
 
Abstract - In the literature there are many theories that try to 

explain why firms adopt the strategy of growth through mergers 

and acquisitions, or examine the particularities and 

consequences of this strategy. The purpose of this paper is to 

highlight, based on certain theories, the most important 

concepts for understanding the causes and motivations of 

mergers and acquisitions. Thus, in this paper we address 

successively the concepts of synergy, market power, 

information asymmetry, managerial discipline, managerial 

behaviour, agency costs, transaction costs, barriers to entry.  
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I. INTRODUCTION 

ERGERS and acquisitions can be tools to improve 

firms’ performance, because they allow cost 

reductions through economies of scale and scope, 

entering new markets, better management of sources of 

supply and sales, best use of the enterprise’s basic 

competences and assimilation of new technologies. Of 

course, the motives behind mergers and acquisitions are 

numerous. Next we will analyze the microeconomic 

determinants of mergers and acquisitions when, by these 

operations, enterprises aim to increase their economic 

efficiency. 

II. SYNERGIES – THE KEY TO IMPROVE PERFORMANCE 

According to many researchers, such as [1] and [2], 

the notion of synergy provides explanation on the 

performance of mergers and acquisitions. Synergies are 

often regarded as one of the main motivations behind the 

desire of managers to increase the organization they lead, 

through mergers or acquisitions.  

The literature abounds with definitions of synergy that 

converge towards the same meaning. The concept of 

synergy corresponds with the efficiency theory, 

according to which mergers and acquisitions create value 

through synergies. Realisation of synergies corresponds, 

overall, to an additional creation of value derived from 

grouping the companies concerned and which would not 

have been achieved without the effective realization of 

this group [3]. This captures the creation of added value 

through a collaborative process between two entities, 

higher than the value existing prior to the implementation 

of this process [4]. Reference [5] defines synergy as "the 

potential creation of wealth and the competitive 

advantage resulting from sharing and use of resources of 

the two merging firms and that would not have been 

obtained by any of them independently." Synergistic 

effects result from a concentration or an integration of 

entities whose total value exceeds the sum of the values 

of the individual entities [6].  

Reference [1] defines three types of synergies in 

connection to mergers and acquisitions: operational 

synergies, which are reflected in reduced production 

costs or in increased administrative efficiency; financial 

synergies, which are reflected in reduced capital cost; 

collusive synergies, which are reflected in the increase of 

market power, that may lead to an increase in the prices 

applied. Reference [2] introduced in adition to the three 

types of synergies stated by [1], the management 

synergies which reffers to the improving the management 

of the company acquired thanks to the acquirer’s 

competences. 

Mergers and acquisitions are often presented as a 

means to create shareholder value by exploiting all types 

of synergies between the merged entities. Synergies 

involve the compensation of the forces and the 

weaknesses of the two companies but also the sharing of 

all resources, so that the newly created entity will have 

the prerequisites for a profitable and sustainable growth 

and, of course, for value creation. Synergies can find 

their origin in the increase in size of certain activities, in 

the sharing of tangible resources, in the exchange of 

know-how, skills or key competences.  

Economies of scale refer to the results and benefits of 

oversized production due to the increased size of the 

enterprise: higher production reduces average cost when 

fixed costs apply to additional units. Economies of scale 

are the justification most often invoked when a 

concentration operation is performed [3]. Economies of 

scale are related to the existence of significant fixed costs 

(with equipment, R & D, etc.) [7] or of various costs 

related to the management or marketing activity. 

Economies of scale can result from an increased 

bargaining power in the relationship with suppliers or 

banks [6].  
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Another form of saving that an entity formed after a 

merger or acquisition can enjoy is represented by the 

economies of scope (Baumol and Blinder, cited by [4]). 

In Baumol and Blinder’s opinion, the cost advantage 

arises when it is cheaper to produce a number of different 

products together than separately by several companies. 

In other words, production of several products together, 

often leads to reduced unit cost, if the company manages 

to exploit synergies between different activities (range of 

products including common intermediate consumption, 

joint marketing, knowledge transfer between different 

activities). These different pluses correspond to savings 

generated by the integration of diverse activities [8]. 

Thus, mergers or acquisitions may be accompanied by 

sharing of tangible resources and thus they may lead not 

only to the achievement of economies of scale, but also 

to a rationalization of inputs and to obtaining economies 

of scope. However, it should be noted that synergies 

quantified initially hace a certain degree of relativity, as 

these assumptions are based rather on forecasts on the 

effectiveness of economic, financial or commercial 

performances of the new entity created after the 

completion of the merger or acquisition.  

III. ENTERING NEW MARKETS THROUGH MERGERS AND 

ACQUISITIONS 

One of the reasons behind mergers and acquisitions 

can be represented by penetration and exploration of new 

markets or by expansion of their activities to new 

geographical areas, leading to firm’s internationalization. 

Indeed, the firms’ development at an international level 

becomes more and more a necessity in order to increase 

competitiveness and success in the competitive struggle.  

When firms undertake mergers or acquisitions in order 

to penetrate foreign markets, they focus on increasing the 

volume of production, on reducing the costs of inputs, on 

attracting various tangible and intangible assets or on 

finding new places for selling the products. 

The process of globalization has determined 

corporations to become truly international entities, and 

mergers or acquisitions represent tools that can speed up 

this process. However, the growth of the company 

through international expansion is considered the most 

risky due to factors such as local culture, existing 

regulations, specific competition rules etc. By acquiring a 

local company that provides infrastructure, customers, 

formed distribution network, the acquirer will benefit 

from all these facilities [8]. At the same time, higher 

economic risks in a country (e.g. in the case of the U.S. 

recession) and the dynamism of a country with strong 

economic growth (China, India, Russia, Brazil etc.) are 

counterbalanced, which has the effect of not affecting the 

situation of the financial group [9]. 

In relation to the need to maintain and improve 

competitiveness, the penetration of foreign markets by 

mergers or acquisitions allows enterprises to extend their 

business in short time and it is an effective and quick 

way to increase market share at the expense of 

competitors. As [6] affirm, it is important to consider this 

strategy particularly when sectors reach their maturity, 

since the conquest of new markets extends the "lifespan" 

of the product.  

IV. MERGERS AND ACQUISITIONS - TOOLS OF REDUCING 

TRANSACTION COSTS 

An important strategic decision of the firm lies in 

finding the balance between what the firm can produce 

and what would be better to ask others to produce for it. 

Taking into consideration the production chain, a firm 

can choose that some intermediate activities to be 

conducted by external entities or by the company itself. 

Reference [10] enunciated the transaction costs theory, a 

theory that justifies this choice. Thus, in Coase's 

conception, companies grow if the entrepreneurs 

insource transactions previously operated through market 

and decrease when entrepreneurs outsource activities 

previously coordinated within the firm. The option for 

one of the two resource allocation mechanisms depends 

on the relative effectiveness of that transaction’s 

governance. The transaction will be insourced / 

outsourced according to the relative costs involved in 

carrying out transactions through the market (inter-

companies) instead of conducting it within the firm 

(intra-company). The dilemma of the firm becomes one 

of the type "make it or buy it" [11]. Through the 

hierarchical allocation of resources within the company, 

the latter saves some existing transaction costs due to 

operating such transactions through the market. Reducing 

these transaction costs is the main motivation behind the 

expansion of the organization’s borders.  

Vertical integration can lead to savings as reflected in 

the reduction of transaction costs. By acquiring a supplier 

or a dealer, the acquirer can ensure the continuous flow 

of supply or distribution process, on the one hand, and on 

the other hand, the acquirer can gain an advantage in 

terms of costs of supply or distribution. 

Vertical integration involves mergers or acquisitions 

of companies that are closer to the source of supply or to 

the final consumer [12]. Upstream-downstream 

integration is considered a form of complicated and risky 

expansion, because it consists in integrating various 

activities of the same chain of value. This form of 

integration may create disturbances that affect the 

business processes. But the stakes of this integration and 

the multiple advantages make it a privileged means to 

dominate the market and to increase profitably. 

Downstream integration creates synergies reflected, 

according to [13], in exclusive contracts, imposing the 

price, exclusive sales territories, a stable supply source, a 

more complete range of products and services (which 

would increase firm’s value in the eyes of customers and 

might prove a necessity for the company to remain 

competitive [9]), an increase in turnover and margins 

through cross sales, exchange of know-how etc. At the 

same time, vertical integration itself generates specific 

costs, especially bureaucratic costs related to increasing 

the size of the organization and, as [10] noted, the more 

the internalized transactions grow in number, the more 

the entrepreneur may fail to allocate resources in the 

most profitable way. Also, through the vertical 
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integration the company may become more rigid and 

may face different problems of coordinating the 

organization. Basically, we can talk about inefficiency 

associated to the bureaucracy of large entities. 

V. MERGERS AND ACQUISITIONS - TOOLS 

SUBORDINATED TO THE STRATEGY OF ATTRACTING NEW 

RESOURCES 

In addition to other determinants of mergers and 

acquisitions presented, another factor that drives the 

external growth of firms is represented by the acquisition 

of specific resources. Competitive pressure manifests on 

all planes so that firms are often put in a position to seize 

new resources that could help them maintain their 

competitiveness. Mergers and acquisitions can be a good 

and very fast solution to achieve that. In contrast, internal 

growth strategy is less appropriate when new resources 

should be captured in a short time.  

A fundamental reasoning to any merger or acquisition 

is the anticipation that the transaction will create a value 

of a certain nature. In terms of transfer of knowledge, of 

know-how, the creation of wealth results from an 

organization's ability to transfer information, resources 

and expertise in order to create and implement new 

products and processes that will increase the competitive 

advantage of the organization. Technologies and 

knowledge can be transmitted either from the target 

company to the acquiring one, or from the buyer towards 

the target company, or in both directions. Mutual transfer 

of knowledge has the greatest influence on the creation 

of wealth because it is through this transfer that new 

knowledge arises [14].  

One of the objectives of external growth through 

mergers and acquisitions may be the purchase of certain 

famous brands [15]. The acquirer has, in this case, the 

interest to benefit from the reputation of other brands [7]. 

Buyers often pay substantial premiums for these 

intangible assets, which, for many, have a much higher 

value than the tangible assets [9]. 

External growth through mergers and acquisitions may 

derive from an innovation strategy based on the two 

entities’ own qualities. Technological innovation may 

represent the source of its competitive advantage and also 

of its growth and development.  

Lack of key skills required, the costs of research and 

development and desire to seize innovations determined 

firms to acquire licenses, to implement of alliances or to 

pursue mergers and acquisitions. Reasons related to 

enterprise resource constraints in terms of know-how, the 

need to obtain these resources in a short time and need to 

adapt to continuous developments in the sector can make 

mergers and acquisitions perfect tools in achieving these 

goals. For example, pharmaceutical companies are 

pursuing especially the acceleration of the research and 

development process by acquiring companies that are 

strong in this direction [12]. Companies like Pfizer and 

Sanofi-Aventis devote a large portion of annual turnover 

for research and development [7].  

The impact of a technological innovation can be 

reflected in the loss of leadership position and and in 

creating opportunities for competitors and new entrants 

on the market. Therefore, in some sectors (such as the 

high-tech) leadership position is often fragile and is 

closely correlated with the research and development and 

the firms’ innovation capacity. 

VI. MERGERS AND ACQUISITIONS – THE RESULT OF THE 

CONFLICT BETWEEN STAKEHOLDERS AND OF THE EGO 

STRATEGY 

The agency theory is an extension of managerial 

theories of the firm and it aims to explain some particular 

issues arising in the context of separation between 

ownership and control, and between employed managers 

and shareholders owning the enterprise. Here we can 

mention the contributions of authors like [16] or [17] 

(who introduce the idea of controlling the companies 

through public purchase offer or public exchange offer). 

Thus, conflicts of interests between actors participating 

in the mechanism of an enterprise are integrated into 

economic analysis by agency theory (or principal-agent 

theory).  

The system of governance of the enterprise (corporate 

governance) is the implementation of internal and 

external mechanisms capable to discipline, to control and 

to encourage managers in order to reduce the potential 

conflicts of interests between owners of shares and 

employed managers and to reduce information 

asymmetry [7]. The mergers and acquisitions market is 

an external mechanism of controlling the managers. 

Thus, shareholders unhappy with the performance of 

companies can cede a part of or all the shares detained, 

which could decrease the financial performance of the 

companies. The threat of external takeover of control 

may require managers to maximize performance; else, 

they are likely to be replaced by a potential acquirer. 

Mergers and acquisitions are, as stated also by [18], the 

court of last resort, in other words the way in which the 

company can obtain again the desired performance. 

Reference [19] set the theory of free cash flow to 

explain the conflict of interests between shareholders and 

managers on how to use available cash. He argues that 

mergers and acquisitions operations could be at their 

basis managerial motivations and the managers’ 

objectives may not necessarily be to maximize the 

shareholders’ wealth. They prefer to keep financial 

reserves to fund investment projects, without being 

concerned by the future profitability of these projects.  

The entrenchment theory, proposed by [20], aimed at 

explaining the mechanisms used by some managers to 

counteract the control mechanisms. Among the 

entrenchment strategies there are specific investments 

(such as acquisitions or mergers), whose process of 

valorising is directly related to the specific skills of 

managers. Managers prefer to make investments, 

sometimes too expensive, but which can strengthen their 

position within the organization, can provide a more 

stable job etc.  

Corporate strategy should reflect the rational vision 

conceived by its manager or managers, their capabilities 

and skills. However, not all of them have these personal 
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qualities, many have trouble in understanding the 

enterprise environment or the market trends, and thus are 

not able to develop an effective strategy. In other cases, 

deliberately managers do not elaborate realistic 

development scenarios but rather a personal strategy 

based on actions that, instead of generating growth and 

creating wealth, prove to be subordonated to the 

managers’ wish for strengthening their position within 

the organization, getting awards, bonuses etc. 

The theory of managerial hubris, presented by [21], 

tries to highlight that these operations do not necessarily 

have economic motivations. Claims and pride of the 

management team would have then an important 

explanatory power in terms of multiplication of 

operations of mergers and acquisitions. The ego 

syndrome is a contributing factor to what is called 

"winner curse". Where there are more buyers, several 

offers for the same target company can emerge. Thus, 

quite often, managers’ pride and a desire not to lose a 

competition led to a real "war" of the offers, whose 

outcome was a purchase price too high compared with 

the actual value of the company [3], [12].  

Another explanation argues that the most performant 

actors of an industry tend to take over weaker ones. 

Basically, mergers and acquisitions facilitate the 

competition between different management teams so that 
weak and inefficient management teams will lose to the 

strong ones. 

VII. CONCLUSION 

Mergers and acquisitions have the scope of improving 

the economic efficiency of enterprises and they can be 

used as tools for penetrating new markets, obtaining 

synergies, gaining access to new resources or reducing 

transaction costs. Of course, subjectivity and the personal 

interests of the managers can not be excluded when 

analyzing determinants of mergers and acquisitions, 

since managers are often motivated to acquire other firms 

to maximize their own interests. We can say that this way 

of growth and development is used by most companies in 

order to implement restructuring strategies, in accordance 

with the objectives established and with the development 

of the business environment. Practically, by the 

operations of mergers and acquisitions the companies can 

adapt themselves to changes in their competitive 

environment and, in order to do that, companies must 

continuously seek and create new opportunities for 

growth and development. Concentration is an economic 

phenomenon and mergers and acquisitions facilitate 

economic progress and restructuring within the branches. 

More specifically, when internal control mechanisms are 

difficult to adapt to the pace of technological innovation, 

market takeovers occur as a catalyst for change. 

REFERENCES 

[1] S. Chatterjee, ”Types of Synergy and Economic Value: The Impact 

of Acquisitions on Merging and Rival Firms”, Strategic Management 

Journal, Vol. 7, Nr.2, 1986, pp. 119-139; 

[2] F. Trautwein, ”Merger motives and merger prescriptions”, 

Strategic Management Journal, Vol. 11, nr.4, 1990, pp.283-295; 

[3] D. DePamphilis, Mergers, Acquisitions and Other Restructuring 

Activities, Academic Press Advanced Finance Series, Burlington, 2010, 

p.6,7,8,11; 

[4] K. Sankaran. and S. R. Vishwanath, Diversification via Acquisition 

in C. Krishnamurti and S. R. Vishwanatth (Ed.), Mergers, acquisitions 

and Corporate Restructuring, Sage Publications Inc, 2008, p.6,9; 

[5] M. Gouali, Mergers and Acquisitions. 3 Rules of Succes (Fusions-

Acquisitions. Les 3 Regles du Succes), Ed.D’Organisation, Paris, 2009, 

p.207; 

[6] N. Coutinet and D. Sagot-Duvauroux, Economy of mergers and 

acquisitions (Économie des fusions et acquisitions), La Découverte, 

Paris, 2003, p.42,44; 

[7] J. Bouglet, Business strategy (Stratégie d’entreprise), Ed. Gualino, 

Paris, 2010, p.17, 85, 92, 118; 

[8] R. Vrânceanu and M. Guyot, Fundamentals of microeconomics 

company (Bazele microeconomiei intreprinderii), Ed. Polirom, 

București, 2004, pp.27-28; 

[9] A. Sherman and M. Hart, Mergers &Acquisitions from A to Z, 

second edition, Ed. Amacom, New York, 2006, p.13,14; 

[10] R. H. Coase (1937), The nature of the firm, in Williamson, O.E. 

and Winter, S.G., The nature of the firm. Origins, evolution and 

development, Ed. Sedona, Timisoara, 1997; 

[11] R. Mușetescu, The economy and the governance of cooperation 

agreements between firms (Economia si guvernanta acordurilor de 

cooperare intre firme), Editura Pro Universitaria, Bucuresti, 2009, p.39; 

[12] P. A. Gaughan, Mergers, Acquisitions, and Corporate 

Restructurings, Fifth Edition, John Wiley & Sons, Inc., Editura 

Hoboken, New Jersey, 2011, p. 146, 148, 164, 173, 175; 

[13] J. T. Mahoney, ”The Choice of Organizational Form: Vertical 

Financial Ownership Versus Other Methods of  Vertical Integration”,  

Strategic Management Journal, Vol.13,1992,  pp.559-584; 

[14] D. Greenberg and P. J. Guinan, Mergers and Acquisitions in 

Technology-Intensive Industries: The Emergent Process of Knowledge 

Transfer, in A. L. Pablo (Ed.) and M. Javidan (Ed.), Mergers and 

Acquisitions: Creating Integrative Knowledge, Blackwell Publishing 

Ltd., UK, 2004, p. 137; 

[15] F. Bancel and J. Duval-Hamel, Mergers: how to manage them, how 

to live them (Fusions d’entreprises: Comment les gerer, comment les 

vivre), Eyrolles, Editions d’Organisation, Paris, 2008, p.48; 

[16] M. C. Jensen and W. H. Meckling, ”Theory of the Firm; 

Managerial Behavior, Agency Costs and Ownership Structure”, Journal 

of Financial Economics, Vol.3, 1976, pp.305-360, available on-line: 

http://papers.ssrn.com/sol3/papers.cfm?abstract_id=94043; 

[17] E. F. Fama and M. C. Jensen, ”Separation of Ownership and 

Control”, Journal of Law and Economics, Vol.26, Nr.2, 1983a, pp.301-

325;  

[18] M. C. Jensen, ”The takeover controversy: analysis and evidence”, 

Midland Corporate Finance Journal, Vol.4, Nr. 2,1986b,  pp.6-32, 

available on-line: 

http://papers.ssrn.com/sol3/papers.cfm?abstract_id=173452;  

[19] M. C. Jensen, ”Agency costs of free cash flow”, Corporate 

Finance, and Takeovers, American Economic Review, Vol.76, 1986a, 

pp.323-329, available on-line: 

http://www.sml.hw.ac.uk/ms75/GP%20Papers/G32.pdf; 

[20] A. Shleifer and R. W. Vishny, ”Management Entrenchment : The 

Case of Manager- Specific Investments”, Journal of Financial 

Economics, Vol. 25, 1989, pp.123-139;  

[21] R. Roll, ”The Hubris Hypothesis of Corporate Takeovers”, Journal 

of Business, Vol. 59, Nr. 2, 1986, pp.197-216. 

 

ANNALS OF THE ORADEA UNIVERSITY  

Fascicle of Management and Technological Engineering 

ISSUE #1, MAY 2014, http://www.imtuoradea.ro/auo.fmte/ 

 

224 

 

http://papers.ssrn.com/sol3/papers.cfm?abstract_id=94043
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=173452
http://www.sml.hw.ac.uk/ms75/GP%20Papers/G32.pdf

