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Hardly a  day passes  in  w h ich the press does not describe acquisition bat-

tles like a thriller to draw our attention.   In December 1988 i t  was the batt le  

for  RJR N a b isco w h ich hit  the headlines.   A n  investor group led by K K R  

even tually w o n  in front of a w idespread audience w ith  its U S  $  25 bill ion 

bid.   The financial  intell igence m a n ifested, the ability to m o b ilize large 

sum s of m o n e y  internationally,  the skilful  use of  tax benefits  and the cour-

age of  f inancial  investors are all  remarkable .   The arguments  used by those  

propagating such m o d e ls are well-know n : the need to change traditional 

structures and to serve shareholders ' interests first .   Such acquisitions are 

nevertheless not the basis for this paper.   Instead, emphasis  is  placed here 

on  acquisitions made for  the purpose of  achieving m e d ium - and long-term  

in dustrial goals.   As a result ,  the acquisit ions con cerned are those made for  

reasons such as the desire to obtain access to new  technologies,  to establish 

joint R &  D efforts,  to expand into new  m arkets,  to secure supplies of raw  

materials or to m inim ize costs. 

 

 

1. Reasons for the Increasing Importance of  Acquisitions 

 

Deve lopments  during the 1980s make the increasing im portance of  acquisi-

t ions easy to understand.  

 

• Technical  change has taken place very quickly in m a n y  industries.  

New product  developments  have to  be realized faster in order to 

maximize the t ime  advantage until  the competit ion forces cost  reduc-

tions through lower pricing or in order to keep pace w ith technologi-

cal  progress.
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R  &  D efforts  have also had to become more economic  in  order  to  en-

sure that  products  can be produced at  prices w h ich are compet itive  

enough to  perm it sufficient market penetration.  

 

• The production process  has had to make  maximum use  o f  automa-

tion and process modernization in order to m a intain cost  advan tages.  

Modernization leads to greater productivity but also to some extent  

to increased capacity w h ich has to be sold in the m a rket. 

 

• In the marketing area i t  has become increasingly im portant to pro-

vide customers with full  service,  to use existing distribution chan nels 

for com p lementary products and to gain faster access to new  regional  

markets  than in the past. 

 

The rapid pace of  technological  change and the increasing internationaliza-

t ion of  products  and markets  demands from  c o m panies the ability to react 

qu ickly in order to realize new deve lopments  rap idly and to secure new  

markets  ahead of  the com p etition .  In contrast  to the 1960s and 1970s,  this  

is  often no longer possible alone.   The most critical bottleneck is  the fact  

that  adequate numbers of  suitably trained staff  are not available and can-

not be built  up w ith in the prevailing time constraints.   This prevents the 

realization of goals solely via internal grow th.   Cooperation and acquisition 

have thus become important alternatives.   This applies to com p a n ies w h ich 

already trade w ith one another  or  w h ich are able to realize synergies from  

future ties.  It also applies to adjacent technologies and com plementary 

prod ucts  and markets.  

 

Further advantages of  acquisit ions compared with internal  grow th - in ad-

d ition to the lim iting factors labour and tim e  - are as follow s: 

 

• N o  increase in total capacity.  

 G row th has s low e d  in m a n y  industries.   A d d itional total capacities 

cannot  be absorbed by the markets  and w o u ld only lead to lower  

overall  price levels. 
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• A d v a n tageous purchase prices compared with cost  of  internal  

grow th. 

 A c q u isit ion prices can often be seen in a different l ight w h en com -

pared to the alternative of realizing the same goals  via internal  

grow th.   This applies equally to both production facilities and to 

brand-name companies .  

 

• Easier  and more secure clearance of  barriers to en try. 

 The purchase of  an existing company represents  the acquisition of an 

estab lished network of  customer and supplier relationships.   O n e  

should not  underestimate the resistance of  the market to efforts to 

develop an equivalent network via internal  grow th.  This resistance 

can arise in technological or legal term s or  can be caused by the over-

all  structure of a given m a rket. 

 

A g a inst this background, acquisit ions are increasingly the better alterna-

tive to the long and laborious process of  internal  grow th.   This trend has 

gained m o m e n tum , as the Federal C a rtel O ffice statistics reveal: 

 

 Year  Number of  Acquisi t ions 

 1985 709 

 1986 802 

 1987 887 

 1988 1,159 

 1989 1,414 

 1990 1,548 

 

The years  1985-1987 depict  an increase at  the rate of  10 % per  annum .  This 

rose to 30 %  in 1988.   T h is sharp rise is of interest  because the Federal  Car-

tel O ffice statistics are an indicator for the overall  market.   It  seem s fair to 

assume that the rate of  in crease in the level of acquisition activity for com -

panies un der the lower l imit for registration requirements is  even faster  

than for the registered transactions.   The Federal Cartel  O ffice figures only 
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reveal  the picture at  the upper end.   Despite the absence of reliable overall  

statistics,  there is sound evidence that the total  level of acquisition activity 

is grow ing rapidly.  

 

O n e  important cause is  preparation for the open market  within the Euro-

pean  Com m unity as from 1992 .   This prom p ts corporate entities to review  

the extent  of  their  presence throughout the Com m unity.  This applies 

equally to large and to m e d ium -sized com p a n ies.   Brit ish and French com -

panies, in particular,  are increasingly resorting to industrial  cooperations 

and acquisit ions as part  of  the preparation process.   in addition,  N o rth  

A m erican, East Asian,  Austrian,  Sw iss and Scandinavian com p a n ies are 

also endeavouring to secure an adequate foothold w ith in the European 

market.   This is  especial ly the case in areas such as road haulage w h ich to 

date  have been subject to price regulation or concessionary l icensing.  A  

sim ilar situation applies to markets  for  products in w h ich national  norm s 

or  depend ence  on dem a n d  from  the public  sector have long served as a 

barrier to entry.   Exam p les are the telecom m unications,  food and beverages 

and financial  services industries.  

 

Reference is  made in this  context  to a  survey con ducted by  KPM G  in 1988.   

Under this  survey,  650 com p a n ies in different industries throughout 

Europe were interviewed concerning their  plans in preparation for the 

open European market after 1992.   64 %  o f the  com p a n ies surveyed ex-

pected to obtain com m ercial  advantages from  a c q u isitions in other C o m -

m u n ity countries.  

 

In addition to these particular causes for the rising level of acquisition ac-

tiv ity, the structure of the German corporate landscape also ensures an in-

creasing supply of  acquisit ion opportun ities. 

 

O n ly som e  0 .1 %  o f all Germ a n  c o m p a n ies are joint stock corporations and 

only a portion of these are publicly-quoted on a  s tock exchange.  In  com -

parison,  England has six t imes as  many publ ic ly-quoted com p a n ies as 
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Germ a n y .  Privately-held com p an ies represent the vast  bulk of Germ a n  

corporate entities.   The ow n ership question w ith in such privately-held 

com panies is review e d  w ith each generat ion change.  Frequently,  the 

wealth of  the ow n ing fam ilies is almost entirely concentrated in the com -

pany.  It  is becom ing increasingly difficult  for fam ily ow n ers to solve the 

succession issue.  In this context, it  is important to note that,  after more  

than 40 years of  uninterrupted grow th,  a generation change is  im m inent in 

the  numerous fam ily com panies founded in the im m ediate post-war  pe-

riod.  O u r own observations reveal  that  the ow n ers of private com panies 

have become more receptive and at  an earl ier  stage to the con cept of  equity 

ties w ith a larger group in order to secure the achievements of  the past  

decades for the fu ture. 

 

 

2. The Food Retailing Industry as an Exam p le 

 

The food retai l ing industry has been the subject  of  a large am o u n t of  acqui-

sit ion activity and is thus a useful exam p le for an il lustration of the consid-

erations leading to the adoption of a strategy of external rather than inter-

nal  grow th.  It is well-know n  that the key costs of  the food retail ing in-

dustry are 

 

• the cost  of  the goods sold and 

• handling costs.  

 

Statistical  surveys have show n  that the cost  of  goods sold is  1-2  %  lower for  

the largest German food retailers compared with the next  largest  group.   

Bearing in m ind the size of recent  acquisit ions such as Massa,  Deutscher  

Supermarkt  and W erhahn-H a n d e lsbetriebe w ith total sales of betw e e n  

D M  2 bil l ion and D M  3 bil l ion,  the purchasing advantages are very sub-

stantial in absolute term s and relate to both the total  sales of the acquired 

company as  well  as  those of  the acquiror. 
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H a n d ling costs  are even more significant.   These com p rise the warehous-

ing, logistical,  point-of-sale and ancillary costs.   Where optimal  systems are  

acquired or can be introduced by the acquiror,  these can lead to cost  ad-

van tages am o u n ting to up to 10 %  o f total sales.  General  overhead costs  

are also spread over a larger sales  volum e . 

 

In addition to the above,  food retailers are aware that  greater market  share 

leads to greater influence on overall  market prices and thus generally to 

more stable profit  levels .   Cost  and purchasing advantages therefore have a 

greater impact .  

 

Concentric  acquisit ions by food retailers have to be view e d  d ifferently.  

These are diversification steps into adjacent fields.   An  exam p le is diversi-

fication into the retail ing of household electronics.   A number  of  acquis i-

tions in this direction have taken place recently:  

 

• Kaufhof  has acquired Saturn 

• Hertie has acquired Schaulandt  

• Leibbrand has acquired D iehl 

• Coop has acquired Egger . 

 

In such instances,  existing or new  p roducts are m a rketed in specialist  

stores that sell  to the same consumers as  the parent organizations.   A d v a n-

tages of this external grow th have been described as arising from  location, 

cost reduction and access to qualif ied personnel .   By acquiring an estab-

lished retailer, the purchasers  also avoid the r isks involved in endeavour-

ing to build up a competent  reputation w ith  con sumers.  

 

A  third category of m o tives for acquisition are prevailing restrictions.  In 

this context, it  is important  to note that  internal grow th via constructing 

and open ing additional sales outlets w ith the econom ically favoured size 

of more than 1 ,500 m 2 per outlet is often impossible,  as the local  authorities 

are virtually totally unw illing  to grant new  p lanning perm ission for such 
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uses.   The introduction of  much more s tr in gent requirements  under  §  11 (3) 

of  the Building Use Decree  has  made large  new  retail  outlets practically un-

realisable.   The alternative has therefore become to acquire other retailers 

w ith suitable sites in the desired locations.   Furthermore,  i t  can probably be 

assumed that the restrictive retail  closing hours in Germany have  encour-

aged the concentration trend w ith in the retail  trade. 

 

In spite of  the high degree of  concentration realized in the German food re-

tailing  industry in recent years,  i t  nevertheless has to be borne in m ind that  

the concentration process in this area is  even more advanced in  other  Euro-

pean countries and that  the degree of  concentration in Germ a n y  is in  the 

lower third of  the European league.   Research undertaken by N ielsen 

show s that the degree of concentration is  sign ificantly higher in France,  

Belgium , the  U K , Spain and in Sw itzerland than in Germ a n y . 

 

The sam e  p icture repeats itself am o n g  food m a n ufacturers as the suppliers 

of  the food retail ing industry. 

 

Food m a n u facturers in other countries w h ich already possess h igh dom e s-

tic market shares try and realize further grow th by expanding their  act ivi-

ties into new  regional or national markets .   The acquisit ion of established 

com p a n ies in the target markets in this context is  considered attractive for 

the follow ing reasons : 

 

• The acquisit ion of  com p a n ies producing the same products w ith  es-

tabl ished brand names in their  local  markets eases the introduction of 

the acquiror 's ow n  p roducts into the target market.   This image trans-

fer greatly reduces the risks inherent in trying to estab lish products  

sold under  a  brand name sti l l  un know n  in the relevant market ;  

 

• in addition, l im itations on shelf  space and the num ber of  brands sold 

by food retailers make  acquisition the better means  of  market access.   

Retailers often only offer tw o  to three brands of  any one product .   In 
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order for its  products to be l isted by food retailers,  a new  e n trant to 

the market  therefore needs to acquire one of  the top tw o  to three 

brand names for i ts  product;  and 

 

• changes of  supplier  are very uncom m on in the German food retai l ing 

in dustry.   W ith in any one year ,  only som e  2  %  o f all  suppliers lose 

contracts w ith the food retailers.   A similar  portion of  the overall 

number of  suppliers  obtains a new  listing . 

 

Food m a n u facturers are also subject to external restrictions w h ich encour-

age the acquisit ion of estab lished brand names.  

 

The  m a n u facturers of  branded foods primarily use television as their m a in 

means of  advertising.   This  w ill also rem a in the case in the foreseeable fu-

ture.  A classical  advertising budget  norm a lly has a TV element  of  around 

40 % .  Since the availability of television advertising time in  Germ a n y  is 

lim ited (advertising  time  on  the  ZDF channel is almost  com p letely double-

booked) , th is represents a practical restriction on establish ing a  new  b rand 

name via  internal grow th. 

 

 

3. The Individual Stages in the Acquisition Process 

 

In term s of their methodology, there are tw o  m a in approaches to realizing 

an acquisition strategy.  O n e  is the  systematic  or  deductive method and the  

other is the reactive or  inductive approach.   The inductive approach de-

pends on the availabil i ty of  com p a n ies in the open market  place.   In such 

instances,  the potential  buyer makes i ts  intentions know n  p u b licly (broad-

casting) and contacts brokers,  consultancy firm s and banks in  the hope that  

appropriate opportunities w ill be  show n  to i t .   The disadvantages are ob-

vious.   A c q u isit ion opportunities of  this nature are coincidental  and the 

buyer has no influence on the t ime at  which the potential  candidates  be-

come available.   As a  result ,  the acquiror seldom has the possibil i ty of  si-
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m u ltaneous com parison of  one acquisit ion opportunity w ith another .  In  

addition, a decisive disadvantage is  that  the initiative comes from  the 

seller.   In the case of the deductive alternative,  the reverse applies. 

 

Under  the deduct ive approach, entire markets or industries are viewed at  

once.   Com p a n ies are identified w h ich, for exa m p le,  use particular techno-

logical processes,  m a n u facture specific  products or have given distribution 

channels .   These com p a n ies are then systematically surveyed in term s of 

their suitability and are then listed according to priority.   This is  done by 

entering the strategic goals of the acquisition efforts into a matr ix  and 

com paring the surveyed com panies on this basis.   This matrix  show s which 

of  the potential acquisition targets fit  best.   In conducting this  analytical 

work,  the buyer is  forced to give thought to the l ikely benefits to be derived 

from  a  link and to identify the contribution that the buyer itself  can m a k e  

in the event of  an acquisit ion.   Such conceptual work represents an excel-

lent  preparation for the subsequent approach phase, as it  is exactly the 

m a tter w h ich can be presented at the first meeting.  

 

D iscussions regarding overall  market  trends and the benefits of a possible 

link are especially im portant for approaches to poten tial acquisition targets 

in countries w ith  large numbers  of  privately-held com p a n ies.  A lthough it 

is most certainly true that this deductive method is  no guarantee for suc-

cess,  it  does ensure that the tim ing is  determ ined by the potential  acquiror 

and that any acquisit ion realized is  l ikely to be more successful  due to the 

con ceptual  preparation undertaken in advance.  

 

Finally,  there are a number  of  well-accepted princip les w h ich nevertheless 

rem a in totally valid. 

 

An  acquisit ion target  should be large enough to make  a  genuine contribu-

t ion and to warrant  the necessary management effort .   A t the same t ime,  

the target should not be so large that i t  m ight endanger the future of  the 

buyer should the expected synergies not  arise and the integration be un-
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successful.   A d d itionally, acquisit ions should only be made at  points  in  

tim e  w h e n  the core business of  the acquiror is in a healthy state.   O n ly then 

can the management of  the acquiror devote sufficient t ime to the acquisi-

t ion and the f inancing of  the transaction be unproblematic.  

 

A c q u isitions should always be executed by the buyer 's very best  m a n a g e-

ment staff  and this  engagement  should go beyond the c losing date.   The 

realization of w idespread synergies to the benefit  of  both the purchaser 

and the acquired com p a n y  is  only possible should excellent management  

staff  be com m itted to the project  over a longer t ime period.  

 

 

M eilensteine im  M anagement ,  

Basel,  Frankfurt,  Stuttgart,  1990 
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