross-border M&As is regarded as a clear indication
of the ‘death of distance’ or the ‘death of geography’ (Ohmae, 1995; Cairncross, 1997). The
opposing approach argues, in contrast, that spatial proximity enhances the competitiveness of
firms by facilitating the types of interrelations and interactions that make organizations work and
by fostering processes of learning and innovation, by means of face-to-face contacts and ‘local
buzz’ (Storper and Venables, 2004; Charlot and Duranton, 2006; Crescenzi et al., 2007). From
this perspective, proximity — be it physical, social, cultural or psychological — acts as a basic
governance mechanism by reducing transaction costs and establishing common codes and
languages (Maskell et al, 2004). Similarly, Morgan (2004) has warned against accepting views
regarding the supposed death of geography, as knowledge creation still depends to a large extent
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on localised interaction. Thus, specific geographical configurations of economic activity can be
regarded as playing a crucial role in determining the future prospects of firms and the likelihood

of M&As to take place.

Yet, the motivations of individual firms to engage in M&As are rarely justified on context-
specific macro factors, such as the ones described above. M&As are generally analysed from a
business and managerial perspective using a more micro approach, i.e. by looking at the specific
motivations of entrepreneurs and firm boards in terms of opportunity and costs. This approach
incorporates the role of contextual factors into the competence-based view of the firm which —
built on the seminal work of Penrose (1959) — considers firms as heterogeneous assemblies of
assets under a common direction leading to a stream of valuable products or services. This
approach enables the analysis of both firms performing M&As and the economic systems where

the firms involved are located.

2.1 Conceptualising the firm in economic geography terms
In recent years, the theory (or concept) of the firm has received considerable attention in
economic geography. But although the firm is frequently mentioned in the writings of economic

geographers, its concept has often remained vague:

“In most of economic geography literature, there are few structured discussions, hardly any
definitions, and almost no reflections on what actually constitutes a firm, what roles it performs

in the economy and why it exists.” (Maskell, 2001: 329)

The approach that we propose in this paper conceptualises firms as entities which are best
captured by combining three perceptions: an organisational or institutional perception; an
interaction-based perspective; and a contextual or spatial view of the firm (Figure 2). When
engaging in M&As, firms are likely to take all these factors into consideration. The approach
combines insights from established theories of the firm, such as neo-classical, institutionalist,
behaviourial and structuralist perspectives, as well as, embedded network, discursive-performative

or temporary, connected coalition interpretations (see Foss, 1999, for an overview on the theories



of the firm; for specific economic geography perceptions, compare Martin, 2000; Yeung, 2000,

2001, 2002; Dicken and Malmberg, 2001; Taylor and Asheim, 2001; or Taylor, 2004).

[Figure 2 about here]

From an organisational, institution-specific viewpoint, our approach conceives the firm as a
unit of production, motivated first by the intention of generating profits and creating wealth by
means of producing goods or services (Taylor, 2004), and second by specific ownership structures
(e.g. Grossman and Hart, 1986). According to Niman (2004: 275), the firm provides a framework
that creates economically meaningful relationships by constraining and supporting the interaction
between individual competencies; as institutional structures, firms assume importance by giving
unique competencies an economic role to play in the creation of value. The institutional building
block thus considers a company itself as a formal institution and repository of competencies
which is predetermined by its corporate strategy, governance, culture, history and identity. This
perspective allows to control for microtheoretical, organisational concerns by accounting for a
firm’s unique competences and the coordinating mechanisms that brings these competences
together. The extensive literature on M&As has, however, remained relatively detached from a
firm’s context, its environmental interlinkages and agglomeration economies (compare e.g.
Dunning, 1998). In this regard, Lorenzen and Mahnke (2002: 4) note in their study on the
acquisition of local knowledge in regional clusters that “the MNC literature downplays the role of

mergers or acquisitions as an entry mode.”

On the interaction front, we intend to overcome the introvert perception of the firm by
considering it in interaction with other organisations and with other regional economic and social
factors. This approach perceives the firm as being embedded in functional, socially-constructed
networks of reciprocity and interdependence (Grabher, 1993; Stroper, 1997). It thus allows to
incorporate inter-organisational interaction, cooperation and communication (Foss 2001),
processes of interactive learning (Bathelt and Boggs, 2003), or repeated actions in regional or

global value chains, production networks and projects (Gereffi and Korzeniewicz, 1994;



Henderson et al, 2002; Grabher, 2002) as determinants which shape a firm’s genesis, evolution

and performance — and, in turn, its location — just as well as the set of factors internal to the firm.

Finally, our contextual and spatial approach dwells on the idea that organisations not only
impact on their environment, but are also significantly influenced by their location and territorial
context. As already pointed out by Chandler (1977), changes in the environment (e.g. the
development of mass transportation systems) may lead to substantial alterations in the structure of
firms. Hence, contextual factors external to an organisation, such as a location’s endowments, its
image or identity, its institutional setting, economies of agglomeration and urbanisation, transport
costs, governance and power relations as well as conventions, norms, traditions etc. at the

regional, national or supra-national scale, contribute to configure firms and their boundaries.

This paper will primarily focus on the location-specific constituents and on the impact of
regional endowments or localised capabilities on a firm’s decision to engage in a takeover or a
merger. In particular, it will analyse the impact of local market size, wealth, spatial proximity,
innovative capacity, investment climate, language and cultural affinity and European integration

as factors influencing cross-border decisions on M&As across Europe.

2.2 Contextual influences as determinants of firms and M &As

M&As are prompted by a range of factors such as excess capacity or increased competition and,
above all, by new market opportunities and the need to acquire complementary firm-specific
intangible assets, such as human resources, brand names, technologies etc. (Kang and Johansson,
2000: 3). Through agglomeration economies and untraded interdependencies, these intangible
assets are considerably influenced by a firm’s locality (Saxenian, 1994; Storper, 1997; Porter,
1998). Firms can benefit from the unique conditions of the territory in which they operate
(Maskell 2001: 338n). Firms without any major internal competencies or valuable resources may
thus be able to survive and thrive if they are favourably located, just as the competitiveness of
otherwise identical firms may be hampered by unfavourable environments. A firm’s location and

country of origin therefore directly affects its choice of strategy (Collis, 1991).



Initially, the heterogeneity between localities may have been caused by variations in the
natural resource endowment. Today, however, it is seldom the inherited natural properties, but
rather the ‘created localised capabilities’ — including “the specific, but basically random first-
mover advantage in some particular skill or technology, differentiated patterns of demand and
supply, disparate results of past investments, distinctive formal and informal institutional
endowments, and dissimilar technological assets, all of which may make territorial entities differ
from one another” (Maskell 2001: 339) — that enable firms to benefit from spillovers and
diversity, thus contributing to enhance their competitiveness. If a firm does not possess sufficient
intangible assets to be competitive, it may seek to acquire them by means of a merger or an
acquisition (Kang and Johansson, 2000: 32). Then again, as a firm accumulates more intangible
assets, it has stronger incentives to exploit them, e.g. through geographical diversification and

access to new markets.

The role of the centripetal effects of the market (in terms of both its sheer size and proximity
to clients and competitors), on the one hand, and the attraction of a high quality labour force, on
the other, have been highlighted in preliminary interviews as two of the most important
determinants of M&As (for a more detailed description of the qualitative investigations, see
Zademach, 2005). The representative of a Bavarian business development agency, for example,
mentioned that the most important factors taken into consideration when acquiring foreign

companies were:

“Market. Market and partners — this is to say market potential. We indeed campaign with the fact
that Germany respectively the German-speaking region is the most important market in Europe
as far purchasing power is regarded. This is a very important factor. Then, there certainly is also
the qualification of the people living here. ... It makes an absolute difference that high
technology is located just here. Thus, market and partners, I would say, are the most important

issues.” (Interview, 26.08.2004)

Regional (O hUhallachain, 1994; Anand, 1995) or sectoral (Lagendijk,1995; Shan and Song,

1997; Chapman and Edmond, 2000; Nuhn, 2004) research on M&As has also identified other



factors relevant for M&A activities and patterns. In his study of North American M&As, Green
(1990: 133) singles out market size, similarity in language, legal structure and geographical
proximity as the factors that explain the dominance of the UK and Canada in the US market for
M&As. Analogous trends have been detected in Germany, where a large percentage of cross-
border takeover activities is accounted for by firms in neighbouring countries (Zademach 2004).
As cross-border trade generates greater tansport costs and makes corporate governance more
difficult and costly, geographical, functional, and cultural distance tend to discourage firm
takeovers (Morosini, 2001; Sekkat and Galgau, 2001; Uppenberg and Riess, 2004; Bertrand et al,
2004). Similarly, factors such as the overall investment climate or country risk condition the
M&A-behaviours of firms. Finally, modifications in the institutional settings, such as economic

integration, alter the playing field for M&As and affect a firm’s decision-making in this respect.

In Europe, most analysts agree that cross-border investments, in general, and M&As, in
particular, seem to be strongly stimulated by the process of economic integration (e.g. Brenton et
al, 1999). Changes in takeover patterns in the EU have coincided with European decision-making
linked to the completion of the Single European Market (SEM) (Rodriguez-Pose, 2002: 24). After
the completion of the SEM, the number of intra-European deals declined and stagnated at
approximately three times the level of the mid 1980s (Chapman and Edmond, 2000; Kang and
Johansson, 2000). Further evidence for the impact of economic integration on corporate takeovers
is the major surge in European M&A activity in the preparation of the EMU in the second half of
the 1990s. ”Deeper market integration in Europe with the introduction of the Euro has facilitated

cross-border operations in the participating countries” (OECD, 2000: 13).

The spiralling of M&A activities in Europe has, however, not only been propelled by the
completion of the Single Market and the expected economies of scale linked to the launch of the
Euro. It is also a self-energising and cumulative process. New firms resulting from mergers or
takeovers of large transnational companies increasingly create a ripple effect and often engage in
further takeovers. Bull markets and high stock prices also encourage companies to expand through
mergers (as target companies could be acquired in exchange for generously valued shares of the

8



acquiring company), and changes in the policy environment. Regulatory reform and privatisation,
most notably in telecommunications and the energy sector, played important roles in the global
merger boom, making cross-border company unions possible where regulations and state

ownership had earlier barred such developments.

In this paper we intend to test empirically the relevance of these factors in shaping the recent
wave of cross-national M&As. Based on the theoretical insights presented earlier, we expect to

uncover that

a) there is an increasing concentration of firms, administrative power, and corporate control in

the existing economic nodes of Europe;

b) that geographical proximity matters, i.e. neighbouring countries will exhibit more cross-

border transactions than countries that are geographically apart; and

c¢) the process of European integration is likely to influence the patterns and levels of M&As.
However, this effect should not be overestimated as the market anticipates and internalises the

advancements in the integration process before they come into play in actual fact.

Before focus is shifted to the examination of these hypotheses, the subsequent paragraphs give

a brief description of the database and reflect on the methods applied.

3. Data and methodology

The data source for this study, the Mergermarket database, records every M&A with a transaction
volume exceeding € 5 million from 1998 onwards. For the period of observation between 1998
and 2003, the dataset covers an overall of 15,452 completed transactions (including 1,763 entries
due to the splitting of transactions, see below) with involvement of a European firm, i.e. M&A
events in which either the acquiring or target firm is located in Europe, or both parties are
European. For each reported event, the information includes the dates of announcement and
completion, the identities of the acquiring and the target company, their respective locations (i.e.

country), and the value of the transaction (in million € and/or GBP and USS$), as well as the



source or sources of this information. Furthermore, a brief deal description sheds light on the
nature of the transaction (e.g. Management Buy Out) and of the stakes held by the acquirer, i.e.
the percentage of shares held. This textual information proved helpful with regard to the — on first
sight indeed rather ‘thin’ — locational record, revealing that in the case of 1,189 transactions the
stakes of one of the involved companies were shared across a number of different economies (e.g.
in the cases when the bidder was a transnational joint venture or a company with a majority of its
assets already in the hands of a foreign corporation). In spatial terms, such events represent more
than one transaction. Assuming that the control over the target firm is ‘split’ between the acquirers
(and thus between the countries locating them) according to their respective holdings, each of
these cases has been multiplied in correspondence with the number of involved economies; the

deal values were accordingly subdivided.

[Table 1 about here]

The dataset, however, shares some of the limitations which afflict other sources of
information on M&As. A considerable shortcoming is the fact, that roughly one entry in five lacks
the deal value (see Table 1), precisely the record making this database so unique and valuable, as,
according to Chapman and Edmond (2000: 757) “one of the most fundamental drawbacks of [...]
other sources of M&As is that simple counts describe the level of economic activity, but not
necessarily its economic significance”. After all, this leaves us with a total of 11,868 transactions

where this information is given.

The investigation of these data was done in three steps. The first step measures the relative
frequency of transactions in the 29 selected European economies. Using the methodology applied
by Rodriguez-Pose and Zademach (2003) when investigating the German market of corporate
mergers and takeovers, the main takeover nodes in Europe are identified through the estimation of
a location quotient (MApCi,qy)-I). This nationally standardised index is calculated according to the

the following formula:
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where MA depicts either the absolute number or the volume of M&A transactions and GDP the
national gross domestic product; #y and #; denote the period of analysis, i stands for the countries
included as units of analysis; Eur29 corresponds to the sum of the respective annual GDPs of the
countries covered in the analysis between 1998 and 2003. The index controls for the overall level
of economic activity in each economy and represents the extent to which a country is affected by
M&As. The added value of this method compared to the division of the number of bidders
through the number of targets — as presented, for example, in Green and Meyer (1997) or
Chapman and Edmond (2000) — is the relative reflection of M&A activity, which meets more
accurately the performance of small countries, such as Ireland or Denmark (see also Table Al in

the annex).

The second step examines the cross-border balances of the countries considered and reveals
each economy’s individual performance in the international trade of corporate control in Europe.
Finally, a multiple regression analysis is used in order to address the factors that explain the
detected levels and patterns of takeover activities. Here, the number of M&As and their
aggregated deal values are regressed on the series of variables identified in the theoretical and

literature review sections, using Poisson and OLS regressions respectively.

4. The changing Economic Geography of Europe — Insights from the descriptive

examinations

According to the Mergermarket data, European firms were engaged in 15,452 M&As exceeding a
€ 5 million threshold during the period of investigation. With 85.9% and 82.8% on the acquiring
and the target side respectively, the bulk of this activity is covered by the member states of the
EU25 as well as the four EFTA countries. More than 13,200 firms have been acquired by a

company located in one of these 29 countries, and close to 12,800 times one of their firms was a
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target of a M&A transaction. The remaining countries of Europe — Belarus, Bulgaria, Romania, or
the Ukraine for instance — represent minor players in the M&As market during the period of

analysis, particularly as hosts of acquiring companies (see Table 1, again).

[Figures 3 and 4 about here]

Figures 3 and 4 depict all transactions with involvement of EU and EFTA firms on the global
scale. By far the greatest part of these activities is restricted to the European continent itself, with
the UK being the largest player, followed at some distance by Germany, France, Italy and the
Netherlands. Outside Europe, US firms represent the other major actors in this field, while the
presence of Asian (including Japanese and Chinese), Latin American and, especially, African

firms in the European M&As market is minimal.

Figures 5 and 6 represent the transformation of Figures 3 and 4 into relative indices, using the
MApC-I location quotient for the number of events and the aggregated deal values. This offers an
indication of the overall involvement of different European economies in the international trade of
corporate control and decision-making functions, relative to their economic size (see also Table
A2 in the annex).

[Figures 5 and 6 about here]

Two features stand out from Figures 5 and 6. First is the balance between countries with
acquiring and target firms. Countries whose firms have a greater propensity to be involved in
M&As as acquirers are also more likely to have firms who are the targets of acquisitions than
firms in other countries. This fact points to the existence of different national regulatory regimes
and firm management cultures that are reflected in the greater or lesser involvement of firms
across European countries in M&As. The only exception is represented by the states of central
and eastern Europe that joined the EU in 2004. During the period of analysis firms in these
countries are more likely to be the targets than the acquirers, indicating both the weakness or lack
of capacity of local firms in a transition environment, as well as the attractiveness of central and

eastern European markets in the wake of EU membership for foreign firms.
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The second fact worth noting is the clear division in the propensity to engage in M&As
between firms in northern Europe (Scandinavia, Britain and Ireland and the Netherlands and
Luxembourg), on the one hand, and in continental and southern Europe (and fundamentally in
France, Germany and Italy), on the other. British firms tend to be roughly four times as prone as
firms in France, Germany and Italy to get involved in cross-border M&As, once the size of the

economy is controlled for. Only Spain and Switzerland represent exceptions to this rule.

Taking both the number of transactions and the deal volumes of M&As, the findings of this
step of the analysis reveal that — except for the new member states, where external control is
clearly increasing — the usual core-periphery division in Europe does not hold in the case of
M&As. The gap between countries with firms more and less active in M&As seems to represent
more of a regulatory and cultural division than a geographical and economic one. Firms in the
relatively small and traditionally peripheral countries, such as the Republic of Ireland or Iceland,
are more prone to use M&As as a powerful tool to increase their competitiveness by means of
(intra-national) industry consolidation and to access the European core, than some of their

counterparts in the core of Europe, such as German, French or Italian firms.

Figure 7 complements this panorama by displaying the cross-border balance for each country
analysed. The cross-border balance by incidence of M&As in every country is presented on the y-
axis, while the balance by volume is depicted on the x-axis (compare also Table Al). The
aggregated deal values for firms from each country are indicated by the overall size of the

respective circles.

[Figure 7 about here]

Once more, Figure 7 highlights the preponderance of UK firms in the European M&As
market. British firms not only have the largest overall share of M&As activity, but also have the
most positive balance both in number of firms acquired abroad and in the volume of transactions.
British firms have been during the period of analysis extremely active in the acquisition of firms

based in other European countries and, thus, expanding the degree of corporate control of the UK
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economy. Firms in France, the Netherlands, Switzerland, Finland, Greece and Iceland — albeit at a

significant distance — follow a similar trend of concentration of corporate control.

At the opposite end of the spectrum, we find the largest economy in Europe. German firms are
the main target for acquisition by foreign firms, while they are not as active in foreign markets.
This implies a significant loss of overall corporate control by German firms. On the one hand, this
can be attributed to a struggling German economy over the period of analysis and a related
undervaluation of some German firms in international stock markets. On the other hand, the pool
of skilled labour and the technological edge of German firms, as well as the lure of the largest and
most central market in Europe for foreign corporations also have to be considered as factors
behind this trend. Overall losses of corporate control are also observed in the majority of the
central and eastern European countries, as well as Norway and Portugal. Many of these countries
tend to be located close to a stronger neighbour, such as Germany in the cases of Poland and the

Czech Republic, Sweden in that of Norway, or Spain in that of Portugal.

A third group of countries emerges where the balance differs depending on the means of
measurement. Two countries stand out in this group for their differing trajectories. These are, on
the one hand, Spain, whose firms gain in volume but lose in numbers, and Italy, where the
opposite is the case. In the case of Spain these trends signal, on the one hand, the presence of a
cluster of aggressive and dynamic large firms which have become in recent years much more
active in the acquisition of European firms, after having had a similar experience earlier in the
1990s in Latin America (Guillén, 2005); on the other hand, the observation indicates a weak base
of medium size firms, whose capacity to operate in foreign markets is relatively limited and which
are more often the target of foreign firms than acquirers in foreign markets. In Italy — as in
Austria, Luxembourg and the Republic of Ireland — the opposite seems to be the case: a negative
balance in terms of volume is compensated by a greater presence of smaller firms in foreign
markets. Belgium, Cyprus, Denmark, Liechtenstein and Malta all have neutral balances, both in

terms of numbers and volume (Figure 7).
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5. The link between M&As and the new face of Europe: Regression results

This final section aims to shed some light on the factors that may explain the detected levels

and patterns in the changing geography of corporate control in Europe. We aim to do so by means

of a regression analysis in which some of the traditional contextual factors highlighted by the

literature on M&As as drivers of takeovers and mergers are regressed both on the number and the

volume of cross-border M&As during the period 1998-2003. These factors include:

First, indicators related to a target location’s overall market potential and prosperity (i.e.

its national GDP and average income GDP/cap.);

second, factors accounting for the relevance of geographical and cultural closeness
(Neighbour for a country’s physical neighbouring states; Distance, linearly approximated
via the national spatial gravity centroids; and Language addressing countries which
feature the same official language (e.g. the UK, the Republic of Ireland and Malta;
Austria, Germany and Switzerland; Belgium and the Netherlands; Belgium, France,

Switzerland and Luxembourg).

third, determinants of a country’s structural endowments (Education and the

Unemployment rate);

fourth, Patents per capita, used as a proxy for a target market’s innovation capacity and

potential; and

fifth, some indicators reflecting a country’s institutional setting. These reflect the level of
integration in Europe and include its investment climate or country risk (Invclim); whether
the country belonged to the EU prior to 2004 (EU15), to EFTA (EFTA) or joined the EU

in 2004 (NewMembers); and finally EMU indicating membership of the Eurozone.

The four variables EU15, EFTA, NewMembers and EMU, as well as Neighbour and Language

are constructed as dipolar dummies. Eurostat serves as the data source for all remaining variables.

The final model adopts the following form:
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In M&A; 1.0 =a  + f1In GDPj,, + B> 1In Distance;; + 3 Neighbour;; + 4 In GDP/cap 1,
+ psIn Pat/cap. ., + fs Unemploy; ., + B7 Education;,, + fsInvclim,,

+ PoLanguage;; + f10 EMU + f;; NewMembers + ¢

where the dependent variable is the number of M&As, in one of the regressions (Table 2), and the
aggregate of their volumes, in the other (Table 3), taking place between country i and each of the
remaining selected European economies j (with the acquiring firm being located in country i)
during the period of analysis #;-f,. The independent variables are as described above. The results
of the bivariate correlations between the independent and the dependent variables are presented in

Table A3 in the annex.

Tables 2 and 3 report the outcomes of the estimation of the model for the number of events
and deal values respectively. Robust Poisson regressions are used when considering the number
of events, while OLS regressions are used for the volumes of M&As. Any violation of

assumptions is reported at the bottom of the table.

[Tables 2 and 3 about here]

The analysis of the factors behind the numbers of cross-border M&As in Europe during the
period of analysis (Table 2) indicate that these seem to be driven by two key factors: the size of the
market — proxied by total GDP — and the physical distance between the firms involved. The
variables GDP, Distance and Neighbour are all strongly significant and have the expected signs in
all equations and regardless of the additional controls introduced in the model. The Head of
Investment Management of the Handelsblatt group of publishers (headquartered in Dusseldorf,
Germany) illustrates what is behind the power of distance in international M&As:

“In case of an equity investment, you always have to lead and pay attention to the target. And
this is — very simply — done a lot easier in central or eastern Europe than in Chile or Argentina,
for instance. When you have a 14-hours flight to Buenos Aires once a month, then you always
are absent for three or four days. You then get involved in leadership and management concerns,
where you are bound to say: in such a distant market, the activity would have to be large enough

as to pay off the investment of the corresponding resources. At the end of the day, being
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involved as strategic investor always means taking care of your business ‘hands-on’. For this
purpose, you need capacity. ... You have to ask: what is the contribution to operating income
and what is the input in terms of mentoring. ... In the case of South America, where flight costs
are 6,000 Euro and you have twelve flights per year, your monitoring costs easily sum up to
150,000 or 200,000 Euro. If your equity stake is 50%, you need a total profit of half a million —
just for cost recovery, i.e. still no earnings.” (Interview, 26.11.2004)
All other factors — which tend to be significant in the bivariate regressions reported in Table A3
— are not significant when market size and physical closeness between the acquiring and the
acquired firm are controlled for. The wealth, the technological prowess, the skills of the population,
the investment climate or the proxies for cultural and institutional proximity seem to be irrelevant
in determining the number of M&As between two countries in Europe, when the size of the market

and geographical distance are taken into account.

By and large, market size and geographical proximity also dominate when the volumes of
M&As are considered (Table 3). Once again GDP, Distance and Neighbour are all highly
significant and display the expected coefficients. However, when the volumes of transactions are
considered, other factors come to the fore. The wealth of a target country (GDP/cap) and the
technological level of the country (Pat/cap.) are also significant and positive in most equations.
As the volume of M&As is greatly biased by the transactions involving large firms, large firms
looking to acquire other firms in foreign countries seem to be searching not only better access to
markets in neighbouring countries, but also richer customers and access to greater technological
capabilities and knowledge (Table 3). Other factors remain, however, insignificant. Neither
language and investment climate, nor the enlargement variable or whether the economy where the
target is located is in Euroland or not, emerges as playing a role that is comparable to market

power, proximity or, at some distance, prosperity and localised sources of knowledge.

The combination of the analysis of the factors behind the number and the volume of M&As
highlights that, while smaller firms seeking to acquire a foreign firm seem to be driven first and

foremost by market access to neighbouring countries, as the size of the firms involved in the
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M&A increases, other factors, such as access to customers with higher purchasing power or to
higher knowledge and technological potential also come into consideration (compare also
Kuemmerle, 1999). Institutional factors, in contrast, appear subordinated to the gravity of the

market and the attractiveness of a location’s innovative capabilities.

5. Conclusions

The aim of this paper has been to analyse how the recent wave of M&As is reshaping the
economic geography of corporate decision-making in Europe and what are the key contextual
factors driving these changes. The main findings of the analysis highlight the uneven level of
involvement of firms in Europe in M&As. Whereas northern European firms — fundamentally
from Scandinavia and the British Isles — have been actively engaged in cross-border activity and
have, especially in the case of UK firms, gained corporate control over economic activities in
other parts of Europe, continental and southern European firms have been more reluctant to
engage in cross-border takeovers and, in many cases, have ended being the targets of acquisitions
by foreign firms. The contrasting cross-border balances in the UK and Germany highlight how
M&As are transforming the economic geography of Europe and heralding a shift in corporate
decision making power from continental European economies — and fundamentally from
Germany, Italy and central and eastern European countries to the UK, the Netherlands,
Switzerland and Scandinavian countries. France seems to be the only exception to the rule, as,
although French firms are much less active than their UK counterparts in takeovers, they tend
generally to be the acquirers rather than the targets of M&As.

Contrary to what may be expected in advanced, knowledge-based economies, the key drivers
of the whole process are not the desire or need to access new technology or pools of more skilled
labour. Old-fashioned motives such as access to markets and physical proximity still appear as the
main contextual determinants taken into account by firms when engaging in cross-border
takeovers in Europe. Structural, cultural and institutional factors, such as different endowments in

human capital and technology, speaking the same language or belonging to the same economic
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and political block are either irrelevant, when both the size of the target market and the distance
are taken into account, or play a supporting role to the former factors in the whole process. The
only exception is related to the size of the merger or the acquisition. The relative wealth of the
target country and its innovative capacity matter in determining M&As for large firms, but hardly

matter for smaller firms engaging in takeovers.

Overall, the analysis has improved our understanding of the behaviours of firms engaged in
corporate takeovers and mergers. However, our results also open many doors for new research,
especially regarding the role of institutional factors and European integration. In a context of
increasing European integration, marked by the implementation of the Single Market and the
adoption by many of the countries considered in the analysis of a single currency, these factors
play second fiddle to more traditional factors, such as market size and geographical proximity.
Hence, our results seem to imply that — apart from a potential impact on the overall number and
volume of M&As — European integration has not altered the drivers of takeovers in recent years
and that the factors that prevail are the same that existed before the deepening of the process of
integration. These results may indicate the presence of a still very imperfect level of integration of
European economies, raising questions about the existence of alternative institutional, cultural
and/or psychological barriers that prevent other factors for developing their full potential in the
geography of M&As in Europe. Hence, there is a need to conduct further analysis considering
these factors, as well as disaggregating by sector, firm size or geographical region in order to get a
more accurate picture of what the key drivers of M&As in Europe are and whether there are signs

of change in recent years.
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Appendix

Table Al: M&A transactions in Europe, 1998-2003

as bidder as target balance (bidder - target) bidder / target

(by country) events (in %) 2 vol.! (in %) events (in %) X vol.! (in %) evtgl s VOE}’IDCI ev?rll s VIZ));.
Austria 204 (1.54) 13,579.9 (0.31) 149 (1.16) 20,809.3 (0.55) 55 -7,229.4 1.37  0.65
Belgium 299 (2.25) 65225.0 (1.51) 284(2.22) 61,2164 (1.63) 15 4,008.5 1.05 1.07
Cyprus 5 (0.04) 591.7 (0.01) 6(0.05) 218.0 (0.01) -1 373.7 083 271
Czech Rep. 32 (0.24) 3,264.8 (0.08) 115(0.90) 14,967.3 (0.40) -83  -11,702.5 0.28 0.22
Denmark 244 (1.84) 34,018.3 (0.79) 253(1.98) 37,533.8 (1.00) -9 -3,515.5 096 091
Estonia 4 (0.03) 114.5 (0.00) 19(0.15) 378.8 (0.01) -15 -264.3 0.21  0.30
Finland 289 (2.18)  59,046.1 (1.36) 246 (1.92) 49,624.2 (1.32) 43 9,421.9 1.17  1.19
France 1,306 (9.83) 648,060.8 (14.96) 1,169 (9.13) 476,611.7 (12.7) 137 171,449.1 1.12 1.36
Germany 1,352 (10.2) 590,188.1 (13.63) 1,543 (12.1) 632,209.7 (16.8) -191  -42,021.6 0.88 0.93
Greece 87 (0.65) 12,208.7 (0.28) 68 (0.53) 10,776.5 (0.29) 19 1,432.2 1.28 1.13
Hungary 38 (0.29) 3,671.4 (0.08) 75(0.59)  8,823.3 (0.23) 37 -5,151.8 0.51 042
Iceland 22 (0.17) 1,257.9 (0.03) 9(0.07) 505.7 (0.01) 13 752.2 244 249
Ireland 250 (1.88)  24,829.1 (0.57) 217 (1.70) 32,556.5 (0.87) 33 -1,727.3 1.15  0.76
Italy 929 (6.99) 391,818.7 (9.05) 915 (7.15) 405,811.3 (10.8) 14 -13,992.6 1.02 097
Latvia 2 (0.02) 36.4 (0.00) 14(0.11)  1,700.9 (0.05) -12 -1,664.4 0.14  0.02
Liechtenstein 3 (0.02) 328.5 (0.01) 4(0.03) 2,048.5 (0.05) -1 -1,719.9 0.75 0.16
Lithuania 4 (0.03) 117.4 (0.00) 24(0.19)  1,529.4 (0.04) 220 -1,4120 0.17  0.08
Luxembourg 80 (0.60) 23,282.3 (0.54) 44(0.34) 24,274.8 (0.65) 36 -992.5 1.82  0.96
Malta 4 (0.03) 299.8 (0.01) 5(0.04) 319.3 (0.01) -1 -19.5 0.80 0.94
Netherlands 908 (6.83) 248,901.3 (5.75) 696 (5.44) 195,129.6 (5.19) 212 53,7717 1.30  1.28
Norway 238 (1.79) 47,0245 (1.09) 323(2.52) 56,312.0 (1.50) -85 -9287.5 0.74 0.84
Poland 65 (0.49) 6,752.0 (0.16) 195(1.52) 23,985.7 (0.64) -130 -17,233.7 033  0.28
Portugal 92 (0.69) 17,820.1 (0.41) 126 (0.98) 18,268.7 (0.49) -34 -448.6 0.73 098
Slovakia 10 (0.08) 188.0 (0.00) 47(0.37)  9,141.6 (0.24) 37 -8,953.6 0.21  0.02
Slovenia 5 (0.04) 107.2 (0.00) 16(0.13)  2,185.8 (0.06) -1 -2,078.6 0.31  0.05
Spain 599 (4.51) 248,603.2 (5.74) 687(5.37) 191,301.1 (5.09) -88 57,3022 0.87 1.30
Sweden 602 (4.53) 113,331.9 (2.62) 511(3.99) 112,504.7 (2.99) 91 827.2 1.18  1.01
Switzerland 455 (3.42) 134,102.9 (3.10) 329 (2.57) 93,760.8 (2.49) 126 40,342.1 1.38 143
UK 5158 (38.8) 1,642,604 (37.9)  4,710(36.8) 1,274,775 (33.9) 448 367,828.8 1.10 129
Total 13,286 (100) 4,331,374 (100) 12,799 (100) 3,759,280 (100) 487 572,094 1.04 1.15
Note: ' in million Euro
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Table A2: European M&A activities (1998-2003), as estimated via location quotient MApC-1

(1998-2003)

Austria
Belgium
Cyprus
Czech Republic
Denmark
Estonia
Finland
France
Germany
Greece
Hungary
Iceland
Ireland

Italy

Latvia
Liechtenstein
Lithuania
Luxembourg
Malta
Netherlands
Norway
Poland
Portugal
Slovakia
Slovenia
Spain
Sweden
Switzerland

United Kingdom

as bidder

MApC-Igqp)

as target

(by number of events)

0.697
0.856
0.363
0.348
1.003
0.445
1.572
0.645
0.471
0.479
0.480
1.840
1.649
0.556
0.171
0.790
0.222
2.732
0.714
1.576
0.965
0.257
0.555
0.307
0.165
0.673
1.728
1.204
2.430

(by volume)

0.142
0.573
0.132
0.109
0.429
0.039
0.985
0.982
0.631
0.206
0.142
0.323
0.503
0.719
0.010
0.265
0.020
2.438
0.164
1.325
0.585
0.082
0.330
0.018
0.011
0.857
0.998
1.089
2.374

(by number of events)

0.528
0.844
0.452
1.298
1.079
2.195
1.389
0.599
0.558
0.388
0.983
0.781
1.486
0.568
1.241
1.094
1.380
1.559
0.926
1.254
1.360
0.799
0.789
1.500
0.549
0.802
1.523
0.904
2.303

(by volume)

0.251
0.620
0.056
0.575
0.545
0.149
0.954
0.832
0.778
0.210
0.394
0.149
0.759
0.858
0.513
1.907
0.299
2.929
0.201
1.197
0.807
0.335
0.390
0.993
0.255
0.760
1.141
0.877
2.123
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Table A3: Results of bivariate correlations on the European scale

M&A (counts) In M&A (Z volumes)

[Poisson] [OLS]
In GDP 0.702%* 0.383**
In POP 0.746%* 0.266%*
AGDP -0.051%* -0.282%**
In GDP/cap 0.524%+* 0.312%%*
In Patents 0.493** 0.389%*
In Pat/cap. 0.524%* 0.305%*
Education 0.002* -0.085
Unemployment 0.029%* -0.045
In Distance -0.882%* -0.257%%*
Neighbour 1.450%* 0.266%**
Investment climate -0.344%* -0.191%%*
Language 1.207** 0.190**
EUI5 1.646%* 0.312%%*
EFTA -0.729%* -0.019
New members 1.789%%* -0.325%%*
EMU 0.753** 0.223%*

Note: **and * denote significance at the 0.01 and 0.05 level respectively
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Table 1. Description of Mergermarket database as prepared for the analysis

Number of M&A events
Year of observation 1998 1999 2000 2001 2002 2003 Total
Overall dataset 1,011 1,390 3,128 3,172 2,970 3,781 15,452
European firms' events (%)
as bidder 848 1,206 2,757 2,781 2,580 3,366 13,538 (87.6)
as target 827 1,144 2,510 2,645 2,621 3,486 13,233 (85.6)
Transatlantic 347 430 989 918 739 710 4,133 (26.7)
Intra-European 664 960 2,139 2,254 2,231 3,071 11,319 (73.3)
Domestic 444 602 1,200 1,357 1,350 2,099 7,052 (45.6)
Cross-border 220 358 939 897 881 971 4,267 (27.6)
Deal value missing 63 101 580 715 785 1,340 3,584 (23.2)
Focus of analysis® Number of M&A events
1998 1999 2000 2001 2002 2003 Total
EU 15
as bidder 810 1,154 2,562 2,552 2,341 2,980 12,399 (80.2)
as target 785 1,056 2,242 2,328 2,255 2,952 11,618 (75.1)
EFTA
as bidder 29 44 157 149 147 192 718 (4.6)
as target 24 45 135 133 127 202 666 (4.3)
New members
as bidder 2 6 21 42 37 61 169 (1.1)
as target 8 29 72 108 145 153 515 (3.3)
Notes: ! including all 43 countries of contemporary Europe in its encyclopaedic geographical scope

2 % bidders = 13,286; X targets = 12,799
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Figure 3. The European market of corporate takeovers at global scales: M &As involving
firms located in EU25 and EFTA states, 1998-2003 (by number of events)
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Figure 4. The European market of corporate takeovers at global scales: M &As involving
firms located in EU25 and EFTA states, 1998-2003 (by volume)



a.) Acquiring firms, 1998-2003 b.) M&A targets, 1998-2003
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Figure 5. Territorial distribution of acquiring firms and M &A targets
in Europe, 1998-2003 (by number of events)



b.) M&A targets, 1998-2003
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Figure 6. Territorial distribution of acquiring firms and M &A targets
in Europe, 1998-2003 (by volume)



Cross-border balance by number of transactions
(number of firms acquired by domestic bidders [n = 13,286]

less number of acquired domestic firms [n = 12,799])
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(volume of a country's M&A investments [n = 10,142] less
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Figure 7. Cross-border interactions in the markets of M&As in
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Table 2. M&A activities in Europe: Estimates of robust Poisson regressions on

number of events

Dependent variable: Model
M&A (number of events) (1) 2) 3) 4) (5) (6) 7 (8)
In GDP 0.7027%*%* 0.676%*%*  0.651*%**  0.668*** (0.685%**  (0.705%*%*%  0.741**%%  (.698%**
(0.067) (0.063) (0.072) (0.070) (0.069) (0.083) (0.078) (0.088)
In Distance -0.928*** - -0.926%**  -0.933*** -0.924%**  -0.970%*F*F -0.966%**
(0.098) (0.097) (0.097) (0.100) (0.110) (0.110)
Neighbour 1.032%#%%* - - - - -
(0.215)
In GDP/cap. 0.047 - - - -
(0.111)
In Pat/cap. -0.020 -0.047 -0.085 -0.232%
(0.058) (0.074) (0.116) (0.123)
Unemployment -0.013 0.016 0.019
(0.036) (0.037) (0.037)
Education -0.002 -0.0003 0.012
(0.006) (0.011) (0.009)
Investment climate -0.254 -0.293
(0.194) (0.201)
Language 0.069 0.064
(0.255) (0.253)
EMU -0.323 -
(0.298)
NewMembers -0.551
(0.416)
Observations 812 812 812 812 812 812 812 812
Wald Chi2 110.30 248.18 332.49 248.57 249.57 274.13 352.88 322.07
Significance <0.001 <0.001 <0.001 <0.001 <0.001 <0.001 <0.001 <0.001
Pseudo R* 0.296 0.390 0.346 0.390 0.390 0.391 0.402 0.400
Multicollinearity - no no no no no no no
Heteroskedasticity no no no no no no no no
Spatial autocorrelation no no no no no no no no
Notes: unstandardized coefficients reported; standard errors in parenthesis; *** ** and * denote significance at the 0.01, 0.05 and 0.1-level
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Table 3. M&A activities in Europe: Results of OLS regressions on volumes
(in logarithmic form)

Dependent variable:
In M&A (X volumes)

In GDP
In Distance

Neighbour

In GDP/cap.

In Pat/cap.
Unemployment
Education
Investment climate
Language

EMU

NewMembers

F

Significance (F)
Df

R2

Adj. R?
Multicollinearity
Heteroskedasticity

Spatial autocorrelation

Model
Y] 2) 3) (C)] 5 6) M (®)
0.528 %% 0.553%##%  (0.499%**  (0.456%*F*  (0.473%**%  (0.4201%%*  (0.410%*%F  (0.376%*F*
(0.074) (0.070) (0.072) (0.084) (0.083) (0.089) (0.091) (0.102)
-0.995%#* - -0.974%*%  0.960%** -0.997***  -0.956%*F* -0.965%**
(0.180) (0.179) (0.180) (0.181) (0.207) (0.207)
1.267%%* - - - R _
(0.282)
0.338%:* - - - -
(0.163)
0.136* 0.1907%* 0.296* 0.194
(0.075) (0.086) (0.154) (0.163)
0.017 0.011 0.016
(0.034) (0.036 (0.037)
-0.011 -0.018 -0.009
(0.007) (0.013) (0.011)
0.215 0.217
(0.231 (0.222)
0.135 0.147
(0.435) (0.434)
-0.152 -
(0.389)
-0.499
(0.688)
51.457 43.524 37.466 30.771 30.337 18.841 11.826 11.888
<0.001 <0.001 <0.001 <0.001 <0.001 <0.001 <0.001 <0.001
300 299 299 298 298 296 293 293
0.146 0.225 0.200 0.237 0.234 0.241 0.244 0.245
0.144 0.220 0.195 0.229 0.226 0.229 0.223 0.224
- no no no no no no no
no no no no no no no no
no no no no no no no no

Notes:
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unstandardized coefficients reported; standard errors in parenthesis; ***,** and * denote significance at the 0.01, 0.05 and 0.1-level



