UNIVERSITY “AL. I. CUZA” OF IASI
FACULTY OF ECONOMICS AND BUSINESS ADMINISTRATION
DOCTORAL SCHOOL IN ECONOMICS AND BUSINESS ADMINISTRATION

ANALYSIS OF THE MERGER’S IMPACT ON THE
ABSORBING COMPANIES’FINANCIAL POSITION
AND PERFORMANCE
-Abstract of the doctoral dissertation-

Scientific coordinator:
PhD Iuliana Eugenia Georgescu

Doctoral candidate
Sandu married Chiriac O. Irina
Iaşi, September 2013

1

Introduction
The truth asks for one thing: before we damn it, we should research it
(Tertullian)

Title and thematic area wherein the research is
classified
The realities of modern society demonstrate that the business of the
entrepreneurs are conducted in an economic and competitive
environment, which requires the improvement and development of
relations of production and sales. In this context, for economic and
financial reasons, companies may resort to a process of concentration, by
means of a merger, of the factors involved in developing and diversifying
its activities.
The paper refers to the analysis of the impact of the merger on the
financial position and on the performance of the companies. I chose this
topic because the financial and economic crisis covered the world and its
consequences are difficult to assess. One thing is certain - the fear of
tomorrow with all its consequences. Within this framework of
uncertainties and unknown, one of the modalities, where appropriate, to
rescue companies, to strengthen a certain position on the market and to
obtain some tax advantages is called restructuring by merger. This
operation is a viable solution for companies in payment default, as one of
the legal and economic modalities enabling the continuation of financial
recovery.
Globalization is undoubtedly a great challenge nowadays. Who is
not taking part in the globalization process is lost. But how to survive in
an economy, that is subject to globalization? It seems pretty simple: who
is stronger, who is faster.
The current business world relies on expanding markets globally.
Therefore, the gradual shift from the international economy to the global
economy occurs. The main actors of this new economy, an
interconnected economy, become transnational corporations.
Globalization determines companies to sell their products by means
of global assembly lines. For example, the Boeing 767 passenger plane
was designed in Seattle (USA), where they made the wings and the
cockpit; front part and some of the components of the wings were
manufactured in Italy, the back side in Canada, the windshields and the

2

engines in UK and the fuselage and the components, that embedded the
cutting edge technology in Japan.
To meet the challenges of business globalization, many companies
form strategic alliances or merge with other companies, even competitors.
Mergers, acquisitions and strategic alliances are the logical and inevitable
consequence of the competition in a global economy without barriers and
increasingly integrated.
Motivated by changes in our society and wanting to capture the
impact of these changes on companies, we decided to entitle our research
"Analysis of the impact of the merger on the absorbing companies'
financial position and performance ".
Understanding mergers and acquisitions is very important in the
current economic climate as it is known that most mergers fail due to lack
of knowledge of the managers involved.
General guidelines of the dissertation’s structure
The topic regarding mergers is vast and reflects the reality of the
current economic environment. After finding out that in our country there
are few works, which have analyzed this topic comprehensively, we
intend to analyze it in its many facets, starting from the conceptual
framing of the strategy of mergers and acquisitions in the within the
assembly of the company’s reorganization strategies, continuing with the
mechanism of mergers and acquisitions, the economic determinants of
this operation, the investigation of the merger’s development at a global,
European or national level and finalizing with the analysis of the
merger’s impact on companies' financial position and performance .
The Ph.D. thesis is structured in two parts: the first part is entitled
The stage of knowledge in the field of the companies’ restructuring
through merger, which comprises three chapters and Part II The analysis
framework of the merger’s effects on the absorbing company's financial
position and performance, which includes two chapters.
The place and the role of mergers within the assembly of the
companies’ reorganization strategies is to analyze the causes of the
companies’difficulties, of mechanisms for the detection and prevention of
difficulties, the classification of merger strategy within the company's
strategies, followed by an analysis of the reasons for resorting to such
strategy. This chapter presents also the reorganization strategy of the
merger under competitive conditions.
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Based on the objectives of financial statements, in the second
chapter conceptual delimitations are made regarding the balance and
financial position and also foundations regarding the economic and
financial performance of an entity.
The third chapter presents the Mechanism of mergers and
acquisitions, which aims at determining the goals for which the merger
was intended, then a incursion into the evolution of the phenomenon by
reviewing the wave of mergers was performed and also a presentation of
the types of operations. Also in this chapter we discussed the key steps
related to the success of the merger process and presented ways to
measure the performance of mergers.
The fourth chapter entitled The analysis of the influential factors in
the context of economic recession has two objectives, namely: the
analysis of the mergers’evolution in time and space
and the
determination of the factors influencing mergers and the mergers’
activity.
The analysis in time and space of mergers, has as a goal the analysis
of the impact of the economic crisis on mergers on a global, European
level and also on the level of Romania, taking into account that our
economy is connected to the global economy. The analysis is performed
on regions, countries and areas.
The study on the factors influencing the companies' reorganization
strategies by mergern at an international, European and national level,
aims to analyze the impact of the macroeconomic factors on mergers.
This section studies the link between the distribution and evolution of
mergers and a number of macroeconomic factors such as: economic
growth, stock index, the degree of openness of the economy, the central
bank's base rate and inflation, with the ultimate goal of generating a
statistical regression model to analyze which factor has the greatest
influence on the number of firms that have merged.
In Chapter 5 we aim to analyze the impact of the merger on the
absorbing companies’ financial position and performance. The goal of
this chapter is to analyze the merger’s impact on the structure rates of the
assets, on the financial balance, on the liquidity, solvability and also the
merger’s impact on the management. This chapter presents also the
merger’s impact on the absorbing companies’ financial performance, by
selecting the profitability of the equity as a measure of performance.
In order to assess the performance of the absorbing companies after
the merger, we intend to analyze to what extent this is influenced by a
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series of factors such as: rotation speed of the current assets, the balance
of current assets altogether assets, leverage, turnover rate and company’s
size.
Goal and objectives of the research
The goal of our research is to determine the impact of the merger on
the absorbing companies by knowing the context in which the companies
involved operate and by determining the merger’s influence on the
financial position and performance.
With our research we intend to fulfill the following objectives:
 The knowledge of the context in which the companies involved in
the merger operate, having the following secondary objectives:
O1: Determining the merger progress registered globally, in Europe and
particularly in Romania, both in terms of numbers and value;
O2: Determining the geographic area (the countries and the continent)
where the economic crisis has influenced the most the merger activity;
O3: Determining the field of activity, that has influenced the most the
merger activity;
O4: Establishing the link between the mergers’ evolution and a series of
macroeconomic factors such as economic growth, stock index, the degree
of openness of the economy, the central bank's base rate globally, in
Europe and in Romania;
O5: Determining the extent to which the macroeconomic factors affect
the number of mergers.
 Determining the merger’s influence on the Romanian
companies’ financial position and performance, having the
following sub-objectives:
O6: Determining the merger’s impact on the Romanian absorbing
companies’ financial position and performance;
O7: Determining the influential factors of the absorbing companies’
performance.
Used approaches and methods
In order to achieve the objectives stated on the subject matter, the
study is based on a research methodology that is used to obtain the
necessary information. In our approach we undertook documentary
research that I conducted with the knowledge of the theoretical analysis
and the constructive research by formulating hypotheses or personal
opinions and their validation by means of interpretative demonstrations
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using both scientific and experimental validations. I have structured our
activity so as the stages of the research are met as they are structured in
figure no. 1

Figure no.1 Research stages
(Source: processing according to Boehm, V.R., Research in the real world – A conceptual
model, Personnel Psyhology, 1980, pp. 495-504 )
Starting our research, we have stopped in the first place, at the
demarcation of the research area, after which we went to the review of the
previous researches on similar topics, and finally, to setting research
goals and formulating hypotheses.
Hypotheses from which we started:
Hypothesis 1: Between the number of mergers and the economic growth there is a direct
link;
Hypothesis 2: Between the stock index and the number of mergers there is a direct link;
Hypothesis 3: The base rate of the central bank is inversely proportional with the number of
mergers;
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Hypothesis 4: Between the degree of openness of the economy and the number of mergers,
there is a direct link;
Hypothesis 5: Between the number of mergers and the inflation there is an indirect link;
Hypothesis 6: The merger operation has a positive impact on the absorbing companies’
position and performance;
Hypothesis 7: There is a significant link between the performance of the companies that
have merged and the speed rotation of the circulating assets, the weight of the circulating
assets totally assets, the financial leverage, the income rates and the size of the company.

After establishing the hypotheses, a first goal of our research was the
correct data and information collection (see table no. 1)
Table no.1. Data, population and sample
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Note: symbols O1 - O7 represent the objectives of the research
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The analysis of the progress and of the influential factors of
mergers in the context of economic recession
O1: Determining the merger progress registered globally, in Europe and
particularly in Romania, both in terms of numbers and value.
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Figure no. 2 Progress of the mergers’ number on geographical areas

O2: Determining the geographic area (the countries and the continent) where the
economic crisis has influenced the most the merger activity.

Figure no. 3 Number of mergers and acquisitions registered on countries
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Table no. 2 Classification of countries according to the number of mergers

Table no. 3 Economic growth registered at the level of each country,
expressed in percentage

The short and medium- term perspectives indicate a continuation of
the upward trend of mergers and acquisitions activity observed since
2010, but speak rather of a moderate growth. The mergers and
acquisitions activity is heavily influenced by economic factors that define
the national, European and global framework.
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Table no. 4 Economic growth for the year 2012 and the economic
perspectives (in %)

According to IMF, the redressment in Europe after the recession is
still faint but one can notice few disparities. Therefore, if in Europe’s
developed countries the redressment is modest and will be more obvious
in 2014, the emerging countries grow rapidly, respectively with 2,2% in
2013 and 2,8% in 2014.

Figure no. 4 Romania’s SWOT analysis
(Source: Groth, A., Liechtenstein, H., Lieser, K., The Global Venture Capital and Private
Equity Country Attractiviness Index, IESE Business School, University of Navara, p.192)

The sharp decline in merger and acquisition activity in 2008 and the
increased descending trend in 2009 were determined by reducing the
companies’ to invest, after restricting the access of financial resources
internally (due to reduced corporate profits) but also externally (due to
the decline of the available funds and increase in the funding cost). On
the other hand, the deterioration of markets following the economic
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recession but also the unfavorable economic prospects have affected
negatively the companies’ disposition to invest. Thus, due to the
recession that affected most economies, to the strong reduction of the
companies’ profits and the sharp decline on the stock market, many
companies were forced to abandon their expansion plans and hence the
mergers’ or acquisitions’ projects.
A huge wave of mergers and acquisitions will take place once the
global economic crisis will disappear. Managers will make strategic
moves to fill the gaps related to products or services or to enter new
markets.
O3: Determining the field of activity, that has influenced the most the merger
activity.

Figura nr. 5 Link between industries and the number of mergers
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Figura nr. 6 Progress of the mergers’ number on industries

12

Figura nr.7 Link between industries and value of mergers

Figura nr. 8 Progress of mergers’ value on industries

In order to determine the link between the field, on one hand, and the
number and value of mergers, on the other hand, we have decided to use
the statistical method by means of ANOVA procedure. As a statistical
instrument I have used the SPSS 19.0 program. Figures no.5-7 indicate
that between the commodities industry and the number and value of
mergers there is a strong link of 98% resp. of 96%.Sig. <0. Thus the
national economy sector, that should be more developed in order to
generate more economic growth is the sector of commodities, because it
affects the most the number and value of mergers.
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The analysis of influential factors of mergers at an international,
European and national level
Work hypotheses
H1: Between the number of mergers and the economic growth there is a direct link;
H2: Between the stock index and the number of mergers there is a direct link;
H3: The base rate of the central bank is inversely proportional with the number of mergers;
H4: Between the degree of openness of the economy and the number of mergers, there is a
direct link;
H5: Between the number of mergers and the inflation there is an indirect link;

Table no. 5 The variables used in the econometric model
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The empirical analysis at a global level

Figure no.9 The relationship between the variables at a global level
The equation of the regression model at a global level:

N= 32130,846–423,148*GDP-15,537 * SMI–0,003*G+39573,119*D–5209,844* I

Figure no. 10 The percentage of the link between the variables at a global level

Figure no. 11 The regression coefficients at a global level
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The empirical analysis at the European level

Figure no. 12 The link between variables at the European level
The equation of the regression model at the European level:

N = 30222.896 + 418.584 * GDP - 1,640 * SMI–0,000*G + 5398.247 *D – 6611.128* I

Figure no. 13 The percentage of the link between variables at the European level

Figure no. 14 The regression coefficients at the European level
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The empirical analysis for Romania

Figure no. 15 The link between the variables for Romania
The equation of the regression model for Romania:

N = 392.412 + 7.124 * GDP - 9,669 * SMI– 8,371 * G - 19.163 *D– 23.678* I

Figure no. 16 The percentage of the link between variables for Romania

Figure no. 17 The regression coefficients for Romania
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Determining the impact of the merger on the financial position
and performance of acquiring companies in Romania
Working hypothesis
H6: The merger has a positive impact on the position and performance of the acquiring
companies
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Merger causes
- decrease in sales volume;
- decrease of population income;
- increase of the unemployment rate;
- increase of inflation;
- big variations of the rate of exchange;
- significant price increses for the raw materials,
utilities;
- drastic decrease in demand for products or services;
- decrease of the enterprises available funds;
- over indebtedness;
-increase of the debts to suppliers, employees and
social security budget ;
- late payments of receivables.

Merger effects
- scale economies;
- increase of the negotiating power with suppliers,
which lowers prices for raw materials, utilities;
- increase of the available funds;
- decrease of the short term debts;
- business financing from own resources;
- increase of the financial stability;
- decrease of the global debts and the diminuation of
the insolvability risk.

Figure no. 18 Merger causes and effects regarding the balance sheet
assets and liabilities structure
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Figure no. 19 Duration in days of the permanent capitals recovery in cash, global
debts, stocks, customers receivables and payables to suppliers

Merger causes
- decrease in sales volume;
- significant price increases of raw materials,
utilities;
- drastic decrease in demand for products and
services ;
- decrease of the enterprises available funds;
- the existence of too big stocks;
- overdue receipts of the receivables
- late payments to the suppliers

Merger effects
- increase of the negotiation power with the suppliers,
which leads to the decraese of the raw materials and
utilities prices;
-increase of the sales volume and the turnover
- increase of the available funds;
- decrease of the short term debts;
- debts recovery by the turnover 238 days eralier;
- stocks value recovery 49 days earlier;
- receivables recovery 25 days earlier;
- debts payment to the suppliers 31 days earlier;

- financial unblocking

Figure no.20 Merger causes and effects from the financial management indicators
perspective
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Influence factors determination of the acquiring companies
performance

Working hypothesis
H7: there is a significant link between the performance of the merging companies and the
rotation speed of the current assets, the share of current assets to total assets, financial
leverage, turnover rate and company’s size

Table no. 20 Medium value evolution of the performance indicators

Table no. 21 Averages equalisation test

The regression model equation is expressed as:
ROE = α + β * Nac + β

* Sac + β
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* LF + β

* Rv + β

*D+ξ

Table no. 22 Partial correlations matrix

Table no. 23 Regression coefficients
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Conclusions, own contributions and the research perspectives
The mergers and acquisitions have known an important evolution in the last
years and have become favourable instruments within the growing and
development strategies, as for the large groups and also for more modest
enterprises which deal with the issue of keeping their position within the domain
or even with the issue of survival (especially during the periods of economic
recession).
Validation or invalidation of the hypotheses are presented are presented in
table no.24
Table no. 24 Validation/invalidation of the hypotheses

Own contributions
Synthetizing the above mentioned issues we could consider that among the
personal contributions structured on chapters, we could include:
a. For the first chapter The place and role of the mergers within the
assembly of the reorganizational strategies of the commercial companies:
 determination of the difficulties underlying the reorganizational decision
of the commercial companies;
 determination of the detection and prevention mechanisms of difficulties;
 determination of the merger advantages and disadvantages comparing to
other strategies types of the company.
b. For the second chapter Financial statements - basis for assessing the
financial position and performance of an activity:
 presentation of the measuring indicators of the commercial companies
position and performance;
 study on convergences and divergences in company performance
reporting;
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c. For the third chapter Mergers operations and acquisitions mechanism:
 identifying merger waves and the characteristic features of each wave;
 identifying merger types;
 determining the objectives and considerations of the merger operation,
by emphasising two main reasons, that is: the first one, of economic nature that
refers to the obtaining of a better performance, the other one referring to personal
motivations of the leaders;
 determining the phases – success key of the merger process;
 determining the measuring possibilities of the merger operations
performances by a study of international specialized literature.
d.
For the fourth chapter Evolution and influence factors analysis of the
mergers in the context of the economic recession:
 collecting the data from data bases regarding the number and value of
the mergers performed between 2005-2011;
 sorting the data by three criteria, namely: continent, country and by
activity branch;
 making graphs and tables with the help of the fixed-base indices
change;
 determining the geographical area (countries and continent) where the
economic crisis has influenced the most the mergers activity;
 determining the industry activity branch which influenced the most the
mergers activity;
 collecting the values of the macroeconomic indicators that are taken
into account for the performing of the econometric study (economic growth, stock
index, the openness degree of the economy, the reference interest of the central
bank) from the data base of the European Committee and the data grouping
according to years, continents, countries and activity branches;
 establish the link between the mergers evolution and the
macroeconomic factors, at a global, European level and for Romania;
 determining the degree in which the macroeconomic factors taken in the
analysis influence the number of mergers.
e. For the fifth chapter The merger impact analysis over the financial
position and the acquiring companies performance. Romania’s case:
 revising the empirical studies regarding the merger impact over the
position and acquiring companies performance;
 collecting all the merger projects published in the Official Gazette of
Romania, 4th part from 2008-2010;
 revising of 3.417 Official Gazettes of Romania;
 collecting all the merger financial statements, more exactly of 211
acquiring companies, from the merger projects published in the Official Gazette
of Romania, 4th part for the analysed period;
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 grouping of the acquiring companies according the utilised evaluation
method and keeping within the study the companies which have applied the
utilised method most frequently;
 calculation of the balance structure rates, the liquidity, solvency,
financial management and performance rates, for 197 acquiring companies;
 calculation of the medium rates value of the financial position and
performance measurement indicators and the determination of the registered
variation;
 determining the merger impact over the financial position and
performance of the acquiring companies in Romania;
 determining the influence factors of the acquiring companies
performance.
Limits and future research directions
We appreciate that the performed research has been marked also by some
limits determined by objective factors, as well by subjective factors, limits that
are expected to be surpassed and transformed in openings of future researches.
Thus, among the research limits, we may distinguish:
 The lack of information on the financial statements of companies
unlisted on the Bucharest Stock Exchange;
 The collections of the Official Gazette, 4 th part for 2011 and 2012 could
not be consulted because they weren’t available at the time of analysis;
 The analysis has been carried out for two years because these data are
available in the merger financial statements from the merger projects published in
the Official Gazette of Romania, 4th part;
 The impossibility to access complex databases regarding the mergers
activity, such as Thomson One, the database offered by Thomson Reuters.
Epilogue
The conducted research approach does not provide exhaustive and universally valid conclusions.
This fits only into a comprehensive effort for the explicitation of a field found in a constant dynamic .
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