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It’s no secret that mergers and acquisitions (M&A) 
are inherently risky business. From the boardroom  
to the negotiation table right through to integration, 
the M&A process presents a myriad of opportunities 
for Murphy’s Law to manifest itself: the worst things 
will happen at the worst possible times to lead deals 
astray or even to derail them completely.

Making matches that last

Veterans of M&As know that in today’s 
complex business environment, M&As are 
less about companies and their physical 
resources and more about intangible 
capital: brand, human capital, leadership, 
organizational structures, and many others. 
At Hay Group we know from years of 
helping clients successfully handle both 
pre- and post-deal transaction work that 
this asset class is vital to M&A success. 

Yet most acquirers have very little 
understanding of intangible capital to a 
deal’s overall value. As Hay Group research 
has shown, 70 per cent of executives 
involved in M&A believe it is just ‘too 
difficult’ to obtain intelligence on a target 
company’s intangibles.  As a result, the 
driving focus for many leaders centers on 
the mandatory aspects of the integration 
such as finance and IT infrastructures.  

Our latest research has achieved two goals. 
Firstly, we have revealed what is truly at 
risk during M&A deals and can accurately 
quantifying value lost from these deals. 
Secondly, we are competent at identifying 
areas where senior executives must focus in 
order to prevent loss of value in M&As and 
ultimately yield its entire value. 

Based on collaborative research with 
Mergermarket, M&A practitioners now 
have a smart way forward, avoiding risks 
by managing both tangible and intangible 
capital in an effective, decisive approach.  

Hay Group’s research into M&As in Asia-
Pacific has also discovered four core drivers 
that a deal requires to yield long-term 
value: candor, courageous follow-through, 
calculated risk, and compatible response.

Including effective leadership and open 
communication among employees as well 
as shared risk profiles and deal approach, 
these drivers have a proven effect on 
yielding the benefits and synergies that 
M&A has to offer. In essence, they are the 
plus sign in the holy grail of M&A that helps 
1+1=3.

As corporations in Asia-Pacific continue 
to make forays abroad, a comprehensive 
understanding of intangible capital and its 
drivers need to become the cornerstone of 
their outbound strategies. Only then will 
their aspirations of being truly global, truly 
world-class businesses be realized.

David Derain
Global managing director, business 
solutions and global M&A practice
Hay Group
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Executive summary

•	 Hay Group research shows that the value 
of intangible capital is not fixed, but rather 
fluctuates between an ‘active’ and ‘inert’ 
state throughout the M&A deal process. 

•	 Maximizing the returns of intangible 
capital is enhanced by four critical drivers 
that keep these assets in their active 
state: candor, courageous follow-through, 
compatible response and calculated risk.

•	 Dealmakers need to utilize the four critical 
drivers earlier in the M&A process to yield 
the full value of intangible capital and 
raise the chances of success.

•	 Hay Group and Mergermarket research 
has found that across Asia-Pacific, almost 
two thirds of businesses engaged in M&A 
saw the value of their acquisitions and 
intangible capital deteriorate over time. 
Regionally, dealmakers saw the value of 
their intangible capital decline by 38 per 
cent from the time of acquisition.

•	 While dealing with intangible capital is 
considered more challenging in cross-
border transactions, domestic transactions 
accounted for more than half of deals that 
lost intangible capital value.

•	 A successful M&A has less to do with 
geography or bidder experience and more 
to do with sector. Buys into technology, 
media and telecommunications and 
financial services saw the most value 
created, showing that sectors with  
high levels of intangible capital will  
yield higher returns, if those assets are 
managed effectively.
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Yet, the growing confidence for M&As does 
not negate past experiences, which warn 
that approximately two-third of these 
transactions will fail. Instead of achieving 
objectives that were raison d’être for 

Satisfaction not guaranteed: Navigating the  
thin line between success and survival

Asian dealmakers were busy last year. According to Mergermarket 
data, merger and acquisition deals in Asia totaled US$426 billion in 
2012, a 14 per cent increase from 2009. The bullish outlook means 
we can expect further consolidation among Asian industries, with 
companies hoping to increase market share, enhance competitiveness 
and improve bottom lines through inorganic growth.

merging in the first place, studies show 
that nearly 60 per cent of deals transacted 
between 1992 and 2006 left acquiring firms 
with eroded shareholder value. Clearly, the 
long-term value of M&As is not guaranteed.

Decoding M&A success 

Most M&A veterans are familiar with the vital role of a firm’s 
intangible capital, which can exist in different forms, with examples 
ranging from brand equity and client loyalty, to leadership attributes 
and corporate governance. We classify these under three key areas  
in Hay Group’s intangible capital model (figure one).

As can be seen from Figure One, there are 
a total of 16 drivers of intangible capital. 
This is the source of challenges for all M&A 
exercises. Are any of these drivers more 
important than others, thus requiring more 

attention? Or are certain drivers more critical 
at any particular time? Or more importantly, 
how can we quickly find out which ones 
create value?  
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Now you see it, now you don’t

Hay Group research has put forward a revolutionary idea: that 
intangible capital is in a constant state of flux, oscillating back and forth 
from an ‘active’ to ‘inert’ state. Moreover, intangible capital is able to 
serve its value-creating purpose only when it is in an active mode. 

 Hay Group’s intangible capital model

Organizational capital Relational capital Human capital

Cultural and market 
convergence

Brand Leadership

Governance Client intimacy Employees

Agility Client loyalty Development and 
management

Communication and teaming Examining networks Engagement

Energy and clarity Internal networks

Organizational structure

Tacit ‘know-how’ and innovation

Figure one:  Hay Group’s intangible capital model

For instance, employee engagement can 
vary considerably during the course of a 
transaction, sometimes changing the most 
after the deal is completed. Pro-actively 
managing this variable is a key source of 
value to any deal, since up to 30 per cent 
of an employee’s discretionary effort (and, 
therefore, productivity) can be directly 
related to employee engagement.

Or, take the example of Apple, a company 
much loved for its products with user-
friendly features and iconographic designs. 
Would the same painstaking and laser-
focused attention to detail continue to exist 
in the post-Steve Jobs era?  Would the Apple 
brand – an intangible capital – plunge from 
active to inert?

“It is critical for Asian business leaders to 
understand the dynamic nature of intangible 
capital in M&A transactions,” comments 
Dr Andreas Raharso, director of Hay Group’s 
Global R&D centre for strategy execution, 
“because that’s going to make the 
difference between winning and losing.”  

Indeed, in a 2011 global survey on M&As, 
Hay Group found that 60 per cent of an 
organization’s EBITDA earnings and 77 
per cent of stock price movement was 
attributed to intangible capital being in  
its active form.
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Caught in limbo

In the rush to complete an M&A transaction, it is easy to overlook  
how quickly (and surreptitiously!) intangible capital switches 
from one state to another. Let us revisit our earlier example about 
employee engagement. When engagement (an active intangible 
capital) turns into frustration or detachment, the intangible capital 
is said to be now inert. Effectively, this serves no purpose, or it is 
altogether detrimental to shareholder value. In our Global M&A 
survey, 71 per cent of sales volatility was due to intangible capital 
reverting to its inert state. 

Our consulting experience reveals that 
intangible capital will become increasingly 
inert over the acquisition timeline – the 
result of internal and external changes, 
as well as progressively complex M&A 
interventions (figure two). Yet, our interviews 

disclose that Asian leaders are still largely 
unsure when it comes to tackling intangible 
capital. Sadly, these are the ones who will 
pay the highest price when M&A issues 
begin to snowball.

Figure two:  Active intangible capital declines over the M&A timeline
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This brings us back to an earlier question:  
how can intangible capital be activated?  
In the multitude of tasks to be done during 
an M&A transaction, is there any catalyst 
that can keep intangible capital in its active, 
value-creating state? What are the most 
important drivers of intangible capital?   

From Hay Group’s research into M&As in 
Asia, we identified  four core drivers that are 
responsible for activating intangible capital:

•	 candor
•	 courageous follow-through
•	 calculated risks
•	 compatible response.

Of the four, candor and courageous 
follow-through accounted for 32 per cent 
of an organization’s active intangible 
capital, while 33 per cent of variation in 
active intangible capital was attributed to 
calculated risks and compatible response,  
as illustrated in figure three.

Ready, set, go! 

In essence, it is the state and not the valuation of intangible capital 
that drives a successful M&A. Sure enough, companies who make 
that distinction also enjoy better top and bottom lines while deriving 
superior value from their acquisitions.

For instance, employee engagement can  
vary considerably during the course of  
a transaction, sometimes changing the  
most after the deal is completed. 

”“ 
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Figure three:  Relationship between the core drivers and active level of intangible capital
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Candor

The uncertainties inherent during the 
integration phase, coupled with top 
management’s tendency to play down 
negativity, can cause employees to doubt 
the future performance of the merged 
entity. However, when top management 
advocates communication that is honest, 
open, timely and accurate; they unleash the 
first key driver for active intangible capital.

By relaying information to employees – even 
if it means revealing negative but truthful 
details about the prospects of the merger 
and addressing immediate challenges that 
need to be overcome – intangible capital is 

activated through the assurance that comes 
from managing with candor. Employees 
develop a greater sense of trust towards 
management, and are more disposed to 
aligning their motivation with that of the 
executive team’s.

What does this mean for us in our region? 
In Asia, where the practice of ‘saving face’ 
and ‘giving face’ sometimes runs counter to 
frank discussions, managing with candor 
can be difficult for both employees and 
management. This brings us to our next 
point: courageous follow-through.

A close shave: When Gillette meets Procter & Gamble

In 2006, an impending merger between Gillette India and Procter & Gamble  
was leaked through the media one day before the official announcement.  
The information sent shockwaves through the minds of employees, who feared  
a massive layoff as the stock price of Gillette became adversely affected.

The CEOs of both companies acted swiftly and personally to manage the 
situation. They engaged employees through open communication by allowing 
people to voice and clarify their doubts. This mitigated the apprehensions and 
restored employees’ trust, which helped to smooth the integration process.  
More importantly, the management was perceived to be approachable and 
accessible, and the people felt confident that the merged entity would continue  
to keep employees’ best interests in mind.



11

Courageous follow-through

Change and its attendant complexities 
are part and parcel of M&A. To derive the 
full value, leaders from merging entities 
must close ranks and not retreat from 
making tough decisions that inevitably 
crop up in the course of the transaction. 
This might include displaying flexibility in 
accommodating changes, a strong ability 
for rallying employees to face challenges,  
or making the tough call to discontinue one 
party’s product line.

As catalysts for change in a merged 
entity, top management must be able to 
demonstrate perseverance in adapting to new 
circumstances, adopting a common fighting 
stance towards overcoming obstacles, and 
never taking “no” for an answer.

As shared wryly with us by an executive, 
“we took our courage from the motto of the 
Israeli Defence Force’s Engineering Corps: 
The hard we shall do today, the impossible  
we shall do tomorrow.”

What does this mean for companies in the 
region? Fortunately, employees in Asia are 
more accustomed to a top-down approach. 
As long as a difficult decision is sanctioned 
by top management, employees will usually 
fall in line. But this does not mean that 
leaders should just issue edicts and ram 
changes through. Some appearance of selling 
and explaining will still be necessary for the 
long-term good of the transaction.

When opposites attract: The birth of Lenovo

When Legend Holdings in China acquired the former IBM Personal Computing 
Division in 2005, the deal was deemed an ambitious one. Thinning profit margins, 
conflicting market targets, culture, language barriers and management styles 
were just a few of the factors that stood in the way of smooth integration.

Nevertheless, the shared attitude for dealing with challenges from both 
management teams ensured its success. The IBM executives enjoyed challenges 
and regarded them as one of the key components of their innovative ‘think’ 
culture. They advocated bold restructuring and completed renovation of their 
software system swiftly and effectively.

On the other hand, a deep-seated problem-solving attitude at Legend drove 
Lenovo towards market dominance in China within seven years of its first 
manufactured PC. The two parties embraced difficulties together and made a 
good team in achieving an ultimate goal. Their rewards: consistent and solid 
performance, and a revenue surge of 234 per cent for the merged entity.
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Calculated risks 

Employees in the merged entity must be 
prepared to take calculated risks so that action 
plans get implemented even in times of 
uncertainty, which is common in M&A. Clearly, 
risk appetite differs between companies and 
individuals – some being more aggressive 
and others less so. 

Regardless of scenario, the secret to long-term 
gains and synergy in successful M&A resides in 
the approach. As long as both entities share 
similar proclivities towards calculated risks, 
and are prepared to commit themselves fully, 
it would smooth the transition process and 
accelerate M&A success.

Given that the most significant M&A trend 
now is the move by an increasing number of 
Asian companies, in particular, China and India 
into Western markets through acquisitions, 
how can knowing the risk appetite profiles 
help both buyers and target? 

One way is to use Geert Hofstede’s Uncertainty 
Avoidance Index (UAI), which we believe is a 
useful tool in measuring a nation’s or a group’s 
tolerance for uncertainty and ambiguity –  
in other words, its appetite for risk.

In Hofstede’s study, UAI scores can range 
from zero (pure risk takers) to 100 (pure risk 
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avoiders). At one end, Americans ranked 
lowest, preferring fewer rules and controls, 
and greater tolerance for a variety of ideas, 
thoughts, and beliefs. At the other end, Japan 
ranked highest in its UAI score, implying high 
levels of control in order to eliminate or avoid 
the unexpected. 

So in an M&A transaction, parties that 
prefer to ‘wing it’ and rely on ‘gut feel’ are 
going to conflict with those who demand 
more analysis, higher conformity and strict 
adherence to rules. A case in point: contrast 
the two different business approaches of a 
US-China joint-venture company we talked 

to. The US stakeholders preferred to make 
contingency plans for possible scenarios, 
whereas the Chinese’s attitude was ‘let’s just 
do it and fix it as we go’. Needless to say, there 
was deep unhappiness on both sides. 

The implication for Asian companies is this: 
in a deal, especially one that crosses multiple 
borders, the closer everyone’s UAI, the better 
the outcome. 

It’s not about size: The perfect match between Tata and Corus

In 2007, the merger between Tata Steel and Corus took the steel industry by 
surprise. Tata wasn’t just acquiring a competitor four times its own size, it was 
taking a huge risk by forking out more than US$1 billion for a cross-border M&A 
– the first Indian company to do so. The deal made history by remaining the 
second largest M&A in the steel industry.

Thankfully, the marriage turned out extremely well for Tata, propelling it from 
the 56th to the 6th largest steel producer in the world. Among others, culture 
and a shared risk preference were cited as the main success factors for the 
favorable outcome.

After all, risk-taking wasn’t new to Tata. They had participated in several bold 
takeovers in the years leading to the acquisition of Corus. On their part, Corus 
braced themselves by making radical changes to the company culture, helping 
risk-averse employees to cope with uncertainties when faced with  
new challenges.
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Compatible response

The amount of chemistry between merging 
parties is often the result of maxims governing 
business conduct, philosophy and decision-
making. When it comes to successful M&A, 
employees in a merged entity must respect 
the need for a timely and prudent response, 
so that decision-making does not become 
the Achilles heel for one party or the other.

By compatible response, we mean that both 
parties ought to have a similar time-frame 
when they enter into an execution plan.  
It is acceptable if both parties are quick in 
action, or agree to be methodical when 
deliberating their options. For example,  
we have seen conflicts arising rapidly when  
a bureaucratic decision-making process 
holds one party back, frustrating the other 
side, which has a flat organizational structure. 
Sadly, it is common to see incompatible 

decision-making frameworks jeopardizing the 
performance of a successful M&A transaction. 

Interestingly,  both parties need to realize 
that not making any decision is a decision 
in itself. This puts the brakes on compatible 
response, leading to further compromise on 
timely decisions.

What does this mean for companies in  
Asia? Unfortunately, Asian managers have  
a tendency to delay making decisions in  
order to gather more (or better) information.  
If this holistic decision-making style is not 
shared by the other parties, then this habit 
will be perceived as hesitation and ultimately, 
backfire on the M&A transaction. 

There was no getting through: Why BenQ and Siemens hung up

When BenQ decided to acquire Siemens’ loss-making mobile phone unit in 
exchange for more than 600 patents, it was confident that the deal would 
increase its profit share and open-up new markets in Europe. After all, BenQ  
was combining its strengths in consumer markets with Siemens’ reputation  
for high-quality products.

However, the venture failed within a year, no thanks to clashes in decision-
making frameworks and the speed of execution between the two entities. 
BenQ’s informal culture, which was flexible and entrepreneurial, collided head-
on with the formality and processes at the 100-year-old Siemens, which has a 
culture of adhering to strict procedures. This led to critical delays in the decision 
to introduce a new phone model into the market – a missed opportunity that 
caused the venture to suffer a huge loss.



15

Risks & 
Returns

(Post M&A)

Calculated
Risk

Candor
Management

Change 
Enforcement

Intangible 

Courageous
Follow-
through

Calculated
Risk

Calculated
Risk

Compatible
Reponse

Power of the 4Cs

Turning the wheels of M&A success

Hay Group believes that the four Cs 
(candor, courageous follow-through, 
calculated risks and compatible 
response) play an integral role in 
augmenting organizational, relational 
and human capital, leading to higher 
levels of active intangible capital.  
In turn, the active state of intangible 
capital raises value, elevating the 
results of a successful merger.

Interestingly, both parties need to realize that  
not making any decision is a decision in itself. ”“ 
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From paper to practice

The most compelling application of our research findings is the 
fact that firms can reduce their time and financial resources while 
achieving greater accuracy when dealing with the wide range of 
factors that drive intangible capital. More importantly, merging 
companies should pay attention to these drivers during the earlier 
stages of M&A, as opposed to resolving issues after they have 
escalated (figure four). If differences in the four core drivers – candor, 
courageous follow-through, calculated risks, and compatible response 
– between two merged companies are small, intangible capital will 
remain active, resulting in a more successful and rewarding M&A.

Moreover, when these drivers are identified 
prior to an M&A deal, high potential targets 
can be pinpointed earlier in the screening 
phase. In essence, Hay Group believes that 
early detection and analysis of the target’s 
drivers can increase the probability of success.

Even if significant differences did exist in 
terms of organizational, relational capital 
and human capital, small differences in 
intangible capital drivers between merging 
firms will help to improve the chances of 
alleviating conflicts, creating synergy and 
ultimately, accelerating results.
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Figure four:  Clear focus on critical drivers during the earlier stages of M&A 
heightens opportunities for greater success and rewards.

Due diligence Pre-closing Post-merger integrationStrategic planning Target screening

Timeline of M&A
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Overcoming cultural and geographical hurdles

Let us look at a classic example – Nissan and Renault. It was widely 
believed that cultural differences between the Japanese (Nissan) and 
the French (Renault) would destroy the merger. Moreover, the fact that 
Renault and Nissan targeted the same market segments sparked fears 
of cannibalization. Renault’s technical expertise resided in its flair for 
design, whereas Nissan was renowned for bland but reliable models 
and strong engineering skills. In short, there was a glaring difference 
in the intangible capital that existed in both firms.

Nonetheless, the merger turned out to be a 
success. This was largely due to the structural 
similarity between both organizations, which 
were bureaucratic and highly hierarchical. 
They shared similar approaches in ‘compatible 
response’ – or general timeframe towards 
execution – both being highly collective 
organizations where decisions were made 

based on general consensus. Even though 
Nissan and Renault had different intangible 
capital, their successful merger demonstrated 
that the right active drivers could result 
in better value creation, overcoming 
geographical and cultural differences 
between the two. 
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When strange bedfellows made good partners

Another interesting case is the purchase of Swedish carmaker Volvo by 
the Chinese Geely Auto in 2010. Transacted at the price of US$1.5 billion1, 
it was China’s largest foreign automobile acquisition deal.

In reality, however, these seemingly-odd 
bedfellows were being labeled by the 
old Chinese saying: “same bed, different 
dreams”  (同床异梦), for Geely had neither 
experience with premium automotive 
markets, nor the intellectual trademarks to 
match Volvo’s exacting standards for safe 
designs and family-friendly cars. Yet, Geely 
was keen to realize its dream: re-introducing 
Volvo as a luxury brand in China and 
competing head-to-head with players like 
Audi, BMW and Mercedes.

Interestingly, divergences in vision and risk 
profiles did not keep them apart. Nor did 
the cautious plans and detailed budgets 
in Volvo’s turnaround measures stop Geely 
from promptly setting up plants in China to 
catch up with global sales. In fact, the plant 

in Daqing took only 12 months, after much 
discussion with Volvo. With abounding 
‘tensions’ between the two, it did not 
surprise that shares of the Hong Kong-listed 
Geely Auto fluctuated substantially after the 
conclusion of this M&A deal.

Fortunately, Geely and Volvo were open with 
each other and recognized their differences 
with respect. “We solved this very much  
on a one-on-one basis,” Mr Stefan Jacoby, 
CEO of Volvo, said in a recent interview.  
“We didn’t want to do this in a big public 
setting and embarrass one or the other.”  The 
practice of managing with candor has served 
them well.

Although it took 10 months to sort out their 
differences, Geely and Volvo reconciled their 

1    http://www.reuters.com/article/2010/08/02/us-geely-idUSTRE66S1TC20100802 
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visions and differing management styles to 
chart a course for Volvo’s revival2. Volvo’s 
new design turned heads with its edgy look 
– a departure from the staid styles that were 
its hallmark. 

Volvo has begun to show signs of profit 
recovery. However, the road remains rocky 
unless the two parties pay attention to 

the traps along the way, and the tricky 
outcomes caused by the underlying drivers  
of intangible capital.

2    http://online.wsj.com/article/SB10001424052702304563104576363041069364856.html 
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A fighting chance

We all know that the M&A process is a race against time. There are 
many challenges to take care of, many difficult decisions to make, and 
often simultaneously. It is next to impossible to assess all of the various 
aspects of intangible capital during due diligence, as doing so could 
delay the transaction and destabilize the intangible capital even more. 

Instead of devoting what limited resources 
we have to the valuation of intangible 
capital, companies going through M&A 
should focus on these core drivers outlined 
in this paper that ensure an active state of 
intangible capital, and not leave a successful 
outcome to chance. 

Despite glaring differences, mergers can still 
succeed when both parties ensure that their 
intangible capital drivers are well aligned 
and kept active. By unlocking this vital 
component, M&A partners will discover what 

keeps mergers afloat, and realize the benefits 
of their respective intangible capital.

M&A is intrinsically a risky business; there 
is no safe bet. With increasing global M&A 
market activity, there are good deals to 
be made to help companies achieve new 
growth. Armed with the right insights to 
make the best deal – a clear understanding of 
what you are buying and how it ‘fits’ with your 
existing company through intangible capital 
analysis – M&A can be a winning strategy for 
driving long-term growth for the future.
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North Asia country profiles: China

Over the past decade, Chinese companies 
have made ventures abroad worth close to 
US$300 billion, according to Mergermarket 
data. Most of these deals were completed by 
China’s state-owned enterprises, although 
increasing participation has been seen by 
privately owned corporations. In recent years, 
deal volume has risen noticeably, and Chinese 

executives are placing new emphasis  
on targeting prominent foreign brands. 

One of the more notable transactions 
was Geely’s headline-making purchase of 
Volvo, the prestigious Swedish auto brand. 
From the deal’s announcement, skeptics 
predicted a collapse in negotiations or that 

Announced 
Date

Status Target 
Company

Target 
Sector

Target 
Country

Bidder 
Company

Bidder 
Country

Seller 
Country

Deal 
Value 

US$(m)
07/23/2012 P Nexen Inc Energy Canada CNOOC China  17,654 
02/01/2008 C Rio Tinto Plc 

(12% Stake)
Mining United 

Kingdom
Alcoa Inc.; 
Aluminum 
Corporation 
of China 
(Chinalco)

China  14,000 

06/24/2009 C Addax 
Petroleum 
Corporation

Energy Canada Sinopec 
International 
Petroleum 
Exploration 
and 
Production 
Corporation

China  8,800 

10/01/2010 C Repsol Brazil 
(40% Stake)

Energy Brazil China 
Petroleum 
& Chemical 
Corporation

China Spain  7,109 

07/28/2008 C China Unicom 
Corporation 
(CDMA 
business)

Telecommu-
nications

Hong Kong China Telecom 
Corporation 
Limited

China China  6,423 

P= Pending    C= Completed

M&A, as many Chinese companies have discovered, is an intense 
and often perplexing process. Chinese buyers, relative newcomers 
to M&A compared to other acquisitive Asia-Pacific companies, are 
becoming more conscious of the obstacles – many cultural but some 
regulatory – involved in M&A. As outbound transactions increase in 
volume, many are learning as they go or taking lessons from other 
outbound Chinese acquirers. 

Top M&A deals (2003-2012)



23

Volvo’s value would be eroded due to poor 
management. Geely, however, proved an 
effective manager of the Volvo name. Brand 
and expertise in the auto industry, were 
after all, the main reasons driving the deal. 
Geely’s use of Hay Group’s core drivers 
helped yield a successful deal.

In the closing months of 2012, China again 
made headlines with three major cross-border 
transactions: resource enterprise CNOOC’s 
US$18 billion purchase of Canadian energy 
company Nexen; a Chinese consortium’s 
acquisition of AIG’s ILFC aircraft leasing 
company for US$4.2 billion; and Chinese 
auto parts maker Wanxiang’s buyout of 
A123, a bankrupt US-based auto battery 
manufacturer, with a US$372 million bid.  
This flurry of acquisitions helped solidify 
China’s position as a force for M&A in Asia-
Pacific, a trend that experts believe will 
continue well into 2013, according to a  
recent Financial Times report. 

For Chinese buyers – corporate and consumer 
alike – brand is crucial in determining what 
is bought, or what products are ignored. 
While Chinese state-owned enterprises 
(SOEs) continue to acquire renowned foreign 
brands, they are also focusing on other 
intangible capital, operational structures and 
organizational capital, to provide upgrades  
or needed boosts to their operations. 

While aware of the importance of brand, 
there is still room for improvement in 
terms of valuing human capital and other 
employee related factors, according to 
Mergermarket intelligence.

Under the ruling regime’s recent five-year 
economic blueprint, Chinese companies have 
been mandated to expand into new markets 
to acquire foreign firms with advanced 
technologies and innovations. Aside from  
the aforementioned deals, Mergermarket data 
shows that cash-rich Chinese corporations 
made 122 acquisitions abroad in 2012, many 
into developed economies.

China’s M&A ambitions have had to clear 
a number of hurdles abroad. In the US 
and other Western jurisdictions, political 
opposition has prevented numerous  
deals from being completed. Culturally, 
Chinese executives may not be as adept  
at dealing with the aggressive and prompt 
deal-making process of the West as other 
nations in Asia. A less than straightforward 
or meticulous approach to negotiations,  
in addition to the cultural obstacle of ‘face’, 
have also been known to derail deals. 

As Chinese corporations push into 
unfamiliar bargaining and buying territory, 
the four critical drivers could prove helpful 
in navigating unfamiliar terrain and ensure 
deal success.
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Case study: Bright Food – Weetabix

Looking to bring Western breakfast foods 
to Chinese tables, state-owned Bright Food 
turned to the United Kingdom’s Weetabix 
company to add new flavor to its growing 
collection of foreign food brands. The deal 
raised eyebrows in both countries. How 
would these two companies from vastly 
different cultures and levels of business 
experience come together?

For one, skeptics in the UK were concerned 
about an SOE buying one of their favorite 
names in breakfast foods. Bright Food’s 
M&A experience added to the uncertainty: 
a successful conclusion would mark the 
SOE’s first major European brand acquisition 
after a string of failed deals. Then there were 
apprehensions from employees over their 
future at Weetabix under a new, foreign owner.

Bright Food acted quickly to moderate fears, 
stemming an overreaction by approaching 
employees and managers with candor – 
layoffs or outsourcing would not be part 
of the acquisition. After all, Bright Food 
wasn’t just buying the Weetabix name, it 
was buying the breakfast food maker’s best 
practices which would require its employees 
and line managers to stay on board. 
Managers at Weetabix were innovators in 
their class, an invaluable intangible factor in 
the deal that Bright Food wanted to harness.

Assurances from Bright Food executives 
that maintaining Weetabix’s brand image 
and operations would be a top priority helped 
pave the way for the deal to be completed.

Bright Food and Weetabix also shared  the 
same compatibility in their response to 
changing situations and decision-making. 
While the Chinese food brand had typically 
held a ‘wait and see’ approach, new 

management ushered in a series of reforms 
that  broke an inflexible structural matrix. 
The new model aligned with Weetabix’s 
management, quick decision-makers and 
market leaders. 

This compatibility helped the two answer 
one of the larger questions in the deal: how 
would Bright Food introduce Weetabix to 
the Chinese market? The same was true for 
Bright Food in the UK. At the time, the UK 
breakfast brand was a relative unknown in 
China. Similarly, Bright Food was scarcely 
present in the UK. For Weetabix, this would 
require some changes to its product line to 
suit Chinese people’s tastes – changes the 
UK company was willing to make to tap a 
market of 1.3 billion potential consumers.  
In turn, Bright Food would have to raise 
itself above the stigma often associated with 
Chinese brands by implementing corporate 
governance structures and transparency.

With its landmark acquisition of Weetabix, 
Bright Food moved one step closer to 
establishing itself as an internationally 
recognized name in the consumer food 
space. Weetabix also benefited, its products 
hitting store shelves in one of the fastest-
growing consumer markets in the world. 

Had Bright Food not displayed a high 
level of candor with Weetabix, instead 
operating behind closed doors as is typical 
of SOEs, cultural obstacles and lingering 
uncertainties would have derailed the 
partnership. Bright Food’s adoption of an 
expedited approach to dealmaking also 
provided impetus for the deal to go through. 
Without candor and compatible response, 
Bright Food may have added yet another 
failure to its M&A record. 
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Hong Kong

In many ways, Hong Kong is a proving 
ground for foreign corporations new 
to Asia-Pacific or regional companies 
looking to make their debut cross-border 
acquisitions. Western corporations often 
open branches or business operations in the 
former British dependency before venturing 
out into China or the emerging markets of 
Southeast Asia. Hong Kong also presents 
ample examples of M&A success and failure 
for regional bidders to learn best practices.

Over the past three decades, Hong Kong 
has undergone a dramatic shift from a 
manufacturing-based economy to one 
supported by the services industry. For both 
industries, intangible elements like client 
networks and innovation play integral roles in  
a company’s performance. 

There has been a growing acceptance among 
M&A practitioners that intangible capital 
may be playing a larger role than previously 

realized. This type of capital is no longer an 
auxiliary component, but the main driver of 
value creation. In some cases, particularly 
in the services industry, a company’s 
value may be completely derived from its 
intangibles. For example, at established 
computer corporations or smaller tech 
startups, intangible capital like talent, 
intellectual property and computer code 
can determine a company’s worth, a crucial 
factor for shareholders and potential buyers. 

Its advanced status in Asia-Pacific makes it 
no surprise then that M&A activity in Hong 
Kong is dominated by trades and sales in 
the services sector. Since 2003, business 
and financial services have each accounted 
for a high percentage of deal volume and 
value, almost 7 per cent and 12 per cent, 
respectively.

Similarly, transactions in technology, media 
and telecommunications (TMT) have been 

In many ways, Hong Kong is an M&A proving 
ground for foreign corporations new to Asia-
Pacific or regional companies looking to 
make their debut cross-border acquisitions. 

”“ 

Dynamic and commercially vibrant, Hong Kong serves as a hub for 
M&A activity across Asia-Pacific. Located in the heart of the region, 
the territory teems with activity from the world’s top-tier multinational 
corporations and brand names. 
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abundant, with historical Mergermarket 
data showing 223 deals worth more than 
US$64 billion. The trend shows a recognition 
of the importance of innovators and their 
creations to continued growth in the sector. 
Indeed, as new technologies in handheld 
and smartphone tech continue to direct 
consumers spending habits, further buys 
into TMT can be expected to add value to 
corporate balance sheets.

Consumer brands and related relational 
capital also hold tremendous value. With 
shoppers from the mainland arriving en 
mass at Hong Kong shopping centers in 

search of top-shelf brand names, it should 
come as no surprise that M&A in Hong 
Kong’s consumer sector has been heated as 
of late. Since 2003, 180 deals worth US$17.8 
billion were completed, with investors trying 
feverishly to tap mainland tourists’ fixation on 
luxury brands and high-end consumer goods.

Outbound activity into these intangible-
heavy sectors has been equally impressive, 
with Hong Kong-based corporates making 
international transactions into the business and 
financial services, consumer and TMT sectors 
worth more than US$60 billion since 2003.

Announced 
Date

Status Target 
Company

Target  
Sector

Target  
Country

Bidder 
Company

Bidder  
Country

Seller  
Country

Deal 
Value 

US$(m)
06/02/2008 C China Netcom 

Group 
Corporation 
(Hong Kong) 
Limited

Telecommu-
nications

Hong Kong China Unicom 
(Hong Kong) 
Limited 

Hong 
Kong

 29,589 

09/22/2011 C Swire 
Properties Ltd

Real Estate Hong Kong Swire 
Pacific Ltd 
(shareholders)

Hong 
Kong

Hong 
Kong

 12,599 

07/28/2008 C China Unicom 
Corporation 
(CDMA 
business)

Telecommu-
nications

Hong Kong China Telecom 
Corporation 
Limited

China China  6,423 

10/02/2007 C The Hong 
Kong and 
China Gas 
Company 
Limited 
(39.06% Stake)

Energy Hong Kong Henderson 
Land 
Development 
Company 
Limited

Hong 
Kong

Hong 
Kong

 5,932 

12/24/2008 C CITIC Pacific 
Limited 
(39.85% Stake)

Industrial 
products and 
services

Hong Kong CITIC Group China  4,899 

P= Pending    C= Completed

Top M&A deals (2003-2012)
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Case study: Li & Fung – Jimlar footwear

When Hong Kong-based trading company 
Li & Fung approached US shoe maker Jimlar 
with an acquisition offer in 2010, the deal 
was a matter of making sure the shoe was 
on the right foot. Previously, Li & Fung 
managed the sourcing and supply chain 
operations for numerous high-end brands 
and outlets. Owning and operating one of 
these established consumer names would 
be like breaking in a new set of sneakers. 

While a novice in this respect, Li & Fung 
was no newcomer to intangible capital and 
its many facets. Brand and organizational 
structures were cornerstone components in its 
business operations. Employee engagement 
was also essential to guarantee its supply 
chain operated like a well-oiled machine.

When the two finally met, negotiations were 
open and straightforward. Li & Fung would 
use Jimlar to round out its non-apparel 
offerings and guide Jimlar’s expansion. More 
than adding another reputable name to its 
business portfolio, Li & Fung was buying 
Jimlar’s management and expertise in 
footwear , a product segment it fell short in. 

Commenting on the deal, Li & Fung 
managers said they wanted management 
that was prepared to stay and continue 
to run the business, providing insight into 

the American footwear industry. They also 
wanted excellence in terms of sourcing 
capabilities, an area Li & Fung felt it lacked.  
Li & Fung assured Jimlar that it would remain 
intact as an organization, not assimilated into 
the broader company platform.

Both parties in the venture also shared 
a similar appetite for risk. Li & Fung had 
engaged in smaller M&A for sourcing 
operations of international name brands. 
Jimlar, too, had embarked on efforts to see 
its products reach new markets. Investing 
in new opportunities and attitudes toward 
growth in unfamiliar markets, with its 
associated challenges and potential for 
financial loss, were taken in stride as part  
of the process of reaching long-term goals. 

Throughout the deal, from the courtship to 
the post-merger integration, Li & Fung made 
all the right moves. Its candor toward Jimlar’s 
management calmed fears of scaling 
back the US footwear brand’s operations 
and staff. Shared inclinations toward risk 
associated with each market also allowed the 
relationship to set out on the right foot. As 
a result, Li & Fung got more than just access 
to the US footwear market, it also attained 
top-level management and expertise in an 
industry it was striving to expand in. 
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Japan

Since 2003, Mergermarket data shows that 
Japanese corporations have completed more 
than 1,200 deals worth US$380 billion into 
sectors and jurisdictions across the board. 
Over the course of 2012, these businesses 
made 247 buys abroad worth close to a third 
of Japan’s total deal value. This outbound 
experience has added up over the years, 
allowing Japanese businesses to develop 
best practices when engaging in cross-
border M&A. 

For instance, globally recognized Japanese 
automaker Toyota engages in a strategy 
known as ‘genba’, which has proved 
useful during M&A. Prior to and during 
the negotiation process, Toyota sends 
managers and dealmakers to the acquired 

company’s home territory, meeting with the 
seller’s management and getting a firsthand 
perspective on issues on the ground. This 
tactic helps create a rapport and sense of 
trust between management. It also ensures 
that both companies are on the same 
page when it comes to the handover and 
timeframes for strategic initiatives. 

This calculated, thorough, cautious 
approach to M&A is typical of many 
Japanese businesses. It also stands to 
hamper the deal process in foreign markets 
if a compatible response or tendancies to 
risk are not shared with target companies. 
When investing in the West, this slow 
approach can often lead to lost bids. 

Announced 
Date

Status Target 
Company

Target 
Sector

Target 
Country

Bidder 
Company

Bidder 
Country

Seller 
Country

Deal 
Value 

US$(m)
10/15/2012 P Sprint Nextel 

Corp  
(70% Stake)

Telecommu-
nications

USA Softbank 
Corporation

Japan  35,544 

12/14/2006 C Gallaher Group 
plc

Consumer: 
Other

United 
Kingdom

Japan Tobacco 
Inc

Japan  19,114 

05/19/2011 C Nycomed A/S Medical: 
Pharmaceu-
ticals

Switzerland Takeda 
Pharmaceutical 
Company Ltd

Japan Sweden  13,740 

09/29/2008 C Morgan Stanley 
(22.4% Stake)

Financial 
Services

USA Mitsubishi UFJ 
Financial Group 
Inc

Japan  7,800 

04/10/2008 C Millennium 
Pharmaceuticals 
Inc

Biotechnology USA Takeda 
Pharmaceutical 
Company Ltd

Japan  7,659 

P= Pending    C= Completed

In terms of cross-border deals, Japan stands apart as an M&A 
veteran. Japanese corporations display a heightened awareness  
to the value of intangible capital as they make acquisitions from 
emerging to established markets. 

Top M&A deals (2003-2012)
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After decades of tepid cross-border activity, 
Japan is once again engaging in high-cost 
M&A deals in the multi-billion dollar range, 
according to Mergermarket data. Two 
standout deals in 2012 involved Softbank’s 
bid for America-based Sprint Nextel for more 
than US$35 billion and Japanese ad agency 
Dentsu’s US$4 billion acquisition of UK-
based marketing corporation Aegis. 

Historically, Japanese outbound endeavors 
have sought to secure natural resources. 
Today, outbound activity is being directed 
at assets in serviced-based industries, 
the technology and telecommunications 
sectors in particular. 

On the surface, the rationale behind these 
deals is obvious. Consumer demand for 
high-tech mobile devices has exploded in 

the past decade. However, buys in services 
industries require effective communication 
and employee management, two areas 
where Japanese corporations have been 
known to lag. Past M&A experience has shown 
Japanese companies that cultural divides 
and obstacles involving management can 
prove fatal to closing a deal, according to  
a Financial Times report. 

Whether Japan’s big spends will become an 
established trend or a passing phase has yet 
to be seen. However, if the country continues 
to make inroads into previously untouched 
industries, and if corporate Japan’s 
determination to globalize is sound, certain 
corporate cultural changes and a raised 
awareness to the drivers of intangible capital 
will be necessary to guarantee deal success. 
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The merger of DaimlerChrylser and Mitsubishi 
Motors in 2000 should have been a clean fit. 
Both companies shared similar strategic goals 
and a tendency to avoid unnecessary risks. 
Pursuing business relationships was done 
with a convivial approach, not aggressively  
in an effort to assert power or control. 

Four years after the deal was signed, 
following a promising honeymoon period 
that created one of the world’s largest 
auto companies, the merger had turned 
into a divorce. Poor financial performance, 
numerous internal issues and general 
incompatibility left DaimlerChrysler with few 
options but to sell its stake in Mitsubishi. 

The merger’s failure is a prime case in point on 
how ignoring the drivers of intangible capital 
will produce less than favorable results. 

Candor was absent on the part of leadership 
at DaimlerChrysler toward Mitsubishi 
employees. The appointed DaimlerChrysler 
manager for the merger seldom provided 
employees with updates on the transition 
and failed to create overall transparency. 
As a result, trust was never created between 
the German and Japanese management and 
Mitsubishi employees engaged in a campaign 
of passive resistance to their new owners. 

Differing preferences to timelines and 
change also created distance between the 
two companies. DaimlerChrysler wanted to 
push through initiatives quickly,  

Case study: DaimlerChrysler – Mitsubishi

a strategy that conflicted with Mitsubishi’s 
slower, meticulous approach. Japanese 
managers also looked at the merger as 
temporary rather than strategic, seeing 
the German managers as a presence that 
would eventually leave. This difference in 
compatible response left management 
on different pages of the merger and 
Mitsubishi employees and managers 
ignored DaimlerChrysler mandates. 

In addressing financial problems at 
Mitsubishi, German management was 
hesitant to act, even though early on 
DaimlerChrysler recognized that a drastic 
reorganization would be needed to salvage 
its acquisition . Necessary cuts to Mitsubishi’s 
excessive product range were never made. 
Similarly, the Germans never confronted 
their Japanese counterparts about their 
insubordination and aversion to change. 
Courageous follow-through was absent 
from the equation.

Had the leadership at DaimlerChrysler put 
an effective intangible capital plan into 
play – recognizing the need for candor, a 
compatible response and courageous follow-
through – the disintegration of what would 
have been one of the world’s largest car 
companies could have been averted. Instead, 
DaimlerChrysler retreated from Asia-Pacific, 
Mitsubishi suffered damage to its brand 
image, and both companies incurred heavy 
financial losses and lost intangible capital.
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South Korea

Limited by market size and a lack of growth 
drivers at home, South Korean corporations 
have realigned their M&A focus from domestic 
to international. These efforts are enabling 
them to expand their influence, brand 
recognition and to add new innovations  
to company operations and product lines. 

In 2011 and 2012, South Korean outbound 
M&A activity surged to a combined total 
of more than US$15 billion. Historical 
Mergermarket data indicates South Korean 
companies have a preference for buys in TMT, 
accounting for a quarter of deal activity by 
volume. This a somewhat surprising trend 
given that these companies are already 
known as leaders in the tech industry. 

What has been helping the nation’s outbound 
expansion, in addition to its solid technology-

based businesses, is the “Korean wave,” a rising 
popularity of Korean pop culture worldwide, 
according to Mergermarket intelligence. This 
wave has helped to create an approachable 
image for Korean companies, something 
that will help facilitate greater understanding 
between buyers and sellers.

Experts agree that one area where South 
Korean companies need to pay particular 
attention is in managing intangibles 
like corporate governance and cultural 
differences. Cultural integration and 
engaging employees post-M&A are key 
factors for successful cross-border deals. 

For South Korean buyers, many emerging 
markets in Asia-Pacific have few cultural 
differences and regulatory hurdles to 
overcome. South Korean strategic buyers 

Aside from rising as one of the most affluent nations in Asia-Pacific, 
South Korea has also seen its homegrown companies – Samsung, 
Hyundai and various others – become household names across 
the world. In recent years, the country’s many ‘chaebol’; family-run 
conglomerates, have been busy making transactions abroad.

One area where South Korean companies  
need to pay particular attention is in  
managing intangibles like corporate 
governance and cultural differences.

”“ 
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should be prepared to spend time and 
resources for management education when 
making deals in these markets.

Where Korean companies face more 
challenges with integration is with targets 
located in the US or Europe. These regions 
have more advanced organizational 
structures and the management of client 
networks that differ from South Korea, 
according to Mergermarket intelligence. 
For targets in these markets, South Korean 
corporations will need to pay more attention 
to issues involving human capital – which 
involves intangible capital like employee 

engagement, productivity and leadership – 
in the early stages of deal discussions, and 
even before formulating a deal.

Rushed deals and inexperience in running 
foreign businesses, compared to their 
Western counterparts, could lead to 
overpaying for cross-border acquisitions and 
an increased likelihood of deal failure. The 
post-merger integration phase also poses 
a challenge to deal success given cultural 
differences, an area South Korea companies 
will have to address as they develop new 
tactics in M&A.

Announced 
Date

Status Target 
Company

Target 
Sector

Target 
Country

Bidder 
Company

Bidder 
Country

Seller 
Country

Deal 
Value 

US$(m)
07/30/2007 C Ingersoll-

Rand; Bobcat 
Company

Industrial 
products and 
services

USA Doosan 
Infracore Co 
Ltd

South 
Korea

Bermuda  4,900 

10/21/2009 C Harvest 
Energy Trust

Energy Canada Korea 
National Oil 
Corporation

South 
Korea

 3,733 

03/30/2012 P Roy Hill 
Holdings Pty 
Ltd.  
(30% Stake)

Mining Australia Marubeni 
Corporation; 
POSCO; STX 
Corporation 
Co., Ltd

South 
Korea

Australia  3,655 

08/20/2010 C Dana 
Petroleum Plc

Energy United 
Kingdom

Korea 
National Oil 
Corporation

South 
Korea

 2,905 

03/21/2011 C Anadarko 
Petroleum 
Corporation 
(Maverick 
Basin assets) 
(33% Stake)

Energy USA Korea 
National Oil 
Corporation

South 
Korea

USA  1,550 

P= Pending    C= Completed

Top M&A deals (2003-2012)
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Case study: Doosan – Bobcat 

Heavy-duty construction equipment 
manufacturer Doosan marked its arrival  
on the global stage with an ambitious  
cross-border buy in 2007: the acquisition  
of Bobcat, the renowned US-based compact 
construction vehicle maker. Bobcat, the 
largest in its class of equipment producers, 
would give Doosan more than just an 
internationally recognized brand, it would also 
provide invaluable expertise and operational 
structures – intangible elements that would 
give Doosan the boost it was looking for. 

From the deal’s outset, the odds were 
stacked against Doosan. The US$4.9 billion 
deal was the largest ever by a South Korean 
company. It was also Doosan’s first major 
foray into a foreign market, leaving ample 
space for even the slightest miscalculation 
to disrupt the deal.

Another potential stumbling block was 
presented in Bobcat’s employees and 
management. To the people at Bobcat, 
Doosan was something of a question mark. 
Who were these foreigners buying their 
beloved company? Could they manage the 
Bobcat name? Were their jobs secure? Many 
had never been to Korea before or worked 
with Koreans, leaving room for cultural 
differences to cause rifts in the relationship.

To dispel rumors and concerns, Doosan CEO 
Yongmaan Park made multiple round-trips to 
the US to court Bobcat’s managers, reassuring 
them of Doosan’s sincerity and ability to 
manage and preserve the Bobcat brand. 
By being open with Bobcat’s management 
and assuring that the Bobcat brand was 
in good hands, in addition to leaving top 
Bobcat managers in place, Doosan created 
an atmosphere of trust and mutual respect. 
Candor, in this instance, was key to providing 
a conducive transition in ownership. 

Once completed, the acquisition yielded 
largely positive results. Operations were 
healthy, profitability was sound, and Bobcat’s 
employees, knowing their jobs were secure, 
remained committed to their work. 

Doosan’s approach with candor helped 
smooth over the transition in ownership.  
A dedicated, confident leadership at Doosan 
also contributed tremendously to the 
deal’s success. Steering Doosan’s outbound 
trajectory, Doosan’s management kept 
goals in sight and shareholders on both 
sides of the deal table happy. 
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South and Southeast Asia country 
profiles: India

The country’s diversity has made Indian 
companies particularly adept at handling 
cultural differences. Indian corporates are 
culturally nimble, an advantage over their 
Chinese and Japanese counterparts that 
have more rigid and established methods of 
conducting business. A better understanding 
of the drivers of intangible capital could help 
boost their proficiency in M&A, particularly 
in cross-border deals. 

However, experts and M&A practitioners agree 
that these companies need to institutionalize 
this style of work and take a more analytical 
instead of a gut-feeling approach to deals, 
which may not be shared with buyers or 
acquired companies. Indian corporations 
may also need to work within the ecosystem 
where they are making the acquisition to get 
accustomed with business structures and 
jurisdiction-specific best practices, according 
to Mergermarket intelligence.

The vast and diverse sub-continent of India is home to one of the 
world’s fastest growing economies. As the country rises, a growing 
list of Indian corporates is gaining global recognition as they 
embark on outbound acquisitions.

Announced 
Date

Status Target 
Company

Target  
Sector

Target  
Country

Bidder 
Company

Bidder  
Country

Seller  
Country

Deal 
Value 

US$(m)
02/11/2007 C Vodafone 

Essar Limited 
(67% Stake)

Telecommu-
nications

India Vodafone 
International 
Holdings BV

United 
Kingdom

Hong 
Kong

 13,665 

02/25/2012 P Sterlite 
Industries 
(India) 
Limited

Mining India Sesa Goa 
Limited

India  10,289 

08/16/2010 C Cairn India 
Limited

Energy India Vedanta 
Resources 
Plc

United 
Kingdom

 9,177 

02/21/2011 C Reliance 
Industries 
Limited  
(30% Stake)

Energy India BP Plc United 
Kingdom

India  7,200 

06/11/2008 C Ranbaxy 
Laboratories 
Limited 
(63.92% Stake)

Medical: Phar-
maceuticals

India Daiichi 
Sankyo 
Company 
Limited

Japan India  5,477 

P= Pending    C= Completed

Top M&A deals (2003-2012)
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In 2012, Indian companies engaged in 
69 outbound M&A transactions worth 
US$10.5 billion. These deals provided Indian 
companies with fresh intellectual property, 
advanced technology and other intangible 
capital, as well as diverse consumer bases  
to market their products.

When buying in emerging markets, like 
Southeast Asia, there is a fair amount of  
pre-deal socializing between buyer and 
seller. Indian corporations have been known 
to strike a personal rapport with target 
companies, since reliable information is 
otherwise difficult to produce. On the other 
hand, in the US and Europe, Indian buyers 
often do not interact with the sellers, who are 
mainly interested in bidder interest, resources, 
strategy and ability to see the deal through.

Compatible response has come into play 
in a number of high-profile deals. Tata’s 
acquisition of Jaguar Land Rover is a prime 
example of a successful deal approach where 
the management was given autonomy and 
allowed to maintain the British nature of the 
brand following the deal. Tata was quick to 
act and implement the deal, and Jaguar was 
similarly quick to follow.

However, dealing with Indian companies is 
not without its shortcomings and cultural 
frustrations. According to Mergermarket 
intelligence, differing approaches to deal 
timelines have been known to impede M&A 
in India. The common thread is that many 

Indian companies do not follow agreed 
upon timelines for deal milestones, often 
resulting in ‘two steps forward, one step 
back’ scenarios.

Also, Indian decision-makers have been 
known to delay or withhold bad news from 
those involved in a deal. One such example 
involved a US company that had made 
progress in its acquisition of an Indian 
company – or so it thought. After many 
months of little to no communication with  
the Indian target, the US company found out 
in a press release that the deal was dead. 

Despite knowing the risks of investing in India, 
inbound M&A has remained largely stable 
over the past three years with combined deal 
value in the US$30 billion to US$40 billion 
range. Purchases have been concentrated 
in the industrials, business services and TMT 
sectors. Acquisitions in TMT – 130 deals valued 
at just over US$16 billion – are being driven 
by a young, affluent population demanding 
quality brands in smartphones and other 
handheld technology. 

India’s many strengths position it well to 
maintain a lofty trajectory. The country’s 
rising middle class is creating a consumption 
boom and a large, skilled labor force 
has made it popular among companies 
outsourcing operations. These are two trends 
that will add to the country’s attractiveness 
as a destination for M&A in the coming years.
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Case study: Air India – Indian Airlines

When the merger between Air India and 
Indian Airlines was signed in 2007, integrating 
the two state-owned airlines was expected 
to take two years. The merger would create 
a carrier strong enough to compete with 
international air services. It would bolster 
India’s reputation on the global stage and 
among regional neighbors. Six years later, 
a full merger has yet to be realized – and in 
many ways the two are now worse off than 
they were as separate companies. 

Before the merger even took off, its charted 
course seemed destined to end in failure. 
The decision to combine Air India and 
Indian Airlines was announced suddenly, 
leaving employees at both airlines stunned. 
Negotiations were carried out behind closed 
doors and little to no effort was made to 
dismiss rumors of cutbacks or consolidated 
staffing. Candor was completely left out of 
the equation in favor of a higher agenda.

Leadership at all levels of the deal, from 
politicians pushing for the merger to 
those charged with the integration 
process, were unable or unwilling to 
make difficult decisions, such as how to 
best combine staff from both airlines or 
manage human resources issues. When 
it came to addressing income disparities 

between Air India and Indian Airlines pilots, 
management from the companies took a 
passive approach instead of aggressively 
trying to mitigate the situation and resolve 
the disparity. In the end, the pay scales 
remained unchanged. 

A response to the merger was anything but 
compatible between airline staff. From the 
outset, a detailed plan with agreed upon 
timeframes never materialized. It was left 
instead in the hands of ineffective leadership 
or was prevented from being circulated 
among employees. How, if they were 
unaware of the acquisition strategy and its 
overall goals, could employees prepare for 
their role in the integration? 

As of January 2013, Air India and Indian 
Airlines operate independently – a true 
merger exists on paper only. The two 
companies maintain their own flight crews, 
pilot training programs and directors of 
engineering. Experts point to compatibility 
issues and fissures that were simply too 
deep to bridge. Instead of the international 
air carrier decision-makers had dreamed, 
today Air India and Indian Airlines suffer 
from a deteriorating brand image and 
similar erosion of intangible capital.
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Indonesia

Like many countries in South and Southeast 
Asia, most potential targets are family-
owned businesses. These companies 
often have intangible capital that can 
make market entry a profitable endeavor. 
Established market presence aside, brands, 
external networks, employees, and unique 
organizational structures top the list of 
intangible capital these companies offer. 

While this presents a number of opportunities 
to create joint ventures, the challenges 
of dealing with business owners with an 
emotional connection to their business 

cannot be ignored. On a number of occasions, 
impasses have led to deal collapses when 
family members in the Indonesia companies 
decided not to sell. 

One aspect of these deals that foreign 
dealmakers must understand is that the 
legacy nature of the assets means families 
are often unwilling to simply sell to the 
highest bidder. Instead, they are looking 
for capable businesses that can maintain 
the family name and continue operations 
efficiently and profitably. 

The rising star of Southeast Asia, and backed by strong private equity 
interest and robust economic growth, Indonesia has become a hot 
bed for M&A in recent years. Since 2010, 195 transactions have taken 
place worth US$30 billion in sectors across the board. This activity is 
expected to rise with the country’s impressive economic growth rate. 
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As the archipelago nation continues to 
post impressive economic figures and with 
Indonesian companies taking lessons from 
foreign dealmakers, Indonesian businesses are 
aggressively seeking acquisitions in Southeast 
Asia. These Indonesian companies used to 
focus on domestic transactions, but given 
funding cost reductions, they are now able  
to compete outside the country’s borders.

Aside from aspirations of becoming brand 
names outside Indonesia, strong market 
competition domestically has pushed local 
companies to expand abroad through 

acquisitions. More foreign companies are 
entering the domestic market, therefore, local 
companies are looking overseas for growth. 

While latecomers to M&A compared to 
businesses in Singapore and Malaysia, 
Indonesia corporations are expected to 
remain courageous in their outbound  
move as they seek to learn overseas 
business, particularly in industries with strict 
regulations and different business cultures, 
according to Mergermarket intelligence. 

Announced 
Date

Status Target 
Company

Target  
Sector

Target  
Country

Bidder 
Company

Bidder  
Country

Seller  
Country

Deal 
Value 

US$(m)
04/02/2012 P PT Bank 

Danamon 
Indonesia Tbk

Financial 
Services

Indonesia DBS Group 
Holdings 
Ltd

Singapore  7,338 

03/15/2005 C PT Hanjaya 
Mandala 
Sampoerna 
Tbk

Consumer: 
Other

Indonesia PT Philip 
Morris 
Indonesia

Switzerland  5,122 

03/05/2008 C Bumi 
Resources Tbk, 
PT (35% Stake)

Energy Indonesia Bakrie & 
Brothers 
Tbk, PT

Indonesia  4,047 

08/06/2008 C Indosat tbk, PT  
(65% Stake)

Telecom-
munications: 
Carriers

Indonesia Qatar 
Telecom 
(QTel) Q.S.C.

Qatar Singapore  3,736 

03/26/2008 C Bank 
Internasional 
Indonesia, Tbk 
(BII)

Financial 
Services

Indonesia Malayan 
Banking 
Berhad 
(Maybank)

Malaysia Indonesia  2,385 

P= Pending    C= Completed

Top M&A deals (2003-2012)
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In 2005, international tobacco giant Philip  
Morris set out to break into the Indonesian 
cigarette market with its acquisition of PT 
Hanjaya Mandala Sampoerna. Sampoerna, 
a well-established brand, would give Philip 
Morris access to an extensive sales and 
distribution network, unique corporate 
culture and other valuable intangibles that  
it could harness.

Previous forays into Indonesia had failed. 
Philip Morris’ cigarettes, called ‘white’ 
cigarettes among Indonesian consumers,  
did not appeal to local tastes for more 
popular clove-scented brands known  
as ‘kreteks’. With 95 per cent of the 
Indonesian cigarette market locked firmly 
in kretek brands, and unable to solidify a 
place for its flagship Malboro cigarettes, 
Philip Morris knew it would have to shift 
strategies. The decision was made to focus 
most of its resources on Sampoerna instead 
of its traditional line of tobacco products,  
a shining example of courageous follow-
through as Philip Morris adapted to a 
new market. This willingness to change, 
especially at the cost of side-lining its most 
widely recognized cigarette brand Malboro, 
allowed Philip Morris to make headways in 
its new frontier market. 

Another issue that arose in the months 
following the deal’s conclusion was the fate 
of Sampoerna’s 30,000 employees engaged 
in hand rolling one of its high-end brands. 
Hand rolling produced 350 cigarettes an 
hour, a small proportion compared to the 
8,000 that could be produced per minute 
by machines. While this manufacturing 
practice was unusual by Philip Morris’ 
standards, company CEOs decided to leave 
the production process in place. Given 
Sampoerna’s expected growth rates, Philip 
Morris was willing to make adjustments to 
its global practices to create trust among 
its new employees and management 
at the Indonesian company. Similarly, 
CEOs and managers were selected after 
the acquisition based on their fit with 

Case study: Philip Morris – Sampoerna

Sampoerna’s business culture, not their 
compatibility with Philip Morris. In this 
way, Philip Morris showed candor and 
compatible response toward employees  
and operators at its newly acquired asset. 

If reassuring 30,000 employees wasn’t 
enough of a challenge, Philip Morris also 
had to deal with Sampoerna’s superstitious 
corporate culture. Revolving around the 
number nine, it took 90 days to close the 
deal. Philip Morris’ acquired shares totaled 
1,753,200,000, where the individual digits 
added up to 18; the digits one and eight 
added up to nine. Important meetings were 
only held on the ninth, 18th and 27th of 
each month. Despite the inconveniences, 
Philip Morris played by Sampoerna’s rules, 
with post acquisition Sampoerna CEO 
Martin King citing that the power of the 
number nine made Sampoerna employees 
feel strong. Changing this belief would have 
had harsh repercussions for the merger. 
 
Had leadership at Philip Morris been less 
aggressive or flexible in their pursuit of market 
share in Indonesia, preferring to simply use 
Sampoerna’s distribution network instead of 
the Sampoerna brand and its unique culture, 
their efforts would have almost certainly 
failed. Alleviating employee concerns and 
approaching the Indonesian cigarette maker 
with candor improved relations between 
the two companies. ‘Compatible response’ 
was used by Philip Morris in its willingness 
to adapt to Sampoerna’s business practices, 
including adapting to the companies 
superstitious ways, which helped ensure the 
acquired company maintained its presence 
in the Indonesian market.

As King stated in an interview after the 
merger, “The brand image and pride in 
Sampoerna cigarettes was not touched 
because that’s what we were buying. We 
came to buy this treasure, not to spoil it,  
so as much as possible we tried to increase 
its value by improving what was already 
good about the company.”
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Malaysia

The past three years have seen Malaysian 
corporations acquiring abroad in increasing 
volume and with larger offers. In 2010, these 
companies made 20 acquisitions worth US$5 
billion, a number that has since risen to 31 
deals at US$8 billion for 2012. 

Highlighting outbound deal activity in 2012 
was state-run oil and gas group Petronas’ 
purchase of Canadian Progress Energy.  
The transaction would establish a joint 
venture between the two oil companies. 

Following an offer in June, the deal was 
challenged by Canadian politicians claiming 
the deal would have no net benefit for their 
country. To break the impasse, Petronas 
decision-makers offered to make the corporate 
culture more transparent – employing the 
intangible driver of candor in the deal – and 
spoke of improving governance. The deal 
received approval in the closing days of 2012 
and marked the largest outbound acquisition 
by a Malaysian corporation.

Advancing from a producer of tin and rubber to a country 
with a vibrant multi-sector economy, Malaysia has followed a 
transformative course. Enjoying high economic growth rates and  
a prosperous domestic market, Malaysian corporations are now using 
large cash reserves to expand beyond their borders.

Announced 
Date

Status Target 
Company

Target  
Sector

Target  
Country

Bidder 
Company

Bidder  
Country

Seller  
Country

Deal 
Value 

USD(m)
05/03/2007 C Maxis 

Communications 
Berhad

Telecommuni-
cations

Malaysia Usaha Tegas 
Sdn Bhd

Malaysia  6,568 

10/15/2010 C PLUS 
Expressways 
Berhad  
(35.34% Stake)

Transportation Malaysia Consortium 
for PLUS 
Expressways 
Berhad

Malaysia  5,035 

11/27/2006 C Sime Darby 
Berhad

Other Malaysia Synergy Drive 
Sdn Bhd

Malaysia  4,857 

07/03/2006 C Malakoff Berhad 
(78% Stake)

Energy Malaysia Malakoff 
Corporation 
Berhad

Malaysia  3,980 

06/26/2007 C Binariang GSM 
Sdn Bhd  
(25% Stake)

Telecommuni-
cations

Malaysia Saudi 
Telecom 
Company

Saudi 
Arabia

Malaysia  3,050 

P= Pending    C= Completed

Top M&A deals (2003-2012)
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With the Progress deal under its belt, 
Petronas has set out on further expansions 
abroad, setting its sights on Africa. Petronas 
has already opened an office in South Africa 
and started transferring staff to the country, 
according to Mergermarket intelligence. 
Petronas will also have an advantage when 
it looks at expansion into the northern 
part of the continent. The countries in 
North Africa are predominantly Muslim, so 
Petronas will have a better standing there as 
it also hails from a Muslim-majority country.

Businesses in Malaysia are becoming more 
integrated globally and gaining exposure 
to the better management practices 

of multinational corporations. Historic 
Mergermarket data shows that since 2003, 
Malaysia has seen 207 inbound deals, 
many from major corporations like Japan-
based Hitachi, Toshiba and Mitsubishi, as 
well as various international private equity 
houses. Having adopted largely Western 
corporate cultures and embracing a similar 
approach to business, the Malaysian 
ecosystem is more welcoming than other 
emerging markets in Southeast Asia. With 
each transaction, Malaysian businesses have 
added new pages to their own book on 
conducting M&A. 

Businesses in Malaysia are becoming more 
integrated globally and gaining exposure 
to the better management practices of 
multinational corporations. 

”“ 
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Case study: Maybank – Kim Eng 

In 2011, Malayan Banking (Maybank) 
returned to the M&A arena after a three-
year hiatus with its acquisition of brokerage 
firm Kim Eng Holdings. Maybank had a less 
than desirable track record when it came to 
M&A and integration strategies, and from 
the outset skeptics descended on the deal. 
Would Maybank be able to manage the Kim 
Eng name without eroding its brand value  
or reputation? And would Kim Eng be 
resistant to the acquisition?

Maybank used candor to pave over any 
rough patches between itself and the 
brokerage firm. To ensure a smooth 
transition, Maybank kept Kim Eng 
employees up to date and out of the dark 
as the deal progressed. It also retained 
key managers to oversee the integration 
and execute a successful business plan for 
the combined entity. Kim Eng employees 
were not left out either. A comprehensive 
retention program was extended to other 
key staff, not just upper-level managers. 

Leadership at both Maybank and Kim Eng 
shared a compatible response to change: a 
thorough, meticulous approach as opposed 
to one pushed through posthaste . This, in 
addition to candor, allowed an environment 
of mutual understanding and trust to 
develop between the two companies.

While Maybank’s use of the drivers 
of intangible capital may have been 
inadvertent, its decision to acquire Kim 
Eng was rooted in the banker’s long-term 
expansion strategy. Maybank had a strong 

commercial banking presence in Southeast 
Asia, but its regional investment banking 
services were limited. Adding Kim Eng –  
a rare gem with its operational efficiency, 
impressive earnings record and brand name 
of excellence in the brokering industry - to 
its repertoire of services would expedite its 
regional expansion, according to a Financial 
Times report.

Aside from Kim Eng’s operational scope, 
decision-makers at Maybank were more 
focused on Kim Eng’s experienced and 
much-lauded management team that would 
offer new insights into the regional market. 
Keeping key management figures on board 
was also paramount – clients would be 
quick to realize a decline in services if existing 
leaders at Kim Eng suddenly disappeared 
from the helm.

Post-merger, results for both sides met 
expectations. Maybank strengthened its 
position in the debt capital market. By mid-
year 2012, Kim Eng had provided substantial 
impetus to Maybank, with the Malaysian 
bank recording a 21 per cent increase in net 
profit from the previous year. International 
operations in Singapore, Indonesia, and 
Vietnam also reported higher earnings for 
the half-year.

With candor Maybank ensured a smooth 
transition for Kim Eng into the Malaysian 
banker’s fold. Compatible response 
provided common ground between the  
two to merge and move forward together 
at their own pace. 
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Singapore

With electronics manufacturing and financial 
services making up a large part of its 
economy, the city-state is no newcomer to the 
value of intangible capital. Much like Hong 
Kong, M&A activity in Singapore has centered 
on buys into the financial and business 
services, and TMT sectors. Since 2003, by 
volume, these transactions totaled 278 and 
combined value was more than US$30 billion, 
according to Mergermarket data. 

Deals in the aforementioned sectors 
saw international corporations entering 
Singapore to buy established companies, 
their industry acumen, and business 
structures – key elements of intangible 
capital. For example, in 2012 Australian 

Webjets bought Zuji Travel, an online travel 
agency, because of its recognizable name 
and popularity among customers; US 
design company Nelson Miller bought 
KDM, a global provider of user interfaced 
components, for its expertise in design 
and management structures; and German 
Wirecard purchased Systems@Work, 
a mobile phone cross-platform secure 
payments service, to boost its presence in 
the mobile consumer space and to integrate 
the Singaporean company’s organizational, 
relational and human capital into its own. 

It was the consumer sector, however, where 
a true battle for brand was waged in late 
2012. For several months, Thailand-based 

One of Asia-Pacific’s ‘tiger’ economies, the advanced-economy 
of Singapore is a leader in M&A activity in Southeast Asia. With 
low barriers to entry, a good ecosystem of companies, and sound 
corporate governance structures, Singapore is a prime investment 
destination. It also provides an adequate jumping point for investors 
that want to explore the surrounding region. 
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TCC Group and Indonesia’s Lippo Group were 
embroiled in a bidding war over Singaporean 
Fraser&Neave (F&N), a renowned maker of 
popular beverages. F&N would have given 
the winner a leading market share in the 
Singaporean beverage space. Additionally, 
it would have added a popular brand and 
expertise in the beverage space to the buyer’s 
portfolio. Bidding ran into the low billion-
dollar range, showing how willing potential 
buyers in Southeast Asia are for brand.

Foreign brands, too, have recognized  
the need for using established names and 
structures in Singapore to gain a foothold  
in the market. In July 2012, Heineken 
bought a controlling stake in Singapore-
listed Asia Pacific Breweries (APB). The 
European beverage giant would use APB’s 
brewing expertise and management to 
bring its line of alcoholic beverages to the 
Southeast Asian market. Similarly, Japanese 
Suntory completed its acquisition of Cerebos 
Pacific Limited, a producer of consumer 
goods, to help broaden its business 
operations across the region. Overall, the 

consumer sector has seen 83 deals worth 
close to US$50 billion since 2003, according 
to Mergermarket data. Singaporean 
corporations have been acquisitive in the 
consumer and TMT sectors, accounting for 
13 per cent and 14 per cent of activity since 
2003. These deals have helped Singaporean 
telecom providers and retailers expand 
operations in the region by acquiring know-
how in these rapidly expanding sectors.

Since 2003, Singaporean deal-makers also 
showed considerable interest in energy  
(54 deals worth more than US$9 billion) and 
industrials (65 deals worth more than US$3 
billion). Aside from ensuring energy security 
and manufacturing innovations, these deals 
also secured management talent, expertise 
in the field, and various other benefits. Many 
of the deals were made by the country’s 
sovereign wealth fund Temasek Holdings 
and a list of local private equity firms, both 
trying to add value to other portfolio assets 
by bringing in experts and innovators from 
each sector. 

Announced 
Date

Status Target 
Company

Target  
Sector

Target  
Country

Bidder 
Company

Bidder  
Country

Seller  
Country

Deal 
Value 

US$(m)
11/15/2012 P Fraser & Neave 

Limited
Consumer Singapore Consortium 

for Fraser & 
Neave

Singapore Japan  13,537 

07/20/2012 P Asia Pacific 
Breweries 
Limited  
(58.1% stake)

Consumer Singapore Heineken N.V. Netherlands  6,593 

12/15/2006 C Singapore 
Aircraft 
Leasing 
Enterprise

Financial 
services

Singapore Bank of China 
Limited

China Singapore  3,234 

03/14/2008 C Tuas Power 
Limited

Energy Singapore SinoSing 
Power Pte Ltd

China Singapore  3,103 

05/27/2010 C Parkway 
Holdings Ltd 
(77.66% stake)

Medical Singapore Khazanah 
Nasional 
Berhad

Malaysia  2,861 

P= Pending    C= Completed

Top M&A deals (2003-2012)
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Telecom giant SingTel and mobile advertising 
start-up Amobee could not have been more 
different. SingTel was a regional telecom 
provider with a vast network. Amobee was 
a small tech startup from Silicon Valley 
that had only recently opened a branch in 
Singapore. SingTel  had a rigid, disciplined 
management culture. Amobee embraced the 
entrepreneurial, adventurous spirit typical of 
startups. Yet, when SingTel bought Amobee 
in 2012, the negotiations and integration 
were a huge success. 

The deal’s success rested in SingTel’s 
approach. SingTel recognized the value of 
Amobee’s innovative staff and outside-the-
box management style. More than a leading 
provider of advertising solutions and 
services, Amobee had talent and foresight, 
an invaluable intangible capital, that would 
help SingTel expand its business scope into 
the mobile consumer sphere. 

When it approached Amobee, SingTel 
extended a handsome acquisition 
offer – more than US$320m – but more 
importantly the promise that it would not 
interfere with staff management. It would 
also allow Amobee to operate with a great 
degree of autonomy. 

Aside from SingTel’s candor, the match-
up proved successful due to the mutual 
understanding of the risks that would 
arise post merger. Making innovations and 
breaking into new digital territory were 
at the heart of both companies’ forward-
looking ambitions. Both understood that past 
successes in their respective fields would not 
guarantee a profitable future, especially since 
expanding their business scope would mean 
competing with the likes of Google and other 
internet giants for online advertising dollars. 

Another contributor to the two companies’ 
success was their compatible response to 

short-term goals: a quick entry into the 
mobile advertising space in Asia-Pacific 
with irresistible consumer content. To 
realize this goal, SingTel directed Amobee 
to make acquisitions of its own, buying up 
promising internet start-ups in an effort to 
create a diverse, industry-spanning portfolio. 
As a market leader in the digital marketing 
space, Amobee would know exactly what 
companies to target.

Amobee followed through, purchasing 
AdJitsu, a provider of 3D interactive mobile 
advertising, in May 2012. The smaller ad 
company added considerable value to both 
companies since 3D technology was rising 
in popularity among consumers across  
Asia-Pacific.

The acquisition provided both SingTel  
and Amobee with numerous benefits 
to their operations, balance sheets, and 
future aspirations. While allowing SingTel  
to enter the mobile advertising game,  
the acquisition also positioned Amobee  
to expand into the bustling Asian market. 

By using candor SingTel prevented 
Amobee’s talented team of tech gurus from 
abandoning their company. Instead, SingTel 
persuaded them that they would not lose 
complete control over the company they 
helped found. Similarly, despite divergent 
management styles, the staff of both 
companies had a shared appetite for risk  
and was willing to commit themselves with a 
compatible response to achieving short-term 
goals that would yield long-term benefits. 
Today, while Amobee enjoys greater access 
to the Asian market via SingTel’s network, 
SingTel is using the Amobee deal as a 
blueprint for continued M&A in the digital 
advertising and start-up space.

Case study: SingTel – Amobee 
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Thailand

Following the financial crisis, outbound 
M&A has increased markedly. The year 2009 
saw Thai businesses make 10 acquisitions 
abroad worth US$500 million. The next two 
years saw more promising figures: 19 deals 
worth US$6.7 billion in 2010 and 16 deals 
worth US$5.2 billion in 2011. During that 
time, state-owned oil and gas group PTT 

bought Canadian Statoil in a bid to enhance 
its own internal structure and acquire 
management expertise. 

That same year, Thai Union bought French 
MW Brands, a specialist in canned seafood 
and other frozen foods. The acquisition 
reinforced Thai Union’s position in the 

Announced 
Date

Status Target 
Company

Target  
Sector

Target  
Country

Bidder 
Company

Bidder  
Country

Seller  
Country

Deal 
Value 

USD(m)
02/25/2011 C PTT Aromatics 

and Refining 
Public 
Company Ltd

Chemicals 
and materials

Thailand PTT Chemical 
Public Company 
Limited

Thailand  5,704 

01/23/2006 C Shin 
Corporation Plc

Telecommu-
nications

Thailand Temasek Holdings 
Pte Ltd

Singapore Thailand  4,259 

01/27/2006 C Advanced Info 
Service PCL

Telecommu-
nications

Thailand Temasek Holdings 
Pte Ltd

Singapore  3,650 

06/01/2005 C IRPC Public 
Company Ltd  
(61.5% Stake)

Chemicals 
and materials

Thailand PTT Public 
Company 
Limited (PTT); 
The Government 
Pension Fund of 
Thailand; Vayupak 
Mutual Fund 
One (VMF-1); 
Government 
Savings Bank 

Thailand Thailand  3,303 

07/23/2007 C Rayong 
Refinery Public 
Company 
Limited

Energy Thailand PTT Aromatics and 
Refining Public 
Company Ltd

Thailand  2,588 

P= Pending    C= Completed

Like regional neighbor Indonesia, Thailand’s M&A scene is 
dominated by family-run conglomerates and cash-rich tycoons. 
Having grown and expanded domestically in recent years, these 
companies are looking to branch out beyond Thailand’s borders, 
engaging in high-profile, high-risk M&A as they try to prove their 
worth among regional and global rivals. 

Top M&A deals (2003-2012)
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European seafood market to gain further 
business opportunities in the future  
through customer base, distribution, and 
brand leadership. Company managers 
stated that Thai Union was less interested  
in building or taking over factories, but 
more in the established marketing and 
brand names, which if taken over, would 
enable their company to penetrate the 
European seafood market, overcome trade 
barriers, and add value to their company.

In 2011, Thai conglomerate Charoen 
Pokphand Group (CP Group) bought a Hong 
Kong-based investment holding company 
for US$2.3 billion.

The past year has seen a number of Thai 
businesses catch the world’s attention with 
several headline-making buys abroad: 15 
acquisitions to the tune of US$27 billion. 
PTT was particularly acquisitive, making 
forays into the UK and Singapore to 
purchase oil and gas assets worth more 
than US$2 billion, as well as tacit know-
how and innovation. Similarly, CP Group 
made a high value acquisition by adding 
China-based insurance provider Ping An 
to its portfolio for more than US$9 billion. 
The purchase also brought a skilled staff of 
experts in their field and core operational 
structures, both critical intangibles, under CP 
Group’s corporate umbrella. 

It was TCC Group, owned by tycoon Charoen 
Sirivadhanabhakdi, that put Thai businesses 
under the spotlight with its US$10 billion 
acquisition of Fraser&Neave (F&N), the 
Singapore-based beverage brand and, in 

essence, its vast and diverse consumer base. 
Competition for F&N became heated over 
the summer, pitting Indonesian Lippo Group 
against TCC. A bidding war escalated into the 
fall, with TCC winning out in early 2013. 

While these deals illustrate a micro view  
of outbound activity, few Thai companies 
have been able to diversify successfully 
outside of Thailand. Experts point out that 
the Thai market is something of a closed 
shop, with select companies – mostly those 
family-run or owned by the state – enjoying 
privileged positions. 

However, once they venture abroad, these 
companies find that the environment there 
is more competitive than in Thailand. Cash is 
often a non-issue, since most Thai companies 
looking abroad have solid balance sheets and 
are able to borrow to acquire assets. Rather, 
lack of solid management resources and 
general inexperience can hinder a successful 
overseas venture. Complex business 
ecosystems and cultural obstacles also stand 
to occlude deals beyond Thailand’s borders.

The Thai government is also pushing 
forward its market economy and corporate 
governance to be more transparent with the 
hopes of raising Thailand’s attractiveness 
to foreign investors. This will help boost the 
country’s M&A profile, which has seen an 
uptick in activity from foreign acquisitive 
corporations in recent years. Inbound M&A 
in 2009 totaled just 5 deals worth US$400 
million, a number that has since been 
replaced with 20 deals worth US$3.6 billion 
for 2012, according to Mergermarket data.
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Case study: Tesco – Charoen Pokphand

When Tesco decided to acquire Charoen 
Pokphand (CP) to enter the Thai retail market, 
managers and employees on both sides of 
the deal table weren’t sure what to expect. 
Tesco was one of the largest retailers in 
the United Kingdom. CP was a well-known 
business in Thailand’s domestic market but 
had little international recognition. Neither 
was particularly well-versed in M&A. Cultural 
obstacles could also hamper the deal.

Despite Tesco’s relative inexperience with 
acquisitions in Asia, a fact compounded 
by CP’s lack of experience with Western 
companies, the transaction was completed 
almost effortlessly, due largely to candor. 
From the beginning, an effective rapport was 
established and candor was used between 
Tesco and CP. Trust between the two was 
quick to blossom  as CP and Tesco established 
open lines of communication with their 
respective employees, in addition to speaking 
openly and optimistically about the deal.

Similarly, both companies shared a 
compatible response  as the deal unfolded. 
Tesco would introduce its traditional 
business structure to its Thai partner.  
CP prepared accordingly for this change, 
and eventually began adopting many of 
Tesco’s management practices in the post-

merger integration phase. Additionally, 
Thai managers were invited to Tesco’s 
headquarters for training. Employees were 
given adequate time and proper direction 
to learn and adapt to Tesco’s ways.

Tesco managers approached the deal with a 
high degree of flexibility. Since each market 
was unique, a similar unique approach 
would be necessary. Tesco also embraced 
localization, allowing Tesco-CP stores to 
operate according to Thai consumer demands 
but with foreign management oversight. 

Both CP’s and Tesco’s approach contributed 
immensely to the success of the merger. 
Tesco’s management was effective in 
entering the Thai market; CP’s leadership  
was open and willing to help the UK 
company navigate previously uncharted 
waters while making internal changes to 
adjust to Tesco’s business practices and 
standards. With candor and compatible 
response, the merger successfully allowed 
Tesco to create a foothold in Thailand. 
The merger provides an excellent lesson in 
how incorporating the drivers of intangible 
capital into the M&A equation can maximize 
results and produce a combined entity 
utilizing best practices from two distinctly 
different business cultures.
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Vietnam

Overall inexperience and a lack of 
sophistication may be keeping these 
companies within Vietnam’s borders. This 
trend could be reversed as foreign buyers, 
a mix of strategics and private equity 
investors, target Vietnam, bringing with 
them experience in M&A and management 
talent to improve internal structures at 
Vietnamese companies. 

On the sell side, Vietnam has much to offer.  
The last quarter century has seen the 
Southeast Asian country undergo a 
transformation from despondently 
impoverished to rapidly emerging. Local 
companies have also enjoyed the wave of 
prosperity, many growing to sizes that have 
made them noticeable to foreign companies 
trying to enter the Vietnamese market. As 
they have grown, these companies have also 
incubated a variety of intangible capital, from 
employees skilled in their field to a number  
of growing domestic brands. 

Deal activity has increased from meager 
figures in 2009, 16 deals valued at US$760 
million, to moderate growth in 2012, 27 
deals worth US$3.4 billion, according to 
Mergermarket data. M&A activity saw an 

upsurge in recent years as the government 
urged SOEs to sell off their non-core assets 
and begin privatizing operations. 

Overall, deal activity is low in Vietnam 
compared to its regional neighbors due  
to few targets. This trend is likely to change 
as Vietnam’s impressive economic growth 
provides impetus for domestic companies 
to grow and improve their performances.

The current inbound wave has seen 
Vietnamese companies being courted by 
investors from South Korea and Thailand. 
Japanese companies, looking for an 
alternative to China, have also been active, 
with Mizuho’s investment in Vietcombank in 
2011 setting a precedent for other Japanese 
corporates. Similarly, Japanese beverage 
maker Suntory and retailer Unicharm made 
purchases into this market in 2012 and 
2011, respectively. 

The consumer segment should also see 
an increase in M&A due to the expected 
population increase in Vietnam. Also, given 
Vietnam’s  increasing discretionary income, 
sectors related to domestic consumption  
will be especially targeted.

As Indonesian and Thai companies gear up to expand abroad, 
Vietnamese companies remain content exploring similar strategies on 
the homefront. Mergermarket data shows that Vietnamese companies 
have been hesitant to venture into cross-border activity. Since 2009, the 
country had only one outbound M&A transaction: Viettel’s purchase of 
telecommunications assets in Haiti for US$59 million. 
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In the private equity space, deal activity 
has been lackluster. While private equity 
houses are eager to enter the market, 
investment has remained in the planning 
and fund-raising phase. The year 2012 saw 
little to no private equity activity, with the 
only noticeable buy coming in 2011 when 
US-based Kohlberg Kravis and Roberts (KKR) 
bought a minority stake in Masan Group for 
US$159 million. That deal positioned KKR to 
harness Masan’s rising prominence in the 
Vietnamese market. It also allowed KKR to 
help Masan develop its intangible capital to 
position it to become a major market force 
in Vietnam and Southeast Asia.

In the year ahead, more stabilized 
macroeconomic conditions and attractive 
valuations will provide incentives for 
investment in the country. Investor sentiment 
will also likely improve given Vietnam’s 
efforts to fight inflation as well as maintain 
a stable currency and low interest rates. 
The government is committed to carrying 
out reforms and restructuring banks, 
SOEs and public investment, according to 
Mergermarket intelligence.

Announced 
Date

Status Target 
Company

Target  
Sector

Target  
Country

Bidder 
Company

Bidder  
Country

Seller  
Country

Deal 
Value 

US$(m)
10/18/2010 P Stakes in 

Petromonagas,  
Nam Con Son 
Pipeline and 
Terminal , 
Petroperija SA, 
Boqueron SA

Energy Vietnam TNK-BP 
International 
Limited

Russia United 
Kingdom

 1,800 

02/16/2012 C ConocoPhillips 
Company 
(Vietnam 
business unit)

Energy Vietnam Perenco S.A. France USA  1,290 

05/30/2011 P C.P. Vietnam 
Livestock Co., 
Ltd.  
(70.82% Stake)

Agriculture Vietnam C.P. Pokphand 
Co. Ltd

Hong 
Kong

Thailand  608 

09/30/2011 C Bank for Foreign 
Trade of Vietnam 
(Vietcombank) 
(15% Stake)

Financial 
Services

Vietnam Mizuho 
Corporate Bank, 
Ltd.

Japan  568 

04/25/2012 C Hanoi Building 
Commercial Joint 
Stock Bank

Financial 
Services

Vietnam Saigon-Hanoi 
Commercial 
Joint Stock Bank

Vietnam Germany  271 

P= Pending    C= Completed

Top M&A deals (2003-2012)



51

In Vietnam’s fast moving consumer goods 
market, coffee is becoming king, quickly 
supplanting traditional exports like rice and 
garments. The marriage between Masan 
Consumer and Vinacafe Bien Hao was meant 
to make the two companies members of the 
newly rising royal court. 

Breaking into the Vietnamese coffee market 
would pit the duo against stiff competition 
among the nation’s leading brands. 
Fortunately, both Masan and Vinacafe shared 
similar risk profiles due to their experience in 
the consumer goods industry. Management 
at Masan and Vinacafe understood the risks 
of engaging in the highly competitive 
coffee market and prepared accordingly 
with a calculated approach. Now under the 
Masan corporate umbrella, Vinacafe could 
use Masan’s marketing acumen to improve 
its own sales tactics while popularizing its 
products. For Masan, it was getting the coffee 
industry expertise and brand it so desired,  
as well as a strong platform to pursue growth 
in the coffee sector. 

Once a decision was made to enter the 
Vietnamese coffee sector, leadership at 
Masan was quick to act. Vinacafe was 
equally quick to respond. The plan to acquire 
Vinacafe was announced on September 8, 
2011 and Masan successfully completed 
the tender in October. Overall compatible 
response to timeframes allowed the deal 
to be completed with ease. The compatible 
response might be due to the similar 
decision-making capabilities of  Masan and 
Vinacafe. Masan has the expertise and is well-
placed to expand into fast moving consumer 
goods while Vinacafe has the experience of 
emerging as a leading brand in the highly 
competitive coffee market. 

Masan’s acquisition of Vinacafe provided 
a rush of energy, a needed boost that 
would help both propel themselves into 

the increasingly aggressive Vietnamese 
coffee market. Masan, a major holder of 
market share in the consumer sector, would 
provide Vinacafe a platform for marketing 
and distribution; Vinacafe gave Masan a 
reputable coffee brand and its first steps 
into the burgeoning coffee market. 

In addition to holding a strong position  
in Vietnam’s coffee market, Vinacafe had a 
recognizable domestic brand – its strongest 
intangible capital – one that could, with 
time and tending, be turned into a globally 
recognized name. Helping Vinacafe reach its 
international potential could also provide 
Masan an outlet to internationalize as well, 
reaching out to new markets in Southeast 
Asia and Asia-Pacific. 

Masan also benefitted from close client 
relationships to pave its first steps into the 
burgeoning coffee market. Just as Truong 
Cong Thang, CEO of Masan Consumer, 
commented, “Coffee is a core consumer 
product in Vietnam and requires a deep 
understanding of consumer behavior.” 
Furthermore, Vinacafe also had an 
established nationwide distribution network 
and owns intellectual property in processing 
instant coffee. These were some of the many 
intangibles that Masan acquired from the deal.

Masan’s goal of entering the coffee 
sector proved successful. After the deal 
was signed, the merger remained stable. 
Both companies are moving forward 
with stated plans. Vinacafe has initiated 
robust expansion efforts, highlighted by 
the planned opening of its third instant 
coffee plant in the first quarter of 2013. 
Encouraging growth prospects, new 
products and future development plans 
helped and will continue to solidify Masan-
Vinacafe’s position in the US$500 million 
Vietnamese coffee market. 

Case study: Masan – Vinacafe 



Managing intangible capital in M&A52   

©2013 Hay Group. All rights reserved

Australasia Country Profile: Australia

Over the past decade, Australia has 
attracted increased attention from China 
and India, as well as other countries across 
Asia-Pacific, as the emerging powerhouses 
look for resources to keep growth engines 
humming. Similarly, developed economies, 
led by the US and United Kingdom, have 
joined the rush for Australian energy assets. 

These copious reserves are reinforced by 
Australia’s advanced infrastructure, large 
talent pool and emphasis on innovation. 

Economic growth in the low-to-mid single 
digits, low inflation and a manageable 
unemployment rate also add to Australia’s 
prospects, creating a number of companies 
with organizational, relational and human 
capital that are catching the attention of 
other Asia-Pacific investors, according to  
the World Bank.

Unsurprisingly, M&A activity in Australia 
is among the highest in Asia-Pacific. Since 
2003, the country has seen 3,722 deals worth 

Rich in natural resources, Australia has been enjoying an economic 
boom as demand for its reserves of coal and iron ore attracts 
international investors and drives growth. These abundant resources, 
matched with advanced mining technology and a thriving services 
sector, have allowed Australia to become a leading mining nation  
and a high-ranking destination for inbound M&A. 

Announced 
Date

Status Target 
Company

Target  
Sector

Target  
Country

Bidder 
Company

Bidder  
Country

Seller  
Country

Deal 
Value 

US$(m)
05/13/2008 C St George Bank 

Ltd
Financial 
Services

Australia Westpac 
Banking 
Corporation

Australia  17,936 

07/02/2007 C Coles Group 
Limited  
(88.7% stake)

Consumer: 
Retail

Australia Wesfarmers 
Limited

Australia  16,290 

10/27/2006 C Rinker Group 
Limited

Construc-
tion

Australia Cemex SA de CV Mexico  15,551 

11/15/2010 C AXA Asia Pacific 
Holdings Limited

Financial 
Services

Australia AMP Limited Australia France  13,094 

08/17/2011 C Foster's Group 
Limited

Consumer: 
Other

Australia SABMiller Plc United 
Kingdom

 12,925 

P= Pending    C= Completed

Top M&A deals (2003-2012)
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US$611 billion, due in no small part to buys 
in the energy and mining sectors. 

Regional suitors in search of Australian 
buys range from Chinese SOEs to Japanese 
corporations and even South Korean family-
run conglomerates. In addition to resources, 
these companies are also acquiring valuable 
experience and best practices to improve 
their own business operations and continue 
their forays into foreign markets. 

Another developing inbound trend has 
seen Chinese investors targeting Australia’s 
food and agriculture sectors in an effort to 
secure upstream. Dairy, wine, sugar, beef 
cattle, cotton and grains, will continue to be 
the most in-demand segments, according to 
Mergermarket intelligence.

China’s strategy involves sourcing Australian 
products to take back to China to increase 
domestic market share and tap its middle 
and upper classes. Chinese consumers trust 
Australian produce, especially in the wake of 
food safety scandals in recent years.

Interestingly, research has shown success 
rates for Chinese inbound investors have 
increased over the past three years as they 
develop a better understanding and learn-
as-they-go approach to outbound M&A. 
A realization of the paramount nature of 
intangible capital and their associated drivers 
could also be guiding success rates. In 2010, 
only 40 per cent of transactions involving 
purchases from Chinese investors yielded 
value. That number has risen to more than  
80 per cent, Australian legal advisers say, 
perhaps as Chinese investors become more 
familiar with the regulatory environment. 

Since 2010, Australia had 40 deals with 
Chinese investors, many high profile, billion-
dollar deals with SOEs in the resources 
space, according to Mergermarket data.  
As China focuses its financial resources to 
the outback nation, Australian stakeholders 
and politicians are beginning to warm up to 
Chinese investment. 

 In addition to resources, these companies 
are also acquiring valuable experience  
and best practices to improve their own 
business operations.

”“ 
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Case study: Yanzhou – Felix Resources

In 2009, Yanzhou Coal Mining was on the 
brink of breaking new ground: completing 
the largest ever acquisition of an Australian 
mining company by a Chinese SOE. 

The deal process would be riddled with 
obstacles. That same year, another SOE saw 
its deal collapse due to miscommunication 
with the target company. Outcries from 
Australian politicians sealed the deal’s fate.

Undeterred , Yanzhou entered the Australian 
market, buying Felix Resources for US$2.5 
billion. While cultural differences were 
apparent from the start – highlighted by 
divergent management styles – the merger 
was completed smoothly and on time. 
Relations in the M&A space had historically 
been complicated between acquisitive 
Chinese companies and Australia. The 
fact that Yanzhou was inexperienced in 
outbound acquisitions also created doubts 
over whether it could properly manage a 
foreign-based company.

Yanzhou and Felix managers approached 
the merger under a united banner, sharing 
risk appetites and anticipating challenges 
beforehand. Aside from having to receive 
regulatory approval, various other 
challenges from politicians and public 
sentiment would lie in wait around almost 
every corner. The traditionally conservative 
approach to risk taking among SOEs was left 
behind in favor of one more adventurous 
and compatible with Felix.

Realistic expectations and timeframes 
for the merger were also established, 
allowing a compatible response to become 
established. Specifically, Yanzhou agreed 
to operate its local mines through a 
company incorporated and headquartered 
in Australia. Management and sales teams in 
the company would also be predominantly 
Australian to assist with the transition and 
ensure that goals and financial obligations 
were met. 

Following the merger, Yanzhou saw profits 
increase. Its first quarter net profits in 
2010 rose 191 per cent year on year. More 
importantly, the merger remained stable. 

Yanzhou had succeeded where other Chinese 
companies had failed. The acquisition, aside 
from securing resources, also saw the Chinese 
SOE gain access to a reputable Australian 
mining brand and skilled mining labor force. 

Both companies’ recognition of the risks 
involved in the maiden M&A of a Chinese 
SOE into the outback mining industry 
helped smooth the way for the deal’s 
success. Yanzhou’s willingness to approach 
Felix management without concealed 
intentions provided a catalyst for the 
companies to see synergies realized over  
a short period of time. 
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The power of intangible capital

M&A is about enhancing value, best illustrated in 
the 1+1=3 formula. Yet research today shows that a 
majority of M&A deals fail to reap expected returns. 
Hay Group’s Andreas Raharso explains that the 
reason behind this trend is that M&A practitioners 
are looking in the wrong places for answers to why 
deals fail. More focus should be placed on intangible 
capital and the triggers that keep them active.

In the business world today, is there wide 
enough recognition of the importance of 
intangible capital?

I think today most leaders or businesses 
come up short in their understanding of 
intangible capital. This in turn has a negative 
effect on the probability of M&A deals 
reaching success. This is really no fault of their 
own. It’s more so rooted in the established 
principle of accounting. 

The principle assumes that everything 
you buy has an active value. Let’s use the 
analogy of a gold bar. This particular asset 
will not change in value when you exchange  
it with another party. I can pay you cash, 
and you can give me the gold bar, but no 
matter what I do with this gold bar, it still 
holds its value. The basic assumption here is 
that this asset is active – it has value – as its 
starting point. 

The problem with intangible capital  is that 
this isn’t true. It’s not a passive interaction,  
it’s a human interaction. Things like leadership 
skills, employees, brand management, 
governance and others all need engagement 
to remain active. Otherwise, this capital will 
become inert. Hay Group research has found 
that it takes four critical drivers of intangible 
capital – candor, courageous follow 
through, calculated risk and compatible 
response – to stimulate the capital and keep 
it in its active, and therefore productive, state. 

To visualize this, let’s think about intangible 
capital in the context of a smartphone.  
As a buyer, you see the smartphone, you’re 
impressed with the smartphone, and so 
you want to buy it. But when I sell it to 
you, I forget to include the battery. So 
now it’s useless. That battery, however, is 
dated technology; it has been around for 
a while and is really nothing special, but is 

The drivers act as triggers, but by themselves 
have no value. Combined with intangible 
capital, they yield their actual value and  
full potential.

”“ 
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absolutely essential for the smartphone to 
work. This is also the nature of the drivers. 

The drivers act as triggers, but by 
themselves have no value. Combined with 
intangible capital, they yield their actual 
value and full potential.

Of Hay Group’s four critical drivers that 
keep intangible capital active, does 
any one of these triggers hold more 
importance than the others?

With these drivers, the more you have, the 
more likely your deal is to succeed. If you had 
to focus on one of the drivers, then it may 
be best to focus on candor, because candor 
is this critical factor that will lead to trust. 
In the M&A life cycle, especially during the 
post-merger integration phase, lost trust is 
the number one reason that deals collapse 
or fail to create value. If trust is lost, how can 
the two companies work together?

M&A deals need trust like hot-air balloons 
need hot-air. It shouldn't be a problem if  
the deal is genuinely structured as a win-
win. After all, employees need to be assured 
that the deal is in their best interest. Why? 
Because if rumors proliferate and fears 
begin to spread about job security they will 
jump ship and the company will lose value, 
not to its balance sheet, but to  
its portfolio of intangible capital. 

When trust breaks down within an M&A deal, 
it does so very quickly. Engineers call this a 
‘catastrophic failure’. Like a crumbling house  
of cards, it usually doesn't break down piece by 
piece. With M&A, once one or two assumptions 
come into question, it's amazing how 
questionable all the assumptions become. 

Avoiding this predicament is relatively 
simple: good management practices need 
to be ensured and to rely on candor as a 
driving force. 
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How are companies in Asia-Pacific 
embracing, or not embracing, the four 
drivers of intangible capital?

Different markets have different grasps 
of the drivers and how intangible capital 
factors into a merger or acquisition. From 
our research, however, we’ve found that 
most jurisdictions in Asia, most companies 
engaging in M&A outside their borders 
simply don’t have a profound grasp of these 
drivers. As a result, the outcomes of deals 
across the region are suboptimum.

We will from time to time see emphasis 
placed on one of the four drivers, usually 
candor, but more often than not this is done 
by serendipity. It’s not necessarily planned;  
it just happens. 

More importantly, even when some of the 
drivers happen to catch the attention of 
those involved in the deal process and 
are included in the agenda, they are not 
attended to early enough, despite the fact 
that the drivers are the cornerstone for other 
intangibles to function. Or in most cases, 
one or more of the four drivers belong to  
a group of several intangible capital  
factors such as brand that the acquiring 
company considers as critical to focus 
on in the post-merger integration phase. 
However, simultaneous focus on candor  
and brand will not produce an optimum 
result compared to sequential focus on 
candor followed by brand. Candor will 
ultimately create a strong brand but not 
otherwise in an M&A context.

Part of the reason for this is that 
corporations in Asia-Pacific are newcomers 
to M&A. They still have to develop that 
understanding of the fundamentals 
and various intricacies of M&A: it’s more 
than just buying a company, it’s buying 
intangibles like brand, client network, 
human capital and other assets as well. 
In some cases, potentially acquisitive 

companies in Asia-Pacific might not even 
know these drivers exist, so for the time 
being they’re still very much catching up 
with their Western counterparts. 

That’s not to say that companies in Asia-
Pacific do not have best practices for making 
acquisitions. In Japan, the Toyota Motor 
Company has a practice called ‘genba’ which 
means see with your own eyes. What Toyota 
will do is send managers and decision-
makers to a potential acquisition’s home 
country to meet executives and observe 
the challenges that company faces. Simply 
having indirect information acquired via 
the internet or through other channels is 
not a substitute for face-to-face interaction. 
Obviously this can be quite expensive – 
travel costs and the time element can add 
up – but really there’s nothing that can 
replace that on the ground experience. By 
doing this, Toyota is effectively improving 
its understanding with the company it will 
acquire, creating a rapport and paving the 
way to manage the relationship with candor.

While various other cultural differences 
may currently be hindering countries from 
realizing higher success rates in terms of 
deal completion, this will likely change as 
Asia-Pacific adapts to the Western model 
and customizes it to fit their own approach 
to M&A. What’s most important for the time 
being is that the drivers of intangible capital 
be kept at the center of the managerial 
agenda, especially during the post-merger 
integration phase. 

The drivers of intangible capital are not 
rocket science – they’re much easier to 
understand and implement – but in many 
ways they are more important than rocket 
science. When effectively engaged they have 
enormous potential to see the deal through 
to a successful and lucrative completion. 
Otherwise, the odds of realizing returns or  
a profitable matchup drop significantly.
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However, few dealmakers have factored in 
the intangible risks involved in investing 
in India. Of the deals we’ve followed, only 
one in 2012 improved intangible value 
post acquisition. While the pharmaceutical 
and energy sectors have been hotbeds of 
M&A activity, deals in these sectors have 
seen their intangible value almost halved 
after deal completion. This translates into 
billions of rupees lost. While best practices 
indicate that leveraging intangible capital 
early in the deal process creates significant 
post deal gains, in most cases this planning 
happens by chance.

Conducting M&A in India does not require 
a secret formula; nor should it blindly copy 
Western models which themselves have yet 
to prove their worth. Each transaction must 
be handled on an individual basis and with 
special attention paid to intangible capital. 

Today, India has the advantage of candor 
management, a critical driver that can lead 
to deal success, but what is missing is a 
conscious effort to focus on this driver and 
others during deal negotiations and the rest 
of the M&A process. Over the years, Indian 

practitioners have also grown more adept at 
risk management, so calculated risk is also 
on India’s side. 

On the other hand, many deals have  
fallen victim to stalled progress and have 
become caught in the web of delayed 
decision-making. As such, courageous follow-
through has emerged as an area of concern 
when executing M&A in India. Compatible 
response is another critical driver where M&A 
practitioners need to work on. Even smaller, 
more agile companies freeze after completing 
a deal, missing the critical window for change. 
Therefore, many lessons need to be learned 
to become more effective managers of the 
critical drivers for intangible capital. 

Mitali Bose 
Director and building effective 
organizations practice leader 
Hay Group India

Insights on intangible capital: India

With the ongoing Eurozone crisis and patchy 
recovery in the United States, the Indian M&A market 
experienced depressed activity in the last quarter 
of 2012. Nonetheless, prospects for the year ahead 
remain strong as a depreciating rupee and continuing 
reform in sectors previously inaccessible to FDI make 
the country more accessible. 
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Insights on intangible capital: Japan

However, the Japanese trail for M&A is 
littered with cases of failed deals and 
collapsed negotiations. From these failures, 
and complemented by stories of success, 
Japanese corporations have accumulated 
volumes of experience and knowledge. 
The M&A best practice ‘genba’ has spread 
quickly among dealmakers and is helping  
to add new chapters to the Japanese cross-
border success story.

In our sample study, only one-third of 
cross-border deals saw the value of 
intangible capital decrease, and overall, 
Japan showed the lowest reduction in 
intangible values post-deal in Asia-Pacific. 
Their use of candor has been rewarded for 
the long-run. 

However, domestic deals do not share such 
success. More than 80 per cent of domestic 
cases still see decreased intangible value 
post-merger. This reminds us that having 
the same national culture and speaking 
the same language will not guarantee 
value creation in M&A. Therefore, even in 
domestic transactions, Japanese dealmakers 
should emphasize the critical drivers to 
yield deal success just as they do when 
conducting cross-border deals. 

Junichi Takinami 
Principal consultant 
Hay Group Japan

Over the past year, Japan has weathered through the 
challenges of a volatile global economy and natural 
disasters. As a more developed market, Japan is active 
across multiple industries for M&A. Japanese business 
leaders have left their marks on deals involving 
financial service, pharmaceutical, electronics, FMCGs, 
energy and natural resource companies. 
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Regional Summary: Mishandled intangibles? 

Integrating intangible capital is a challenge for all acquisitive 
companies. Regardless of experience, M&A practitioners in Asia-
Pacific have failed to yield the full potential of their deals, with most 
seeing the value of their acquired intangible capital erode over time.

Throughout Asia-Pacific, almost two out 
of three companies engaged in M&A saw 
the value of their acquisitions and affiliated 
intangible capital decline. Regionally, 
dealmakers saw an average decline of  
these assets of 38 per cent from the time 
of acquisition. Even in advanced economies 
like Australia and Hong Kong, where 
M&A practices and structures are more 
established, these rates were high, showing 
that room exists for all Asia-Pacific M&A 
practitioners to learn to become better 
managers of their intangibles.

Another interesting trend that emerged  
was buyer inability to produce returns  
even through domestic transactions.  
Of  thedeals analyzed, domestic transactions 
accounted for 58 per cent of the total of those 
that had a decreasing value of intangible 
capital. Despite being familiar with business 
practices and cultural intricacies in their 
home markets, Asia-Pacific buyers were by 
and large unable to yield value from their 
domestic deals. 

Companies in China and Hong Kong 
fared particularly poorly, with each of the 
listed businesses in the analysis seeing a 
decline in value of their intangible capital 
(figure five). For example, Ping An Insurance 
Group’s US$2.2 billion acquisition of a stake 
in Shenzhen Development Bank (SDB) 
in 2010 saw a decline in SBD’s intangible 
worth close to US$6 billion. It was Australia, 

however, that saw the most striking decline 
in intangible capital with average value 
sinking 60 per cent. Conversely, Japan had 
the lowest decline in intangible capital at 
just 19 per cent. 

According to the data, however, benefiting 
from M&A may have less to do with 
geography or bidder experience and more 
to do with target sector. Overall, energy 
and mining saw the largest declines, an 
average of 63 per cent of intangible worth, 
among Asia-Pacific companies, followed by 
industrials and chemicals at 47 per cent. 

These sectors, whose intangibles typically 
include organizational capital (one of the 
three pillars of Hay Group’s intangible capital 
model), are particularly susceptible to loses 
in intangible value – mismanagement 
can often lead to a breakdown of an 
organization’s internal structures. Similarly, 
human capital comes into play in this 
sector, and a lack of communication with 
employees and management can lead to 
discontent among the ranks and an inability 
to retain key staff. Utilizing the drivers of 
intangible capital, therefore, is crucial in 
these deals, where deal values are typically 
high and the costs of seeing a deal fail are 
even higher. 

Not all deal-makers failed in their M&A 
pursuits or saw their intangible capital 
deteriorate. Buys into technology, media  
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and telecommunications (TMT) and 
financial services saw the most value 
created. These two sectors are abundant 
in intangible capital like research and 
development, brand reputation, consumer 
confidence, internal and external networks, 
and workforce skills and talent. Indeed, 
recent research reinforces this point by 
showing that sectors with higher levels 
of intangible capital tend to enjoy higher 
returns – that is, if those intangibles are 
managed accordingly.

By adopting a more aggressive approach to 
keeping intangible capital active using Hay 

Group’s four drivers, Asia-Pacific buyers can 
increase the value of their deals and decrease 
the per cent of intangible value lost. Indeed, 
when these intangibles between buyer 
and seller are effectively integrated, the 
resultant synergy will spark returns much 
greater than the sum of each company’s 
parts. Conversely, incompatible intangibles 
or divergent interests between companies 
will lead to value destruction. Fine-tuning 
their understanding of intangibles and 
actively implementing the four drivers will 
be crucial for businesses across Asia-Pacific 
as they expand their regional forays into 
global outbound ventures. 

Jurisdiction Average % decline in intangible capital
 Australia -60%

China -48%

Hong Kong -50%

India -46%

Indonesia -27%

Singapore -30%

South Korea -30%

Japan -19%

Malaysia -25%

Thailand -31%

Vietnam n/a

Region Average % decline in intangible capital
North Asia -37%

South Asia -46%

Southeast Asia -28%

Australasia -60%

Figure five:  Value lost at listed companies across Asia-Pacific
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Finding created or lost value

Using Mergermarket data and publicly 
available information, Mergermarket and 
Hay Group analyzed a pool of publicly 
listed companies in Asia-Pacific that had 
been acquired between 2007 and 2010. 
Companies came from ten of the eleven 
jurisdictions analyzed in this report, and 
excluded Vietnam due to insufficient 
available data. 

Market cap and book value were used to 
calculate each company’s Tobin’s q. ratio This 
ratio between a firm’s market value and the 
replacement costs of its tangible capital, was 
calculated from the time of acquisition and 
with current market data. A positive shift was 

recorded as an increase in intangible capital 
value, while a negative shift was noted as  
a decrease in that value. 

The value of each firm’s intangibles was 
estimated by calculating the difference 
between the firm’s market value and the 
replacement cost of its tangible assets. 
These values were also calculated from the 
time of deal completion and compared to 
current available data. 

Figures were calculated using information 
from each country’s respective stock exchange 
and then converted from local currencies into 
US dollars as of February 25, 2013.

Methodology
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About Hay Group

Hay Group is a global management 
consulting firm that works with leaders to 
transform strategy into reality. We develop 
talent, organize people to be more effective 

and motivate them to perform at their best. 
Our focus is on making change happen and 
helping people and organizations realize 
their potential. 

About Hay Group’s R&D Centre

Hay Group’s global R&D centre for strategy 
execution researches best practices in 
strategy execution globally. Based in 
Singapore, the centre provides a unique 
East- West perspective for business leaders 
all over the world. Our research helps 
provide insightful advice to executives 
looking to build effective organizations 
for the future. The centre combines Hay 

Group’s long-standing research tradition 
with extensive client experience, database 
and global expertise located in 85 offices 
across 48 countries. We aim to nurture an 
eco-system for global research through 
open collaboration with academia and 
professional institutions around the world  
to help business leaders transform their 
vision into reality. 
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The finances may look attractive but with any M&A deal, lots 
of things require your attention and all at the same time.  
According to our surveys, some 54 per cent of the business  
leaders stated that neglecting to audit non-financial assets such 
as business culture increases the chances of failure.

Getting the balance right between two sets of people,  
processes, structures as well as maintaining strong  
relationships with clients is critical, but can be time- 
consuming and difficult to prioritize. 

Hay Group works with business leaders before, during and 
after a deal to plan each stage and put the appropriate steps in 
place to deliver a smooth integration process.

afford to get  
Can you

it wrong?





Africa
Cape Town
Johannesburg
Pretoria

Asia
Bangkok
Beijing
Hong Kong
Ho Chi Minh City
Jakarta
Kuala Lumpur
Mumbai
New Delhi
Seoul
Shanghai
Shenzhen
Singapore
Tokyo

Europe
Athens
Barcelona
Berlin
Bilbao
Birmingham
Bratislava
Bristol
Brussels
Bucharest
Budapest
Dublin
Frankfurt

Glasgow
Helsinki
Istanbul
Kiev
Lille
Lisbon
London
Madrid
Manchester
Milan
Moscow
Oslo
Paris
Prague
Rome
Stockholm
Strasbourg
Vienna
Vilnius
Warsaw
Zeist
Zurich

Middle East
Dubai
Tel Aviv

North America
Atlanta
Boston
Calgary
Charlotte
Chicago

Dallas
Edmonton
Halifax
Kansas City
Los Angeles
Mexico City
Montreal
New York Metro
Ottawa
Philadelphia
Regina
San Francisco
San José (CR)
Toronto
Vancouver
Washington DC Metro

Pacific
Auckland
Brisbane
Canberra
Melbourne
Perth
Sydney
Wellington

South America
Bogotá
Buenos Aires
Caracas
Lima
Santiago
São Paulo

Hay Group is a global management consulting firm that works with leaders to  
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