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1 Understanding mergers and
acquisitions: activity since 1990

Greg N. Gregoriou and Luc Renneboog

Abstract

This chapter discusses the trends in international market for corporate control,
Each mergers and acquisitions (M&A) wave has been characterized by a different
set of underlying triggers. However, we consistently find that takeovers early in the
wave are triggered by industry shocks. Takeovers are more likely to occur during
periods of economic recovery, and the takeover market may be driven by regula-
tory changes as well as by industrial and technological shocks. Managers’ personal
goals may have further impact on takeover activity: We find that managerial hubris
and herding behavior tend to increase during takeover waves, often leading to inef-
ficient acquisitions. Finally, takeover activity usually collapses alongside a market
decline and an economic recession. The chapter also positions the papers of this
book in the international literature.

1.1 Introduction

Understanding the drivers of mergers and acquisitions means understanding
their cyclical nature (see Golbe and White, 1993, for one of the earliest docu-
mentations of this phenomenon). It is commonly accepted that there have been
five waves of major merger activity: the 1890s, the 1920s, the 1960s, the 1980s,
and the 1990s. The scale of the final wave is remarkable for its breadth and
geographic distribution. This wave saw tremendous U.S. M&A growth, but it
was also witness to soaring levels of European M&A activity, as firms started
to partner actively with U.S. and U.K. firms.

M&A activity has been on the rise again since June 2003, perhaps suggesting a
new wave. This recent increase in takeover activity could have wide-ranging rami-
fications and raises many interesting questions. We briefly review the historical
and recent literature on M&A activity by wave for the U.S., UK. and Continental
Europe. We find that takeover activity is often triggered by excessive heterogeneity,
generally ending with some type of economic shock such as a recession. Economic
recovery seems to drive takeover waves, which often coincide with periods of rapid
credit expansion. Regulatory changes are also important drivers of takeover waves.
The earlier waves of the 1890s and 1920s are believed to have been driven by
antitrust legislation, while that of the 1980s appears to have been brought on by
widespread market deregulation {(Martynova and Renneboog, 2005).
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1.2 Historical background

1.2.1 The 1890s and the 1910s to the 1920s: the first
and second waves

The first wave of mergers in the 1890s was generated by an economic depression,
legislation governing incorporation, and the rise of industrial stocks (see, e.g.,
O’Brien, 1988). The main goal of this first wave was to consolidate industrial
production and reduce competition (Lamoreaux, 1985). This wave led to the cre-
ation of companies that became virtual monopolies in their respective industries.
The equity market crash caused this first wave to come to an end around 1905.
M&A activity stayed at moderate levels from then until the late 1910s, largely
owing to World War I. Around 1910, antitrust legislation began to take hold both
in the U.S. and Europe, probably as a result of the previous monopolization
attempts. The only option for firms desiring to expand was vertical expansion;
thus this second wave can be seen as creating oligopolistic structures (see Stigler,
1950). The resulting conglomerates of the 1920s focused on economies of scale
(for detailed studies of the first and second merger waves, see, e.g., Eis, 1969,
Markham, 1953, and Thorp, 1941).

1.2.2 The 1950s to the 1970s: the third wave

Several decades passed before the advent of a new takeover wave, largely owing
to the economic depression of the 1930s and World War II. The third M&A
wave is widely accepted to have taken off during the 1950s and to have come
to an end in 1973 as a result of the oil crisis and subsequent recession. As
Sudarsanam (2003) notes, here we see a difference between U.S. and U.K.
takeover activity: Whereas U.S. takeovers focused on creating large conglom-
erates, the hallmark of UK. takeovers at this time was horizontal integration
(see Fairburn, 1989, for a more detailed discussion). It is notable, however, that
the beginning of this third M&A wave in the U.S. coincided with tighter
antitrust regulations—regulations that not only made horizontal expansion
more difficult, but caused more firms to combine with those outside their
industries. As Matsusaka (1996) notes, though, some countries that did not
have such tough antitrust policies, such as Canada, Germany, and France, also
saw a wave of diversification during the 1960s. It is likely that, during this time,
companies were beginning to search more actively for opportunities to boost
value and reduce earnings volatility.

There is more than one plausible explanation for the rise of the third M&A
wave. Diversifications during the 1960s can be attributed to such assorted causes
as stricter antitrust regulations, less well developed external capital markets, and
labor inefficiencies, as well as a host of economic, social, and technological
changes (for additional explanations of the motives behind this third takeover
wave, see, e.g., Lintner, 1971, Markham, 1973, and Reid, 1968).
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1.2.3 The 1980s: the fourth wave

The fourth takeover wave is widely accepted to have ranged from 1980, at
which time the stock market had regained its footing after the economic reces-
sion, through 1989. It was a time of antitrust policy changes, financial services
deregulation, new financial instruments and markets, and increased technologi-
cal progress. There were also a record number of divestitures, hostile takeovers,
and transactions such as leveraged buyouts (LBOs), suggesting increased investor
focus on corporate control (Renneboog and Simons, 2006; Renneboog, Simons
and Wright, 2007).

This fourth takeover wave appears to have emerged as a result of the inefficien-
cies created by the previous wave’s diversifications (Bhagat, Shleifer, and Vishny,
1990; and Shleifer and Vishny, 1991). The hallmarks of this wave included loos-
ened antitrust regulations, more competitive capital markets, and improved share-
holder control. Companies began to see the benefits of “de-diversifying” and
refocusing on core business ideals (Blair, 1993). This decade also saw the rise of
hostile raiders, who were always ready to swoop in and pick off slower, less
efficient companies.

Some authors believe that the outside capital markets had also become more
efficient, owing to the host of economic, technological, and regulatory changes
seen during the 1980s (Martynova and Renneboog, 2006a). This may have
begun to render internal capital markets less necessary (Bhide, 1990). But the
structure of the conglomerate was also starting to be seen as inefficient. Its size
meant it was slow to react to shocks caused by deregulation, political events,
or economic factors (Mitchell and Mulherin, 1996; see also Jensen, 1986 and
1993; Morck, Shleifer, and Vishny, 1988; and Andrade and Stafford, 2004).

For example, in the medical and pharmaceuticals sectors, the introduction of
a new reimbursement policy in 1983 triggered a wave of takeover activity aim-
ing to take advantage of potential cost reductions. In the oil sector, political
events such as the 1973 OPEC embargo set off a wave of corporate restructur-
ing. And in food processing, low population growth during the 1980s drove
a wave of restructuring.

To conclude, the drivers of the takeover wave of the 1980s include industrial
shocks, the reining in of managerial power, and the trend toward smaller, more
nimble companies. Activity at this time was driven further by more and stricter
disclosure of corporate information and the subsequent focus on maximizing
shareholder value.

1.3 Recent M&A activity

1.3.1 The 1990s: the fifth wave

It is commonly accepted that the fifth takeover wave, unprecedented in both deal
value and deal volume, began in 1993. It also took off alongside an economic bull
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market, then collapsed in 2000, a victim of the equity market downturn that year.
The United States had approximately 119,000 M&A deals during this wave, and
Europe had 117,000 (these data come from the Thomson Financial Securities
Database). In comparison, the fourth wave had only 34,000 and 13,000, respec-
tively, in the United States and Europe. But the fifth wave dwarfs the fourth wave
in other ways: Total (global) value reached USD 20 trillion, more than five times
the total of the fourth wave (Martynova and Renneboog, 2006 a,b).

The fifth takeover wave saw dramatically more activity abroad as well. In
fact, during this period, the European wave was almost as large as the U.S. wave,
and a substantial takeover market emerged in Asia. Many M&As conducted
during this fifth wave were cross-border transactions, reflecting the increase in
capital market globalization. Stronger competition from abroad meant that U.S.
companies needed to consider takeovers in other countries just to survive,

The increase in deregulation and privatization during this period tended to trig-
ger cross-border acquisitions in sectors such as finance and telecoms. According
to the Thomson Database, M&A activity during the fifth wave, whether cross-
border or domestic, occurred primarily intra-industry. The proportion of M8&A
divestitures, although still relatively high, was decreasing. This indicates that the
main takeover motive during the 1990s wave was growth, which was necessary
to participate in global markets.

But to expand, companies need financing, and they may choose to issue equity
or debt to get it. Thus we see a relationship between the bull market of the 1990s
and the widespread use of equity in M&A deals (see Shleifer and Vishny, 2003).
Bidders used equity to buy assets of undervalued companies. We suggest that the
mispricing premium was an important source of M&A value during this period.
The corporate bond market also grew tremendously during this period. The
higher amount of activity during this wave may also have been driven by lower
interest rates and easier credit terms (Renneboog and Szilagyi, 2007).

Note that the number of hostile bids in the United Kingdom and the United
States fell dramatically during the 1990s compared to the 1980s, according to the
Thomson Database. This decline may be attributable to the bull market: Target
shareholders have been shown to be more receptive to takeover bids when their
shares are overvalued (Martynova and Renneboog, 2006b).

Regulatory changes during the 1980s are also responsible for the decrease in
hostile takeovers. Strict anti-takeover laws were enacted at this time in some
states. And Holmstrom and Kaplan (2001) put forth another reason: the rise of
alternative governance mechanisms, such as stock options and shareholder
activism, which may mean that hostile takeovers are no longer the preferred
means of policing management behavior. Note that, interestingly, hostile
takeover activity in continental Europe increased during the 1990s. In fact, it
began to be seen even in countries with no history of hostile takeovers.

In sum, the fifth wave of M&A activity was driven by a wide range of fac-
tors, with globalization playing perhaps the largest part, followed by techno-
logical innovation, the financial bull market, deregulation, and privatization.
Many articles posit that takeovers at that time were mainly concerned with



