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It is a huge issue for corporates as to how to maintain performance in a slowing global economy.

Rising oil prices, financial market turmoil, and a sliding dollar have grabbed the headlines. John Lipseky, First Deputy Managing Director of IMF said in IMF Survey Magazine (December 2007) that the latest indicators do not justify such a conclusion that the recession is around the corner. Consumer spending is the largest single component of any economy, and the principal determinant of consumer spending is household income. Over the past year or so, employment growth and wage increases have decelerated, but they both continue to grow. So long as U.S. household income continues to expand, it's reasonable to expect consumption expenditures to increase.

Lipsky further said that as for corporate profits, they've come under some pressure in the past few quarters, but they're at all-time highs—in terms of both profit margins and absolute amounts. Moreover, the U.S. corporate sector in general isn't heavily leveraged. Nonetheless, the increased risks warrant paying close attention to new data as they appear.  As long as corporate profits remain solid, businesses will continue to expand, jobs will continue to grow, income will grow, and the economy should remain in positive territory. This outcome cannot be taken for granted, however, and monetary policy flexibility is required.

Global Economy – An Overview of Performance

Buffeted by recent financial market turbulence and a weakening U.S. performance, world growth is projected to slow to 4.1 percent in 2008, down from an estimated 4.9 percent last year, the IMF said in its quarterly update for the global economy. (January 29, 2008) IMF further stated that  Financial market strains originating in the U.S. subprime sector—and associated losses on bank balance sheets—have intensified, while the recent steep sell-off in global equity markets was symptomatic of rising uncertainty.
Growing risks
While projecting growth of above four percent for the global economy, the IMF said there was a risk that the ongoing turmoil in financial markets would further reduce domestic demand in the advanced economies with more significant spillovers into emerging markets and developing countries. "Growth in emerging market countries that are heavily dependent on capital inflows could be particularly affected, while the strong momentum of domestic demand in some emerging market countries provides upside potential," ( World Economic Outlook Update  January 2008). 

The IMF made the following comments and projections for key areas of the global economy:

United States
Economic growth in the United States appears to have slowed notably in the fourth quarter of 2007, with recent indicators showing weakening of manufacturing and housing sector activity, employment, and consumption. 

U.S. growth is projected to slow to 1.5 percent in the year 2008 down from 2.2 percent last year, but the update points out that this number for 2008 reflects the carryover from 2007. Projections on a quarterly basis give a better sense of the slowing growth momentum. On this basis, growth is projected at 0.8 percent in the fourth quarter of 2008, compared with 2.6 percent during the same period of 2007.

The IMF has said that the recent move by the U.S. Federal Reserve to cut the Federal funds rate by 75 basis points was "appropriate and helpful." 

Western Europe
Growth has also slowed in western Europe and confidence indicators have generally deteriorated. For the euro area, growth on an annual basis is projected at 1.6 percent in 2008, down from 2.6 percent last year. On a Quarter to Quarter basis, growth is projected at 1.3 percent, compared with 2.3 percent in 2007.

At a January 29, 2008 news briefing in Washington, IMF research head Simon Johnson said inflation remained a serious concern in Europe and the European Central Bank had done a good job of managing liquidity

Japan
Japanese growth has been dampened by a tightening in building standards, while consumer and business sentiment have weakened. Japan's growth is forecast on an annual basis at 1.5 percent in 2008, down from 1.9 percent last year, although on a Quarter to Quarter basis growth is forecast to improve somewhat to 1.6 percent from 1.2 percent in the fourth quarter of 2007.

Emerging markets and developing countries
Despite some slowing of export growth, emerging market and developing countries have thus far continued to expand strongly, led by China and India. These countries have benefited from the strong momentum of domestic demand, more disciplined macroeconomic policy frameworks, and in the case of commodity exporters, from high food and energy prices.

Growth in emerging market and developing countries is also expected to ease, moderating from 7.8 percent (annual basis) in 2007 to 6.9 percent in 2008. In China, growth is projected to decelerate from 11.4 percent to 10 percent, which should help alleviate overheating concerns.

But growth in Africa is projected to pick up to 7.0 percent from 6.0 percent in 2007.

Inflation and interest rates
Headline inflation has increased since mid-2007 in both advanced and emerging economies. Core inflation has also drifted upward. In the United States, the Federal Reserve has been cutting interest rates in response to increasing downside risks to activity, while policy has been on hold in the euro area and Japan. Meanwhile, central banks have continued to tighten monetary policy in many emerging market economies, where food and energy represent a higher share of consumption baskets and overheating is more of a concern.

Financial market outlook
In a separate Global Financial Stability Report Market Update, the IMF said that deteriorating economic conditions could exacerbate pressures on major financial institutions that have already suffered big losses from the sub-prime crisis.  A possibly deeper economic downturn in the United States or elsewhere could also serve to widen the crisis beyond the sub-prime sector, as credit deteriorates more broadly. 

In Western Europe, signs of a future slowdown in credit growth are just now emerging and there is some potential for worsening credit quality as lending has been very robust in some countries and several countries face housing markets considered overvalued. 

Lending in some segments of the corporate sector also expanded rapidly in the first half of 2007 with the rise in leverage buyouts. Weaker quality corporates have already seen a substantial rise in the cost of credit although yields investment grade debt have remained relatively stable. Additionally, a slowing economy will likely exacerbate the tighter credit environment further as unemployment picks up and job growth slows. 

Emerging markets have been resilient so far, but face challenges ahead. Emerging market equities have outperformed mature equity markets, but prices in some markets have declined steeply since the start of the year on expectations that the U.S. economy may slow more rapidly. "Signs of spillover are most evident in the sharp fall in private emerging market bond issuance, particularly in some emerging European economies whose banks have relied heavily on external financing to support rapid domestic credit grow." ( Financial Market Update).
If we look at the global M&A activities, the corporates appear to follow the advice of John Lipsky, First Dy. Managing Director, IMF and going in for shopping around the world to maintain profits by expanding.
ACCENTURE/ECONOMIST INTELLIGENCE UNIT 2006 GLOBAL M&A SURVEY 
They survey points out that by any standard, activity in mergers and acquisitions (M&A) is booming, and few expect an end to the fervour anytime soon. Globally, the number and size of deals is heading toward record levels, with cross-border deals taking centre stage, as companies take advantage of cheap financing to pursue their expansive M&A strategies.

Today, corporate strategy is focused firmly on M&A as a tool to foster future growth and create sustainable value. As a result, companies are aggressively seeking and buying compatible and synergistic businesses to bolster core strengths, and shedding non-core operations. 
Accenture and the Economist Intelligence Unit surveyed senior executives to find out more about their M&A strategies, and to identify what works, what doesn’t, and how the acquisition and integration process can be improved.

Uniquely, the survey focused on companies based in certain wealthy Western nations in Europe and Scandinavia, along with US companies. In light of this specificity, the survey responses offer unique insights into recent and potential M&A activity, especially crossborder M&A, which has been a growing focus for this segment.

Let us see, what are among the key findings from the 420 senior executives who responded from companies headquartered in the US, UK, Germany, Sweden, Norway and Finland.
• Most recent acquisitions have been cross-border
Domestic acquisitions are easier to execute and present less risk, but globalisation is inexorable. Of those respondents who had conducted recent M&A, 58% said their most recent acquisition was a crossborder one. This stands in sharp contrast to most prior research and market data, but the trend is likely to continue.

· Executives know cross-border deals are essential

Fifty-five percent of respondents said companies in their industry would be driven to acquire overseas interests in the next five years to guarantee the profitability of the business, and 49% said cross-border M&A would be required to meet all the targets of the stated corporate strategy. Twenty-six percent said overseas acquisitions were necessary simply to survive.

• M&A activity is, and will be, key to revenue growth 
M&A is likely to contribute as much to revenue growth in the coming three years as it has in the last three.

- More than half of respondents say global revenues have grown by an average of 18% thanks to M&A in the last three years, and 56% expect comparable gains in the next three.

- Nearly one-third credit M&A with adding more than 20% to global revenues in the last three years, and expect the same in the future.

• Divestments will continue, and probably increase 
More than twice as many executives believe that their company’s divestments will increase (27%) than decrease (11%) over the coming three years. (More than 40% expect no change, while 20% do not anticipate any divestment activity.)

• M&A vision may exist, but capabilities are often flawed 

Most executives claim their company has a clear strategy for the foreign markets it wants to enter. 

Executives are confident about strategy, but not execution Seventy-seven percent of executives said they agreed or strongly agreed with the statement, “We have a clear strategy for the markets we want to enter.” But only 18% were highly confident that their company had identified specific acquisition targets in their target markets, and only 17% said they were highly satisfied with the rigour and accuracy of their company’s due diligence on companies and markets.

Some of the Most Significant  Global Takeovers in Technology Sector

1. AOL Time Warner, US$164 billion, 2000:
Web giant AOL and entertainment company Time Warner joined forces in 2000 in a massive deal worth US$164 billion. A year after the initial bid was made the U.S. Federal Trade Commission gave its approval to the deal in January 2001.

2. HP and Compaq, US$25 billion, 2001:
When tech services and hardware group HP bought PC maker Compaq, the move was hailed as the biggest takeover in the history of the sector. The tie-up meant the combined company could challenge the revenues of IBM. 
3. Symantec and Veritas, US$13.5 billion, 2004: 
Symantec bought storage specialist Veritas Software in a US$13.5 billion deal, forming a powerhouse of security systems and storage management software with annual revenues of around US$5 billion.

4. Oracle and Peoplesoft, US$10.3 billion, 2004: 
Software giant Oracle has been buying almost everything in sight over the past few years, the biggest acquisition being PeopleSoft in 2004. The company was acquired for around a 10 percent premium on its closing share price.

Other acquisitions by Oracle include Siebel, JD Edwards etc.

 
Other notable deals worth mentioning include telco Lucent's acquisition of Ascend for US$20 billion in 1999 and Comcast's purchase of AT&T for a whopping US$67 billion in 2001. IBM also shelled out the relatively paltry sum of US$3.5 billion on the consultancy arm of PricewaterhouseCoopers in 2002.

Mergers and acquisitions—Experiences of Indian executives

India Inc is on a shopping spree abroad, acquiring big players in the world market. Tata Motors’ takeover of Jaguar and Land Rover (JLR) for $2-2.5 billion is the latest in a series of major global acquisitions made by corporate India since 2003.

Accenture and the Economist Intelligence Unit survey of senior executives in North America, Europe and Asia on their mergers and acquisitions (M&A) activity and their experiences in integrating companies,  was also administered to 156 executives based in India, in the fourth quarter of 2006. 

Of the total respondents in India, 40% were senior-level. About 64% were from companies that had global annual revenues of US$100m or more and 36% had revenues of US$1bn or more. The executives mainly played roles in strategy and business development (45%) and general management (42%). Their companies were from a wide range of industries, including financial services (25%), IT and technology (21%) and professional services (13%). 

Let us see that are among the key findings of the survey and comparisons with the North America/Europe (US, UK, Germany, Sweden, Norway and Finland) and Asia (China and Japan) results. 

M&A is becoming more important as a growth strategy
When asked to estimate the percentage of their company's total global revenue growth that has come from M&As in the last three years, only a quarter of respondents said that it was 20% or more. But when asked to forecast what would happen in the next three years, 57% of respondents said that this amount of growth would come from M&As. 

Cross-border deals will be essential
About 74% of the respondents had made an acquisition, and of these, 54% reported that the most recently acquired company was domestic. In fact, 67% agreed that they find cross-border acquisitions generally more difficult than acquisitions in the domestic market. Far more domestic deals were conducted by Chinese (98% of respondents) and Japanese (84%) companies recently. In contrast, companies surveyed from North America and Europe conducted more cross-border acquisitions (58% of those who conducted M&As) recently. 

Nevertheless, respondents from India said that companies in their industry will be driven to conduct cross-border deals in the next five years mainly to guarantee the profitability of the business (according to 58% of respondents), meet corporate strategy targets (52%) and diversify the company's know-how (48%). This was similar to the results from the other countries. 

Most Indian companies have a clear M&A strategy
About 71% of the Indian executives said that they have a clear strategy for the markets they want to enter and 40% said that they have identified specific target companies. Similarly, 77% of the respondents from Western countries made the same statement. However, they were less confident given that only 18% stated that their company had identified targets. In complete contrast, only 13% of Japanese executives said that their company had a clear strategy and only 3% were sure that specific targets were identified. 

US, India and the UK – Top M & A Markets

When asked which countries would be of greatest interest for M&A activity in the next three years, Indian respondents most often expected a deal in the US. India, the UK and Brazil followed. The most popular response by Western executives was also the US. The Chinese executives were most interested in a domestic deal, followed by the US, Brazil and Canada. Japanese respondents showed most interest in their domestic market, followed by other Asian markets (China and Thailand) and India. 

Indian companies were found slightly less likely to pursue cross-border acquisitions than their North American and European counterparts, but much more likely than Japanese and Chinese companies (who tend to acquire within their own countries). But executives in all of these locations say that cross-border deals will be necessary to remain profitable, meet strategy targets and diversify their company’s know-how. 

Indian executives were more confident than their Western and Asian counterparts about their M&A strategy and targets. Many Indian companies are looking externally for acquisitions – especially in the US. 
Although results from M&As have been mixed but it appears that these transactions will become a more important part of Indian corporate strategy, as a quarter of Indian executives said M&As accounted for 20% or more of their companies’ recent growth. But when it came to the next three years, this figure more than doubled. 
Mergers & Acquisitions – An Overview of India Position


It goes to Tata groups’s credit to initiative aggressive cross-border acquisitions taking advantage of economic liberalization and globalization. Tata Steel’s acquisition of the Anglo-Dutch firm Corus group at a cost of Rs 36,650 crore in October 2006 was the largest Indian takeover of a foreign company.


Another Tata big acquisition was of South Korea-based Daewoo Commercial Vehicle by Tata Motors Ltd. Tata Consultancy Services (TCS) acquired the US-based insurance company Phoenix Global Solutions in May 2004. The same year, Tata group acquisition Tyco Global Network and Singapore-based NatSteel.

Some major overseas acquisitions by India's Tata group:

Feb 2000 - Tata Tea Ltd announces it is acquiring British firm Tetley Ltd, which owns the second largest global tea brand, for $432 million (220 million pounds).

Feb 2004 - Tata Motors Ltd signs a deal to buy the commercial vehicle unit of South Korea's Daewoo Group for $102 million.

May 2004 - Tata Consultancy Services (TCS), India's largest software firm, acquired Phoenix Global Solutions, a unit of The Phoenix Companies Inc (PNX.N), to tap its expertise in the insurance sector.

Aug 2004 - Tata Iron and Steel Co Ltd made a huge step overseas with a $286 million purchase of most of Singapore's lone steel miller, NatSteel Ltd.

Feb 2005 - The board of Tata Motors Ltd. approved the purchase of 21 percent of Spanish bus maker Hispano Carrocera S.A. in a deal worth 12 million euros ($16 million) with an option to acquire a 100 percent holding later.

June 2005 - Tata Coffee Ltd. agreed to buy the U.S.-based Eight O'Clock Coffee Company for $220 million from private equity firm Gryphon Investors.

July 2005 - India's telecom firm Videsh Sanchar Nigam Ltd. (VSNL), in which the Tata group holds more than 45 percent stake, said it would acquire Teleglobe International Holdings Ltd, a U.S. telecoms network services company for $239 million. VSNL completes the acquisition in February 2006.

July 2005 - VSNL completed the $130 million purchase of Tyco International's global undersea fibre optic cable network unit.

Oct 2005 - Tata Consultancy Services acquired Sydney-based Financial Network Services (FNS) for $26 million.

Oct 2005 - Tata Tea signed an agreement to acquire U.S. specialty tea brand Good Earth for an undisclosed sum.

Dec 2005 - Tata Chemicals Ltd agreed to buy 63.5 percent stake in UK-based soda ash maker Brunner Mond from Wayland Investments Ltd. and Barclays Bank for $113 million.

May 2006 - Tata Tea (GB), a subsidiary of Tata Tea Ltd, acquired assets of Jemca, the largest tea company in the Czech Republic from food processing company, Alima Znackova Potravina, for an undisclosed amount. 
Aug 2006 - Tata Tea announced its plans to buy 30 percent of Energy Brands Inc., maker of fast-growing brand Glaceau vitamin water, for $677 million. Later Tata sold this brand.
Oct 2006 - Tata Tea acquired a 33 percent stake in Joekels Tea Packers of South Africa for $60 million.

Jan 2007 - Tata Steel wins a bid battle for Anglo-Dutch steelmaker Corus Group by agreeing to pay 6.2 billion pounds.

Recently Tata’s takeover of Jaguar and Land Rover
Some other Indian Acquisitions Abroad


In June 2006, Lakshmi Mittal acquired Luxembourg-based Arcelor, the world’s second largest steel maker, in a mega $34 billion deal. A year before,  Mittal Steel acquired Ukrainian steel manufacturer Kryvorizhstal for $4.8 billion.

Besides Tata and Mittal, many in the information technology, pharmaceutical and banking sectors have made a host of other acquisitions. 

The Reliance group made two major global acquisitions—Trevira Gmbh & Co KG, a German specialty polyester firm in 2003 and FLAG Telecom Ltd in 2004.

In 2004, Bharat Forge Ltd (BFL), acquired CDP Aluminiumtechnik GmbH & Co KG a German company.

Pune-based Kirloskar Group acquired certain assets and businesses of UK-based SPP Pumps Ltd through a joint venture company. 

The corporate acquisitions have led to a spurt in overseas investments by India. From $0.7 billion in 2000-01, the overseas investments increased to $2.7 billion in 2005-06 and to $11 billion in 2006-07 after Tata’s Corus buy.  India is also the biggest foreign investor in UK out pacing  US.
Drivers of Change
A combination of factors are responsible for this paradigm shift in outbound merger and acquisition activities in India.  Major among others include - 

Profitability and the Cost Advantage
The incomes of Indian companies in some sectors have grown phenomenally, enabling them to have access to significantly more capital than in the past. Additionally, many companies do not have much debt and hence, their capacity to borrow is better. They can borrow sizeable amounts of cash, which can be deployed for acquisitions. Finally, the cost effectiveness of Indian companies is the key driving factor.

Willingness to Take on Risk
Indian companies are increasingly going global because home markets do not have the scale or the resources to allow them to deliver the levels of shareholder value and competitive advantage they aspire to achieve. Today, Indian companies are willing to take on a greater degree of risk than before. The companies are now realizing the benefits that taking on additional and calculated risk can bring.  The financial strength is also contributing to the confidence of Indian companies to take calculated risk.

Changing Regulatory Environment
Regulatory changes in India, resulting from market oriented policies being pursued since 1991, have made it easier for companies to go for overseas acquisitions. It has played the role of a facilitator in realizing the global ambitions of the Indian corporate sector. As foreign exchange reserves have grown, the RBI has progressively relaxed the controls on outbound investments making it easier for Indian companies to acquire or invest abroad. A number of amendments to the RBI guidelines have effectively raised permissible investment limits and streamlined processes.


CONCLUSION
Let me conclude with a statement  Sir Frederick Upcott, Chief Commissioner of Indian Railways  said in 1902. 

Do you mean to say that Tatas propose to make steel rails to British specifications? Why, I will undertake to eat every pound of steel rail they succeed in making. 
In February 1912, when the first steel ingot rolled out of Tata Steel Plant at  Jamshedpur and the first export of steel rails was made to Mesopotamia, the then Tata head made the acerbic comment: "If Sir Fredrick had carried out his undertaking, he would certainly have had some slight indigestion". Not only has the five-million-tonne Tata Steel since become a force to reckon with in domestic industry, acquisition  of the 18-million-tonne capacity Corus  made Tata world's fifth largest steel-producing conglomerate.  "Brand India has begun to make its mark on the world stage. This is just a beginning and the best is yet to come." 

As the Planning Commission Deputy Chairman, Dr Montek Singh Ahluwalia, said well of these takeovers: "Indians have superior management skills. Acquisitions are essential to make a global impact." 

A study by the Federation of Indian Chambers of Commerce and Industries indicates that between 2000 and 2006, there were 307 acquisitions totalling over Rs 90,000 crore. The international incomes of many of the Indian corporate houses have become substantial.

The emerging paradigm reflects that India Inc. is going to dominate international business scenario by achieving truly global character.  This will require professionals like Company Secretaries to attune themselves to contribute to the global vision of corporate India.  The expectations from professionals may be gauged from the article.  "Global Corporation" authored by Dr. J J Irani, where he observed that a corporation, to be considered truly global, must possess certain key attributes. It must have a global reach; it must be instantly recognisable in global markets; it must have global finance at its disposal and it must be staffed by representatives of a global population. Its products should have global appeal and it should meet the aspirations of global communities. Its stakeholders too should be a global community. Unless all these criteria are fulfilled, no organisation can claim to be a global corporation.

It must be remembered that globalisation is not just the sum of individual parts; it is not enough for a few companies in the group to demonstrate global competitiveness. The whole corporation must display a global presence. There are other things that distinguish a truly global corporation. There must be a seamless movement of people, processes and technology across all the locations in which the corporation operates. There can be no geographical or racial boundaries. Each part of a global corporation must have access to the other units across the globe. There must be a feeling of belonging to the greater whole.

The advantage of a truly global corporation is its ability to move its products, monies and its skilled people quickly and efficiently to those areas where they are most required at a given moment of time.  Another advantage is leveraging of financial strength across geographical boundaries. The availability of appropriate finances at the right location and time is a tremendous advantage for multinationals and crucial in making a corporation globally successful. Investments in one region might require a considerable outlay of money and if that region cannot provide it, the global corporation has the advantage of leveraging its financial strength from other areas of the world where it has already built up reserves.

Being a global entity involves having employees, assets, manufacturing facilities and marketing offices in multiple countries overseas.  A company is dependent on the overseas economy when it becomes a global company. The product quality and pricing of a company must be competitive with those of global players. A company can call itself globalised only when it meets competition both inside and outside the country.

Leveraging the nation’s comparative advantage of knowledge, Indian companies have grown through acquisitions, built best-in-class competency and become large-scale players. These companies have been growing organically and also inorganically, through strategic overseas acquisitions which give them access to new technology and proximity to new and lucrative markets.  
And I am confident that Corporate India will continue to maintain its performance and pace in even in slowing global economy.
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