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Abstract

Mergers and Acquisitions (M&A) belong to the area of corporate finance and thus play an
essential role in the management of companies. Undoubtedly, today we live in a time of significant
economic changes. In the process of integration, companies expand their capabilities and develop
strategies for diversification and restructuring. M&A is a difficult process leading to an increase
in the concentration of production and, as a rule, an increase in production efficiency in large
companies. However, this process often leads to the emergence of monopolies, and, consequently,
to a less efficient use of production resources and other negative consequences than under
conditions of perfect competition. The real competition in world markets, which is primarily
mono-or oligopolistic, pushes the M&A process, which is a promising way of creating conditions
for domestic companies to maintain national markets and for Russian companies to enter
international markets. In certain situations, M&A transactions are necessary for companies to
adapt for the changing environment. Mergers and acquisitions deals have become common
business tools, implemented by thousands of companies in world. The article presents the analysis
of the current world market of mergers and acquisitions, the determinants of M&A dynamics and
prospects of development. Thus, the relevance of the topic is determined by the presence of
economic uncertainty in modern markets, which leads many companies for an integration. The
article presents the analysis of the global market for mergers and acquisitions in general, as well
as a review of industry structures.
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Introduction

The M&A market is a very dynamic market, but at the same time it is quite dependent on current
economic trends. This is due to the fact that merger deals are a way of expanding business, and the
possibility of expanding a business directly depends on the growth rate of the economy.

The condition and main trends of the M&A market will be investigated in three dimensions:
quantitative analysis, analysis from a regional perspective, and finally, industry analysis.

Main part

Quantitative analysis
If we analyze the activity of M&A deals in terms of time, we can clearly see that the volume of this
market really correlates with the level of economic activity.
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Bar chart 1 — Volume of M&A worldwide 2007-2018

It is obvious that year of 2007 was the top of the M&A market development. That year was marked
by the peak of world economic growth, followed by the global financial crisis in 2008-2009, as a result
of which the market fell by 22%. Since 2010, the market volume began gradually recover in volume,
having increased by 75% over five years, as of 2015, but was never able to achieve the 2007 figure. It
should be noted that the volume of the mergers and acquisitions market very clearly shows the complex
economic situation in the world, for example, the slowdown in growth in 2013 was marked by the lack
of growth in the total volume of transactions.

If we analyze the M&A market by the number of transactions, we can observe a similar trend.
However, over the last three years of 2016-2018, the quantity outpace the volume of transactions.

At this stage, it can be concluded that one of the trends in the market for mergers and acquisitions
is dependence on economic growth rates.

Mathematically this can be proved as follows: since the US economy has been the dominant
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economy in the world for more than 23%?! of global GDP over the last decades, and has a significant
impact on the economy of any country, and the US M&A market represents more than 40%? of the
total market. Consequently, a correlation analysis between the indicator of the American financial
market and the size of the M&A market can demonstrate how the M&A market is affected by the
economic situation and investor’s mood. The S&P 500 index is taken as an indicator of the financial
market. The following pie chart 1 shows shares of countries in the world GDP in 2018.
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Pie chart 1 — The shares of countries in the world GDP in 2018

The table 1 proves the thesis of the M&A market correlation with the S&P 500 index, the
correlation coefficient is 58% that indicates a strong level of dependence, and the correlation of growth
rates 73%, which also indicates a strong dependence.

Table 1 — Global M&A Market Correlation with S&P 500 Index

Year S&P 500 (X) Growth rate Vg:n?;i (gshlggzé)m Growth rate of the volume
2007 1478 4920

2008 1215 -18% 3075 -37%

2009 949 -22% 2187 -29%

2010 1131 19% 2719 24%

2011 1281 13% 2 639 -3%

2012 1387 8% 2517 -5%

1 Website of IMF. URL: https://www.imf.org/en/Data
2 The statistics portal.
worldwide/

URL: https://www.statista.com/statistics/267369/volume-of-mergers-and-acquisitions-
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Source: author’s research according to the data of S&P500, Bloomberg

Geographical analysis

The market of mergers and acquisitions is highly segmented by region. As already mentioned, the
most activity is observed in the North American region, and this is not surprising, since the American
economy is the most powerful, large-scale and has an aggressive economy strategy in the world to date.
In general, the regional distribution of the M&A market is as follows:
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Year S&P 500 (X) Growth rate Vg:ﬁrigi OJS'\?;?Z@)'" Growth rate of the volume
2013 1652 19% 2523 0%

2014 1944 18% 3953 57%

2015 2 052 6% 4 765 21%

2016 2106 3% 3640 -24%

2017 2 465 17% 3716 2%

2018 2738 11% 3896 5%

Correlation (X, Y) 58%

Correlation of growth 73%

2016 2017 2018

Mddle East and Africa W LatAmé&Caribbean

Bar chart 2 — Global M&A Market VVolume by region

2010-2018 (completed deals in billion USD)

Based on this graph, designed according to the data from Bloomberg laboratory, countries of North
America, especially United States, Europe, and Asia Pacific are primarily the driving force of this
market and the M&A market of these countries is the most volatile. Regions like Africa, Middle East
are the most stable.

Analyzing the share ratios between countries, it can be concluded that more than g of the entire

M&A market is occupied by the markets of the United States and Europe. The percentages are shown
in the following diagram (bar chart 3):
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BEurope ®North America W Asia Pacific Mddle East and Africa  ®LatAmé&Caribbean

Source: Bloomberg

Bar chart 3 — Global M&A market volume in regional proportion 2010-2018

According to the information provided, it can be noted, that for many years the dominant position
of the North America (United States) and Europe has remained, but despite this, their relative share is
unstable from year to year. For example, since 2010, the share of these two regions has increased by
10%. Despite the current dominance, these countries are gradually giving way to rapidly developing
economies, many of which are located in the Asia-Pacific region.

In this regard, it is advisable to analyze the market of mergers and acquisitions in terms of regions
of growing economies. The diagram below (bar chart 4) shows the growth rate of the M&A market for
countries with developing economies, including Russia.

= Others = China m India HRussia

2010 2011 2012 2014 2015 2016 2017 2018

Source: Bloomberg

Bar chart 4 —- M&A market volume of developing countries 2010-2018, in billion USD
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A rather remarkable conclusion can be made from the above information: indeed, developing
countries demonstrate growth that is more aggressive and development of the mergers and acquisitions
market than countries of Europe and the North America, which, all other things, once again confirms
the thesis about the dependence of the M & A market on economic growth rates. This is indicated by
the fact that the growth shown in 2010-2014 after the crisis was more intense - 88 % versus 53% of the
world.

In the regional context, the percentage ratio for the market of mergers and acquisitions of
developing countries is as follows (bar chart 5):

Others ™ China ®India ®Russia

2010 2011 2012 2013 2014 2015 2016 2017 2018

Bar chart 5 — M&A market of emerging countries 2010-2018, value in percentage

According to the information provided, it is worth emphasizing the decrease in the share of Russia
in the M & A market of developing countries (this aspect will be discussed in detail in the next
paragraph), as well as the increase in the market share of China.

Sector analysis

The third approach is to analyze the market in accordance with the various sectors in which
transactions take place. The most popular sector for M&A transactions as of 2018 is a consumer cyclical
(retail, auto manufacturers) - 93%, whereas an energy (oil & gas, pipelines) of 22% and
communications (media, telecommunications, advertising) sectors of 21% was leaders in 2017. A more
detailed breakdown is presented in the following diagram:

Based on the above data, it is worth noting a significant increase in the consumer cyclical sector in
2018 compared with 2017 — by 78%, as well as a fairly strong decrease in the share of the energy,
communications, and technology sectors. This seems to be a rather positive trend, as it indicates the
growth of the cyclical® sector, which means a period of high activity and high profits, because

8 Cambridge Business English Dictionary. Cyclical industry. URL: https://dictionary.cambridge.org/ru/cyclical-
industry
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performance is tied to the overall economy. Thus, when the economy is grows quickly, the industry
does well and vice versa.

1%

2017 year 2018 year
Consumer Ncyclical mFinancial W Energy H Communications ™ Consumer Cycl
B Industrial u Technology B Basic Materials Utilities Diversified

Source: Bloomberg

Bar chart 6 — Global M&A market in sector activity proportion, 2017-2018

Exploring the economies of emerging countries for the distribution of M&A volume by sector
activity, it can be noted that the most dominant sectors are the financial — 19%, the industrial — 14%,
and the consumer noncyclical — 13%. The detailed industry distribution is shown in the following
diagram:

Taking into account the information provided, it is impossible not to emphasize that in the
developing countries the financial sector, especially real estate still dominates. Basically, this result is
due to the large number of bankruptcies of developers. However the growth of the telecommunications
sector indicates an emerging trend towards the development of high technologies.

Conclusion. Perspectives for 2019

Looking forward, we continue to expect demand for good assets and companies to remain very
high — whether it’s large corporates with significant cash or private-equity money seeking transactions.
The abundance of private equity ‘dry powder’ sitting idly on the sidelines cannot persist indefinitely.
M&A players are actively bidding up valuations even as companies are trading at historically high
multiples. The makeup of M&A continues to evolve as ongoing demand for technology and
telecommunication companies continues to be a key driver of deal volume.

Every sector is on the hunt for technology firms and new capabilities, while deal values tend to be
smaller. According to a survey conducted by J.P. Morgan, one of the trend that is expected to continue

Tamara T. Adamiya



Economics and management of a national economy 241

throughout 2019 is the blurring of line between sectors and companies willing to move outside of what
has traditionally been the sector that they have been known to play in (cross-sector transactions). This
particularly in retail and technology deals like Amazon Whole Foods or Nestle Blue Bottle, Unilever
buying Dollar Shave Club. These are types of transactions that one would not have even put on a piece
of paper years ago, but now is almost necessary for companies like that to survive going forward.

2017 2018
Utilities (electric, gas, water) Diversified
B Energy (oil&gas, pipelines) B Technology (Internet, media)
Basic Materials (mining, chemicals) B Communications

B Consumer Cycl (automanufacturers.auto part&equipment) B Consumer Neyel (commercial services, food. biotechnology)

m Industrial (engineering, electronics) m Financial (real estate, insurance)

Source: Bloomberg
Bar chart 7 — M&A market in developing countries in sector activity proportion

The international practice of M&A deals demonstrates that the market for mergers and acquisitions
is an extremely dynamic market, highly dependent on the current economic situation and showing a
high correlation with the dynamics of the financial market as a whole. The dominant players in the
market are the USA and Europe, despite a reduction of their share in the total volume of transactions.
It is also important to note that emerging markets generally demonstrate more dynamic development
and higher growth. According to industry analysis, the most active sectors in the global M&A market
is consumer cyclical.

The international practice of M&A deals demonstrates that the market for mergers and acquisitions
is an extremely dynamic market, strongly dependent on the current economic situation and showing a
high correlation with the dynamics of the financial market as a whole.
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AHHOTAIIUA

Cnusiaus u nornoueHus (cokpamieHHo: Cull) oTHocsTes kK 0651acTH KOPIOPAaTUBHBIX (PMHAHCOB
1 I03TOMY UTPAIOT BaKHYIO POJIb B MEHEKMEHTE KoMaHuil. HecoMHeHHO, MBI )KHBEM BO BpeMEHa
3HAYUTENIBHBIX YKOHOMUYECKUX U3MEHEHNH. B niporiecce nHTErpanuy KOMIaHUK PacIupsitoT CBOU
BO3MOKHOCTH M pPa3pabaThIBalOT CTPAaTeTMU JUBEPCU(UKALUU M PECTPYKTYypU3alMHM U B
OTIpeNIeTICHHBIX CHUTyanusix caenaku M&A HeoOXoauMmbl KOMIAHUSM JUIsl  ajanTalud K
m3MeHstomumcst - ycsoBusiM.  Cull 3T0  [10BOJIBHO TpyAHBIM MpoLECC, BEAYIIUA K POCTY
KOHIIGHTPALMU TPOU3BOJCTBA U, KaK IPaBHJIO, MOBBIICHUIO 3(P(EKTUBHOCTH MPOU3BOJCTBA B
KpYNHBIX KOMNaHWsAX. Bmecre ¢ TeM, NaHHBIM NpPOLECC HEPEAKO HPUBOIUT K IOSBIECHUIO
MOHOIIOJIUM, a, CJel0BaTelbHO, K MeHee J(PGEeKTHBHOMY, Y€M B YCJIOBHUSX COBEpPUICHHON
KOHKYPEHLIUH, HCIIOJIb30BAHUIO IPOU3BOJICTBEHHBIX PECYpCOB U  JIPYTUM  HEraTUBHBIM
nocineAcTBusAM. PeanpHO cylecTByrolass Ha MHPOBBIX pBIHKaX KOHKYPEHLHUs, KOTOpas IO
MIPEUMYIIECTBY SBJSETCSI MOHO- WJIHM OJIMTONOJIMCTUYECKOW, NOJATAJIKUBAEeT mpouecc M&A,
KOTOpBIM SBJISIETCS TMEPCHEKTUBHBIM IyTeM (OpMHpOBaHUS YCIOBUU JJiI COXpaHEHHUs 3a
OTE€YECTBEHHBIMU KOMIAHUSIMHU HAI[MOHAJIbHBIX PHIHKOB M BBIXOJlda POCCHUICKHMX KOMIAHUNA Ha
MEXAyHapoAHble pbIHKU. CHENKH 10 CIUSHUSAM M TOMIOMICHUSM CTald paclpOCTPaHEHHBIMU
MHCTpyMEHTaMU OW3HEca, pealn3yeMbIMH THICSYaMU KOMIaHWH B MuUpe. B craThe mpeacraBieH
aHaJIN3 COBPEMEHHOT0 MUPOBOT'O PhIHKA CIIMSIHUM U MOTJIOLIECHUH, 1eTepMUHAHTHI TuHAMUKU M&A
U TEepCHeKTHUBbl pa3BUTHS. TakuM o00pa3oM, aKTyaJbHOCTh TEMBI OIpeNesieTcss HaludyueM
SKOHOMMUYECKOI HEONPEEIIEHHOCTH HA COBPEMEHHBIX PBIHKAX, YTO IPUBOAUT MHOTME KOMITAHUHU K
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UHTEerpanuu. B crarbe npeacrapieH aHaIM3 MUPOBOTO PhIHKA CIMSHUMA U MOTJIOMIEHUH B LIEJIOM, a
TaK)Ke aHallu3 CTPYKTYpPbI OTPACIIH.

I[.]'[ﬂ NUTUPOBAHUA B HAYYHBIX UCCJICAOBAHUAX
Anamus T.T. The structure and dynamics of the world market of mergers and acquisitions //

DkoHOMHKa: BUepa, ceromaus, 3aBTpa. 2019. Tom 9. Ne 3A. C. 234-243. DOI: 10.34670/AR.2019.
89.3.025

KarwueBble ci1oBa

CnusHUS W NOTJIOLIEHUSl, MUPOBOM PBIHOK, KOJIMYECTBEHHBIN aHajIW3, OTPACIIEBOM aHaIM3,
SKOHOMUKA.
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