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Introduction

Attractivity of Centra and Eastern Europe’s (further referred as CEE) is market
can be attributed to it’s favourable environment for foreign investment, EU financing
and stable economic growth, outpacing all major economies, as well as an increas-
ingly aftluent population of more than 100m people. Companies across a wide range
of sectors, from consumer goods to financial services, see it as an appealing terri-
tory in which to do business. Attractive tax rates and improving infrastructure as
well as an increasing appetite to embrace PPP projects appeal to investors for both
M&A and greenfield projects. Another big attraction is the availability of a relatively
low-cost, well-educated and skilled workforce, which has made parts of the region a
magnet for industries including automotive manufacturing, software and technol-
ogy. The proximity to Western Europe and its affluent markets is another advantage
as far as investors across Europe, Asia and the US are concerned.

Mergers and acquisitions (further referred as M&A) represent, at the pres-
ent time, characteristic by a considerable volatility of economic activity, one of pre-
ferred innovation instruments of companies market value growth, corporate changes
and options of strenghtening of their competitive advantages in a long-time horizon.
Also an admissibility of their crossborder implementation incorporated in a com-
munity law of the European union has opened a quite new perspectives and options
in relation to these operations. In the context of freedom of settlement within the
internal market of the Union, can be M&A also perceived as a specific form of a free-
dom of movement of persons and capital and specific manner of a corporate mobil-
ity. M&A also can have a significant impact on the development of the structure of an
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industry, and on its capability to innovate. The European Commission and its direc-
torate-general for competition, acknowledges this in theory, at least since the publi-
cation of its 2004 guidelines on the assessment of horizontal mergers'.

The article provides literature review of relevant theories of M&A, which
we aim to present on real data via activity highlights of Middle and East-European
countries’ M&A within a defined time-frame, starting point of which we’ve chosen
with regard to data availability, from 2012 to 2017. The data is extracted from recog-
nized databases including CMS Legal Services EEIG? and Deloitte’.

Themes and theoretical approaches to mergers and acquisitions

In the economic context, M&A dynamically change the increase/decrease of
the value and strategic corporate governance. Their realization has the potential to
trigger changes at three levels:

o national (or international) — mixing cultures, raising living standards;

« sectoral - innovation, increased (decreased) product prices, entry barriers to
industry, change in market share, gain (loss) of competitive advantage;

o enterprise — changes in business structure, in a production process, in distri-
bution routes, in number of employees.

These are tools the implementation of which can quickly and efficiently
respond to market opportunities. Their frequent use simultaneously increases the
dynamics of market arrangement. Decision-making on mergers or acquisitions is
one of the alternatives for achieving the strategic objectives of an enterprise. The
acquisition strategy can then be considered a path to the growth of the enterprise
value, a restructuring tool, and/or a tool for restructuring the corporate structure as
well as a risk diversification tool. This is so mainly for the following reasons:

« the current organization of a business (a holding) does not produce results
consistent with market conditions, owners’ ideas, or management;

o some parts of the business do not achieve the required efficiency;

o there are investment opportunities in other businesses that can lead to enter-
prise value growth;

« some parts of the business are profitable, yet they do not fit into a new vision;

o a different arrangement of the holding will allow better optimization of tax
burden and the use of synergy effects*.

! CMS Legal Services EEIG (2018) Emerging Europe Me~A Report 2017/18. Retrieved from https://cms.Jaw/
en/CZE/Publication/Emerging-Europe-M-A-Report-2017-18

> CMS Legal Services EEIG. Emerging Europe Me~A Reports 2012-2018

* http://www2.deloitte.com/sk/sk.html

Mackenzie 1., Akvizice & premény ve strategickém fizeni. Doktorska diserta¢ni prace. Praha: Vysoka skola

ekonomicka v Praze, Fakulta podnikohospodatska, 2016.
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Many proposals have been laid and various theories and hypotheses were
developed around the motives for M&A (Ansoff’, Gort®, Jensen’, Manne®, Roll’),
and other scholars have conducted relevant empirical studies based on these theories
and hypotheses. A detailed familiarization with them would considerably exceed the
extent of this paper. However, it is possible to summarize that most common argu-
ments by which the companies substantiate their implementation include an obtain-
ing a synergy effects. These effects can occur due to many causes. Ansoff as the first
researcher who related the synergy theory and the motifs for the M&A, stressed that
mergers and acquisitions were conducted on consideration of efficiency improve-
ment and value creation by synergy effects, including operational, financial, and
managerial synergies. Synergy in this case rely on the hypothesis that two companies
combined can produce more benefits than two companies working independently.
This theory was later expanded by Williamson'’. The practitioners frequently men-
tion synergy as the reason why they performed merger and acquisition. On the other
hand, we need to remark that it is disputatious to anticipate the given synergies. The
implementation of the integration of two companies (M&A) might not generate it at
all. There is a whole line of companies, where not only they did not generate any syn-
ergy but also paradoxically, their value has decreased.

Wang and Moinis' study summarizes prior relevant theories of M&A
motives. According to the authors, the oldest rationale captured by the literature of
industrial organization is based on the monopoly theory'. At it’s core lies the uti-
lization of mergers and acquisitions as company’s means to improve market share
and impose entry barriers to the industry’s segment thus fixing prices autonomously
and enhance profits. Vertical and conglomerate M&A especially hinder the potential
entrants, while the horizontal ones can quickly enhance the market share by acquir-
ing company’s competition, if the said company is financially strong enough. The
Monopoly theory was once described as the primary explanation for the first big
wave of mergers in the United States between 1887 and 1904.

> Ansoft HI., The Firm of the Future. ,Harvard Business Review® nr 43 (5) 1965, pp. 162-174. https://hbr.
org/1965/09/the-firm-of-the-future/ar/1

¢ Gort, M. An Economic Disturbance Theory of Merger. ,The Quarterly Journal of Economics® nr 83 (4) 1969,

pp. 624-642. http://www.jstor.org/discover/10.2307/1885453%uid=2&uid=4&sid=21105743123353

Jensen M. C., Takeovers: Their Causes and Consequences. ,The Journal of Economic Perspectives® nr 2 (1)

1988, pp. 21-48. Available at: http://www.jstor.org/discover/10.2307/19427382sid=21105728125213&uid=2

134&uid=4&uid=70&uid=2

8 Manne H.G., Mergers and the Market for Corporate Control. ,,Journal of Political Economy® nr 73, 1965,
pp. 110-120.

° Roll R., The Hubris Hypothesis of Corporate Takeovers. ,Journal of Business“ nr 59 (2) 1986, pp. 197-216.

http://www.jstor.org/discover/10.2307/23530172sid=21105743040403 &uid=4&uid=2

Williamson O.E., The Institutions of Governance. ,,American Economic Review* nr 88 (2) 1998, pp. 75-79

http://www.jstor.org/discover/10.2307/1168962sid=21105727737033&uid=2&uid=4

Wang D., Moini H., Motives for Cross-border Mergers and Acquisitions: Some Evidence from Danish. Aalborg:

Aalborg University, 2012. http://vbn.aau.dk/en/publications/motives-for-crossborder-mergers-and-acquisi-

tions%289a01f029-301e-4fb9-88e0-541f2e9adbed%29.html

Stigler G.J., Monopoly and Oligopoly by Merger. ,The American Economic Review* nr 40 (2),1950, pp. 23-34.

http://www.jstor.org/stable/1818020
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The (mis-)valuation theory is trying to explain the merger and acquisition
phenomena, due to an asymmetric distribution of information about the target, its
market price does not mirror its true value* Core of the theory presumes capital
market inefficiency in terms of oblique information, thus the acquirers, who know
more about the target, will take this chance to buy this undervalued company before
those who do not possess this type of information.

Resource dependence theory and resource-based view can be also adopted to
account for the logic behind M&A behaviors. M&A is also an option for an enter-
prise, to reduce its environmental interdependence and uncertainties while are also
means to optain rare resources'’. Casciaro and Piskorski'> decomposed the interde-
pendence concept into two, concept of mutual dependence and concept of power
imbalance thus developing further the Resource Dependence Theory.

Confronted with the phenomena that many companies have carried out a
series of M&A activities, some scholars employed organizational learning theory to
explain and explore it. Research on Organizational Learning Theory suggests that
routines stemming from experience guide organizational behavior. Greater experi-
ence with a specific routine provides opportunities to refine the routine and increases
the probability of the routine being used'.

Majority of empirical evidence shows the bidding shareholders” wealth, is being
destroyed as a side effect of mergers. Hypoteses, such as agency conflict, and bounded
rational behavior, have been proposed in an attempt to explain it. Agency contflict, also
called managerialism hypothesis, implies that managers as agents reinstalled by owners,
tend to preffer their own interests at the expense of the enterprise shareholders, know-
ingly striking deals that enhance managerial power and, or wealth to greater extend than
in the case of shareholders. One may refer to, for example, the empire-building theory'”
excessive managerial risk aversion'®, and to the agency cost of free cash flow".

>

Shleifer A., Vishny R.W., Stock Market Driven Acquisitions. ,,Journal of Financial Economics nr 70 (3), 2003
pp- 295-311. http://www.sciencedirect.com/science/article/pii/S0304405X03002113

Finklestein S., Interindustry merger patterns and resource dependence: A replication and extension of Pfeffer
(1972). ,Strategic Management Journal“ nr 18(10) 1997, pp. 787-810. http://www.readcube.com/ar-
ticles/10.1002%2F%28SICI1%291097-0266%28199711%2918%3A10%3C787%3A%3AAID-SMJ913%3E3.0.
CO%3B2-R?r3_referer=wol&tracking_action=preview_click&show_checkout=1

Casciaro T., Piskorski M.J., Power Imbalance, Mutual Dependence, and Constraint Absorption: A Closer Look
at Resource Dependence Theory. ,,Administrative Science Quarterly” nr 50, 2005, pp. 167-199. http://www-
2.rotman.utoronto.ca/facbios/file/Resource%20dependence.pdf

Haleblian J., Kim J., Rajagopalan N., The influence of acquisition experience and performance on acquisition
behavior: Evidence from the U.S. commercial banking industry. ,,Academy of Management Journal“ nr 49,
2006, pp. 357-370.  https:/faculty.fuqua.duke.edu/~charlesw/s591/Readings/Class07_Learning/haleb-
lian&rajagopalan_acqexper_am;j06.pdf

Mueller D.C., A theory of Conglomerate Mergers. ,Quarterly Journal of Economics® nr 83 (4) 1969, pp. 643-659.
http://qje.oxfordjournals.org/content/83/4/643.short

Amihud Y., Lev B., Risk Reduction as a Managerial Motive for Conglomerate Mergers. ,The Bell Jour-
nal of Economics“ nr 12 (2) 1981, pp. 605-617. http://www.jstor.org/discover/10.2307/30035752-
sid=21105728117553&uid=2&uid=4

Jensen M.C., Takeovers: Their Causes and Consequences. ,The Journal of Economic Perspectives nr 2 (1)
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Under bounded rational hypothesis, process theory, hubris theory (overconfi-
dence), herding theory (imitation), and escalating confirmation bias have been pro-
posed to account for M&A activities. According to the process theory, mergers and
acquisitions are not the result of managers” rational decisions but rather that of an
existing process influenced by the managers’ limited information processing capa-
bility and their former experience, organizational routines, and political power. Jem-
ison and Sitlin* gathered illustrative material on how cognitive simplifications and
other process factors can affect a merger. At the same time, Roll* proposed ‘hubris’
as the reason for explaining the engagement of a business in mergers and acquisi-
tions. Later, Scharfstein and Stein** developed a model of herding through the study
of managers” decision-making on investment. Moreover, Graham® stated that man-
agers with a low ability would herd, and managers with a high reputation would also
herd to protect their reputation.

By Wang and Moini*, an external environment may also affect M&A activi-
ties. Over the last century, there are two recurring phenomena: firstly, mergers tend
to occur in waves; and secondly mergers have strong tendency to cluster by indus-
try within such a wave. Gort® proposed disturbance theory and argued that the dis-
crepancies in expectations held by current shareholders and non-shareholders led
to a large number of shares changing hands. Specifically, when economic turbulence
occurs, the insiders of the companies (potential targets) will turn pessimistic about
their future whereas the outsiders (the potential acquirers) turn out to be more opti-
mistic, and then mergers and acquisitions will take place. The result then is a merger
wave. Mitchell and Mulherin® suggest that unexpected shocks, for example, tech-
nological, economic, or regulatory shocks to the industries, brought about merg-
ers clustering within industries. Recently, Rossi and Volpin®” have found that better
investor protection is correlated with a more active market for mergers and acquisi-
tions.

? Jemison D.B., Sitkin S.B., Corporate Acquisitions: A Process Perspective. ,The Academy of Mana-
gement Review® nr 11 (1) 1986, pp. 145-163. http://www.jstor.org/discover/10.2307/258337¢-
sid=21105743026443&uid=4&uid=2

Roll R., The Hubris Hypothesis of Corporate Takeovers. ,Journal of Business“ nr 59 (2) 1986, pp. 197-216.
http://www.jstor.org/discover/10.2307/23530172sid=21105743040403 &uid=4&uid=2

Scharfstein D.S. Stein J.C., Herd Behavior and Investment. ,,American Economic Review* nr 80 (3), 1990
pp. 465-479. http://econdse.org/wp-content/uploads/2013/04/herd-scharfstein.pdf

Graham J.R., Herding among Investment Newsletters: Theory and Evidence. ,The Journal of Finance® nr 54 (1)
1999, pp. 237-268. https://dev.beststock.co/sites/default/files/herding-among-investment-newsletters_the-
ory_and_evidence.pdf

Wang D., Moini H., Motives for Cross-border Mergers and Acquisitions: Some Evidence from Danish. Aalborg:
Aalborg University, 2012. http://vbn.aau.dk/en/publications/motives-for-crossborder-mergers-and-acquisi-
tions%289a01f029-301e-4fb9-88e0-541f2e9adbed%29.html

Gort M., An Economic Disturbance Theory of Merger. , The Quarterly Journal of Economics® nr 83 (4) 1969,
pp. 624-642. http://www.jstor.org/discover/10.2307/1885453%uid=2&uid=4&sid=21105743123353
Mitchell M.L., Mulherin J.H., The Impact of Industry Shocks on Takeover and Restructuring Activity. ,Jour-
nal of Financial Economics® nr 41 (2) 1996, pp. 193-229 http://www.sciencedirect.com/science/article/
pii/0304405X9500860H

Rossi S., Volpin P.E, Cross-country Determinants of Mergers and Acquisitions. ,,Journal of Financial Econo-
mics® nr 74 (2), 2004, pp. 277-304. http://www.sciencedirect.com/science/article/pii/S0304405X04000674
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Based on the literature review provided, can be concluded that studies are rela-
tively commonly based on hypotheses of efficiency or rather inefficiency of capital mar-
kets and rationality or rather irrationality of investors decision-making. Furthermore,
mergers and acquisitions tend to serve either as enterprise strategic development tool, or
passive responses to external environment disturbances or as irrational behaviors.

Results and Discussion

Figure 1 summarizes a trend of number and total amount of M&A transac-
tions carried out from 2012 to 2017 in Middle and East-European countries. Despite
the relatively short period, it is possible to state, that the trend of number of carried
out transactions was considerably fluctuating (a year-to-year comparison of 2013
and 2014 shows decrease of 15%, almost the same number of transactions in 2014
and 2015 (at the level of 2,100) and decrease of 9% for 2015 and 2016 year-to-year
comparison). A similar fluctuating development was also in total values of transac-
tions, namely, a year-to-year decrease of 19% in 2012 and 2013, significant decrease
of 45% for 2013 and 2014 year-to-year comparison, a year-to-year rise of 38% in
2015 and 2016 and decrease of 17% in 2017 from 2016. The median size of deals,
based on EMIS data on 1,308 transactions with disclosed or estimated values, has
surprisingly remained unchanged at exactly EUR 11.2m.
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Figure 1. M&A deals by value and volume in Middle and East-European countries
(2012-2017)

Source: own elaboration based on data?.

* CMS Legal Services EEIG (2018) Emerging Europe M&A Report 2017/18. Retrieved from https://cms.Jaw/
en/CZE/Publication/Emerging-Europe-M-A-Report-2017-18
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Real estate and construction topped the league table by number of deals in
2017 (Figure 2), and accounting for four of the largest 20 deals across the region. The
Czech Republic, Poland and Hungary have been hot spots as investors have turned
to CEE for higher returns and the prospect of solid rental growth in an increasingly
sophisticated market.

Mining, including oil and gas, was the dominant sector by value in 2017, as it
was in 2016, though there were fewer megadeals and the total value was lower. The
year was dominated by a clutch of large deals in Russia, including the purchase of
a stake in Rosneft for EUR 7.5bn by China’s CEFC and the just over EUR 1.7bn pur-
chase of a stake in the Yzhno-Russkoye oil and gas field by Austrias OMV group.

Economic buoyancy across CEE has resulted in falling unemployment and
rising wages, providing a boost for sectors reliant on consumer demand. Telecoms
and IT overtook manufacturing in terms of numbers of transactions, followed by
wholesale and retail and finance and insurance. Energy and utilities remain critically
important and we see continued interest in energy infrastructure projects as well
as energy-from-waste projects as countries seek to balance their fuel needs against
environmental commitments.

Wholesale and retail saw a 48% rise in deal values. The sector contributed to
one of the year’s megadeals through the purchase of convenience store chain Zabka
Polska in Poland by private equity heavyweight CVC for an estimated EUR 1bn.

Across the region, state governments and local authorities remain keen to
encourage greenfield investments to bring jobs and prosperity. Work progressed on
the new EUR 1.4bn Jaguar Land Rover plant in Slovakia, which has also encouraged
developments for related suppliers and logistics companies. As an attractive location
for greenfield investors, the challenge still remains of finding suitable large sites ear-
marked as industrial zones, with good access to transport links and a ready supply
of labour®.

» CMS Legal Services EEIG (2018) Emerging Europe M&A Report 2017/18. Retrieved from https://cms.law/
en/CZE/Publication/Emerging-Europe-M-A-Report-2017-18

41



Dominik Gira
OVERVIEW OF MIDDLE AND EAST-EUROPEAN MARKET’S MERGERS...

Figure 2. Value of M&A deals by sector (2017)
Source: CMS Legal Services EEIG (2018).

Figure 3 and Figure 4 summarize most active countries by number of deals
and value of deals in 2017. As usual, as the largest economy, Russia saw the most
M&A activity in 2017. Deal volumes in Russia were steady compared with 2016,
spread across a broad range of sectors as its economy enjoyed a recovery. Despite EU
and US sanctions, growth was fuelled by domestic demand, growing international
trade and a recovery in the the price of oil. There were fewer megadeals than in the
previous year, and a 17% drop in overall deal value - although deal value remained
well above 2014 and 2015 levels.

In Ukraine, despite tensions in the east of the country continuing to drag
on the economy, there were welcome signs of revival which were reflected in a 67%
increase in M&A activity, though values were down against 2016. Of the top ten larg-
est deals in Hungary in 2017, six were above EUR 200m which helped more than
double the value of deals to over EUR 2.7bn compared to the previous year.

Romania was also a star performer, both in terms of GDP growth and M&A,
with a strong rise in deal numbers (up by 13%) and values (up by an impressive
64%), with major deals in energy and utilities, wholesale and retail, finance and man-
ufacturing.

Turkey has been through a traumatic period, including the failed coup of
2016, but its economy showed signs of a sharp bounce back towards the end of the
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year. M&A activity levels recovered to some extent, with an uptick of 12% in deal
volume and 46% in deal value, although there is still some way to go before Turkey
returns to the levels of M&A activity we saw in 2012 and 2013.

Robust economic growth in Poland, driven by domestic demand and higher
public spending, helped offset some of the nervousness of investors concerned about
government policy and ensured an active transactions market. Poland enjoyed the
highest number of transactions in the region after Russia, though values were down
on 2016 when the top two deals alone were worth a combined EUR 2bn.

The Czech Republic’s economy has continued to perform strongly, with
unemployment among the lowest in Europe, but deal activity dropped back from the
record levels of 2016. In Slovakia, the automotive sector continued to be the engine
of economic growth. Overall deal numbers were down, but values were up by 6%.
Hungary recorded the largest increase of value of deals (126%) to over EUR 2.7bn in
2017 compared to 2016.

It was a more muted year for Croatia after a record number of deals in 2016
and although the economy grew steadily, investor sentiment was impacted by the
problems at food and retail group Agrokor, the biggest employer in the Balkans. Slo-
venia was one of the top performing economies in the Eurozone, but saw a drop
in M&A deal numbers and values against 2016 when a EUR 572m Japanese deal
boosted the total.

Serbia enjoyed a sharp rise in transaction numbers, though they tended to be
smaller than in the previous year. Deal values in Bulgaria showed a healthy increase,
despite subdued volumes, as its economy moved up a gear. Among the smaller coun-
tries, Montenegro was a bright spot with deal volumes up 50% and values up 37%, as
was Bosnia and Herzegovina, but Albania reported only a handful of deals®.

Figure 3. Top six countries activity by number of deals (2017)
Source: CMS Legal Services EEIG (2018).

¥ CMS Legal Services EEIG (2018) Emerging Europe M&A Report 2017/18. Retrieved from https://cms.law/
en/CZE/Publication/Emerging-Europe-M-A-Report-2017-18
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Figure 4. Top six countries activity by value of deals (2017)
Source: CMS Legal Services EEIG (2018).

In what may be a sign of things to come, China became the largest foreign
investor in the region, increasing the value of its investments by 78% to EUR 7.7bn,
after a 96% rise in 2016 (Figure 5). The figures were skewed by the CEFC China
Energy-Rosneft deal, but there is no doubt that CEE is firmly on the radar of Chinese
investors and will play an important role in its Belt and Road initiative to improve
infrastructure within key trading partners. Elsewhere in Asia, investors from Japan,
Singapore and India remained active.

The US was the second-largest international investor by value, with a 95% rise
to EUR 2.95bn and it retained its long-standing position as the busiest by number of
deals, with 92 transactions.

There were big increases in the value of investments from Austria, Switzer-
land, Netherlands and France, while investments from the UK dropped. Deal num-
bers were generally lower, but Switzerland and Sweden bucked the trend and were
responsible for more transactions. The UK was the second largest by number of
deals, down 11%, while UK deal values fell by 58% to EUR 2.19bn which may be
a reflection of the weak pound and a sign that investors have become more cautious
following the Brexit vote.

It was recorded also a wave of investment by South African funds into real
estate and other sectors, particularly in Romania, Croatia and Bulgaria, as well as
interest in Hungary and Poland.

Figure 5. Most active foreign investors by value of deals (2017)
Source: CMS Legal Services EEIG (2018).
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The importance of domestic buyers should not be overlooked (Figure 6); Rus-
sia was the largest player with EUR 22.5bn of deals and 603 transactions, broadly in
line with 2016. Between them, Turkey, Poland and the Czech Republic were respon-
sible for more than EUR 10bn of deals, with Turkey and Poland increasing the over-
all value of their investment into the region by 15% and 12% respectively®'.

Figure 6. Most active investors from within the region by value of deals (2017)
Source: CMS Legal Services EEIG (2018).

Table 1 summarizes top ten deals in the region of Middle and East-Europe
from 2012 to 2017. It is obvious from the graph that Russian M&A market domi-
nates the ranking for given period. The largest deal in observed period of 2012-2017
was Rosneft’s acquisition of Anglo-Russian oil firm TNK-BP (2012), which it bought
from BP and a consortium of Russian investors for around EUR 43 bn.

Table 1. Top ten deals by deal value in Middle and East-European countries
(2012-2017)

il Year of
Target Sector Deal Type Country | Country | Value —
Company TP | of Target | of Buyer (EUR -
m)
Mining Msutj;kr;ty
TNK - BP (incl. oil Purchase Russia Russia 21,538 | 2012
& gas) (50%)
Mining M;?;l:elty
TNK - BP (incl. oil Purchase Russia Russia 21,354 | 2012
& gas) (50%)
Mining T .
Rosneft (incl. oil | Privatisation | p (o [Switzerland,| 5500 | 2016
& gas) (19.5%) Qatar

* CMS Legal Services EEIG (2018) Emerging Europe M&A Report 2017/18. Retrieved from https://cms.law/
en/CZE/Publication/Emerging-Europe-M-A-Report-2017-18
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. Minority
Mining Stake
Rosneft (incl. oil Purchase Russia China 7,520 2017
S gas) (14.2%)
Czech
Anheuser-Busch republic,
InBrev businesses Food Acquisition | Hungary,
in Central and | & Beverage (100%) Poland, Japan 7,300 2016
Eastern Europe Romania,
Slovakia
Mining Privatisation
Bashneft (incl. oil (50.1%) Russia Russia 4,726 | 2016
& gas) o
Other N .
Rosneft Manufac- Prlvatlsoatlon Russia [.Jmted 3,721 | 2012
turing (5.7%) Kingdom
Minority
Stroyge}z— Cogstruc— Stake Russia Russia 3,504 2013
consulting tion Purchase
(30%)
Mining (incl.] Minority
RN Holding oil Stake Pur- Russia Russia 3,174 | 2014
& gas) chase (15.1%)
aE;‘ eurfft;lc(l)w Energy | Acquisition | Czech Czech 3142 | 2016
Hol dir?g a ‘S’y & Utilities (62.8%) Republic | Republic >

Source: CMS and DealWatch, 2013; CMS Legal Services EEIG, 2014b, 2015, 2016, 2017, 2018.

Conclusions

Based on theories provided and factual information on the development of
count and financial volume of deals summarized in this article we can conclude that
M&A are unique in their nature and the motives. Since the start of the global finan-
cial crisis in 2007 M&A landscape has not only been transformed, it continues to
evolve apace. Turmoil in financial markets, recession and the more recent emer-
gence of concern about sovereign indebtedness have caused a great deal of economic
uncertainty, which has inevitably affected the M&A environment.

The results confirm that Middle and East-Europe is stable region, despite
fluctuations observed in trend lanes, for both number of deals and their financial
volume, of our monitored period. The year to year change in number of deals was
a drop of 96 on average, and regarding the financial volume the average decrease was
66,1m. The median size of deals, based on EMIS data on 1,308 transactions with dis-
closed or estimated values, remained unchanged at exactly EUR 11.2m.
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In terms of sectoral analysis, mining including oil and gas was prevelant in
this period thanks to large deals closed in Russia. These include China’s CEFC stake
investment in Rosneft for EUR 7.5bn and the just over EUR 1.7bn purchase of a stake
in the Yzhno-Russkoye oil and gas field by Austria’s OMV group.

The Russian Federation holds the dominant position in terms of M&A as
from the point of view of number of closed deals as well as share of their financial
value from both of the positions as a buyer as well as the target in 2017. This result
is predictable due to the market size advantage of the country. The second most suc-
cessful country is Poland which lags behind Russia by approximately 50% in number
of deals respectively approximately 70% in financial volumes. We consider worth to
note that Romania and Hungary recorded steep increases, mainly concerning finan-
cial volumes where increase in Hungary’s side was of 126% and Romania 64% in
2016 vs 2017 year-to-year comparison.

China became the largest foreign investor in the region, increasing the value
of its investments by 78% to EUR 7.7bn, after a 96% rise in 2016. The figures were
skewed by the CEFC China Energy-Rosneft deal, but there is no doubt that CEE is
very attractive region to Chinese investors. Second to China is USA with 95% value
increase and investment values from Austria, Switzerland, Netherlands and France
were also on the rise, while investments from the UK dropped.

To summarize, the region of Middle and East-Europe can be considered as
a stable region with steady economic growth and attractive investment environment
which saw overall M&A increase in recent years. Specific characteristics presented
by the graphical apparatus of this contribution hints that market size and close prox-
imity or membership in European union are indeed valid factors. Major players are
Russia as native, China and USA in a role as investors foreign to the region.

Summary

As the markets of Middle and East-European countries, after transformation
emerge more and more, mergers and acquisitions are becoming increasingly com-
mon form of business restructuring and strategic alliance. Increasing frequency of
this type of deals pose as a pressure on business people and government officials at
all levels to have a basic understanding of reasoning behind such actions and their
mechanics. The following article provides a review of relevant sources containing
theories of mergers and acquisitions. Its aim is to present highlights of merger and
acquisition activity in context of these aforementioned theories on data concerning
Middle and East-European countries, in a defined time-frame starting form 2012 to
2017.

Keywords: merger, acquisition, Middle and East-European countries.
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Streszczenie

W miare jak rynki krajéw Europy Srodkowej i Wschodniej umacniajg sie
po procesie transformacji, fuzje i przejecia staja si¢ coraz powszechniejsza forma
restrukturyzacji biznesu i aliansu strategicznego. Rosnaca ilo$¢ tego typu transak-
cji stanowi presje na biznesmenoéw i rzadzacych, aby mieli podstawowa wiedze na
temat rozumienia takich dzialan i ich mechanizmoéw. Ponizszy artykut zawiera prze-
glad 7rodel zawierajacych podstawowe teorie fuzji i przeje¢ oraz podkresla aktyw-
no$¢ fuzji i przeje¢ w krajach Europy Srodkowej i Wschodniej w latach 2012-2017.

Stowa kluczowe: fuzja, przejecie, kraje Europy Srodkowej i Wschodnie;j.

Acknowledgement

This contribution was compiled as a part of the projects VEGA No. 1/0031/17
»Cross-border mergers and acquisitions in the context of economic and social deter-
minants in the European area®

Bibliography

1. Amihud Y, Lev B., Risk Reduction as a Managerial Motive for Conglomerate Mer-
gers. ,The Bell Journal of Economics“nr 12 (2) 1981, pp. 605-617. http://www.
jstor.org/discover/10.2307/30035752sid=21105728117553&uid=2&uid=4

2. Ansoft H.I, The Firm of the Future. ,Harvard Business Review“ nr 43 (5) 1965,
pp- 162-174. https://hbr.org/1965/09/the-firm-of-the-future/ar/1

3. Casciaro T., Piskorski M. J., Power Imbalance, Mutual Dependence, and Constra-
int Absorption: A Closer Look at Resource Dependence Theory. ,,Administrative
Science Quarterly“ nr 50, 2005, pp. 167-199. http://www-2.rotman.utoronto.ca/
facbios/file/Resource%20dependence.pdf

4. Child ], Faulkner D, Strategies of cooperation: Managing alliances, networks, and
joint venture. United Kingdom: Oxford university Press, 1998.

5. CMS Legal Services EEIG (2018) Emerging Europe Me~A Report 2017/18. Re-
trieved from https://cms.law/en/CZE/Publication/Emerging-Europe-M-A-Re-
port-2017-18

6. CMS Legal Services EEIG (2017) Emerging Europe Me>A Report 2016/17.

7. Retrieved from https://cms.Jaw/en/INT/Publication/Emerging-Europe-M-A
-Report-2016-17

8. CMS Legal Services EEIG (2016) Emerging Europe Me~A Report 2015/16.
Retrieved from https://cms.law/en/SRB/Publication/Emerging-Europe-M-A
-Report-2015-162

10. CMS Legal Services EEIG (2015) Emerging Europe: Me+A Report 2014/15.

11. Retrieved from  http://www.cvca.cz/images/cvca_UK-Ke-stazeni/57-file-File
-SCREEN_Emerging Europe_ M&A_Deals_report_2014_2015.pdf

48



Zeszyt nr 14/2019 - Finanse jednostek organizacyjnych

12.

13.

14.
15.

16.
17.

18.

19.

20.

21.

22.

23.

24.

25.

CMS Legal Services EEIG (2014a) European Me+A Outlook. A study of European
MerA Activity.

Retrieved from http://mergermarketgroup.com/wp-content/uploads/2014/10/
CMS_EuropeanMAOQOutlook_LR.pdf

CMS Legal Services EEIG (2014b) Emerging Europe: MeA Report 2014/15.
Retrieved from http://www.cms-cmck.com/Emerging-Europe-MA-Report-
201314-14-01-2014

CMS - DEALWATCH (2013) Emerging Europe: Me»A Report 2012.

Retrieved from  http://www.cms-cmck.com/CMS-and-DealWatch-Emerging
-Europe-MA-Report-2012-15-01-2013

Daneshjo N., Majernik M., Kotuli¢ R., Krav¢dkova Vozarova I., Chodasova Z.,
Duri$ova M., Zelenakova M., Vavrek R., He¢kova J., Chapcakova A., Litavcova
E., Markova S., Kravec M., Cekan P, Dietrich Ch. Technical siences and produc-
tion management - selected trends. Diisseldorf: A&A Digitalprint, 2017.
Duhaime I.M., Schwenk C.R., Conjectures on Cognitive Simplification in
Acquisition and Divestment Decision Making. ,The Academy of Manage-
ment Review, nr 10 (2) 1985, pp. 287-295. http://www.jstor.org/disco-
ver/10.2307/2579702sid=21105743011833&uid=4&uid=2

Finklestein S., Interindustry merger patterns and resource dependence: A replica-
tion and extension of Pfeffer (1972). ,Strategic Management Journal® nr 18(10)
1997, pp. 787-810. http://www.readcube.com/articles/10.1002%2F%28SICI%-
291097-0266%28199711%2918%3A10%3C787%3A%3AAID-SM]J913%3E3.0.
CO%3B2-R?r3_referer=wol&tracking action=preview_click&show_checkout=1
Gort M., An Economic Disturbance Theory of Merger. , The Quarterly Journal of
Economics® nr 83 (4) 1969, pp. 624-642. http://www.jstor.org/discover/10.2307
/1885453?uid=2&uid=4&sid=21105743123353

Graham J.R., Herding among Investment Newsletters: Theory and Evidence. ,The
Journal of Finance® nr 54 (1) 1999, pp. 237-268. https://dev.beststock.co/sites/
default/files/herding-among-investment-newsletters_theory_and_evidence.pdf
Haleblian J., Kim J., Rajagopalan N., The influence of acquisition experience and
performance on acquisition behavior: Evidence from the U.S. commercial banking
industry. ,,Academy of Management Journal® nr 49, 2006, pp. 357-370. ht-
tps://faculty.fuqua.duke.edu/~charlesw/s591/Readings/Class07_Learning/hale-
blian&rajagopalan_acqexper_amj06.pdf

Heckova J., Chapcakova A., Fuzje i przejecia w powstajgcej Europie w latach
2011-2014. ,Gospodarka i finanse: wspdteczne wyzwania rozwoju spoteczno-
-ekonomicznego Polski i Europy”, Zesz. 6, 2015, s. 191-202.

Heckova J., Chapc¢akova A., Badida P., Aktudlne problémy ohodnocovania
podnikov pri fuzidch a akvizicidch a ich riesenie, ,Ekonomicky ¢asopis“ nr 62
(7) 2014, pp. 743-766.

49



Dominik Gira
OVERVIEW OF MIDDLE AND EAST-EUROPEAN MARKET’S MERGERS...

26.

27.

28.

29.

30.

31.

32.

33.

34.

35.

36.

37.

38.

39.

50

Hoang T.V.N., Lapumnuaypon K., Critical Success Factors in Merger & Acqui-
sition Projects. A study from the perspectives of advisory firms. Umea Universi-
ty, Faculty of Social Sciences, Umea School of Business, 2008.

Jemison D.B., Sitkin S.B., Corporate Acquisitions: A Process Perspective. ,The
Academy of Management Review® nr 11 (1) 1986, pp. 145-163. http://www.
jstor.org/discover/10.2307/2583372sid=21105743026443&uid=4&uid=2
Jensen M.C., Takeovers: Their Causes and Consequences. ,,The Journal of Eco-
nomic Perspectives® nr 2 (1) 1988, pp. 21-48. Available at: http://www.jstor.
org/discover/10.2307/19427382sid=21105728125213&uid=2134&uid=4&ui
d=70&uid=2

Kislingerova E., Novy L., a kol. Chovdni podniku v globalizujicim se prostiedi.
Praha: C. H. Beck, 2005.

Luka¢ S., 2009. BBM - Praktické skiisenosti. ,,Acta Montanistica®, nr 6, mimo-
riadne ¢islo, KoSice: Technicka univerzita v KoS$iciach 2009, s. 392-397.
Mackenzie 1., Akvizice & premény ve strategickém ftizeni. Doktorska dis-
ertacni prace. Praha: Vysoka $kola ekonomicka v Praze, Fakulta podniko-
hospodarska, 2016.

Manne H.G., Mergers and the Market for Corporate Control. ,Journal of Polit-
ical Economy*“ nr 73, 1965, pp. 110-120.

Mitchell M.L., Mulherin J.H., The Impact of Industry Shocks on Takeo-
ver and Restructuring Activity. ,Journal of Financial Economics“ nr 41
(2) 1996, pp. 193-229 http://www.sciencedirect.com/science/article/
pii/0304405X9500860H

Mueller D.C., A theory of Conglomerate Mergers. ,Quarterly Journal of Eco-
nomics“ nr 83 (4) 1969, pp. 643-659. http://gje.oxfordjournals.org/con-
tent/83/4/643.short

Nakamura H. R. 2005. Motives, Partner Selection and Productivity Effects
of M&As: The Pattern of Japanese Mergers and Acquisition. Thesis (Ph.D.),
Institute of International Business, Stockholm School of Economics. ISBN
91-973849-3-3.

Ray K.G., Mergers and acquisitions: Strategy, Valuation and Integration. New
Delhi: PHI Learning Private Limited, 2010.

Roll R., The Hubris Hypothesis of Corporate Takeovers. ,,Journal of Business®
nr 59 (2) 1986, pp. 197-216. http://www.jstor.org/discover/10.2307/2353017
?25id=21105743040403&uid=4&uid=2

Rossi S., Volpin P.E, Cross-country Determinants of Mergers and Acquisi-
tions. ,,Journal of Financial Economics® nr 74 (2), 2004 pp. 277-304. http://
www.sciencedirect.com/science/article/pii/S0304405X04000674

Scharfstein D.S. Stein J.C., Herd Behavior and Investment. ,,American Eco-
nomic Review“ nr 80 (3), 1990, pp. 465-479. http://econdse.org/wp-content/
uploads/2013/04/herd-scharfstein.pdf



Zeszyt nr 14/2019 - Finanse jednostek organizacyjnych

40.

41.

42.
43.

44,

45.

Shleifer A., Vishny R.W.,, Stock Market Driven Acquisitions. ,,Journal of Fi-
nancial Economics“ nr 70 (3), 2003, pp. 295-311. http://www.sciencedirect.
com/science/article/pii/S0304405X03002113

Stigler G. J., Monopoly and Oligopoly by Merger. ,The American Economic
Review® nr 40 (2),1950 pp. 23-34. http://www.jstor.org/stable/1818020
Synek M. a kol., Manazérska ekonomika. Praha: Grada Publishing, 2007.
Wang D., Moini H., Motives for Cross-border Mergers and Acquisitions:
Some Evidence from Danish. Aalborg: Aalborg University, 2012. http://vbn.
aau.dk/en/publications/motives-for-crossborder-mergers-and-acquisi-
tions%289a0ff029-301e-4fb9-88e0-541f2e9adbed %29.html

Williamson O.E., The Institutions of Governance. ,,American Economic Re-
view“ nr 88 (2) 1998, pp. 75-79 http://www.jstor.org/discover/10.2307/11689
6%s5id=21105727737033&uid=2&uid=4
http://www2.deloitte.com/sk/sk.html

51



