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Mergers and Acquisitions 

 Builds on first deliverable which was 
a broad scene setting, detailing the 
data source and giving an overview 
of domestic and cross border deals 
in the EU food sector 

 For the remaining deliverables, 
focus on food manufacturing in the 
EU-see next figure 



What are the various perspectives 

on M&As? 

 IO Economists 

       -process of consolidation (see for 
example recent papers by Sexton) 

       -implicitly it is horizontal mergers that 
occupy the discussion 

       -but also need to separate horizontal 
from vertical mergers and acquisitions 



 Trade Economists 

       -FDI has been one of the main features 
of globalisation in recent years 

       -most FDI is in the form of Cross 
Border Mergers and Acquisitions (c80%) 

       -30% of all M&As are cross border 

       -theoretical models highlighting 
horizontal and vertical FDI 

       -empirically, it has been difficult  

      to tie this down 



 Financial Economists 

     -what drives M&As/merger waves/have 
acquisitions been successful (event 
studies)? 

     -characteristics of firms involved in 
M&As 

     -have M&As been due to financial 
market imperfections (e.g. mis-
pricing/over-valuation/managerial  

    short-termism) 



Our Focus 

 Address the horizontal and vertical 
distinction and what factors drive each 

 And do firms that are involved in merger 
events differ from those that do not? 

 Apart from horizontal and vertical M&As, 
also identify solely diversifiying 
(conglomerate) acquisitions-we will see 
that this is a feature of the M&A process 
in the food sector (and others) 



What we do! 

 We have comprehensive data on all M&As 

   -all deals/all countries/public and private 

 Data reports the firms (acquirors and 
targets) and SIC codes 

 For publically-listed firms, we can tag the 
firm and trace it to other financial data 
sources 

 Here we can trace firm-specific  

   data 



 From these financial data sets, we 
can identify key features of the 
firms and performance indicators 

 We can also identify non-merging 
firms 

  (so can ask, how do acquiring firms 
differ from non-acquiring firms?) 



Address the Horizontal-Vertical 

Issue 

 Why? 

  -Different implications (market 
power/efficiency/scale/double 
marginalisation) 

  -Different drivers (risk/property 
rights) 

  -Differs between domestic and 
cross-border deals 



Addressing the horizontal-vertical 

distinction 

 Most attempts to do this are not 
convincing 

   -”same/different” (often highly 
aggregated) industry 

 A few recent papers follow a more 
convincing approach 

 Fan (JBus,2000+2006), Alfaro and 
Charlton (AER, 2009), Acemoglu et 
al, (JFin, 2009) 



How do we identify type of deal? 

 Key issue is a measure of “vertical relatedness” 
 

 “Vertical relatedness” is based on Fan (2001/2006) which 
identifies the extent to which industries are vertically-
related based on US input:output tables. Specifically, they 
produce a coefficient of vertical relatedness based on 
the fraction of industry a that contributes to value added 
in industry b based on commodity flows between 500 
industries 

 
 We cross-match this coefficient of vertical relatedness 

with 4 digit SICs for each acquiring and target firm 
involved in CBAs. With each acquiring and  

    target firm reporting up to 6 4 digit  
    SIC codes, this gives us 36 possible  
     combinations 

 

 



 Notice how we are defining an “industry” here. The 
definition relates to any of the reported 4 digit SICs being 
associated with an industry. 

 

 It does not rely on the “principal” SIC. This is important 
since it means we are defining types of M&As allowing for 
the deal to reflect any of the segments in which the firm 
operates in. 

 

 In this way, we can classify deals according to type: 
specifically… 

 



 ‘Pure’ Horizontal: deals where the acquiring and 
target firms share at least one (4 digit) SIC code 
but are never vertically-related 

 
 ‘Pure’ Vertical: deals where firms do not share 

the same (at least one) SIC code but are 
vertically related 

 
 ‘Pure’ Conglomerate: deals where firms do not 

share any SIC code and are not vertically related 
 
 ‘Mixed’: deals where the do share a code  
    and are vertically related 



What do M&As in the Food 

Manufacturing Sector Look Like? 

France: Domestic and CBAs, 1990-2011 

0

10

20

30

40

50

60

70

80

1
9

9
0

1
9

9
1

1
9

9
2

1
9

9
3

1
9

9
4

1
9

9
5

1
9

9
6

1
9

9
7

1
9

9
8

1
9

9
9

2
0

0
0

2
0

0
1

2
0

0
2

2
0

0
3

2
0

0
4

2
0

0
5

2
0

0
6

2
0

0
7

2
0

0
8

2
0

0
9

2
0

1
0

2
0

1
1

Al l  All All  Horizontal All Vertical All  Conglomerate



Separating Domestic and CBAs 
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France: Splitting Domestic and CBA and by Type 
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Observations 

 The above examples apply to the 5% VR 
benchmark and the allocation can vary by the VR 
benchmark i.e. we can use 1% or 10% 

 
 One issue that does come out is the relative 

importance of conglomerate acquisitions in the 
food sector. This is firms from outside the food 
sector buying into it. This is a global issue as it 
happens across all countries in food 
manufacturing 

 
 It also appears in the full sample  
    and an issue not always 
    addressed 
 



Why is it important? 

 Different drivers and different effects 

 As an example of this, consider work by 
Herger and McCorriston (2013) on the full 
sample with CBAs 

 Most work on FDI focuses on horizontal 
and vertical though seldom do they 
directly observe the difference (except 
Alfaro and Charlton (AER, 2009) 

 We use a panel count gravity-based 
model of CBAs 







Next Question: Who participates in 

M&As? 

 What are the main differences 
between target and acquiror firms? 

 Does this vary across domestic and 
CBAs (the ‘lucky few’)? 

 Does this vary by type? 



How? Key feature is the data 

 We can tie the (public) firms we observe in 
merger deals to various firm and 
performance indicators by tracing them in 
other data sets 

 Measures would include Market-to-Book, 
Tobin’s q, Assets, Sales, Sales Growth, 
Cash Reserves, Leverage 



Acquiror Characterstics: UK Food 

Manufacturing 

Acquiror No. of deals MTB Tobin's q Sales Cash 

Total 
ass
ets 

All 339 3.02 1.78 14298 1112 11763 

Horizon 135 1.92 1.31 9130 616 8752 

Vertical 36 2.01 1.30 21839 1461 17693 

Conglomerate 86 5.84 2.97 21210 1600 14618 

Domestic 167 3.42 2.04 3233 253 3504 

Horizon 79 1.24 1.08 3533 171 4010 

Vertical 13 1.52 1.20 2590 228 2801 

Conglomerate 30 12.43 5.88 4336 590 4294 

CBA 172 2.63 1.53 25041 1946 19782 

Horizon 56 2.87 1.64 17026 1244 15441 

Vertical 23 2.29 1.36 32719 2158 26110 

Conglomerate 56 2.31 1.41 30250 2141 20148 



Mean differences between acquirors 

and targets by deal 

Mean difference by deals Mean differences Test statistics 

N 19 

MV 46950 3.30 

BV 13835 3.14 

MTB -3.08 -2.47 

Tobin's q -0.77 -2.41 

Sales 29522 3.39 

Growth of sales 0.01 0.15 

Cash 4362 3.29 

Total Assets 28400 3.33 

Current ratio -0.20 -1.15 



Mean Differences Across Domestic and 

CB Acquirors 

Mean comparison (All) Acquirors 

Domestic CBA test statistics 

N 167 172 

MV 2276 14240 14.20 

BV 1520 5801 10.95 

MTB 3.42 2.63 -0.41 

Tobin's q 2.04 1.53 -0.61 

Sales 3233 25041 12.41 

Growth of sales 0.14 0.03 -1.77 

Cash 253 1946 8.85 

Total Assets 3504 19782 12.18 

Current ratio 1.61 1.77 1.88 


