Taking the Myth Out of M&As

Rarely a day goes by without a merger or acquisition announcement. Among all growth strategies, those involving either a merger or an acquisition seem to be favoured despite their high level of risk and uncertainty. 

From an analyst's point of view, the ability to predict such asset movements is critical. In fact, an industry's landscape can be completely transformed only by one such move. The Daimler-Chrysler merger is a case in point. 

In this article, we will demonstrate that M&As are far less esoteric than we sometimes believe. Obviously, the number of variables surrounding a deal makes it impossible to draw a perfectly accurate picture of an M&A in the making but, as we will see, Competitive Intelligence can make a difference between being surprised and being aware.

Learning from the past to predict the future 
The M&A failure rate, ranging from 50% to 70%, clearly indicates a lack of Competitive Intelligence (CI) skills or preparation because the success of M&As is highly dependent on the quality of the CI utilized. This assertion is demonstrated by the fact that out of the four most common grounds of M&A failure, three are information-related: 

· Unpredictability 

· Agency problems 

· Misguided managers 

· Failure to grasp and articulate the strategic intent behind the deal 

The question that arises therefore is if it is possible to predict the future by analyzing past experiences and strategic trends to avoid being surprised be a competitor's move?

One of the most surprising things about M&As is the apparent incapacity of companies to rationalize and learn from past experiences in order to evaluate and thus prepare for these types of transactions. Few companies except perhaps GE Capital, Cisco Systems, NationsBank and Hewlett-Packard have developed an internal evaluation system for M&A opportunities in all of the three phases of any such transaction:

· Target selection 

· Negotiation 

· Integration 

In Cisco's case, many elements (including its position as the second largest acquirer with 16 acquisitions totaling $12.29 billion in 1999 - just shy of Lucent Technologies, its highly competitive industrial landscape and need to retain talented employees) made it mandatory for the company to develop a M&A analytical process to avoid being overwhelmed by too many transactions and losing key employees at the same time. 

The experience of Cisco and others is clearly proof of an organization's capacity to rationalize M&As and this capacity is strongly embedded in its understanding of a competitor's strategic thinking. The remaining question, therefore, is: how to accomplish this task effectively? 

In search of the optimum path 
There are two main reasons why corporations get engaged in Strategic Planning activities.

1. Strategic Planning and one of its supporting ingredients, CI, are, or should be, part of any corporation's decision-making process. It is the "internal" aspect of strategy. 

2. Strategy helps to profile the competitors' own decision-making process and, in a superball effect, gives immediate feedback on the accuracy of the internal solutions, thus guiding the CEO into a certain path: the optimum path. This would be the "external" aspect of strategy. 

Consequently, before engaging in an analysis of the M&A structure properly, it is important to assume that all corporations are acting towards the achievement of optimal performance. Although the latter may (and in most cases will) differ from one company to another, it is necessary to act as if there were a standardized comprehension of this optimum. 

Take two players in the airline industry: United Airlines (United) and British Airways (BA). United, through its usual CI activities, is well aware of its industrial structure and the same goes for BA. If United comes to the conclusion, after careful analysis, that BA's best growth strategy, taking into account its cost structure, management orientation, previous moves, etc., is to start a no-frills, low-cost airline subsidiary, then United is well positioned to move a step further to adjust its own strategy.

Meanwhile, BA can either take the decision to go ahead in the project as depicted by United or embark upon another strategy (form an alliance with another airline, start a new route or else). If it chooses the first option, United is prepared to face what it considers to be the best move possible by BA or its optimum. It can take appropriate countermeasures. Conversely, if the second option is chosen, United can either do nothing (because BA did not choose the optimum path) or engage in achieving the optimum. In all cases, the winner is the one who has learned to make the proper scenarios and react accordingly. 

A similar example could have been drawn from Coca-Cola and Pepsi Co.'s long time battle. Coca-Cola, during the last decade, engaged in a globalization spree, while its opponent chose diversification as its optimum, thus acquiring KFC, Pizza Hut and Taco Bell fast-food chains. Coca-Cola did not make the same mistake Pepsi Co. did because of Coke's ability to determine what the real optimum was. 

First step: get to know your industry 

This may sound basic but it is nonetheless fundamental. A set of well-routed bookmarks, such as those offered each month in Competia, can be an excellent source of information.

In the industries most engaged in M&A activities (those in movement following deregulation, privatization or technological convergence, for instance), the small number of players makes it rather easy to profile each of them, which in turn enables a better optimum finding and M&A tracking. The most active industries in M&A are: 

· Communications 

· Broadcasting 

· Drugs, medical supplies & equipment 

· Computer software, supplies and services 

· Electric, gas, water & sanitary services 

· Banking and finance 

· Electrical equipment 

· Oil & gas 

· Chemicals,paints & coatings 

· Aerospace and defense 

· Retailing 

· Automotive 

If your company is part of any of these industries, you are likely to be affected or involved in M&As and in addition, you are able - with careful monitoring - to predict M&As. At this point, we assume that you have a thorough understanding of the market and that you have profiled each of your competitors. 

Second step: learn the heavy strategic trends 
Companies in all sectors are affected by strategic trends. Shareholders, financial analysts and CEOs are concerned by growth. The three interests obviously work together, one relying on the other. 

Indeed, a recent study indicated that most US and European companies seek an average of 10% to 15% of growth. Therefore, the pressure is on management to engage in what is - in a given period - the latest "management fad." In fact, engaging or not in what is considered by analysts and consultants to be "the" direction to take will put tremendous pressure on the others to do the same. 
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