UNIT I
Impact of Globalisation on Capital Market
Capital Market:
A capital market is basically a system in which people, companies, and governments with an excess of funds transfer those funds to people, companies, and governments that have a shortage of funds. This transfer mechanism provides an efficient way for those who wish to borrow or invest money to do so. For example, every time someone takes out a loan to buy a car or a house, they are accessing the capital markets. Capital markets carry out the desirable economic function of directing capital to productive uses.
Functions /Role of Capital Markets
· Mobilization of Savings : Capital market is an important source for  mobilizing idle savings from the economy. It mobilizes funds from people for  further investments in the productive channels of an economy.
· Capital Formation : Capital market helps in capital formation. Capital  formation is net addition to the existing stock of capital in the economy.
· Provision of Investment Avenue : Capital market raises resources for  longer periods of time. Thus it provides an investment avenue for people  who wish to invest resources for a long period of time.
· Speed up Economic Growth and Development : Capital market  enhances production and productivity in the national economy by generation  of employment and development of infrastructure.
· Service Provision : As an important financial set up capital market  provides various types of services. It includes long term and medium term  loans to industry, underwriting services, consultancy services, export  finance, etc. These services help the manufacturing sector in a large.


Elements/Structure of a Capital Market
· Individual investors, commercial bank, financial institutions, insurance companies, business corporations, and retirement funds are some significant suppliers of funds in the market.
· Investors offer money with the goal to make capital gains when their investment grows with time. In addition, they enjoy perks like dividend interests, and ownership rights.
· Companies, entrepreneurs, governments, etc., are fund-seekers. For instance, the government issues debt instruments and deposits to fund the economy and development projects.
· Usually, long-term investments such as shares, debt, government securities, debentures, bonds, etc., are traded here. In addition, there are also hybrid securities such as convertible debentures and preference shares.
Table showing structure of Indian Capital market
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 International Capital Markets
International capital markets are the same mechanism but in the global sphere, in which governments, companies, and people borrow and invest across national boundaries. In addition to the benefits and purposes of a domestic capital market, international capital markets provide the following benefits:
1. Higher returns and cheaper borrowing costs. These allow companies and governments to tap into foreign markets and access new sources of funds. Many domestic markets are too small or too costly for companies to borrow in. By using the international capital markets, companies, governments, and even individuals can borrow or invest in other countries for either higher rates of return or lower borrowing costs.
2. Diversifying risk. The international capital markets allow individuals, companies, and governments to access more opportunities in different countries to borrow or invest, which in turn reduces risk. The theory is that not all markets will experience contractions at the same time.
The structure of the capital markets falls into two components—primary and secondary. The primary market is where new securities (stocks and bonds are the most common) are issued. If a corporation or government agency needs funds, it issues (sells) securities to purchasers in the primary market. Big investment banks assist in this issuing process as intermediaries. Since the primary market is limited to issuing only new securities, it is valuable but less important than the secondary market.
The vast majority of capital transactions take place in the secondary market. The secondary market includes stock exchanges (the New York Stock Exchange, the London Stock Exchange, and the Tokyo Nikkei), bond markets, and futures and options markets, among others. All these secondary markets deal in the trade of securities.
Classification Of Global Financial Markets

Global financial Market is divided into Internal  and External Market.
Internal market is further divided into Domestic Market and Foreign Market.
Domestic Market:Issuers are domiciled in the country and they issue securities which ae subsequently traded in the domestic stock exchanges.
Foreign Market:Securities of issuers not domiciles in the country are sold and traded.Foreign Market in difeent countries are named differently. For Example,
USA-Yankee Market, Japan-Samurai,U.K-Bulldog,Netherlands-Rambrandt, Spain-Matador,etc.,,
International Market:It includes securities with following features:
1.Issuance are offered simultaneously to investors in number of countries
2.Securities are issued outside the jurisdiction of any single country-Offshore market.

Growing International Integration:
International integration implies the adoption of policies by separate countries as if they were a single political unit. The degree of integration is often tested by seeing whether interest rates or share prices or the prices of goods are the same in different national markets.
Three fundamental factors have affected the process of economic globalization and are likely to continue driving it in the future.
1.Improvements in the technology of transportation and communication:
Improvements in the technology of transportation and communication have reduced the costs of transporting goods, services, and factors of production and of communicating economically useful knowledge and technology.
2.Individuals taking advantage of the opportunities provided by declining costs:
 The tastes of individuals and societies have generally, but not universally, favored taking advantage of the opportunities provided by declining costs of transportation and communication through increasing economic integration.
3.Public Policy:
Public policies have significantly influenced the character and pace of economic integration, although not always in the direction of increasing economic integration.
People, companies, and economies are more integrated and interconnected than ever before. This helps facilitate connections, which leads to specialization, innovation, and economic progress. Through these connections, economies benefit from the knowledge and experience of others, and learn how to replicate or adapt ideas for their own needs.
Background of Global Integration in India
The economy of India has developed drastically since independence from the British rule. The government’s priorities immediately after 1947 were to focus on social upliftment of people and eradicating poverty. The economy them was largely agrarian and industries were scarce.
Gradually, the government started establishing its own industries. There were several public sector corporations operating in many industries. The government ensured that they flourished by creating monopolistic markets. Hence, private companies were heavily regulated and controlled.
This approach did not last very long because the government ended up with a balance of payment crisis  in 1991. When India approached international institutions like the World Bank for help, they asked the government to open up its economy.
As a result, India adopted radical measures to integrate its economy with that of other nations. These measures, thus, are broadly termed as global integration  of the Indian business environment.
Elements of Global Integration
Global integration means the process with which the local Indian market opens up to the global economy. Consequently, it amounts to letting foreign factors influence India’s local business environment.
The process of global integration of India’s business environment began in 1991. 
The following elements were largely responsible for this:
1. Liberalization
2. Privatization
3. Globalization
Liberalization
Every government imposes restrictions on the way its citizens conduct business activities. One way of doing this is by making it compulsory for people to obtain several licenses and permissions for business. This process, for example, was called ‘License Raj’.
Liberalization basically refers to the removal of these restrictions. This happens when the government removes unnecessary license requirements, allows more freedom in conducting business, dilutes regulation and reduces taxes. Another way to do it is by making imports and exports easier.
Liberalization has been responsible for several large MNCs coming to India. The government has been able to attract crores of Rupees as foreign capital because of it.
Privatization
Privatization simply means allowing private players and companies to conduct business. This did not happen commonly before 1991 because the government controlled many industries. It also implies withdrawal of the state’s interference in business.
The main objectives of privatization are to reduce the burden on tax-payers, encourage private competition, facilitate capital inflow, etc. Some common modes by which a government indulge in privatization include disinvestment, franchising, public-private partnerships and liquidation of public sector undertakings.
Due to privatization, there are very few government companies remaining in India now. The ones that remain do not even enjoy a monopoly. Government companies like Air India, ONGC, LIC and HAL have to compete with private companies and MNCs. As a result, India’s economy has become more diverse and growth-oriented.
Globalization
The restricted nature of India’s economy before 1991 had made it over-dependant on local companies. Indian firms only competed amongst each other. Foreign companies, thus, could not even think of working here. This finally changed when India adopted globalization.
Globalization, in simple words, means growing inter-dependence between countries with regards to business and trade. Modern means of communication and transportation technology have made this possible. Even international organizations and treaties between countries have played a big role in globalization.
There are several benefits of globalization. For example, many new markets like insurance, transportation, and banking services have grown due to it. Furthermore, people now have access to more choices and international brands because of free trade between countries.
Financial Globalization :Financial globalisation means the globalization or the integration of the financial markets across the world. The primary aim of this globalization is to create a single financial market and facilitate the smooth movement of financial capital globally. This will also give investors opportunities to invest and earn returns on their investments anywhere in the world.
The primary factors that have made immense contributions to the rise of financial globalization are:
1. The deregulation of national financial markets,
2. The growing presence of global banks and financial institutions, and
3. The development of new financial instruments.
Stock markets are a very good example of this type of globalization. For instance, if one major stock market is on a decline, it could impact other stock markets as well.  
Financial Globalization: Benefits
Raise Living Standards
Financial experts see this globalization as a tool to raise the standard of living across the globe, especially in developing nations.
Investment Opportunities
Also, it helps to diversify risks and significantly raise the investment opportunities available to the investors.
Lower Cost of Capital
Moreover, such globalization also assists governments and businesses in lowering their cost of capital of getting funds from abroad.
Allocation of Resources
Many also believe such globalization could result in a more efficient resource allocation across the globe. Such globalization also makes it easy to access foreign financial resources. Also the access gets easier to technology and information. It also facilitates global mergers and acquisitions.
Financial Globalization: Criticism
Transfer of Capital
The very first criticism against financial globalization is that the transfer of capital from developed economies to underdeveloped is less than expected. The movement of capital from developed to developing and underdeveloped nations was expected to boost growth and standard of living. However, the limited transfer of capital was not enough to bring about a total global change.
Risk Diversification Tool
Many believe that this globalization has mainly become a tool of risk diversification. There is also a belief that there are now more chances of a country facing banking and currency crises because of this interlinking of the markets.
Entry Barrier
Another criticism is that the integration of global financial markets is slower than expected. Initially, the belief was that over time, capital markets would eliminate barriers to entry and thus, would allow all types of investors to participate, irrespective of their location. But, international markets still offer several benefits to their investors in comparison to the domestic markets. These benefits are in terms of cost, information, corporate governance, etc. Additionally, only a few firms from each country have access to the international markets. These firms are usually the biggest ones in that country.
Limited Role
One more criticism is with regards to the role of institutional investors in financial globalization. Many believe their role was much less than what the original expectations were. The institutional investors were expected to use private and public savings in a counter-cyclical and long-term way.
There is evidence that the role of institutional investors was more limited. This is because they were not diversifying risks as per the initial expectations and were investing in fewer stocks. All that where the investments flow are the stocks having past history of winning, and similarly, all that they sell are the stocks with a losing history. Also, these investors have received criticism for triggering contagion effects that spread crises globally
Small Contribution
Despite having benefits, many believe that it has failed to fully achieve its objectives or has only brought about a small positive change in the world.
Political Interferences
This financial globalization has taken some form of old school practices, where developed nations make the underworld and developing nations large borrowers. And after that, they start twisting their arms to get political, geographical, and military benefits.

Globalization of Indian Capital Market:
Globalisation of Indian Capital capital market is indicated by these two features
1.Increasing Role of the Foreign Institutional Investors :
A major indication of our increasing integration with the global markets is the major role that FIIs play in the domestic capital markets. The scenario over the last fiscal reflects a greater participation by FIIs in the financial economy and today FIIs have become a very significant category of investors on the domestic bourses.
2.Issuance of ADRs / GDRs by Indian Corporates:
The easing in the capital raising norms has had a positive fall out for the Indian corporate as well. The step towards raising capital from the overseas markets began with Indian corporates raising resources through the issuances of Global Depository Receipts (“GDRs”) in the early nineties. Subsequently, the markets for overseas resource raising opened up with the issuance of American Depository Receipts (“ADRs”) in the vibrant and deep US markets by Infosys Limited and the consequent listing of the scrip on the tech heavy NASDAQ exchange. The compliance with the strict accounting and disclosure norms and the strong track growth demonstrated by the Infosys and Indian IT stocks in general based on the success of the offshore development model gave the scrip good response in the US markets.
Effects of Global Integration of Capital Markets in India
1.The Indian financial system has undergone structural transformation over the decade.The financial sector has acquired strength ,efficiency and stability by the combines effect of competition, regulatory measures and policy environment.
2.Significant improvement in various parameters of efficiency, especially intermediation costs suggest that competition in the banking industry has intensified.The efficiency of various segments of financial system also increased.
3.The issues of corporate governance and appropriate disclosures for enhancing market discipline have received increased attention for ensuring transparency and greater accountability.
4.The capital market in India has become efficient and modern over theyears.It has become much safer. However issues of corporate governance needs to be addressed.Retail investors need to be encouraged to participate in stock market. Private corporate debt market need to be stronger.
Role of Media and Technology in capital Mobility
Media is a vehicle or means of communication that disseminates information from the source to the target public and any media intended for the larger audience is called mass media.Mass media refers collectively to all media technologies, including internet,television, newspapers and radio which are used for mass communication and organisations that control these technologies.
Capital mobility refers to the ability  of private funds to move across national boundaries in pursuit of higher returns.
Media and technology play a very crucial role in capital mobility.
Information and communications technologies are critical to healthy and efficient primary and secondary markets Developing communication technologies hold the promise of making the capital markets more efficient by providing all participants with faster, more effective means of exchanging information.
The use of these technologies to disseminate information provides numerous benefits to companies and other market participants, such as:
· making the delivery of information faster, less expensive, and more widespread;
· helping to level the playing field between large and small companies;
· helping companies to raise capital more effectively by giving them better access to potential investors; and
· giving companies new avenues to communicate with shareholders.
Similarly, it enhances the ability of investors and their advisors to make informed investment and voting decisions:
· by giving investors information faster;
· by giving investors information in electronic format, so databases can be searched and financial information can be analyzed more readily;
· by reducing disparities between large and small investors' ability to access information; and
· by helping investors communicate with each other and with companies.
· Investors can identify stocks quicker through stock quotes and trade volumes.
[bookmark: FOOTBODY_3]While the markets have always quickly assimilated technological advances that increase market efficiencies and enhance information flow, the recent pace of development has accelerated. In the last decade, such tools as personal computers, desktop workstations, networking capabilities, more powerful computer processing and increasingly sophisticated hardware and software have been developed and made commercially available. These recent advances in information and communications technology are resulting in markets that are more efficient and transparent and better able to handle increased trading volume. In these respects, the impact of new technologies upon the securities industry as a whole has been pervasive

Digital technology is rewriting the future of the capital markets worldwide and is considered the main driver for the industry to evolve over the next few years. Newer technologies that are moving capital markets forward include cloud technology, open architecture, artificial intelligence, mobile computing, blockchain and the Internet of Things (IoT), to name a few.
Established capital markets firms are pinning their futures on digital technology to confront multiple global challenges. These include increased competition from financial technology firms, fee compression, compliance concerns, aging IT infrastructures and customer relevance and churn. Technology can them compete in multiple ways, including:
· To better serve and retain clients, real-time analysis of customer behaviors can better inform future product and service launches. Meanwhile, increased intelligent automation adoption will help better leverage human workforce, machine usage and expand talent bases. 
· By deploying more open APIs and services, firms can launch new products faster, serve customers better, and more effectively. 
· Perhaps most importantly, technology can help firms adapt more readily to changing markets and customer needs in the years ahead.
Like everything else in the world, technological advancements tend to often have a flip side. Great tech transformations come with great risks such as cybersecurity, technical product glitches, et al. being cautious and taking steps such as upgrading security, initiating password systems, 24x7 monitoring, and additionally ring-fencing the network will help towards keeping such instances at bay. At the same time media too can play a negative role in capital markets. Media seeking attention from the viewers can turn a slightest bit of negative economic news in to headline story,and the investors may get panic and behave irrationally.So media can increase volatility. Remember, technological innovations take time but developing communication technologies holds the promise of making capital markets more efficient with faster and more effective means of exchanging information.

Diversification benefits of global investment
What Is Diversification in Investing?
Diversification is a technique that reduces risk by allocating investments across various financial instruments, industries, and other categories. It aims to minimize losses by investing in different areas that would each react differently to the same event.
Most investment professionals agree that, although it does not guarantee against loss, diversification is the most important component of reaching long-range financial goals while minimizing risk. 
· Diversification reduces risk by investing in vehicles that span different financial instruments, industries, and other categories.
· Unsystematic risk can be mitigated through diversification while systematic or market risk is generally unavoidable.
· Investors can choose to pick their own assets to invest in; otherwise, they can select an index fund that is comprised of a variety of companies and holdings.
· Balancing a diversified portfolio may be complicated and expensive, and it may come with lower rewards because the risk is mitigated.
· A diversified portfolio may lead to better opportunities, enjoyment in researching new assets, and higher risk-adjusted returns.
Diversification is designed to help moderate volatilityInvesting in a diversified portfolio that includes a mix of different asset classes can help you establish a plan that works towards your long-term financial goals while moderating the short-term ups and downs of investing.
For example, each investment in a portfolio serves a particular purpose:
· Stocks can provide growth over time but come with potentially high volatility.
· Bonds can provide income and are typically less volatile than stocks.
· Commodities and real estate can help provide potential inflation protection.
· Cash provides ballast during the inevitable times of turbulence
 Reasons to diversify
1. Not all types of investments perform well at the same time.
2. Different types of investments are affected differently by world events and changes in economic factors such as interest rates, exchange rates and inflation rates.
3. Diversification enables you to build a portfolio with generally less risk than the combined risks of the individual securities.
4. If your portfolio is not diversified, it may carry unnecessary risk.
There are many different ways to diversify your portfolio, including by asset class, industry or country.
Foreign diversification
There are generally three types of markets to choose from when thinking about international diversification:
· Developed market – generally defined as a country with well-developed capital markets and economy. Developed market countries may be less risky than countries in emerging or frontier markets.
· Emerging market – generally defined as a country that does not have as well-developed an economy or capital markets when compared to a country in the developed market. Emerging market countries may be riskier than developed market countries.
· Frontier market – generally defined as a country that has signs of development, but cannot be considered an emerging market. Frontier markets generally carry the highest investment risk.
For examples of the countries in each category, see the Annual Country Classification Review available from S&P Dow Jones Indices.
Because risk and return are related, investing in emerging and frontier markets may expose investors to a higher potential rate of return – but also bigger potential losses – compared to investing in the developed market.
Investing in different international markets can provide exposure to additional market sectors that may be unavailable in Canada. Large markets, like the U.S. can also provide global exposure due to the higher number of large multi-national companies headquartered there.
Risks of diversifying by country
All investing comes with certain amounts of investment risk. Here are a few to keep in mind if you are investing outside of Canada:
· Foreign investment risk – The risk of loss when investing in foreign countries. When you buy foreign investments (for example, the shares of companies in emerging markets) you face risks that do not exist in Canada. For example, the risk of nationalization.
· Political risk – The risk of loss when there are changes to the political leaders or policies in a country. For example, if a new government comes into power, it may decide to make new policies. Sometimes these changes can be seen as good for business, and sometimes not. They may lead to changes in inflation and interest rates, which in turn may affect stock prices. An act of terrorism can also lead to a downturn in economic activity and a fall in stock prices.
· Currency risk – The risk of losing money because of a movement in the exchange rate. For example, if the U.S. dollar becomes less valuable relative to the Canadian dollar, your U.S. stocks will be worth less in Canadian dollars.
· Credit risk – The risk that the government entity or company that issued the bond will run into financial difficulties and won’t be able to pay the interest or repay the principal at maturity.

Pros of Portfolio Diversification

· Attempts to reduce risk across a portfolio.
· Potentially increases the risk-adjusted rate of return for an investor
· Preserves capital, especially for retirees or older investors
· May garner better investing opportunities due to wider investing exposure
· May cause investing to be more fun and enjoyable should investors like researching new opportunities:
Cons of Portfolio Diversification
· Generally leads to lower portfolio-wide returns
· May cause investing to feel burdensome, requiring more management
· Often results in more and larger transaction fees
· Does not eliminate all types of risk within a portfolio
· May turn your attention away from large future winners
· May be intimidating for inexperienced investors not wanting to buy index funds
Mergers &Acquisitions
Defining merger & Acquisition
When two or more companies combine to form a single new company, then it is termed as a Merger. Generally, mergers are held between two companies which are similar in size and belong to the same business.
On the other hand, Acquisition is defined as the buying of ownership of a company by another company. It is often seen that a larger company is interested in acquiring the ownership of the smaller ones.
The terms mergers and acquisitions are often used interchangeably, however, they have slightly different meanings.
When one company takes over another and establishes itself as the new owner, the purchase is called an acquisition.
On the other hand, a merger describes two firms, of approximately the same size, that join forces to move forward as a single new entity, rather than remain separately owned and operated. This action is known as a merger of equals. Case in point: Both Daimler-Benz and Chrysler ceased to exist when the two firms merged, and a new company, DaimlerChrysler, was created. Both companies' stocks were surrendered, and new company stock was issued in its place. In a brand refresh, the company underwent another name and ticker change as the Mercedes-Benz Group AG (MBG) in February 2022.
A purchase deal will also be called a merger when both CEOs agree that joining together is in the best interest of both of their companies.
Unfriendly or hostile takeover deals, in which target companies do not wish to be purchased, are always regarded as acquisitions. A deal can be classified as a merger or an acquisition based on whether the acquisition is friendly or hostile and how it is announced. In other words, the difference lies in how the deal is communicated to the target company's board of directors, employees, and shareholders.
Differences between merger and acquisition :
1. A type of corporate strategy in which two companies amalgamate to form a new company is known as Merger. A corporate strategy, in which one company purchases another company and gain control over it, is known as Acquisition.
2. In the merger, the two companies dissolve to form a new enterprise whereas, in the acquisition, the two companies do not lose their existence.
3. Two companies of the same nature and size go for the merger. Unlike acquisition, in which the larger company overpowers the smaller company.
4. In a merger, the minimum number of companies involved are three, but in the acquisition, the minimum number of companies involved is 2.
5. The merger is done voluntarily by the companies while the acquisition is done either voluntarily or involuntarily.
6. In a merger, there are more legal formalities as compared to the acquisition.


Types of Mergers and Acquisitions:
The following are some common transactions that fall under the M&A umbrella:
Mergers
In a merger, the boards of directors for two companies approve the combination and seek shareholders' approval. For example, in 1998, a merger deal occurred between the Digital Equipment Corporation and Compaq, whereby Compaq absorbed the Digital Equipment Corporation. Compaq later merged with Hewlett-Packard in 2002. Compaq's pre-merger ticker symbol was CPQ. This was combined with Hewlett-Packard's ticker symbol (HWP) to create the current ticker symbol (HPQ).
Acquisitions
In a simple acquisition, the acquiring company obtains the majority stake in the acquired firm, which does not change its name or alter its organizational structure. An example of this type of transaction is Manulife Financial Corporation's 2004 acquisition of John Hancock Financial Services, wherein both companies preserved their names and organizational structures.
Consolidations
Consolidation creates a new company by combining core businesses and abandoning the old corporate structures. Stockholders of both companies must approve the consolidation, and subsequent to the approval, receive common equity shares in the new firm. For example, in 1998, Citicorp and Travelers Insurance Group announced a consolidation, which resulted in Citigroup.
Tender Offers
In a tender offer, one company offers to purchase the outstanding stock of the other firm at a specific price rather than the market price. The acquiring company communicates the offer directly to the other company's shareholders, bypassing the management and board of directors.9 For example, in 2008, Johnson & Johnson made a tender offer to acquire Omrix Biopharmaceuticals for $438 million. The company agreed to the tender offer and the deal was settled by the end of December 2008.
Acquisition of Assets
In an acquisition of assets, one company directly acquires the assets of another company. The company whose assets are being acquired must obtain approval from its shareholders. The purchase of assets is typical during bankruptcy proceedings, wherein other companies bid for various assets of the bankrupt company, which is liquidated upon the final transfer of assets to the acquiring firms.
Management Acquisitions
In a management acquisition, also known as a management-led buyout (MBO), a company's executives purchase a controlling stake in another company, taking it private. These former executives often partner with a financier or former corporate officers in an effort to help fund a transaction. Such M&A transactions are typically financed disproportionately with debt, and the majority of shareholders must approve it. For example, in 2013, Dell Corporation announced that it was acquired by its founder, Michael Dell.
How Mergers Are Structured/Types of Merger
Mergers can be structured in a number of different ways, based on the relationship between the two companies involved in the deal:
1.Horizontal merger: Two companies that are in direct competition and share the same product lines and markets.
2.Vertical merger: A customer and company or a supplier and company. Think of an ice cream maker merging with a cone supplier.
Horizontal integration and vertical integration are competitive strategies that companies use to consolidate their position among competitors. Horizontal integration is the acquisition of a related business. A company that opts for horizontal integration will take over another company that operates at the same level of the value chain in an industry—for instance when Marriott International, Inc. acquired Starwood Hotels & Resorts Worldwide, Inc.13
Vertical integration refers to the process of acquiring business operations within the same production vertical. A company that opts for vertical integration takes complete control over one or more stages in the production or distribution of a product. Apple, for example, acquired AuthenTec, which makes the touch ID fingerprint sensor technology that goes into its iPhones
3.Congeneric mergers: Two businesses that serve the same consumer base in different ways, such as a TV manufacturer and a cable company.
4.Market-extension merger: Two companies that sell the same products in different markets.
5.Product-extension merger: Two companies selling different but related products in the same market.
6.Conglomeration: Two companies that have no common business areas.
Mergers may also be distinguished by following two financing methods, each with its own ramifications for investors.
Purchase Mergers
As the name suggests, this kind of merger occurs when one company purchases another company. The purchase is made with cash or through the issue of some kind of debt instrument. The sale is taxable, which attracts the acquiring companies, who enjoy the tax benefits. Acquired assets can be written up to the actual purchase price, and the difference between the book value and the purchase price of the assets can depreciate annually, reducing taxes payable by the acquiring company.
Consolidation Mergers
With this merger, a brand new company is formed, and both companies are bought and combined under the new entity. The tax terms are the same as those of a purchase merger.
How Acquisitions Are Financed
A company can buy another company with cash, stock, assumption of debt, or a combination of some or all of the three. In smaller deals, it is also common for one company to acquire all of another company's assets. Company X buys all of Company Y's assets for cash, which means that Company Y will have only cash (and debt, if any). Of course, Company Y becomes merely a shell and will eventually liquidate or enter other areas of business.
Another acquisition deal known as a reverse merger enables a private company to become publicly listed in a relatively short time period. Reverse mergers occur when a private company that has strong prospects and is eager to acquire financing buys a publicly listed shell company with no legitimate business operations and limited assets. The private company reverses merges into the public company, and together they become an entirely new public corporation with tradable shares.
How Mergers and Acquisitions Are Valued
Both companies involved on either side of an M&A deal will value the target company differently. The seller will obviously value the company at the highest price possible, while the buyer will attempt to buy it for the lowest price possible. Fortunately, a company can be objectively valued by studying comparable companies in an industry, and by relying on the following metrics:
Price-to-Earnings Ratio (P/E Ratio)
With the use of a price-to-earnings ratio (P/E ratio), an acquiring company makes an offer that is a multiple of the earnings of the target company. Examining the P/E for all the stocks within the same industry group will give the acquiring company good guidance for what the target's P/E multiple should be.
Enterprise-Value-to-Sales Ratio (EV/Sales)
With an enterprise-value-to-sales ratio (EV/sales), the acquiring company makes an offer as a multiple of the revenues while being aware of the price-to-sales (P/S ratio) of other companies in the industry.
Discounted Cash Flow (DCF)
A key valuation tool in M&A, a discounted cash flow (DFC) analysis determines a company's current value, according to its estimated future cash flows. Forecasted free cash flows (net income + depreciation/amortization—capital expenditures—change in working capital) are discounted to a present value using the company's weighted average cost of capital (WACC). Admittedly, DCF is tricky to get right, but few tools can rival this valuation method.
Replacement Cost
In a few cases, acquisitions are based on the cost of replacing the target company. For simplicity's sake, suppose the value of a company is simply the sum of all its equipment and staffing costs. The acquiring company can literally order the target to sell at that price, or it will create a competitor for the same cost. Naturally, it takes a long time to assemble good management, acquire property, and purchase the right equipment. This method of establishing a price certainly wouldn't make much sense in a service industry wherein the key assets (people and ideas) are hard to value and develop.
How Does M&A Activity Affect Shareholders?
Generally speaking, in the days leading up to a merger or acquisition, shareholders of the acquiring firm will see a temporary drop in share value. At the same time, shares in the target firm typically experience a rise in value. This is often due to the fact that the acquiring firm will need to spend capital to acquire the target firm at a premium to the pre-takeover share prices. After a merger or acquisition officially takes effect, the stock price usually exceeds the value of each underlying company during its pre-takeover stage. In the absence of unfavorable economic conditions, shareholders of the merged company usually experience favorable long-term performance and dividends.
Note that the shareholders of both companies may experience a dilution of voting power due to the increased number of shares released during the merger process. This phenomenon is prominent in stock-for-stock mergers, when the new company offers its shares in exchange for shares in the target company, at an agreed-upon conversion rate. Shareholders of the acquiring company experience a marginal loss of voting power, while shareholders of a smaller target company may see a significant erosion of their voting powers in the relatively larger pool of stakeholders
Different motives behind mergers & acquisitions
1.Achieve faster growth
The major benefit of a merger or acquisition deal can be calculated by evaluating the growth graph. Such deals have the potential to exponentially increase the growth of the company due to the high rise of the resources.
It is just simple math that when 2 companies combine, then their corresponding assets, as well as market share, are also merged and this widens opportunities for growth. And the increased market power is directly proportional to more yearly turnovers.
2.Attain positive synergy
The concept of synergy states that the combined return of two companies will be greater than the sum of the returns of the companies as individuals. A merger & acquisition process helps to increase the company’s performance for its shareholders.
The potential synergy from the merger & acquisition between two or more companies is evaluated before the final agreement is signed. Positive and greater synergy is often the main motive for a merger or acquisition.
Synergies is the most common reason for a merger. It is expected that when two companies merge to form a new bigger company, the value of the new entity will be more than the combined value of two separate companies. Generally, there are two types of synergies that are aimed for:
Cost Synergies
Synergies that reduce costs through the economies of scale in various divisions of the company, viz. research and development, procurement, sales and marketing, manufacturing, distribution, and general administration.
Revenue Synergies
Synergies that increase the overall revenue through expanded markets, product cross-selling, and an increase in prices.
3.Exploitation of the market
No market is perfect and there are always loopholes that businesses utilize for their own profit. Acquiring or merging of two similar companies help to form a dominant place in the existing market. This allows them to achieve a monopoly over its competitors.
A merger & acquisition deal also increases the market power of the involved companies by reducing their dependence on other companies for raw materials. There is enough scope for a company to have authority over:
# Supply of raw material
# Manufacturing process
# Marketing and distribution
4.Facilitates transfer of technology
When the two companies involved in a merger & acquisition are technology-driven, then a possible motive is the transfer of technology. The companies must be using unique technologies and sharing them could empower them a larger market share.
Developing new technologies may require a lot of time and revenue, which may not prove profitable. Through mergers and acquisitions, the development process can be done in a easier and cost-effective manner.
5.Achieve diversification
Mergers and acquisitions allow companies to attain diversification in their business. There are both risks and profit in acquiring different businesses. Entering into different fields helps the company to maintain a positive impact in the share market.
Suppose, there is a drop in one business and rise in another, then the company has an option to recover from the profitable business. So, it is better to invest in acquiring for diversifying your business portfolio, rather than being stuck with a single platform.

6.Unique Capabilities
Not every company can have all the resources or strengths required for successful growth. There will come a time when the company wants to acquire the competencies and resources that it lacks. This can easily be done through mergers and acquisitions in a very cost-effective way as compared to developing the capabilities internally
7.Bootstrapping EPS
A merger deal might have a bootstrapping effect on the company’s EPS. This occurs when the acquiring company’s shares are trading at a higher P/E ratio than the P/E of the target company, and the P/E does not decrease even after the merger. Such an effect increases the current EPS of the company at the expense of decreased future EPS and decreased growth prospects.
8.Personal Incentives for Managers
The executives of a company might want the merger to satisfy their personal goals rather than maximize the shareholder value. A post-merger bigger company translates into more prestige and greater power for them—even the compensation increases in a bigger company. Thus, the managers will prefer the merger to increase the size of their company.
9.Tax Issues
A company with a large taxable income will look at merging with a company with large carry forwards tax losses. By doing so, the acquiring company can lower the tax liability. Regulators will not approve a merger purely for reducing tax liabilities; however, companies can hide this reason under other strong motivations to merge.
10.Unlocking Hidden Value
A struggling company may be bought by an acquirer to unlock its hidden value. The acquiring company may believe that making some improvements in management and organizational structure and adding more resources, it can make the company perform better. Of course, the acquirer will pay a lower price than the market price.
11.International Goals
International mergers and acquisitions have become more common and important in today’s business world. Like mergers in one’s own country, these international deals are also motivated by the above-mentioned reasons. However, there are several reasons specifically for international mergers as follows:
· Unique products can be marketed in new markets.
· Transfer of technology to new markets.
· Exploiting market inefficiencies.
· Overcoming disadvantageous policies of the government.
· Continued support to international clients.

Forms of Acquisition
There are two basic forms of mergers and acquisitions (M&A):
1. Stock purchase
In a stock purchase, the acquirer pays the target firm’s shareholders cash and/or shares in exchange for shares of the target company. Here, the target’s shareholders receive compensation and not the target. There are certain aspects to be considered in a stock purchase:
· The acquirer absorbs all the assets and liabilities of the target – even those that are not on the balance sheet.
· To receive the compensation by the acquirer, the target’s shareholders must approve the transaction through a majority vote, which can be a long process.
· Shareholders bear the tax liability as they receive the compensation directly.
2. Asset purchase
In an asset purchase, the acquirer purchases the target’s assets and pays the target directly. There are certain aspects to be considered in an asset purchase, such as:
· Since the acquirer purchases only the assets, it will avoid assuming any of the target’s liabilities.
· As the payment is made directly to the target, generally, no shareholder approval is required unless the assets are significant (e.g., greater than 50% of the company).
· The compensation received is taxed at the corporate level as capital gains by the target.
Method of payment
There are two methods of payment – stock and cash. However, in many instances, M&A transactions use a combination of the two, which is called a mixed offering.
 Stock
In a stock offering, the acquirer issues new shares that are paid to the target’s shareholders. The number of shares received is based on an exchange ratio, which is finalized in advance due to stock price fluctuations.
Cash
In a cash offer, the acquirer simply pays cash in return for the target’s shares.
Examples for Hostile Takeover
Acquisitions can be friendly as well as hostile. A friendly acquisition is one in which controlling group of the target company sells its shares to another group wilfully. However, if the management of the target company is unwilling to negotiate, the acquirer can directly approach the shareholders of the company by making an open offer. This is known as a hostile takeover
There have been very few instances of hostile takeovers in the Indian corporate history. 
1. In 1983 London-based NRI Swaraj Paul sought to control the management of two Indian companies, Escorts Limited and DCM (Delhi Cloth Mills) Limited by picking up their shares from the stock market. While he was ultimately unsuccessful, Paul's hostile threat sent shockwaves through the Indian business world.
2. In 1998, India Cements Limited ("ICL") in its hostile bid for Raasi Cements Limited ("RCL") made an open offer for RCL shares at Rs 300 per share at the time when the share price on the Stock Exchange, Mumbai ("BSE") was around Rs. 100. In this case investors felt cheated as the promoters themselves sold out their stake to the acquirer leaving little room for them to tender their stake to the acquirer during the open offer. However, ICL also bought out the FIs in the open offer and thereby increased their holding in RCL to 85%.
3. In October 2000, Abhishek Dalmia, made an open offer to acquire 45% of the share capital in Gesco Corporation at Rs 23 per share at a total. This transaction entered in to a drama of hostile takeover until the promoters of Gesco corporation and the Dalmia group announced to have reached an amicable settlement in the battle for Gesco, with the former buying out Dalmias' 10.5% stake at Rs 54 per share for a total consideration of Rs 16 crore. The Gesco Corporation takeover drama showed that a bidder with admittedly poor financial resources could drive the price up of shares only to exit later with a huge profit via a negotiated deal.
4. In 2008, hostile takeover triggered between Emami and Zandu in May 2008 when Emami acquired 24 per cent stake in Zandu from Vaidyas (co-founders) at Rs 6,900 per share. Open offer for further 20 per cent stake followed with co-founders giving in their 18% after 4 months of futility to save the company. Rs 750 crore was the consideration paid by Emami for a 72 per cent stake in the company.
5. In 2012, Essel Group's Subhash Chandra sought to control Iragavarapu Venkata Reddy Construction Limited (IVRCL), an infrastructure company. The promoters in the target company had only 11.2 per cent stake in IVRCL. Subhash Chandra's Essel Group after acquiring 10.7 per cent stake in IVRCl, made a u-turn and decided to exit its shareholdings in the target company.
How can a company prevent hostile takeover?
A company has a host of options through which it can prevent hostile takeover. Some of these options make the takeover expensive for the acquirer. In some cases the most attractive assets of the target company are even sold off, so that the acquiring company may lose interest and back out from the hostile takeover. Described below are some of the commonly employed tactics by the target company to counter hostile takeover attempt.
Poison Pills: A specially designed shareholder rights plan is called poison pill; it comes with with certain conditions drafted specifically to thwart attempted takeovers. Poison pills come into play when a hostile bidder acquires a certain percentage of the target's voting shares, following which the target shareholders become entitled to new shares offered at deep discount, making the target company's shares much more expensive to buy.
Shark Repellents: To deter hostile takeovers a company may make special amendments to its legal charter which becomes active only when a takeover is attempted. It is commonly known as a porcupine provision. These are put in place largely to reinforce the ability of a firm's board of directors to remain in control. Techniques such as staggered or classified board structures may be implemented through which only specified directors are re-elected to the board while others have a fixed tenure, thereby forcing a hostile bidder to wait until the completion of tenure.
Pac-Man Defence: Pac-man defence is a bold move in which the target company prevents a takeover by buying stocks in the acquiring company and ultimately gaining control of the acquirer
Sale of Assets: In a move to make the acquisition less interesting for the acquiring company, the target company may sell the whole company or the most important assets of the company. Thereby making the sale less attractive for the acquiring company.
White Knight: Where a hostile takeover seems imminent, the target may seek out other investors which are friendly to the target company, and sell the company or substantial stocks of the company to the friendly investor. Such friendly investor is called a white knight.
Greenmail: Similar to blackmail, greenmail refers to the money paid to an hostile entity to stop or prevent its aggressive behaviour. Greenmail is an anti-takeover tool in which the target company pays a premium, (known as greenmail), to purchase its own shares back at increased prices from a hostile acquirer.
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