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FROM THE EDITOR’S DESK
Months into a global pandemic, the dramatic change in the way people
were working, leaders at all levels were asked to do the things differently.
In this prevailing haywire situation, few companies: Pzifer, Moderna are
binding hopes of getting COVID-19 vaccines soon, this has also impacted
the growth analysis for the year 2021. End of this year buoyed further
hopes that with the expected new normal, India is all set recover from the
losses caused by the corona virus pandemic, however there would be few
roadblocks that may make this process slow. As per the Morgan Stanley,
India’s GDP is expected to grow at 9.8 per cent in the year 2021 after
experiencing 5.7 per cent of contraction in the year 2020.
The economy is expecting to be on a high growth track along with creating
jobs for 90 million workers by 2030. The new slogan “vocal for local”
raised by respected Prime Minister Shri Narendra Modi, already have
flagged and boosted hopes for local startups and motivated the local
artisans towards new business ideas. The government aims to raise the
productivity and incomes for workers, small & medium firms and large
businesses, keeping India in the ranks of the world’s outperforming
emerging economies. With this the state governments will need to set
their clear visions to address the key pro-growth priorities.
Indian business leaders would need to raise aspirations and commit to
productivity growth through a set of frontier business ideas. Businesses
need to develop a long-term value creation mindset coupled with a strong
performance-oriented culture, both of which will create stakeholder value
in the long term. Few capabilities are essential for a company’s high growth
and competitive performance that is, emerging technologies, ability to
win in discontinuities, fostering creativity, using well executed mergers
& acquisitions and partnerships to help scale up, to build a strong trusted
brand to attract customers and employees too. This would be become
even more in the decade ahead and for Indian economy’s competitive
position in the world market.

(Dr. Sheeba Kapil)
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Distressed Mergers and Acquisitions:
An Alternative to Bankruptcy/Liquidation
and its Impact on Firm Performance
A Literature Review
Sulagna Bhattacharya*
Mergers and Acquisitions (M&A), as a corporate restructuring strategy, are globally gaining popularity
over last thirty years. This is reflected in the increasing number of M&A transactions (number of deals)
and deal value of such completed transactions. M&A transactions can be classified into different categories,
using different classification criteria. Country of origin for acquirer firm and target firm classifies transactions
into domestic and cross-border. Position (stage) of acquirer firm and target firm in the industry value
chain classifies M&A into horizontal (both acquirer and target belong to same stage of the value chain),
vertical (acquirer and target belong to different stages of the value chain) and conglomerate (acquirer
and target belong to different industries). Another classification criteria is the financial health of target firm
at acquisition time. If the target firm is in financial and/or economic distress, or is undergoing legal
bankruptcy or liquidation procedures at time of acquisition, such transactions are classified as distressed
M&A1.
This paper reviews existing literature review in the research area of distressed M&A. The objective is to
get an insight on whether distressed M&A is an effective strategy of corporate restructuring, and to
identify any scholastic research gaps, if any, particularly in the context of India. Total 47 papers in the
period 1975 to 2016 have been reviewed, spanning the areas pertaining to determinants and motives of
distressed M&A, whether distressed M&A can be considered an alternative to bankruptcy or liquidation,
characteristics of the industry in which acquirer and target operate, characteristics of takeover premia for
distressed M&A, and performance of distressed M&A at acquisition time and post-acquisition period. The
review suggests that globally, distressed M&A have worked as an alternative to bankruptcy where timely
merger has saved the distressed target from bankruptcy or liquidation. Models can be developed which
can explain and predict the probability that a financially distressed firm will be acquired instead of going
bankrupt. Distressed M&A mostly occurs between firms operating in the same industry, and experience
high takeover premiums. However, conflicting evidence exists regarding firm performance in case of
distressed M&A, both at time of acquisition and after acquisition.

I. Introduction
* Research Scholar, Indian Institute
of Foreign Trade, New Delhi.

1

Bruton, Oviatt and White (1994);
Andrade and Kaplan (1998);
Lemmon, Ma and Tashjian (2009);
Almeida, Campello and Hackbarth
(2011); Faelten and Vitkova (2014).

O

VER last thirty years, mergers and acquisitions (M&A) have become
a frequently used and popular mode of corporate restructuring of
firms worldwide. Globally, compared to 1985 where 2,676 M&A deals
were closed for a value of US$347 billion, as of July 2019, total number
of M&A deals is 23,021 for a total deal value of US$1,847 billion, after
reaching a peak of 52,422 deals in 20172. This signifies a nine-fold increase
in number of deals (Compounded Annual Growth Rate of 6.53%) and
six-fold increase in deal value (Compounded Annual Growth Rate of
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5.04%). However, as per Institute
for Mergers, Acquisitions and
Alliances (IMAA) Report in 2018,
number of deals has decreased by
8 per cent, though deal value has
increased by 4 per cent3.
In India, number of crossborder and domestic M&A shows
an overall increasing trend since
1991 economic reforms and
liberalization. As per Bloomberg,
while the number of deals in 1999
was 56 (including 53 domestic
M&A, 2 inbound cross-border
M&A and 1 outbound crossborder M&A) totaling US$2,088
million (disclosed) deal value
(including US$1,380 million
domestic deal value and US$708
million inbound cross-border
deal value), number of total deals
in 2019 went up to 321 (including
167 domestic M&A, 102 inbound
cross-border M&A and 52
outbound cross-border M&A)
totaling US$11,673 million
(disclosed) deal value (including
US$5,522 million domestic deal
value, US$5,269 million inbound
cross-border deal value and
US$882 million outbound crossborder deal value). M&A
transactions in India deals
reached a peak in 2016, driven by
growth in domestic M&A. In
2016, number of total deals was
as high as 632 (including 337
domestic M&A, 187 inbound
cross-border M&A and 108
outbound cross-border M&A)
totaling US$54,214 million
(disclosed) deal value (including
US$28,645 million domestic deal
value, US$22,315 million inbound
2&3

4

Institute for Mergers, Acquisitions and Alliances (IMAA), US.

cross-border deal value and
US$3,254 million outbound crossborder deal value). It is worth
mentioning that some deals do
not have disclosed deal value, so
assessing M&A growth in terms
of reported deal value may be
misleading. However, in first half
of 2019 (H1 2019) there is a sharp
decrease in number and value of
deals in India. As per Refinitiv
(financial data provided group by
Blackstone and Thompson
Reuters) report, there is 51.4 per
cent decrease in overall M&A
deal value, with 64.5 per cent
decrease in inbound CBA deal
value, 42.6 per cent decrease in
inbound CBA deal value, and 42.1
per cent decrease in domestic deal
value.
However, while there is a vast
gamut of literature on M&A, most
of them analyze the incidence and
effects of deals where the target
firm is financially healthy; only a
few of them focus on merger or
acquisition of a target that is
financially or economically
distressed. This paper focuses on a
review of existing literature on
such deals where the target is in
poor financial condition.

II. Studies on Motives &
Determinants of
Distressed M&A
In context of the US distressed
M&A market, Clark and Ofek
(1994) examined 38 takeovers of
distressed firms, and found that
those takeovers were more likely to
involve firms in the same industry
and less likely to be hostile
takeovers. Almeida et al. (2011)
studied the interaction between
corporate liquidity and asset

reallocation. Their model shows
that financially distressed firms are
acquired by liquid firms in the
same industry in which they
operate. They called such
transactions “liquidity mergers”.
They showed that liquidity
mergers are more probable when
industry-level asset-specificity was
high and firm-level assetspecificity was low, where asset
specificity is the degree to which a
specific asset is useful only in one
specific range of operation. The
model predicts that liquidity
mergers are more probable in
industries in which assets are
industry-specific, but can be
transferred across firms. Faelten
and Vitkova (2014) investigated
acquisitions
of
distressed
companies, including those
involved
in
bankruptcy
proceedings, using a worldwide
sample over the period of four
major crises. They used standard
event study methodology to
evaluate the market reaction to the
announcement of a merger or
acquisition. Logistic regressions
was
performed
for
the
determinants of the acquisitions of
each type of target, viz. healthy,
distressed, and bankrupt. They
found that distressed targets were
commonly acquired by firms
operating in the same industry.
Gilson, Hotchkiss and Osborn
(2015) established that M&A in
bankruptcy is counter-cyclical, and
is more probable when the costs of
financing a reorganization are
higher than the financing costs to a
potential acquirer. Higher use of
secured debt was found to lead to
more sales in bankruptcy, albeit
result held only for sales that
preserved going concern value.
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III. Studies on
Identification of
Distressed Firms
Distressed M&A refers to
mergers and acquisitions where the
target firm is “distressed”. For this
purpose, Mason, Wolf and
Celentino (2019) broadly define
“distress” as a company having
difficulty dealing with repayment
of its liabilities, whether in making
payment of scheduled debt,
obtaining trade credit, addressing
debt covenant breaches, or raising
additional debt for funding.
Many researchers have
considered a firm as “distressed”
using different performance
metrics. For this review, I have
classified the existing research into
three categories: One, the Altman
Z-score
model
which
is
standardized tool of measurement
of bankruptcy, Two, financial ratiobased measures of distress as used
by existing researchers, and Three,
the legal definition of bankruptcy/
distress.
III.A. Studies on Identifying a
Distressed Firm Using
Altman Z-Score
In 1968, Altman developed his
original Z-score. He used an initial
sample of 66 manufacturing firms,
by selecting 33 firms in the
bankrupt group (manufacturers
that filed a bankruptcy petition
under Chapter X of the National
Bankruptcy Act during 1946-1965.
Mean asset size of this group was
$6.4 million) and 33 firms in the
other group, comprising a paired
sample of manufacturing firms
which he selected by stratified
random sampling. He used
Multiple Discriminant Analysis

(MDA) and developed following
final discriminant function:
Z = 0.012(A) + 0.014(B) + 0.033(C)
+ 0.006(D) + 0.999(E), where
A = Ratio of Working capital to
Total assets
B = Ratio of Retained Earnings to
Total assets
C = Ratio of Earnings before
interest and taxes (EBIT) to
Total assets
D = Ratio of Market value of equity
to Book value of debt
E = Ratio of Sales revenue to Total
assets.
Altman used following Zones
of Discrimination on basis of the ZScore:
Z > 2.99: Firm is in Non-bankrupt/
Safe zone.
1.81 < Z < 2.99: Firm is in “Gray
area” or “Zone of ignorance”
Z < 1.81: Firm is in Distress/
Bankrupt.
However, in a later paper in
2000, Altman revised the Z-Score
metric for non-manufacturing
firms as
Z’’ = 6.56 (A)+ 3.26 (B) + 6.72 (C)
+ 1.05 (D) where A, B, C, D are
the same ratios used in prior
version.
For this version, Zones of
Discrimination are:
Z > 2.90: Firm is in Nonbankrupt/Safe zone
1.21 < Z < 2.90: Firm is in “Gray
area” or “Zone of ignorance”
Z < 1.21: Firm is in Distress/
Bankrupt.
Finally, Altman introduced the
Emerging Market Scoring (EMS)
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model by adding a constant of 3.25
to incorporate standardization of
the scores, with the score of zero
for a D-rated bond (D standing for
default). The Z-score formula was
as follows:
Z’’ = 3.25 + 6.5 (A) + 3.26 (B) +
6.72 (C) + 1.05 (D) where A, B,
C, D are the same ratios used in
prior version.
For this version, Zones of
Discrimination are:
Z > 2.60: Firm is in Nonbankrupt/Safe zone
1.10 < Z < 2.60: Firm is in “Gray
area” or “Zone of ignorance”
Z < 1.10: Firm is in Distress/
Bankrupt.
Multiple researchers have used
Altman Z-score to identify
distressed firms in their work.
Pastena and Ruland (1986) selected
the distressed target sample using
(original) Z-score. In context to
emerging economies, Altman EMS
Score model has been tested by,
and has been found to be
reasonably accurate in predicting
bankruptcy/distress, by Altman,
Hartzell and Peck (1995, Mexican
market), Samarakoon and Hasan
(2009, Sri Lanka), Meeampol,
Lerskullawat, Wongsorntham,
Srinammuang, Rodpetch and
Noonoi (2014, Thailand), Coelho
(South Africa), Altman and
Hotchkiss (2011, Mexico).
In context to predicting
bankruptcy and distress in Indian
firms, Jayadev (2005), by using a
sample of 112 companies,
established the predictive power of
Altman EMS Score which was
shown to have 82 per cent
classification accuracy regarding
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prediction of default in most of the
sample companies. Gupta (2014)
considered a sample of 60
defaulted firms and 60 healthy
firms, and found that the EMS
Model could classify up to 85 per
cent of both solvent and defaulter
firms.
III.B. Studies on Identifying A
Distressed Firm in
Distressed M&A Using
Financial Ratios
Researchers have classified
“distress” using various metrics.
Some of them are reviewed as
follows:
Economic Distress
Hotchkiss (1995) cites negative
operating performance before
Chapter 11 filing (in the US) as
evidence of economic distress.
Faelten and Vitkova (2014)
consider a negative EBITDA to
Sales ratio as indicator of economic
distress. Almeida, Campello and
Hackbarth (2011) classify economic
distress as a very low profitability
ratio.
Financial Distress
Faelten and Vitkova (2014) use
two ratios as indicators of distress:
One, if Interest Coverage Ratio falls
less than 1, firm experiences
financial distress and/or Two,
classifies a firm as financially
distressed if it has very low (below
average) interest coverage ratio,
and as economically distressed if it
has very low profitability ratio. In
contrast, many researchers define
financial distress as a firm’s
inability to repay its debt on the
due date (Pastena and Ruland,
1986). High leverage is considered

6

another indicator of financial
distress (Chancharat, Tian, Davy,
McCrae and Lodh, 2010). Pastena
and Ruland (1986) also consider
negative net worth as a financial
distress indicator. A firm is also
considered financially distressed
when its net income is decreasing
(Bruton, Oviatt and White, 1994;
Behnke and Foukaki, 2012) or
when net income is negative (Peel
and Wilson, 1989; Ang and Mauck,
2011). Another alternative financial
distress measure is Interest
Coverage Ratio (ICOR). A
declining ICOR (Behnke and
Foukaki, 2012) or an ICOR value of
less than 1 in the first and second
year prior to deal announcement
(Bruyland and Maesiniere, 2016) is
also indicative of a financially
distressed firm. Negative working
capital is considered a financial
distress signal by Peel and Wilson
(1989).
Some other accepted measures
of financial distress include: firm’s
liquid assets being insufficient to
meet the liquidity requirements in
its hard contracts (John, 1993),
market-based variables such as
excess stock returns and firmspecific variables such as firm size
and firm age (Chancharat et. al,
2010), decrease in return on
investment (Bruton et al., 1994), and
the firm being Accounts Qualified
as Going Concern (AQGC) in the
Auditor report (Peel and Wilson,
1989). Theodossieu, Kahya, Saidi
and Philippatos (1996) use
qualitative criteria of distress and
classifies a firm as financially
distressed if it displays one or more
of these signs of distress: (i) Debt
default announcement, (ii) Inability
to repay debt and (iii) Debt renegotiation efforts with creditors

and financial institutions. Clark
and Ofek (1994) define a M&A
target firm as distressed if it had
market-adjusted return of -15 per
cent or less in the year before the
takeover or market-adjusted return
of -45 per cent over the three years
before the takeover, and
underwent a restructuring (in both
cases). In the context of banking
sector, Elsas (2007) identifies a
M&A target bank as distressed if it
has a high Loan Loss Provision (a
high loan loss provision is directly
linked with high expected default).
III.C. Studies on Identifying A
Distressed Firm Using
Legal Definition
Pastena and Ruland (1986) use
the definition of distressed firms as
those which are operating under
court Protection. Peel and Wilson
(1984) define a firm’s failure as
receivership or court/creditors’
winding-up. Meier and Sarvaes
(2014) classify companies as
distressed, if they are in
bankruptcy or liquidation, or are
undergoing restructuring, at the
time of acquisition.

IV. Studies on Viability of
Distressed M&A as an
Alternative to
Bankruptcy and
Statistical Modeling
Shrieves and Stevens (1979)
examined whether bankruptcy
avoidance was a motive for
mergers. They used a sample of 224
manufacturing firms in the US, and
divided them in two groups. They
randomly selected the acquired
group from the FTC’s Large
Mergers in Manufacturing and
Mining during the period 1948–

FOCUSWTO.IB • July-September (Vol. 22 No. 3)

ARTICLES
1971. The second group comprized
a paired sample of manufacturing
firms which they chose on a
stratified random basis. Using
financial data for firms in both
groups for the recent-most year
prior to acquisition date, and by
using the original Altman Z-score,
they found that 15.2 per cent of
firms in acquired-firms group were
close to bankruptcy at the time of
acquisition. This result was highly
significant compared to the
population failure rate and
predicted failure rate. Pastena and
Ruland (1986) used a sample of
total 531 US manufacturing firms
during 1970 to 1983, and used
Altman Z-score test to find 83 firms
in the sample in distressed zone.
Using probit analysis, they found
that distressed firms with high
ownership concentration showed
higher propensity of merger, rather
than of declaring bankruptcy. The
results suggested that the selfinterest of managers motivated the
choice between merger and
bankruptcy. Billingsley, Johnson
and Marquette (1988) contributed
to the existing literature on
bankruptcy avoidance as an
impetus to merger, by developing
a logit model that appraised and
predicted the probability that a
financially troubled firm will be
acquired rather than go bankrupt.
Peel and Wilson (1989) reported
some new evidence for the UK
corporate sector, where the
acquisition of a distressed firm was
modelled as a marked alternative
to corporate failure. They used a
sample of 296 distressed acquired
industrial firms in the UK,
spanning 1972-79. Empirical
results they obtained by
Conditional Logit analysis and

Multiple Discriminant Analysis,
suggested that it was feasible to
develop statistical models which
had the ability to discriminate
between those distressed firms
which failed and those where a
timely merger served as a feasible
alternative
to
corporate
bankruptcy. Stark and Frawley
(1989) focused on the use of
Chapter 11 of the US Bankruptcy
Code to pave the way for
reorganization of a company, and
established that Chapter 11 can be
used as a strategy to further the
acquisition or sale of a company in
bankruptcy, and that an apparently
weak troubled firm may provide a
much favourable opportunity.
BarNiv and Hathorn (1997)
considered bankruptcy and merger
as alternative responses to financial
distress. They used a sample of
3,450 property-liability insurance
firms in the US spanning 1984 to
1992 with data for merged and
insolvent insurers for two years
before the merger or insolvency.
For the solvent insurers, they
collected data for the two years
before selection. They performed a
logit analysis of solvent and
insolvent insurers to create the
probability of insolvency for each
merged insurer. They found that
timely mergers serve as an
alternative to insolvency for 20 to
46 per cent of the merged insurers,
which was higher than that found
in other industries. Hotchkiss and
Mooradian (1998) used a sample of
55 US firms that filed bankruptcy
under Chapter 11, and were
acquired by public companies. By
using logistic regression, they
found that takeovers can propitiate
efficient asset reconstruction of
bankrupt firms. Barnes (1998)

FOCUSWTO.IB • July-September (Vol. 22 No. 3)

examined the proposition that
takeover targets may be forecast by
similar methods of bankruptcy
prediction, which have been very
successful in both the US and the
UK. The study showed that they
cannot be predicted simply by
using published accounting data as
inputs. He also examined the
possibility of combining such data
with expected share price changes.
Elsas (2007) used data from
Germany’s
savings
and
cooperative banks sectors over the
period 1993 to 2001, from Deutsche
Bundesbank (Central Bank of
Germany) and suggested that
advance resolution of banks’
financial distress was a motive for
mergers in banking segment. Such
distressed mergers could be a
significant motivation for mergers
because they can stimulate postacquisition corporate reorganizations and achieve gains from
diversification. Danzon, Epstein
and Nicholson (2007) examined the
determinants and effects of M&A
activity in the pharmaceutical/
biotechnology industry using SDC
data on 383 firms from 1988 to
2001. They found that for small
firms, mergers were principally an
exit strategy in response to
financial trouble (such trouble was
characterized by low Tobin’s Q,
low number of marketed products
and low value of cash to sales
ratios).
Semenenko
(2011)
examined the timing of reverse
mergers and takeovers and
behavior of managers of firms
going public in reverse mergers,
and found that small private firms
went public through mergers with
financially distressed firms when
market
conditions
were
unfavourable. Gounopoulos and
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Polemis (2012) attempted to
identify financial characteristics
that can be used to evaluate and
predict corporate financial distress
in publicly traded firms in the UK.
They used Binary Logistic analysis
on a sample of 76 distressed/nonsurvived and continuing UK firms
over the period 1998–2003 to
discriminate financially distressed
or healthy firms, and in next stage,
used Univariate analysis. They
found that financial distress could
be identified even three years
before the actual distress event.

V. Studies on Determinants
of Distressed M&A: US
In context to the distressed
M&A market in the US, Clark and
Ofek (1994) examined 38 takeovers
of distressed firms, and found that
those takeovers were more likely to
involve firms in the same industry
and less likely to be hostile
takeovers. Almeida et al. (2011)
studied the interaction between
corporate liquidity and asset
reallocation. Their model shows
that financially distressed firms are
acquired by liquid firms in the
same industry in which they
operate. They called such
transactions “liquidity mergers”.
They showed that liquidity
mergers are more probably when
industry-level asset-specificity was
high and firm-level assetspecificity was low, where assetspecificity is the degree to which a
specific asset is useful only in one
specific range of operation. The
model predicts that liquidity
mergers are more probable in
industries in which assets are
industry-specific but can be
transferred across firms. Faelten
and Vitkova (2014) investigated

8

acquisitions
of
distressed
companies, including those
involved
in
bankruptcy
proceedings, using a worldwide
sample over the period of four
major crises. They used standard
event study methodology to
evaluate the market reaction to the
announcement of a merger or
acquisition. Logistic regressions
was
performed
for
the
determinants of the acquisitions of
each type of target, viz. healthy,
distressed, and bankrupt. They
found that distressed targets were
commonly acquired by firms
operating in the same industry.
Gilson, Hotchkiss and Osborn
(2015) established that M&A in
bankruptcy is counter-cyclical
and is more probable when the
costs
of
financing
a
reorganization are higher than
the financing costs to a potential
acquirer. Higher use of secured
debt was found to lead to more
sales in bankruptcy, albeit result
held only for sales that preserved
going concern value.

VI. Studies on Takeover
Premium in Distressed
M&A
Varying evidence is found
regarding takeover (bid) premium
for distressed M&A. Some of the
evidence with reference to
distressed M&A in the US are
summarized as follows.
Haw, Pastena and Lilien (1987)
tested the association between
firms’ prior financial performance
and the degree and timing of
merger premiums. They found
that, both financially healthy firms
and financially troubled firms
(classified by Altman Z-score)

fetched merger premiums of 25 per
cent. They also found that the
troubled firms that had tax loss
carry-forward, experienced merger
premiums of 33.7 per cent, in
contrast to 19.6 per cent for
troubled firms without tax loss
carry-forward (which signified that
availability of tax loss carryforward could be an incentive for
merger with troubled firms). Clark
and Ofek (1994) found that higher
(lower) takeover led to lower
(greater) success of post-M&A
restructuring. Ang and Mauck
(2011) used a sample of 5,794
mergers (including 2,012 involving
distressed targets) spanning 1977
to 2008 and analyzed takeover
premiums using Difference-inMeans tests and Regression. They
provided empirical evidence on the
surmise that in economic crises,
firms could be compelled to sell at
deep discounts (at fire sale prices).
Using the stock price around the
announcement date, they instead
found that, distressed firms in crisis
periods received a 30 per cent
higher offer premium than
distressed firms in normal periods;
and that they also received a 34 per
cent higher premium than nondistressed firms in crisis periods.
Behnke and Foukaki (2012)
attempted to analyze motives
behind distressed M&A, using 39
distressed M&A in European
region during 1999 to 2007. They
found that a high premium for a
distressed target was justified, as
long as the acquirer had the right
management
team
with
appropriate turnaround skills. The
reduction
of
managerial
inefficiency was statistically and
economically the most important
factor in explaining the premium
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paid for financially distressed
acquisition targets. Bruyland and
Meiseneire (2016) examined
impact of distressed acquisitions on
acquirer volatility and default risk
for a worldwide final sample of
187 acquisitions of distressed
targets and 987 acquisitions of nondistressed targets between 1990
and 2011, they found that, on
average, higher acquisition
premium was associated with
higher post-acquisition risk.

VII. Firm Performance in
Distressed M&A
Researchers have been
inspecting any changes in firm
performance at the time of or
following a distressed acquisition.
Conflicting evidence exists in
research, regarding performance in
case of distressed M&A, both for
performance at announcement of
the M&A and for post-M&A
performance.
VII.A. Studies on Firm Performance
at Announcement
A number of researches found
evidence of positive announcement
gains for the acquirer firm and/or
for the distressed target firm.
Theodossiou, et al. (1996) examined
the economic factors that influence
the decision to acquire a
financially-distressed firm in the
US. They considered a sample of
300 acquired manufacturing firms
(including 100 bankrupt targets)
spanning the period of 1981 to
1989. They found that, share price
of the acquired firm increased in
value a few days before the
merger/takeover announcement.
The price increases were larger for
shares of financially distressed

target firms, compared to that for
healthy target firms. Other
researchers also showed evidence
of positive gains at acquisition for
the acquirer (Hotchkiss and
Mooradian, 1998; Moeller and
Carapeto, 2012; Faelten and
Vitkova, 2014). The target firms
were also found to have earned
positive and significant abnormal
stock returns at the time of
announcement of the acquisition
(Hotchkiss and Mooradian, 1998).
In contrast, however, Ang and
Mauck (2011) provided evidence
that acquirers did not attain any
positive gain at the time of
acquisition announcement.
VII.B.Studies on Post-M&A
Performance
Majority of researchers
established evidence supporting
positive performance improvement after the merger or
acquisition of a distressed target.
Higgins and Schall (1975)
examined the financial benefits of
conglomerate merger when
financial bankruptcy is present.
They explored two topics related
to corporate bankruptcy and
mergers: One, whether mergers are
beneficial for shareholders by
decreasing the probability of
bankruptcy when bankruptcy
transaction cost is zero and the
market is perfect, and Two, to
establish a relationship between
firm value and outcomes of
conglomerate mergers when
bankruptcy transaction cost is
positive. They found that if
bankruptcy transactions costs are
considered, the effect of
conglomerate merger on overall
firm value depends upon the type
of the costs, their probability of
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their frequency, and the way by
which the investors value risks.
Haw, et al. (1987) showed that
financially troubled acquired firms
experienced price recovery sooner
than healthy acquired firms did.
This finding was consistent with
the notion that existence of tax loss
carry-forward in distressed targets
made acquisitions of troubled firms
more appealing. Bruton, et al.
(1994) explored the performance of
distressed M&A relative to
performance of non-distressed
M&A. For this purpose, they
included 51 distressed acquired
firms for the research group and 46
non-distressed firms in the control
group, spanning 1979 to 1987
(divestitures, i.e. partial asset sale
were excluded from scope of their
research). They used five
performance metrics for both the
research group and the control
group: Business relatedness,
Acquirer
firm’s
previous
experience with acquisitions, Ratio
of revenue of acquired firm to
revenue of acquirer firm, Squared
ratio of acquired revenue to
acquirer revenue, and Percent
change in target net income before
the acquisition. They found that
related acquisitions of distressed
firms show better performance
compared to unrelated acquisitions
of distressed firms. The results
signify that understanding and
knowledge about the process of
acquisition, and about how to
integrate and manage the assets of
distressed firms post-acquisition,
may be pillars of successful
acquisitions. Hotchkiss and
Mooradian (1998) provided
empirical evidence that takeovers
can pave way for the efficient asset
re-allocation of bankrupt target
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firms. Using a sample of 55
acquisitions where target firms
were in Chapter 11, they found that
firms that merged with bankrupt
targets showed significant
improvements in operating
performance, while comparable
transactions involving nonbankrupt target firms showed no
significant improvement.
In relatively recent periods,
Jory and Madura (2009) assessed
314 acquisitions of bankrupt firms
over the period 1985 to 2006, and
found that firms that acquired
bankrupt assets experience
significant positive valuation
effects, suggesting that the market
for bankrupt assets is imperfect.
The valuation effects were
especially favourable when the
acquisition pertained to only
selected assets, and when the
acquirer belonged to the same
industry as the bankrupt firm did.
Moeller et al. (2010) investigated
the effectiveness and the rationale
behind the choice of different types
of distress resolution strategies in
the banking sector. It was a global
study that analyzed the core
financial characteristics of
distressed banks that either were
acquired by other banks, or
divested their assets, or were
subjected
to
government
intervention. They used a sample
of 59 M&A involving distressed
bank targets during 1994 to 2005.
The results showed that
governments intervened with the
best performing transactions which
only underperformed in liquidity
ratios, which indicated critical
short-term cash flow problems.
Though distressed targets were the
underperformers of the three
groups they used in their research

10

(Acquisitions, Divestiture and
Government Intervention), such
targets enjoyed much improved
performance, in particular in crossborder transactions. No significant
differences in target’s postacquisition performance was
evident between cross-border and
domestic transactions. Laamanen,
et al. (2013) performed a comparative analysis of acquirer returns in
acquisitions of public firms, of
private firms, and of divested
assets. They took a sample of 1,143
acquisitions by the US software
companies during 1988 to 2005.
They used cumulative abnormal
return (CAR) analyzes for each
acquisition by multiple regression,
and three-year fixed effects panel
regressions for the longer-term
performance of series of
acquisitions, they established that
acquisitions of divested assets
showed
more
improved
performance compared to the
acquisitions of privately held firms,
which in turn showed more
improved performance compared
to the acquisitions of publicly held
firms. Meirer and Sarvaes (2014)
examined the effect of fire sale
acquisitions on the wealth of the
acquirers. They studied 21,849
completed US acquisitions
announced over the period 1982 to
2012. For each acquisition, the
transaction value was at least 1 per
cent of the size of the acquirer firm.
In 428 of those transactions, the
target was distressed. They
reported that firms that purchased
distressed
and
bankrupt
companies (or some of these
companies’ assets by divestiture),
earned excess returns that are at
least 1.6 percentage points higher
compared to when they acquired

healthy targets. Overall wealth
gains were not impacted because
these returns come at the expense
of the target firm’s shareholders.
They found the returns to acquirers
of distressed assets were higher
when (a) a smaller number of large
firms operated in the target firm’s
industry (b) when acquirer firms in
the target’s industry (i) had lower
liquidity and (ii) were financially
inhibited, thereby limiting the
number of potential acquires.
Similarly, returns to acquirers of
distressed assets were found to be
lower when (a) M&A market in the
target firm’s industry was more
dynamic, (b) when the target’s
assets had more alternate uses, and
(c) when the economy was
performing well. Faelten and
Vitkova (2014) found that in
acquisitions of distressed and
bankrupt targets, the long-term
post-M&A performance of the
combined
firm
increased
compared to the integrated preacquisition performance, which
provided
evidence
of
accomplishment of synergy.
However, the combined post M&A
performance deteriorated when
compared to the pre-acquisition
performance of the acquirer as a
stand-alone firm.
Some researchers, to the
contrary, found evidence opposite
to that of above findings about
positive post-M&A performance in
case of distressed M&A. Clark and
Ofek (1994) examined 38 takeovers
of distressed firms and by using
five measures of firm performance
(Operating performance as
measured by EBITD, Equity stock
performance using two measures
of equity returns: beta excess
returns and returns adjusted for the
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median return in the bidder’s
industry, Classification as success
or failure, Bidder’s return on
holding the target, and Market
anticipation as reflected in bidder’s
announcement-period CAR),
found that acquirer firms were
unable to successfully restructure
targets. They also found that
restructuring
success
was
negatively related to the size of
takeover premium paid by the
acquirer for the target, and
positively related to the magnitude
of financial distress of the target.
Ang and Mauck (2011) found that
acquirers did not experience any
long-term gain from acquisition of
distressed targets.

VIII. Studies on Distressed
M&A in India
Much of the academic
discussion about distressed M&A
in India refers to mergers in Indian
banking industry and electronics.
Few of them are briefed as follows.
Jayadev and Sensharma (2007)
analyzed M&A in Indian banking
industry and concluded that while
forced mergers may protect the
interests of investors and
depositors in short term,
shareholders of neither the acquirer
nor the target banks perceive the
benefits of the merger. Their event
study results show that for a forced
merger with distressed bank, both
acquirer and target banks’ market
value of equity immediately falls
upon announcement of the merger.
On the same line of research, Jatkar
(2012) explored the need of M&A
in Indian banking sector. Using
event study method with stock
returns, he established that in the
case of forced mergers (with
distressed banks), neither the

bidder nor the target banks’
shareholders have benefited. In
contrast, in the case of voluntary
mergers, the bidder banks’
shareholders have gained more
than those of the target banks. Kaur
and Kaur (2010) examined the cost
efficiency of Indian commercial
banks by using a non-parametric
Data Envelopment Analysis (DEA)
Technique. They examined the cost
efficiency measures of banks. The
study was based on unbalanced
panel data over the period 1990-91
to 2007-08. To test the efficiency
differences between public sector
and private sector banks, they used
both parametric and nonparametric tests. Their findings
suggest that over the entire study
period, average cost efficiency of
public sector banks was 73.4 per
cent and for private sector banks it
was 76.3 per cent. An important
policy implication of these findings
was that the government and
policy-makers should not facilitate
merger between strong and
distressed banks to enhance the
interest of the depositors of
distressed banks, since such forced
merger would have adverse effect
on the asset quality of the stronger
(acquirer) banks. Singh and Singh
(2014) attempted to identify
signals, which may lead to future
merger of an Indian bank, whether
forced or voluntary. To identify
these signals according to the
CAMELS parameter using
different variables, they considered
two cases in point: Global Trust
Bank and Centurion Bank of
Punjab, to study the financial
health of these banks in preacquisition and post-acquisition
phases. The paper provided an
analysis of different financial
parameters, which indicated well
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in advance the deteriorated
financial position of the bank,
leading to the merger of the bank
at a later stage.
In a non-banking sector
perspective, Ramakrishnan (2010)
studied the performance and
impact factors in Indian mergers
and found that sick acquired firms
negatively impacted long-term
performance of the acquirer firms.
Irfan (2012) argued that since
acquisition and liquidation are
separate exit modes for a distressed
firm, the two events have different
determinants. Using a crosssectional sample for 540 electronics
sector
firms
and
using
multinominal logistic regression,
he found that the impact of
profitability was insignificant for
probability of a firm being
acquired. Also, large firms, and
firms with high leverage, were
found more likely to be liquidated
but less likely to be acquired.

IX. Scope of Further
Research
Above discussion reveals that
while much research work on
distressed M&A and their
performance effects exists in the US
or European Countries, there is a
dearth on research on research on
the same subject in India. The few
papers that exist are based on the
banking sector M&A, discussing
the acquisition impact, where the
target bank is in distress and/or
such merger is forced.
In India, the Insolvency and
Banking Code (IBC) in 2016 has
replaced the erstwhile Board for
Industrial
and
Financial
Reconstruction (BIFR), the agency
handling the reconstruction of sick,
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insolvent and bankrupt companies
through liquidation or merger/
acquisitions. The IBC Act comes
with the advantage of a specified
timeline of resolving any
insolvency resolution and
reorganization of a maximum
allowable period of 270 days.
Objective of IBC Act is to put the
distressed firm on viable track to
improve performance and enable
future debt-servicing. The key
success factor of IBC Act is that it
is supported by both the
government and the judiciary as its
pillars.
An ASSOCHAM report states
that being time-bound in resolving
cases, IBC makes India gain 23
places in Ease of Doing Business
Index in 2018, from a rank of 100
in 2017 to a rank of 77 in 2018,
which reflects global investor
confidence on efficacy of IBC Act.
As per a report by Kroll and
Merger market, IBC Act will open
up a new investment class to
foreign investors: Distressed
Assets.
In India, distressed M&A
market has not been researched as
deep as in the US or Europe/the
UK. Much of the research is
conducted in banking field only,
by considering legal definition of
distress and excluding any
alternative measures of distress
as discussed in previous sections.
This is a research gap that can be
addressed. It will be an
interesting period to probe
further whether the transition
from BIFR to IBC will pave the
way for more distressed M&A in
India, if the IBC Act works fast in
resolving and clearing insolvent
firms in market for M&A.
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Further research in above
topics are subject to availability of
data, and considering small sample
size, distress can be defined using
non-legal criteria discussed earlier.
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Analytical Study for Impact of Information Technology
Implementation on Bank Ombudsman Scheme with
Special Reference to Complaint Received for Use of
Plastic Cards in Banking Sector
Abhinav Kataria* and Adarsh Garg**
Dimensions of modern banking have become highly competitive in the global environment.
For the long term survival and growth, banks are continuously adopting new technologies.
Adoption of technologies helping banks to reduce customer handling cost significantly and
with this banks are able to meet needs of modern society effectively. The cost of “CORE”
Centralized Online Real time Exchange was introduced in 1981. Since then Indian Banking
system is continuously adopting and delivering new set of IT driven banking services in the
hands of ultimate customers. Banks are continuously committing themselves to provide hassle
free services to ultimate consumers. The success of financial system in developing economies
is largely dependent upon on trust of people on the banking system of country. While executing
various banking activities in large population based countries like India complaint handling
and redressed becomes a very challenging task. In India, Banks continuously receives various
complaints which require quick solution to overcome this important aspect of banking, Reserve
Bank of India had introduced Bank Ombudsman Scheme in 2006. Present research paper is
an attempt to study impact of information technology implementation on bank ombudsman
scheme with special reference to complaint received against the use of Debit Card, Credit
Card and Point of sale Machine.
Keywords: CORE, Bank Ombudsman, POS, Pastic Card.

Introduction and Overview
of Topic

W

HETHER the organization is
big or small, operating
business operations in Asia or
West cannot remain in isolation
with global integration witnessed
in past twenty years. India being
one of the fastest growing
emerging economy of the world
is also effected with the influence
of information technology in the
operations of financial sector. In
* Research Scholar, Galgotias
University.
** Professor, Galgotias University.

India, banks are considered to be
one of the most influential
institution to check the
operational efficiencies of
financial sector. The journey
which was initiated in banking in
the era of 1980 with the
introduction of CORE in public
sector banking is accelerated in
leaps and bounce with the
penetration of new generation
Private Sector Banks and Foreign
Banks.

of service delivery has been
improvised with the introduction
of plastic card. Information
technology has accelerated the
volume of transactions executed
through Debit Card, Credit Card
and Point of sales machines. The
use of technology has facilitated
banks to expand business which is
further validated by increase in top
line, number of branches, number
of consumers, number of
employees, etc.

One of the most influential
service delivered and operated by
banks which has changed how the
banking is being done on account

Trust on part of customer is
key contributor to the above
mentioned dimensions in banking
sector. However, technology in
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banking has its own challenges
and limitations when it comes to
handing frauds and complaints
on account of use of IT driven
tool.

scheme with special reference to
complaint received for use of
Plastic Cards in banking sector.

Such complaints on the part of
customer can further be divided
into following parts:

1. Waxman, Vosti and Barbour,
1986; Ficarra, 1987; James and
Seneviratne, 1995; Gadit and
Mugford, 2008; Over time, by
the 20th century countries
were providing industry
and sector specific hybrid
public private ombudsman.
Ombudsman became especially prominent in service
sector, as has been evidenced
by their establishment in
medical sector, legal service
sector and the financial service
sector as well.

(a) On account of transaction
failure.
(b) Complaint for wrong debit.
(c) Complaint on account of Nonreceipt of cash.
(d) Failure of transaction while
using POS machine.
(e) Transfer of
information.

funds

with

(f) Undisclosed charges on Credit
Cards.
(g) Loss of Credit Card and Debit
Card.
(h) Fluctuation in the use of
Charges for the use of Plastic
Cards.
RBI in 2006 has introduced
Bank Ombudsman Scheme. It is
the scheme which facilitate
customer complaint handling,
grievance and redressral. This
Scheme is considered to be most
influential and instrumental in
building trust and faith the
modern banking. With the huge
increase in volume of transactions
executed through Debit Card,
Credit Card and Point of sale
machine. Complaint handling
with the use of such services
needs to be addressed quickly
and efficiently. The current paper
addressed issues with respect to
information technology implementation on bank ombudsman
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(2006) found that majority of
respondents (63%) surveyed
had no knowledge about the
bank ombudsman scheme of
their banks and none of the
surveyed respondents had ever
filed a complaint with bank
ombudsman.

Literature Reviewul

2. (Shankar, 2004) In India, the
Banking Ombudsman Scheme,
1995 was launched by RBI on 14
June 1995 in order to provide a
platform for redressal of public
grievances free of cost, against
banks and their services.
3. The
scheme
acquired
constitutional rights under
Section 35A of the Banking
Regulation Act, 19492016). RBI
owns the responsibility to
finance and operationalize the
scheme and appoint Banking
Ombudsmen (RBI, 2016).
4. Khan (2010) suggested that
attempts should be made to
increase the instances of
disputes being resolved by
mediation/conciliation rather
than by awards. Further, in the
event, if ombudsman has to
give an award; it must be made
final and binding on the parties
with only single appeal allowed
to a higher court of law. Singh

Objective of Study
1. To analyze number of
complaints received for Debit
Card, Credit Card and POS
machine
under
Banks
Ombudsman Scheme during
(2008-2018).
2. To analyze percentage change
in the growth in complaints
received for Debit Card, Credit
Card and POS machine under
Banks Ombudsman Scheme
during (2008-2018).
3. To analyze percentage growth
in complaints received for Debit
Card, Credit Card and POS
machine
under
Banks
Ombudsman Scheme during
(2008-2018).
4. To study variation in the
pattern of online complaints
received
under
Bank
Ombudsman Scheme from
(2008-2013) and (2013-2018)
respectively.
5. Study the relation and
significance between volume of
transactions take place online
and complaint received for
online transactions.

Hypothesis of Study
1.

H0: There is no significant
difference in the variances of
online complaints received
under Bank Ombudsman
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Scheme from (2008-2013) and
(2013-2018) respectively.
H1: There is significant
difference in the variances of
online complaints received
under Bank Ombudsman
Scheme from (2008-2013) and
(2013-2018) respectively.

THE GROWTH OF COMPLAINTS RECEIVED FOR DEBIT CARD,
CREDIT CARD AND POS MACHINE UNDER BANKS OMBUDSMAN
SCHEME DURING (2008-2018)
Year

Total
Complaints for % of Credit Cards/
Complaints Credit Cards/ Debit Cards comDebit Cards
plaints from total
complaints

% Growth in
complaints
over the year

2008-2009

69117

17648

25.53

-7.06245

2009-2010

79266

18810

23.73

1.197386

2010-2011

71274

17116

24.01

-17.2067

2011-2012

72889

14492

19.88

27.39245

2012-2013

70541

17867

25.33

-4.74775

2013-2014

76573

18474

24.13

-11.7617

2014-2015

85131

18123

21.29

-0.38099

Methodology of the Study,
Data Source and Interpretation of Results

2015-2016

102894

21821

21.21

-10.9715

2016-2017

130987

24731

18.88

29.53587

2017-2018

148256

36259

24.46

-100

Data used in the study is take
from RBI-Data base of Indian
Economy and Reorganized to
answer the research enquiry. To
study the growth and percentage
changes MS excel is used. To
study the variation between two
different time period F test is
used. Apart from that study the
significance of correlation and
their significance Regression
Analysis is used.

Source: RBI Data Base of Indian Economy.

40000
35000
30000
25000
20000
15000
10000
5000
2017-18

2016-17

2015-16

2014-15

2013-14

2012-13

2011-12

0
2010-11

FIGURE 2
% OF CREDIT CARDS/DEBIT CREDIT COMPLAINTS FROM TOTAL COMPLAINTS
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It can be seen from Figures 1,
2, and 3 that complains for Debit/
Credit Card and POS machines
received under bank ombudsman
scheme are increasing year after
year. However, it can also be seen
that there is no significant change
in the percentage of Credit
Cards/Debit Cards complaints
from total complaints as range of
such complaints varies from (2025%) over the last nine years. It
can also have been seen that after
a span of three to four year the
Growth in complaints suddenly
shot up.

FIGURE 1
COMPLAINTS FOR CREDIT CARDS/DEBIT CARDS

2010-11

H1: Correlation is significant.

2009-10

not

2009-10

is

2008-09

H0: Correlation
significant.

2008-09

2.
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Since calculated value of F is
less that the tabulated value than
we accept null hypothesis and
conclude that there is no significant
difference in the Variance of
Complaint received for Debit Card/
Credit Card and POS machine
under Bank Ombudsman scheme.

FIGURE 3
% GROWTH IN COMPLAINTS OVER THE YEAR
40
30
20
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0
-10

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15 2015-16 2016-17

-20
ANALYSES OF DIFFERENCE IN THE GROWTH OF COMPLAINTS RECEIVED
FOR DEBIT CARD, CREDIT CARD AND POS MACHINE FROM (2008-2013) AND
(2013-2018) RESPECTIVELY.
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27
25
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21
19
17
15
2009-10

% OF CREDIT CARDS/DEBIT CARDS
COMPLAINTS FROM TOTAL
COMPLAINTS

2008-09

% OF CREDIT CARDS/DEBIT CARDS
COMPLAINTS FROM TOTAL
COMPLAINTS

Year 2008-13 Year 2014-18
(Variable -1) ( Variable-2)
Complaint Received for Debit Card/Credit
Cards and POS machine under Bank
Ombudsman Scheme

17648

18474

18810

18123

17116

21821

14492

24731

17867

36259

F-TEST TWO-SAMPLE FOR VARIANCES
Variable 1

Variable 2

17186.6

23881.6

2644278.8

55142798.8

Observations

5

5

Df

4

4

Variance

F Value

0.047953293

P(F<=f) one-tail

0.00609003

F Critical one-tail

0.156537812
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Year

Complaints for Value
` crore)
Credit Cards/ (`
Debit Cards

2008-2009

17648

153951.5

2009-2010

18810

127795.5

2010-2011

17116

9443.727

2011-2012

14492

7282.091

2012-2013

17867

7035.091

2013-2014

18474

184663.2

2014-2015

18123

211794

2015-2016

21821

244980.4

2016-2017

24731

251783.3

2017-2018

36259

318455.3

Source: RBI Data Base of Indian
Economy.

X = Independent variable (Value in
Rupee crore for volume of
transactions done online).

Source: RBI Data base of Indian Economy.

Mean

Study the relation between
volume of transactions take place
online and complaint received for
online transactions.

Y= Dependent Variable for
number of Complaint received
for Debit/Credit and POS
under Bank ombudsman
scheme.
REGRESSION STATISTICS
Multiple R

0.756606

R Square

0.572452

Adjusted R Square

0.519009

Standard Error
Observations

4282.768269
10.000000
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ANOVA
df

SS

MS

F

Significance F

Regression

1

196469040.5

196469041

10.71

0.01131

Residual

8

146736832.4

18342104

Total

9

343205872.9

Coefficients

Standard Error

t Stat

P-value

Lower
95%

Upper
95%

Lower
95%

Upper
95%

Intercept

14230.7076

2354.487378

6.044079

3E-04

8801.25

19660

8801.2

19660.2

X Variable 1

0.041546654

0.012694441

3.2728228

0.011

0.01227

0.071

0.0123

0.07082

Limitations of Study
With all the efforts made it is
very difficult to predict and find
out average value in rupee for
which complaint in launched for
Debit Card, Credit Card and POS
machine. Various other methods
are used these days for online
transactions like UPI, M-Wallets
however, the data for these are
not available. Prior to year 2019
UPI and M-Wallets are not
included under bank ombudsman
scheme.

Conclusion
It can be concluded from the
above study that India is moving
progressively towards the
adoption
of
Information
Technology in banking. Now a
day’s banks are also investing and
adopting various information
technology drivers. Till date Debit
Card, Credit Card and POS
transactions are most popular
mode of transactions among
various customers. The study also
indicates that volume of
transactions done online have also
growth exponentially over last ten
years. Trust in the online
transactions is key aspect of
technology adoption. The above
study also indicates that
Percentage of complaints received

for Debit Card, Credit Card and
POS machine under bank
ombudsman scheme against total
complaints range from 18 to 26 per
cent. In the last ten years two years
witness the growth the complaints
while eight year represent negative
growth in complaints which is the
positive sign for all stakeholders.
The study also indicate that
complaints received for Debit
Card, Credit Card and POS
machine shoot up after every four
years in last decade. It can also be
concluded that there is no
significant variation in complaint
received between (2008-2013) and
(2014-2018). The study also
justified strong positive correlation
between complaint received for
Debit Card, Credit Card and POS
transactions and volume of total
transactions take place through
these instruments.
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Micro, Small and Medium Enterprises and
Viability of Data Protection Law in India
Maria Grisha Borges*
India is ranked as an emerging economy and in order to continue expanding the horizons of
growth and economic development, it becomes imperative that its ‘backbone’ i.e. MSMEs
continue to enjoy long-term benefits which are not cut short by high compliance costs vis-àvis digital trade. MSMEs come from a place of low credit growth1, dependency on governmental
schemes and concessions, low funding and scanty resources at their disposal. In this context,
it becomes imperative to evaluate the burden/relief that Data Protection Laws bring to MSMEs.
The Indian Personal Data Protection Bill, 2018 and 2019 (hereinafter PDPB, 2018) is largely
modelled on the European Union General Data Protection Regulation (EU GDPR) which
came into force on 25 May 2018, making it meaningful to ascertain the nuances in the
legislations. In this context, the author seeks to evaluate the existing legal framework for
data protection in jurisdictions of the USA, EU and Singapore. Further, the author intends to
draw-out best practices from international mechanism to cater to the specific needs of MSMEs
vis-a-vis data protection regime. Lastly, the author intends to evaluate the existing legislative
instruments in India and its viability towards MSMEs.
Keywords: Digital Trade; MSME; Data; Protection; Regulation; Exemption.

Introduction

I

N India, under the Micro, Small
and Medium Enterprises
Development Act, 2006 the
definition of MSMEs is delivered
with respect to investment caps on
fixed assets ranging from `25 lakh
to 10 crore. Indian MSMEs are
known as the ‘engine of economic
growth for promoting equitable
development’ as they contribute
over 40 per cent of the total export
of country2. The increasing number
of successful MSMEs is being
attributed to their increasing use of
big data analytics in addition to
their compact business models,
helping
them
tap
into
* Third year, BBA LLB, School of
Law, Christ (Deemed to be
University), Bangaluru, Krnataka.
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opportunities at its first sighting3.
MSMEs come from a place of low
credit growth 4, dependency on
governmental schemes and
concessions, low funding and
scanty resources at their disposal.
In this context, it becomes
imperative to evaluate the burden/
relief that Data Protection Laws
bring to MSMEs.
The Indian Personal Data
Protection Bill, 2018 (hereinafter
PDPB, 2018) is largely modelled on
the European Union General Data
Protection Regulation (EU GDPR)
which came into force on 25 May
2018, making it meaningful to
ascertain the nuances in the
legislations. In this context, the
author seeks to evaluate the
existing legal framework for data
protection in jurisdictions of the

USA, EU and Singapore. Further,
the author intends to draw-out best
practices from international
mechanism to cater to the specific
needs of MSMEs vis-a-vis data
protection regime. Lastly, the
author intends to evaluate the
existing legislative instruments in
India and its viability towards
MSMEs.

Comparing MSMEs
Exemption in Data
Protection Laws in
Various Jurisdictions
European Union (EU)
Small and Medium Enterprises
(SMEs) are defined in the EU
Recommendation 2003/261 with
respect to staff headcount and
turnover ranging from 2 million to
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10 million euros. The business
landscape is quite different in the
EU as compared to India vis-a-vis
MSMEs. While in EU, 99 per cent
of all business are SMEs5; in India
MSMEs account for 37 per cent of
India’s GDP 6 . This offers some
explanation
towards
the
underlying policy of the respective
nations. The GDPR is based on the
cornerstone of principles relating to
processing data under Article 57.
The size of the organization is
irrelevant to the application of EU
GDPR however, the nature of the
activities in relation to its risk
appetite attract the rules with
greater stringency. An example is
Article 30, clause 58 which states
that enterprises with fewer than
250 employees (SMEs) need not
bear the obligations of storing
records of their processing
activities subject to certain data
subject-oriented conditions. What
this does to the EU economy is that
it standardizes internet safeguard
standards for tech companies and
significantly increases compliance
cost for SMEs. Various studies
believe that such high compliance
costs for SMEs could drive them
out of business9.
United States of America (USA)
The United States of America
(USA) is home to 30 million SMEs,
contributing significantly to its
trade policy decisions while
increasing USA investment
opportunities10. Being one of the
pioneers in cyber security and data
protection laws, United States 1974
Privacy Act, Computer Fraud and
Abuse Act (CFAA) enacted in 1986
and the FISMA 2014 cater to needs
of a specific scandal, ambiguous or
are sectoral in nature. It is

imperative to note that the US data
protection laws have not been
satisfactorily providing a holistic,
adequate framework11 owing to the
varied and many forms of privacyrelated legislations, contradictory
jurisdictions and little attention to
small businesses12. This can be seen
as a barrier to the growth of small
businesses in the US as they have
to bear the burden of varying
compliance standards across the
different states13.
The ‘New York State’s Cyber
Security Requirements for
Financial Services Companies’14
can be seen as a sunshine
legislation for small businesses
engaged in financial services. It
provides for a host of exemptions
for businesses having either 10
employees or less than $5,000,000
in gross annual revenue or less than
$10,000,000 in year-end total assets
such as exemption from
developing
own
security
programme, appointing a security
officer, risk assessment among
others.
However,
certain
exemptions are applicable only to
those entities that do not process
‘non-public information’15.
Singapore
SMEs form 99 per cent of
businesses in Singapore and
various measures are taken up
monetize their investment portfolio
including various intellectual
property related schemes 16 . In
Singapore, the ‘Personal Data
Protection Act, 2012’ (hereinafter
referred as PDPA) 17 governs
personal information. The PDPA is
churned out for enforcement in a
phase-manner, its recent edition
being Chapter 8 on ‘Could services’
in October 2019 18 alongside
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complementary regulations and
advisory guidelines.
Since the PDPA is a melting pot
of best practices from around the
world, like EU GDPR, is reserves
no exemptions for small
businesses. All SMEs are required
to adopt a security plan and
appoint a data protection officer.
However, the Personal Data
Protection Commission of
Singapore guarantees lower
compliance costs for SMEs based
on the presumption that SMEs do
not handle huge amounts of
personal data19 in addition to the
transition period provided as the
PDPA comes into force in a phasemanner.

Good Practices from
Existing International
Mechanism
(i) OECD Guidelines on the
Protection of Privacy and
Transborder Flows of
Personal Data
The OECD Guidelines on the
Protection of Privacy and
Transborder Flows of Personal
Data (hereinafter referred to as
OECD Guidelines) was adopted on
23 September 1980 and recently
received further recommendations
in 201320. The OECD Guidelines
laid down certain core principles
that guide the privacy protection
policies of OECD government or
member parties. It is imperative to
note that the OECD guidelines
receive some amount of inspiration
for the EU GDPR and other related
legislations21. Since the principles
enumerated under the OECD
Guidelines revolve around crossborder information flow, it
becomes especially crucial to
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SMEs. SMEs are known to be
internationally
attractive
businesses owing to their low-cost
structures and smaller business
hierarchies allowing them to tap
into opportunities faster than other
businesses. The OECD Guidelines
recognize certain barriers to SMEs
in existing data protection laws
around the globe-one, high
compliance costs; and two, ‘need
for increased transparency of crossborder information flow’22. Since
SMEs come from a small pool of
resources, regulatory responses
need to be efficient. The OECD
Guidelines suggest that regulatory
measures such as ‘codes of practice
and targeted audits should
encouraged over filing of
applications and approvals’23.
Since SMEs are largely driven
by domain names and other
internet-facilitated trade, the
OECD Guidelines suggest that
increasing transparency and
disseminating timely information
is of crucial importance. It suggests
‘making information available in a
central repository maintained on
the website of an international
organization’24.
In an Economy Paper 25, it is
suggested that SMEs explore
alternative dispute resolution
mechanism to resolve cross-border
data contract disputes to contain
costs and save time.
APEC Privacy Framework
The APEC Privacy Framework
(hereinafter referred as APEC
Framework) aimed at garnering
cooperation between its 27 member
countries to remove any barriers to
information flow and trade
through its Rules. Alongside the

22

APEC Framework, the APEC
Cross-Border Privacy Rules were
developed in 2004 and later
updated in 2015. An important
feature of the APEC Framework is
that it also urges Over-the-top
Media and other businesses such as
Apple to form analogous privacy
policies 26. Due to its focus on
international commerce rather than
privacy concerns, it is generally
critiqued to be ‘OECD-Lite’ 27 .
Further, its thrust on growth of ‘ecommerce’ and global trade has
put the APEC Framework in an
adversarial position in relation to
EU’s stand on data protection28.
However, the APEC framework
may be rather favourable for small
business as it encourages ‘minimal
administrative and bureaucratic
burdens. Its key benefits to small
businesses are flexibility in privacy
policies that ‘meet individual
company needs’ while catering to
general privacy guidelines29. The
APEC Framework strikes middleground with various international
standards by providing definitive
privacy policies under the APEC
Cross-Border Privacy Rules,
making its viable for small
businesses30.
Data Protection Regulatory
Responses for MSMEs in India
In India 36 million MSMEs are
housed31, contributing over 28 per
cent to the Gross Domestic Product
of the nation. India’s digital policy
is set to increase the national level
of internet age by MSMEs which is
at a 3.7 per cent national average32.
MSME penetration of digital
services is at 6-10 per cent range is
rising steadily33. The reason why
MSMEs are in the centre of India’s
trade policies is to curb capital

flight given that by 2030 the
potential for digital trade is set to
expose `33.3 lakh crore of economic
value 34 . Under the MSME
Development Act, 2006 Section 7
under Chapter 3 defines Micro,
Small and Medium Enterprises
with respect to investment in fixed
capital.
Prior to the Personal Data
Protection Bill, 2018 (hereinafter
referred as PDPB, 2018), India did
not have a concrete legislation
governing data flow despite its
emerging economy. After the
judicial pronouncement by the
Apex Court in the case of Justice
K.S. Puttaswamy (Retd.) v. Union
of India35, the expediated process
to construct a data protection
legislation began. In order to
further expand the opportunities
that lie in digital trade or crossborder information flow, it
becomes essential for India look
after its growth incubators i.e.
MSMEs.
Under the Personal Data
Protection Bill, 201836 now being
updated to the Personal Data
Protection Bill, 201937 (hereinafter
referred as PDBP, 2019), while
MSMEs have not received a explicit
exemption, ‘small entities’ have
certain exemptions such as notice
and quality of data, etc. Under the
PDBP, 2019, entities with turnover
of less than 25 lakh are granted a
skew of exemptions from the
foundational principles of the
PDPB, 2018. Under Section 48 of
PDPB, 2018, qualifying MSMEs are
not required to adhere to the Notice
principle, Data Quality principle,
Data storage limitation principle
among others specified therein. It
is important to note that these
exemptions are applicable to
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manual processing by small
entities. It is unclear whether
‘manual processing’ includes filing
systems where the risk of profiling
is higher. If it does include filing
systems, it would leave increasing
amounts of data vulnerable. It also
leaves MSMEs to single-handedly
battle the vigour of the 2018 Bill. A
fundamental defect in Section 48 of
the 2018 Bill is the fact that it
remains oblivious to the fact that
India is a globally preferred
outsourcing hub for data entry
purposes.
In the PDPB, 2019, the said
lacuna still persists. Except, under
Section 39 of the PDBP, 2019, being
analogous to Section 48 of the
PDBP, 2018, it does not provide for
a definition of ‘small entities’.

Conclusion
The author believes that India
has a lot to learn from the way the
USA, EU and Singapore have
introduced their data protection
legislations. Further, it is also
essential that India looks into the
international guidelines regarding
the same to continue providing
MSMEs the economic leverage for
long-term benefits such as digital
trade.
It is noted that the efforts by
law-making bodies in the EU are
only to further fuel consumerism
in the age of awareness. While it
may seem cumbersome to abide by
the stringent rules, in actuality, it
presents very promising prospects
for businesses including SMEswith standardization, tech access
cost decreases thus promoting
accessibility for consumers. While
on the other hand, with time
and increasing competition, the

demand for SME products will
increase owing not only to their
inherently low-price model but
also reliability for data privacy. In
totality, this increases the feasibility
of EU GDPR in the long run,
making it a sound legislation. A
holistic legislation is the need of the
hour, however, businesses as small
as MSMEs need to be given a
transition period as seen in the
Singapore jurisdiction.
MSMEs need to be given its
required attention in the PDBP by
way of provision for extended
transitional period and reduction
in labour-intensive regulatory
measures, while not shirking away
the need for data protection
regulation even for a MSME. It
would then provide for an unequal
development of data protection
law in the country creating
potholes while building the road to
safe data handling with no real
economical exemptions for
MSMEs, unlike in the EU GDPR
and Singapore. The foundational
principles should be elevated to the
status of a ‘basic structure’ of sorts,
in order to ensure long-terms
prospects in terms of business
reliability and information flow.
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Corporate Governance and Firm Performance in
M&A Participating Firms: Meta Data Analysis
Sarika Kumar*
This paper provides an overview of the academic literature on the M&A market and focuses
on the impact of Corporate Governance (CG) on firm performance in M&A participating firms
by systematizing existing knowledge and deriving specific implications for the future work
scope. M&A market experiences the several trillions of US dollar deals on an annual basis.
Therefore, M&A becomes the highly studied area by the researchers to analysis different
vice versa combination between CG, firm performance, takeovers, mergers, acquisitions,
etc. In this paper, the research has been carried out as a structural assessment of past
fourteen years of research on CG variables and firm performance variables deriving the
relation between corporate governance and firm performance. Further it’s been observed
that majority of research has been conducted to identify the impact of specific board
characteristics of CG on firm performance however, there is dearth of study to analyze the
relation between CG and firm performance for the firms actively participating in M&A market
as acquirer and target. In lieu of this, the paper has extracted the prospective area of study
and provide path towards a future research. This review will be useful to academicians and
researchers working in the area of CG and M&A, Firm performance and M&A.
Keywords: Corporate Governance, M&A, Firm Performance, Takeovers, Political
Connections.

Introduction

C

ADBURY Committee, 1932
defined Corporate Governance as a system through which
firms are directed and they are
controlled with a motive to
maintain economic and social
balance. The OECD principles of
CG
defined
“Corporate
Governance as a set of relationships between a company’s
management, shareholders, board
members and the stakeholders”.
Researchers as widely debated
over the relationship between CG
with firm performance. Evidence
from various empirical studies in
literature suggests that there is a
* Research Scholar, Indian Institute
of Foreign Trade, New Delhi.

significant relation between the
both CG and firm performance.
Gompers et al. (2003) analyzed that
good corporate governance is
associated with higher firm
valuation which is measured by
Tobin’s Q. Brown and Caylor
(2009) came with a conclusion that
better-governed firms of US have
higher ROE and higher ROA along
with higher Tobin’s Q. Whereas,
Klein et al. (2005) identifies no
evidence which suggests that better
corporate governance enhances
firm performance. There are huge
studies which are successful in
exploring the relation between
Corporate Governance and firm
performance. The previous
literature has concluded mixed
results where some suggest a
positive correlation between CG
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and firm performance (Klapper
and Love, 2004) while others finds
no association between corporate
governance and firm performance
(Hermalin and Weisbach, 1991;
Klein, Shapiro, and Young 2005).
However, many scholars have
focused on different dimensions or
attributes of corporate governance
such as board size (zhao et al. 2018,
Hoorn and Hoorn 2011), CEO
duality (Gleason et al. 2007, Liu
et al. 2013, Gillan et al. 2006),
number of independent directors
(Zhang et al. 2018), etc and their
influence on firm performance.
There are also some studies that
elaborates the correlation between
Corporate Governance and M&As
transactions
and
firms’
performance (Carline et al. 2009).
CG is related to firm performance
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via different theoretical studies
and various empirical studies
(Claessens and Yurtoglu 2013).
Any institutional changes,
specially “corporate governance
reforms affects the firms’ major
decisions
of
mergers
&
acquisitions” (Xu and Meyer,
2013). Yen et al. 2013 analyzed that
firm’s internal CG mechanism
(CEO position and block holders)
is less important to explain the
short-term performance of M&A
participating firms however, it is
much more important to explain
and analyze the long term
performance of the M&A firm. It’s
been examined that there is dearth
of study in examine the relation
between corporate governance and
firm performance in M&A
participating firms however as
mentioned extensive research has
been conducted by the researchers
for the relationship between
corporate governance and firm
performance.
In this lieu, the study further
proceeds with discussing the
changing dynamics of corporate
governance in India in Section 2
followed by Section 3 comprises of
literature review on the relation
between CG and firm performance
and discussing the variables of CG
studied with firm performance
Section 4 elaborates the literature
for CG and firm performance in
M&A participating firms. Section
5 concludes the discussion.

Changing Dynamics of
Corporate Governance in
India
The theoretical extension of
research related to corporate
governance come from the well-
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known thesis of Berle and Means
in 1932, ‘‘The Modern Corporation
and Private Property”. Corporate
governance found its place in India
during 90’s as a measure which
was voluntarily adopted by the
Indian companies. In April 1998,
Confederation of Indian Industry
(CII) formed a set of nonmandatory code of corporate
governance named as “Desirable
Corporate Governance: A Code”
which were meant primarily for the
listed companies and was
completely on voluntary basis. This
measure was inspired from the
Anglo-Saxon model and was
formed with an aim to bring out the
self-conviction among the
companies that
shareholder’s
interest must be assured which is
possible with good CG practices.
Later, in 1999 Kumara Mangalam
Committee was set by the efforts
of SEBI with an aim to recommend
and promote the standards of
corporate governance. The
Committee aimed to emphasize the
composition of audit committees
board, board’s independence, and
the role of CG in protecting the
interest of the investors. SEBI
agreed with the recommendations
and included the same in clause 49
of the listing agreement of the stock
exchanges. According to the clause,
it was applicable only for the listed
companies with net worth of ` 25
crore and above, for those
corporations with a paid-up capital
of ` 3 crore. Later, Department of
Corporate Affairs (DCA) in the
year 2000 formed a study group
under the guidance of Dr. P.L.
Sanjeev Reddy with the aim to
study the ways and methods to
“operationalize the concept of
corporate on a sustained basis”. In
2002 Naresh Chandra Committee

was formed to recommend the role
of auditors and independent
directors followed by the formation
of Narayan Murthy Committee in
2004 with the aim to review clause
49 and suggest measures for
improvements. Considering these
improvements, major initiatives
towards clause 49 in the listing
agreement were introduced on 31
December 2005 by SEBI followed
by a major setback in 2009 for
corporate governance in the Indian
scenario with the “mammoth
accounting scandal which was one
of the largest information
technology companies, Satyam
Computers, resulting of poor
corporate
governance
mechanism”. On experiencing
these CG failures, Confederation of
Indian Industry (CII) formulated a
task force with an aim to examine
the efficacy of the corporate
governance within the country.
This task force was successful
enough to provide certain
recommendations of a set of
voluntary reforms aiming to
achieve a balance between strong
CG norms. Further, National
Association of Software and
Services Companies (NASSCOM)
formed a CG and Ethics Committee
which focused to save the interest
of the stakeholders, an audit
committee and a policy that would
ensure the safety of whistle blower.
New bills were passed in the
Parliament in year 2011-13 acting
as the new provisions in the
direction of strengthening of
corporate governance in India. In
the lieu of revision of Companies
Act, the Clause 49 was revised for
all companies which were listed
with SEBI from a period 1 October
2014. With this, issues with the
corporate governance can be
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overcome with certain internal
mechanisms (board of directors,
ownership structure, etc.) and
external mechanisms (takeover
markets, legal system) for the
corporate control. India is a
developing country and the
corporate governance mechanisms
are also developing (Kapil et al.
2018, Khanna and palepu, 2000).
However, the enforcement of CG
regulations through the legal
channels are weak, calling for the
utmost need for the further strong
internal mechanisms which will
have significant bearing on the
corporate performance (Sarkar and
Sarkar, 2000).

Literature Review and
Theoretical Background
“Corporate Governance
and Firm Performance”
A single governance theory is
not enough to explain the
significant relation between the
Corporate Governance and firm
performance. Literature is
imbedded with different results
and further witnessed that on
considering board characteristicsan increased board size has two
competing effects: firstly, a larger
board size leads to rich experience
and leads to more linkages to
external environment and secondly,
large board slows down the
decision-making process (Mishra
and Kapil, 2017). Abor and Biekpe
(2007) found that board size has a
significant positive effect on firm’s
profitability. Mishra and Kapil,
2017 analyzed that board size is
positively related to ROA, EPS
along with market to book ratio.
Geraldes et al. 2011 concluded a
non-linear relationship between
board size and earnings

management. Kumar and Singh
2013 found a negative relationship
between board size and firm value
in the Indian context. Shrivasta and
Kalsie 2016 indicated that smaller
the board better would be the
results. Corporate governance/
board’s characteristics impact the
firm’s performance significantly.
The size of the board, CEO duality,
Busy director’s position, friendly
boards, dominance of some other
party, ownership structure,
number of independent directors
are some of the characteristics of
CG which impacts the long-term
and short-term performance. In
lieu of Afza et al. (2015) research,
Liu et al. (2013) also considered
ownership structure and presence
of institutional investors and
analyzed their impact on the firm
performance. However, with the
research conducted by many
researchers it’s been found that
board size negatively effects the
firm performance, short-term
performance (Rani et al. 2013a),
long-term performance (Maxim
et al. 2016). CEO equity positively
impacts the short-term firm
performance as larger the share of
equity holds by the CEO; less
divergent his interest would be
from the shareholders. Such
situation proves to be a perfect
solution for Agency problem as
managers
would
be
the
shareholders of the firm (Rani et al.
2013b). Schmidt (2015) empirically
analyzed mix impact of friendly
board on the US firm performance
for 2000-2011. Schmidt 2015
considered different CG variable
which were more social specific i.e.
social ties of the CEO, CEO age,
CEO’s qualification and found
varied costs and benefits of the
friendly board varies as per the
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specific needs of the firm. A
director’s role of advising and
monitoring the board requires
devoting substantial time and great
efforts to deliver strong decisions.
Apart from the board
governors, when it comes to the
interest of shareholders then
researchers agree with the fact that
perfect merged market is the one
where CG practices favours
shareholders as well. “The aim of
CG is to resolve the conflict
between the managers and the
shareholders of the firms” theories
of CG. Ahiabor et al. 2018
emphasized its research on the
principal agent problem that arises
from the difference in the
ownership structure and control of
the firm.
Corporate
Governance
variables (specially Board
Characteristics) are studied
extensively with firm performance.
Zhou et al. (2013) believed that
board of directors has different
professional background, work
experience and professional
training, so they have a broader
perspective to solve problems. Hu
(2012) contended that “the board
must oversee blind expansion and
assertive behaviour of the
management”. Horner et al. (2010)
contributed to the role of agency
theory in explaining the corporate
governance by extending upper
rank management’s thinking to the
study of boards. Hermalin et al.
(2010) found that the board of
directors’ features can cause
significant effects on shareholder
value. Perry and Shivdasani (2005)
stated, “Charged with hiring,
evaluating, compensating and
ongoing monitoring of the
management, the board of
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directors is the shareholder’s
primary mechanism for oversight
of managers”. Furthermore, Lei
et al. (2008) examined the
influences of board composition
and ownership structures on the
firm performance. Bittinazzi et al.
(2018) investigated the ownership
similarity of the acquiring and the
target firm pointing highly positive
relation of the ownership similarity
with the FP and less probability to
confront with the CG problem.
Therefore, different researchers
came up with different variables of
corporate governance to examine
the correlation between corporate
governance and firm performance
Refer Table 1 which summarizes
the CG variables studied
extensively by different researchers
with firm performance.
The relationship between CG
and firm performance is studied
vastly, however, it is needed to
study the Corporate Governance
and firm performance in M&A
participating firms as mergers &
acquisitions are growth strategies
which have received attention from
both developed as well as
emerging (developing) economies.
Therefore, researchers have also
focused their research to identify
the relationship between corporate
governance and M&A. With CG,
“certain objectives of the company
are set and the means of attaining
those objectives and further
monitoring the performance are
determined”. Afza et al. (2012)
considered board size, CEO
duality, board independence, other
party dominance and presence of
independent block holder in the
firm as CG variables and analyzed
their impact on the operating
performance of the M&A
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participating firms. Hauser (2018)
studied the impact of appointment
of CEO in multiple boards (busy
directors) on the US M&A
participating firms. Busy directors
or the appointment of the CEO in
multiple boards negatively impact
both short-term and long-term
performance of the firm. Ahiabor
(2018) examined the cross-border
deals of US firms and concluded a
significant effect of shareholders’
laws on the stock market
development and on the
convergence of shareholder
protection laws through cross
border M&A deals.
Researchers
have
also
elaborated their research taking
ownership as one of the CG aspect
Zhou et al. (2012) demonstrated the
role of state ownership in M&A by
analyzing the short- and long-term
performance of state-owned
enterprises (SOE) as acquirers
relative to privately owned
enterprises (POE) for the period
1994-2008. Zhou et al. (2012)
favoured the SOE over the POE in
terms of long run stock
performance and operating
performance. State ownership of
Chinese M&A gains from the
government
interventions.
Whereas, Boateng et al. (2017)
highlighted the efficiency of POEs
over SOEs for the Chinese M&A
deals. Boateng et al. (2017)
investigated the operating
performance of 340 Chinese M&A
deals for the period 2004-2011 by
considering five CG variables
(CEO duality, independent
directors, managerial ownership,
relatedness,
related
party
transactions) and board monitoring
mechanism. On investigating the
relation between different CG

variables
and
operating
performance (OP) of the acquiring
firms, a positive relation is
analyzed between independent
directors,
managerial
shareholdings,
ownership
concentration and OP of the
acquiring firm. However, related
party transaction impacted ROA
negatively. However, Tao et al.
(2017) indicated different as
compared what is analyzed by
Zhou and Boateng. Tao et al. (2017)
demonstrated the negative relation
of SOE ownership structure and
level of political risk with the shortterm market performance of
Chinese acquiring firms. The
Chinese shareholders earns lower
abnormal profits in case of SOE and
higher in case of POE especially
when the M&A deals are cross
bordered. The next section
highlights the literature review of
corporate governance and firm
performance in M&A participating
firms.

Corporate Governance
and Firm Performance in
M&A Participating Firms
“The environment of market
economy fosters companies to
achieve its goal by accumulating
internal resource and the mergers
& acquisitions” Liu et al. 2013. It
was George Stigler who noted that
to some extent companies won’t
grow without M&A activities
however, big organizations hardly
grow by organic business
expansion for growth perspective
which is evident in developing
country (Ismail et al. 2015, Liu et al.
2013). Therefore, it can be
concluded that M&A influences the
growth and development of an
industry. Mergers & acquisitions in
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Tampakoidis et al. 2018, Fidrmuc and Fidrmuc 2007,
Gompers et al. 2003, Bebchuk et al. 2009, Ismail
et al. 2014

Anti-takeover
Provisions (ATP)

EU, Czech, US

EU

Tampakoidis et al. 2018, Drobetz et al. 2019, Breno
et al. 2015, Fu et al. 2016, Duan et al. 2018, Maas
et al. 2019, Goranova et al. 2018, Ahiabor et al.
2018

Shareholder’s
Voting Rights

US

China, Australia,
Malaysia

Guest 2019

CEO Compensation

EU

Jiang et al. 2019, Yacoob et al. 2018, KC Gleason
et al. 2011, Liu et al., Drobetz et al. 2019, Kumar
and Singh 2013, Zhou et al. 2012, Boateng et al.
2016, Bittinazzi et al. 2018, Gao et al. 2019

Zhao et al. 2018, Gillan et al. 2006, Ahiabor
et al. 2018

Board of Director
Size

US, China

Ownership Structure

K.C. Gleason et al. 2011, Liu et al. 2013, Kota and
Tomar 2010, Gillan et al. 2006

CEO Duality

US, EU

China

Guest 2019, Tampakoidis et al. 2018, Abor and
Bieke 2007, Geraldes Alves 2011, Kumar and Singh
2013, Kota and Tomar 2010, KC Gleason et al. 2011,
Liu et al. 2013, Gillan et al. 2006, Xin et al 2018,
Zhao et al. 2018, Hoorn and hoorn et al 2011,Yen
et al. 2010, Afza et al. 2012, Maxim et al. 2016,
Schmit et al. 2015, Hauser et al. 2018

Board Size/ Board
Composition

Sample Area

Number of Independent Zhang et al. 2018
Directors

Author

Explanatory Variable

Higher the ATPs higher the returns.

Higher returns are associated with the
higher scores of VT, higher the
shareholder’s protection provision
higher will be value of the firm.

PE is higher for the government linked
companies, and lower ROA ROE were
observed for the GLCs.

More the no of independent director
negative would be the performance.

Increase in the proportion of minority
directors increases CEO compensation.

Mixed results: Higher the board of
director size negative will be the p
erformance.

CEO duality affects firm performance.

Mixed results were figured: Higher the
number of board member lower will be
the performance, and some advised
large number of board member implies
good experienced knowledge affecting
firm performance positively.

Results with Firm Performance

SUMMARY OF CORPORATE GOVERNANCE VARIABLES

TABLE 1

Companies report.

Company’s report.

Company’s report.

From Companies
annual reports.

Calculated as natural
log of total annual
compensation of the
CEO.

Company’s annual
reports.

Annual reports.

Annual reports.

How to Measure?
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30

Rani et al. 2013, Rani et al. 2014, Graca et al. 2016,
Fidrmuc and Fidrmuc 2007, Ismail et al. 2014

Fidrmuc and Fidrmuc 2007

CG Index

Frequency of
MD Change

Kota and Tomar 2010

Liu et al. 2013, Yang et al. 2019

Institutional
Investors

Audit Committes

K.C. Gleason et al. 2011

Pension Fund
Holdings

Fidrmuc and Fidrmuc 2007

K.C. Gleason et al. 2011

Blockholdings

Frequency of
CBD Change

Author

Explanatory Variable

India

Czech

Czech

India, EU, US

China, US, EU

US

US

Sample Area

No significant results were found of
its effects on the M&A firm performance.

Higher the incentives less will the
change.

Higher the incentives less will be the
frequency of change in the MD.

Stable board negatively affects the
shareholder’s interest.

Institutional investor positively impacts
the M&A performances and firm
performance.

Pension fund holdings are negatively
related with the abnormal returns of the
acquirer firm.

It is positively related with the
abnormal returns.

Results with Firm Performance

Audit committee
function depends upon
a series of caracteristics such as its
composition, size,
members’ qualification,
and actual audit
committee operations.

Annual reports of the
company.

Annual report of the
company.

CGI is calculated on the
basis certain CG variables and index is
created as Bebchuk,
Cohen, and Ferrell
(2009).

Company’s report.

Defined as the %age of
shares held by the 18
largest public pension
funds.

Defined as the %age
shareholdings by the
largest institutional
block-holder which owns
at least 5% of the firm’s
outstanding shares.

How to Measure?
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Author

Breno et al. 2015

Tao et al. 2017

Schmidt et al. 2015

Hauser et al. 2018

Cihan et al. 2017, Yang et al. 2019, Borochin et al.
2018

Explanatory Variable

Board Independence

Political Connections

Friendly Board

Busyness of the
Board

Media Coverage

FOCUSWTO.IB • July-September (Vol. 22 No. 3)
China

S&P 1500
indexed firms

-

China

US

Sample Area

Mixed results.

Negative impact on the firm
performance.

Negative impact on firm performance.

Higher the connections higher the
results for SOEs.

Mixed results.

Results with Firm Performance

Newspapers and other
social media coverage.

From reports of the
company as where the
board member is
aligned for multiple
responsibilities.

Company employees.

Public reports,
newspaper.

Annual reports.

How to Measure?

ARTICLES

31

ARTICLES
emerging economies has attracted
much attention from the
researchers. M&As provide
opportunities to examine the
effects of corporate governance
provisions on firms’ values because
the post-deal firm has governance
provisions different from the
provisions of at least one of the
combining firms (Carline et al. 2009,
Ismail et al. 2011).
M&A is considered as one of
the growth strategies and these
days researchers are conducting
M&A research with different
proxies of corporate governance
and firm performance for
developed economies. M&A deals
are the important instrument of CG
with which corporate efficiency can
be increased (Rani et al. 2013a).
Clearly, M&A deals has become
the perfect way to seek combined
entity’s
resources
and
development. The extension of
many researches gives evidence
that there are number of reasons
that mergers & acquisitions (M&A)
can improve firm performance
especially through synergies
(Larson and Frinkelstein, 1999).
However, these M&A participating
firms may experience a low firm
performance due to difficulties at
the people and process levels (Fang
et al. 2014). The past studies have
only discussed either CG with firm
performance or M&A and Post
M&A performance or performance
of CG after merger using
traditional financial parameters
which did not reflect any
conclusive evidence of whether
M&A improves performance of the
company considering different
aspects of CG. Literature on
research in M&A (Nicholson et al.
2016, Liu et al., 2013), takeovers (G.
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Zouridakis et al. 2018, Khan and
Bibi 2015, Khan et al. 2016), effects
of M&A on firm performance
(Gomes et al,. 2013, King et al., 2004,
Chen et al., 2010) is quite vast.
Evidence from Indian M&As firm
performance has also been studied
by few (Rani et al. 2011) though
India is one of the emerging
economies where M&A activities
have been accelerated at a much
faster pace in the last few years.
According to PwC report 2019, 600750 Indian companies on annual
basis have been acquired over the
last decade with an average
transaction size of ` 200 crore and
more than 3,400 Indian companies,
both in public and private sectors,
have been active in M&A over the
last decade (2010-2018). This
provides an immense opportunity
to examine the relationship
between the corporate governance
and firm performance in M&A
participating firms. Even the
researchers attempted to find the
relation between corporate
governance and managerial
choices, and consequently
fundamental value and operating
performance changes (e.g.,
Gompers et al., 2003, Cremers and
Nair, 2005, Core et al., 2006) but the
research were not concluded to any
significant results.
However, the most important
“drivers which are responsible to
force firms to involve in Mergers
& Acquisitions (M&As) are the
generation of synergy gains, the
assimilation of new competencies
and the diversification of business
risk, which in turn strengthen
corporate growth and enhance
corporate
profitability”
(Alexandridis et al., 2010). Based on
this it can be rightly concluded that

M&As may act as one of the
efficient ways for any organization
to expand into new markets, could
result into increasing the wealth of
their shareholders and maintaining
the interests of their investors
(Papadakis, 2007). However, it is
complex for firms to take mergers
& acquisitions decisions and the
literature is enabled to reach any
consensus
regarding
the
appropriate CG mechanisms in
M&A
participating
firms.
“Corporate governance and M&A
enjoy a symbiotic relationship,
mutually feeding off each other”
(Carline et al., 2009). M&A induces
the necessary incentives in
companies to enhance their
governance practices. The
corporate control mechanisms
suggest that poorly governed firms
would automatically become
targets for acquirers. With CG, the
role of the board is to monitor and
advise managers on important
decisions, such as mergers &
acquisitions (M&A). If the board is
structured effectively then enough
monitoring takes place with which
proposals by managers that may
lead to personal perquisite
consumption or entrenchment will
be voted down. To examine the
effectiveness of the board as a
monitor of the firm, many studies
(Mikkelson and Partch, 1997; Goyal
and Park, 2002; Huson et al., 2004)
have investigated top management
turnover, which is attributed to
actions taken by the monitors of the
firm, such as boards, and to the
market for corporate control. Bello
Lawal et al., 2012 analyzed that it
is logical to identify first if the
board size affects quality of
corporate board decision before
moving further to ascertain
whether such board decision has
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impact on firm performance (Board
Size Quality Decision Firm
Performance)”. Some studies (Mak
and Yuanto, 2003; Haniffa and
Hudaib, 2006; Garg, 2007) favour
smaller board sizes.
However, (Sulong and Nor,
2010, Dwivedi et al., 2005, Johl et al.,
2009) favour large board size
whereas Bhagat et al., 2004
indicated that share ownership by
directors impacts the ability of the
board to discipline management. In
addition, it is important to
incorporate the impact of a broader
set of governance quality
indicators, such as percentage of
independent directors, board size,
percentage of director shares, chief
executive officer (CEO) / chair
duality, and institutional block
holdings, when researchers
investigated the relation between
corporate governance and firm
performance in M&A participating
firms. Mergers are among the most
economically significant decisions
made by corporate managers.
Much of the studies were
conducted
in
developed
economies. One also finds that
most of the work in this regard was
done in the context of developed
countries (Liu et al., 2013) and it is
needed to study the anatomy of
firm performance through the lens
of governance mechanisms, noting
how pulls and pressures within a
company affect the performance of
M&A participating firms. Liu et al.,
2013 examined the impact of
governance and ownership
variables on firm performance of 36
real estate M&A deals by
employing a range of techniques to
analyze the data – fixed effects,
correlation analysis and multi
linear regressions. They found that

institutional investors affect the
M&A performance positively.
Large size board negatively affect
the firm performance even in M&A
deals.
Cartine et al. 2009 examined
UK’s domestic merger deals during
the period 1985-1994 and found
corporate
governance
characteristics of acquiring firms
(board ownership, board size and
block holder) have an economically
and statistically significant impact
on operating performance changes
following mergers. Hoorn and
Hoorn (2011) studied the impact of
different CG variables that is board
size, board ownership, board
composition, CEO duality on firm
performance especially after the
merger’s announcements. Studies
proved that these specific CG
variables have significant impact
on
the
merged
entity’s
performance to generalize its
synergy gains). An extensive
literature study on M&A provides
some positive, some negative and
some neutral improvements with
post M&A corporate governance.
Few researchers have studied on
the impacts of mergers &
acquisitions taking different
dimensions
of
Corporate
Governance viz Shareholder’s
wealth / interest, ownership
structure, shareholder’s voting
rights, anti-takeover provisions,
CEO duality, Board Characteristics
in developed economies mostly in
US (KC Gleason et al., 2011, Breno
et al. 2015, Ismail et al., 2014,
Bebchuk et al., 2009) and EU
(Tampakoudis et al., 2017, Zhao et
al. 2018, Fidrmuc and Fidrmuc
2007, Drobitz et al., 2019, Graca et
al. 2016, Florio et al. 2018), Australia
(Yaaacob
et
al.
2018,
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Dunstanandkarim 2007, Black and
Kim 2007), along with emerging
economies Malaysia (Gao et al.,
2019), China (Liu et al., 2013, Li
et al., 2005, Jiang et al., 2019, Fung
and Rui et al., 2006) and less
focused emerging economy India
(Rani et al., 2013. Rani et al., 2014).
Inquiry on M&As and corporate
governance till date has not
possessed the capacity to give
definitive confirmation for firm’s
improved productivity or decimate
efficiency. Table 2 summarizes the
literature review of CG studied
with M&A.

Conclusion / Future Scope
M&A activities have become
the focus for the academic studies
in the fields of finance, strategy and
firm development. However, it’s
been analyzed while taking into
consideration several studies on
CG and firm performance that
M&A decisions of an organization
is also affected by the quality of
board, number of independent
directors and other CG variables
where there is dearth of studies.
Here through this an attempt has
been made to analysis the gaps for
future scope of studies and rest the
work is still in progress. For future
scope of study, it must be analyzed
that how the CG variables effects
the market-based measures of firm
in M&A participating firms and
how this pattern is different from
how CG variables effects the
accounting-based measures of firm
in M&A participating firms.
Further, it must be examined
whether there is any correlation
between CG variables and firm
performance of listed companies
involved in M&A activities (deal
size, acquisition premium, mode of
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EU
2001-2011

Drobetz
et al., 2019

Australia
1997-2009

Yaacob
et al., 2018

Czech
1993-1998

EU
2003-2017

Tampakoudis
et al., 2018

Fidrmuc and
fidrmuc 2007

2007-2017

Jiang et al.,
2019

EU
2012-2016

China
2008-2016

Zhang et al.,
2018

Zhao
et al., 2018

Country/
period
covered

Author

Non-financial
firms

Non-financial
firms

–

–

All business
sector

–

Pharmaceutical

Sector

3085 intra
EU takeovers

4920

268 listed
companies’
acquisitions

2017
completed
deals

160613 listed
firms

53 M&A deals

Listed 146
firms

Sample Size

Shareholder right, ownership
structure

Frequency of MD change,
Frequency of CBD change

Board of director’s size

Block holder: board ownership, managerial, institutional

Board size, voting rights,
anti-takeover provisions

Institutional ownership

Increase in the independent
directors affects the M&A
deal negatively

CG Aspect

Total assets, tobin’s q,
leverage

Total sales, no of
employees, gross
profit, labour
productivity, return in
fixed assets.

Debt ratio, fixed
asset ratio, ROA,
ROE, EPS

Book to market equity,
Operating cash flow,
ROA, ROE, Revenue

ROA, abnormal
returns, Tobin’s q,
market to book value,
leverage

Improvement in
Abnormal returns

P/E, ROA

Firm
Performance
Aspect

M&A premium, payment
methods, deals characteristics are taken.

Anti-takeover provisions,
transaction value >$1 mn,
acquirer controls less than
50% of its target shares
prior to the announcement.

M&A premium.

% of shares acquired
in the deal was 50%,
the acquirer was not
engaged in another deal.

Deal Value, Deal attitude,
geographic focus, product
focus.

Deal value, Deal duration,
% of multiple bidders,
% acquirer pre deal
ownership, % acquirer
premium.

Technology seeking
M&A and value chain
extension M&A are positively correlated with FP.

M&A Aspect

SUMMARY OF CG AND FIRM PERFORMANCE IN M&A PARTICIPATING FIRMS

TABLE 2

Higher the shareholder
protection - higher will be the
M&A premium, higher will be
the domestic takeovers.

Higher incentives lead to
less frequency of MD
change and same in the
post M&A deals.

Debt ratio -ve with M&A
premium, FAR &CG are
positively affecting the
M&A premium.

ROA, ROE, OCF were
improved, no significant
results were found that of
ownership on the M&A.

Increase in ATPS
generates higher returns
to shareholders, negative
correlation b/w ATPS and
announcement period returns.

Activist M&A arbitrage
serves as a governance
remedy for acquiring firms’
shareholders, as well as a
profitable investment
strategy for the activists
themselves.

M&A strategy does not
synchronize with policy
change.

Result
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Country/
period
covered

China
2008-09

1974-2015

EU
1990-2008

Italy
2006-2008

US
1996-2003

Author

Liu et al.,
2013

Leepsa
et al., 2016

Da Graca
et al., 2016

Florio
et al., 2018
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K.C. Gleason
et al., 2011

High technology
and non-high
technology

Non-financial
firms

Non-financial
sector

Manufacturing
firms

Real estate
industry

Sector

1640
observations
firms

93 M&A deals

Literature
review

Literature
review

36 M&A
deals

Sample Size

CEO duality, Board size, block
holding, Pension plans, board
composition.

Ownership Structure.

Target’s CGI, Acquirer’s CGI

Ownership structure, board size,
shareholders interest

Ownership structure, board
size, institutional investors,
CEO duality

CG Aspect

Abnormal returns, total
assets, debt/total assets,
OCF/ total assets.

Size, ROE, abnormal
returns

Abnormal return, beta

All accounting-based
measures

Tobin’s Q

Firm
Performance
Aspect

Return to bidders, deal characteristics, announcement returns.

M&A disclosure practices,
Purchase price premium
(PPA), business combinations
are considered, goodwill.

Synergy (total value) and
dominance (bargaining power)
two event studies are
considered.

M&A deals size.

M&A performance (Post
merger tobin’s q).

M&A Aspect

Firm size & deal size are -vely
related to abnormal returns,
blockholding impact -vely to abnormal returns pension impact
+vely to abnormall returns.

Goodwill emerging from the PPA
is -vely related BC disclosure
quality, financial transparency is
higher in low state ownership
companies.

Stable board negatively affects
the shareholder’s interest and
value of the M&A deals.

Literature review revealed a
mixed result.

There is positive impact of,
ownership structure on M&A
performance, -ve impact of
board size on FP, institutional
investors are positively impact
the M&A performance.

Result
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ARTICLES
financing and other
characteristics, etc).

The relationship between
Corporate governance and firm
performance is extensively studied
by the researchers and enough
evidence is available for the
significant effect of various CG
variables on firm performance
however, when it comes to M&A
participating firms - experiences
the most CG related issues, there
is dearth of study and
academicians must focus on the
effect of CG variables on the firm
performance of M&A participating
firms.
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RCEP & India: Regional Trade Balance and
Competitiveness
Avantika Garg Tayal*
The multilateral Free Trade Agreements (FTAs) are gaining prominence in recent times
with the objective to enable lower trade barriers and seamless movement of goods and
services across national boundaries. Regional Comprehensive Economic Partnership
(RCEP) has been in focus given the rising economic and geo-political prominence of
ASEAN countries and the six proposed FTA partner countries in the Asia-Pacific region.
However, India has opted out of the RCEP Agreement in 2019 owing to existing bilateral
trade imbalances skewed unfavourably against India and its concerns on safeguards to its
producer oriented domestic industries providing livelihood option to a mass and vulnerable
segment. In this context, it becomes imperative to identify India’s trade patterns, its export
potential, competitiveness vis-à-vis trade partners, India’s FTA gains and losses and the
way forward.

Background of RCEP
Agreement

I

NDIA has opted out of the
Regional
Comprehensive
Economic Partnership (RCEP)
during the 3rd RCEP Summit held
on 4 November 2019 in Bangkok,
Thailand. The remaining fifteen
member-states have decided to
move forward towards signing the
agreement by the end of this year
and India may join later once ready
or continue with its regional and
bilateral agreements with ASEAN
and other RCEP members.

the Association of South East Asian
Nations (ASEAN) – Indonesia,
Thailand, Singapore, Malaysia, the
Philippines, Vietnam, Myanmar,
Brunei, Cambodia, Laos and its six
proposed FTA partners – China,

Japan, India, South Korea,
Australia and New Zealand). The
trade bloc formed to create a
common market spanning sixteen
countries (Figure 1) covers nearly
47.4 per cent of global population,

FIGURE 1
RCEP: REGIONAL COMPREHENSIVE ECONOMIC PARTNERSHIP

RCEP is a proposed Free Trade
Agreement (FTA) slated to be the
world’s largest free–trade bloc,
between the ten member-states of
* Assistant Manager (Sustainable
Development), Business Development Division, Corporate Office,
Indian Oil Corporation Ltd.,
New Delhi. She is also pursuing her
Part-time Ph.D. in Management at
IIFT, New Delhi.
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32.2 per cent of the global economy,
29.1 per cent of global trade and
32.5 per cent of global investment
flows in 2018. The deal found a
renewed vigour in the past three
years. Since the US withdrew from
the Trans-Pacific Partnership (TPP)
Agreement in 2017, the Asia Pacific
bloc has been keen to expedite the
RCEP as a viable alternative for
global trade with lower trade
barriers. Further, China has been
pushing to finalize the RCEP deal
as it has been facing slowing
growth in it exports in view of the
ongoing trade war with the US and
protectionist and retaliatory
measures imposed by both the
nations on each other.
The idea of RCEP was
formulated in November 2011 at
the ASEAN summit and Joint
Declaration on the Launch of
Negotiations for the RCEP was

issued at the Phnom Penh Summit
in Cambodia in November 2012. In
order to broaden and deepen the
engagement among parties and to
enhance their participation in
economic linkages through trade
and investment related activities as
well as to contribute to minimizing
development gap among the
parties, the sixteen Economic
Ministers of countries in this region
endorsed the Guiding Principles
and Objective for Negotiating the
Regional Comprehensive Economic Partnership in August 2012.
The main objective since its
genesis was to achieve a modern,
comprehensive high-quality and
mutually beneficial economic
partnership agreement among the
ASEAN member states and its FTA
partners, which would “cover
trade in goods, trade in services,
investment, economic and

technical cooperation, intellectual
property, competition, dispute
settlement and other issues”. The
RCEP negotiations commenced in
early 2013 and these negotiations
have gone through 28 rounds of
talks and nine ministerial
conferences besides several other
meetings. The 28 th round of
negotiations for RCEP at the expert
level had concluded at Da Nang,
Vietnam, held from 19-27
September 2019. In this round of
negotiations, meeting of the Trade
Negotiating Committee was held
in which senior officials
participated in negotiations
regarding market access on Trade
in Goods, Trade in Services and
Investment as well as on other
areas like Rules of Origin,
Intellectual Property and Electronic
Commerce. In the total of 25
chapters, 21 chapters had been
concluded. The crucial chapters of

FIGURE 2
EVOLUTION OF REGIONAL TRADE AGREEMENTS (RTAS) IN THE WORLD, 1948-2018

Source: World Trade Organization.
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Investment, Electronic Commerce,
Rules of Origin and Trade
Remedies were yet to be settled in
the expert round of negotiations
among the RCEP nations.
Ministerial guidance was sought
on these issues during the 9 th
RCEP Inter–sessional Ministerial
Meeting which concludes at
Bangkok, Thailand held from 11–
12 October 2019. This was the last
Ministerial before the 3rd Leaders
RCEP Summit held on 4 November
2019 in Bangkok.
The conclusion of RCEP
agreement was mooted to lower
trade and non-tariff hurdles,
liberalize service trade, ease part of
regulatory hurdles in regional
trade and improve investor
protection, amongst others.

Regional Trade
Agreements (RTAs)
Regional Trade Agreements
(RTAs) have become increasingly
prevalent since the early 1990s.
RTAs cover more than half of
international trade and operate
alongside global multilateral
agreements under the World Trade
Organization (WTO). The first
eleven years (1995-2005) of the
WTO were paralleled by a tripling
of RTAs from 58 to 188 (Figure 2).
As of 2018, 455 RTAs are in force
globally. These trade agreements
are a means to promote bilateral
trade, with both parties benefiting
as a result of trade complementarities.
Regional Trade Agreements
(RTAs) today go beyond tariff cuts
in trade in goods and incorporate
various other components like
liberalization
in
services,
investment, etc. The first RTA of
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which India became a member was
the Bangkok Agreement in 1975.
However, India has signed
majority of its FTAs in 2003-2011;
there has been a lull since then. It
is imperative to note that India has
viewed Free Trade Agreements
(FTAs) as an important tool to
enhance its trade and investment,
and signed a number of trade
agreements with various countries
or groups. In fact, India is one
among top countries in Asia with
the maximum number of FTAs
either in operation
or
under
negotiation or proposed. During
2000-11, India signed 14
Preferential Trade Agreements
(PTAs), 10 of which were bilateral
agreements with individual
countries (which included Japan,
South Korea, Malaysia and
Singapore) and four were
plurilateral/multilateral
agreements (including ASEAN).
In context of trade conflicts and
protectionist policies dominating
the narrative, multilateral Free
Trade Agreements (FTAs)
reinforce benefits from a wider
market access and enjoy
preferential or lower trade barriers.
However, India’s exports to RCEP
account for about 15 per cent of its
total exports and imports from
RCEP comprise 35 per cent of total
imports.

Regional Trade Balance of
India in Asia-Pacific
In the past decade India’s trade
policy has seen a marked shift
towards regionalism. ASEAN is
one of India’s most important
trading partners. However, before
delving into impact on specific
sectors and the tariff modalities, the

key macro takeaways from India’s
experience with respect to some
comprehensive agreements that
India has signed in the past decade
with its FTA partner nations can be
analyzed. The major FTAs that
India has signed and implemented
so far include South Asia Free
Trade Agreement (SAFTA), IndiaASEAN Comprehensive Economic
Cooperation Agreement (CECA),
India-Korea Comprehensive
Economic Partnership Agreement
(CEPA) and India-Japan CEPA.
Negotiations are underway with
Australia and New Zealand for
signing of bilateral FTAs thus not
excluding India from the Asiapacific trade map. However, RCEP
was meant to add China, Australia
and New Zealand as India’s free
trade partners in a single
agreement.
ASEAN is one of India’s most
important trading partners. The
CECA with ASEAN became
effective from 1 January 2010
(Figure 3) and the bilateral trade
between the two sides has surged
from about US$43 billion in 200910 to US$97 billion in 2018-19. The
bilateral trade between India and
ASEAN has also increased faster
than that of India’s overall trade
with the world, leading to an
increase in ASEAN’s share in
India’s global trade from 9.4 to 11.5
per cent. India’s imports from
ASEAN have increased at a
significantly higher rate than
Indian exports to ASEAN. Another
important point worth to be noted
is that the imports from ASEAN
grew much faster than India’s
imports from the world. The faster
growth in imports has resulted in
a significant increase in India’s
trade deficit with ASEAN from less
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than US$8 billion in 2009-10 to
about US$22 billion in 2018-19. The
share of ASEAN in India’s total
trade deficit has increased from
about 7 to 12 per cent during the
same period.

US$21.5 billion and grew at a pace
more or less similar to that of
India’s trade with the world.
However, Indian imports from
Korea have surged much faster
than the exports to that country.
While India’s imports increased at
a CAGR of around 8 per cent, the
exports to Korea rose at a CAGR of
less than 4 per cent. Also, while the
imports from Korea have grown
faster than imports from the world,

India-Korea CEPA also
became operational from 1 January
2010 (Figure 3). During 2009-10 to
2018-19, the bilateral trade between
the two countries has increased
from about US$12 billion to

FIGURE 3
INDIA’S IMPORT-EXPORT RATIO WITH FTA PARTNER COUNTRIES

Source: RBI Bulletin, September 2019.
FIGURE 4
INDIA’S TRADE WITH CHINA
70
55.48 54.14

60

58.23

61.6 60.48

51.64

50

in US$ billion

41.25
40

31.59 30.61

30

24.58
15.64

20
10.17
10
0

1.83 2.62 3.62

17.44 16.72

6.05

14.73

16.42

9.49 10.09 10.37
7.18 7.83

13.43

9.58 8.92
0.92 1.53 2.57 4.1
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
India Imports from China

India Export to China

Source: PHD Research Bureau; Trade Map Database.

FOCUSWTO.IB • July-September (Vol. 22 No. 3)

the growth rate of exports to Korea
has been much slower than India’s
exports to the world. This again has
led to a considerable increase in
India’s trade deficit with Korea
from US$5 billion in 2009-10 to
US$12 billion 2018-19 and a sizable
increase in the share of Korea in
India’s overall trade deficit from 4.7
to 6.5 per cent during the same
period.
The India-Japan CEPA became
effective from 1 August 2011
(Figure 3). However, the bilateral
trade flow has not only contracted
after 2011-12 but witnessed a lot of
volatility during 2011-12 to 201819. The exports to Japan have
contracted during this time period
while imports from Japan, on the
other hand, have increased but
witnessed a lot of fluctuations.
China is India’s biggest trading
partner, accounting for almost 10
per cent of overall trade. With trade
expanding between India and
China, the share of imports in total
trade (with China) increased from
66 per cent in 2000 to 85 per cent in
2017 resulting in a significant
increase in trade deficit (Figure 4).
In 2017, the trade deficit with China
was at US$76.4 billion which
reflects the skewed trade in favour
of China as it constitutes nearly 60
per cent of the total trade volume
between India & RCEP memberstates, now accounts for almost half
of its total trade deficit. Efforts to
reduce the trade deficit not only explored on increasing exports to
China but also focused on evaluating
the impact on domestic industry.
The main observations from
these bilateral trade agreements are
to be noted. Firstly, India’s trade
deficit with ASEAN, Korea and
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Japan has widened post-signing of
FTAs which form majority of the
RCEP. Secondly, India’s exports to
FTA
countries
has
not
outperformed overall export

growth or exports to rest of the
world in view of the historic trade
data. Thirdly, FTAs have led to
increased imports and exports,
although the former has increased

FIGURE 5
INDIA’S TRADE DEFICIT WITH RCEP COUNTRIES ($ bn)
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at a faster pace and exceeded the
latter (Figure5). Fourthly, the
utilization rate of FTAs by Indian
exporters is low i.e. under 25 per
cent, among the lowest in Asia,
according
to
the
Asian
Development Bank (ADB). As a
result, India’s trade deficit with
ASEAN nearly trebled from under
$8 billion in FY10 to $22 billion in
FY19 after the Comprehensive
Economic Cooperation Agreement
(CECA) was signed in 2010. The
trade deficits with South Korea and
Japan have expanded similarly
after India operationalized trade
agreements with them. Fifthly, the
import-export benefit is being
derived from the existing bilateral
FTAs for an India (Indian Ocean
Rim – IOR nation) and signing of
RCEP was seen to be adding no
additional value to the existing
trade patterns instead seen to wide
trade deficit given the increasing

Source: NITI Aayog.
FIGURE 6
INDIA’S TRADE BALANCE IN KEY SECTORS (2012 & 2017)
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regional dominance of China in the
Asia-Pacific region.
The sector-wise impact (Figure
6) of these FTAs on India over the
last decade has not been very
encouraging. As per the UN’s
Harmonized system of product
classification, products can be
grouped into 99 chapters and
further into 21 sections like textiles,
chemicals, vegetable products,
base metals, gems & jewelry, etc
(similar to sector classification). The
analysis shows that trade balance has
worsened (deficit increased or surplus
reduced) for 13 out of 21 sectors.
Sectors where trade deficit has
worsened account for approximately
75 per cent of India’s exports to
ASEAN. Trade surplus sectors have
also shown only marginal
improvement.

Structural Bottlenecks
Impeding Competitiveness
India’s competiveness is
challenged across a spectrum of
products as seen from its imports
data. India imported electrical and
electronics worth $52 billion during
2018-19. Further, India imports $15
billion worth plastics, $9 billion
worth optical instruments, $1.8
billion worth furnishings and
mattresses, $1.3 billion worth
glassware and $650 million worth
toys of which $451 million is from
China.
Against the above, India’s
merchandise exports during 201819 were $331 billion. The
Commerce Ministry had held more
than 100 stakeholder consultations,
seeking business inputs for
formulating India’s interest. These
covered a wide spectrum of the
economy – agriculture, chemicals,

petrochemicals, pharmaceuticals,
plastics,
textiles,
metals,
automobiles and machinery.
However, there was a lack of
domestic consensus on benefits
from the agreement especially in
the manufacturing, agriculture and
dairy sector given the past
experience of regional FTAs with
Korea, ASEAN and some other
countries. In this case, the imports
into India ended up exceeding the
exports to these countries.
The Indian producers lack the
confidence in exploiting duty- free
access to their advantage in huge
markets across the RCEP nations.
This also stems from the erosion of
India’s export competitiveness in
recent years coupled with slowing
domestic economy and stagnant
exports. The key domestic
constraints are seen to be strict
rules or origin, FDI restriction
across sectors, capital & financing
costs, labour productivity,
industrial labour laws, logistics
costs (16% of GDP in India vis-àvis 6-8% globally), compliance
and
transaction
costs,
administrative delays, electricity
supply, availability of technology,
intellectual property laws, etc
which tend to otherwise erode
competitiveness of India in the
global trade map. The Centre for
Trade Facilitation & Logistics
(CTFL), under the aegis of Indian
Institute of Foreign Trade (IIFT) is
finalizing a sector specific
‘Logistics Performance Index (LPIS) for estimating cost of logistics in
top nine export sectors of India. The
aim is to boost overall national and
global trade in these sectors by
helping industries of different
sectors to pinpoint critical issues in
the logistics efficiency and related
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policy implications which would
smoothen the process of movement
of goods.

Concerns & Reservations
Raised by India
India stands for greater
regional integration as well as for
freer trade and adherence to a
rule-based international order. In
the last round of negotiations of
RCEP, meeting of the Trade
Negotiating Committee was held
in which key issues such as
market access on Trade in Goods,
Trade in Services and Investment
as well as on other areas like
Rules of Origin, Intellectual
Property
and
Electronic
Commerce were discussed in
detail. The crucial chapters of
Investment,
Electronic
Commerce, Rules of Origin and
Trade Remedies were yet to be
settled before the commencement
of main RCEP Leaders Summit.
The
main
contentions
articulated by Indian side were
focused towards putting in place
appropriate safeguards for
protection of the domestic
industries and livelihood of the
vulnerable segment of workers,
farmers, etc. First, India wanted
to include an auto-trigger
mechanism as a shield against
sudden surge in imports from
RCEP countries in order to
protect its domestic industries. It
would have allowed India to raise
tariffs on products in instances
where imports cross a certain
threshold. However, other
countries in the RCEP were
against this proposal. Second,
India has demanded the shifting
of base year for tariff cuts from
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2014 to 2019 to protect its
domestic
industry.
India
maintains that in the five year
period, tariffs were increased on
several thousand products and
hence 2019 should be the year
based on which tariff cuts should
be carried out under the RCEP
FTA. Third, India has sought
stringent rules of origin which are
used as criteria to determine the
national source of a product and
mandates a minimum value
addition that needs to be
undertaken in a supply chain,
before that product is exported
from an RCEP country to India.
This was emphasized to prevent
dumping of manufactures from
China. The current provisions in
the deal reportedly do not prevent
countries from routing, through
other countries, products on which
India would maintain higher
tariffs. Fourth, India has also sought
a carve-out from a provision that
syncs its preferential duty rates to
the RCEP group. This implies that
any trade concessions obtained by
India elsewhere had to be made
available to the RCEP countries on
an MFN (most favoured nation)
basis, which was not agreeable to
India. The intention of this
provision is that in the future if any
RCEP member lowers duties for a
non RCEP nation under a trade
pact, similar benefits will also have
to be automatically offered to the
RCEP FTA countries. Fifth, the
RCEP group wants India to make
commitments to the best of its
ability on e-commerce - a sector
where data localisation norms have
become an issue for foreign
companies. Sixth, the differences
related to the investor-to-state
dispute
settlement
(ISDS)
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mechanism along with a demand
for a better deal in services is
pending.
Seventh,
India’s
apprehensions on lowering and
eliminating tariffs on several
products like dairy, agricultural
produce, steel, etc. For instance, the
dairy industry was expected to face
stiff competition particularly from
Oceania i.e. Australia and New
Zealand. Currently, India’s
average bound tariff for dairy
products is on average 35 per cent.
The RCEP binds countries to
reduce that current level of tariffs
to zero within the next 15 years.
There is vehement demand by the
domestic dairy and agricultural
producers to be excluded from the
purview of RCEP agreement.
However, to join RCEP, India
would have to take on
commitments for tariff elimination
for nearly 90 per cent of items from
the ASEAN, Japan, South Korea
and over 74 per cent from China,
Australia and New Zealand. Eight,
RCEP member-states were not very
keen on accommodating India’s
interests in “Services” in general
and “Mode 4” interests relating to
movement of professionals, in
particular.
During the last seven years of
RCEP negotiations, many issues,
including the global economic and
trade scenarios have changed
which cannot be overlooked. It was
strongly felt by India that the
present form of the RCEP
Agreement does not fully reflect
the basic spirit and the agreed
guiding principles of RCEP. It also
does not address satisfactorily
India’s outstanding issues and
concerns. In such a situation, it was
not possible for India to join the
agreement.

Recent Developments
Japan and India held the first
‘2+2’ talks in November 2019
between the respective External
Affairs and Defence Ministers from
both the countries. Japan is pushing
India to join RCEP and is open to
the idea of addressing India’s
concerns with the deal. Further,
Japan is deliberating towards not
joining the deal in case India does
not sign the same. Japan is trying
to convince India by emphasizing
on the economic, political and
security benefits of the agreement.
Meanwhile, Japan is boosting its
ties with India across a range of
fields to balance China’s regional
dominance.

Implications for India
Post-exit
There are two sides to the
argument in regards to India
opting out of the RCEP deal for the
time being. Some economists feel
that RCEP would have been an
easier agreement for India to sign,
as compared to any potential
agreements with the US or the EU,
because its focus was on trade
liberalization. In contrast,
agreements such as the TransPacific Partnership (TPP) pose a
greater challenge, since they
require concessions over a range of
contentious non-trade issues, such
as environmental and labour
regulations, intellectual property
(IP) protection, and the operations
of State-owned enterprises. India
does not have trade agreements
with the EU or the US. This puts
India at a disadvantage by
impacting price competitiveness of
its exports. For example, Korea
enjoys zero tariffs under the US–
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Korea FTA and EU–Korea FTA
which makes it immune to the
growing threat of tariff hikes as
protectionism grows in the US and
Europe. Further, it can seek
compensation from the US if it
extends its protectionist tariffs to
their exports. India has no such
cushion. In fact, earlier this year,
US withdrew the preferential
treatment given to India under its
Generalized System of Preferences
(GSP). However, the key point here
is
that
can
India
gain
competitiveness merely by signing
FTAs? As research by ICRIER
shows that preferential tariff do not
automatically boot exports as seen
in the case of apparel exports from
India to Japan. Both the countries
had dropped tariffs on apparels to
zero after signing the FTA in 2011.
However, India’s share in the
Japanese market remains an
abysmal 0.09 per cent, while
competing economies like China,
Vietnam and Bangladesh have
cornered shares of 6.46, 1.17 and
0.34 per cent respectively.
India could have used this as
an opportunity to push through
contentious but necessary
structural reforms that would boost
competitiveness of Indian
producers in manufacturing, dairy
and agriculture sector. India
envisages becoming a $5 trillion
economy and double exports to $1
trillion by 2025 which includes
special focus on the manufacturing
sector. It may exclude India from a
huge regional market at a time
when the multilateral trading
system is weakening. Lower tariffs
may benefit the domestic industry
in linking up with the global value
chains. India needs to be better
integrated with the world economy

to benefit from global trade as
today India’s share in global
exports stands at around 1.7 per
cent. The way to achieve strong
export growth is to boost
competitiveness of Indian industry
through increasing efficiencies and
quality rather than artificial policy
incentives which are not viable in
the longer run in current era of
globalization. India has to invest in
operationally efficient and costeffective infrastructure including
logistics and time-bound administrative clearances and decisions
reducing compliance costs and
hurdles with initiatives like singlewindow clearance systems.
Further, India would have
been more easily able to attract
Foreign Direct Investment (FDI)
and to also take over production in
sectors that China is now vacating
due to reasons such as increasing
labour costs, US-China trade war,
etc. However, there is a
counterpoint in regards to India
benefitting from the migration of
manufacturing from China due to
wages, etc. It is that China is
proactively shifting production
facilities, predominantly to
Vietnam, Taiwan and Thailand
who designed policies – special
zones, lower tax regimes and input
concessions – to grab the
opportunity in the global supply
chain. It is reflected in Vietnam’s
exports to India trebled from $2.3
billion in 2012-13 to over $7.2
billion in 2018-19 with electrical
and electronics constituting the
major component. On the import
side, India could have sought
exclusions of especially sensitive
sectors and a more gradual
liberalization schedule. This would
have
allowed
India
to
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simultaneously exploit greater
market integration with Asia, while
giving itself time and economic
space to adjust to the changes.
On the flip side: China
contributes to nearly half of India’s
trade deficit and signing the RCEP
would have exposed India to risk
of surging imports from China and
an even wider deficit. However,
India could have negotiated hard
for expansion of market access in
the Chinese market in areas of its
comparative strength, such as
pharmaceuticals and IT services.
As it is seen that ASEAN is
competitive vis-à-vis India for
merchandize products, while India
is more competitive in professional
services categories. Clearly, if
potential losses in the ASEAN
market on the merchandise
products were expected to be
compensated for by the gains in
services, then RCEP deal could be
mutually beneficial for India.
India’s exit of RCEP may also
affect India’s ‘Act East Policy’ and
India’s Indo-Pacific Vision. The
country has been focusing on its
North-East Region with focus on
ASEAN. It virtually entails that we
should become part of the
economic grouping in that region
by joining RCEP. However, in this
case the economic consideration
prevails
over
diplomatic
considerations.

Way Forward
As growth outlook remains
overcast by rising uncertainties,
RCEP is an important trade agenda
in the region, aiming towards an
open, modern, comprehensive,
inclusive, rules-based trading
system, enabling trade and
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investment environment and
mutually beneficial agreement. The
leaders recognized that trade
remains a powerful tool for income
and employment generation,

productivity and innovation
stimulation, and inclusive and
sustainable development. At the
same time, given the current global
trade paradigm, India should

carefully review existing Free
Trade Agreements (FTAs) before
negotiating new ones by analyzing
its shortcomings and bottlenecks
across it key domestic sectors.
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ABOUT IIFT

The history of IIFT began as far back as 1963
when the Government of India established
it as a Centre of Excellence in International
Trade and Business to help professionalise
the country’s foreign trade management and
increase exports by developing human
resources, analysing and disseminating data
and conducting research. The Institute
visualises its future role as a catalyst for
new ideas, concepts and skills for the
internationalisation of the Indian economy.
Starting as a think tank for the Government,
IIFT moved on by the 1990s to become a
business school. In a few years, IIFT
established itself as one of the top business
schools of India with a special focus on Trade
and Finance. The alumni of IIFT are front
ranking executives and business leaders and
have made the Institute proud with their
achievements. IIFT offers its flagship fulltime
MBA
programme,
part-time
programmes for working executives and
training programmes for corporates, PSUs
and government officers. It also offers
diversified Management Development
Programmes tailor-made for working
executives of industry apart from numerous
certificate programmes of export promotion
and foreign languages.
The Institute focuses on three main pillars
of academic excellence, namely teaching,
research and training. While the flagship
MBA programme is extremely well known
both nationally and internationally, IIFT also
has an expanding research programme with
a Ph.D programme (Full time & Part time)
which now enrols scholars from all over the
country. Hence, with a strong student,
research and alumni base, the Institute is
well on its way to pushing the frontiers of
knowledge while at the same time
maintaining its role as a think tank for the
Government.
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