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Abstract 

 

 

The surge in the cross-border acquisition of Korean businesses, following the 1997 

Asian crisis, raises questions about the motivations of foreign investors, the calculations 

of selling firms, and outcomes. However, existing studies are limited in number and 

depth of analysis. Established FDI theory and the fire-sale/neoclassical debate do not 

consider how post-acquisition developments in strategy, resources, and capabilities 

within the target businesses and other relevant factors contributed to organisational 

improvements and enhanced financial performance. Recognising the methodological 

limitations of previous studies, this thesis employs a multiple case-study approach based 

on qualitative interviews and quantitative accounting data to deal with unanswered 

questions and to substantiate what is so often assumed. Contrary to perceptions in Korea, 

foreign acquirers were not motivated by financial opportunism and ‘fire-sales’. Instead, 

with strategic motivations, they sought businesses with resources and capabilities that 

could make their objectives achievable, and they invested in and developed new 

resources and capabilities. For chaebols, government pressure to reform and lack of 

liquidity were motivators, but we cannot overlook their agency and success in achieving 

their own strategic intentions, necessitating asset sales. Nor should we overlook the 

contribution of managers to post-acquisition improvements. These successes, measured 

by financial performance, depended on the effective managerial, organisational, and 

operational transformation of the acquired firm, and external factors, such as host market 

competitive pressures and expansion opportunities. Transformation rested on the quality 

of ‘transition management’, whose nature and outcomes were affected by the interaction 

of six factors, including: (a) the quality of the acquirer’s resources and capabilities in 

relation to the target business; (b) the acquirer’s motivations and strategy; (c) the quality  

and potential of the target firm’s resources and capabilities; (d) external factors, such as 

host market competitive pressures, expansion opportunities, and macroeconomic 

conditions; (e) the acquirer’s international acquisition expertise and integration strategy; 

and (f) the level of the local employees’ agency. Financial outcomes varied, due to 

explicable internal and external factors, but case evidence indicates that the acquisition 

brought substantial financial benefits to many target firms. This thesis, therefore, 

questions the unsubstantiated, widely-held view that the impact of the mergers and 

acquisitions wave in Korea after 1997 has been consistently negative for the target firms. 
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1. Introduction: 

Cross-border M&As in Korea: Origins, Managerial 

Transformation, and Outcomes 

 

 

From a country in absolute poverty after the Korean War (1950-1953), South Korea 

(hereafter Korea) emerged as the world’s fourteenth largest economy with its 2010 

GDP being over US$1 trillion (Chen, 1995; World Bank, 1993).
1
 The government 

collaborated with banks and chaebols, and led the country’s economic growth (Jeon 

et al., 2008; Kang, 1989; Rohwer, 1995). This distinctive economic system was 

known as Korea, Inc (Shin & Chang, 2003). Once admired as an effective system 

accelerating growth, it was subsequently criticised heavily as the root cause of the 

crisis (see chapter 2). Chaebol reform was, as a result, at the centre of the Korean 

government’s economic restructuring programme. The President-elect, Kim Dae 

Jung, declared in the media that the chaebols’ era had come to an end, and that the 

chaebols would have to forfeit all their privileges (Maeil Business Newspaper, 23
rd

 

February 1998). The government’s a main vehicle for chaebol reform was the cross-

border M&As (see chapter 2).  

 

Having been colonised by Japan for 35 years (1910 - 1945), the general public was 

strongly opposed to the foreign acquisition of Korean assets. They regarded it as an 

invasion, and criticised the government for encouraging the ‘selling off of the family 

jewels’ at a give-away price, which would lead to the foreign domination of the 

Korean economy (Cho & Kim, 2005; Park, 2003; Seo, 2003; Stoever, 2005; Thurbon 

& Weiss, 2006; Wang & Kim, 1998). Such nationalism was magnified by the 

Korean mass media, which stressed that assets were sold at a fire sale price. They 

failed to consider the costs, such as the greater injection of public funds and more 

widespread redundancies that would have been imposed on the Korean economy had 

these assets not sold (Kim & Lee, 2007a). Later, the media focused on the behaviour 

of speculative hedge funds, and they amplified anti-foreign sentiments against 

                                                 
1 Source: World Development Indicators database, World Bank 
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overseas investors (Crotty & Lee, 2005). They argued that the hedge funds were, by 

nature, entirely driven by short-termism and financial opportunism, and sought 

short-term profits by demanding huge dividends payouts with no intention to keep 

the acquired business for the long-term (Jeon et al., 2005; Interview, Kang, C. W., 

10
th

 May 2006; Interview, Lee, J. S., 1
st
 December 2005; Interview, Lee, S. O., 7

th
 

December 2005; Interview, Park, J. J., 20
th

 September 2006). When some hedge 

funds attempted to avoid paying capital gains tax (Cherry, 2007), many Korean 

academics and media responded by condemning foreign investments as resulting in 

nothing but the withdrawal of sovereign wealth (Jung, 2008; Lee, B. W., 2005). The 

general public in Korea consequently formed only a partial view of the impact of 

cross-border acquisitions (Park, 2008), without objective consideration of any case-

evidence (Jang, 2010), which reveals instances of positive outcomes. This chapter, 

firstly, introduces four propositions of this thesis, which raise questions about the 

debates and evidence related to M&A in Korea following the 1997 crisis. Secondly, 

it highlights the significance of the research, and, thirdly, summaries the thesis.  

 

1.1. Research Propositions 

 

1.1.1. This thesis contends that existing studies on cross-border mergers and 

acquisitions in Korea are limited in number, as well as depth of analysis; that extant 

studies have not identified the internal factors, including post-acquisition 

managerial, organisational, and operational changes, and external contextual 

situations that determined the success or failure of the mergers; and that they have 

not therefore explained how the success of mergers and the long-term performance 

of firms is linked. 

 

There are limited studies on Korean cross-border M&A, and what does exist presents 

polar views of the outcomes (see chapter 3). Some argued that foreign acquirers 

brought little benefit to essentially sound businesses (e.g. Jeon et al., 2005; Shin & 

Chang, 2003); others that fundamentally weak firms gained from post-acquisition 

reforms in management and organisation (e.g. Mody & Negishi, 2001; Zhan & 

Ozawa, 2001). However, their chosen methods of analysis are unpersuasive, and 

their conclusions are drawn from insufficient evidence. Existing event studies (e.g. 
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Hwang, 2010) and research based on Tobin’s q analysis (e.g. Oh, S. Y. 2010) suffer 

from methodological limitations, and they offer no explanation of differing 

performance outcomes. Accounting studies (e.g. Bank of Korea, 2000a, 2003) are 

limited in number, while largely concluding that foreign-invested firms 

outperformed domestically-owned firms. Nonetheless, all three approaches fail to 

explain adequately why some acquisitions had a positive impact on corporate 

performance, while others had a negative impact. 

 

1.1.2. This thesis challenges the view that acquiring companies were motivated by 

financial opportunism and fire sales, and that the Korean government forced 

chaebols to sell fundamentally sound businesses; instead, foreign acquirers 

frequently looked for international expansion opportunities, and, as well as seeking 

businesses with resources and capabilities that could make their strategic objectives 

achievable, they were prepared to transfer more advanced resources and 

capabilities, and invest in the development of newly-integrated resources and 

capabilities; for the chaebols, government pressure to reform and a lack of liquidity 

were factors, but it is important not to overlook their agency and success in 

achieving their own strategic intentions. 

 

Chaebols were reluctant to sell their assets, and, consequently, the government 

forced them to achieve the pre-set target of US$25.16 billion of divestments by end-

2000, involving even profitable and core businesses, and to lower their debt-to-

equity ratio below 200 per cent by end-1999 (see chapter 2). This led many 

commentators (e.g. Jeon et al., 2005; Interview, Kang, C. W., 10
th

 May 2006; 

Interview, Lee, J. S., 1
st
 December 2005; Interview, Lee, S. O., 7

th
 December 2005; 

Interview, Park, J. J., 20
th

 September 2006) to believe that chaebols divested 

fundamentally sound businesses. As noted above, the commonly-held view, that 

foreign acquirers were primarily motivated by the prospect of financial opportunism 

and fire sales (e.g. Invest Korea, 2008; Jeon, 2008), is over-simplified and generally 

groundless. This research uses a multiple case study approach, based on qualitative 

interviews, in order to explore the motivations behind acquisitions comprehensively, 

and the roles of foreign investors, government, and chaebols. 
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1.1.3. The previous debates based on established theories in the field of IB, strategy, 

and finance are inadequate by themselves to explain why some acquired businesses 

performed better than others; the combination of these three perspectives is needed 

for the analysis and understanding of the post-acquisition transformation of the 

target businesses; the success of mergers and acquisitions was not automatic, but it 

was ultimately determined by the contextual situations and the effective post-

acquisition transformation of the acquired firm; transformation rested on the quality 

of transition management whose nature and outcomes were affected by the 

interaction of six factors, including:  

 

i) the quality of the acquirer’s resources and capabilities in relation to 

the target business; 

i) the acquirer’s motivations and strategy; 

ii) the quality and potential of the target firm’s resources and 

capabilities; 

iii) external factors, such as host market competitive pressures, 

expansion opportunities, and macroeconomic conditions; 

iv) the acquirer’s international acquisition expertise and integration 

strategy; and  

v) the level of local employees’ agency. 

 

Drawing on extant studies, this thesis introduces the concept of ‘transition 

management’
2
, which includes, in effect, the determinants of the success of cross-

border M&As, as measured by post-acquisition financial performance. This thesis 

argues that success ultimately depends on the quality of transition management 

(influenced by a number of internal, company level factors and external factors) and 

host market conditions (external factors).
3
 

 

1.1.4. The quality of transition management rested on the acquirer’s strategic 

selection of resources and capabilities to be transferred to the target business, the 

localisation of transferred resources and capabilities, their integration with the 

                                                 
2 See forward table 9.5 in chapter 9 for more detailed explanation of ‘transition management’. 
3 See forward chart 9.1 in chapter 9 for more detailed explanation. 
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target’s resources and capabilities, and their further development locally, if needed, 

and it was the key component that determined the managerial, organisational, and 

operational transformation of the acquired firm; the effective managerial, 

organisational, and operational transformation of the acquired firm was the main 

determinant of improved financial performance, which enabled the firm to 

outperform rivals even in a highly competitive market setting, while ineffectively 

transformed firms could not thrive in deteriorating market conditions; and outcomes 

varied, due to explicable internal and external factors, but this thesis questions the 

widely-held view that the impact of the mergers and acquisitions wave in Korea after 

1997 has been consistently negative for the target firms. 

 

The commonly-held view in Korea, rooted from anti-FDI sentiments, is that the 

foreign acquisitions imposed huge costs on the divested firms, because opportunistic 

foreign acquirers had no strategic intention to invest in or to transform the acquired 

businesses (Jeon et al., 2005; Interview, Lee, Jung Soo, 1
st
 December 2005; Shin & 

Chang, 2003). It follows in this analysis that the target firms were fundamentally 

strong prior to the acquisition, and that they were sold at a fire sale price largely 

because of government pressure. This thesis reveals that the impact of foreign 

acquisitions was not consistently negative, based on the case evidence, which shows 

important examples of a rise in competitiveness and financial performance as a result 

of the acquirers’ effective post-acquisition transformation. 

 

1.2. The Significance of the Research 

 

This research is significant for five reasons. First, it indentifies gaps in extant studies 

on cross-border acquisitions in Korea. It is the first empirically-based attempt to 

address unanswered questions regarding the motivations and determinants of cross-

border merger performance in Korea. Second, this thesis draws on extensive new 

sources of information. It utilises a range of secondary data sources written in both 

English and Korean, including reports produced by government, private think-tanks, 

and companies, newspaper articles, trade magazines, journal articles, and books. In 

particular, it addresses the research topic through primary information directly 

collected, for the first time, through semi-structured, face-to-face interviews. The 
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interviewees were carefully selected to gather accurate and broad perspectives. They 

had a variety of ranks from executive director to assistant manager. It is extremely 

difficult to obtain such primary interview data from Korean businesses, because 

business practitioners are very sensitive about revealing corporate information. Third, 

the use of such information enables a new approach, mixing qualitative interviews 

and quantitative accounting data in order to conduct comparative multiple case 

studies and analysis. This new approach generated a new model, drawing on the 

central concept, ‘transition management’, replacing the sterility of previous 

approaches, and allowing finally testing of the major issues involved in order to 

produce verifiable conclusions. Fourth, business practitioners will find this research 

highly valuable. Many cross-border mergers and acquisitions fail, and some potential 

foreign acquirers are hesitant, due to uncertainty about the outcomes of the 

acquisition of a Korean firm. The findings from this research will show what factors 

lead to improved post-acquisition financial performance, which businesses to acquire, 

and how to achieve effective transformation of the acquired firm. Fifth, this research 

is useful for the government’s FDI policy makers. It can inform them which deals 

are likely to produce the expected positive outcomes, and which should be 

encouraged through incentives. They might also use the findings from this research 

to change the negative views held by general public in Korea. Many potential 

investors regard the strong anti-foreign capital sentiments of the general public as 

one of the critical barriers to making investments in Korea (Hwang, 2007; Jeon et al., 

2008; Jung et al., 2008; Kim & Lee, 2007b), but the evidence of this thesis is that 

inward FDI, effectively directed and managed, has brought benefits to Korea. 

 

1.3. Outline of Thesis 

 

This thesis consists of nine chapters. Chapter 1 introduces the research topic and the 

four propositions guiding the research. It also explains why this research is 

significant. Chapter 2 examines Korea’s economic growth model, ‘the state-banks-

chaebol nexus’. It explores the contributions of chaebols towards economic growth 

and their weaknesses, which was one of the causes of the 1997 financial crisis. It 

considers the neo-liberal reform measures, including the deregulation of the M&A 

market, adopted by the Korean government to restructure an ailing financial sector 
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and the chaebols. It assesses in depth the debate on the occurrence of fire-sales. 

Chapter 3 reviews studies on the motivation of cross-border mergers and acquisitions, 

and their impact on corporate performance. It demonstrates the shortcomings of 

extant studies and shows that existing perspectives fail to explain adequately the 

motives behind the cross-border acquisitions of Korean businesses. It also examines 

the literature on cross-border acquisitions in Korea, and studies attempting to link 

post-merger integration and corporate performance. In particular, it introduces the 

central concept, ‘transition management’, which is developed to decipher the 

determinants of cross-border merger performance in Korea. Chapter 4 introduces the 

methodology of this research. It elaborates why this research uses the multiple case 

study approach based on qualitative interviews and quantitative accounting data. It 

illustrates how the eight cases were selected, the framework for analysis, the design 

of interview questions, and data collection and analysis.  

 

Chapter 5 examines the Tesco-Homeplus case. It shows how Tesco transferred 

resources and capabilities, and transformed the bankrupt Homeplus effectively, 

which led to the rapid expansion of the acquired business and improved financial 

performance. Chapter 6 considers the acquisition of Samsung Motors Incorporated 

(SMI) by Renault. It reveals how Renault transferred expertise and managed a high 

quality transition, resurrecting the fundamentally weak SMI. Chapter 7 analyses two 

cross-border M&A cases: Interbrew-OB and Lafarge-Dongbu/Byucksan. It 

elaborates how the acquirers transformed the acquired businesses into profit-oriented 

firms, largely by retaining the key resources and capabilities of the target firms, 

rather than effecting substantial transfer of resources and capabilities. Chapter 8 

introduces four cases, including Evonik’s acquisition of LG’s carbon black business, 

Otis Elevator’s takeover of LG’s elevator business, Rockwell Automation’s merger 

with Samsung’s controller unit, and Fairchild’s acquisition of Samsung’s power 

device division. Despite having a long-term strategic intention, all the acquirers 

failed to achieve effective transition management. As a result, the financial 

performance of the acquired businesses deteriorated. It elaborates various internal 

factors, leading to ineffective transformation, as well as external factors affecting 

financial performance. Chapter 9 analyses the findings from the eight case studies 

comparatively, and develops a general explanation of why cross-border M&A surged 
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in Korea, what determined the quality of transition management that followed, and to 

what extent improved performance was achieved as a result. Based on the 

comparative assessment of the cases, it draws conclusions by substantiating 

empirically the research propositions. 
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2. Asian Financial Crisis 

and  

Cross-Border M&As in Korea 

 

 

Despite their key contribution to Korea’s export-led economic growth, chaebols 

were heavily criticised for being a root cause of the 1997 financial crisis. In response, 

the Korean government implemented a number of neo-liberal measures to reform the 

troubled chaebols as well as the Korean economy more generally, and the opening of 

the mergers and acquisitions market, previously closed to foreigners, was central to 

its corporate reform programme. However, many commentators criticised the policy 

for allowing access to foreign acquirers mainly motivated by financial opportunism 

and fire sales, and Korean public opinion was undoubtedly negative. This chapter 

reviews the literature on Korean economic development since the 1960s and the 

causes of the financial crisis in 1997. It additionally focuses on the specific 

responsibility of the chaebols for events in what proved a watershed year for Korea. 

Because of their strategic and operational weaknesses, the government was zealous 

to reform chaebols and to allow cross-border mergers and acquisitions that would 

introduce new business practices. Two opposing views of M&A arose: one that it 

allowed sound Korean businesses to fall into foreign hands at a depressed price; the 

other that it brought required finance and change to businesses in need of 

restructuring and change. None of the debates so far, however, has asked how we 

might systematically assess the claims of two such oppositional viewpoints. 

 

This chapter consists of six sections. At first, it explains how Korea achieved its 

rapid economic growth. Exploring ‘the state-banks-chaebol nexus’, it focuses on the 

central role played by chaebols, as well as their weaknesses. The second section 

examines the cause of the Asian financial crisis, including the two contrasting views 

of neoclassical and developmental state economists. Then, it investigates two main 

sources of the Korean financial crisis, namely the chaebols’ ownership of financial 

institutions, and the regulatory failure, and draws conclusions on the causes. The 
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third section considers the neo-liberal measures implemented by the Korean 

government to restructure ailing financial sectors and chaebols. It reveals why the 

Korean government adopted pro-FDI institutional reforms, and opened the M&A 

market to foreigners. It additionally explores the deregulation measures and 

incentives introduced to induce inward FDI and cross-border M&A. The fourth 

section demonstrates the cross-border mergers and acquisitions trend in Korea. The 

fifth examines in depth the ongoing debate on the occurrence of fire-sales. The sixth 

and final section concludes the chapter. 

 

2.1. Economic Development of Korea 

 

Korea, as a late-developer, has achieved rapid economic growth from a position of 

relative backwardness by means of technology transfer from developed countries. 

The transformation was government-driven, but the Korean state became dependent 

on the cooperation of chaebols, the large, family-owned, highly-diversified 

conglomerates. Despite instances of inward foreign direct investment to facilitate 

technology acquisitions and upgrades (Kim, 1989), the economic progress was based 

on strict indigenous ownership and control. South Korea’s economic system can be 

best explained by Gerschenkronian ‘substituting strategy’ (Gerschenkron, 1962, 

1968). Here, a late-developer follows an ‘independent’ path of development in which 

it replaces the lacking ‘prerequisites’ of industrialisation, such as capital, 

technologies and financing system, with its own institutional substitutes. For Korea, 

‘the state-banks-chaebol nexus’ (widely known as ‘Korea Inc.’) was the institutional 

substitute that played a central role in the country’s industrialisation since the 1960s. 

This system of economic catch-up, pioneered and fostered by General Park Chung 

Hee’s military government regime (1961-1979), was based on a tight triangular 

collaboration between the state, banks, and chaebols (Chang, 2006; Chen, 1995; 

Jung, 1989; Kim, 1997; Shin & Chang, 2003). The state directed the country’s 

export-led, rapid industrialisation in an authoritarian way by mobilising national 

resources, especially credit, to the corporate sector (Amsden, 1989; Chang, 2009; 

Evans, 1995; Haggard, 1990; Kohli, 2004; Lee, C. H., 2005; Song, 1990; Wade, 

2000, 2003; Woo, 1991).  
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The ‘developmental’ state of Korea deemed the import substitution in the heavy and 

chemical industries as a key for industrialisation (Jeon et al., 2008; Rhee, 1994; Shin 

& Chang, 2003). The Korean government implemented the Heavy and Chemical 

Industry Plan in 1973 (Cherry, 2001). The development of heavy and chemical 

industries required large-scale, long-term capital investments, and economies of 

scale were essential for success (Kang, 1989). Therefore, the Korean government 

provided the various forms of financial support for chaebols to undertake necessary 

investments through allocating policy loans with preferential interest rates, tax 

benefits, and subsidies (Cho, 1994; Hunter, 1999; Song, 1990). In particular, the 

government helped chaebols, which were selected for executing its industrial policy, 

maintain profitability by imposing protectionism measures, restricting domestic 

competition through entry licence, and controlling price in the strategic industries 

(Chen, 1995; Jeong, 2004). Nevertheless, chaebols’ profitability was very low, as 

shown in chart 2.1, 2.2 and 2.3 below.  

 

Chart 2.1: ROA comparison of the thirty largest chaebols, US manufacturers and Japanese manufacturers 

 

Source: data collected from Appendix Table 6 in Krueger & Yoo (2002) 
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Chart 2.2: ROE comparison of the thirty largest chaebols, US manufacturers and Japanese manufacturers 

 

Source: data collected from Appendix Table 7 in Krueger & Yoo (2002) 

 

From 1985 to 1998, the return on assets (ROA) of the thirty largest chaebols was 

significantly lower than comparable US and Japanese manufacturers. In the period, 

the average ROA of those chaebols was only 1.48 per cent, compared to 7.04 per 

cent of US manufacturers and 3.79 per cent of Japanese manufacturers. The return 

on equity (ROE) comparison demonstrates a similar result. The US manufactures 

boasted the highest ROE throughout the period at an average of 17.47 per cent, and 

the Japanese manufacturers achieved the average ROE of 12.64 per cent. The thirty 

largest chaebols’ average ROE was disappointingly 7.04 per cent. Chaebols often 

made inefficient investments under the protection and guidance of the Korean 

government (Borensztein & Lee, 1999; Corsetti et al., 1999; Joh, 2003), and failed to 

earn adequate level of returns (Claessens et al., 1999). In the 1990s, the ROA of 

chaebols was significantly lower than the three year AA- corporate bond rate in 

Korea, which can be regarded as the opportunity costs of debts (or costs of debts), 

raised by chaebols to finance their investments or asset purchases (see chart 2.3). 

The profitability of chaebols, measured in terms of ROA, was much lower than the 

hurdle rate (or the three year AA- corporate bond rate). From 1990 to 1998, the 
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average hurdle rate was 14.59 per cent, whereas the average ROA of the five largest 

chaebols was only 1.74 per cent, and that of the thirty largest was 0.99 per cent. The 

Korean government tended to allocate the greatest share of financial resources to the 

largest chaebols, measured in terms of market share and sales. Consequently, 

chaebols focused more on increasing market share and sales than profitability 

(Baliño & Ubide, 1999; Euh & Rhee, 2007; Evans, 1995; Kang, 2006; Park & Choi, 

2004; Tu et al., 2002). In spite of low profitability, chaebols could expand 

significantly in the 1970s by participating in the government’s industrial policy (Shin 

& Chang, 2003), and, as a result, the contribution of the top twenty chaebols towards 

GDP increased sharply from 7.1 per cent in 1973 to 14.0 per cent in 1978 (Jones, 

1987). Chaebols’ main operation was manufacturing (Jeong, 2004; Song, 1990), and 

their predominance in the manufacturing sector and Korean economy continued to 

grow. By 1995, the five largest chaebols alone accounted for 34.8 per cent of the 

country’s manufactured products, and the thirty largest chaebols produced almost 

two-thirds (see chart 2.4). The five largest chaebols position strengthened even in the 

crisis period. By 1999, their share rose to 45.0 per cent.   

 

Chart 2.3: Comparison of market interest rate in Korea and chaebols’ ROA 

 

Source: Economic Statistics System, Bank of Korea (http://ecos.bok.or.kr); data collected from Appendix Table 6 

in Krueger & Yoo (2002) 

Note: 1. The three year AA- corporate bond rate is one of the representative market interest rates in Korea. 

2. The top five chaebols included Hyundai, Daewoo, Samsung, LG, and SK, as of July 1997. 

http://ecos.bok.or.kr/
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Chart 2.4: Chaebols’ share in gross manufactured product 

 

Source:  Table 4.2 in Jeong (2004: 75) 

 

Two critical problems arose in the process of Korea’s state-led industrialisation. The 

success of chaebols was dependent upon access to the government-controlled bank 

credit, and, consequently, they continued diversifying into industries targeted for 

development by the government. According to the direction given in the Five-Year 

Economic Development Plans
1

, chaebols established affiliates in a range of 

unrelated industries (Chang, S. J., 2003; Euh & Rhee, 2007; Hunter, 1999; Kang, 

1989; Lee & Yoo, 1987; Rhee, 1994). However, their investment decisions were 

undisciplined, as they were not based on the rigorous assessment of potential risk, 

expected profitability and synergies with existing businesses (Black & Black, 1999; 

Tu et al., 2002). This resulted in the over-investment and over-diversification, based 

on excessive use of leverage, as well as low profitability among chaebols (Jeong, 

2004; Yu & Xu, 2001). In the 1970s alone, the thirty largest chaebols’ affiliates 

increased in number from 126 in 1970 to 429 in 1979 (Yoo, 1999), and they were 

closely tied to each other through cross-shareholdings (Chang, S. J., 2003). In this 

                                                 
1 The Korean government introduced seven Plans from 1962 to 1996, and the Five-Year New Economic Plan 

(1993-1997) (Korea Development Institute, 2003).    
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structure, the affiliates in a chaebol were interlocked through circular shareholdings 

with each other, and, by having a controlling stake in the key affiliate, the owner-

chairman could control the whole business group with very little equity holdings in 

the affiliates (Min, 2007). Successful affiliates supported financially unprofitable 

affiliates in the same chaebol, lowering the overall profitability of the business group 

(Krueger & Yoo, 2002; Pirie, 2006). Chaebols have been criticised for cross-

subsidisation between affiliates through an intragroup transaction practice in which a 

highly-profitable affiliate, for example, purchases goods or services from other 

poorly-performing affiliates in the same group at a price higher than market price, in 

order to boost their financial performance (Cho & Shin, 2006). Kim Dong Soo, the 

chairman of the Korean Fair Trade Commission, condemned the fact that, in 88 per 

cent of intragroup transactions, the buyer selected the supplier from the same group 

without a competitive bid. In other words, an affiliate within the same group was 

selected as a supplier, regardless of its ability to offer competitive price or quality 

(Money Today, 9
th

 November 2011). This would undermine the profitability of the 

affiliate, which had no choice but to buy from other affiliates in the same group.  

 

The more serious problem was that the growth of the Korean economy and the 

chaebols was financed by a very high level of debts, especially from external sources 

(see also section 2.2.2 below). The combination of a lack of domestic finance and 

heavy reliance on imported capital equipment and technologies meant that chaebols 

had to borrow heavily from foreign sources (Thurbon & Weiss, 2006). From 1990 to 

1998 alone, the total debts of the largest thirty chaebols rose rapidly by 341 per cent 

(see chart 2.5 below). As shown in chart 2.6 below, the debt-to-equity ratio of the 

largest thirty chaebols reached 462 per cent by 1985, and it reached 524 per cent in 

1997. Korea’s external debts mounted accordingly to US$167.3 billion by 1997, 

which was 31.4 per cent of GDP (see table 2.1 below). As will be revealed in section 

2.2.2 below, the domestic financial institutions, many of which were owned by 

chaebols, had relied strongly on external borrowings to provide funds to chaebols. 

The excessive use of debts reduced the profitability of chaebols further, due to large 

debt servicing costs, and made them fragile to any shocks, causing a liquidity 

problem. A significant proportion of foreign debts was obtained on a short-term 

basis, which increased the vulnerability of Korean economy to a cut-off in external 
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credit lines and adverse economic conditions. Besides, Korea did not have sufficient 

foreign exchange reserves. The short-term external debts to foreign exchange 

reserves ratio soared to 312.7 per cent in 1997. It was manifest that chaebols and 

Korean banks were unable to pay back foreign creditors, if existing short-term debts 

were not renewed, although most of short-term debts were borrowed on a mutual 

tacit agreement that indefinite roll-over was allowed (Jeong, 2004).  

 

Chart 2.5: The amount of total debts - the largest 30 chaebols  

 

Source: Korea Investors Service Database; Nice Information Service Database (KISLINE) 
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Chart 2.6: Debt-to-equity ratio of chaebols and Korean manufacturers 

 

Source: data collected from Appendix Table 5 in Krueger & Yoo (2002) 

 

Table 2.1: External Debts of Korea 

(Unit: US$ billion) 

 Total 

External 

Debts 

Short-Term 

External Debts 

 

GDP 

 

FX 

Reserves 

 

Total External 

Debts / GDP 

(%) 

Short-Term 

External Debts / 

Total External 

Debts (%) 

Short-Term 

External Debts / 

FX Reserves 

(%) 

1994 83.6 38.5 435.5 25.7 19.2 46.1 149.8 

1995 113.0 54.9 531.3 32.7 21.3 48.6 167.9 

1996 150.9 75.9 572.8 33.2 26.3 50.3 228.6 

1997 167.3 63.8 532.3 20.4 31.4 38.1 312.7 

1998 155.5 39.6 358.2 52.0 43.4 25.5 76.2 

1999 144.8 43.1 461.6 74.1 31.4 29.8 58.2 

2000 141.4 49.7 533.5 96.2 26.5 35.1 51.7 

Source: Economic Statistics System, Bank of Korea (http://ecos.bok.or.kr) 

Note: GDP in this table is nominal GDP 

During the period of Korea’s industrialisation and economic growth, chaebols could 

continue funding their expansion with domestic and foreign debts, as the Korean 

government kept providing selected chaebols with bank credit, through their control 

of the domestic commercial, specialised, and development banks. It guaranteed the 

chaebols’ payment to foreign creditors (Chen, 1995; Cho & Kim, 1997; Rhee, 1994; 

http://ecos.bok.or.kr/
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Woo, 1991). Lenders, furthermore, were willing to continue injecting more credit 

into an already highly-geared affiliate of a chaebol, as loans were guaranteed by 

other affiliates in the business group (Min, 2007). However, combined with the 

cross-shareholding between affiliates, cross-debt payment guarantees raised the risk 

of all the affiliates in a chaebol: if one affiliate collapses, then others in the same 

chaebol might follow suit (Chang, S. J., 2003; Krueger & Yoo, 2002). 

 

2.2. Korean Financial Crisis 

 

Before the crisis at the end of 1997, the Korean financial and corporate sector was 

showing signs of weaknesses. In January 1997, the fourteenth largest chaebol, 

Hanbo Group, went bankrupt, which was followed by the collapse of Sammi Group 

(the twenty-fifth largest) in March, Jinro Group (nineteenth) in April, Kia Group 

(seventh) in July, and Haitai Group (twenty-fourth) and New-Core Group (twenty-

eighth) in November (Yoon et al., 1997).
2
 Combined with the sharp downside slide 

of the Thai baht in July 1997 (Mudd et al. 2002), a series of domestic bankruptcies 

adversely impacted upon the confidence of foreign creditors (Park & Choi, 2004), 

leading to the liquidity problems faced by commercial and merchant banks in Korea. 

As revealed below in the section 2.2.2. (see also table 2.1), they borrowed heavily 

from external sources on a short-term basis, and became unable to roll over these 

external debts, triggering the sudden capital flight from Korea (Koo & Kiser, 2001). 

As a result, the Korean won went into free fall: its value against the US dollar fell 

133 per cent by late December.
3
 Finally, in December 1997, Korea received a US$58 

billion bailout loan from the International Monetary Fund (IMF) on condition that it 

would adopt the IMF’s structural reform programme (Alfaro & Kim, 2007; Hwang, 

2007). The collapse of Korean businesses continued. By the end of 1998, some 

twenty thousand small and medium-sized businesses had become bankrupt; and 

about half of the chaebols ranked from sixth to thirtieth in size were dissolved 

(Donga-ilbo, 8
th

 December 1998). 

 

 

                                                 
2 The ranking is based on the total value of assets. 
3 From $1:KRW844.60 on 3rd January 1997 to $1:KRW1964.80 on 24th December 1997 (source: Economic 

Statistics System, Bank of Korea, at http://ecos.bok.or.kr) 
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2.2.1. The Causes of the Financial Crisis 

 

Commentators’ interpretations on the causes of the 1997 crisis diverge into two 

broad lines: the view of neoclassical economists versus developmental state 

economists. The two schools, in essence, clash over a central question: did the 

Korean economy, prior to the crisis, have underlying structural weaknesses that 

eventually caused the crisis. Neoclassical critics argue that the pre-crisis Korean 

economic development model or the state-banks-chaebol nexus was fundamentally 

weak, and it rendered the Korean economy highly vulnerable to the external 

investors’ panic that triggered a rapid capital outflow (Alfaro & Kim, 2007; Corsetti 

et al., 1999; Fischer, 1998; Goldstein, 1998; Lindgren et al., 1999). Many point to 

the problem of ‘crony capitalism’, that is, as Krugman (1998d) describes, “a dark 

underside to Asian values”. Despite the moral hazard, local banks, backed by 

implicit government guarantees, continued funding chaebols’ excessive 

diversifications without adequate assessment of risk, as they regarded chaebols ‘too 

big to fail’ (Frankel, 2000; Hahm & Mishkin, 2000; Krugman, 1998a; Park, 2003). 

For them, the crisis was, in effect, a failure of the strong interventionist 

developmental state, and the restructuring of the ‘state-banks-chaebol nexus’ was 

vital. On the other hand, the interpretation of developmental state economists is in 

line with the ‘temporary illiquidity’ argument of Feldstein (1998, 1999), and the 

‘self-fulfilling panic’ view of Radelet and Sachs (1998, 1999). According to 

Feldstein, the rapid accumulation of short-term foreign borrowings in the pre-crisis 

period rendered Korea temporarily unable to service them, despite its strong 

macroeconomic fundamentals. Radelet and Sachs contend that some elements of the 

Korean economic system, including cronyism in particular, undoubtedly increased 

its vulnerabilities, but that the cronyism alone fails to explicate adequately the cause 

and depth of the crisis for two reasons. First, the crisis did not occur in other 

emerging economies with widespread corruption in their economic system. Second, 

similar crisis had not struck Korea in the 1970s and 1980s, the period when a higher 

level of cronyism arguably prevailed in the economy. The 1997 crisis, instead, 

reflects the highly volatile nature of the international financial markets that created 

the self-fulfilling panic of foreign creditors. Realising that the short-term foreign 

assets of Korea cannot cover its short-term foreign debts, foreign creditors scrambled 
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to withdraw their funds from an otherwise sound Korean economy, which 

precipitated the ‘unnecessary’ financial panic and deep crisis.  

 

The proponents of the developmental state model (Amsden & Euh, 1997; Chang, 

1997, 1998; Chang & Yoo, 2000; Chang et al., 1998; Crotty & Lee, 2004; Haggard 

et al., 1999; Jeong, 2004; Kalinowski, 2008; Lee, C. H., 2005; Shin & Chang, 2003; 

Wade, 1998; Wade & Veneroso, 1998) argue that the 1997 crisis was not produced 

by its failure. Rather, it was the result of the Korean government abandoning the 

tight control of the economy, especially cross-border short-term capital movements, 

amid an ill-prepared financial liberalisation that resulted in the under-regulation of 

financial markets. Facing the aftermath of the 1979-1980 crisis, ranging from the 

mounting current account deficits and foreign debts to low capacity utilisation and 

falling profitability in some of the key domestic industries, the General Chun Doo 

Hwan administration (1980-1987) began transforming the Korean economy 

gradually towards a liberal market economy (Lee, C. H., 2005; Seo, 2003). The shift 

of developmental paradigm from the statist approach to the one based on a freer 

market was inevitable, given changes in the internal and external political economy. 

Internally, what Amsden (1994) describes as the ATKEs (American-trained Korean 

economists), with neoliberal economic thoughts, came to dominate economic policy 

formulation in Korea. They began reforming, albeit at a very slow pace, amid 

opposition from chaebols
4
 and economic bureaucrats in other government agencies, 

and sought to move the Korean economy towards a more liberal regime, which 

involved the deregulation of the financial sector and a reduction of the chaebols’ 

dependency on state support. Importantly, this led the chaebols to rely less on the 

government for their investment funds, and, as Strange (1996) argues, the Korean 

government lost its close control over chaebols from the 1980s onwards, to the 

extent that the business groups could as a result significantly influence policy-

making to their advantage (Cherry, 2003). Similarly, Jung (1989: 18) comments that, 

“By the early 1980s the Korean economy relied so much upon these big business 

groups that it was very difficult to curtail their activities without adversely affecting 

the growth of the economy”. In addition, as the country’s democratisation progressed 

                                                 
4 Chaebols later demanded more rapid liberalisation. They urged the Kim Young Sam government to remove 

restrictions on borrowing from external sources, as it would allow them to benefit from much cheaper finance 

(Pirie, 2006). 



 
 
 

 35 

from the mid-1980s, various interest groups in Korea, especially notoriously 

‘militant’ trade unions, started pressurising the government to reflect their interests. 

This growing ‘collective egoism’ decreased the authority of the Korean government 

over society (KIEP, 1993; Lee, C. H., 2005). Externally, the diminishing tension 

created by the Cold War from the mid-1980s ended the US’s fervent support of the 

Korean developmental state. The US was no longer prepared to provide one of its 

Cold War crucial military allies, Korea, with generous economic support that 

included tolerance of Korea’s protectionism. Rather, with large bilateral trade 

deficits with Korea, the US became inclined to dismantle the Korea’s economic 

system, pressing for trade and capital market liberalisation (Kang, 2000). This meant 

that Korea was no longer able to pursue export-led growth with its domestic 

economy being closed. Korea’s economic liberalisation gathered momentum, as the 

Kim Young Sam regime (1993-1998) pursued the ‘neo-liberal globalisation of 

Anglo-American capitalism’ (Jomo, 2001), known as segyehwa, with the political 

intention to join the Organization for Economic Cooperation and Development 

(OECD).
5
 The breaking of jungkyung yuchak (the corrupt, collusive tie between 

government and chaebols) sped up (Kong, 2000). However, the liberalisation, which 

ultimately aimed at dismantling Korea Inc., was ill-planned, and progressed too 

precipitously, so that it outpaced the strengthening of financial sector regulatory 

framework (Amess & Demetriades, 2010; Amsden & Euh, 1997; Jeon et al., 2008; 

Kang, 2000), allowing ‘risky’ short-term foreign capital inflows (Frankel, 2000) 

without adequate supervision and monitoring. This ‘rushed’ liberalisation (Min, 

2007) substantially weakened the Korean developmental state by 1997 (Lee, 2001; 

Pirie, 2006). 

 

2.2.2. The Sources of the Korean Financial Crisis 

 

(1) Chaebols in the Financial System 

 

From the 1980s, chaebols expanded their businesses in spite of the diminishing 

support of government, amid Korea’s deregulation and democratisation, by 

                                                 
5 Korea became the twenty-ninth member of the Organization for Economic Cooperation and Development 

(OECD) in December 1996, the second Asian country to join after Japan. 
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capitalising on changes in the internal and external business environment. The 

favourable external business environment enhanced chaebols’ ability to self-finance. 

In particular, the ‘Three Blessings’ - low oil prices, low international interest rates, 

and the Japanese yen’s appreciation following the 1985 Plaza Accord - made Korean 

exports more competitive, and precipitated the 1986-1988 economic boom. As a 

result, chaebols earned handsome profits, reducing the need for government financial 

support (Kang, 2000; Kong, 2000). Internally, chaebols could reduce their 

dependence on state-directed funding, following the deregulation of the financial 

sector. Prior to the privatisation of commercial banks that began in 1983, commercial 

banks were owned by the government and their lending decisions were made in line 

with its economic development policies (Kirk, 2000). However, privatisation 

allowed chaebols to own shares in banks (see table 2.2. below), albeit with the 

imposed ceiling of 4 per cent of a nationwide commercial bank and 15 per cent of a 

regional bank (Fields, 1995).
6
 Prior to the 1997 crisis, commercial banks were the 

largest in the Korean financial system, owning more than half of the country’s total 

financial assets (Baliño & Ubide, 1999), and the loans from commercial banks were 

the chief source of finance for chaebols. Despite having small ownership in banks, 

chaebols were able to secure the loans, in order to fund reckless expansion in the 

absence of thorough risk assessment by their lenders (Chang, S. J., 2003).  

 

 

 

 

 

 

 

 

 

 

 

 

                                                 
6 However, the joint venture, involving foreign investors, was granted a waiver of this regulation. For this reason, 

the joint venture, set up by Samsung Group, Daewoo Group, and Bank of America, could own the 18.56 per cent 

stake of Koram Bank (see table 2.2.). 
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Table 2.2: Top five chaebols’ ownership of commercial banks as of December 1997 

Type of 

Commercial Bank 

Name of Bank Hyundai Samsung Daewoo LG SK Top 5 

Chaebols 

Total 

Nationwide 

Commercial Bank 

Choheung 

Commercial 

Cheil 
Hanil 

Korea Foreign Exchange 

Kookmin 
Shinhan 

Koram 

Hana 
Boram 

Korea Peace 

Housing & Commercial 

1.24 

0.97 

0.16 
2.73 

 

2.02 
0.42 

 

 
 

0.37 

3.05 

6.91 

0.18 
4.90 

1.24 

0.96 
3.49 

18.56 

3.61 
1.16 

1.28 

0.55 

 

 

 
 

 

0.42 
 

18.56 

 
0.21 

0.82 

 

 

0.19 
2.48 

 

0.4 
 

 

 
7.57 

0.73 

 

 

 
 

0.44 

0.48 
 

 

 
0.24 

0.92 

4.29 

7.88 

0.53 
10.11 

1.68 

4.28 
3.91 

37.12 

3.61 
9.18 

4.12 

0.55 

Regional Banks Daegu 

Busan 

Jeju 
Junbuk 

Kangwon 

Kyungnam 
Chungbuk 

 

 

 
 

11.89 

5.30 

1.31 

2.17 
1.50 

1.54 

2.68 
0.92 

  

 

 
 

0.63 

 
 

 5.30 

1.31 

2.17 
1.50 

14.06 

2.68 
0.92 

Government-owned Long-term Credit 0.12 5.31  1.82 0.67 7.92 

Source: Reproduction of table 2.2 (Chang, S. J., 2003:59) 

Note: Samsung purchased stakes in Commercial Bank of Korea (6.91 per cent) and Hanil Bank (4.9 per cent) 

beyond the legal limit. 

 

Roh Tae Woo administration (1988-1993) relaxed substantially regulations on 

chaebols’ ownership of nonbank financial institutions (NBFIs) (Park & Choi, 2004). 

Chaebols established a range of NBFIs (see table 2.3 below), in order to expand into 

the financial industry, and, more importantly, to gain easy access to finance (Fields, 

1995). By December 1997, the thirty largest chaebols owned directly or indirectly 76 

NBFIs, and, amongst the various types of NBFIs, three investment institutions held 

the majority of their assets and a substantial proportion of the nation’s total financial 

assets. These particular investment institutions owned 14 per cent of the country’s 

total financial assets, divided between merchant banks (5 per cent), securities 

companies (1 per cent), and investment trust companies (8 per cent), as of June 1997. 

Prior to the crisis, NBFIs became the second largest, after commercial banks, in the 

Korean financial system, accounting for 33 per cent of the total financial assets 

(Baliño & Ubide, 1999). Along with commercial banks, they were important 

financiers for chaebols: as of 1997, the total amount of debts held by the largest 

thirty chaebols was 133,776 billion won, of which 55.2 per cent was borrowed from 

commercial banks, and 42.8 per cent from NBFIs (Chang, S. J., 2003). The problem 

was that Korean commercial banks, and merchant banks, in particular, relied heavily 

on short-term foreign borrowings to finance the chaebols’ long-term domestic 

investments initiated during the 1994-1996 investment boom, which created severe 
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currency and maturity mismatches (Amess & Demetriades, 2010; Koo & Kiser, 

2001). Although strict regulations stayed intact for domestic non-financial 

institutions’ borrowings directly from external sources, the Korean government 

eased regulations on short-term external borrowings by domestic financial 

institutions. As the interest rates were substantially lower for the loans obtained from 

Japan and US, Korean financial institutions, especially merchant banks, were keen 

on obtaining short-term debts from Japanese (yen carry trade) or US banks (dollar 

carry trade) in order to satisfy the increased demand of chaebols for borrowed funds 

(Baliño & Ubide, 1999). This contributed a rapid build-up of short-term external 

debts (see table 2.1 above).  

 

Table 2.3: Top thirty chaebols’ ownership of nonbank financial institutions (NBFIs) as of December 1997 

Chaebols Merchant 

Bank 

Securities Investment 

Trust 

Life 

Insurance 

Indemnity 

Insurance 

Other 

Financial 

Services 

Total 

Top 5 Hyundai 
Samsung  

Daewoo 

LG 

SK 

2 
 

 

1 

 

2 
1 

1 

1 

1 

 
1 

1 

1 

 

 
1 

1 

 

1 

1 
1 

 

1 

2 
3 

3 

3 

1 

7 
7 

6 

7 

3 

Top 6-30 6 5 2 5 3 25 46 

Total 9 11 5 8 6 37 76 

Source: Reproduction of table 2.3 (Chang, S. J., 2003:61) 

 

(2) Regulatory Failure 

 

As pointed out by many neoclassical critics (see section 2.2.1 above), the moral 

hazard problem, which was prevalent in the pre-1997 Korean economic system, 

created the ‘too big to fail’ myth, and encouraged banks and chaebols to take 

excessive risks in lending and investments respectively (Amess & Demetriades, 

2010). In particular, domestic banks were deemed to have implicit government 

guarantee, as the developmental state of Korea had never let domestic banks become 

bankrupt in the past (Kong, 2000; Woo, 1991). Besides, the collusive link between 

the state, banks, and chaebols meant that banks were never subject to adequate 

supervision (Koo & Kiser, 2001). Korean banks lacked adroitness in risk assessment 

(Min, 2007). Their top managers were de facto political appointees (Kirk, 2000), 

who supplied finance to chaebols based on the government’s industrial policy (Lee, 

2001). Banks were inclined to continue funding the growth of chaebols, to which 

they had large exposures, because their fates and performance were linked together. 
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Banks also suffered from a lack of transparent information. Financial accounts often 

lacked reliability, as the Korean accounting standards fell behind international best 

practice so that ‘true and fair’ information is not disclosed. They often overstated the 

profitability of chaebols due largely to the intragroup transactions, whereas cross-

debt payment guarantees enabled chaebols to understate bad loans (Park & Choi, 

2004). 

 

In the pre-1997 Korean financial system, the coordinated regulatory framework was 

absent. Commercial banks were under the direct supervision of the Monetary Board 

of the Bank of Korea and the Office of Banking Supervision (OBS). However, the 

Ministry of Finance and Economy (MOFE), which was criticised to have had a 

corruptive link with chaebols (Kirk, 2000), oversaw NBFIs, many of which were 

owned by chaebols, as noted above. The regulations on NBFIs were much weaker, 

and the MOFE’s supervision on NBFIs was so weak that chaebols were highly 

inclined to capitalise on it by borrowing heavily from the NBFIs, especially 

merchant banks that engaged in the fatally under-monitored foreign borrowing 

activities (Amsden & Euh, 1997; Chang, 1997; Radelet & Sachs, 1998; Yoon & 

Miller, 2004). The regulations on financial institutions were inadequate in many 

ways (Park & Choi, 2004). For example, merchant banks were not required to set up 

sufficient provisions for loan losses. Banks were allowed to finance the long-term 

loans, with a maturity between one and ten years, with relatively short-term funds, 

with a minimum maturity of one year, creating maturity mismatches in their balance 

sheets (Min, 2007). However, this rule was not applicable for the domestic bank’s 

liquidity positions of overseas branches or off-shore funds, which created a 

regulatory vacuum, and increased the preference for foreign borrowings (Baliño & 

Ubide, 1999). 

 

(3) Conclusion: the Cause of the 1997 Crisis 

 

It is evident that financial liberalisation, which was implemented in the absence of 

adequate bolstering of supervision and regulation, precipitated the 1997 financial 

crisis. This is in line with the argument of developmental state economists. However, 

as it was revealed in this chapter, ‘the state-banks-chaebol nexus’ had a critical 
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weakness, as reflected in the prevalent moral hazard problems of the economic 

system, and highly-geared chaebols were financially vulnerable, and inefficient, as 

shown by their low profitability. They over-borrowed, over-invested, and over-

diversified (Cho & Shin, 2006; Kim, S. W., 2003). As a result, some chaebols went 

into trouble a few years before the 1997 crisis (see the Oriental Brewery case, in 

chapter 7). This evidence supports the view of neoclassical economists. It is, 

therefore, difficult to conclude which view explains effectively the cause of the crisis, 

but this thesis argues that both views need to be combined in order to explain more 

accurately, in line with the conclusion of some critics (e.g.  Koo & Kiser, 1999; Lee, 

2001; Park & Choi, 2004; Stiglitz, 1998). In other words, structural weaknesses of 

the Korean economy, along with inadequate or ineffective financial regulation and 

supervision, resulted in the 1997 crisis. 

 

2.3. The Structural Reform of Financial and Corporate Sector  

 

Regardless of debates on the cause of the crisis, the IMF and the Korean government 

concluded that the crisis stemmed from the structural weaknesses of the Korean 

economic system. Consequently, the ultimate aim of the structural reform 

programme was to dismantle Korea’s traditional economic system, and transform it 

radically to an Anglo-American one based on neo-liberal principles (Cherry, 2007; 

Chopra et al. 2001; Crotty & Lee, 2005; IMF, 1998; Jeon et al., 2008; Jeon & Kim, 

1998; Kalinowski, 2008; Lee, 2001; Pirie, 2006; Sam, 2007), namely the market, 

minimum state intervention, liberalisation, deregulation and privatisation (Hewison, 

2005). The IMF programme entailed various reform measures, covering the financial, 

corporate, labour, and public sectors (Jeon, 2007; Lee & Lee, 2008; Yu & Choi, 

1999; Yu & Lee, 2000). They were intended to build a flexible labour market, 

facilitate the working of the private capital market in allocating financial resources to 

businesses, dismantle the chaebol structure (Jun et al., 2010), and institute the full 

liberalisation of all markets to foreign enterprises (Crotty & Lee, 2002). They also 

included public sector reform, and the Korean government planned to privatise state-

owned enterprises (Economist Intelligence Unit, 2001). The neoliberal restructuring 

of the financial and corporate sector was the essential component of the structural 
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reform programme, in order to break down the Korea’s much-condemned traditional 

economic system, ‘the state-banks-chaebol nexus’. 

 

2.3.1. The Reform of the Financial Sector 

 

The Financial Supervisory Commission (FSC), and its implementing body, the 

Financial Supervisory Service (FSS) were established in April 1998 and January 

1999 respectively to consolidate the regulation of the financial institutions, and to 

lead the reform of the financial and corporate sector (Ahn & Cha, 2004; Lee & Rhee, 

2007). 

 

(1) The Reform of Financial Regulatory System  

 

In order to address the problem of the country’s uncoordinated, lax regulatory 

framework for financial institutions, the Korean government integrated the 

supervision and regulation of all financial institutions by establishing the FSC, the 

country’s supreme financial regulatory body. Its implementing agency, the FSS took 

over all the responsibilities and functions held previously by the four supervisory 

agencies, including the Banking Supervisory Authority, the Securities Supervisory 

Board, the Insurance Supervisory Board, and the Non-Bank Supervisory Authority. 

This was aimed at eliminating the potential for regulatory arbitrage, a problem for 

Korea’s regulatory framework prior to the crisis (Chopra et al. 2001). Banks became 

subject to strengthened prudential regulation. They were mandated to meet the 

minimum capital adequacy ratio (CAR) of 8 per cent, set by the Bank for 

International Settlements (BIS). Upon failure, the bank would face Prompt 

Corrective Action (PCA) procedures. The FSC also forced banks to make lending 

decisions based on Forward Looking Criteria (FLC), in order to correct the 

convention of Korean banks that relied on the borrower’s past performance. Banks 

are now required to evaluate the borrower’s ability to service debts in the future 

(Financial Supervisory Commission & Financial Supervisory Service, 2000). 
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(2) The Restructuring of Financial Institutions 

 
The FSC executed the restructuring of commercial banks based on rigorous criteria. 

The viability of banks was assessed based on the mandated 8 per cent CAR (Emery, 

2001). The FSC liquidated or revoked licences of non-viable banks. It merged non-

viable banks together or sound banks with nonviable banks (Ahn & Cha, 2004). As a 

result, from December 1997 to June 2003, the number of commercial and specialised 

banks, and merchant banks in Korea decreased by 14 and 27 respectively, as shown 

in table 2.4 below. 

 

Table 2.4: The restructuring of financial institutions in Korea (as of June 2003) 

 

 

 

Dec 1997 

Jan 1998 – Jun 2003  

Jun 2003 
Mergers License 

Revoked  

Dissolutions, 

Business Transfers, 

Sell-offs 

New 

Entries 

Banks (Commercial & 

Specialised Banks) 

33 10 5 - 1 19 

Securities Companies 36 3 5 2 18 44 

Merchant Banks 30 6 22 - 1 3 

Insurance Companies 50 6 8 2 13 47 

Leasing Companies 25 1 9 1 4 18 

Investment Trust Companies 30 1 6 - 8 31 

Mutual Saving and Finance 

Companies 

231 27 100 1 12 115 

Credit Unions 1,666 106 2 463 9 1,104 

Total 2,101 160 157 469 66 1,381 

Source: Ministry of Finance and Economy (2003) 

 

(3) Injection of Public Funds  

 

By the end of 1999, the Korean government spent 20.5 trillion won (approximately 

US$18 billion) to buy the non-performing loans (NPLs) of troubled institutions 

through the Korea Asset Management Corporation (KAMCO). It injected 43.5 

trillion won (approximately US$39 billion) to re-capitalise ailing financial 

institutions, and to prevent them from defaulting on deposit liabilities, through the 

Korea Deposit Insurance Corporation (KDIC) (Emery, 2001) (see table 2.5). 
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Table 2.5: Fiscal support for financial institutions (as of end-1999) 

        (Unit: trillion Korean won) 

 

 

KAMCO KDIC Total 

Banks 17.3 27.9 45.2 

Non-bank Institutions 3.2 15.6 18.8 

Total 20.5 43.5 64.0 

Source: Reproduction of table in Financial Supervisory Commission & Financial Supervisory Service (2000: 9) 

 

2.3.2. The Reform of the Corporate Sector 

 

Chaebols, which were praised as the engine of Korea’s remarkable economic 

development in the pre-crisis period, became the subject of extensive criticism by 

neoclassical economists, and, as a result, the rigorous restructuring ensued. The 

Korean government and IMF’s corporate reform programme was intended to 

transform radically the previous Korean corporate system into an Anglo-American 

one, based on market discipline, minimum state intervention, and short-term 

profitability (Jeong, 2004; Kim, Y. Y., 2003; Shin & Chang, 2003). The highlights 

of programme are summarised in table 2.6 below. 

 

Table 2.6: The highlights of corporate reform 

Objective Key Contents 

Improvement of  

Corporate Governance  

 

(i) Establishment of Korean Accounting Standards Board  

(ii) Adoption of International Accounting Standards (IAS) 

(iii) Requirement to publish consolidated financial statements 

(iv) Enforcement of the accountability of owner family of chaebol 

(v) Requirement to appoint independent outside directors 

(vi) Enforcement of minority shareholders’ rights 

Enhancement of  

Capital Structure &  

Profitability 

(i) Limit on debt-equity ratio  

(ii) Ban on cross-debt payment guarantees 

(iii) Prohibition of cross-subsidisation between affiliates 

(iv) Establishment and concentration on core competence 

Liberalisation of  

Capital Markets & 

FDI 

 

(i) Removal of the red tape on corporate and financial borrowings abroad 

(ii) Full liberalisation of equity, bond, real estate and money markets 

(iii) Full liberalisation of M&A market   

(iv) Easing of cross-border M&As approval process 

Source: Chopra et al. (2001); Emery (2001); Financial Supervisory Commission & Financial Supervisory Service 

(2000); Ministry of Finance and Economy (1998a, 1998b, 1998c); IMF (2000); Shin & Chang (2003) 

 

Based on the demand of the IMF (IMF, 1997), the newly-elected president Kim Dae 

Jung agreed the Five-Pont Accord (see table 2.7 below) on 13
th

 January 1998 with 

the chairmen of the five largest chaebols - Hyundai, Samsung, Daewoo, LG, and SK. 
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The same agreement was made with the rest of the largest thirty chaebols on 6
th

 

February 1998 (Lee, 1998; Maeil Business Newspaper, 24
th

 December 1998; 

Samsung Economic Research Institute, 1998; Yonhap News, 13
th

 January 1998, 12
th

 

January 1999a).  

 

Table 2.7: The Highlights of the Five-Pont Accord 

1. To publish consolidated financial statements, covering all affiliates (to rule out the possibility of accounting 

manipulation); to appoint outside directors where the number of outside directors should be at least a quarter 

of the total number of the board of directors (to improve corporate governance) 

2. To eliminate cross-debt payment guarantees and cross-subsidisation between affiliates (to avoid chain 

bankruptcies and improve profitability) 

3. To lower debt-to-equity ratio to below 200 per cent by the end of 1999 (to improve financial stability and 

profitability, and avoid bankruptcies) 

4. To concentrate on three to five core businesses by selling off and dissolving unprofitable businesses (to 

improve competitiveness and reduce debt-to-equity ratio) 

5. To strengthen the responsibility of family owners and the minority shareholders’ rights (to improve corporate 

governance) 

Source: Chang, S. J. (2003); Chopra et al. (2001); Emery (2001); Financial Supervisory Commission & Financial 

Supervisory Service (2000); Kim, W. I. (2000); Lee (2001); Yu & Choi (1999); Yonhap News (16th December 

1998, 12th January 1999b) 

Note: The objective of each measure is stated in the bracket. 

 

The Korean government, in essence, introduced capital market liberalisation and pro-

FDI institutional reform measures (Crotty & Lee, 2005; Kim & Lee, 2007a), as it 

was very eager to attract inward FDI in order to replenish foreign currency reserves 

and reduce the debt-to-equity ratio of chaebols (Kim & Lee, 2007b). Inward FDI 

was expected to facilitate corporate restructuring in the short-term, and fund the 

country’s economic growth in the long-term (Korea Institute for Industrial 

Economics & Trade, 2001). In particular, it opened fully the M&A market to 

foreigners. The government believed that it would enable Korean firms to 

concentrate on three to five core competences by selling off unprofitable and non-

core businesses to foreigners (Thurbon & Weiss, 2006; Yonhap News, 12
th

 January 

1999b). The threat of hostile acquisition was expected to impose harsher market 

discipline on the family-owned chaebols (Chopra et al., 2001). The foreign 

acquisition of Korean businesses would intensify competition in the domestic market, 

forcing chaebols to improve efficiency and competitiveness (UNCTAD, 2000a). 

Precarious Korean firms required to sell assets and businesses in order to ease 
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liquidity constraints (Wang & Kim, 1998). Corporate restructuring was practically 

impossible without foreign investment, as most domestic firms were unable to fund 

acquisitions (Lee, W. G. et al., 1998). In order to induce inward FDI and cross-

border M&As, the Korean government introduced a series of liberalisation measures 

and incentives, summarised in table 2.8. Consequently, inward FDI and cross-border 

M&As increased substantially after the 1997 financial crisis (see chart 2.8 below), 

which will be explored more in depth in the subsequent section. 

 

Table 2.8: The deregulation measures and incentives introduced to induce inward FDI and cross-border 

M&As 

1. The ceiling on foreign shareholding was removed by the end-1998. 

2. In May 1998, a foreigner was allowed to own 100 per cent of ownership without the approval from the board 

of directors (the red tape on hostile foreign takeover was eliminated). 

3. The friendly foreign acquisitions no longer needed acceptance from the Ministry of Finance and Economy. 

4. The number of industries closed for foreign acquisition was decreased from 42 to 20 (by May 1999, 98.9 per 

cent of industries were fully liberalised, a rise from 79.4 per cent in 1991). 

5. The tender offer rule was eliminated so that the foreign acquirer is no longer required to make a public tender 

offer when acquiring listed Korean businesses.  

6. The Korean Investment Service Centre (KISC) was established in April 1998 in order to provide one-stop 

service and assistance for potential foreign investors. 

7. The lands for building plants and offices were rented out at bargain rates to foreign investors who pledged to 

invest more than US$ 30 million and create more than 300 jobs.  

8. The Special Tax Treatment Control Act was enacted to provide tax incentives for: FDI in the high-tech 

manufacturing sector and the service industry; and FDI into Foreign Investment Zone (FIZ). 

Source: Chang, S. J. (2003); Cherry (2007); Chopra et al. (2001); Emery (2001); Financial Supervisory 

Commission & Financial Supervisory Service (2000); Invest Korea (2005); Korea Investment Service Center 

(2000); Lee, W. G. et al. (1998); Min et al. (2007); Ministry of Finance & Economy (1998d); Park, Y. G. et al. 

(1999); Park, J. K. et al. (2005); Park (2003); Seo (2003) 
Note: Most measures in this table were introduced under the new Foreign Investment Promotion Act, enacted in 

November 1998. 

 

Although neo-liberal restructuring was intended to limit state intervention in the 

economy, post-crisis reform was paradoxically government-led and authoritarian 

(Cherry, 2003, 2007; Joongang-ilbo, 15
th

 December 2011; Kalinowski, 2008; Kim & 

Lee, 2007a; Kirk, 2000; Lee, C. H., 2005; Pirie, 2006; Shin & Chang, 2003; Thurbon 

& Weiss, 2006; Weiss, 1999; Yonhap News, 28
th

 May 1998, 12
th

 January 1999a). It 

was well-reflected in the government’s push for the ‘Big Deal’, where an 

uncompetitive affiliate of one chaebol was forced to merge with a competitive 

counterpart of another chaebol (Emery, 2001). The Deals targeted Korea’s major 

industries, including semiconductors, petrochemicals, aircraft manufacturing, 
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railroad vehicles, power generation facilities, vessel engines, oil refining, 

automobiles, and electronics (Choi et al., 2010; Kim, W. I., 2000; Yu & Lee, 2000). 

The aim was to force chaebols to concentrate on several core competencies, as stated 

in the Five-Pont Accord of January 1998, so that excess capacity and inefficiencies 

could be eliminated in these industries (Lee & Rhee, 2007). For instance, Hyundai 

Electronics was forced to acquire LG Semiconductor in July 1999 (Korea Fair Trade 

Commission, 1999). Facing Kim Dae Jung’s strong determination to make the Deal, 

accompanied by pressure from creditor banks, the chairman of LG Group, Koo Bon 

Moo, reluctantly gave up LG Semiconductor at the personal meeting with the 

President on 6
th

 January 1999 (Joongang-ilbo, 3
rd

 January 2012; Money Today, 3
rd

 

January 2012). Samsung Group was pressed to swap Samsung Motors with Daewoo 

Electronics, although this Big Deal failed to go through due largely to Samsung’s 

reluctance, and Samsung Motors entering court receivership (Oh & Park, 2001). In 

addition, disappointed with the progress of the chaebols’ restructuring, the Korean 

government, in December 1998, forced the five largest chaebols to make the Capital 

Structure Improvement Agreement (CSIA) with their creditor banks, which were, in 

effect, nationalised through the injection of public funds (Emery, 2001; Pirie, 2006). 

The agreement contained more detailed execution plans for the Five-Pont Accord of 

January 1998, mentioned above. For example, the five largest chaebols pledged to 

attract a total of US$25.16 billion by the end of 2000 through selling their assets and 

businesses to foreigners. In particular, President Kim insisted that chaebols should 

sell off even profitable and core businesses (Crotty & Lee, 2005; Donga-ilbo, 28
th

 

December 1998; Maeil Business Newspaper, 14
th

 May 1998; Stoever, 2005; Yonhap 

News, 23
rd

 January 1998, 28
th

 May 1998, 7
th

 December 1998). Upon the failure to 

achieve the ‘forced’ restructuring agreements, chaebols were threatened with severe 

sanctions, including the cut-off of credit lines and redemption of existing debts (Choi 

et al., 2010; Interview, Hong, J. Y., 3
rd

 May 2006; Yonhap News, 16
th

 December 

1998, 17
th

 December 1998). The banks played a central role in the chaebol 

restructuring. Lee Hun Jae, who led the restructuring as the chief of the Financial 

Supervisory Commission (FSC), describes it as ‘chaebol restructuring through the 

banks’ (Joongang-ilbo, 15
th

 December 2011). Previously, the owner-chairmen of 

chaebols oversaw and controlled the operation of all the affiliates within the group 

through the Secretary to the Chairman’s Office. Under severe pressure from the Kim 
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Dae Jung administration, these Offices were re-established as the Central 

Restructuring Office that devised and executed a restructuring plan under the direct 

control of group chairmen. The Office conducted a business portfolio analysis to 

decide which businesses or affiliates to divest, where the central considerations were 

profitability, potential for growth, and synergies with the businesses that chaebols 

intended to keep (Yonhap News, 26
th

 March 1998, 5
th

 December 1998, 12
th

 January 

1999b). The progress of chaebols’ restructuring was monitored and assessed by the 

Financial Supervisory Service (FSS). The government set the total inward FDI target 

of US$15 billion in 1999 (Ministry of Commerce, Industry & Energy, 1999), and the 

largest four chaebols were forced to set their own ‘satisfactory’ target level. Table 

2.9 demonstrates that the largest four chaebols were obliged to attract FDI of 

US$7.19 billion. They also met the debt-to-equity ratio target, and reduced the 

number of affiliates through divestments, as agreed with the government, by the end 

of 1999.  

 

Table 2.9: The assessment of the largest four chaebols’ restructuring achievements in 1999 

 Inward FDI Debt/Equity No. of Affiliates Reduced 

Target 

(US$ bil) 

Actual 

(US$ bil) 

Achieved 

(%) 

Target 

(%) 

Actual 

(%) 

Target Actual Achieved 

(%) 

Top 4  

Chaebols 

Combined 

7.19 8.43 117.2 197.7 173.9 84 94 111.9 

Hyundai 1.76 2.67 151.4 199.1 181.0 44 46 104.5 

Samsung 1.40 1.75 125.3 193.5 166.3 22 23 104.5 

LG 2.69 2.78 103.2 199.8 184.2 13 15 115.4 

SK 1.35 1.24 92.1 199.7 161.0 5 10 200.0 

Source: Financial Supervisory Service (2000) 

Note: Daewoo Group went bankrupt in 1999 (Choi et al., 2010), and it is excluded from this table.  

 

2.4. Cross-border M&As in Korea: Pre & Post – 1997 

 

The amount of inward FDI into Korea has been tied to changes in the government’s 

economic development plan. The financing of the import substitution strategy in the 

heavy and chemical industry of the 1970s relied more upon foreign loans than 

inward FDI (Hong, 2008; Lee, S. B. et al., 2004; Thurbon & Weiss, 2006). By 

restricting the foreign ownership of domestic firms and controlling financial 

channels, the Korean government was able to exercise full control over the domestic 

economy (Cherry, 2003; Lee, C. H., 2005). In the 1970s, the level of inward FDI 

was, therefore, low, with an average of US$142 million (see chart 2.7 below), and 
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there was no incidence of foreign acquisition of a domestic firm. As noted above, the 

Chun Doo Hwan administration began transforming Korea gradually towards a more 

liberal market economy. From the mid-1980s, the government policy shifted towards 

developing technology-intensive industries by means of importing foreign 

technologies (Kim, 1989). Although the financial markets were still tightly 

controlled by the government (Amsden & Euh, 1990), and attitudes towards inward 

FDI was still negative, regulations on inward FDI were, marginally, eased (Bishop, 

1997). In July 1984, the ‘negative list system’ of FDI-restricted industries replaced 

the previous ‘positive list system’ (Invest Korea, 2005; Korea Development Institute, 

1995). Under the new system, inward FDI was allowed in any industries not on the 

negative list (Park, J. K. et al., 2005). The value of inward FDI more than trebled 

from US$354.7 million in 1986 to US$1.1 billion in 1989 (on a notification basis). 

However, foreign acquisitions of Korean firms, real estate and stocks were still 

restricted, and, hence, there was no incidence of foreign takeover in the 1980s 

(Cherry, 2007; Kim & Lee, 2007a; Lee, S. B. et al., 2004; Park, Y. G. et al., 1999).  

 
Chart 2.7: Inward FDI trend from 1970 to 1989 

 

Source: Ministry of Knowledge Economy 
Note: 1. FDI figures are on a notification basis.  

2.FDI figures in this chart are greenfield investments, as there were no incidence of cross-border M&As in the 

period concerned.  
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As a part of segyehwa, the Kim Young Sam administration announced the Five Year 

FDI Liberalisation Plan in June 1993, and accelerated the deregulation and 

liberalisation of financial markets to satisfy the requirements for OECD membership 

(Bishop, 1997; Thurbon & Weiss, 2006). The restrictions on inward FDI were 

further eased, and the number of industries closed to inward FDI was reduced. In 

February 1997, the government finally allowed ‘friendly’ foreign acquisition of 

outstanding shares in Korean firms upon approval from the target firm’s board of 

directors (Cherry, 2007; Go et al., 2006; Jeon et al., 2008). As noted in table 2.8 

above, the foreign acquisition of Korean firms’ outstanding shares, even if hostile, 

was completely liberalised in May 1998 (Korea Investment Service Center, 2000). In 

March 1997, there had been the first ‘full’ foreign takeover of a Korean firm: 

FLEXI-T, from the US, acquired Joongwon, a small Korean shoes manufacturer, for 

378 million won (Donga-ilbo, 13th
 April 1997). Inward FDI rose rapidly from just 

over US$1 billion in 1993 to nearly US$7 billion in 1997 (see chart 2.8 below). 

Before 1997, there was only one foreign takeover, in 1995, amounting US$22.6 

million (on a notification basis). However, in 1997, foreign acquisitions soared to 92, 

with a notified total of US$700 million (Ministry of Knowledge Finance FDI 

database).  
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Chart 2.8: Inward greenfield FDI and cross-border M&A in Korea from 1990 to 2010 

 

Source: Ministry of Knowledge Economy 
Note: FDI figures are on a notification basis. 

 

From 1998, both inward FDI and cross-border M&As surged, following the 

liberalisation of FDI and M&A markets in the wake of the crisis. At this point, the 

Korean government, for the first time, became very ‘proactive’ in attracting foreign 

investment. It introduced the new Foreign Investment Promotion Act in November 

1998 (see table 2.8 above), and set an ambitious goal to attract inward FDI of US$20 

billion by 2002 and to enter the top ten world recipients (Cherry, 2007; Lee, S. B. et 

al., 2004; Min et al., 2007; Ministry of Finance & Economy, 1998d; Park, 2003; 

Thurbon & Weiss, 2006). In the post-crisis period of 1998 to 2000, both greenfield 

FDI and cross-border M&As rose sharply, as shown in chart 2.8. Both total inward 

FDI and cross-border M&As peaked in 1999, and greenfield investments in 2000. 

The increase in cross-border M&As was particularly noticeable (UNCTAD, 1999b, 

2000b). In 1997, greenfield FDI recorded US$6.3 billion (90 per cent of the total 

inward FDI notified), and foreign acquisitions amounted US$0.7 billion (10 per cent 

of the total). In 1998, cross-border M&As soared to US$5.1 billion, an increase of 
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626 per cent on the previous year, accounting for 57 per cent of the total inward FDI 

notified. Yet, in the same year, greenfield FDI fell 40 per cent to US$3.8 billion, 

representing 43 per cent of total FDI. In 1999, total inward FDI reached a record 

high of US$15.5 billion, which consisted of cross-border M&As (33 per cent of the 

total, and 1.4 per cent year on year increase) and greenfield FDI (67 per cent total, 

and a 175 per cent increase). Then, by 2003, both greenfield FDI and cross-border 

M&As fell substantially. Importantly, the Ministry of the Knowledge Economy 

categorises inward FDI into two types: greenfield FDI in which the foreign investor 

acquires newly issued stocks of the target business, and M&A where existing stocks 

are acquired. In this categorisation, purchase and assumption (P&A) is included in 

the greenfield FDI. P&A is, in effect, the asset acquisition type of M&A where the 

foreign investor establishes a new entity with assets acquired from the target 

business. This means that the government’s FDI statistics underestimates 

significantly the value of cross-border M&As, as the foreign investors’ preferred 

entry strategy into Korea was asset purchase (P&A) rather than the acquisition of 

existing stocks of the target (M&A) (Jang, 2008; Lee & Yun, 2007; Maeil Business 

Newspaper, 20
th

 February 2007; Seo, 2003; Wang & Kim, 1998; Yonhap News, 11
th

 

June 1998). 

 

2.5. The Debates on Fire Sales 

 

The rapid and sudden fall in inward FDI from 2001 to 2003 instigated a debate on 

the occurrence of fire sales for Korean assets in the crisis period of 1998 - 2000. 

Basically, those who support the developmental state view of the crisis contend that 

fire sales took place (e.g. Crotty & Lee, 2005; Park, Y. C., 2001; Shin & Chang, 

2003). Many Korean scholars are in this camp (e.g. Lee, 2001; Min, 2003).  

Similarly, the Korean government agencies have concluded that the availability of 

undervalued assets was one of the main drivers of the substantial rise in cross-border 

M&As in the crisis period (e.g. Invest Korea, 2008; Kwon, O. Y., 2003). The most 

prominent private think-tank in Korea, Samsung Economic Research Institute 

(SERI), has the same stance (e.g. Hwang, 2007; Jeon, 2008; Jung et al., 2008; Lee, 

W. G. et al., 1998; Park, S. I. et al., 2001). They have provided the following reasons 

to support their argument. First, Korean firms were highly leveraged, and the 
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majority was on the brink of bankruptcy as credit lines were cut off in the crisis 

period. This lowered the value of Korean firms to below their long-term intrinsic 

value. Indeed, the Korean stock market collapsed in the crisis period: the yearly 

average of Korea composite stock price index (KOSPI) more than halved from 833.4 

in 1996 to 406.1 in 1998 (see chart 2.9 below). Second, Korean assets were sold at 

highly distressed prices in US dollar terms following the large depreciation of the 

Korean won value (Agami, 2002; Hwang, 2007; Lee, W. G. et al., 1998; Lee, S. B. 

et al., 2004). The yearly average Korean currency value against the dollar was 

804.78 won in 1996, but the value of won collapsed by 74 per cent to 1,398.88 won 

in 1998 (see chart 2.9 below). As a result, the US dollar price of Korean assets and 

stocks plunged, too. According to Lee, W. G. et al. (1998), upon the dual collapse of 

the Korean won and the stock market, blue-chip Korean firms were available at a 

bargain price that was below a third of the pre-crisis price level. Moreover, the 

excessive depreciation of the Korean won inflated the amount of short-term external 

liabilities, inciting the forced sale of domestic assets to foreigners (Mody & Negishi, 

2001). Third, as noted above, chaebols were pressed by the Korean government both 

to reduce their debt-to-equity ratios to below 200 per cent by end-1999, and to bring 

in dollars through asset sales to foreigners (Crotty & Lee, 2005). Many Korean firms 

suffered from severe liquidity constraints in the crisis period, and so there were many 

Korean assets and businesses that had to be sold urgently to foreigners. The time and 

liquidity constraints put chaebols at a disadvantageous position when negotiating the 

deal with potential foreign buyers (Cherry, 2007; Hwang, 2007; Park, S. I. et al., 

2001; Shin & Chang, 2003; Stoever, 2005). In this view, the Korean government, in 

effect, forced the fire sale of Korean assets. Some researchers attempted to provide 

empirical evidence. For instance, Aguiar and Gopinath (2005) found a positive 

correlation between the degree of liquidity constraints for domestic firms and foreign 

acquisitions in East Asia during 1997-1998. Similarly, Seo (2003) contended, based 

on an empirical econometric study, that the depreciation of Korean currency and the 

fall in stock prices drove a rise in foreign investments in Korea. According to the fire 

sale FDI view, the rapid drop in cross-border M&As since its peak in 1999 was 

mainly caused by a decrease in the number of undervalued assets. As the Korean 

economy was on the path of recovery
7
, the won recovered its value. The Korean 

                                                 
7 The GDP of Korea recovered to the pre-crisis level in 1999 (Samsung Economic Research Institute, 2000), and 
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government and creditors, mostly domestic banks, were no longer desperate to sell 

previously troubled Korean firms, as their performance started improving amid the 

global IT boom. They realised that the value of firms under their control would rise 

in the long-term. In addition, the number of Korean businesses on the M&A market 

fell, too, following the large number of sales in 1998 and 1999. Consequently, the 

value of Korean firms rose (Cherry, 2007; Hwang, 2007; Lee, S. B. et al., 2004). For 

those who support the fire sale FDI view, the foreign acquirers in the crisis period 

were primarily motivated by financial opportunism. In other words, their primary 

objective was to pocket the huge proceeds that would be produced from the 

appreciation of the Korean won (which would raise the value of the acquired Korean 

companies against the US dollar) as the Korean economy recovered from recession. 

 

Neoclassical economists (e.g. Kim, Y. Y., 2003; Kim & Lee, 2007a; Krugman, 

1998b; Mody, 2004; Mody & Negishi, 2001; Park, 2003; Zhan & Ozawa, 2001), on 

the other hand, counter-argue that there exists insufficient evidence of fire sales. For 

them, the overriding reason for the increase in cross-border M&A activity in Korea 

in the crisis period is simply the emergence of business opportunities following the 

liberalisation of M&A market. In other words, foreign acquirers had primarily a 

strategic motivation. They contend that the occurrence of fire sales is difficult to 

verify, because the pre-crisis prices of Korean assets were inflated by a bubble 

created by moral hazard-driven excessive lending by local banks, and the collapse in 

asset prices reflected the bursting of this bubble (Krugman, 1998a, 1998b, 1998c). 

According to Mody and Negishi (2001), continuously increasing cross-border 

M&As in 1999 despite the recovery of the Korean won value implies that new 

business opportunities were a more important motivator than currency depreciation 

for foreign acquirers.  

 

 

 

 

 

                                                                                                                                          
Korea was able to repay US$19.5 billion to the IMF, three years earlier than scheduled on 23rd August 2001, 

earlier than any other crisis-hit countries of Indonesia, Thailand, and Philippines (Kwon et al., 2002; Samsung 

Economic Research Institute, 2001). 
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Chart 2.9: The relationship between cross-border M&As, stock prices and won-dollar exchange rate 

 

Source: Ministry of Knowledge Economy; Economic Statistics System, Bank of Korea (http://ecos.bok.or.kr) 

Note: 1. GDP in this chart is nominal GDP.  

2. M&A figures are on a notification basis; KOSPI Index and exchange rate are yearly average. 

 

In 1998, the foreign acquisitions of Korean assets soared 626 per cent on the 

previous year, as the value of Korean won fell 47 per cent against US dollar, and the 

KOSPI Index fell 38 per cent (see chart 2.9). This is in line with the fire sale FDI 

view. However, cross-border M&As continued to rise marginally (1.4 per cent year 

on year) in 1999, even through Korean won appreciated 15 per cent, and the KOSPI 

Index rose sharply 99 per cent to 806.8, higher than the 1997 yearly average of 654.5. 

Furthermore, the number of notified foreign acquisitions continued to rise until 2000, 

as shown in chart 2.10 below. It fell to 298 deals in 2001 and 285 deals in 2002, but 

the magnitude of decline was marginal. This directly contrasts with the fire sale FDI 

view: the growth momentum in foreign acquisition remained resilient amid the 

recovery of Korean economy, including stock market and currency appreciation. 

Furthermore, many acquired companies were not listed on the stock market, which 

means that the collapse of the stock market did not affect directly the sale price of 
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those companies. In fact, the eight cross-border M&A cases, which will be 

introduced in this thesis, involved asset purchases, as opposed to share purchases. 

However, it does not necessarily mean that the neoclassical view is correct, as they 

failed to provide compelling empirical evidence. The question is still unanswered.  

 

Chart 2.10: The number of cross-border M&A deals in Korea 

 

Source: Ministry of Knowledge Economy 

Note: M&A figures are on a notification basis. 

 

For the two different schools, the following four factors, in essence, determine the 

occurrence of fire sales in the crisis period:  

 

(i) Have the foreign acquirers sold the acquired firms upon the 

appreciation of the value of Korean won? If so, they were 

undoubtedly motivated by financial opportunism. 

(ii) Were the fundamentals of the target businesses strong at the point of 

the sale? If they were, fire sales took place in the crisis period. The 

proponents of the fire sale FDI view, in essence, argue that the 
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fundamentals of Korean firms were sound, and that they merely 

suffered from a short-term liquidity problem in the wake of financial 

crisis. Yet their values were depressed largely in the crisis period, 

allowing foreign buyers to purchase Korean assets at a bargain price. 

On the other hand, according to the neoclassical view, the fall in asset 

prices was merely a market correction of the value of Korean assets 

inflated by a moral hazard-driven bubble in the pre-crisis period. In 

other words, Korean businesses were fundamentally weak, and sale 

prices reflected their intrinsic value. 

(iii) Did foreign acquirers transfer resources and capabilities to the target 

businesses that were required to improve their competitiveness? If 

they did, financial opportunism was an unlikely motivation. The 

investors, seeking financial opportunism, would simply have waited 

for the value of Korean firms to rise automatically, as the Korean won 

appreciated, and sell the company at a higher price.  

(iv) Did the Korean government exert ‘direct’ pressure on the divestment 

of a particular business? If so, the possibility of fire sales rises. Under 

severe government pressure, chaebols would have sold their 

businesses to foreign investors hurriedly, reducing their bargaining 

power over the selling price. 

 

2.6. Chapter Summary and Conclusion 

 

Although chaebols played a central role in Korea’s state-led economic growth, they 

revealed critical weaknesses in the pre-crisis period, inviting heavy criticism. 

Explanations of the collapse of the Korean economy, in the wake of the Asian 

financial crisis in 1997, can be grouped broadly into two camps, but this thesis 

argues that lessons can be learnt from parts of both arguments. This means that the 

crisis was to an extent caused by financial liberalisation, without adequate bolstering 

of supervision and regulation, as argued by developmental state economists. Yet the 

crisis also represents failures in ‘the state-banks-chaebol nexus’. The chaebols 

needed reform, notably due to their debt-funded sales expansion and unrelated 

diversification without adequate consideration of profitability, as described by 
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neoclassical economists. Believing that the crisis was caused by the fundamental 

weaknesses of the economy, the Korean government aimed to dismantle the 

embedded economic system by implementing neo-liberal restructuring, and opening 

the M&A market to foreigners was central to the chaebol reform programme. The 

liberalisation of M&A markets in the wake of 1997 crisis led to a rapid rise in 

foreign acquisitions during 1998 - 2000. However, this type of inward FDI fell 

substantially from 2001 to 2003, and instigated debate on the occurrence of fire sales 

of Korean assets in the crisis period. It is difficult to verify substantially, because the 

intrinsic value of divested Korean assets is impossible to calculate. Their value might 

have been inflated by a bubble created by moral hazard-driven excessive lending by 

local banks, as argued by neoclassical economists. The question of fire sales or not, 

therefore, is still unanswered, and this thesis attempts to tackle this issue. To do so, it 

contends that the foreign acquirer was unlikely to be motivated by mere financial 

opportunism if it transferred resources and capabilities to the target business in an 

attempt to improve competitiveness, and if it did not sell the acquired firm upon the 

appreciation of the value of Korean won. It contends, furthermore, that fire sales took 

place in the crisis period, if the fundamentals of the target businesses were strong at 

the point of the sale. Lastly, it investigates the claim that government pressure to 

divest was so strong in the wake of the 1997 crisis that the likelihood of fire sales 

substantially increased. To generate substantive answers, only corporate case-based 

research can address these criteria, by looking at the long-term organisational 

changes and performance of acquired Korean firms. 
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3. Cross-Border M&As Theory: 

Motivations and 

Impact on Corporate Performance 

 

 

The previous chapter examined the causes of the 1997 crisis, and pointed to the 

weaknesses of the corporate sector in Korea, alongside financial liberalisation in the 

absence of sufficient regulatory supervision. The Korean government freed the 

mergers and acquisitions market to further the restructuring of the Korean economy 

on neo-liberal lines, in order to facilitate the corporate restructuring. This triggered a 

surge in the cross-border acquisitions of troubled Korean businesses in the crisis 

period of 1998-2000, but the subsequent rapid decline in acquisitions gave rise to 

accusations of ‘fire sales’. This chapter aims to answer three central questions. Do 

existing FDI and other related theories explain adequately the motivations behind the 

cross-border acquisitions of Korean firms that followed the 1997 crisis? Did the 

foreign acquisition of Korean businesses lead to an improvement in corporate 

performance? Which factors determined post-acquisition financial performance?  

  

This chapter comprises six sections. It, first, explores the studies on the impact of 

cross-border mergers and acquisitions on corporate performance, including event 

studies and accounting studies. Second, it examines whether existing perspectives 

can explain fully the motivations behind the cross-border acquisitions of Korean 

businesses. There is a dearth of literature on cross-border acquisitions in Korea, but, 

third, this chapter introduces some of the important studies. Fourth, it examines 

studies attempting to link post-merger integration and corporate performance. Fifth, 

drawing on extant studies, and identifying gaps in their approach, it suggests the 

determinants of cross-border merger performance in Korea. In particular, the central 

concept, ‘transition management’, is introduced. Sixth, there is a summary and 

conclusion. 
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3.1. Impact of Cross-Border M&As on Corporate Performance 

 

3.1.1. Event Studies  

 

(1) Event Studies of Domestic M&As 

 

Most of the literature examines the impact of M&As on corporate performance 

through event studies (Cartwright & Schoenberg, 2006; Shim, 2005; Zollo & Meier, 

2008) in which the post-M&A performance is measured by comparing the stock 

price changes upon the M&A announcement against the expected return (benchmark 

portfolio). Most event studies are short-term based, and look typically at share prices 

over three days - from a day before to a day after the M&A announcement day - and 

sometimes at periods that are only slightly longer. Overall, the majority of short-term 

event studies conclude that M&As increase the combined market value of acquirer 

and target (Andrade et al., 2001; Bruner, 2004; Bradley et al., 1988). Studies reveal 

that, in general, the target firm’s market value (or share price) rose (Dunning & 

Lundan, 2008; Sudarsanam & Mahate, 2003), whereas the acquiring firm’s market 

value remained the same or decreased as a result of the acquisition announcement 

(Eckbo & Thorburn, 2000; Goergen & Renneboog, 2004; Jarrell & Poulsen, 1989; 

Jensen & Ruback, 1983; Maquiera et al., 1998; Schwert, 2000; Walker, 2000). The 

long-term event studies expand the investigation period to three - five years 

following the merger completion, comparing the market value of the combined firm 

with the acquirer’s market value prior to the merger (Kukalis, 2007). According to 

Bruner (2004), eleven out of sixteen studies reported that acquisitions were value-

destructing in the long-term. Based on an extensive survey of extant research, Tuch 

and O’Sullivan (2007) conclude that mergers in the long-term create either negative 

or insignificant abnormal returns for the bidders’ shareholders. However, many 

researchers have expressed their concern about constructing a statistically reliable, 

long-term event study (Barber & Lyon, 1997; Brav, 2000; Fama, 1998; Kothari & 

Warner, 1997; Mitchell & Stafford, 2000). The essence of event studies is to measure 

the ‘abnormal’ returns relative to expected returns over the period concerned. One of 

the key criticisms of long-term event studies is that an accurate expected return over 

a specific period cannot be calculated (Seo & Shin, 2003), which consequently 
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makes any abnormal returns statistically insignificant. Therefore, as Andrade et al. 

(2001) argue, the findings from long-term studies are not valid. 

 

The event studies on domestic Korean mergers produced mixed results. Seo and Shin 

(2003) examined the long-term post-merger stock price performance. In their study, 

the expected return was calculated from the benchmark portfolio that consisted of the 

comparables with a similar size and book value to market value ratio. The study 

found statistically significant negative cumulative abnormal returns on merged firms’ 

stocks, relative to the benchmark portfolio for three years after the completion of 

merger. In other words, the mergers destroyed the shareholders’ wealth of bidding 

firms. By contrast, investigating 34 Korean mergers in the period from 1990 to 1999, 

Shim (2005) found that the merged firms’ stocks, over three years from the merger 

announcement, generated statistically significant positive cumulative abnormal 

returns. From the sample of 35 Korean mergers between April 1998 and December 

2001, Jung (2004) examined the two year post-merger stock performance. His study 

revealed that mergers created positive cumulative abnormal returns for the 

shareholders of the combined firm in the long-term. It also found that, first, 

horizontal and vertical integration generated greater synergy than conglomerate 

mergers; second, the merger between two affiliated firms in the same business group 

created less value for shareholders in the long-term than the one between two firms 

from different business groups; and, third, the merger between two large firms, 

measured by the size of capital, generated greater positive abnormal returns than the 

deal involving smaller firms. Kang and Kim (2009) investigated 221 acquisitions, 

involving non-financial firms in Korea from 2000 to 2006. They found a positive 

announcement wealth effect for bidders’ shareholders, but the evidence showed that 

value was not created in the long-term. The results indicate that there is an inverse 

relationship between the announcement wealth effect and long-term stock price 

performance. Contrary to the results of Jung’s study, their study reported that the 

acquisition of affiliated businesses produced greater positive abnormal returns for 

shareholders over the two year period after the merger announcement. In addition, 

their findings indicated that the type and scale of merger deal did not affect the long-

term stock performance, which is also inconsistent with Jung’s results. The different 

findings of authors make conclusions from domestic-orientated event studies 
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uncertain. 

 

(2) Event Studies of Cross-Border M&As 

 

There is undoubtedly a greater volume of research available for domestic 

acquisitions, relative to cross-border deals (Cheng & Chan, 1995; Goergen & 

Renneboog, 2004; UNCTAD, 2000a). The majority of empirical studies on cross-

border M&As to date attempt to measure the impact of cross-border acquisitions on 

corporate performance through event studies, following the methodology used by 

preceding research on domestic deals (Chen & Su, 1997). Conclusions are consistent 

with that of research on domestic mergers. That is, the target firm’s shareholders gain; 

the bidder’s generally break-even; and cross-border acquisitions are net value-

creating (Bruner, 2004). From the event studies of 960 deals in which US firms were 

acquired by non-US firms, Ahn (1990) reveals that cross-border acquisition yielded 

value for the US targets’ shareholders. Many other studies (e.g. Cebenoyan et al., 

1992; Cheng & Chan, 1995; Harris & Ravenscraft, 1991) also found similar results, 

but they are inconclusive as to the factors affecting the post-acquisition wealth gains. 

Harris and Ravenscraft (1991) pointed to the exchange rate effects, whereas 

Cebenoyan et al. (1992) argued that the intensity of cross-border takeovers in the 

target’s industry was the most important factor. On the other hand, regarding returns 

to bidders, existing research is inconclusive. Markidas and Ittner (1994) investigated 

the stock price reaction of 276 US bidding firms upon announcing overseas 

acquisitions from 1975 to 1988. The study reveals that they were generally value-

creating for US bidders’ shareholders. According to them, the magnitude of value 

yielded depends on various factors, including whether the acquisition was related or 

unrelated, the level of advertising spending, the bidder’s present profitability, and the 

relative strength of the US dollar. Morck and Yeung (1992) posit that only the 

shareholders of a bidding firm with intangible information-based assets gain after the 

cross-border acquisition announcement, which has some connection to the OLI 

paradigm and RBV theory (discussed in depth later in this chapter). Such intangible 

assets are, in effect, the type of ownership advantages identified by Dunning’s OLI 

concept, and include brand loyalty and R&D capabilities (Morck & Yeung, 2003). 

By contrast, after reviewing 15 previous short-term event studies, Conn (2003) 
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concluded that cumulative abnormal returns for the US and UK acquirers were zero 

or negative. The evidence from long-term event studies demonstrates that cross-

border acquisitions undermine the acquirers’ shareholder wealth. For instance, Aw 

and Chatterjee (2004) examined 41 cross-border acquisitions of non-UK targets by 

UK acquirers between 1991 and 1996, and reported significantly negative 

cumulative abnormal returns for the acquirers. Also, from a sample of 361 US firms’ 

acquisitions of overseas firms from 1985 to 1995, Black et al. (2003) found 

significantly negative post-acquisition returns for the bidding firms. 

 

Conn et al. (2005) conducted event studies of over 4,000 domestic and cross-border 

acquisitions involving UK public bidders in the period between 1984 and 1998. The 

study reveals that the acquisition of listed targets in the UK destroyed the 

shareholder wealth of UK bidders both in the short- and long-run. By contrast, the 

acquisition of domestic unlisted targets results in positive announcement wealth 

effect, but zero long-term returns. On the other hand, the UK firms’ acquisition of 

listed targets overseas reported zero short-term gains and negative long-term gains 

for UK bidders, whereas the cross-border acquisition of unlisted targets generated 

positive short-term wealth effects, but zero long-term returns. The study concludes 

that cross-border M&As are less value-creating for UK bidders than domestic M&As 

both in the short- and long-run. The results directly contrast with the FDI theory-

based view that predicts cross-border acquisitions should create greater shareholder 

wealth than domestic deals. This stems from the notion that the acquiring MNEs 

possess ownership advantage over the target, which can be transferred to the 

acquired firm, as discussed in depth below (Kang, 1993).  

 

There has been a growing literature on cross-border acquisitions involving firms 

from emerging market countries, although most remains concentrated on deals that 

involve the US or UK corporations (Goergen & Renneboog, 2004; UNCTAD, 

2000a). For instance, Chari et al. (2004) measured the announcement wealth effects 

of ‘all’ the acquisitions of firms in emerging economies by acquirers from the 

developed economies in the period from 1988 to 2002. Their results indicate that the 

cross-border acquisition boom in the late 1990s was value-creating for both bidder 

and target shareholders. Williams and Liao (2008) conducted event studies of 73 
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cross-border bank acquisitions between 1998 and 2005, involving 46 listed banks in 

emerging market economies. Cross-border acquisitions were value-enhancing for 

target bank shareholders, while value-destructing for acquiring banks shareholders. 

By contrast, Ma et al. (2009) found positive abnormal announcement returns for 

acquiring firms’ shareholders from the 1,477 merger deals in the ten emerging Asian 

markets, including China, India, and Korea. 

 

Most of the literature on Korean cross-border acquisitions in the 1990s performed 

event studies of Korean firms’ acquisitions of overseas targets. This is because it was 

not until February 1997 that the Korean government allowed the friendly acquisition 

of Korean firms by foreigners.
1
 Also, accounting studies are rare, due mainly to the 

difficulties involved in collecting reliable data (Kwak, 1999). Seo (1990) reported 

positive announcement wealth effects for Korean acquirers. However, the majority 

(e.g. Jang, 1992; Kim, 1996; Noh, 1991; Park, D. S., 1992; Park, B. G., 1996; Sung, 

1992) concludes that the cross-border acquisition of foreign firms destroyed the 

value of the Korean bidders’ shareholders. More recently, Park and Lee (2006) 

investigated 88 cross-border M&A deals between 1988 and 2000 to determine 

whether they created value for Korean acquirers in the long run. The study reveals 

that acquirers’ stocks outperformed the Korea composite stock price index (KOSPI), 

but underperformed their peers.  

 

Even in the 2000s, there exist only a limited number of event studies on the cross-

border acquisitions of Korean firms, for three main reasons. First, as noted in chapter 

2, the foreign acquisition of Korean assets is a relatively new phenomenon, 

compared to a long history in the US and UK. Second, even in the post-crisis period, 

the majority of foreign mergers and acquisitions took place in the form of an asset 

purchase, or purchase and assumption (P&A), as discussed in chapter 2, where the 

foreign investor and Korean target firm established a joint venture. In this case, the 

listed Korean target was normally delisted (e.g. Oriental Brewery). In addition, many 

acquired Korean targets, prior to the acquisitions, were unlisted (e.g. Samsung 

Motors) or part of a large listed company (e.g. Samsung Homeplus and the carbon 

                                            
1 As noted in chapter 2, before the liberalisation of the M&A market in February 1997, only greenfield FDI was 

allowed. From 15th May 1998, even the hostile M&A of Korean assets by foreigners was allowed. 
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black business of LG Chemical). This means that there are no stock price data 

available for many acquisition cases, making ‘comprehensive’ event studies 

impossible to conduct (Schoenberg, 2006). This also implies that existing event 

studies on the cross-border acquisition of Korean firms fail to incorporate the results 

of many acquired firms, and so their conclusions cannot be generalised. Nevertheless, 

a few existing studies concluded that there exists a positive wealth effect for Korean 

firms’ shareholders on the announcement of foreign investments. For instance, Oh, D. 

H. (2010)’s study reveals the positive announcement wealth effects of foreign 

investments. Hwang (2010) found that there was a greater positive wealth effect on 

the change of largest shareholder, from the domestic investor to foreign investor, 

compared to the opposite case. Bae (2006) finds that the stock prices of Korean firms 

reacted more positively in the short-term to the announcement that foreign investors 

purchased the stock in order to participate in the management of the company, 

relative to the announcement of the mere portfolio investment by foreign investors. 

However, the long-term event studies reveal that there exists greater positive wealth 

effect for the company in which the portfolio investment was made by foreigners. 

The analysis based on price-to-book value ratio (PBR) produced the same results. 

 

Instead of conducting event studies, many Korean scholars (e.g. Choi, 2006; Kang, 

2009; Kwon, H. L., 2003; Moon, 2006; Oh, 2009; Shon, 2008; Song, 2006) sought 

to find the impact of foreign ownership on firm value, measured mainly by Tobin’s q, 

which is “the ratio of the market value of the firm’s assets to the replacement value 

of the assets” (Grinblatt & Titman, 2002: 711). Most studies found the positive link 

between the two, arguing that foreign investments led to a rise in the firm value. For 

instance, Bin and Kang (2006) find from the sample of listed 534 manufacturers 

from 1998 to 2003 that the larger the foreign ownership is, then the greater the firm 

value, measured by Tobin’s q. They also found a positive correlation between the 

degree of foreign ownership and return on assets (ROA). Kim, B. G. (2009) used the 

market-to-book value ratio to measure firm value, and found a positive correlation 

between foreign ownership and the value of non-financial listed firms from 2000 to 

2007. He concluded that the value of foreign-invested firms rose because these firms 

were monitored and disciplined efficiently by foreign investors. Investigating 638 

manufacturers from 2005 to 2009, Woo (2011), too, found a positive relation, but 
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only in the case where the foreign ownership was greater than 30 per cent. He found 

a positive relation between the firm value and the existence of the foreign member 

on the board of directors. He attributed this finding to the efficient supervision and 

transfer of management know-how by the foreign director. Oh, S. Y. (2010) analysed 

2,515 data of more than 600 listed firms from 2005 to 2008, and concluded that the 

firm value, measured by Tobin’s q, rose as the degree of foreign ownership increased. 

Ahn (2003)’s sample consisted of 280 listed firms in the period between 1996 and 

2001, and she also found a positive relation. Choi and Byun (2009) reported similar 

results. The researchers in this body of literature believe that foreign investors 

emerged as an effective supervisor that minimises the moral hazard problems of 

managers and reduces agency costs by interfering in the management of the firm. 

They point to the fact that individual domestic investors in Korea are more interested 

in the short term capital gains from stock investment than the monitoring the 

managers, and domestic institutional investors have only a limited experience of 

interfering in management, in order to maximise the value of the firm, as many 

financial institutions are owned by chaebols, the firms they have invested in (Oh, S. 

Y., 2010). On the other hand, some studies reported different findings. Using Tobin’s 

q as a measure of firm value, You (2005) found a positive relation from a sample of 

290 listed manufacturers from 1992 to 2002. However, his study disclosed that 

foreign investments have not increased the firm value, but foreigners simply chose to 

invest in firms with a high Tobin’s q value. He reported that a positive correlation 

existed until the level of foreign ownership reaches 40 per cent, but, beyond that 

level, the firm value started to decrease as the degree of foreign ownership rose. Kim, 

Y. A. (2005) found from the sample of 72 non-financial firms from 1995 to 2002 that 

there was no relation between the level of foreign ownership and the value of the 

firm. From the sample of 723 listed firms on the Korean securities dealers automated 

quotation (KOSDAQ) from 2001 to 2009, Kim (2010) found a negative correlation 

between the degree of foreign ownership and the value of the firm with a high level 

of institutional investors’ ownership. His study revealed that foreigners preferred to 

invest in firms with high corporate value. Yeon and Park (2006), too, found a 

negative correlation between the level of foreign ownership and the firm value, 

measured by Tobin’s q. They argue that foreign investors have a propensity to invest 

in the Korean firms with a high Tobin’s q value and an effective corporate 
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governance structure. These findings disagree with the prevailing view that foreign 

investments raise the value of Korean firms by improving the corporate governance 

structure. They aver that foreign investors may invest in the Korean firms with poor 

corporate governance structure, and maximise their return by demanding excessive 

dividends. In this case, foreign investments would decrease the value of the firm.   

 

3.1.2. Accounting Studies 

 

(1) Accounting Studies on Non-Korean Mergers 

 

There exists only a limited number of accounting-based studies attempting to 

measure post-merger performance, relative to event studies (Kukalis, 2007). They 

are inconclusive, on whether mergers and acquisitions improve the financial 

performance of the combined firms (Shleifer & Vishny, 2003). Surveying 15 well-

known preceding studies, Bruner (2004) finds that four studies revealed significantly 

improved post-merger financial performance, whereas two of them found 

deteriorated performance, and the remaining nine studies reported insignificant, 

mixed results. On the other hand, after reviewing preceding studies extensively, 

Papadakis and Thanos (2010) conclude that accounting studies failed to prove 

empirically that mergers generate enhanced financial performance. Ravenscraft and 

Scherer (1987) investigated the post-merger profitability of more than 5,000 mergers 

that took place between 1950 and 1975 in the US. They found that the acquired firms 

underperformed compared to non-acquired peers in the same industry. In a study of 

the 80 largest stock-financed acquisitions from 1992 to 1995 in the US, Kukalis 

(2007) found that the acquirer’s pre-merger financial performance, measured by 

return on assets (ROA), return on sales (ROS), and EBITDA to net sales, was 

superior than the performance of the combined firm after the merger. In addition, it 

was revealed that the target’s pre-merger performance was higher than the post-

merger performance of the merged firm. This result indicated that neither the 

acquirer nor the target gained from the merger, based on accounting measures. By 

contrast, investigating the 50 largest US deals between 1979 and 1984, Healy et al. 

(1992, 1997) reported improved post-merger performance, measured by operating 

cash flow return on assets. Healy et al. (1992) identified a positive correlation 
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between the announcement wealth effects and accounting performance of mergers. 

Similarly, based on the examination of approximately 2,000 US mergers from 1973 

to 1998, Andrade et al. (2001) found that post-merger operating margins (cash flow 

to sales) of the acquirer and target combined enhanced by roughly 1 per cent. Cornett 

et al. (2006) revealed from a sample of 134 US bank mergers between 1990 and 

2000 that the operating performance, measured by operating cash flow return on 

assets, of merged banks enhanced. Their study finds that performance improvement 

was greater for deals on a larger scale as well as in geographically focused mergers. 

Fraser and Zhang (2009) investigated 83 cross-border bank mergers between 1980 

and 2001, involving non-US bank’s acquisition of a US bank. By comparing 

operating cash flow return on assets of target US banks three years prior to the 

merger with that of three years post-merger, they found enhanced operating 

performance.  

 

(2) Accounting Studies on Korean Domestic Mergers 

 

Based on the methodology developed by the literature above, Korean researchers 

have conducted accounting studies on domestic Korean mergers, and produced 

mixed results, too. Following Healy et al. (1992)’s methodology, Shin (2000) 

employed the operating cash flow return on assets as a measure of the long term 

performance of domestic mergers in Korea. Comparing the return of industry-

adjusted operating cash flow of five years before and after the merger announcement, 

he found that operating cash flow return improved after the merger, but the result 

was not statistically significant. This is inconsistent with Healy et al.’s results, and he 

concludes that the mergers in Korea were primarily driven by desire to expand, 

rather than productivity improvement. Similarly, Park (2007)’s examination of the 

long-term performance of Korean mergers from 2000 to 2001 reported similar 

results: mergers failed to improve the long-term financial performance, measured by 

operating cash flow return. He found that operating profit margin and debt-to-equity 

ratio deteriorated as a result of merger. Jung (2004), and Kang and Kim (2009) who 

have conducted long-term event studies, as noted above, also carried out accounting-

based studies. Contrary to the conclusions drawn from investigations performed by 

Shin (2000) and Park (2007), Jung found that the financial performance of merged 
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firms improved substantially, measured by various accounting ratios, including 

return on investment (ROI), long-term debts-to-equity ratio, debt-to-equity ratio, 

sales-to-assets ratio, and sales-to-fixed assets ratio. Similarly, Kang and Kim’s study 

demonstrated that operating cash flow return on assets improved and outperformed 

the benchmark over the two years since the merger announcement. It showed that 

conglomerate mergers and the deals involving unlisted targets generated greater 

positive abnormal return on operating cash flow in the long-term.  

 

(3) Accounting Studies on the Cross-Border Acquisitions of Korean Firms 

 

Park, S. S. (2001) investigated the financial performance of 96 manufacturers in 

Korea with foreign ownership of at least 20 per cent. He compared the pre-crisis 

period (1997) and post-crisis (1999) accounting ratios, including asset turnover, 

debt-to-equity ratio, and operating profit margin, of the foreign-invested 

manufacturers with domestically-owned manufacturers. He found seven key 

characteristics of foreign-invested manufacturers: first, they tend to invest only in the 

main operation; second, the primary source of investment finance is retained profit; 

third, they use their assets more efficiently, as reflected in higher asset turnover
2
; 

fourth, they depend much less on debts; fifth, they therefore have much lower 

interest coverage ratio
3
, and so they are unlikely to go bankrupt; sixth, they have 

achieved higher growth, measured by sales revenue growth; and seventh, the 

foreign-invested firms are more profitable, measured by operating profit margin. 

Korean government agencies, including the Bank of Korea (BOK) and the Ministry 

of Knowledge Economy (MKE) have conducted more comprehensive accounting 

studies on the foreign acquisitions of Korean firms.
4
 

 

a. Bank of Korea  

 

The Bank of Korea (2000a, 2003) investigated the relative financial performance of 

                                            
2 Asset turnover = Sales revenue / Assets 
3 Interest coverage ratio = Operating profit / Interest expense 
4 Recently, Hong (2008) compared the financial performance of foreign-invested firms and Korean firms 

between 1990 and 2005, and reported the same conclusions as the BOK and MKE studies. However, his study, 

too, failed to explain why foreign-invested firms outperformed Korean firms. 
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over one hundred manufacturing firms in Korea with a foreign ownership of more 

than 50 per cent (this group of firms is hereafter named the ‘foreign-owned 

manufacturers’ in this section). The sample sizes were 2,046 manufacturers in Korea, 

of which there were 149 foreign-owned manufacturers (Bank of Korea, 2000a), and 

207 foreign-owned manufacturers out of 3,235 manufacturing firms (Bank of Korea, 

2003). The studies find that foreign-owned manufacturers are more profitable than 

comparables. Their operating profit margin climbed from 7.3 per cent in 1996 to 

13.3 per cent in 2002, whereas their comparables’ declined from 7.1 per cent to 5.9 

per cent (see chart 3.1 below). This is due to the reductions in materials costs, wages 

and salaries, and bad debts written-off. 

 

Chart 3.1: Operating profit margin of manufacturing firms in Korea with different levels of foreign 

ownership 

 

Source: Bank of Korea (2000a, 2003) 

Note: 1. The ‘foreign ownership of less than 50 per cent’ group encompasses 1,897 Korean manufacturing firms 

with a foreign ownership of less than 50 per cent, which includes manufacturers with no foreign ownership, as of 

the end of 1999. However, the 2002 figure of this group is one reported by 100 per cent Korean-owned 2,541 

manufacturers.  

2. 2000 and 2001 data are not available. 

 

The profitability gap between the two groups becomes more apparent, if ordinary 
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profit
5
 margin is considered (see chart 3.2 below). The ordinary profit margin of the 

foreign-owned manufacturers increased substantially from 3.2 per cent in 1996 to 

14.3 per cent in 2002, while the comparables’ rose marginally from 0.8 per cent to 

1.5 per cent. Impressively, the foreign-owned manufacturers’ ordinary profit margin 

increased 3.5 percentage points from 1.7 per cent in 1997 to 5.2 per cent in 1998, the 

year most companies in Korea suffered the severe aftermath of the unprecedented 

economic downturn. This was possible because of their lower financing costs.  

 

Chart 3.2: Ordinary profit margin of manufacturing firms in Korea with different levels of foreign 

ownership 

 

Source: Bank of Korea (2000a, 2003) 

Note: see the notes under chart 3.1. 

 

Chart 3.3 shows clearly that foreign-owned manufacturers pay less interest on loans 

as a percentage of sales. There are two reasons behind this. First, as chart 3.4 shows 

their debt-to-equity is significantly lower. Second, foreign-owned manufacturers 

were able to obtain loans at a lower interest rate than their comparables, given the 

lower risk of default, being a part of the large global firm. By contrast, the 

manufacturers with less than 50 per cent foreign ownership (hereafter named the 

                                            
5 Ordinary profit = Operating profit + Non-operating income – Interest paid and other similar charges 



71 
 

‘domestically-owned manufacturers’ in this section), on average, posted negative 

ordinary profit margin from 1997 to 1999. It was largely due to their relatively high 

financing costs. In order to attract foreign capital, interest rates were kept high in the 

crisis era, despite the anticipation that many highly-geared Korean firms would go 

bankrupt. The three years AA- corporate bond rate in Korea reached as high as 24.31 

per cent in December 1997 from 12.57 per cent a year ago.
6
  

 

Chart 3.3: Financing costs as a percentage of sales of manufacturing firms in Korea with different levels of 

foreign ownership 

 

Source: Bank of Korea (2000a, 2003) 

Note: see the notes under chart 3.1. 

 

 

 

 

 

 

 

                                            
6 Source: Economic Statistics System of the Bank of Korea at (http://ecos.bok.or.kr). The rate went down to 3.73 

per cent by December 2004. 
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Chart 3.4: Debt-to-equity ratio of manufacturing firms in Korea with different levels of foreign ownership 

 

Source: Bank of Korea (2000a, 2003) 

Note: see the notes under chart 3.1. 

 

In 1998 and 1999, the financing costs of domestically-owned manufacturers as a 

percentage of sales exceeded operating profit margin. This means that their operating 

profits failed to cover financing costs, hence reporting negative ordinary profits. The 

studies reveal that the financial stability of the foreign-owned manufacturers was 

higher. Their debt-to-equity was significantly lower than that of the domestically-

owned firms. In 1999, it was only 110.4 per cent, which was lower than the Korean 

government’s set target of 200 per cent, and even lower than the US manufacturing 

firms’ average of 158.9 per cent (Bank of Korea, 2000b). By contrast, the 

domestically-owned manufacturers reported debt-to-equity of 230.8 per cent in 1999, 

still higher than the Korean government’s target. It is not to be overlooked that the 

foreign-owned manufacturers made more efforts than the domestically-owned 

counterparts to reduce debt-to-equity, which was vital for survival in the post-crisis 

period. They managed to reduce it by 118.6 percentage points from 1996 to 1999, 

compared to 79.9 percentage points achieved by the domestically-owned 

manufacturers. Chart 3.5 reveals that the foreign-owned manufacturers had a higher 
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current ratio from 1996 to 2002. This suggests that the foreign-owned manufacturers 

were more capable of paying back short-term liabilities. In addition, they were more 

efficient until 1999 in terms of fixed asset turnover
7
 (see chart 3.6), although 

surpassed by the solely Korean-owned manufacturers in 2002. 

 

Chart 3.5: Current ratio of manufacturing firms in Korea with different levels of foreign ownership 

 

Source: Bank of Korea (2000a, 2003) 

Note: see the notes under chart 3.1. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                                            
7 Fixed asset turnover is calculated as sales revenue divided by fixed assets. 
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Chart 3.6: Fixed asset turnover of manufacturing firms in Korea with different levels of foreign ownership 

 

Source: Bank of Korea (2000a, 2003) 

Note: see the notes under chart 3.1. 

 

Overall, the studies disclose that the manufacturers with the majority foreign 

ownership outperformed counterparts with no or minority foreign ownership, 

measured by key financial ratios. Therefore, they conclude that the foreign 

investments improved the financial performance of manufacturing firms in Korea. 

On the one hand, these studies are significant as the results were drawn from a large 

sample of 2,046 firms (Bank of Korea, 2000a) and 3,235 firms (Bank of Korea, 

2003). However, the two studies are short of consistency, as they report the financial 

performance of two different sets of samples. There are other limitations, too. Above 

all, the reliability of accounting data (Thanos & Papadakis, 2012), especially 1996 

and 1997 data, is questionable. Korean firms were criticised for reporting financial 

results of poor reliability in the pre-crisis period (Chang, S. J., 2003). Second, the 

time frame of the study seems too short to assess the long-term impact of cross-

border acquisitions. The two studies together cover six years from 1996 to 2002, 

with 2000 and 2001 data unavailable. Considering that the financial crisis broke out 

in the end of 1997, and the foreign acquisitions of Korean assets peaked in 1999 (see 
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chart 2.8 in chapter 2), it is problematic to draw a final conclusion from the studies. 

Third, the sample used in the studies only includes manufacturing firms, despite the 

fact that the large proportion of total inward FDI into Korea targeted the service 

sector. For instance, 29.3 per cent of inward FDI went into the service sector in 1998, 

which rose to 64.1 per cent in 2001, and 56.3 per cent in 2002 (Ministry of 

Commerce, Industry and Energy, 2006). Fourth, the studies assume that foreign-

owned manufacturers would perform differently, because they are managed by 

foreigners. However, many foreign-owned manufacturers are owned by foreign 

financial institutional investors who seek capital gains and dividend income, and do 

not interfere with the management of the company in which they have shares. For 

instance, Samsung Electronics, which is run by the owner-chairman, Lee Kun Hee, is 

regarded as foreign-owned manufacturers in the studies of Bank of Korea, as more 

than half of the company’s outstanding shares are owned by foreign financial 

institutions. Therefore, the findings from these studies about the impact of foreign 

management on financial performance can be misleading. Lastly and most 

importantly, they fail to explicate adequately the reasons behind the findings. In 

particular, they do not consider how the managerial, organisational, and operational 

changes brought by cross-border acquisitions impacted upon the financial 

performance. There is also no consideration of the domestic market and industry 

specific contexts sample firms faced, which would have impacted upon their 

financial performance. 

 

b. Ministry of Knowledge Economy  

 

The Ministry of Knowledge Economy (MKE)
8
 has carried out the research on the 

financial performance of foreign-invested firms in Korea every year since 2000 

(Korea Trade Investment Promotion Agency, 2006; Ministry of Commerce, Industry 

and Energy, 2005, 2007a; Ministry of Knowledge Economy, 2008, 2009, 2010).
9
 

This yearly research is based on surveys of over 1,000 manufacturing and service 

                                            
8 The MKE was established in February 2008, integrating the Ministry of Commerce, Industry and Energy 

(MOCIE), part of the Ministry of Information and Communication, and part of the Ministry of Science and 

Technology. Until 2007, the investigation was carried out in collaboration of the MOCIE, the Korea Institute for 

Industrial Economics and Trade (KIET), and sometimes, the Korea Trade Investment Promotion Agency 

(KOTRA).  
9 The report was first published on10th September 2002, which investigated financial performance in 2000. 
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foreign-invested firms, and the surveys target the non-financial companies in Korea, 

in which one foreign investor has at least 10 per cent ownership with the minimum 

investment amount of US$0.5 million. It discloses an array of information, including 

the contribution of foreign-invested firms towards the Korean economy in terms of 

export, sales, employment, R&D, and capital investments, as well as the financial 

performance in terms of key accounting ratios. Like the studies conducted by the 

Bank of Korea, the research, to date, concludes that the foreign-invested firms in 

Korea have outperformed the comparables, domestically-owned firms, and, therefore, 

contributed towards the improvement of Korean competitiveness. 

 

Chart 3.7: Operating profit margin of foreign-invested firms and Korean firms 

 

Source: Korea Trade Investment Promotion Agency (2006); Ministry of Commerce, Industry and Energy (2005, 

2007a); Ministry of Knowledge Economy (2008, 2009, 2010)  

Note: 2004 data are not available. 

 

Chart 3.7 shows that the foreign-invested firms were marginally more profitable than 

the domestically-owned firms in most years from 2003 to 2008, measured by 

operating profit margin. However, it is to be noted that the profitability gap between 

the two is very narrow, compared to that observed in earlier years (see chart 3.1 

above).  
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Chart 3.8: Debt-to-equity ratio of foreign-invested firms and Korean firms 

 

Source: Korea Trade Investment Promotion Agency (2006); Ministry of Commerce, Industry and Energy (2007a); 

Ministry of Knowledge Economy (2008, 2009, 2010) 

 

It was revealed in chart 3.4 above that from 1996 to 2002, the foreign-owned 

manufacturers had significantly less debt-to-equity ratio than the domestic 

counterparts. However, chart 3.8 demonstrates that the gearing gap between the 

foreign-invested firms and comparables has become negligible by 2008. However, 

the foreign-invested firms were more productively efficient, measured by labour 

productivity (value added per labour), as disclosed in chart 3.9. From 2003 to 2008, 

the labour productivity gap grew from 18 thousand won to 47.2 thousand won. 
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Chart 3.9: Labour productivity of foreign-invested firms and Korean firms 

 

Source: Korea Trade Investment Promotion Agency (2006); Ministry of Commerce, Industry and Energy (2005, 

2007a); Ministry of Knowledge Economy (2009, 2010) 

Note: 2004 and 2006 data are not available. 

 

The foreign-invested firms undertook capital investments more actively in order to 

grow their capacity (see chart 3.10). In 2003, the two groups reported the same fixed 

assets growth rate of 1.7 per cent on the previous year, but, from 2005, the foreign-

invested firms expanded the fixed assets at a higher rate. In 2008, the foreign-

invested firms increased fixed assets by 23.7 per cent year on year, far exceeding the 

14.4 per cent growth achieved by the domestic counterparts. On the other hand, the 

R&D intensity
10

 of domestically-owned firms was higher in 2003 and 2006 than the 

foreign-invested firms, although it was lower in 2005.  

 

 

 

 

 

 
                                            
10 R&D intensity = (R&D expenditure / Sales revenue) x100 
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Chart 3.10: The growth of fixed assets of foreign-invested firms and Korean firms 

 

Source: Korea Trade Investment Promotion Agency (2006); Ministry of Commerce, Industry and Energy (2005, 

2007a); Ministry of Knowledge Economy (2009, 2010) 

Note: 2004 and 2006 data are not available. 

 

Chart 3.11: R&D intensity of foreign-invested firms and Korean firms 

 

Source: Korea Trade Investment Promotion Agency (2006); Ministry of Commerce, Industry and Energy (2005, 

2007a); Ministry of Knowledge Economy (2008) 

Note: 2004 data are not available 



80 
 

Importantly, the research reveals that the dividend payout ratio
11

 of foreign-invested 

firms are much higher (see chart 3.12), which has been criticised heavily by the 

Korean academics and media on the grounds that foreign investments have resulted 

in the withdrawal of sovereign wealth (Lee, B. W., 2005). However, the research 

(Ministry of Commerce, Industry and Energy, 2005) argues that the high dividend 

payout has already become a common practice in the US and Japan (see chart 3.13), 

and, compared to the ratios in these countries, the ratio of foreign-invested firms in 

Korea is not too high.   

 

Chart 3.12: Dividend payout ratio of foreign-invested firms and Korean firms 

 

Source: Korea Trade Investment Promotion Agency (2006); Ministry of Commerce, Industry and Energy (2007a); 

Ministry of Knowledge Economy (2008, 2010) 

Note: 2007 data are not available. 

 

 

 

 

 

 

                                            
11 Dividend payout ratio = (Dividends / Net profit) x 100 
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Chart 3.13: The comparison of dividend payout ratio 

 

Source: Reproduction of chart 1 in Ministry of Commerce, Industry and Energy (2005:9) 

 

The research produced by the Ministry of Knowledge Economy extends the studies 

of the Bank of Korea by measuring financial performance after 2002. It is also 

complementary, as it investigates the foreign-invested firms in the service sector in 

addition to the manufacturing sector. The research came to the same conclusion that 

foreign-invested firms outperformed the domestically-owned firms, measured by 

many accounting ratios, although the performance gap between the two groups has 

narrowed, and the foreign-invested firms underperformed in some years. However, 

the research suffers from many limitations, too. Above all, this research, like the 

Bank of Korea studies, fails to assess how the managerial, organisational, and 

operational changes brought by cross-border acquisitions led to the relatively high 

financial performance. In other words, there is no explanation on why foreign-

invested firms outperformed the comparable firms. Again, the contextual situations 

faced by sample firms were not taken into account. Second, the research relies on the 

sample of foreign-invested firms with the minimum of 10 per cent foreign ownership. 

However, it is difficult to assume that foreign financial institutional shareholders, 

with the combined shareholding of less than 50 per cent in many cases, interfere with 
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the management of the firm to improve the performance. This means that from this 

research, it is problematic to conclude that the foreign investment has enhanced the 

managerial, organisational, and operational capabilities of the target firm, which 

have positively impacted upon the corporate performance. Third, the research lacks 

consistency in sample size, as well as selecting sample firms. The sample size varied 

every year. For instance, 1,139 firms were investigated in the 2006 research, whereas 

the sample size expanded to 2,301 firms in 2008. Consequently, the research does 

not measure the performance of the same firms every year, which reduces the 

validity of findings. 

 

3.1.3. Conclusion: Limitations of Event and Accounting Studies 

 

This section explored preceding studies that aimed to determine if cross-border 

mergers and acquisitions improved corporate performance. The extant literature is 

divided into two broad streams: event studies and accounting studies. Event studies 

on non-Korean cases conclude, only tentatively, if cross-border mergers enhanced 

the combined market value of an acquirer and a target. Nevertheless, many studies 

have indicated that the target firm’s shareholders gain; bidder’s generally breakeven; 

and so cross-border acquisitions are net value-creating. The cross-border acquisition 

of Korean businesses is a relatively new phenomenon, and there exists a dearth of 

event studies involving Korean targets. In particular, given the limited availability of 

stock price data for acquired Korean businesses, the findings from a few extant 

studies cannot be generalised. Moreover, it is impossible to conduct comprehensive 

event studies, because we do not have stock price data of acquired Korean firms. 

However, many attempted to measure the impact of foreign ownership on firm value, 

measured mainly by Tobin’s q. The evidence is mixed: the majority found a positive 

correlation between the level of foreign ownership and the firm value, but the 

minority found no or a negative correlation.  

 

Event studies are subject to inherent methodological problems. Short-term event 

studies do not assess ex post if the expected synergies are realised. Event studies are 

conducted based on a central assumption that the stock market is efficient (Andrade 

et al., 2001; Bruner, 2004; UNCTAD, 2000a). That is, stock prices adjust accurately 
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and swiftly to reflect the changes in firm value, triggered by an event such as a 

merger announcement. However, many critics (e.g. Conn et al., 2005; Kukalis, 2007) 

point out that the stock market may not be efficient. Then, stock price would not 

reflect the intrinsic value of the merger transaction, as the market would fail to 

predict and value precisely the expected profitability of the merger (Zollo & Meier, 

2008). This is especially true for short-term event studies (Grant et al., 1988; 

Montgomery & Wilson, 1986) in Korea. Bhattacharya et al. (2000) is concerned that 

stock markets in developing countries are inefficient, and the stock price often fails 

to reflect a firm’s full-information value. Moreover, stock price incorporates a range 

of information, and, therefore, it is difficult to take the price reaction on a day as the 

reaction only to the merger announcement (Schoenberg, 2006). In the same vein, 

Grinblatt and Titman (2002) assert that stock price movements would reflect not 

only the investors’ ex ante assessment of merger performance, but also the 

information conveyed by acquirer’s means of payment. Empirical evidence revealed 

that the acquirer’s stock price, in general, reacted more favourably to a cash offer 

rather than a stock offer, as this may signal that the acquirer’s stock is undervalued 

(Franks et al., 1988; Travlos, 1987). The extant studies based on the Tobin’s q 

measurement of the firm value failed to reach a consensus. Moreover, this approach 

involves the use of stock prices to obtain the market value of the firm, and, therefore, 

they face the same methodological limitations as event studies. They attribute the 

change in the firm value to the level of foreign ownership, but as stock prices reflect 

various information, it is difficult to conclude that the value of Tobin’s q only 

reflected the change in the degree of foreign ownership, and consequent impact on 

corporate governance. Most importantly, there is no clear link between the improved 

corporate governance and the firm’s performance. The performance of the firm is 

affected by a range of internal and external factors. For instance, foreign investors 

may transfer superior resources and capabilities that would, arguably, have greater 

impact on corporate performance. Likewise, the contextual situation the firm faces, 

such as the level of competition, would be equally influential on performance. Lastly, 

the Tobin’s q-based approach does not distinguish between portfolio investment and 

cross-border acquisitions. The focus of this thesis is the impact of cross-border 

acquisitions on Korean businesses with foreign acquirers that have controlling stakes 

in the acquired businesses (the full or majority acquisitions), and therefore able to 
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affect the management of the firm. In portfolio investments, foreign investors simply 

seek capital gains and dividends income. 

 

Given their methodological limitations, it would be problematic to generalise 

findings from event studies and Tobin’s q-based approach, even though the required 

stock price data were available. Existing accounting studies on non-Korean cases, 

too, have failed to reach a common conclusion. Moreover, there are only a handful of 

accounting studies of cross-border acquisitions, involving Korean targets. Most 

existing studies investigate US and UK acquisitions (Cartwright & Schoenberg, 

2006). Firm-level accounting studies on Korean cases are difficult to conduct 

sometimes, given the limited availability of accounting data. Unlisted or delisted 

companies have no legal obligation to publish audited annual reports (e.g. Otis 

Elevator Korea). Furthermore, it is impossible to obtain the accounting data of a 

small acquired division of a large organisation, as observed in many Korean cases 

(e.g. Samsung Electronics’ power device business). Critics have pointed out that 

accounting studies are backward-looking (Chenhall & Langfield-Smith, 2007; 

Montgomery & Wilson, 1986), and unable to measure the non-financial performance 

of acquisitions (Thanos & Papadakis, 2012; Venkatraman & Ramanujam, 1986). 

Most importantly, both event and accounting studies have failed to provide an 

adequate explanation on why some mergers had positive impact on corporate 

performance, while others had negative impact. King et al. (2004) conducted the 

meta-analyses of 93 extant empirical research, conducted to find out the 

determinants of post-acquisition performance. Their investigation reveals that the 

existing studies have focused mostly on four possible determinants: if the type of 

deal was a conglomerate acquisition, involving unrelated diversification; if it was, on 

the other hand, a related acquisition; if the acquirer paid in cash or stock; and if the 

acquirer has prior experience in mergers. However, the existing studies failed to 

reach a conclusion. Importantly, they have not considered how the post-acquisition 

changes in managerial, organisational, and operational resources and capabilities or 

other relevant factors affected the financial performance. In addition, they have 

failed to incorporate the domestic market and industry specific contexts that 

influenced, to a large extent, the performance of acquired businesses. Given the 

limitations identified, event studies, as well as the Tobin’s q-based approach, are 
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intrinsically problematic, but accounting studies seem more appropriate to use, at 

least for assessing the performance of foreign-acquired businesses in Korea. The use 

of multiple accounting measures and ratios allows integrated evaluation (Thanos & 

Papadakis, 2012), and enables us to assess if synergies are realised in the long-term 

(Hitt et al., 1998). Acknowledging the imitations of extant accounting-based research, 

however, this thesis will use the case study-based approach in combination with 

accounting studies, as will be explained in chapter 4.   

 

3.2. Motivations of Cross-Border M&As 

 

Event studies, explored in the previous section, conclude that on average, only target 

firms’ shareholders gain from merger and acquisition, and the existence of benefits to 

acquirers is questionable. Then, it is paradoxical that the foreign acquisitions of 

Korean firms surged in the post-crisis era (UNCTAD, 2000a). In order to explain this 

phenomenon, this section sets to explore the extant literature on the motivations 

underlying cross-border mergers and acquisitions.  

 

3.2.1. Finance Literature 

 

There is an extensive research in finance literature on the motivation of mergers and 

acquisition in general. Some have specifically investigated the drivers behind cross-

border acquisitions, although the focal point in the extant literature lies on the 

performance of cross-border acquisitions. Finance literature often classifies M&A 

transactions into three different categories according to the type of gains the acquirer 

seeks: strategic; financial; and conglomerate acquisition (Grinblatt & Titman, 2002). 

Strategic acquisition is commonly driven by the anticipation of operating synergy 

that arises when the merged firms become more profitable than being independent, 

due to, for example, asset complementarities and economies of scale (Huck & 

Konrad, 2004). Mukherjee et al. (2004) found from the survey of 75 CFOs who were 

involved in M&A transactions that operating synergies were the key motive for 

engaging in acquisitions. On the other hand, operating synergies are not found in 

financial acquisitions. Instead, the acquirer usually intends to capitalise on the target 

firm’s underpriced stock, due to the existence of bad management (in this case, the 
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acquirer undertakes what is known as the disciplinary takeover) or financial crisis 

(UNCTAD, 2000a). The acquirer may also exploit the advantage presented by a 

temporary overvaluation of its own stock (Ravenscraft & Scherer, 1987), which 

lowers the cost of an acquisition, funded by its own stock. Investigating 533 cross-

border acquisitions of US firms, Gonzalez et al. (1998) suggest that the existence of 

many undervalued US firms in the 1980s, caused mainly by management 

inefficiency, incited many foreign firms to pursue cross-border acquisitions. 

Conglomerate acquisitions involve diversification where firms aim to achieve 

financial synergies, which, in effect, reduce the combined firm’s cost of capital. 

Taking over an unrelated business, involved in the conglomerate acquisition, reduces 

the overall bankruptcy risk of the combined firm, increasing the debt capacity. 

Because debt capital is regarded as a cheaper source of finance, given the tax-

deductibility of interest expense, the merged firm’s cost of capital will fall (Bley & 

Madura, 2003; Grinblatt & Titman, 2002). 

 

Much of the finance literature suggests that the potential to gain from synergies is the 

chief motivation behind mergers and acquisitions (Goergen & Renneboog, 2004), 

and for cross-border acquisitions (Bradley et al., 1988; Eun et al., 1996; Kiymaz & 

Mukherjee, 2000). According to Berkovitch and Narayanan (1993), there are two 

other major motives, agency and hubris. The managerialism hypothesis predicts that 

managers choose to engage in acquisitions “to maximise their own utility at the 

expense of their firm’s shareholders” (Seth et al., 2000: 391). The theory suggests 

that instead of maximising profits for the shareholder, mangers may seek to 

maximise sales or growth (Baumol, 1962; Marris, 1964) through acquisitions for 

which they ‘knowingly’ overpay, because it increases salaries and perks paid to 

managers whose compensation is often linked to the size of the firm they manage. 

Managers with this motive are also likely to reduce risk, and, of course, expand 

assets under their control, through foreign acquisitions (Seth et al., 2002). On the 

other hand, the hubris hypothesis (Roll, 1986) proposes that the manager’s 

overvaluation of the target firm leads to an acquisition in which an excessive 

premium is paid ‘inadvertently’ to the target’s shareholders (Seth et al., 2000). The 

extreme view of the hypothesis argues that, as the acquisition fails to generate any 

synergistic gains, it is merely wealth-destructing for the acquiring firm’s 
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shareholders, but wealth-creating for the target’s. The combined wealth of the two 

firms’ shareholders is hence unchanged. This theory is perhaps more relevant for 

cross-border acquisitions, given more severe information asymmetry between the 

bidder and target. There are other motives for cross-border acquisitions, proposed in 

the finance literature. Firms may undertake foreign acquisition to gain access to new 

markets in pursuit of geographical diversification. It is commonly believed that this 

approach reduces the volatility of earnings by lowering both operational and 

financial risks (Seth, 1990). Gonzalez et al. (1997) revealed that new market 

opportunity was the primary motive for the slowly-growing, ‘mature’ US acquirers 

with a low price to earnings (PE) ratio and large free cash flow, as cross-border 

acquisition can signal to the market that the firm strives to maximise shareholders 

value through geographical diversification. Finally, mergers and acquisitions enable 

the acquirer to achieve the expected gains in a speedy manner (Qian & Boateng, 

2007), which provides a rationale for firms to choose ‘buy’ (i.e. M&A) over ‘build’ 

(i.e. greenfield FDI) (UNCTAD, 2000a).  

 

The finance literature proposes a range of possible motivations for M&As and cross-

border M&As. They are not mutually exclusive, affecting simultaneously the firm’s 

decision to embark on an acquisition (Huck & Konrad, 2004; Scherer & Ross, 1990). 

Nevertheless, these multiple motives together cannot explain fully the motivations of 

Korean cross-border M&As. They were suggested to explain the motivations of only 

acquirers. Existing theories fail to consider the peculiarities of Korean cases where 

cross-border acquisitions were encouraged, or allegedly ‘forced’ in some cases, by 

the Korean government in the economic crisis period. Cross-border acquisition was 

the primary vehicle to restructure the troubled Korean firm and the economy (see 

chapter 2).  

 

3.2.2. OLI Paradigm 

 

Dunning’s OLI paradigm (Dunning, 1993, 2000; Dunning & Lundan, 2008) is the 

most well-known FDI theory in the field of international business (IB). It suggests 

that the MNE’s decision to execute FDI is determined by three interdependent 

variables, namely ownership (O), location (L), and internalisation (I) advantages. ‘O’ 
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advantages refer to the competitive advantages possessed by the investing MNE, 

which include firm-specific technology, brand names, and superior managerial skills. 

Many ‘O’ advantages are mobile, which means that they can be used “jointly with 

other resources and capabilities in different parts of the world which are spatially 

less mobile” (Dunning, 2002: 12). MNEs will set up their overseas operations in the 

place offering ‘L’ advantages, that is where the location can offer certain factors and 

resources at competitive costs. These may include low cost labour, attractive FDI 

incentives, the existence of a rapidly growing market, and high quality infrastructure. 

The location with the greatest ‘L’ advantages will be chosen as the FDI destination 

country, and, if such advantages are absent in foreign locations, the MNE will choose 

to export from the home country, rather than building a foreign operation (Dunning 

1988). Because of the ‘I’ advantages, MNEs prefer internalising their ‘O’ advantages 

by engaging in FDI to selling them to the foreign firms, which will incur transaction 

costs. The existence of international market imperfections would make it difficult, 

for instance, to value the newest assets (Casson, 1982). Therefore, MNEs will 

continue internalising cross-border intermediate markets, executing FDI in other 

words, as long as internalisation benefits exceed the relevant transaction costs 

(Buckley, 1986).  

 

Some of the finance literature draws on some elements of the OLI paradigm to 

explain the motivations of cross-border mergers and acquisitions. As noted above, 

the finance literature identified synergy as the most important motive, and some of 

the literature in this stream made a link between synergy creation and the OLI 

paradigm. Caves (1982) asserts that the cross-border transfer of ‘O’ advantages 

between the acquirer and target is synergic, as the acquisition entails the 

internalisation of markets, avoiding substantial transaction costs. Seth et al. (2002) 

aver that synergies can be generated when the acquirer from a mature market 

exploits its ‘excess’ resources in a growing overseas market, which indicates, in 

effect, capitalising on ‘O’ and ‘L’ advantages. Importantly, the event study, 

conducted by Eun et al. (1996), on the foreign acquisitions of US firms indicates that 

synergies can be gained from ‘reverse internalisation’ in which the bidders “acquire 

skills and resources from cross-border acquisitions that are expected to be valuable 

in their home markets” (Seth et al., 2000: 389). Other researchers (e.g. Cheng & 
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Chan, 1995; Markides & Ittner, 1994; Morck & Yeung, 1992) are in agreement with 

this view. Similarly, based on the examination of 2,933 European firms’ cross-border 

acquisition deals from 1976 to 2000, Jagersma (2005) found that the overriding 

motivation was to achieve economies of skills where the acquirer and target 

‘exchange’ competencies. This contrasts sharply with the OLI paradigm that 

essentially suggests that the acquirer should have some unique ‘superior’ ownership 

advantages, giving it a competitive edge over the domestic rivals in the host market. 

Otherwise, MNEs will not engage in FDI (Mathews, 2006a, 2006b; Yamakawa et al., 

2008). Although Dunning defended himself by mentioning briefly the possibilities 

that Third World MNEs might “invest in more advanced countries to access or 

augment, rather than to exploit their ownership advantages” (Dunning, 2006), the 

reverse internalisation hypothesis is more in agreement with the linkage-leverage-

learning (LLL) framework (Mathews, 2006a). It aims to explain the rapid expansion 

of Dragon Multinationals, namely the latecomer MNEs from the Asia-Pacific region. 

Unlike the well-established MNEs that can draw on their own existing ‘O’ 

advantages to internationalise (and, therefore, their internationalisation can be 

explicated by the OLI paradigm), these MNEs lack such ‘initial’ advantages that the 

OLI paradigm argues are the prerequisite for engaging in FDI. The LLL framework 

avers that the Dragon MNEs could expand globally in a successful manner by 

performing the repeated process of resource linkage, leverage and learning. They 

seek to access lacking or complementary resources through linkage with foreign 

firms; leverage the accessed resources by overcoming the barriers that prevents them 

from diffusing or transferring; and learn how to link and leverage resources more 

efficiently through replications (Mathews, 2006a). Mathews (2006b) and Dunning 

(2006) agree that the OLI and LLL framework complement each other, as the former 

elucidates the international expansion of established MNEs, exploiting incumbent 

advantages, whereas the latter is concerned with more recent trend, the 

internationalisation of ‘challenging’ Dragon MNEs with the pursuit of asset 

augmentation. 

 

In chapter 8, it will be revealed that the power device division of Samsung 

Electronics had resources and capabilities superior to the acquirer, Fairchild, 

including technological capabilities, patents and production management techniques. 
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Fairchild’s motivation was predominantly market-seeking, in Korea and 

internationally through using Samsung Electronics’ plant and networks, but was to 

some extent also asset-seeking with regard, for example, to patents. The ‘reverse’ 

transfer of assets from the Korean target to the foreign acquiring MNE was for some 

analysts notable in Korea (Zhan & Ozawa, 2001). Therefore, the reverse 

internalisation hypothesis holds true for ‘some’ foreign acquirers that sought more 

advanced resources and capabilities. In the same vein, one may argue that the LLL 

framework is more useful in explaining the motivations behind the foreign 

acquisition of Korean businesses than the OLI paradigm. However, the LLL 

framework was not developed originally to explain the specific motivations of cross-

border acquisitions, and not all foreign acquirers sought ‘resources access’ in the 

Korean cases. Moreover, the Korean businesses in the crisis period were acquired 

mostly by already-established MNEs from developed countries. 

 

The OLI paradigm suffers from limitations when applied to explain the motivations 

of cross-border acquisitions. First of all, the OLI paradigm was initially pioneered to 

elucidate the motivations of greenfield FDI, and, consequently, it has a limited 

applicability to cross-border acquisitions. ‘O’ advantages, identified by Dunning, are 

concerned with the investing firm’s superior resources that can be exploited to set up 

new operations overseas rather than acquiring an established business as in cross-

border acquisitions. On the internalisation side, the original theory addresses only the 

investing MNE’s internalisation of its own resources in the host market, but, in 

cross-border acquisitions, the two firms, the acquirer and target, share all the 

resources, and jointly internalise them on an international level. Similarly, the 

acquirer and target firm capitalise on the ‘combined’ global production and 

distribution network in cross-border acquisitions, rather than the investing firm 

exploiting ‘L’ advantages offered in a single overseas location (UNCTAD, 2000a). 

Second, many academics (e.g. Dawson, 1993, 1994; Sparks, 1996) expressed 

scepticism about the applicability of the OLI paradigm to explain the motivation of a 

non-manufacturing firm, such as a retailer, engaging in the cross-border acquisition, 

as it was originally developed to explain the internationalisation of manufacturing 

firms (see forward chapter 5). This means that the paradigm is not suitable to apply 

to the cross-border acquisitions of numerous Korean businesses in the service sector. 
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Third, as with the finance literature on M&A motives, the OLI paradigm only 

considers the motivations of the parent MNE, usually engaging in greenfield FDI. 

The model does not deal with the motivations of other parties involved in M&A 

deals, namely the target firm and host country government. Indeed, for many, the 

OLI concept fails to incorporate adequately the political and other institutional 

factors that undoubtedly played a central role in Korea’s corporate restructuring 

program, implemented in response to the 1997 crisis, although Dunning does revisit 

his paradigm to look at the contexts of national-level Environment (such as stages of 

economic development), System (such as free enterprise), and Policies (education or 

macroeconomics, with his complementary ESP paradigm (Dunning & Lundan, 2008). 

As discussed in the previous chapter, the Korean government was very keen to 

attract foreign capital in the crisis era, pressing reluctant chaebols to achieve 

required divestments. In such cases, government policy was one of the major factors 

for the chaebols. Dunning’s model, with its focus on the parent MNE, fails to explain 

why the target firm chose a certain buyer in the M&As that followed the 1997 crisis. 

The chaebols had choices regarding the foreign firm to which they would sell a 

business, especially when they put a core business on the M&A market. Presumably, 

the selling price was the most important factor they considered, but there were other 

important determinants, such as the acquirer’s post-acquisition integration strategy, 

reputation, ability to expand, and technological capabilities. All of these factors have 

to be included in any explanatory model. Finally, the theory fails to incorporate the 

possibility of fire sales where the primary motive of the foreign acquirer was to 

purchase undervalued assets caused by financial distress, as noted in the previous 

chapter. 

 

3.2.3. Business Strategy Literature 

 

It has so far been made clear that the extant finance literature, as well as the OLI 

paradigm, fails to account by themselves for cross-border M&As in Korea. Theories 

in the field of business strategy can fill some gaps in the OLI paradigm, identified 

above. There are two broad strands of business strategy literature, including the 

resource-based view of the firm and the competitive positioning view. 
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(1) Resource-Based View of the Firm (RBV) 

 

To better understand the motivation of the MNEs which acquired the Korean ailing 

businesses, it is essential to position the RBV relative to the OLI paradigm. Despite 

its short development history (Miller and Shamsie, 1996), the RBV boasts its 

applications to a range of management research topics, as well as other disciplines, 

including strategy, human resource management, entrepreneurship, marketing, 

international business (IB), economics, and finance (Barney et al., 2001). This 

however resulted in RBV researchers failing to reach an agreement as to what it 

means by the key components of RBV, namely resources, capabilities, and 

competitive advantage, as well as how they are correlated to produce the RBV 

(Porter, 1991; Priem & Butler, 2001; Williamson, 1999). Many RBV scholars have 

defined the key term, ‘resources’, in their own way (e.g. Barney, 1991; Penrose, 

1995; Wernerfelt, 1984), but Grant (1991) offers the most comprehensive definition 

with six major categories of the firm’s resources, including financial resources, 

physical resources, human resources, technological resources, reputation, and 

organisational resources. Importantly, Grant (1991: 119) clarifies the causal relation 

between the three key components of RBV. “A capability is the capacity for a team 

of resources to perform some task or activity. While resources are the source of a 

firm’s capabilities, capabilities are the main source of its competitive advantage”. 

Although Barney (2002: 157) argues that the distinction between ‘resources’ and 

‘capabilities’ is likely to “become badly blurred in practice”, this thesis follows the 

distinction made by Grant (1991). Again, there is no single definition of RBV in 

academia. However, the influential RBV literature (e.g Collis & Montgomery, 1995; 

Eisenhardt & Martin, 2000) basically argues that the firm’s resources are the 

principal source of its sustainable competitive advantage. 

 

Adding to the risk of tautology in the RBV, Prahalad and Hamel (1990) introduce 

the concept of core competence that is broadly similar to the terms ‘resources’ and 

‘capabilities’ within RBV. According to them, “core competencies are the collective 

learning in the organization, especially how to coordinate diverse production skills 

and integrate multiple streams of technologies” (Prahalad & Hamel, 1990: 82). 

However, it fails to consider the impact of external factors on the core competences, 
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and ignores the process of organisational learning over time, which produces the 

core competences. Similarly, many critics (e.g. Bowman & Ambrosini, 2003; 

Eisenhardt & Martin, 2000; Mahoney & Pandian, 1992; Priem & Butler, 2001) 

point out that the RBV is a static framework that only considers the link between a 

firm’s resources, capabilities and competitive advantage at a point in time. Therefore, 

it fails to show “the processes through which particular resources provide 

competitive advantage” (Priem & Butler, 2001: 33) over time. This gave rise to the 

emergence and development of the dynamic capability approach (DCA) for which 

the main contributions have been made by Teece et al. (1997), Eisenhardt and Martin 

(2000), and Zollo and Winter (2002). Once again, there is no universally-accepted 

definition of dynamic capability, but this thesis follows the definition provided by 

Eisenhardt and Martin (2000: 1107): “The firm’s processes that use resources - 

specifically the processes to integrate, reconfigure, gain and release resources - to 

match and even create market change. Dynamic capabilities thus are the 

organizational and strategic routines by which firms achieve new resource 

configurations as markets emerge, collide, split, evolve, and die”. 

 

The RBV elucidates the ‘O’ advantages of the OLI paradigm by defining the nature 

of resources and capabilities building these advantages (Peng, 2001). Teece (1998), 

in particular, stresses the importance of intangible knowledge assets. More 

importantly, the RBV can be used to support the OLI paradigm, the reverse 

internalisation hypothesis, and the LLL framework. It was noted above that the OLI 

paradigm fails to explain the MNEs’ motive for FDI, from the emerging market 

economies, because they lack the prerequisite, initial ‘O’ advantages, and they are 

chiefly driven by the desire to acquire lacking or complementary resources and 

capabilities to enhance competitive advantage. Also, the OLI is not applicable to the 

cases where the target Korean businesses had superior organisational and operational 

resources and capabilities than the acquiring MNEs, since it is based on transfers 

from the parent company. This gap can be filled by a RBV/DCA-complemented OLI 

paradigm, because the RBV/DCA insists that the MNEs can be ‘pulled’ by the 

resources and capabilities of the target firm in the host country, as it presents them 

with an opportunity to learn and grow by building new competitive advantages, 

utilising strategies of asset-seeking (Peng & Wang, 2000; Shan & Song, 1997). In 
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addition, the RBV can help explain the motivations of other parties involved in the 

deal, namely the Korean target firms and Korean government, to engage in the cross-

border acquisitions, as the possession of resources and capabilities presented them 

with bargaining power and strategic options, despite the severity of the 1997 crisis. 

Nonetheless, as noted in chapter 2, chaebols did have many problems, such as high 

gearing, over-investment, over-diversification, and low profitability, which 

contributed to the breakout of the crisis. This implies that many chaebols lacked 

adequate, long-term resources and dynamic capabilities to build and maintain 

sustainable competitive advantages. The target Korean firms, therefore, may have 

sought to gain competitive advantage by merging itself with the MNE, which might 

possess some resources and capabilities that were superior to the target, while also 

purchasing resources and capabilities that were complementary or, in some cases, 

superior. The Korean government, on the other hand, wanted to restructure the 

chaebols it viewed as fundamentally weak, lacking, in its view, sustainable 

competitive advantages, and, consequently, it pushed them to divest businesses to 

foreign MNEs. 

 

The DCA extends the OLI paradigm by explaining the MNE’s acquisition of Korean 

businesses primarily to gain complementary resources and capabilities in order to 

further develop existing ‘O’ advantages. The OLI paradigm was criticised for being a 

static model (Dunning, 2006; Mathews, 2006a, 2006b). As noted above, the DCA 

stresses the development of existing resources and capabilities, or ‘O’ advantages, in 

response to market changes to achieve sustainable competitive advantage (Madhok, 

1997). In other words, the MNE with superior resources and capabilities, as well as 

dynamic capabilities, may seek to further exploit and develop its existing 

competitive advantage through acquiring foreign assets that are strategically valuable 

and complementary to their existing resources and capabilities (Teece, 1998). This 

also supports the view of the finance literature where firms engage in cross-border 

acquisition to gain operating synergies derived from complementary assets. In the 

same vein, many RBV/DCA-IB scholars have provided empirical evidence that the 

primary motive of MNEs to establish a strategic alliance or joint venture with a local 

firm in the host country is to acquire local market-based resources and knowledge 

(Glaister & Buckley, 1996; Hitt et al., 2000; Shenkar & Li, 1999), which is closely 
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linked to the firm’s performance (Luo & Peng, 1999; Makino & Delios, 1996; Zhan 

et al., 2009; Vermeulen & Barkema, 2001) 

 

The RBV and DCA complement the OLI paradigm, supports the LLL framework 

and the finance literature, and helps to explain the motivations behind cross-border 

M&As in the Korean context. Also, the RBV and DCA can be applied to the 

acquisitions of Korean firms both in the manufacturing and non-manufacturing 

sector. However, they fail to incorporate the possibility of fire sales, and to consider 

adequately external factors to the firm, as they focus mainly on the internal, firm-

level factors affecting competitive advantage.  

 

(2) Competitive Positioning View: Porter’s Five Forces and Diamond Model 

 

Porter’s five forces model (Porter, 1979, 1980, 1998) is the external analyses of five 

forces that shape the nature and level of competition in an industry: intensity of 

rivalry among existing firms; threat of new entrants; bargaining power of buyers; 

bargaining power of suppliers; and threat of substitutes. Porter (1980: 3) avers that 

“The collective strength of these forces determines the ultimate profit potential in the 

industry”. According to this view, a firm’s competitive advantage ultimately depends 

on the potential profitability of the industry in which the firm operates, and the firm’s 

strategic positioning in the industry, which is determined by its generic strategy, 

selected among the cost leadership, differentiation, and focus (Porter, 1985). The 

competitive positioning view addresses the external factors affecting a firm’s 

competitive advantage and performance, and, therefore, for some authors, it 

complements the RBV (Spanos & Lioukas, 2001).  

 

Porter’s five forces and diamond model (1990) can be incorporated with the OLI 

paradigm. A firm’s competitive advantages are, in essence, its ‘O’ advantages. 

Porter’s view is that they ultimately rest on the collective strength of five industry 

forces and the interplay between four national variables - the factor conditions, 

demand conditions, related and supporting industries or clusters, and the nature of 

firm strategy, structure and rivalry, in his diamond model – to be found in the firm’s 

geographic location. In other words, a firm’s competitive advantages are determined 
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by ‘L’ advantages. The variables in the Porter models, and hence ‘L’ advantages, 

would be transformed by the MNEs’ FDI over time (Dunning, 1993). For instance, 

an MNE’s entry would intensify competition in the host country. It may result in the 

development of human resources (factor conditions), if the MNE transfers its 

superior knowledge. Porter downplays the role of government in influencing long-

term competitiveness. For Dunning, host government policy is important. It may, for 

example, introduce new legislation to protect domestic firms, as such measures will 

shape MNE strategy, its willingness to transfer capabilities, or, ultimately, its 

willingness to invest. Indeed, in the 1990s, the hypermarket in Korea had huge 

growth potential, but the foray of MNEs, such as Tesco and Wal-Mart, led to a rapid 

saturation of the market (see chapter 5). As these firms drive out small corner shops, 

the Korean government introduced legislation that limited the opening hours of large 

hypermarkets (Yonhap News, 28
th

 February 2012). 

 

3.2.4. Conclusion: Limitations of FDI and Business Strategy Literature 

 

It is clear by now that no single perspective can be applied to explain adequately the 

motivations for cross-border acquisitions of Korean businesses in the crisis era. The 

finance literature suggests a range of possible motives, especially the potential to 

gain from synergies. They undoubtedly provide a useful insight into the foreign 

acquirers’ motivations, but their perspective is still not adequate, as they are 

completely mute on why the selling chaebols chose a certain acquirer, and why the 

Korean government encouraged, and even ensured in some cases, cross-border 

acquisitions in the specific economic context of the Asian financial crisis. The OLI 

paradigm, developed initially to explicate the motivations of MNEs, operating in the 

manufacturing sector, from developed countries, and engaging in greenfield FDI had 

many limitations, but, combined with the RBV and DCA, it became a very useful 

tool. The strategic perspective complements the OLI paradigm, and enables us to 

understand better the motivations of the foreign acquirer, the selling chaebol, and the 

Korean government. Also, the RBV/DCA-complemented OLI paradigm can be 

applied to some ‘unique’ Korean cases that involved the reverse internalisation of 

resources and capabilities, or asset augmenting of the well-established MNEs from 

developed countries (when usually associated in the LLL model with ‘dragon’ 
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multinationals). The DCA, in particular, strengthens the OLI paradigm by 

emphasising the MNE’s engagement in the dynamic process of developing existing 

‘O’ advantages through cross-border acquisitions of complementary resources and 

capabilities. However, this new perspective still fails to consider the possibility of 

fire sales, which is one of the central research questions of this thesis. In order to 

tackle this problem, this thesis will use the case study-based approach to determine if 

foreign acquirers were simply pulled by the undervalued Korean assets in the crisis 

period (see chapter 2 and 4).  

 

3.3. Extant Studies of Korean Cross-Border M&As 

 

There is a dearth of research on the cross-border acquisitions of Korean businesses, 

despite its rapid increase since the 1997 crisis (Froese et al., 2008). Much Korean 

literature and think-tank reports in the field of FDI are concerned with the impact of 

FDI on the Korean economy in general (e.g. Korea Institute for Industrial Economics 

& Trade, 2001; Korea Trade Investment Promotion Agency, 2006; Noh, 2007) and 

how Korea can become more popular destination for FDI (e.g. Bank of Korea, 2007; 

Jung & Park, 2007; Lim, 2000; Korea Trade Investment Promotion Agency, 2007; 

Kwon, O. Y., 2003, 2004; Ministry of Commerce, Industry and Energy, 2007b). 

Many of them introduce yearly and industry-level FDI statistics, examine the FDI 

incentives offered by the Korean government, and suggest policy changes to induce 

the higher level of FDI. Although the firm-level studies of cross-border acquisitions 

are extremely rare, this section introduces the preceding research on the motivations 

and post-merger performance. Gal and Choi (1999) introduce many cross-border 

acquisition cases in Korea. They provide a description of the selling chaebol’s 

restructuring process after the 1997 crisis, which led to the divestment of some 

affiliates to foreign investors. However, they failed to explore the motivation of the 

acquirers in depth, and there is no consideration of the post-merger integration and 

performance. Zhan and Ozawa (2001)’s preparatory research for UNCTAD’s report 

(2000a) investigates cross-border acquisition trends, motivations, impacts, and 

policy implications in the crisis-affected Asian countries, including Korea. They 

argue that cross-border acquisitions were driven by the various needs of different 

parties involved in the deal. For instance, the host government aimed to restructure 
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the economy; the troubled target firm sought liquidity; and the MNE wanted to 

acquire complementary assets. In addition, foreign investors were pulled by external 

factors, including the liberalisation of M&A market following the 1997 crisis, FDI 

incentives offered, and the location advantages of the host country, such as a high 

quality of human resources and infrastructure. Zhan and Ozawa also acknowledge 

the possibility of fire sales, but aver that there are more benefits to the troubled host 

economies since foreign investments facilitate corporate restructuring, as long as the 

costs, namely the loss made from selling assets at fire sale prices, can be minimised.  

However, they fail to provide firm-level empirical evidence to support their 

arguments. There is no consideration of how the troubled firms were transformed by 

the foreign acquirers. Freund and Djankov (2000) found that foreign investors 

displayed propensity to invest in relatively low-geared, larger in size, and more 

profitable firms, which could be found in Korea at the time. They also preferred to 

acquire exporters. Moon et al. (2003) explore five case studies, involving the cross-

border acquisitions of Korean firms, in order to investigate impacts on the national 

competitiveness of Korea. Identifying the limitations of the preceding frameworks, 

they introduced a comprehensive alternative that combines the OLI paradigm, the 

imbalance theory (Moon & Roehl, 2001), the diamond model (Porter, 1990), and the 

generalised double diamond model (Moon et al., 1995, 1998). They then counted the 

frequency of expected cross-border acquisition impacts announced in the media, and 

found that the most anticipated impacts were on the ‘factor conditions’, as the 

majority of Korean target firms were seeking liquidity. Moon et al. (2003) argue that 

cross-border mergers and acquisitions are beneficial for the host economy so that 

governments should encourage them. However, their methodology, based on 

counting the frequency of announcements, is rather unpersuasive. It is only an ex 

ante measurement, and there is no consideration if anticipated impacts have, in fact, 

realised ex post. 

 

Lee and Yun (2007) investigate if the financial performance of foreign-invested firms 

in Korea differed, depending on modes of FDI entry, including greenfield investment, 

M&A, and purchase and assumption (P&A). The performance was measured by total 

asset growth, and three accounting ratios, including operating profit margin, current 

income-to-sales, and net profit margin over the period from 2000 to 2003. By 



99 
 

comparing measures of the largest 91 FDI recipients in the Korean manufacturing 

sector, they found that there was no material difference in their performance. In other 

words, entry mode is an irrelevant variable for explaining the performance of FDI 

recipients. Their study has several limitations. It failed to compare the performance 

of foreign-invested firms with locally owned counterparts. They have provided two 

case studies, including LG Philips LCD and the BASF Company, in which the 

impact of FDI on the acquired business was assessed in terms of global 

competitiveness, financial performance, linkage formation, and spillover effects. 

However, their case studies are too brief, and failed to display, in detail, how the case 

firms improved competitiveness through capability transfers, integration, and 

development. The link between changes in competitiveness and financial 

performance is not clear from their study.  

 

A number of researchers has argued that cross-border mergers have resulted in 

improved management efficiency and transparency in the acquired firms (e.g. 

Graham, 2003; Jwa, 2002; Kim, Y. Y., 2003; Kim & Lee, 2007a; Mody & Negishi, 

2001; Yun, 2003). In their famous report, Park, S. I. et al. (2001), from Samsung 

Economic Research Institute (SERI), examined the impact of increased foreign 

ownership on the corporate management of Korean firms. He identifies the positive 

and negative impacts brought by foreign investments in five areas. First, foreign 

capital provided funds for corporate restructuring. For instance, the recovery of the 

Korean stock market following the influx of foreign investments enabled Korean 

companies to lower debt-to-equity ratios through increased capital. However, some 

assets were sold at a fire sale price. In addition, asset sales reduced the growth 

engine of the firms that were forced to sell core businesses, when facing severe 

liquidity crisis. Second, it led to an improvement in management transparency and in 

the corporate governance of Korean firms, despite the disturbance and confusion, 

caused by the rapid implementation of American-style corporate governance systems. 

Third, the financial stability of Korean firms improved, owing partly to strong 

pressure from foreign investors to reduce leverage. Yet some commentators 

expressed their concern about the foreign-acquired firms’ excessive emphasis on 

financial performance, especially short-term profitability and cash flow management. 

Consequently, they preferred investments that are expected to generate quick returns 
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to long-term investments, aiming to escalate the growth potential of the firm. Fourth, 

foreign investors transferred the performance-based HR system, but it increased job 

insecurity, and reduced employees’ loyalty to their firm. Fifth, some foreign-invested 

firms have diversified into new businesses, and others have invested aggressively in 

marketing and capacity expansion. The resultant increase in the degree of domestic 

competition facilitated the transfer of more advanced technology, but there is a 

growing risk that indigenous firms become overly dependent on the technological 

capabilities of foreign firms, and that the domestic market is dominated by foreign-

invested firms. Yu, Y. J. et al. (2000) identify the foreign acquirers’ concentration on 

profit maximisation. They improved the efficiency of acquired businesses by various 

means, such as introducing a performance-based HR system, creating a leaner 

organisational structure, and revamping the decision-making mechanism. According 

to Yu, Y. J. et al., the changes brought by foreign acquirers had spill-over effects on 

to domestically-owned firms: in order to match the profitability and financial 

stability of foreign-invested firms, Korean firms chose to adopt similar management 

systems. But it is problematic to generalise findings from these preceding studies, 

because they have failed to provide convincing evidence that support their arguments 

and findings. They seem to have simply assumed that the foreign acquiring firm’s 

management is more efficient, and that their system is superior to the Korean target’s. 

Therefore, all the cross-border acquisitions lead to an improvement of corporate 

performance. They tend to focus on the anticipated impact of foreign acquisitions on 

the acquired firms. Whether the anticipated synergies and benefits are in fact realised 

is not clearly shown. Like other existing studies, this branch of research fails to 

consider how the acquirers improved the targets’ managerial, organisational, and 

operational resources and capabilities, and their link to corporate performance. 

 

3.4. Post-Merger Integration and Performance 

 

An extensive body of literature has pointed out that the high failure rate of mergers 

and acquisitions is attributable to the unsuccessful post-merger integration of the two 

firms (Björkman et al., 2007; Galpin & Herndon, 1999; Hopkins, 2008; Larsson & 

Lubatkin, 2001; Park, 2004; Ruess & Voelpel, 2012). Among various identified areas 

to be integrated after the acquisition, many academics emphasised the importance of 
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cultural integration (e.g. Ahammad & Glaister, 2011a; Chakrabarti et al., 2009; 

Marks & Mirvis, 2011; Meirovich, 2011; Morosini et al., 1998; Vasilaki, 2011; 

Weber et al., 2011). The key consideration was if there is a positive correlation 

between the acquirer-target organisational or national cultural distance and the 

merger performance, but extant studies report inconsistent results. Others (e.g. Child 

et al., 2001; Lubakin et al., 1998) also regard the effective integration of human 

resource management as one of the most important determinant for a successful 

merger. The article published by Froese et al. (2008) is one of very few studies 

available on post-merger human integration, namely the integration of human 

resource management (HRM) and organisational culture, in the cross-border 

acquisitions of Korean target firms. They found from three cross-border acquisition 

cases in the automotive industry that the post-acquisition changes of HRM practices 

and organisational culture towards market-oriented ones were well-received by 

Korean employees. However, cultural changes that contradicted the traditional 

Korean Confucian values reduced the level of employee satisfaction. On the other 

hand, some pointed to the significance of ‘strategic fit’ between the acquirer and 

target firm (e.g. Conklin, 2005; Seth, 1990; Shelton, 1988), which in effect refers to 

the degree of asset complementarity, determining the magnitude of operating 

synergistic gains, between the two firms. Similarly, drawing on the RBV insight, 

some researchers argue that the merger performance is associated with the transfer of 

resources and capabilities between the acquirer and target firm (Ahuja & Katila, 

2001; Capron & Pistre, 2002; Capron et al., 1998; Colombo et al., 2007). Child et al. 

(1999) revealed that the merger performance was linked to the post-merger changes 

in management practices, such as new product development, which is, in effect, the 

transfer of the acquirer’s capability to the target. Again, the results from this research 

stream are inconclusive (King et al., 2004), and, moreover, cultural integration and 

strategic fit are only one specific aspect of post-merger integration, and there is a 

need for considering “the wider integration process” to understand the merger 

performance (Cartwright & Schoenberg, 2006: S2).  

 

There has been an attempt to establish the relation between how the integration 

‘process’ is managed and the merger performance. Some emphasised the importance 

of the speed and scope of post-merger integration (Ahammad & Glaister, 2011b; 
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Bower, 2001; Chaudhuri & Tabrizi, 1999; Haspeslagh & Jemison, 1991; Kavanagh 

& Ashkanasay, 2006; Larsson & Finkelstein, 1999). In addition, Ranft and Lord 

(2002) found from seven case studies that the quality of knowledge-based resource 

transfers from the target firm to the acquirer is influenced by various factors, 

including the nature of the target firm’s knowledge-based resources, the degree of 

autonomy and communications during the transfer process, the speed of acquisition 

implementation, the retention of key employees in the target, the number of 

expatriates sent to the target firm, and the acquirer’s commitment. These variables 

worked independently as well as interactively to affect the transfer process. Although 

extant literature in this research stream has not yet reached a consensus as to which 

factors, during the integration ‘process’, lead to the effective post-merger integration 

of resources and capabilities, their views broaden our perspective by focusing on the 

post-merger integration ‘process’ of resources and capabilities between the acquirer 

and target firm as a determinant of merger performance. As Ranft and Lord (2002: 

422) aver, “It is not enough for an acquirer to simply ‘buy’ a technology or 

capability and keep it in stasis; to create value, it must be nurtured and integrated 

throughout the process of acquisition implementation, long after the deal is done”.  

 

There is a body of literature that emphasises the importance of organisational, as 

well as managers’, prior experience and knowledge of acquisitions for successful 

post-merger integration and performance (e.g. Haspeslagh & Jemison, 1991; 

Hayward, 2002; Meschi & Metais, 2006). For instance, Meschi and Metais (2006) 

found that there is positive correlation between the acquisition experience and the 

acquisition performance up to a certain point, but the correlation becomes negative 

beyond that point, due possibly to the managerial hubris of the acquiring firm. The 

evidence is inconsistent (King et al., 2004): some show that there is a direct link 

between them (e.g. Bruton et al., 1994; Markides & Oyon, 1998, 2001; Singh & 

Zollo, 1998), while others found no relation (e.g Lahey & Conn, 1990). Nevertheless, 

if we use the RBV/DCA-complemented OLI paradigm, we can elucidate the specific 

nature of ‘O’ advantages; explain the flow of resources and capabilities to and from 

the subsidiary; elaborate the motives of acquirer, acquired, and the Korean 

government; and explicate how resources and capabilities are not only integrated, but 

developed to a further stage. So, MNEs gain and accumulate know-how and 
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capabilities, including finding the right acquisition target, and the management of 

post-acquisition integration and development. An RBV/DCA-complemented OLI 

paradigm does not show, however, how post-acquisition performance is shaped by 

the post-acquisition integration and development of resources and capabilities.  

 

Despite efforts by a number of researchers, it is not clear which variables affect the 

quality of post-merger integration and hence performance. As shown above, the 

cultural and strategic fit and many other ‘process’ variables, such as the scope and 

speed of integration, and the acquirer’s commitment and prior experience of 

successful post-merger integration, are undoubtedly critical, but the quality of local 

and transferred resources and capabilities per se - so far overlooked - is equally 

important. Moreover, the usefulness of integrated resources and capabilities would 

be determined by the contextual situation the firm faces, another issue overlooked in 

the extant literature.    

 

3.5. Determinants of Cross-Border Merger Performance in Korea 

 

It is to be noted that there is another important research stream on which this thesis 

can draw. Recently, some RBV/DCA-IB scholars have stressed the importance of 

local subsidiary managers’ agency in achieving subsidiary-level competitive 

advantage. This viewpoint has developed the work of Chandler, which looked at how 

big businesses created multidivisional business organisations. As firms 

multinationalise, they can create a division to manage its overseas operations, but 

clearly this is a notion of a powerful parent MNE transferring resources to a 

subsidiary which follows the strategy of the main company. Chandler has nothing to 

say on cross-border acquisitions, and modern multinationals have evolved into more 

matrix-style organisations that can exploit the advantages of differing locations and 

the differing strengths of overseas subsidiaries (Chandler, 1990). One group of 

literature is directly interested in management of MNEs after the act of FDI. Some 

have noted how subsidiary managers may take the initiative to develop resources and 

capabilities at the local level, which positively affects the subsidiary performance 

(Bartlett & Ghoshal, 1998; Birkinshaw 1996; Birkinshaw & Hood 1998; Birkinshaw 

& Pedersen, 2001; Birkinshaw et al., 1998; Stopford & Wells, 1972). Birkinshaw et 
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al. (2005) point out that the performance of a subsidiary is affected by the subsidiary 

managers’ agency, or subsidiary entrepreneurship, to capitalise on opportunities, and 

to neutralise threats posed by both the internal arena (customers, suppliers and 

competing entities in the same MNE) and the external competitive arena (customers, 

suppliers and competitors in the local market). This approach contrasts directly with 

the preceding literature that focused on the top-down transfer of resources and 

capabilities from the headquarters to subsidiaries (Peng, 2001). The traditional 

theory suggests that the effective transformation of the subsidiary ultimately depends 

on the headquarters’ willingness, commitment, and capability in transferring its own 

‘O’ advantages, and managing the transformation process. A closer analysis of the 

subsidiary and its management can provide valuable insights into explaining the 

differences in the financial performance of acquired businesses. The agency of local 

managers (and other employees) would affect the effective transformation of the 

acquired business, and its corporate performance. Without their agency, the 

acquirer’s attempt to improve the target firm’s competitiveness through transferring 

its superior resources and capabilities would fail, because they are the ones in charge 

of managing, on a daily basis, the post-acquisition integration process of systems, 

resources, and capabilities. This is true especially when the investing MNE lets the 

acquired business operate with a high degree of independence and autonomy. The 

supporters of this view further argue that a subsidiary may seek to draw on its own 

dynamic capabilities to develop local resources and capabilities further, in order to 

achieve a sustainable competitive advantage at the subsidiary level. These locally-

developed resources and capabilities can become the firm-level (MNE-wide) ‘O’ 

advantages, provided that there is the adequate subsidiary managers’ agency to 

transfer them to the headquarters (and other subsidiaries) (Bartlett & Ghoshal, 1989; 

Birkinshaw et al., 1998; Hedlund, 1986; Prahalad & Doz, 1981).
12

 Although this 

thesis is not concerned with the transfer of ‘newly’ developed subsidiary resources 

and capabilities to the headquarters, this view broadens our horizon by indicating 

that the subsidiary’s dynamic capabilities, as well as the subsidiary managers’ agency, 

are critical to improving corporate performance over time.   

 

                                            
12

 This view indicates that the transfer of resources and capabilities can be a bottom-up process from 

a subsidiary to the headquarters, as well as top-down (Peng & Wang, 2000). 
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Existing studies, including the finance literature explored above and the post-merger 

integration literature, are unable to show what determines the post-acquisition 

performance. As argued by King et al. (2004: 187), who conducted the meta-

analyses of 93 extant empirical studies on the determinants of merger performance, 

“unidentified variables may explain significant variance in post-acquisition 

performance, suggesting the need for additional theory development and changes to 

M&A research methods”. There exists a dearth of literature that seeks to explicate 

the different outcomes of cross-border acquisitions among Korean firms in the Asian 

financial crisis era. The preceding empirical findings involving non-Korean target 

businesses may not be generalisable to Korean cases. In order to answer the research 

questions adequately, we need to develop an integrated framework that draws on 

important findings from the preceding studies, and fills gaps observed in them. The 

previous debates based on established theories in the field of IB, strategy, and 

finance are inadequate by themselves to explain the differing performances of cross-

border mergers and acquisitions in Korea, and, therefore, we need to move beyond 

these debates. It was identified above that the extant literature tends to attribute 

merger failure solely to internal factors, such as unsuccessful post-merger integration. 

We need to consider, in addition to internal influences, external factors, namely the 

contextual situation (or host market conditions) the acquired firm faces, such as the 

level of competition, growth opportunities in Korea, and macroeconomic conditions. 

Internally, we need to expand the existing perspective by drawing, in particular, on 

the RBV/DCA-IB literature. The performance of an acquired Korean business would 

ultimately be determined both by the external factors and the effective post-

acquisition transformation of the firm, which rests on the quality of transition 

management.  

 

Transition management is a central concept of this thesis. The idea of ‘transition 

management’ is motivated by the need to focus on the strategic and organisational 

issues that flow from the act of M&A, and in pinpointing which factors determine 

successful M&As through the integration and development of resources and 

capabilities. Here, as explained before, the thesis adds to the number and range of 

relevant ‘internal’ issues to those already suggested in the available literature, and 

the approach to transition management integrates an extended list of internal 
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elements with the wholly neglected external dimension. Transition management 

consists of (a) the acquirer’s strategic selection of resources and capabilities to be 

transferred to the target firm; (b) localising transferred resources and capabilities to 

suit local market conditions; (c) integrating them with the target’s resources and 

capabilities; and (d) developing all resources and capabilities further locally, if 

needed, in response to the changes in host market conditions. The interaction of six 

factors would affect the nature and outcomes of transition management, including: (a) 

the acquirer’s possession of resources and capabilities that can contribute to the 

improvement of target’s competitiveness; (b) the acquirer’s motivations and strategy 

for the cross-border acquisition, which determine its willingness and commitment to 

transfer the needed resources and capabilities to the target business and invest in the 

acquired firm, and the strategic selection of resources and capabilities to be 

transferred; (c) the quality of the target firm’s resources and capabilities, and its 

ability to realise and develop their potential; (d) external factors, such as host market 

competitive pressures, expansion opportunities, and macroeconomic conditions, 

which affect the need and nature of further development of integrated resources and 

capabilities; (e) the acquirer’s expertise in the effective transformation of acquired 

businesses, and its post-acquisition integration strategy; and (f) the level of the local 

employees’ commitment to the transformation of the firm.  

 

The consideration of transition management extends the extant literature, and opens 

a new perspective as to the determinants of cross-border merger performance. 

Previous studies, in any country setting, have not attempted to link post-acquisition 

performance to the specific context the target firm faces and the effective post-

acquisition transformation of the acquired firm, determined by the quality of 

transition management. This concept particularly draws on the DCA by 

acknowledging that synergies will not be gained by simply acquiring complementary 

resources and capabilities, but it is dependent on how transferred resources and 

capabilities are localised and integrated with the target’s resources and capabilities, 

as well as the development of the integrated resources and capabilities in response to 

changes in local market conditions. 
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3.6. Chapter Summary and Conclusion 

 

This chapter first reviewed extant literature on the impact of domestic, as well as 

cross-border, mergers and acquisitions on corporate performance. There are two 

broad strands of research: event studies and accounting studies. Event studies on 

non-Korean cross-border M&A cases report that, in general, target firm’s 

shareholders gain; bidder’s breakeven; and cross-border acquisitions are net value-

creating. Only allowed since February 1997, the cross-border acquisition of Korean 

businesses is a relatively new phenomenon, and, consequently, there exists only a 

limited number of preceding studies. Practically, conducting ‘comprehensive’ event 

studies on Korean cases is impossible, because there are no stock price data available 

for many acquired firms that were unlisted or a part of a large listed company prior 

to the merger, and delisted after acquisition. This implies that existing studies, which 

are only a few in number, fail to incorporate the data of many acquired firms, and, 

therefore, their findings are not generalisable. Many Korean scholars sought to find 

the link between the level of foreign ownership and firm value, measured mainly by 

Tobin’s q, but their findings are mixed. Using stock prices to calculate the market 

value of the firm means that it is problematic to generalise their findings, like event 

studies. Moreover, critics argue that stock price is an unpersuasive measure of the 

firm value, given the imperfect nature of the market and information. Stock prices 

reflect a range of information, and so it is difficult to conclude that the change in 

stock prices was caused by only one variable, such as a merger announcement or 

foreign investments. Many Tobin’s q-based studies argue that the firm value 

increased as foreign investors improved the corporate governance of the firm, but it 

is a very narrow explanation, because the firm value would reflect changes in its 

performance resulting from a number of internal and external variables. On the other 

hand, accounting studies on non-Korean cases failed to prove empirically that 

mergers generated enhanced financial performance. Accounting studies on the cross-

border acquisitions of Korean firms are rare, but existing studies conclude that 

foreign-invested firms outperformed domestically-owned firms, although the 

performance gap between the two groups has narrowed over time. Overall, existing 

studies have failed to offer an adequate explanation on why some mergers had a 

positive impact on corporate performance, while others had a negative impact. This 
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question cannot be answered without assessing two dimensions: (a) how the post-

acquisition changes in managerial, organisational, and operational resources and 

capabilities or other relevant factors affected the financial performance; and (b) how 

the domestic market and industry specific contexts influenced the performance. 

Given the methodological limitations and data unavailability, event studies, as well 

as Tobin’s q-based approach, are necessarily inconclusive. But accounting studies 

can be used to evaluate the performance of foreign-acquired businesses in Korea. To 

find the link between the financial performance and post-acquisition transformation 

of the acquired business, as well as the contextual situation, a mix of case studies 

with accounting studies is needed.   

 

Event studies conclude that the benefits to the acquirer from cross-border mergers 

are unclear. Nevertheless, cross-border mergers and acquisitions surged in Korea and 

other parts of the world in the late-1990s. This paradox has been addressed by a 

range of research streams, including finance, IB, and strategy. Although each 

perspective has strengths this thesis can draw on, the preceding studies cannot 

explain by themselves the motivations behind the cross-border acquisitions of 

Korean businesses in the crisis period. However, the RBV/DCA-complemented OLI 

paradigm provides a more comprehensive, albeit not perfect, perspective to explain 

the phenomenon. In particular, it enables us to understand better the motivations of 

the foreign acquirer, selling chaebol, and the Korean government, and it can be 

applied to some ‘unique’ Korean cases that involved the reverse internalisation of 

resources and capabilities or asset augmenting of the well-established MNEs from 

developed countries. Moreover, the DCA is concerned with an MNE’s exploitation 

of dynamic capabilities to develop existing ‘O’ advantages through cross-border 

acquisitions of complementary resources and capabilities, and taking them to the 

next stage. However, it was noted that the RBV/DCA-complemented OLI paradigm 

was unable to address the possibility of fire sales, which reinforced the need to use 

the case study-based approach. What the Korean example generated was the need for 

a model that could look at and evaluate the acquirer’s motivation, including fire sales, 

the transfer of resources and capabilities, and its expertise in managing the process of 

post-merger transformation. 
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Many researchers have identified the quality of post-merger integration as the most 

important determinant of cross-border merger performance. However, they tend to 

focus on one aspect of integration, such as the cultural integration or strategic fit, and, 

consequently, failed to provide a generalisable conclusion. Some have shifted the 

focus to the integration ‘process’ in which the various process variables, such as the 

scope and speed of integration, and the acquirer’s commitment and prior experience 

of successful post-merger integration, were identified as the key determinants of 

merger performance. These findings extend our analysis and understanding of the 

issue, but still fail to explain ‘fully’ the differences in merger performances, 

especially in the neglected Korean context. They overlooked the impact of the 

quality of local and transferred resources and capabilities per se, and the contextual 

situation upon corporate performance. The recent development in the RBV/DCA-IB 

literature, which emphasised the importance of local subsidiary managers’ agency in 

achieving subsidiary-level competitive advantage, is directly applicable to the 

explication of cross-border merger performance. The effective post-acquisition 

transformation would not be achieved without local employees’ agency. The local 

managers and employees may also develop the integrated resources and capabilities 

further in response to changing market conditions, which is critical for a consistent 

long-term financial success.  

 

There exists only a limited number of studies that attempted to elaborate the different 

outcomes of cross-border acquisitions of Korean firms in the crisis period, and the 

application of previous debates, based on established theories in the IB, strategy, and 

finance literature, fails to produce an adequate explanation for the differing 

performances of Korean cases. Recognising the limitations of the extant literature, 

this thesis develops an integrated framework. Drawing on important findings from 

preceding studies, as well as filling the gaps observed in them, this thesis suggests 

that the performance of acquired firms in Korea is determined by both the external, 

contextual situations and the internal, effective post-acquisition transformation of the 

firm, which rests on the quality of transition management.  
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4. Research Methodology 

 

 

In chapter 2, this thesis argued that, in order to determine the occurrence of fire sales, 

there is a need for investigating the fundamentals of target Korean businesses prior 

to the acquisition and the long-term strategic, organisational, and operational 

transformation through the transfer of acquirer’s advanced resources and capabilities 

to the target businesses. Chapter 3 identified the limitations of extant studies in 

explaining differing cross-border merger performances. In order to address this issue 

in an adequate manner, it was required to use a mix of case studies with accounting 

studies, as it would reveal the link between the financial performance and post-

acquisition transformation of the acquired business, as well as the contextual 

situation. 

 

The combination of case studies and accounting studies supports the integrated 

framework, based on ‘transition management’, introduced in the previous chapter, 

given the need to investigate the six variables affecting the quality of transition 

management and their link to corporate performance. This chapter consists of six 

sections. First, it explicates why the chosen research methodology, namely the 

multiple case study research approach based on qualitative interviews and 

quantitative accounting data, is required for this thesis. Second, it shows how eight 

cases were selected based on the theoretical sampling approach. Third, it introduces 

the framework for analysis. Then, it explores the design of interview questions. 

Fourth, it introduces the three main data sources for this thesis, that is open-ended, 

semi-structured interviews, documentation, and accounting data, and explains why 

this thesis relies on these data sources. Then, it elaborates how such data were 

collected and analysed. Fifth, it elucidates how the quality of research designs is 

assured in this thesis, based on the four test criteria, suggested by Yin (2003), 

including construct validity, internal validity, external validity, and reliability. Sixth, 

there is a chapter summary.  
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4.1. The Choice of Research Methodology 

 

4.1.1. Case Study 

 

Hartley (1994: 208-209) defines a case study as “a detailed investigation, often with 

data collected over a period of time, of one or more organisations, or groups within 

organisations, with a view to providing an analysis of the context and processes 

involved in the phenomenon under study”. The choice of research methodology is 

dependent upon the research questions (Grossberg et al., 1992; Hurmerinta-

Peltomäki & Nummela, 2004; Yin, 1994, 2003). The central questions this thesis 

aims to answer include: ‘why’ a Korean firm was acquired by a foreign firm, and 

whether the motivations were financially opportunistic or strategic; ‘why’ the foreign 

acquisitions of Korean firms produced improved financial performance in some 

cases, and failed in others; and ‘how’ the financial success was achieved. Many 

researchers indicate that the case study is the suitable methodology when ‘why’ and 

‘how’ questions are being asked (Buckley & Chapman, 1996; Edmondson & 

McManus, 2007; Ghauri & Grønhaug, 2002; Pratt, 2009; Yin, 1994, 2003). This 

thesis attempts to identify, mainly from qualitative interview data, the set of strategic, 

organisational, and operational factors that have affected the competitiveness of the 

acquired businesses in Korea. Yin (1994, 2003) asserts that the case study is more 

effective than ‘experiment’, “when the relevant behaviours cannot be manipulated”. 

This thesis cannot employ the experiment, because it does not deal with the pre-

identified variables, some of which can be ‘isolated’, and the others ‘controlled’ in 

the laboratory environment. Rather, relevant factors are identified in the semi-

structured interviews. Moreover, in the experiment, the research objects are 

deliberately isolated from their contexts (Eisenhardt & Graebner, 2007). Therefore, it 

is not suitable for this research, as it seeks to investigate the motivations for various 

acquirers and target firms in the different contexts (e.g. expansion opportunity) they 

faced. It also aims to examine how a different contextual situation (e.g. the 

opportunity to expand or acquire a firm, building an export platform, 

macroeconomic conditions, and competitive pressures) affected the quality of 

transition management and post-acquisition financial performance. 
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The key advantage of a case study over the quantitative methodology is its 

contextuality (Yin, 1994). The quantitative research approach aims to examine 

interrelationships among the predefined variables, commonly using the multiple 

regression method. However, the problem of this approach is that it usually divorces 

the research objects from their context. Given its limited ability to investigate the 

context, the quantitative research approach would not be suitable when it is believed 

that there is a strong link between the phenomenon of study and context. This is 

because many important, unknown and unexpected variables would be left out, 

undermining the validity of research findings (Neuman, 1997). This is the case for 

this research. The context is highly pertinent to the chosen research topic. Each 

selected case in this research has been affected by the heterogeneous, constantly 

changing context in terms of the economic condition and competitive situation in the 

relevant markets, and the different strategies, resources, and capabilities of the firm. 

Moreover, as indicated below, the selected case firms operate in the different 

industries, which means that they have been influenced by different industry-specific 

conditions. For instance, a semiconductor producer and a food retailer would have 

faced very different contexts. The use of quantitative research approach may result in 

the omission of important dimensions in a particular context, especially when the 

chosen research topic has not been thoroughly explored by extant literature (Yin, 

1994). It was revealed in chapter 3 that the chosen research topic was under-

researched and that existing studies failed to produce an adequate answer to the 

differing cross-border acquisition performances, and, therefore, quantitative research 

approach is not suitable for this research.  

 

Many researchers (Eisenhardt, 1989; Ghauri, 2004; Pratt, 2009) argue that case study 

is well-suited for examining the longitudinal change processes. As discussed in 

chapter 3, this research seeks to investigate the post-acquisition strategic, 

organisational, and operational transformation of the acquired firm, which took place 

over a substantial period of time. Given the evolutionary and longitudinal nature of 

the post-acquisition transformation process, the case study research approach is 

suitable. Eisenhardt (1989: 548) further contends that the case study is particularly 

suitable “when current perspectives seem inadequate because they have little 
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empirical substantiation, or they conflict with each other”. Chapter 3 finds that the 

number of studies on cross-border mergers and acquisitions in Korea is limited in 

number, as well as depth of analysis. In particular, there are polar views as to the 

occurrence of fire sales, which makes case study the most appropriate research 

approach for this research. 

 

4.1.2. Multiple Case Study Based On Qualitative and Quantitative Evidences 

 

This thesis combines qualitative data, collected mainly from in-depth interviews, 

with quantitative accounting data. It is the first study, to date, that attempts to address 

the motivations, post-acquisition transformation, and their link to corporate 

performance with firm-level analyses based on the multiple case study approach, 

using qualitative and quantitative data. It is also complementary to some existing 

literature, as it extends the established methodologies, based on accounting data. The 

use of accounting study is, in fact, inevitable since the measurement of the post-

acquisition financial performance is another pillar of this thesis. In fact, many 

researchers (Eisenhardt, 1989; Ghauri, 2004; Jick, 1979; Pratt, 2009; Yin, 1984, 

1994) have advocated as well as encouraged the use of mixed evidences for the case 

study research. The combination of qualitative and quantitative data can be highly 

synergistic (Eisenhardt, 1989), and complementary rather than competing, as the 

results from one method can verify findings from the other (Greene et al., 1989; 

Onwuegbuzie & Leech, 2005). The quantitative accounting data can indicate if an 

acquisition is successful, and measure the degree of success. The qualitative 

interview data are, on the other hand, useful for not only understanding the 

motivations behind cross-border M&As, but also identifying the strategic, 

organisational, and operational factors that determined the outcome of post-

acquisition transformation in a varying context. Therefore, the mixed use of 

qualitative and quantitative data facilitates a more comprehensive understanding of 

the research topic, and thus increases the validity of the research results and the 

model generated to explain the post-acquisition performance determinants in Korea 

(Alasuutari, 2010; Bryman, 1992; Denzin 1978; Ghauri, 2004; Hurmerinta-

Peltomäki & Nummela, 2004; Lincoln & Guba, 1985; Patton, 1990; Usunier, 1998). 
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The case study research is, nevertheless, subject to many criticisms. Some 

researchers have complained that this research approach takes too long to conduct, 

and produces a large volume of unreadable data. Others have scolded that it lacks 

reliability and rigour in analysis (Yin, 1994). Many researchers also have questioned 

the validity issues (Miles & Huberman, 1994) (see section 4.5 below for in depth 

discussion). Perhaps, the strongest scepticism centres on the external validity or the 

generalisability of findings from the case study research (Silverman, 2004). In 

response, Yin (1994, 2003) argues forcefully that the results from case studies are 

generalisable to theoretical propositions by using the ‘analytic generalisation’ 

method, where “a previously developed theory is used as a template with which to 

compare the empirical results of the case study” (Yin, 1994: 31). Here, an individual 

case is not selected to serve as a ‘sampling unit’ as in ‘statistical generalisation’, and 

‘multiple cases’ are regarded as ‘multiple experiments (or multiple surveys)’ rather 

than ‘multiple respondents’ in a survey or ‘multiple subjects’ in an experiment. This 

thesis explores eight cases, selected based on theoretical sampling (see subsequent 

section 4.2), where “each case serves as a distinct experiment that stands on its own 

as an analytic unit” (Eisenhardt & Graebner, 2007). The ‘replication’ logic is 

followed to build a theory. A ‘literal replication’ is achieved if cases reveal similar 

results, whereas a ‘theoretical replication’ if cases show contrasting results but for 

predictable reasons (Yin, 1994). The multiple case study design will provide more 

compelling empirical evidences and enable the broader exploration of the chosen 

research topic, as it allows for replications. As a result, it offers a more robust base 

for building a generalisable theory in comparison to single case study (Eisenhardt & 

Graebner, 2007; Herriott & Firestone, 1983).   

 

4.2. The Selection of Cases 

 

For the theory-building multiple case study research, theoretical sampling is 

recommended, in which the cases are “sampled for theoretical reasons, such as 

revelation of an unusual phenomenon, replication of findings from other cases, 

contrary replication, elimination of alternative explanations, and elaboration of the 

emergent theory” (Eisenhardt & Graebner, 2007: 27). This is different from 



115 

 

statistical sampling where samples are selected randomly from the population “to 

obtain accurate statistical evidence on the distributions of variables within the 

population” (Eisenhardt, 1989: 537). As noted above, conducting multiple case 

study is not about achieving statistical significance of research findings to enhance 

external validity through replicating the emergent findings from a case study across 

more cases (Pauwels & Matthyssens, 2004). Rather, its purpose is to develop robust 

theory through analytic generalisation. This thesis, therefore, selects eight cases 

based on the theoretical sampling approach which comprises four selection criteria. 

 

(i) The selected case must be a Korean firm acquired by a foreign MNE after the 

breakout of the 1997 Asian financial crisis. 

 

It sets South Korea as a country of the focus of this research. As discussed in the 

chapter 2, South Korea has experienced a sudden, large increase in inward FDI since 

the breakout of Asian financial crisis in 1997. The increase in cross-border M&As 

was greater than that of inward greenfield FDI. Prior to the crisis, the Korean 

government strictly regulated the foreign acquisition of Korean firms, but, since the 

1997 crisis, it liberalised the M&A market completely as part of the economic and 

corporate restructuring initiatives. The sale of Korean firms to foreign MNEs at 

distressed prices in the crisis era raised concerns among academics and the general 

public, if cross-border M&As would bring benefits to the acquired firms and Korean 

economy (see chapter 1). However, the phenomenon is relatively new, and under-

researched. Addressing the unanswered questions regarding cross-border M&As in 

Korea, this thesis investigates the Korean firms acquired by foreign MNEs since the 

1997 financial crisis.  

 

(ii) The type of deal must be a horizontal acquisition where the foreign acquirer 

gained the controlling stake. 

 

It specifies the type of the M&A deal. The selection is limited to the horizontal 

acquisition where the foreign acquirer gained the controlling stake. The Korean 

target and the foreign acquirer must operate in the same industry, offering similar 
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goods or services, and the selection is narrowed down further to full or outright 

acquisitions (foreign ownership of 100 per cent of the target firm’s voting shares), 

and majority (foreign ownership of 50-99 per cent). Minority acquisition (foreign 

ownership of 10 to 49 per cent) and portfolio investment (acquisition of less than 10 

per cent) are excluded in the selection. This thesis aims to find out the strategic, 

organisational, and operational changes that took place as a result of cross-border 

acquisition, which affected the post-acquisition financial performance of the 

acquired firm. This criterion reflects the fact that in the situation where the foreign 

acquirer is unable to control the acquired business, as in minority acquisition and 

portfolio investment, its efforts and ability to improve the competitiveness of 

acquired business through the transfer of key resources and capabilities can be 

limited. Also, if the acquirer’s main business is different from that of the target firm, 

as in vertical and conglomerate acquisition, it is unlikely to possess the superior or 

complementary resources and capabilities required by the acquired business.  

 

The case selection, however, was not confined to a particular industry, and so cases 

were selected across a range of industries, covering the manufacturing and services 

sector. This helps measuring the benefits of cross-border acquisitions across various 

industries, and hence increases the generalisability of research findings. The selling 

Korean firm was not also limited to a particular chaebol. It is expected that similar 

patterns would emerge between the target firms of the same chaebol in terms of the 

motivation for sale and the quality of their resources and capabilities, which can be 

contrasted to the patterns observed in the target businesses of different chaebol. The 

selling chaebols include Samsung, LG, Doosan, Dongbu, and Byucksan.   

 

(iii) The selected cases must be polar type that includes both typical and atypical 

cases. Typical cases are the ones with improved post-acquisition financial 

performance, whereas atypical cases with poor financial performance. 

 

This addresses the key component of theoretical sampling approach in achieving 

analytic generalisation. The advocates of multiple case study research argue that both 

typical and atypical cases must be selected (Eisenhardt & Graebner, 2007; Pauwels 
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& Matthyssens, 2004). The cross-analysis of typical cases enables literal replication, 

whereas theoretical replication can be achieved, if atypical cases reveal contrasting 

results for predictable reasons. This analytic replication strengthens the emergent 

theory, as noted above (see section 4.1.2 above). Following this argument, the polar 

type cases were selected deliberately, that is typical cases are the ones with improved 

post-acquisition financial performance, whereas atypical cases with poor financial 

performance. The list of foreign-invested firms in Korea was produced based on 

newspaper articles. The list was screened to find out the cases that satisfies the first 

two criteria. Then, the financial data were obtained from DART (Data Analysis, 

Retrieval and Transfer System) online database
1

, provided by the Financial 

Supervisory Service, one of the Korean government agencies. Having assessed the 

financial performances of those cases, twelve polar type cases were selected 

provisionally. 

 

(iv) The selected case firms must be accessible so that the sufficient number of 

interviews can be conducted. 

 

The selected cases should be noticeable and well-publicised in the media. Practically, 

this eases the collection of data from the mass media and academia. In addition, they 

must be accessible so that a sufficient number of interviews can be conducted. By 

utilising family and friends contacts extensively, the accessibility of the twelve 

potential cases was checked. Four inaccessible cases were eliminated from the final 

selection, including Ssangyong Paper, acquired by the Procter & Gamble of the UK 

for US$169 million in November 1997; LG Energy, acquired by Powergen of the 

UK for US$210 million in February 1999; Daesang Group’s Lysine business, 

acquired by BASF AG of Germany for US$600 million in March 1998; and 

Samsung Heavy Industries’ construction equipment division, acquired by Volvo AB 

of Sweden for US$572 million in March 1998. Table 4.1 below shows the profiles of 

selected cases, based on theoretical sampling, for this research. 

                                           
11 DART database (http://dart.fss.or.kr/) is the online repository of corporate filings in Korea. It is an electronic 

disclosure system to which the companies in Korea submit various documents, including annual reports, business 

reports, company announcements, and audited financial statements.. 
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Table 4.1: Case Profiles 

Company Target Acquirer (Country) Deal Date Deal Value Initial Ownership Core Business 

Samsung Tesco Homeplus Samsung Homeplus Tesco (UK) 1999 US$250 million Formal IJV with acquirer in 

control (51%) 

Food retailing 

Renault Samsung Motors Samsung Motors Renault (France) 2000 US$560 million Formal IJV with acquirer in 

control (70.1%) 

Automobile manufacturing 

Oriental Brewery (OB) Oriental Brewery (OB) Interbrew (Belgium) 1998 US$270 million Formal IJV with acquirer in 

control (50.19%) 

Brewing 

Lafarge Plasterboard 

Korea 

Plasterboard businesses of 

Dongbu Hannong Chemical 

and Byucksan Corporation 

Lafarge (France) 1998 US$95 million 100% acquisition Construction materials 

manufacturing 

Otis Elevator Korea Elevator business of LG 

Industrial Systems’ building 

facilities group 

Otis Elevator (US) 2000 US$500 million Formal IJV with acquirer in 

control (80.1%) 

Elevator manufacturing 

Fairchild Korea Power device business of 

Samsung Electronics 

Fairchild 

Semiconductor 

International (US) 

1999 US$414.9 million 100% acquisition Semiconductor manufacturing 

Evonik Carbon Black 

Korea 

Industrial carbon black 

business of LG Chemical 

Degussa (Germany) 1998 US$170 million 100% acquisition Carbon black manufacturing 

Rockwell Automation 

Korea 

Controller division of 

Samsung Electronics’ 

mechatronics business 

Rockwell Automation 

(US) 

2002 US$16.7 million 100% acquisition Factory automation products 

manufacturing 

 



119 

 

4.3. Framework for Analysis and Design of Interview Questions 

 

Establishing the unit of analysis entails defining what the ‘case’ is. It must be linked 

to the research propositions, which, in effect, narrows what information and data are 

to be collected (Yin, 1994). The unit of analysis for this thesis is defined as the 

Korean firm acquired by a foreign MNE since the breakout of the 1997 Asian 

financial crisis. The sub-units of analysis show, in detail, what this thesis aims to 

investigate: the motivations for the foreign acquiring firm, the Korean target, and the 

host government; the post-acquisition strategic, organisational, and operational 

transformation of the acquired business; and the impact of cross-border acquisition 

on the financial performance of target firm (see table 4.2 below). Each sub-unit 

contains domains and/or components, which, in effect, breaks down all the areas 

within each sub-unit to be investigated. The ‘Strategic, Organisational, and 

Operational Changes’ unit has the longest lists of domains and components that 

comprehensively cover the changes in ownership over time and strategic direction of 

the acquired firm, the changes introduced in different management functions, the 

changes in corporate culture, and how target employees reacted to the changes. The 

pilot interview questions were designed using the framework for data collection and 

analysis presented in table 4.2. 

 

In the first field trip, two pilot interviews were conducted with interviewees from 

Samsung Tesco, including Kook Yoon Sung and Choi Kyung Sun. The pilot 

interview questions were tested to see if they were able to generate the information 

and data required. Then, they were improved to produce a final version of the 

interview questions. Kook Yoon Sung and Choi Kyung Sun were interviewed again 

to cover any dimensions that needed reviewing. Interview questions comprise the 

four broad sections with 24 questions (see appendix 1). The first section aims to 

verify the basic details of deal, gathered prior to the interview, with the interviewee. 

The interviewee’s profile is also obtained to check if he is knowledgeable enough to 

answer the whole interview questions or particular questions based on his job 

responsibilities. The second section sets to reveal the motivations for the acquisition 

of three main parties involved in the deal, namely the foreign acquirer, the Korean 
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target, and the Korean government. The third section addresses the key questions of 

this research. It consists of the questions intended to discover the key strategic, 

organisational, and operational factors that determined the post-acquisition 

performance, and, therefore, concrete causal explanations can be built. The questions 

in this section cover management practices and functions comprehensively, including 

ownership, organisational structure and decision-making, investments, human 

resource management, R&D and technology, marketing, operations, corporate 

culture, and the reaction of acquired firm’s employees. The last section comprises 

questions aimed to verify the pre-researched performance data, including market 

share, sales and profits. It also seeks to find the key external factors affecting the 

firm’s financial performance. The interview questions were first designed in English 

and then translated into Korean.  
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Table 4.2: A Framework for Data Collection and Analysis 

Sub-unit of Analysis  Domain Component  

Motivation  Foreign acquirer 

Korean target 

Korean government 

 

Strategic, Organisational, and Operational Changes 

 

 

Ownership  

Strategic direction 

Organisational structure and decision-making  

Investment 

 

 

Human resources 

 

 

 

R&D and technology 

 

Marketing 

 

Operations 

Corporate culture 

Reaction of target firm’s employees 

 

Corporate objective and strategic aim 

Cross-functional coordination 

Capital investments and further acquisitions  

Divestments 

Dividends and other payments to acquirer 

Expatriate and human resources transfers 

Employee headcount changes 

Training  

Promotion and pay 

R&D process and capabilities 

Technology transfers 

Domestic and overseas marketing  

Domestic and overseas distribution 

Operational knowledge and techniques 

 

Performance  Market share 

Sales 

Profit 

External factors 

Domestic and overseas markets 

Sales growth 

Operating profit margin, return on equity, return on asset 

Key external factors (e.g. exchange rate) affecting financial performance 
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4.4. Data Collection and Analysis 

 

4.4.1. Data Collection Methods  

 

This thesis relies on three data sources: interviews, documentation, and accounting 

data. This subsection introduces each of these sources, explains thoroughly why they 

are used, and how they were collected and analysed.  

 

(1) Interviews 

 

This research adopts an open-ended, semi-structured interview method for data 

collection, because it is appropriate for a theory building study (Eisenhardt, 1989; 

Parkhe, 1993) where the focal phenomenon is relatively unknown so that the 

discovery of new causal relationships or insights is required (Daniels & Cannice, 

2004). Many researchers have advocated the use of interviews as it can provide an 

interviewee’s experiences, knowledge, ideas, as well as personal feelings, and 

opinions (Bryman et al., 1988; Fontana & Frey, 1994; Holstein & Gubrium, 1997; 

Martin & Turner, 1986; Milena et al., 2008). As revealed in chapter 3, the object of 

this research is under-investigated by preceding literature, and they have drawn 

tentative conclusion based on weak evidences and unpersuasive methodologies. 

Therefore, there is a need to discover new insights into the chosen research topic. 

The interviews of an open-ended nature enable the collection of interviewee’s 

insights into the motivation behind cross-border acquisitions, and the strategic, 

organisational, and operational determinants of successful acquisitions. Moreover, in 

the semi-structured interviews, the interviewees are encouraged to bring up new 

issues relevant to the focal phenomenon. This allows the emergence and discovery of 

causal explanations, rival explanations, and unexpected issues during interviews, 

enhancing the internal validity of this research (see section 4.5.2 below). As Daniels 

& Cannie (2004) argue, “it is this serendipity and flexibility in interviewing that 

makes this a strong methodology for theory building”. The open-ended questions are 

also expected to improve ‘face validity’, because interviewees are encouraged to say 
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what they think is important rather than eliciting their views on the issues that the 

interviewer thinks are important (Dyck et al., 2005). It can also address the potential 

problem of ‘reflexivity’ where respondents say what the researcher wants to hear 

(Yin, 1994). 

 

A total of 48 face-to-face interviews were conducted over four field trips to South 

Korea between November 2005 and January 2012 (see appendix 3 for more details). 

They were one-on-one based (except for one interview where two respondents were 

present), and lasted between 1 to 2.5 hours. The interview questions were pre-

released to the interviewee prior to the interview upon request. All the interviews 

followed the same pre-set interview questions, but interviewees were allowed to say 

anything on their mind and comment on the issues not related to the questions. All 

the interviewees were Korean so that interviews were conducted in Korean. The 

interviewer is bilingual in English and Korean, and understands the Korean culture 

well, which enabled the collection of thorough and reliable interview data, 

addressing the potential problems of internal validity and reliability of this research 

(see section 4.5.2 and 4.5.4 below). Interviews were tape-recorded unless the 

interviewee refused permission at the start of the interview. For all the interviews, 

brief notes were taken during the interview, and every effort was made that note-

taking did not disturb the progress of the interview. The near-verbatim transcripts 

were produced, first in Korean and then translated into English, straight after the 

interview to achieve construct validity (see section 4.5.1 below). At the start of each 

interview, the interviewee was reassured that the information he or she provided 

would be used only for a PhD thesis, which would not be published and assessed by 

few academics so that confidentiality would not be compromised. This helped create 

a more comfortable atmosphere in which interviewees were not guarded and 

encouraged to say anything freely. If the interviewee looked concerned about the 

confidentiality issue the researcher turned off the tape recorder to embolden him to 

make off-the-record comments, improving the internal validity of this research. 

 

The interviewees were carefully selected (see appendix 3) based on the selection 



124 

 

criteria below, where the interviewee satisfied one or more criteria: 

 

(i) Those who joined the case firm prior to the acquisition, and still work at 

the firm or worked for a period of time after the case firm being acquired; 

and/or 

(ii) Those who were directly involved in the deal-making process; and/or 

(iii) Those who have expertise in the field of international M&As and the 

industry in which the case firm operates; and/or 

(iv) Those who have a thorough knowledge about the case firm, its rivals, 

and the industry, and have an objective opinion (e.g. equity research 

analyst) 

 

The interviewees were selected mainly from the acquired Korean firms, because they 

were regarded sufficiently knowledgeable to discuss the strategic, organisational, and 

operational changes that took place as a result of the acquisition. They were sourced 

by utilising the researcher’s family, academic, personal, and business connections. 

As the first criterion above shows, the interview data were collected from the 

respondents who were able to compare the pre-acquisition and post-acquisition 

situations. Multiple interviews were conducted for one case firm based on the same 

interview questions for the triangulation purposes (see section 4.5.1 below). For the 

same reason, interviewees were selected from different functional areas and 

hierarchical levels from the top management to the assistant manager level. A special 

effort was made to interview the ‘right’ respondents, who were able to answer the 

questions related to the research topic, as reflected in the second criterion. The third 

criterion is concerned with obtaining ‘objective’ information from the third parties, 

against which data from other sources can be triangulated. The last one also allows 

triangulation, plus providing analytical views on the case firm, its rivals, and the 

industry. The interview data, collected from a number of carefully selected 

respondents, are expected to provide diverse viewpoints, which offer the basis for 

constructing valid causal explanations. It also addresses the potential limitation of 

interview data pointed out by some critics, that is, the interview data are biased as 
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informants are image-conscious and engage in retrospective sensemaking 

(Eisenhardt & Graebner, 2007).  

 

(2) Documentation and Accounting Data 

 

It is of a particular importance, in the case study research, to cross-check and 

validate evidences from various sources, and examine them from diverse angles 

(Ghauri & Grønhaug, 2002). Therefore, extensive documentary information was 

collected to synthesise multiple perspectives, corroborate findings from interviews, 

and triangulate evidences. The documentary information about cross-border 

acquisitions in Korea was gathered from a range of bilingual, namely Korean and 

English, sources, as summarised below. Through the extensive collection of 

documents, this research aims to reduce biased selectivity, caused by incomplete 

collection of documents, and potential reporting biases of authors (Yin, 1994).  

 

(i) Extant literature; 

(ii) Reports and data published by private think-tanks in Korea, such as 

Samsung Economic Research Institute, LG Economic Research Institute, 

and Hyundai Research Institute; 

(iii) Government think-tanks, such as Korea Institute for Industrial 

Economics and Trade, and Korea Development Institute; 

(iv) Master’s and PhD degree theses, submitted to the universities in Korea, 

collected from the National Assembly Library in Korea; 

(v) Reports and data published by the Korean government institutions, such 

as the Bank of Korea, Korea Investment Service Centre
2
, and the 

Ministry of Knowledge Economy; 

(vi) Journal articles and books published in Korean, obtained from libraries 

of top three Korean universities, including Seoul National University, 

Korea University, and Yeonsei University; 

                                           
2 Korea Investment Service Centre (KISC) was established in 1998 to facilitate inward FDI into Korea. It 

provides a range of information, including FDI trends, statistics, and the FDI incentives provided by the 

government.  
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(vii) Reports and data published by trade associations in Korea, such as Korea 

Petrochemical Industry Association, Korea Elevator Safety Institute, 

Korea Automotive Research Institute, and Korea Alcohol & Liquor 

Industry Association; 

(viii) Company internal documents (provided by interviewees), press releases, 

websites, and published financial reports; and 

(ix) Newspaper articles, books, sell-side analyst reports, and magazines. 

 

The accounting data of the acquired Korean businesses were gathered mainly from 

DART online database, as noted above. All the selected case firms are not listed on 

the stock exchange, which means that they have no obligation to publish financial 

information. However, seven firms (out of the total of eight case firms) file the 

yearly audited financial reports to DART. The database was also accessed to obtain 

the competitors’ audited financial reports (if unlisted) or annual reports and business 

reports
3
 (if listed). They provided the competitors’ financial data, as well as industry 

analyses and market share. Otis Elevator Korea, one of the selected cases, is the only 

firm that does not file financial information to DART, and so its sales and profits 

information was obtained from the business reports of its rival, Hyundai Elevator. It 

was then triangulated with the information provided by newspaper articles, 

magazines, and interviewees. Some Korean sellers and all the foreign buyers are 

listed companies, and so their annual reports were sourced from their websites in 

order to gather various information, including the financial information of the target 

business prior to the acquisition. Newspaper articles and magazines also provided 

information about market share.  

 

4.4.2. Data Analysis 

 

This thesis uses a pattern-matching logic as a general analytic strategy, as it is 

regarded most suitable for a multiple case study research (Miles & Huberman, 1994; 

                                           
3 The listed Korean companies publish the business report that provides information on the company’s operation, 

industry, and competitors, as well as summarised financial statements. 
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Yin, 1994). It involves “comparing an empirically based pattern with a predicted 

one” (Yin, 1994: 106). In the multiple case study, an individual case study is 

regarded as a stand-alone entity or a ‘whole’ study (Eisenhardt, 1989; Yin, 1994), 

and, therefore, each case must be first analyzed in isolation (i.e. within-case analysis). 

This allows the unique conclusions or patterns to be found for each individual case. 

They should be linked to the research propositions introduced in the chapter 1 by 

explaining why and how a particular proposition was verified or not verified. Then, 

the patterns found in each case are compared across cases (i.e. cross-case comparison 

analysis). If cases support the same propositions, a replication can be claimed, as 

explained above. The literal replication can be achieved, if a same, ‘predicted’ 

pattern was observed in two or more case firms that achieved the improved financial 

performance. By contrast, the theoretical replication is achieved, if this pattern is not 

observed in a case firm with poor financial performance. Based on the matching of 

these systematic cross-case patterns, the initial set of propositions can be accepted or 

generalised to build a theory. However, if the cases produce contradictory results, the 

initial propositions should be rejected.   

 

4.5. The Quality of Research Designs 

 

Yin (2003) provides four criteria for evaluating the quality of case study research 

designs, including construct validity, internal validity, external validity, and 

reliability. This section explicates how the quality of research designs is assured on 

each account in this thesis. 

 

4.5.1. Construct Validity 

 

The case study research has been often criticised for lacking “a sufficiently 

operational set of measures” (Yin, 1994: 33) for the research questions addressed. 

The critics have articulated their concern on the use of data collected based on the 

investigator’s judgements in the case study research (Yin, 2003). Following Yin’s 

recommendations, this thesis performs ‘triangulation’ to enhance construct validity. 
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In this research, the same focal phenomenon is corroborated by ‘multiple sources of 

evidence’. The data were triangulated in various ways. As noted above, this research 

combines qualitative interview data and quantitative accounting data, which is one 

form of triangulation. Various interviewees from the case firm or the related 

companies were asked the same questions, so that data found from interviews for one 

case firm can be triangulated. A special effort was made to obtain multiple 

viewpoints on the same phenomenon of one case firm by interviewing respondents 

of different ranks and specialities; interviewing both current employees of the case 

firm and ex-employees; interviewing respondents from the selling side, who were no 

longer related to the case firm in question; and interviewing those who were 

involved in the deal-making process. Interview transcripts were also triangulated 

with more ‘objective’ data obtained through interviewing respondents from the third 

parties, including the sell-side equity analysts, industry analysts, and M&A 

specialists from the financial institutions. Interview data were further triangulated 

with extensive secondary data sources, including newspaper articles, books, 

published financial reports, sell-side analyst reports, magazines, private and 

government think-tank reports, data and reports published by the Korean government, 

extant literature (if available), company internal documents, and websites. 

Performing the several levels of triangulation to a substantial extent also decreases 

random measurement error (Kumar et al., 1993), and the possibility of 

misinterpretation (Ghauri, 2004). 

 

Construct validity is also improved by maintaining ‘a chain of evidence’ (Yin, 1994), 

for which this research establishes and sustains the explicit links between the 

research questions, the evidences, and the conclusions. This enables a reader to trace 

any evidence from the research questions to the conclusions or from the conclusions 

to the research questions. For this reason, all the original evidences used in this 

thesis are kept either in a hardcopy or a softcopy format. As noted above, interviews 

are tape-recorded and/or transcribed. In addition, all the information and data used 

are cited in the bibliography or footnote, revealing accurately all the data sources.  
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4.5.2. Internal Validity 

 

Internal validity refers to building a concrete, as opposed to spurious, causal 

relationship between x and y, which is not affected at all by some third factor z (Yin, 

2003). When conducting a case study, an investigator is required to ‘infer’ that an 

event in question was caused by a particular event occurred earlier, based on 

interviews and other data collected. However, many critics have raised their concern 

that it is difficult for the investigator to make correct ‘inferences’, and, therefore, the 

case study fails to achieve internal validity (Yin, 1994). However, this concern can 

be eased by the use of triangulation (Pauwels & Matthyssens, 2004), because it 

allows the various aspects of the research objects to be investigated based on the 

most ideal combination of data sources (Yeung, 1995). The triangulation of data 

sources provides a more accurate, comprehensive set of data on which an inference 

of causal relationship is based. The use of a case study protocol (see section 4.5.4 

below and appendix 2) minimises errors and biases in the research so that inferences 

can be made in confidence. This research collects data primarily through the open-

ended, semi-structured interviews, which facilitates the discovery of causal 

explanations during the interview. The interviewee may spot new, unexpected issues 

which provide a basis for establishing a causal relationship. Furthermore, the 

dominant mode of analysis for this research, the pattern-matching logic, bolsters 

internal validity. If the patterns of a particular causal relationship coincide across 

cases, it can be claimed that the correct inference of a causal relationship is made 

(Yin, 1994).  

 

4.5.3. External Validity 

 

External validity is concerned with the transferability of research findings. It can be 

achieved if the findings from one research can be generalised beyond the immediate 

case studies (Delattre et al., 2009; Yin, 2003). As noted above (see section 4.1.2), 

this research assures external validity by using analytic generalisation, where the 

theory built in one case is tested for its generalisability through replications of the 
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findings in seven more cases of this research.  

 

4.5.4. Reliability 

 

The reliability of research designs is assured if the different researchers can obtain 

the same results by repeating the procedures followed by this research (Delattre et al., 

2009). It can be achieved only when the errors and biases are eliminated throughout 

the research (Yin, 2003). Maintaining a chain of evidence is one way to enhance the 

reliability of the data in the case study research (see section 4.5.1 above). This 

research seeks to improve reliability by using a case study protocol (see appendix 2), 

as suggested by Yin (2003). The core of the case study protocol is the protocol 

questions, because the reliability of the interview data is the key determinant of the 

reliability of the whole case study research. It is different from the actual interview 

questions, as the protocol questions are posed to the investigator, not to the 

interviewee. They are intended to remind the investigator what information needs to 

be gathered, and the purpose of asking a particular question or what information the 

investigator wants to find out ultimately (Yin, 1994). They provide a guide to follow 

in the interview process, helping reduce errors and biases and maintain consistency. 

They are practically very helpful, as the interview questions are pre-released to the 

interviewee on request. The key reminders to the investigator contained in the 

protocol questions are not included in the interview questions, because some 

interviewees may feel that the investigator intends to gather sensitive information, so 

that they may decline to be interviewed. They may also feel that the interview 

process may last longer than informed, given the depth of information the 

investigator seeks. This means that the investigator needs to ask the interviewee the 

additional questions, not listed in the actual interview questions. Therefore, the 

reliability of the data collected from interviews depends heavily on the ability and 

skills of the investigator in conducting semi-structured interviews. The investigator 

is well-trained to perform the required level of interviews, as he has written a thesis 

for B.Sc. degree based on the data collected from more than twenty semi-structured 

interviews.  
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4.6. Chapter Summary  

 

The multiple case study research approach is chosen for this thesis, because it is the 

most suitable methodology for answering the central questions this thesis aims to 

answer, including: ‘why’ a Korean firm was acquired by a foreign firm, and whether 

the motivations were financially opportunistic or strategic; ‘why’ the foreign 

acquisitions of Korean firms produced improved financial performance in some 

cases, and failed in others; and ‘how’ the financial success was achieved. The chosen 

methodology is also desirable, given the inadequacy of the conclusions drawn by 

extant literature, which lacks empirical substantiation. This chapter examined the key 

advantages of case study, compared to quantitative methodology. The case study 

research is deemed more appropriate to discover the contemporary set of strategic, 

organisational, and operational factors that have affected the success of a cross-

border acquisition in Korea; when the relevant factors cannot be manipulated; when 

the contextual condition is important; and to examine the longitudinal transition 

processes. In particular, by combining the qualitative interview data with the 

quantitative accounting data, this thesis achieves uniqueness and originality in 

methodology. The use of accounting study is required not only to measure the 

financial performances of acquired firms, but also to achieve triangulation to 

enhance the construct and internal validity of this research. This chapter also showed 

how eight cases were selected based on the theoretical sampling approach. The four 

criteria provided the basis for case selection, and, in particular, polar type cases were 

deliberately selected to achieve analytic generalisation. It introduced the framework 

for analysis, which provided the basis for designing the interview questions. This 

research adopts an open-ended, semi-structured interview method for data collection. 

It is appropriate for a theory building study where the focal phenomenon is relatively 

unknown so that the discovery of new causal relationships or insights is required. In 

addition to accounting data, extensive documentation is used for data triangulation, 

and analysis based on multiple perspectives. This thesis uses a pattern-matching 

logic as a general analytic strategy in order to ensure the generalisability of research 

conclusions. Lastly, the chapter explicated thoroughly how the quality of research 
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designs was assured in this thesis, based on the four criteria, including construct 

validity, internal validity, external validity, and reliability. 
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5. Creating a Competitive Challenger:                                       

Samsung Tesco 

 

 

This chapter explores the Tesco-Homeplus acquisition case. In the wake of the 1997 

Asian financial crisis, Homeplus, a hypermarket chain in Korea, went bankrupt due 

to its high level of debts. The business was fundamentally weak, lacking key 

resources and capabilities to take advantage of the rapidly growing Korean market. 

However, its competitiveness improved as a result of the acquisition, thanks to 

Tesco’s effective transformation. It transferred the required resources and 

capabilities, integrated them with the target’s complementary resources and 

capabilities, and developed further integrated and coordinated resources and 

capabilities. The acquired business expanded rapidly, and so improved the 

performance fundamentals that it moved from sixth largest Korean hypermarket to 

second place. This chapter consists of five sections. First, it introduces the Tesco-

Homeplus deal. The second section examines the motivation and strategy of Tesco 

and Homeplus behind the acquisition. Case findings reveal that strategic 

consideration was one of the main drivers of the deal, in which both parties sought 

complementary resources and capabilities. Third, the chapter explores the post-

acquisition transformation of the acquired business. It shows how Tesco 

implemented successful transition management. In the fourth section, the financial 

performance of the acquired business is examined in depth. Fifth, there is a summary 

and conclusion. 

 

5.1. Introduction of the Deal 

 

Samsung Tesco was established on the 23
rd

 March 1999, when Samsung 

Corporation
1
 and Tesco

2
 agreed to form a joint venture in South Korea. At the time, 

the retail segment of Samsung Corporation was running two hypermarkets under the 

Homeplus brand. At the beginning, Tesco had a 51 per cent stake in the venture, for 

                                                 
1 Samsung Corporation (later renamed Samsung C&T Corporation) is one of the core subsidiaries of Samsung 

Group (Jeong, 2004).  
2 Tesco is one of the world’s leading retailers, headquartered in the UK. 
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which it invested £80 million (US$250 million) in cash (Suh & Howard, 2009). 

Samsung Corporation invested the two existing Homeplus hypermarkets and three 

development sites, altogether worth £80 million, for the remaining 49 per cent stake. 

As a result, the joint venture started with net assets of £160 million (Tesco annual 

report, 1999). In the same year, Tesco further invested £50 million to increase its 

share in the venture to 81 per cent (Palmer, 2006). Samsung Corporation made 

proceeds of 20 billion won from selling its stakes to Tesco. In other words, the sale 

price of the shares was 20 billion won higher than their book value (Interview, Ahn, H. 

M., 8
th

 May 2006; Kim, J. N., 2007). Three years later, in February 2002, Tesco 

acquired an additional 8 per cent stake in the joint venture (Tesco annual report, 

2002). It increased its holdings to 94 per cent in 2008, and to 97 per cent in 2011 

(Tesco annual report, 2008, 2011). Although the official name of the joint venture 

was Samsung Tesco, Tesco decided to use the Homeplus brand in Korea. In other 

words, all of the Tesco’s stores in Korea are branded Homeplus. The joint venture 

was renamed Homeplus in February 2011 (Homeplus business report, 2011).
3
 

 

5.2. Motivation and Strategy for Cross-Border M&A 

 

5.2.1. Samsung Corporation and Homeplus 

 

In 1997, Samsung Group had two newly-established businesses, the automobile 

business (Samsung Motors, see chapter 6) and its retail business. In March 1994, 

Samsung Corporation established its retail division, and set up two hypermarkets 

under the Homeplus banner, along with three department stores, including U2 Zone, 

Samsung Plaza Seoul, and Samsung Plaza Bundang, on the outskirts of Seoul 

(Interview, Kook, Y. S., Shim, H. B., 17
th

 May 2006). The retail business was 

regarded as the group’s future cash cow, and Samsung Group had a long-term 

strategic intention to grow the business, as reflected in its investment plan, totalling 

3.2 trillion won by 2010, announced in early 1997 (Next Economy, 2006). Samsung 

used leverage, beyond its ability to repay, to establish and run the retail business. 

Prior to the financial crisis, the interest rate on loans in Korea was around 10 per cent. 

As the margin in the department store business is roughly 30 - 35 per cent, Samsung 

                                                 
3
 In this thesis, the previous name, Samsung Tesco, is used throughout. 
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calculated that it could generate sufficient profits after covering interest payments. 

However, the financial crisis led to a severe fall in consumption and the escalation of 

the interest rate to 25 - 30 per cent (Lee & Rhee, 2007; Yoon & Kim, 1998). 

Undoubtedly, a distribution business with an extremely high gearing of 

approximately 600 per cent was not sustainable (Korea Economic Daily, 26
th

 

September 2007). Its newly-opened stores, in 1997, were unable to compete against 

already well-established multinational retailers with scale economies, and consumer 

confidence was plunging rapidly, leading to a large fall in sales. The business 

eventually filed for bankruptcy on 23
rd

 November 1997 (Interview, Kook, Y. S., 

Shim, H. B., 17
th

 May 2006). The company reported accumulated loss of 249 billion 

won (roughly US$200 million) in 1998 (Suh & Howard, 2009).  

 

In 1998, Samsung began looking for a potential joint venture partner under the 

management of Hyun Myung Kwan, the CEO of Samsung Corporation at the time, 

and Lee Seung Han, who was leading the Distribution Division, and also CEO of the 

joint venture at a later date. Samsung searched for one and a half years, approaching 

the leading hypermarket businesses of the US and Europe, including Wal-Mart, 

Carrefour, and Japanese general trading companies (Interview, Ahn, H. M., 8
th

 May 

2006). Samsung decided that Japanese general trading companies were not 

appropriate buyers, as they lacked experience of retail hypermarkets (Interview, Choi, 

K. S., 9
th

 May 2006). Tesco was regarded as an appropriate buyer for many reasons. 

Above all, Tesco had financial resources, and managerial, organisational, and 

operational resources and capabilities that Samsung’s business needed. There were 

three other strategic reasons that led Samsung to sell the business to Tesco, as 

follows. 

 

(1) The Acquirer’s Post-Merger Integration Strategy 

 

Samsung researched the post-acquisition integration strategy of Tesco, most 

prominently its acquisition of Lotus chain in Thailand. Tesco had established the 

joint venture with a local partner
4

 and focused on ‘glocalisation’ (combining 

                                                 
4 On 20th May 1998, Tesco purchased a 75 per cent stake in Lotus for £206 million (Palmer, 2006; Tesco annual 

report, 1999). 



 
 
 

 136 

globalisation with localisation), employing global standards and local know-how. 

This directly contrasts with other potential buyers’ stance, where they intended to 

establish their own businesses, replicating a global standard without altering to local 

culture and peculiarities. Examples were Carrefour and Wal-Mart in Korea 

(Interview, Kook, Y. S., Shim, H. B., 17
th

 May 2006; Kim, J. N., 2007). 

  

(2) Acceptance of General Public or ‘Face’ (chemyun in Korean) 

 

Influenced by Confucianism, Korea is a group-oriented society (Park, 2001) in 

which ‘face’ (chemyun in Korean) (Meek & Song, 1993) is important. The idea of 

‘face’ refers to society’s perception of an individual, and is deeply related to one’s 

reputation. For this reason, Samsung had to look for a partner with a similar status in 

the corporate world, and Tesco, with its market leadership in the UK, as well as a 

highly respected status, could satisfy this condition (Interview, Choi, K. S., 9
th

 May 

2006). Samsung’s flagship company, Samsung Electronics, ranked 42nd in the 

Financial Times/PricewaterhouseCoopers World’s Most Respected Companies 

Survey in 2002. Tesco came 24th in the same survey (Financial Times, 16
th

 January 

2004). It is true that Samsung was desperate for cash, but, at the same time, it was 

important that its deal was perceived well by the general public in Korea. One 

mistake could have damaged the brand image of Samsung Group as a whole 

(Interview, Ahn, H. M., 8
th

 May 2006). 

 

(3) The Attractive Deal Structure 

 

Only Tesco accepted the Samsung’s sale condition that the joint venture could be 

established on a cash investment for a 51 per cent stake, while Samsung Corporation 

invested the existing assets (Kim, J. N., 2007; Korea Economic Daily, 26
th

 

September 2007). Understandably, Samsung Group could not afford to invest cash, 

given its liquidity problem. Importantly, Tesco was the only company that was 

committed to retain all the employees of Samsung. This was an important issue for 

Samsung (Interview, Kook, Y. S., Shim, H. B., 17
th

 May 2006). In the Korean neo-

Confucian society, where harmony and unity (inwha in Korean) is valued most 

(Chang, 1989; Chang & Chang, 1994; Cho & Yoon, 2002; Lee, 1989; Meek & Song, 
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1993; Park, W. W., 2001; Rowley & Bae, 2001, 2002, 2004; Rowley et al., 2004; 

Song & Meek, 1998), responsibility to employees is paramount. Otherwise, it will 

invite negative publicity and adversely impact upon corporate image. Indeed, “within 

the broader Confucian belief, a master (company) is responsible for taking care of a 

servant (employee) as if a family member” (Meek & Song, 1993: 307). In Korea, 

where the company is seen as a community or even a family, employees are asked to 

have ‘sincerity’ towards the company. If the company does not care about its 

‘sincere’ employees, the employees and general public will deem it a ‘betrayal’. 

Therefore, such an attitude will lose ‘trust’ (shin in Korean) (Song & Meek, 1998) in 

Korean society as a whole.  

 

5.2.2. Tesco 

 

(1) Objectives 

 

The acquisition of Homeplus was a part of Tesco’s global expansion drive. Tesco 

began its internationalisation relatively late. The first incidence was its entry into 

France in 1993. Some European rivals engaged in international expansion earlier. 

For instance, Carrefour of France made a foray into Belgium in 1969; Ahold of the 

Netherlands expanded into Spain in 1973; and Metro of Germany made inroads into 

the Netherlands in 1968 (Palmer, 2004). The internationalisation of the West 

European and US food retailers gained momentum in the late 1980s (Dawson, 1994, 

2001; Evans & Mavondo, 2002; Finney, 1997; Myers & Alexander, 2008; Severin et 

al., 2001). Many scholars sought to find drivers behind the expansion of European 

retailers into other parts of Europe. However, despite noticeable instances of the 

internationalisation into East Asia (Davies, 2000; Finney, 1997; Goldman, 2001; 

Mulhern, 1997; Schmekel & Larke, 2002; Shiu & Dawson, 2002), including South 

Korea, and fast growing retail industries in the region (Howard, 2009), there is a 

limited amount of research (Dawson & Lee, 2004). The following table summarises 

the drivers behind retailer internationalisation into Europe, America and Asia, either 

explicitly or implicitly cited by various studies to date. 
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Table 5.1: Drivers behind retailer’s internationalisation 

Drivers Explanations Literature 

Reactive 

response 

pushed by home market saturation 

and intensified competition 

 

Alexander, 1990a, 1995 (to a small degree); 

Burt, 1986, 1989; Dawson, 1994, 2001; 

Economist Intelligence Unit, 2003; 

Finney, 1997; Gielens & Dekimpe, 2001; 

Goldman, 2001; Kacker, 1985, 1986a, 1986b; 

Myers & Alexander, 2008;  

Salmon & Tordjman, 1989; Sternquist, 1998; 

Suh & Howard, 2009;  

Thompson & Knox, 1991; 

Treadgold, 1988, 1991; 

Treadgold & Davies, 1988;  Williams, 1992a 

Proactive 

response 

(desire to 

achieve higher 

growth) 

motivated by host market 

opportunity; higher profit margin or 

ROI in the host country due to 

competitive and/or cost structure 

 

Alexander, 1990a, 1990b, 1995;  

Burt, 1986, 1989; Davies, 2000; 

Dawson, 1994, 2000, 2001;  

Economist Intelligence Unit, 2003; 

Finney, 1997; Goldman, 2001; Howard, 2000; 

Myers & Alexander, 2008; Pellegrini, 1994;  

Salmon & Tordjman, 1989;  

Suh & Howard, 2009; 

Thompson & Knox, 1991; Tordjman, 1988; 

Treadgold, 1991; Williams, 1992a, 1992b 

Favourable 

host market 

conditions 

favourable operating environment 

and real estate opportunities of the 

new market; favourable exchange 

rate; favourable labour climate and 

share prices in the target market 

Alexander, 1995 (to a small degree); 

Williams, 1992a 

Shareholders’ 

expectation of 

growth 

expectation on the retailer to 

maintain high growth rate (when the 

home market is saturated) 

Kirchgaessner, 2001; Dawson, 2001;  

Economist Intelligence Unit, 2003; 

Palmer, 2004;  

Policy 

restraints 

legal growth restrictions in the home 

country, such as land-use planning 

controls in the UK 

Dawson, 1994, 2001;  

Economist Intelligence Unit, 2003; 

Finney, 1997; Salmon & Tordjman, 1989; 

Suh & Howard, 2009; Williams, 1992a 

Removal of 

barriers to 

entry 

host government removes or lowers 

the barriers to entry for overseas 

retailers 

Davies, 2000; Dawson, 1994, 2000, 2001;  

Dawson & Lee, 2004; Finney, 1997;  

Palmer, 2006; Williams, 1992a 

Availability of 

undervalued 

assets  

(i.e. fire-sales) 

host country economic distress;  

depressed share price of target firm 

Palmer, 2006; Davies, 2000; Dawson, 2000; 

Suh & Howard, 2009; Williams, 1992a 

Geographical 

diversification 

spreading of financial, political, and 

operational risk over numerous, 

possibly unrelated, markets 

Dawson, 1994;  Salmon & Tordjman, 1989 
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Others  

 

 

to use surplus capital or free cash 

flow; to gain access to new capital 

sources at lower cost; acquisition 

opportunities; management drive; to 

gain new retailing technique and 

technology; consolidation of 

purchasing power or to benefit from 

economies of scale; to follow 

existing loyal customers abroad;  

to gain first-mover advantage;  

encouragement by manufacturer-

suppliers wishing to foray into new 

markets; defensive reasons   

Alexander, 1995; Dawson, 1994;  

Kacker, 1985, 1988; 

Myers & Alexander, 2008;  Pellegrini, 1994;   

Salmon & Tordjman, 1989;  

Treadgold, 1988, 1990; Williams, 1992a; 

Wrigley, 2000 

 

In summary, the debate on motivators revolves around ideas of reactive and 

proactive internationalisation (Alexander, 1990a, 1995; Kacker 1985; Williams, 

1992a). Some believe that the internationalisation of retailers was a reactive response 

to home market saturation. Indeed, the UK food retailing market showed signs of 

saturation in the late 1980s, and the degree of competition was very high (Wrigley, 

1987, 1991). The future growth prospects were low, as the UK economy was 

growing slowly (Economist Intelligence Unit, 2003). In addition, planning 

restrictions hindered retailers’ ability to open new stores or enlarge store space. 

Nevertheless, shareholders still expected retailers to deliver a return of up to 15 per 

cent (Kirchgaessner, 2001). Against these backdrops, “serious questions were being 

asked by the financial analysts concerning Tesco’s ability to step up their expansion 

programme in the UK” (Palmer, 2004: 1087). In response, after its foray into France 

in 1992, Tesco commenced its expansive internationalisation policy. The number of 

stores outside the UK grew at a rapid rate from 163 in 1998 to 2,665 in 2010 (see 

chart 5.1 below). From 1992 to 2007, Tesco made inroads into fourteen countries 

(see table 5.2 below). In fact, Tesco made its first international expansion in 1978 to 

Ireland by acquiring the controlling stake of Albert Gubay’s Three Guys, but it 

withdrew later in 1986. Tesco re-entered the country in 1997 through the majority 

acquisition of ABF, the largest food retailer in Ireland. It expanded into France with 

the acquisition of Catteau in 1992, but exited in 1997 (Palmer, 2004). Tesco also 

exited Taiwan in 2005 (Guardian, 30
th

 September 2005). 
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Chart 5.1: Tesco’s number of stores outside UK 

 

Source: Tesco annual report 1998 - 2011 

Note: Tesco’s accounting year is from March to February. For instance, 2010 figure covers the period from 

March 2010 to February 2011. 

 

Table 5.2: Number of overseas stores owned by Tesco (February 2010) 

Country Year of Entry Number of Stores 

 

Czech Republic 1996 136 

France 1992 0 

Hungary 1995 176 

Poland 1996 336 

Republic of Ireland 1997 119 

Slovakia 1996 81 

Turkey 2003 105 

China 2004 88 

Japan 2003 142 

Malaysia 2002 32 

South Korea 1999 305 

Taiwan 2000 0 

Thailand 1998 663 

USA 2007 145 

Total  2,328 

Source: Tesco annual report (2010); Palmer (2004) 
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Tesco has been able to sustain growth through its internationalisation (Dawson, 

2001; Pellegrini, 1994; Wrigley, 2000). Chart 5.2 below shows how the number of 

Tesco’s stores increased from 1997 to 2010. There was a large increase in the 

number of UK stores in 2002, due to the acquisition of T&S Stores, a convenience 

retailer chain with 870 outlets (Tesco annual report, 2003).  In the period from 1997 

to 2010, Tesco’s total number of stores grew rapidly from 781 to 5,380. A large part 

of the growth is attributable to the global expansion. In 1997, overseas stores 

accounted for 21 per cent of the total number of stores, whereas, in 2010, almost half 

of Tesco’s stores were located overseas. Tesco’s sales grew rapidly as it expanded 

(see chart 5.3 below), and the sales growth rate in overseas markets was higher. 

From 1994 to 2008, the UK average annual sales growth rate was 10.7 per cent, 

while it was 34.1 per cent in the overseas operations. From 1993 to 2008, UK sales 

grew by 358 per cent, much below the overseas operation (6,278 per cent).  

 

Chart 5.2: Tesco’s number of stores 

 

Source: Tesco annual report 1998 - 2011 

Note: Tesco’s accounting year is from March to February. For instance, 2010 figure covers the period from 

March 2010 to February 2011. 
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Chart 5.3: Tesco’s turnover (excluding VAT) 

 

Source: Tesco annual report 1994 - 2009 

Note: 1. Tesco’s accounting year is from March to February. For instance, 2008 figure covers the period from 

March 2008 to February 2009. 

2. In 2008, Tesco also generated sales of £206 million in the US. 

 

It is also suggested by some researchers (e.g., Alexander, 1995; Pellegrini, 1994; 

Williams 1992a) that a defensive motive was instrumental for UK retailers. Having 

seen other rivals grow in size across the world, perhaps gaining first-mover 

advantages, retailers felt obliged to emulate. Indeed, despite some developments, 

Tesco was still relatively less international than several other operators. By 1999, its 

European rival, Carrefour of France, had built a presence in 25 countries, while 

Tesco had stores in only 6 (Palmer, 2004). Compared to other multinational retailers, 

Tesco entered the Korean market relatively late. Its rivals, Carrefour and Wal-Mart, 

were already established.  

 

Others, on the other hand, argue that internationalisation was proactive. In other 

words, the retailers were driven not by the push factors, namely home market 

saturation, but primarily by pull factors and host market opportunity, including the 

current and potential size of the target market, underdeveloped retail formats, and 

lower competition in the host country (Alexander, 1995; Davies, 2000; Dawson, 

2000; Finney, 1997; Goldman, 2001; Howard, 2000; Myers & Alexander, 2008; 

Sternquist, 1998; Treadgold & Davies, 1988; Williams, 1992a). This view 
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emphasises ownership advantage as a prerequisite for internationalisation, which 

includes the retailer’s advanced operating format, or retail know-how and technique 

(Alexander, 1990a, 1995, 1997; Kacker, 1986b; Pellegrini, 1994; Salmon & 

Tordjman, 1989; Treadgold & Davies, 1988; Vida et al., 2000; Williams, 1992a; 

1992b) (see subsequent section for more detailed analysis of this issue). The retailers 

with ownership advantages would be pulled to an attractive location, such as Korea. 

Fully liberalised in 1996 (Datamonitor, 2008; Kim, J. N., 2007), the Korean 

hypermarket industry had huge growth potential (Kim & Lee, 2007a). With a 

population of 46 million, Korea’s GDP per capita was 70 per cent of that of the UK 

(Tesco annual report, 1999), and, as a still-developing economy, the income growth 

rate of Korean consumers was faster than that of the UK (Goldman, 2001). Korea 

was until the early 1990s dominated by tiny corner supermarkets with an average 

floor space size of 10m
2
, typically operated by several family members. These shops 

could not enjoy the benefits of scale economies, let alone meet the increasingly 

diversifying consumers’ needs (Suh & Howard, 2009). In November 1993, 

Shinsegae, the Korea’s third-largest department store, expanded into the 

hypermarket business, and established the country’s first hypermarket, E-Mart 

(Shinsegae business report, 2004). The leading department store, Lotte, also 

launched its hypermarket, Lotte-Mart, in April 1998 (Suh, 2004).
5
 Multinational 

retailers penetrated into Korea. Costco Wholesale (US) in 1994,
6
 Carrefour (France) 

and Makro (The Netherlands) in 1996, and Wal-Mart (US) in 1998 entered the 

Korean market (Korea Economic Daily, 13
th

 August 1998; Lee et al., 2004; Maeil 

Business Newspaper, 23
rd

 January 1997; New York Times, 23
rd

 May 2006). In 1999, 

Promodès (France)
7
 came to Korea, when there were only around 25 hypermarkets 

in a fast-growing market (Tesco annual report, 1999). The 1997 crisis fuelled an 

increase in the demand for low-priced goods in Korea, as consumers became more 

price-sensitive (Kim & Lee, 2007a). For 12 years from 1999, the size of the 

hypermarket industry in Korea more than quadrupled from 7.6 trillion won in 1999 

to 33.8 trillion won in 2010, with an average annual growth rate of 24.4 per cent (see 

chart 5.4 below).    

 

                                                 
5 Lotte-Mart website at http://company.lottemart.com/company/history_1998.jsp 
6 Costco operates under the ‘Price Club’ brand in Korea (source: Costco website at www.costco.co.kr). 
7 Carrefour and Promodès merged in 1999 (Financial Times, 18

th
 November 2008a). 
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Chart 5.4: The size of hypermarket industry in Korea 

 

Source: Statistics Korea 

 

Some researchers (e.g. Davies, 2000; Dawson, 2000; Palmer, 2006; Suh & Howard, 

2009) considered the availability of undervalued local retailers in Asia as a motivator 

of retail internationalisation. For instance, Palmer (2006) argues, based on case 

evidence, that the initiation of cross-border joint venture between retailers was often 

contingent upon host country economic conditions, impacting upon the strength of 

the local partner. He provided the case of Tesco in Thailand and Korea as supporting 

evidence. The 1997 Asian crisis facilitated cross-border joint venturing, and, without 

the economic crisis, such opportunities would probably not have emerged. The crisis 

triggered falling real estate costs and market deregulation in many Asian countries 

(Palmer, 2006). However, their views cannot be generalised, as they have failed to 

prove empirically if the acquired businesses sold at a fire sale price. 

 

In this section, it was established that Tesco’s acquisition of Homeplus was driven 

by both the ‘push’ and ‘pull’ factors. It was imperative for Tesco to expand overseas, 

given the saturation of its home market, legal restrictions to growth, and 

shareholders’ expectations. It also had a defensive motive. The Korean market was 

underdeveloped and potentially hugely lucrative, and Tesco received tax incentives 
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from the Korean government (Interview, Ahn, H. M., 8
th

 May 2006). However, it is 

still unclear why Tesco decided to pursue an acquisition, as an alternative to 

greenfield investment, and why it chose Homeplus. As postulated by a number of 

researchers (e.g. Alexander, 1995; Dawson, 2001; Myers & Alexander, 2008; 

Williams, 1992a), we need to think beyond the ‘push’ and ‘pull’ dichotomies, given 

the complexity of motivation behind retail internationalisation.  

 

(2) Transfer of Resources and Capabilities 

 

There have been attempts explicitly to apply the OLI paradigm to retail 

internationalisation (e.g. Bourlakis, 2001; Dawson, 1994; Pellegrini, 1994; 

Sternquist, 1997). Pellegrini (1994) argues that the rationale behind retail 

internationalisation is to capitalise on ‘proprietary know-how’ (i.e. ownership 

advantage) in another location. Having investigated those factors by applying the 

OLI paradigm to multinational retailers in the Greek hypermarket industry, 

Bourlakis (2001) postulated that the internalisation advantage, especially logistics 

and logistics information technology systems, is becoming an overriding motive. 

Table 5.3 summarises the OLI advantages in retailing, as identified in leading 

publications. At a glance, the OLI paradigm is applicable for explaining retail 

internationalisation. Retailers with ownership advantages may choose to make direct 

investments in an attractive location abroad, because their proprietary advantages, 

such as know-how and advanced store formats, cannot be protected by patents, and 

are usually easy to imitate. Therefore, direct investment, instead of licensing or 

franchising, is desirable (Pellegrini, 1994).  

 

Table 5.3: The application of the OLI paradigm to retailing 

Ownership 

Advantages 

own brand products, brand image, management capabilities, experience on 

specific store formats, individually refined sales method (e.g. McDonalds) 

Location 

Advantages 

host country’s infrastructure, availability of premises, incentives provided by 

the host country government, lower factor costs, host country market 

opportunities 

Internalisation 

Advantages 

multinational retailer’s expertise in logistics and logistics information 

technology systems, legal constraints to franchising, absence of suitable 

licensees, acquisition opportunities, unfamiliar business practices in the host 

country 

Source: Bourlakis (2001: 15); Dawson (1994: 269-270) 
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However, as noted in chapter 3, Dunning’s OLI paradigm fails to explicate fully the 

motivation of cross-border M&As, and, therefore, retail internationalisation 

involving cross-border M&As. In its origins, the OLI paradigm appears to focus 

more on the internationalisation of manufacturing firms through greenfield FDI 

(Alexander & Myers, 2000; Bourlakis, 2001; Dawson, 1993, 1994; Sparks, 1996). 

As Dawson (2007) identifies, retail and manufacturing internationalisation are 

fundamentally different, as retailers must deal with customers in their local market 

so that all retail firms must be localised to a greater degree. According to the OLI 

paradigm, the investor should possess the ownership advantages to engage in 

internationalisation, but it is questionable if Tesco had such advantages. The Tesco 

brand was hardly known in Korea, and Tesco could not replicate its very successful 

UK store formats in Korea due to highly specific local tastes. As will be discussed 

later in this chapter, Wal-Mart and Carrefour could not succeed in the Korean market, 

because they deployed their global best practice (i.e. ‘O’ advantages) without 

altering to suit the local retail culture. This reflects the view that “the competitive 

advantage gained in the domestic market…… cannot be assumed to travel, and may 

have to be rebuilt in the foreign market” (Brown & Burt, 1992: 81). The RBV/DCA-

complemented OLI paradigm can provide a more adequate explanation of the 

acquirer’s motives, as noted in chapter 3. Tesco’s primary objective was to capitalise 

on the rapid growth of Korean hypermarkets, and it was confident that some of its 

resources and capabilities, including international acquisition, expansion, and 

operations expertise, as well as financial resources, were highly useful, but only if 

combined with Samsung’s complementary resources and capabilities.  

 

(3) Resources and Capabilities Retention 

 

In order to exploit successfully the growth opportunities of the Korean market, Tesco 

needed to gain complementary resources and capabilities, including brand image, 

and local market knowledge. The shortage of knowledge about local markets and 

operations has been seen as a major hindrance to retail internationalisation (Dupuis 

& Prime 1996; Lane & Hildebrand, 1990), and the localisation of management 

practices and operations was recommended by many scholars (e.g. Martenson, 1987, 

1988). For this reason, Tesco’s primary mode of internationalisation has been a 
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store-by-store growth based on joint ventures with local partners (Financial Times, 

15
th

 May 2008; Palmer 2004). Asian consumers are much more price-sensitive, and 

regarded as highly demanding, and seeking variety. Therefore, the Asian market was 

and is tough to penetrate (Economist Intelligence Unit, 2003).  Joint venturing with 

Homeplus enabled Tesco to tackle the unfamiliar consumer and retail culture (Suh & 

Howard 2009). 

 

In addition to its knowledge about local market and retail culture, Homeplus had a 

range of qualities that Tesco needed to succeed in the unfamiliar Korean market. 

Above all, Tesco was attracted to the power of Samsung, and its Homeplus, brand. 

Samsung is the most powerful brand in Korea and the most well-known Korean 

brand worldwide. In 2001, Interbrand, the world’s leading brand consultant, valued 

the Samsung brand at $6.4 billion, the 42nd highest in the world. Samsung was the 

only Korean brand ranked in the top 100.
8
 In Korea, Samsung undoubtedly has the 

reputation for offering goods and services of the highest quality. As Tesco was not 

known at all to the general public in Korea, it was important for Tesco to cling to the 

Samsung Homeplus brand. For this reason, Tesco paid to use the Samsung brand in 

Korea. Samsung Tesco paid a set percentage of sales revenue as brand royalties to 

both Samsung Corporation and Tesco. For instance, in the accounting year ending 

February 2007, the company transferred 1,964 million won to Samsung Corporation 

and 2,059 million won to Tesco (Samsung Tesco audited financial report, 2007). 

Joint venturing with a minority stake owned by Samsung Corporation, and the use of 

the Samsung Homeplus brand also allowed Samsung Tesco to avoid negative 

reactions from the general public, which was common towards foreign businesses in 

Korea, as noted in chapter 1 (Interview, Kook, Y. S., Shim, H. B., 17
th

 May 2006). 

 

Tesco was attracted to Samsung’s high quality employees. It was noted above that 

Samsung wanted an acquirer, intending to retain all employees in order to avoid 

negative publicity. For Tesco, employee retention was a specific goal, as it would 

maintain knowledge about the local market and retail culture (Interview, Choi, K. S., 

9
th

 May 2006). At the inception of the joint venture, all employees of Homeplus 

                                                 
8 Interbrand website at  

http://www.interbrand.com/en/best-global-brands/best-global-brands-2008/best-global-brands-2001.aspx 



 
 
 

 148 

were free to join Samsung Tesco. However, their work contract inhibits them from 

moving back to Samsung Corporation for 5 years. This is because Tesco feared the 

leakage of knowledge to a potential competitor (Interview, Kook, Y. S., Shim, H. B., 

17
th

 May 2006).  

 

5.2.3. Section Summary 

 

The sale of bankrupt Homeplus was a part of group-wide restructuring to improve 

the liquidity position, and to reduce the debt-to-equity ratio. Samsung Corporation 

chose Tesco as a buyer for its hypermarket business for many strategic reasons. 

Above all, Tesco had required financial resources, and managerial, organisational, 

and operational resources and capabilities. Second, Samsung was attracted to 

Tesco’s glocalisation-based post-acquisition strategy, previously implemented in its 

joint venturing with a Thai hypermarket. Third, Tesco’s high reputation allowed 

Samsung to maintain ‘face’. Fourth, Tesco intended to retain all of Samsung’s 

employees, and agreed to form a joint venture in which Samsung invested only real 

assets. 

 

For Tesco, the acquisition of Homeplus was part of its global expansion drive. Tesco 

was pushed by the saturation of its home market and legal restrictions to growth. It 

was imperative for Tesco to expand globally and satisfy the shareholders’ 

expectations of sustained growth amid the rapid internationalisation of its rivals. 

Tesco was pulled by the growth potential of the Korean market. The Korean 

hypermarket was underdeveloped, and the Korean government provided tax 

incentives. Tesco had some of the required resources and capabilities to exploit the 

growth opportunity in Korea, including financial resources, expansion know-how, 

and operations expertise, plus proficiency in international acquisition. In order to 

succeed in the unfamiliar Korean market, it was essential for Tesco to acquire 

Homeplus’ complementary resources and capabilities, including the well-known 

local brand, knowledge about the local market and retail culture, and competent 

human resources. Tesco could avoid negative public opinions by using the 

Homeplus brand and involving Samsung Corporation in the joint venture. 
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5.3. Outcomes of Cross-Border M&A 

 

5.3.1. Changes in Organisational Structure, Personnel and Decision-Making 

 

(1) Organisational Structure 

 

Tesco has introduced a less-hierarchical, flatter organisational structure, namely its 

‘Work Level System’. The number of hierarchical levels is reduced from 11 to 6 (see 

table 5.4 below), as several levels are regrouped into one level (see table 5.5 below). 

The new structure allows faster decision-making, as the chain of command became 

much shorter (Interview, Kook, Y. S., Shim, H. B., 17
th

 May 2006). 

 

Table 5.4: The implementation of Tesco’s Work Level System  

Before: 11 Levels After: Simpler Hierarchy 

11 Sajang CEO 

10 Boosajang  

5 9 Jeonmoo 

8 Sangmoo 4 

7 Yisa  

3 6 Bujang 

5 Chajang  

2 4 Guajang 

3 Daeri 

2 Jooim  

1 1 Sawon 

Source: Interview, Kook, Y. S., Shim, H. B., 17th May 2006 

 

Tesco has transferred its expansion and operations know-how through developing a 

range of specialist units. For instance, it introduced a ‘Property’ unit. Led by 

expatriate managers, it specialises in finding the most profitable premises, which 

partially determines the return on investment (ROI) of the store. As the company 

expands rapidly (see chart 5.5 below), more specialised units emerged in the 

Operations Department, including local headquarters and a unit specialising in the 

measurement of productivity (Interview, Kim, W. K., 6
th

 July 2006).  
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Table 5.5: Span of control before and after the implementation of Work Level System 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Interview, Kook, Y. S., Shim, H. B., 17th May 2006 

 

(2) Human Resource Transfers 

 

Tesco improved the organisational capabilities of Samsung Tesco by transferring 

specialists from its headquarters. It sent directors and managers to lead the business 

functions, where the new venture lacked know-how and capabilities, including the 

Finance & Strategy Unit and others for Property, Customer Insight (CIU), 

Operations, and Commercial Grocery (overseeing procurement). However, Tesco 

appointed a local Marketing Director, as the localisation of marketing activities is 

critical to the hypermarket industry. As of 2006, at work level 5, there are three 

expatriate directors (Finance & Strategy, Operations, Commercial Grocery) and 

twenty Koreans. Tesco also sent five manger-level expatriates (Interview, Ahn, H. M., 

8
th

 May 2006; Our Talent - Homeplus People, Samsung Tesco internal HR document, 

May 2006; Interview, Kook, Y. S., Shim, H. B., 17
th

 May 2006). As of 2011, there 

are six expatriates, including three directors at work level 5 (Food & Non-Food 

Procurement, Finance, and Operations), two senior managers at work level 3 

(Property & Strategy, and Tesco Operating Model), and a manager at work level 2 

Bujang Bujang 

Chajang Chajang 

Guajang 

Guajang 

Daeri 

Daeri 

Level 3 

Level 2 

After 

(Work Level System) 

Before 

(Traditional 

Korean System) 
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(Non-Food Finance Analyst). Interestingly, at the UK headquarters, there are some 

ten expatriates from Samsung Tesco, who came to learn Tesco’s process and practice 

on a medium-term basis, ranging from 6 to 18 months. (Interview, Kook, Y. S., 20
th

 

December 2011; Interview, Lee, M. C., 21
st
 December 2011).  

 

(3) Decision-Making Process 

 

The directors of Samsung Tesco now make decisions based on the ‘Tesco way’ that 

includes 3 principles: better for customer; simpler for staff; and cheaper for Tesco 

(Interview, Ahn, H. M., 8
th

 May 2006). Tesco strengthened cross-functional 

coordination by introducing a management committee, by which the Head of a 

functional department, usually a vice president (VP), has greater decision-making 

authority and conducts discussions with the CEO and other VPs. This directly 

contrasts with the traditional Korean system, in which the CEO makes arbitrary 

decisions. Tesco also introduced various committee meetings at the lower levels of 

hierarchy, where specialists from different functional departments share ideas and 

make decisions. In particular, the speed of opening new stores increased, following 

the adoption of Tesco’s expansion planning. Prior to the acquisition, it took 2-3 years 

to open one store, as it involved lengthy, unstructured discussions. Homeplus did not 

have systematic expansion planning, related know-how, or experience. Samsung 

Corporation started its retail business in 1994, and opened only two hypermarket 

stores before the acquisition. Samsung Tesco now prepares an investment proposal 

in order to obtain approval from the headquarters. The production of the proposal 

requires a high degree of cross-functional coordination. The Marketing Department 

first undertakes research on the market and competitors, which is then passed to the 

Finance Department for the calculation of return on investment (ROI) and the 

feasibility test of proposed investment, based on the net present value (NPV) 

approach (Interview, Kim, W. K., 6
th

 July 2006). Following this systematic process of 

decision-making, based on cross-functional coordination, Samsung Tesco could 

open 71 hypermarket stores and 232 express stores for 11 years from 2000 to 2010 

(see chart 5.5 below). However, because Tesco kept a local Korean CEO, arbitrary 

and top-down decision-making remained in many cases, despite its effort to change 

the decision-making mechanism (Interview, Kook, Y. S., 20
th

 December 2011). 
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5.3.2. Operational Changes  

 

(1) Finance and Investment  

 

Based on the joint venture contract, Samsung Tesco paid out no dividends for the 

first five years, and all the retained profits were reinvested into the company.
9
 It is 

estimated that Tesco invested, by the end of February 2011, approximately 6.4 

trillion won to open 71 new hypermarket stores (see chart 5.5 below).
10

 This amount 

does not include the investments made to open 232 express stores. By the end of 

February 2011, Samsung Tesco opened 71 new hypermarket stores, and acquired 48 

stores, as discussed below. 

 

Chart 5.5: The expansion of Samsung Tesco 

 

Source: Samsung Tesco audited financial report 1999 - 2009; Samsung Tesco business report (2010); Homeplus 

business report (2011)  

Note: From 1999 to 2006, stores numbers are as of end-December; from 2007 onwards, store numbers are as of 

end-February next year. 

 

                                                 
9 The contract prohibited Samsung Tesco to pay out dividends for the first five years, and after seven years from 

the establishment of the venture, Samsung Tesco is required to pay out the minimum of 30 per cent of post-tax 

profits as dividends (Samsung Tesco audited financial report, 2005). 
10 It costs approximately 90 billion won to open one hypermarket (Interview, Ahn, H. M., 8th May 2006).  
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In addition to the aggressive store-by-store expansion, Tesco acquired two 

businesses in Korea. In March 2005, it acquired Aram-Mart that operates 12 

hypermarkets in Busan, the second-largest city in Korea for £49m cash (Korea 

Herald, 21
st
 January 2005; Tesco annual report, 2006). This acquisition allowed 

Samsung Tesco to expand quickly into the south-eastern part of Korea, away from 

the saturating Seoul area (Herald Business, 21
st
 January 2005; Kirchgaessner & 

Dalvito, 2002). In May 2008, Tesco made the largest deal in its history by acquiring 

Homever, the no. 4 hypermarket chain in Korea with 36 stores, for £958m from E-

Land Group (Financial Times, 15
th

 May 2008; Tesco press release, 14
th

 May 2008).
11

 

These two acquisitions were necessitated by the ongoing consolidation of the 

industry (Financial Times, 22
nd

 March 2006). By 2004, the hypermarket industry in 

Korea had reached saturation point after years of rapid expansion by firms, plus 

continued depression in domestic consumption since late 2002 (Choi, 2003; 

Samsung Economic Research Institute, 2002) (see chart 5.6 below) (Maeil Business 

Newspaper, 22
nd

 December 2005). Amid the intensifying competition, leading 

hypermarkets sought to achieve greater scale economies through takeovers (Fair 

Trade Commission press release, 19
th

 September 2008). In May 2006, the market 

leader, E-Mart, acquired the Wal-Mart’s Korean operation, widening the gap with 

the no. 2 player, Samsung Tesco (Money Today, 27
th

 December 2006; New York 

Times, 23
rd

 May 2006). Given its aspiration to become the market leader and the 

importance of scale economies for success (Datamonitor, 2009; Interview, Nam, O. 

J., 8
th

 December 2011), Tesco had no choice but to pursue acquisitions in order to 

catch up with E-Mart (Interview, Shon, Y. K., 12
th

 December 2011). In addition, 

acquisition was a cheaper way to grow: it cost, on average, 20 - 30 per cent less to 

renovate an acquired store and re-open it under the Homeplus brand, compared to 

opening a store organically (Kyunghyang Shinmun, 4
th

 December 2008).  

 

 

 

 

                                                 
11 In fact, the acquired hypermarket chain was previously owned by Carrefour. The apparel retailer, E-Land 

Group, acquired the Carrefour’s Korean operation and renamed it to Homever in April 2006 (Financial Times, 

29th April 2006; New York Times, 23rd May 2006). However, E-Land failed to integrate the acquired business 

due to financial difficulties caused by too much reliance on leverages to finance the deal, as well as problems 

with the trade union. 
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Chart 5.6: The rate of hypermarket growth in Korea 

 

Source: Statistics Korea 

 

(2) Operations and Sales  

 

Prior to the acquisition, Samsung Corporation, as any other Korean businesses, 

considered the face or reputation (chemyun in Korean) of the business when making 

decisions. Consequently, the size of the businesses in terms of sales was paramount, 

and the level of profitability was the second issue (see chapter 2). By contrast, Tesco 

places a great emphasis on profitability, such as return on investment (ROI), cost 

savings, productivity, such as sales per square metre, and cash flow. As noted above, 

the consideration of expected profitability lies at the centre of Tesco’s expansion 

plan. Tesco measures the performance of Samsung Tesco based on these financial 

measures. As a result, the focus of the business has clearly shifted to profitability and 

efficiency improvements (Interview, Kim, W. K., 6
th

 July 2006). 

 

Tesco actively transferred the required marketing capabilities, including market 

analysis skills and the customer insight survey technique (Interview, Choi, K. S., 9
th

 

May 2006). It did so in a number of ways. Some marketing personnel participated in 

on-the-job training at the Tesco’s stores in Thailand and UK (Interview, Kook, Y. S., 
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20
th

 December 2011; Interview, Lee, M. C., 21
st
 December 2011). The Marketing 

Department at the UK headquarters provided advice whenever an issue arises in 

Korea. Tesco has sent an expert on its customer insight survey, who led the 

Customer Insight Unit (CIU) in Samsung Tesco, as noted above. Samsung Tesco has 

become a customer-orientated business, and the CIU is at the centre of this change. It 

aims to seek out customers’ insights and then reflect them in the operation of the 

business, as well as in marketing strategies. More specifically, Samsung Tesco 

adopted the Tesco’s Customer Plan, in which changes in customers’ needs are 

tracked on a regular basis and corresponding strategies are formulated and 

implemented. This unique system is geared to reflect the customers’ view on every 

part of the operation, including products, services, and facilities (Kim, J. N., 2007; 

Maeil Business Newspaper, 12
th

 July 2001). In addition, Samsung Tesco introduced 

the ‘Homeplus Family Card’ scheme, the Korean version of Tesco’s ‘Clubcard’ 

scheme. Customers receive 0.5 per cent cash-back on their spending in its stores. The 

information collected from this scheme is recorded on the customer database, which 

enables the company to carry out customised sales promotion for each customer 

(Interview, Kook, Y. S., Shim, H. B., 17
th

 May 2006).  

 

There has been a systematic transfer of operational capabilities. In order to produce 

the operation manual, a specialist team was established, and sent to the UK 

headquarters. They translated and ‘Korean-ised’ the existing manual of Tesco in 

order to take account of the differences between the Korean and the UK market, such 

as relevant laws. Tesco has transferred its expertise in supply chain management 

(SCM) and stock management. In September 2001, Tesco established the SCM 

specialist unit, and transferred various techniques that streamlined the company’s 

supply chain and reduced costs (Kim, J. N., 2007). Before the acquisition, the stock 

management system was very simple, in which the level of stocks was checked and 

reported. In the new system, there is a stock turnover target rate of 20 days so that 

every store now needs to optimise its stock management in order to meet the target. 

If a store fails to meet the target, the causes of failure are identified and analysed in 

order to find the solution (Interview, Kim, W. K., 6
th

 July 2006). 
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(3) Human Resources 

 

The employee headcount soared from 470 in 1999 to 28,000 (of which 16,050 were 

full-time staff) in 2011, as a result of rapid expansion (Interview, Kook, Y. S., 20
th

 

December 2011). Samsung Tesco has gradually adopted Tesco’s training 

programmes since 2000 in order to minimise the disruption. Transferred programmes 

were localised, if needed, to take account of the local market peculiarities (Interview, 

Kook, Y. S., 20
th

 December 2011; Interview, Lee, M. C., 21
st
 December 2011). It 

kept some of the Samsung’s effective training programmes, and combined them with 

Tesco’s. The newly-introduced programmes include the core skills training 

programme that aims to improve the general skills of employees, such as discussion 

methods, presentation skills, and interview/consulting skills. In addition, Samsung 

Tesco implemented management by objective (MBO), in which an employee set his 

own target based in consultation with a line manager, and builds his own training 

programme as required to achieve the objective. The approach to career development 

has shifted from a ‘passive’ approach to an ‘active’ one (Interview, Kook, Y. S., 

Shim, H. B., 17
th

 May 2006).  

 

5.3.3. Reaction of Employees to Changes 

 

Tesco had successfully integrated the acquired businesses in Thailand, based on the 

gradual integration and ‘glocalisation’. Tesco implemented the same approach to 

Homeplus. Given the differences in the retail and corporate culture between the 

home and host market, Tesco introduced its global standards ‘selectively’, only 

introducing practices and systems suitable for Korean retail culture and the corporate 

culture of Homeplus (Interview, Kook, Y. S., 20
th

 December 2011; Interview, Lee, 

M. C., 21
st
 December 2011). More specifically, Tesco added some elements of its 

global standards to local practices, establishing the ‘glocal standards’ that 

consequently combined the competitive elements extracted from both Korean and 

global standards (Interview, Choi, K. S., 9
th

 May 2006). Choi, K. S. argues that there 

could have been huge agitation among employees, if the integration approach was in 

the opposite direction: Tesco attempted to add local practices to its global standards. 

Tesco’s post-acquisition integration strategy has been hailed by many commentators 
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as a source of the company’s competitive advantage (Kim, J. N., 2007; Money 

Today, 18
th

 November 2005). 

 

Samsung Tesco is one of the most localised subsidiaries of Tesco, as reflected in the 

appointment of a Korean CEO. It is Tesco’s only foreign operation to be run by a 

local CEO (Interview, Lee, M. C., 21
st
 December 2011). It helped avoid 

communication problem during the process of post-acquisition transition (Interview, 

Ahn, H. M., 8
th

 May 2006). By contrast, Carrefour brought CEO, directors, and store 

managers from France, which impeded effective communication due to language and 

cultural barriers. The number of expatriates in the Carrefour’s Korean operation 

totalled 60 in 2000, while Homeplus had only 4 expatriates in the same year (Maeil 

Business Newspaper, 17
th

 May 2000).
 
This partly explains why Carrefour failed in 

Korea. Similarly, another failed global hypermarket chain, Wal-Mart, brought CEO 

and deputy CEO from the US (Hankook-ilbo, 28
th

 May 2007). As part of its 

glocalisation strategy, Tesco gave the local management extensive decision-making 

authority. This enabled Samsung Tesco to transform itself quickly to serve best local 

customers who had a desire to shop in an outlet with an upscale interior, as well as 

seeking low prices (Jin & Kim, 2003). Samsung Tesco improved store interiors to 

the standard of a department store, made the lightings brighter, and lowered the 

shelves’ heights to 220cm, suitable for the Korean average figure. In addition, 

Samsung Tesco established itself as a ‘value store’, offering the one-stop living 

service, including fast-food bars, beauty shops, coffee shops, restaurants, pharmacy, 

internet café, financial service centre, travel agency, and car-repair centre. Samsung 

Tesco upgraded its corporate image from a discount store to the community centre 

for local people. Benchmarking the department stores in Korea, Samsung Tesco built 

in-house art galleries and culture centres, which offer customers a range of 

educational and cultural programmes, such as art and cookery classes (Financial 

Times, 22
nd

 March 2006, 26
th

 May 2006; Kim, J. N., 2007). The company runs 50 

culture centres throughout Korea with half a million members (Hankook-ilbo, 28
th

 

May 2007; Tesco annual report, 2008). On the other hand, Wal-Mart and Carrefour 

adhered to their global standards without taking account of local market peculiarities 

(Invest Korea, 2008; Kim & Lee, 2007a). Their focus was on low prices, failing to 

transform themselves from a mere discount store with a typical warehouse interior. 
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In their stores, mainly manufactured foods and goods, such as electronics and 

clothing, were stocked on tall shelves, ignoring the local customers’ demand for a 

range of fresh foods (Choi, 2003; Korea Economic Daily, 12
th

 July 2001; Jin & Kim, 

2003; Kwon et al., 2003; New York Times, 23
rd

 May 2006). Wal-Mart and 

Carrefour eventually exited Korea amid disappointing performances.  

 

In addition to the glocalisation strategy, ‘gradual’ transformation underpinned 

Tesco’s successful post-merger transition (Interview, Kim, W. K., 6
th

 July 2006). 

During the integration process, Tesco communicated sufficiently with employees 

when introducing changes over a long period of time (Interview, Kook, Y. S., 20
th

 

December 2011; Interview, Lee, M. C., 21
st
 December 2011). It first identified the 

benefits of new systems to be transferred in the local context, as well as employees’ 

concerns about them. Then, it rectified the identified problems primarily through 

localising the systems, and articulated the benefits to employees before the 

implementation of changes. The company has prepared three years to implement the 

Work Level System (Interview, Kook, Y. S., Shim, H. B., 17
th

 May 2006). Despite 

the acquirer’s effort, there was minor resistance to the new systems and practices. 

For instance, some employees in the Finance Department struggled when Samsung 

Tesco implemented the Tesco’s global standard, the ORACLE system, which 

changed the accounting system completely. There were mixed reactions to the Work 

Level System, as the system involves salary hikes for employees only at the higher 

levels, namely level 3 or above. There were no financial benefits for employees at 

level 1 and 2, making some of them discontent with the new system (Interview, Kim, 

W. K., 6
th

 July 2006). 

 

5.3.4. Section Summary 

 

Tesco has transformed the acquired business extensively. It introduced a less 

hierarchical, flatter organisational structure and a management committee as a means 

of coordinating between different functions. The new structure and decision-making 

mechanism allowed faster decision-making, especially for expansion. The 

development of specialist units, led by expatriates, facilitated the transfer of 

expansion and operations know-how. The number of stores grew from only two at 
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the inception of the joint venture to 353 in 2010 (and employee headcount soared 

from 470 in 1999 to 28,000 in 2011), thanks to Tesco’s huge investments in 

aggressive store-by-store growth and two acquisitions of Korean hypermarket chains. 

In addition to expansion expertise and investments, Tesco transferred a range of 

managerial, organisational, and operational expertise, including supply chain 

management (SCM) techniques, market analysis skills, the customer insight survey 

technique, its Clubcard systems renamed as Customer Plan, and stock management. 

It upgraded gradually training systems by combining the effective elements of the 

target firm’s existing system with its own, and on-the-job training at the Tesco’s 

stores in Thailand and UK was provided if necessary. In particular, Samsung Tesco 

became a profit-centred business, focusing on profitability (e.g. return on 

investment), cost savings, productivity (e.g. sales per square metre), and cash flow. 

The glocalisation-based gradual integration strategy was well-received by local 

employees, enabling Tesco to secure their commitment to the effective 

transformation of the firm.  

 

5.4. Post-Merger Performance 

 

5.4.1. Market Share 

 

Chart 5.7 below shows the market shares of leading hypermarkets in Korea in the 

period from 2000 to 2010. Samsung Tesco was only the sixth player in the market 

with a 6 per cent stake in 2000. However, in 2002, it caught up with Lotte and 

became the second largest hypermarket in Korea. Since then, Samsung Tesco’s 

market share has continued to rise, reaching 32 per cent in 2010. The market share 

gap between the market leader, E-Mart, and Samsung Tesco has narrowed from 22 

percentage points in 2000 to 5 percentage points in 2010. 
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Chart 5.7: The market share of leading hypermarkets in Korea  

 

Source: Shinsegae business report 2000 - 2010  

 

5.4.2. Sales and Profitability 

 

Since the acquisition in 1999, the sales and operating profit of Samsung Tesco grew 

impressively (see chart 5.8). In 2000, Samsung Tesco posted sales revenue of 563 

billion won and an operating loss of 34 billion won. By 2010, sales had soared 1,038 

per cent to 6,400 billion won, and operating loss was converted to profits of 374 

billion won. The average annual sales growth rate from 2000 to 2010 was 31 per cent, 

the highest in the industry (Yonhap News, 15
th

 May 2008). As of February 2010, 

Korea was the second largest national market for Tesco, after its home base in the 

UK (Tesco annual report, 2010). Of Tesco’s total sales generated overseas from 

March 2009 to February 2010, Samsung Tesco accounts for 22.7 per cent, and for 

7.3 per cent of the Tesco Group’s total sales in the same period.
12

  

 

 

 

 

                                                 
12 Calculated based on information from Tesco annual report 2010. 
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Chart 5.8: Samsung Tesco - sales and operating profit 

 

Source: Samsung Tesco audited financial reports 2000 - 2010 

Note: In 2006, the Samsung Tesco’s accounting year has changed from January - December to March - February. 

As a result, the 2005 figures cover the 14 month period from January 2005 to February 2006.  

 

Chart 5.9: Profitability ratios of Samsung Tesco (3 years moving average)  

 

Source: Samsung Tesco audited financial reports 2000 - 2010 

Note: see the note of chart 5.8 above. 
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The profitability ratios of Samsung Tesco improved as a result of the acquisition in 

1999 (see chart 5.9). Return on equity (ROE) soared from -5.6 per cent in 2001 to 

over 13 per cent in 2009. In the same period, operating profit margin enhanced from 

-1.9 per cent to 5.1 per cent, and return on asset (ROA) rose from -1.9 per cent to 2.7 

per cent. The improvement of ROE was the greatest, because the expansion was 

financed mainly by debts (see chart 5.12 below). Chart 5.10 compares the operating 

profit margin of Samsung Tesco with the market leader, E-Mart. In the early years of 

the joint venture from 2001 to 2003, Samsung Tesco aggressively caught up with E-

Mart, but, since 2003, there has been a moderate improvement in Samsung Tesco’s 

operating profit margin. E-Mart’s operating profit margin increased marginally by 

1.2 percentage points from 6.4 per cent in 2001 to 7.6 per cent in 2009, whereas 

Samsung Tesco saw an improvement of 7 percentage points. From 2000 to 2010, 

Samsung Tesco’s operating profit margin averaged only 2.6 per cent, much lower 

than E-Mart’s 7.3 per cent. The very low level of profitability in the early 2000s was 

a factor, but we should not overlook Samsung Tesco’s aggressive price investments 

and its low scale economies, which resulted in its relatively low profitability. 

 

Chart 5.10: Operating profit margin of Samsung Tesco and E-Mart (3 years moving average)  

 

Source: Samsung Tesco audited financial reports 2000 - 2010; Shinsegae business report 2000 - 2010 

Note: see the note of chart 5.8 above. 
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Samsung Tesco is still less profitable than E-Mart, but it has achieved a greater 

improvement in profitability. The profitability gap, measured by operating profit 

margin, between the two companies in 2009, was 2.4 percentage points, decreased 

from 8.2 percentage points in 2001. E-Mart has cost advantage over Samsung Tesco 

mainly for two reasons. Above all, by establishing the hypermarket business first in 

Korea, E-Mart has the first-mover advantage (Interview, Lee, S. K., 13
th

 December 

2011). It could secure prominent store locations at a low cost, which resulted in 

higher ROI. Second, E-Mart is still much larger than Samsung Tesco in terms of 

sales (see chart 5.11 below). With greater sales, E-Mart achieved lower cost structure, 

reaping benefits from scale economies, especially in purchasing. E-Mart can source 

goods more cheaply, as it has greater bargaining power over key suppliers, resulting 

in greater bulk-buying discounts. In addition, the scale of E-Mart’s purchases is 

extended by joint-procurements with its parent company, Shinsegae, which runs one 

of the leading department store chains in Korea (Kirchgaessner & Dalvito, 2002; 

Interview, Nam, O. J., 8
th

 December 2011; Interview, Shon, Y. K., 12
th

 December 

2011). Samsung Tesco has higher fixed costs due to its high rent costs, as many of 

its stores are leased. By contrast, E-Mart purchased store sites at an earlier, more 

advantageous point (Interview, Lee, M. C., 21st December 2011; Interview, Lee, S. 

K., 13
th

 December 2011). 

 

Chart 5.11 compares sales revenue generated by Samsung Tesco and E-Mart in the 

period from 2000 to 2010. E-Mart is substantially larger than Samsung Tesco in 

terms of sales, but the gap between the two has narrowed significantly. In 2000, E-

Mart’s sales were 4.2 times greater than that of Samsung Tesco, but it decreased to 

1.7 times by 2010. The average sales growth rate of Samsung Tesco from 2001 to 

2010 was 31.3 per cent, while that of E-Mart was 17.3 per cent.  
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Chart 5.11: Samsung Tesco and E-Mart sales 

 

Source: Samsung Tesco audited financial reports 2000 - 2010 

Note: see the note of chart 5.8 above. 

 

5.4.3. Liquidity and Gearing 

 

Chart 5.12: Current ratio and gearing of Samsung Tesco  

 

Source: Samsung Tesco audited financial reports 2000 - 2010 

Note: see the note of chart 5.8 above. 
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Chart 5.12 reveals the changes in gearing and current ratio of Samsung Tesco from 

2000 to 2010. Debt-to-equity ratio fluctuated to a large extent. Overall, it increased 

from 288 per cent in 2000 to 340 per cent in 2010. Throughout the period concerned, 

it was never below the 200 per cent target set by the Korean government (see chapter 

2). The high gearing, however, is the result of funding aggressive organic expansion 

and acquisitions (Kyunghyang Shinmun, 4
th

 December 2008; Interview, Lee, M. C., 

21
st
 December 2011; Money Today, 2

nd
 April 2009). Samsung Tesco is an unlisted 

company, and so its main source of finance is debts. On the other hand, its current 

ratio decreased from 135 per cent in 2000 to 45 per cent in 2010. From 2001, it was 

consistently lower than 100 per cent, which means that the company’s short-term 

liquidity position has been tight, as its current assets cannot cover current liabilities. 

However, the hypermarkets generate a large amount of cash every day, and, 

therefore, they tend to hold a low level of cash or cash equivalents (Interview, Lee, 

M. C., 21
st
 December 2011). Holding too much cash is not desirable, as the 

opportunity cost involved is high, especially when the company needs to use the 

cash to fund rapid growth.  

 

5.5. Chapter Summary and Conclusion 

 

Samsung Corporation divested Homeplus as a part of group-wide restructuring to 

improve its liquidity position and reduce its debt-to-equity ratio. The sale was 

inevitable when Homeplus went bankrupt, and other affiliates of Samsung Group 

could not provide financial assistance in the crisis period. However, we should not 

overlook Samsung Corporation’s agency and success in achieving its own strategic 

intentions, despite the difficulties it faced. Tesco was chosen as a buyer because it 

satisfied Samsung’s various strategic criteria. Searching for global expansion, Tesco 

was primarily motivated by the market opportunities in Korea. There were many 

push and pull factors, and, in particular, Tesco was confident that its resources and 

capabilities, plus international acquisition expertise, would allow it to capitalise on 

the growth opportunity in Korea. Tesco acquired Homeplus for strategic reasons, 

seeking complementary resources and capabilities in order to succeed in the 

unfamiliar Korean market. Case findings suggest that fire sales did not take place. 

The fundamentals of Homeplus were, in many ways, weak at the point of divestment, 
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lacking key resources and capabilities to prosper. Tesco obviously made a long-term 

strategic investment in Korea, rather than seeking short-term capital gains. It strived 

to improve the competitiveness of the acquired business by transferring the required 

resources and capabilities, integrating them with the key resources and capabilities of 

the target, and undertook a huge investment to develop newly-integrated resources 

and capabilities through store-by-store growth and acquisitions. Moreover, contrary 

to the fire sale FDI view, the ‘bankrupt’ Homeplus was divested without any 

government intervention. 

 

Samsung Tesco achieved improved financial performance. Its sales revenue, 

profitability, and market share rose. With the market share increase of 26 percentage 

points from 2000 to 2010, Samsung Tesco became the second largest player from 

sixth position prior to the acquisition. Although the company is still less profitable 

than the market leader, E-Mart, its profitability growth was greater, as reflected in 

the reduced profitability gap between the two firms in 2009. Also, we should not 

overlook the greater sales growth achieved by Samsung Tesco, compared to E-Mart. 

The performance improvement can be directly related to the enhancement of 

resources and capabilities, achieved through high quality transition management. 

Tesco transferred its know-how in expansion, managerial and operational expertise, 

and financial resources. They were integrated with the target’s strong brand, 

knowledge of the local market and retail culture, and competent employees, allowing 

Samsung Tesco to execute a large scale store-by-store expansion, capitalising on the 

rapidly growing market, and to acquire two Korean hypermarket businesses, amid 

intensifying competition. Tesco was committed to accomplishing long-term success 

in Korea, and its post-acquisition integration expertise, leading to glocalisation and 

gradual integration, secured the local employees’ commitment to effective 

transformation. The localisation of some practices, such as training systems and store 

formats, facilitated effective transformation and the continued strengthening of 

resources and capabilities. 
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6. Resurrecting an Ailing Firm: 

Renault Samsung Motors 

 

 

Cross-border M&As following the 1997 financial crisis involved ailing Korean firms 

on the verge of bankruptcy. This chapter introduces one of many such cases, the 

Renault-Samsung Motors deal. Samsung Motors Incorporated (SMI) was one of the 

Samsung Group’s two new business ventures in the 1990s. Interestingly, SMI faced 

difficulties for exactly the same reason Homeplus, another new venture, encountered 

problems. That is, SMI could not survive a combination of plunging consumer 

spending, low profitability, and high gearing. Yet, the financial situation of SMI was 

even more severe, and it was the first company in the history of Samsung Group to 

apply for court receivership (You, 1999). Moreover, SMI just as Homeplus, with its 

similarly short history, lacked organisational resources and capabilities compared to 

competitors. Cross-border M&A between SMI and Renault resurrected the troubled 

Korean firm by providing finance and key competitive capabilities, as in the Tesco-

Homeplus deal. Renault, too, achieved the effective transformation of the acquired 

business, which in turn led to an improved financial performance. 

 

6.1. Introduction of the Deal 

 

On 3
rd

 July 2000, Renault, the Samsung Group and Hanvit Bank, which led a group 

of 17 creditors, reached agreement to form a joint venture, Renault Samsung Motors 

Co. Ltd. (RSM). RSM would acquire the operating assets of SMI, including the 

Busan plant, the Giheung R&D centre and the domestic sales network, at a price of 

615 billion won (US$560 million). The joint venture, with a capital of 440 billion 

won (US$400 million), is 70.1 per cent owned by Renault, 19.9 per cent by Samsung 

Card
1
 and 10 per cent by the 17 Korean creditor banks via a debt for equity swap. 

Renault only acquired the operating assets of SMI, and any debt was left with the 

previous owners, leaving the new firm with a clean balance sheet (Business Asia, 

                                                 
1 Initially, Samsung Card’s 19.9 per cent share was held by Samsung Card (50 per cent) and Samsung Capital (50 

per cent), but two firms merged at a later date.  



 
 
 

168 

 

15
th

 May 2000; de Saint-Seine, 2002; Emery, 2001; Lim, 2002; Renault annual 

report, 2001; Renault press release, 27
th

 April 2000, 13
th

 June 2000, 1
st
 September 

2000; JVA (Joint Venture Agreement) / APA (Asset Purchase Agreement), RSM 

internal finance document, November 2005; Treece, 2000). In 2006, Renault 

increased its holdings in RSM to 80.1 per cent by purchasing the shares of the 

creditor banks (RSM audited financial report, 2006). 

 

6.2. Background of the Deal 

 

6.2.1. Emergence of Samsung Motors Incorporated (SMI) 

 

In June 1993, the Samsung Group selected the automobile business, along with the 

hypermarket business of Samsung Corporation, as its main areas of development for 

the new millennium (Busan Chamber of Commerce & Industry, 2003). Lee Kun Hee, 

then chairman of the Samsung Group, set an ambitious target of achieving an annual 

production of 1.5 million units in order to become one of the world’s top ten car 

manufacturer by 2010. On 28th March 1995, Samsung Motors Incorporated (SMI) 

was established with a capital of US$125 million (Samsung Group annual report, 

1995). It was Lee Kun Hee’s aspiration to diversify into car manufacturing (Treece, 

2000; Treece & Gadacz, 1998; Interview, Yoon, J. K., 12
th

 May 2006). Lacking 

technological capabilities and experience in the automobile manufacturing (Pirie, 

2006), SMI signed a cooperation agreement with Nissan Motors in April 1994 

(Busan Chamber of Commerce & Industry, 2003; Renault press release, 13
th

 June 

2000; You, 1999). Other affiliates of the Samsung Group funded such an enormous 

investment in the form of an equity investment or by providing loans and debt 

guarantees. For instance, a 55.7 per cent stake of SMI was owned by Samsung 

affiliates including Samsung Electronics (30.6 per cent) and Samsung SDI (10.8 per 

cent) (Chang, S. J., 2003; Chang & Hong, 2000). Samsung Corporation lent 291.2 

billion won to SMI, which was used to fund the building of a sales network (Maeil 

Business Newspaper, 23
rd

 April 2000). By 1996, SMI spent US$2.5 billion to build 

its state-of-the-art Busan plant, using Nissan’s production systems (Chang, P., 2003; 

de Saint-Seine, 2002; Gadacz, 2000; Treece, 2000). Samsung also invested heavily, 

estimated at 900 billion won (US$1.1 billion), on the sales network (Jeong, 2004). It 
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spent another US$169 million on the Giheung R&D centre (Treece & Gadacz, 1998). 

The total investment was estimated at 4 trillion won (US$5 billion) (Gadacz, 2000; 

Treece, 2000). In 1998, SMI launched its first vehicle, the SM5. In the same year, 

the company posted sales of 614 billion won but a net loss of 677 billion won (see 

table 6.1 below). In June 1999, it applied for court receivership (Busan Chamber of 

Commerce & Industry, 2003; Emery, 2001; You, 1999).  

 

6.2.2. Introduction to Acquirer: Renault SA 

 

Renault Group is one of the world’s leading automakers. In March 1999, Renault 

formed an Alliance with Nissan Motors by purchasing a 36.8 per cent equity stake in 

the Japanese firm for US$5 billion. Later in 2002, Renault increased its stake to 44.4 

per cent whereas Nissan purchased a 13.5 per cent equity stake in Renault (Kim, J. 

W., 2000; Moon et al., 2000; Renault annual report, 2008; Renault, 2008; Stevens, 

2008). The Renault-Nissan Alliance recorded an output of over 6 million vehicles in 

2008 with a global market share of 9.4 per cent. Renault alone sold nearly 2.4 

million vehicles worldwide, reporting sales revenue of €37.8 billion, and an 

operating loss of €117 million (Renault, 2009; Renault annual report, 2008).  

 

6.3. Motivation and Strategy for Cross-Border M&A 

 

6.3.1. Samsung Motors Incorporated (SMI) 

 

As many commentators argue, it was a strategic mistake by the Samsung Group to 

enter the automobile industry. It was an arbitrary decision made by Lee Kun Hee to 

satisfy his reckless love and obsession for cars (Interview, Nah, K. S., 2
nd

 December 

2005). The timing could not have been worse (Jeong, 2004; Interview, Yoon, J. K., 

12
th

 May 2006). The first car, launched soon after the outbreak of the financial crisis, 

faced collapsing consumer confidence. Given the disappointing sales and high unit 

costs, SMI was unable to generate profits. The accumulated loss reached 7 billion 

won by the end of 1998. The excessive investment was financed mostly by debts, 

resulting in the gearing of approximately 3,000 per cent (see table 6.1 below). To 

make the matters worse, the collapse of semiconductor price since 1996 put the 
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SMI’s greatest financial sponsor, Samsung Electronics, into financial difficulties. At 

the same time, the Korean government commenced the rigorous corporate 

restructuring plan in which inter-subsidiary financial support or internal transactions 

within chaebol were strictly forbidden (see chapter 2). Moreover, it pressurised 

Samsung Group to sell SMI swiftly. SMI was not viable as a stand-alone company. 

The finance executive director of RSM, Nah Ki Sung (Interview, Nah, K. S., 2
nd

 

December 2005), argues that there was no other company capable of acquiring SMI 

except Renault. Finance was not the only asset SMI needed to survive in the highly 

competitive Korean car market. It required also a buyer with technological 

capabilities and management skills, all of which SMI lacked. Furthermore, Renault 

was a strategic partner of Nissan. It was imperative for SMI to maintain its 

relationship with Nissan (Interview, Lee, K. H., 28
th

 November 2005). No other 

potential foreign buyers could be interested in SMI due to the prohibitive licence 

agreement between SMI and Nissan (Moon et al., 2000).  

 

(1) The Deterioration of Market Conditions 

 

The Korean automobile market entered a mature stage in the mid-1990s (Cho, 2002; 

Chosun-ilbo, 5
th

 September 2006; Interview, Choi, H. K., 1
st
 December 2011; 

Hyundai Motors business report, 1999). Consequently, the demand for new cars was 

largely determined by the replacement rate, and this in turn made the demand highly 

susceptible to economic downturn (Hyundai Motors business report, 1998; Kia 

Motors business report, 2007; Interview, Kwak, T. Y., 12
th

 December 2011; Renault 

press release, 13
th

 June 2000; Interview, Yoon, P. J., 7
th

 December 2011). Indeed, the 

Korean automobile market experienced a collapse of demand as a result of the 1997 

financial crisis (Bok, 2009; Lim, 2002; Interview, Nah, K. S., 2
nd

 December 2005; 

Interview, Oh, M. S., 2
nd

 December 2005). As shown in chart 6.1 below, the 

domestic demand fell 49 per cent to 779,905 vehicles by 1998.  

 

 

 

 

 



 
 
 

171 

 

Chart 6.1: The Korean automobile market size 

 

Source: Korea Automobile Manufacturers Association (2010); Korea Automotive Research Institute (2011) 

Note: The number excludes the sale of foreign imports 

 

SMI began selling its first and the only model during the crisis, launching the SM5 

in February 1998. The sale of SM5 was further undermined by its large engine size 

from 1.8 to 2.5 litre and consequent high price (Renault press release, 13
th

 June 

2000; Interview, Yoon, J. K., 12
th

 May 2006). For nine months until production was 

halted on 7
th

 December 1998 (Busan Chamber of Commerce & Industry, 2003), SMI 

sold only 42,116 cars, a fraction of the domestic sales market leader, Hyundai, with 

324,293 vehicles in 1998 (Hyundai Motors, 2007).  

 

(2) Low Profitability  

 

In the maturing Korean automobile market, there was a strong competition between 

indigenous firms, mainly Hyundai, Daewoo (which acquired Ssangyong Motor in 

1998) and Kia (acquired by Hyundai Motors in 1998) (Financial Times, 1
st
 March 

2005; Interview, Oh, M. S., 2
nd

 December 2005). These three had the combined 

market share of 91 per cent in 1998 (Hyundai Motors business report, 1999). To 

penetrate the market, SMI needed to compete against the country’s best selling sedan, 
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Hyundai’s EF Sonata. The SM5 was priced at a similar level to the EF Sonata (Jeong, 

2004). However, the unit cost of SM5 was much higher due to the lower output 

(Gadacz, 2000; Treece, 2000; Hyundai Motors, 2007). The Busan plant’s estimated 

minimum efficient scale was 80,000 units. The SMI could not reap the benefits of 

scale economies in production, marketing, and purchasing. Capacity utilisation at 

Busan plant was 35.8 per cent (Jeong, 2004), half of Hyundai’s rate at 71.9 per cent 

(Hyundai Motors business report, 1998). Profitability was therefore damaged by a 

high fixed cost per unit. Furthermore, SMI lacked technological capabilities in the 

automobile manufacturing and so imported technology from Nissan. In fact, SM5 

was a derivative of the Nissan Maxima (Chang, P., 2003; de Saint-Seine, 2002; Lim, 

2002; Interview, Oh, M. S., 2
nd

 December 2005), and SMI was required to pay a 

licensing royalty worth 2 per cent of sales revenue.
2
 The deterioration of the Korean 

currency’s value adversely affected profitability, as it had to pay substantially higher 

prices for parts and components imported from Nissan (Treece & Gadacz, 1998). 

Another significant problem inherent in the business was extremely high gearing, as 

shown in table 6.1 below. The gearing reached 2,783 per cent by 1998, which means 

that SMI had to spend a significant proportion of its sales turnover on interest. 

Indeed, interest equalled 42.7 per cent of sales revenue (262 billion won). SMI made 

a loss on every car (You, 1999). These events showed the deep-seated weakness of 

the chaebol business model prior to the financial crisis (see chapter 2). As in the case 

of Homeplus, high gearing was notable, as was top-down decisions on ill-considered 

proposals and low consideration of profitability and returns. Cross-debt payment 

guarantees and a ‘too-big-to-fail’ myth encouraged chaebols to take loans beyond 

their ability to repay, and to pursue unrelated diversification. 

 

 

 

 

 

 

 

                                                 
2 This figure was estimated based on the technology licensing fee paid by RSM to Nissan from 2001 to 2007 

(RSM audited financial report, 2001 - 2007).  
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Table 6.1: Financial statements of Samsung Motors Inc., 1995-1998  

(KRW/100 million) 1995 1996 1997 1998 

Sales 0 0 0  6,139 

Operating profit -32 -59 -161 -2,080 

Financial expenses 0 0 2,200 2,621 

Net profit -7 -216 6 -6,771 

Assets 7,573 21,566 33,936 41,458 

Debts 4,355 15,918 25,727 40,020 

Equity capital 3,218 5,647 8,209 1,438 

Debt-to-equity ratio (%) 135 282 313 2,783 

Source: Reproduction of table 9.5 in Jeong (2004: 212) 

 

(3) Over-Investment Problem 

 

When the Busan plant was being built there was the extensive public and political 

debate on whether it was appropriate to allow Samsung to start car manufacturing. 

There was strong opposition from existing domestic manufacturers, as it would 

cause the duplication of investments (Interview, Oh, M. S., 2
nd

 December 2005). In 

order to gain government permission to import technology from Nissan, the 

Samsung Group played a clever political game: it secretly vowed to site the new 

production facilities in the home region of then President, Kim Young Sam, that was 

Gyeongsangnam-do (Jeong, 2004; You, 1999). However, the cost of this political 

agreement was huge. The Busan plant was built on the foreshore, requiring extra 

investments on foundations and infrastructure, and construction costs were three to 

four times higher than that of domestic rivals. State-of-the-art production and 

equipment systems imported from Nissan added to the set-up costs. SMI was 

overstaffed, and sent employees on costly overseas training programmes (Treece, 

2000). Samsung Group had moreover to spend substantial sum in establishing the 

sales networks and R&D facilities. In total, the investment reached 4 trillion won 

(US$5 billion) (also see table 6.1 above). There was no reason to import Nissan’s 

ultramodern and flexible, but very expensive, body assembly system, when SMI was 

only producing a single model (Interview, Oh, M. S., 2
nd

 December 2005; Treece & 

Gadacz, 1998).
3
 Overinvestment and a falling market darkened the prospect for 

                                                 
3 The bodyshop in the Busan plant was equipped with a fully robotized flexible assembly system imported from 

Nissan, which can assemble eight different models at the same time (Renault press release, 13th June 2000). 
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healthy returns on the investment for the new business venture from the outset 

(Interview, Nah, K. S., 2
nd

 December 2005). 

 

(4) The ‘Big Deal’ and ‘Inwha’ 

 

In December 1998, as part of the corporate reform programme, the Korean 

government announced the ‘Big Deal’, in which Samsung Group was forced to swap 

the troubled SMI for Daewoo Electronics, despite the chairman’s aspiration to keep 

it (for more details on the corporate reform programme, including the ‘Big Deal’, see 

chapter 2). However, the Big Deal failed due largely to Samsung Group’s reluctance 

and SMI entering court receivership (Busan Chamber of Commerce & Industry, 

2003; Chang, S. J., 2003; Emery, 2001; Jeong, 2004; Interview, Lee, K. H., 28
th

 

November 2005; Interview, Oh, M. S., 2
nd

 December 2005; Shin & Chang, 2003; 

You, 1999). In fact, the Korean government was heavily involved in the process of 

selling SMI, due to the impact SMI’s closure would have on Busan, South Korea’s 

second city (Loong, 2000). The Kim Dae Jung administration put huge pressure on 

Samsung Group to sell swiftly before the imminent parliamentary elections in April 

2000 (Moon et al., 2000). The greatest problem in the Renault-SMI deal negotiation 

process was the repayment of SMI’s enormous debts, known to be 2,941.5 billion 

won (US$2,678 million
4
) plus interest (Maeil Business Newspaper, 25

th
 April 2000b). 

The Korean government pressurised Samsung Group chairman, Lee Kun Hee, to use 

his personal wealth and clear the loans (You, 1999). In Korea, heavily influenced by 

Confucianism, maintaining harmony (inwha) in society is regarded as very critical 

(Lee, 1989; Meek & Song, 1993; Song & Meek, 1998). Widespread disruption 

would severely damage the reputation of Lee Kun Hee and the Samsung Group. Lee 

took moral responsibility for his misjudged decision, by putting up 3.5 million shares 

of Samsung Life Insurance as collateral (Yonhap News, 8
th

 December 2000), valued 

at 2,450 billion won. The creditor banks, of course, wanted all the loans to be paid 

back in cash. However, given mounting government pressure, and the fact that 

Renault was the only bidder, the banks’ bargaining power was limited. It accepted an 

offer in which 2,450 billion won would be guaranteed by Lee’s shares of Samsung 

Life Insurance, and 480.1 billion won would be repaid from the sale to Renault. The 

                                                 
4 Calculated based on an exchange rate of $1:KRW1,098.21 
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deal allowed the banks to recover 99.6 per cent of their loan. However, 11.4 billion 

won of the principal plus interest of 3,000 billion won were left unsettled (Korea 

Economic Daily, 28
th

 December 2000; Loong, 2000; Maeil Business Newspaper, 

23
rd

 April 2000, 25
th

 April 2000a, 25
th

 April 2000b; You, 1999). 

 

6.3.2. Renault SA 

 

(1) Objectives 

 

Chart 6.2: The growth rate of Western European automobile market and the rest of the world (3 years 

moving average) 

 

Source: Korea Automobile Manufacturers Association (2010) 

 

Since the mid-1990s, regional diversification has been a major strategy in the 

automobile industry. Increased scale and a broader geographic presence, especially 

in the emerging markets, were regarded as key sources of competitive advantage 

(Freyssenet, 2003; Freyssenet et al., 2003; Kim, J. W., 2000; Interview, Oh, M. S., 

2
nd

 December 2005; Renault press release, 26
th

 June 2001). Establishing regional 

production networks in the newly-industrialised countries (NICs) was a priority in 

the face of trade barriers and differing local customer needs (Spathelf, 2008). These 
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factors accelerated the consolidation of the industry, as exemplified by the General 

Motors’ acquisition of Daewoo motors in 2001 (Bélis-Bergouignan et al., 2000; Cho, 

2001; Emerson, 2001; Freyssenet, 2003; Freyssenet et al., 2003; Kiley, 2007; Korine 

et al., 2002). Renault’s operation was too focused on Europe (Kim, J. W., 2000). In 

1999, Renault turned over €37.6 billion, of which €31.3 billion (83.2 per cent of the 

total) was generated in Europe. Sales in the Asia-Pacific were a mere €1.3 billion 

(3.4 per cent) (Renault annual report, 2001). In Western Europe (including 15 EU 

countries
5
, Iceland, Norway and Switzerland), Renault was a leading automaker with 

11.3 per cent market share (passenger cars and light commercial vehicles combined) 

in 1999, but its global market share was only 4.2 per cent (Renault annual report, 

2000). Renault was far behind of its global rivals in building a presence in the fast-

growing, emerging markets (Bélis-Bergouignan et al., 2000). Renault, as a result, 

was vulnerable to fluctuations in the European economy, and the Western European 

market was saturated by the end of the 1990s. As chart 6.2 discloses, the Western 

European car market was on a downward trend, but the demand was growing in the 

rest of the world. Furthermore, Renault was relatively small compared to several 

competitors, lacking the price competitiveness derived from scale economies. 

Renault launched the international expansion strategy: an annual output target of 4 

million vehicles was to be achieved by 2010, of which 2 million vehicles were to be 

sold in the non-Western European markets (Renault press release, 1
st
 September 

2000, 26
th

 June 2001). Renault failed to merge with Volvo in 1995 (Korine et al., 

2002), and having a relatively small presence in Asia, the 1997 Asian financial crisis 

presented an opportunity for cross-border M&A (Freyssenet, 2003). In 1999, it 

established its alliance with the troubled Nissan, and acquired also Dacia
6

 of 

Romania in September 1999, followed by SMI in September 2000 (Renault press 

release, 5
th

 March 2002).  

 

 

 

 

                                                 
5 15 EU countries include Austria, Belgium, Denmark, Finland, France, Germany, Greece, Italy, Luxembourg, 

the Netherlands, Portugal, Republic of Ireland, Spain, Sweden, the UK. 
6 In September 1999, Renault purchased a 51 per cent equity stake in Dacia for $50 million and increased its 

stake to 92.72 per cent in May 2001 (Renault press release, 26th June 2001, 5th March 2002). 
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Chart 6.3: The growth rate of Western European automobile market and the rest of the world (3 years 

moving average) 

 

Source: Renault annual report (2000, 2002) 

 

If one of the primary pull factors for Tesco to acquire a Korean operation was the 

underdeveloped market, Renault was arguably motivated more by other factors 

considering the limited growth potential of the Korean market. As noted above, the 

Korean market reached the maturity stage as early as the mid-1990s. What was more 

attractive was the opportunity to acquire SMI. Building a presence in Asia was 

critical at a time when the importance of the region was growing. Barriers to trade in 

the region were coming down, driven by the expansion of the ASEAN Free Trade 

Area (AFTA) and China’s joining of the WTO (Renault press release, 7
th

 January 

2002). SMI’s could serve as an export platform (de Saint-Seine, 2002; Lim, 2002; 

Treece, 2000; Interview, Yoon, J. K., 12
th

 May 2006), and it could become a 

production base for competitively priced vehicles and parts, enabled by the high 

level of automation at Busan plant (Moon et al., 2000; Gadacz, 2000).  

 

(2) Transfer of Resources and Capabilities 

 

Renault had the financial resources, advanced technological capabilities, 

management know-how, and operational expertise required by SMI. Moreover, the 
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Busan factory with its Nissan technology was a perfect advance base for Renault’s 

penetration into Korea and Asia, because, with its production system imported from 

Nissan, it could easily build Renault and Nissan models adapted to meet regional 

customer requirements (Freyssenet, 2003; Renault press release, 13
th

 June 2000). 

SMI’s only model, SM5, and the production facilities were all heavily reliant on 

Nissan’s technological capabilities. As a majority shareholder of Nissan, Renault 

was able to integrate SMI into the Renault-Nissan Alliance global production 

networks, and run the SMI operation without too many difficulties (Gadacz, 2000; 

Moon et al., 2000). The acquisition of SMI resulted in a boost of sales in the Asia-

Pacific region. In 2001, the combined output of RSM and Renault in the Asia-Pacific 

was 84,398 vehicles (RSM’s contribution was 70,231 vehicles or 83 per cent), an 

830 per cent rise compared to Renault’s sale in the region in the previous year 

(Renault press release, 7
th

 January 2002). This is a clear example of the realisation of 

anticipated cross-border operational synergies through merger. It was expected that 

the combination of the two businesses would result in huge cost savings, for instance, 

by the joint development of new vehicles, the joint procurement of parts and 

components, and the joint marketing of vehicles on a global scale. Exporting the 

vehicles built in Korea through Renault’s global distribution network was also a very 

cost-effective way of raising sales. 

 

(3) Resources and Capabilities Retention 

 

The deal allowed Renault to become the first European automaker to gain a foothold 

in Asia’s second largest automobile market (Gadacz, 2000; Lim, 2002; Moon et al., 

2000; Renault annual report, 2003; Renault press release, 27
th

 April 2000), 

previously shut to foreign acquirers and importers (Renault press release, 13
th

 June 

2000). Despite liberalisation of the automobile market, by 1995, there was no foreign 

automobile manufacturer producing and selling vehicles in Korea (Interview, Oh, M. 

S., 2
nd

 December 2005). Foreign imports accounted for only 0.78 per cent of the total 

Korean market in 2000. This meant that there was a huge upside potential for foreign 

vehicles in the market, as the consumer sentiment was turning favourable towards 

them (Cho, 2002; Chosun-ilbo, 5
th

 September 2006). Renault’s position was different 

from other foreign firms. This is because Renault was able to use the valued 
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Samsung brand (Interview, Kwak, T. Y., 12
th

 December 2011). Renault seemed 

somewhat worried about the Korean customers’ negative attitudes towards foreign 

vehicles (Cho, 2002). Therefore, the fact that Renault was able to keep a Samsung 

origin and Samsung’s involvement in Renault Samsung Motors was a significant 

pull factor. So, Renault signed a brand licensing agreement with the Samsung Group 

(Renault annual report, 2001; Renault press release, 27
th

 April 2000). RSM pays 

Samsung Group approximately 1 per cent of sales revenue as brand usage fees (Asia 

Economy Daily, 1
st
 March 2011). 

 

Chart 6.4: The share of imported vehicles in Korea 

 

Source: Korea Automobile Manufacturers Association (2010) 

 

The acquisition allowed Renault to take over SMI’s well-established local 

distribution network. In addition, like Tesco, Renault could acquire the targets’ high 

quality employees, which was essential to achieving long-term success in Korea. 

Given the chairman’s obsession for cars, SMI had received full support from the 

Samsung Group. The majority of SMI’s employees were the best talented people 

transferred from other affiliates of the Samsung Group (Chang, S. J., 2003; Interview, 

Lee, K. H., 28
th

 November 2005; Interview, Yoon, J. K., 12
th

 May 2006).  
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One reason behind SMI’s failure was the cost of building its technologically-

advanced production facilities (Interview, Oh, M. S., 2
nd

 December 2005). However, 

a potential buyer might be attracted to such an asset as long as fair price was paid 

(Lim, 2002). It is interesting to note that interviewees had divided views on SMI’s 

sale price. Some argue that the company was sold at a bargain price (Interview, Lee, 

K. H., 28
th

 November 2005; Moon et al., 2000; Interview, Yoon, J. K., 12
th

 May 

2006), but Nah, K. S. (Interview, Nah, K. S., 2
nd

 December 2005) disagrees, pointing 

out Renault’s moderate level of return on its investment. The book value of SMI’s 

assets was over 4 trillion won in 1998 (see table 6.1 above), and the sale price of 

those assets was only 615 billion won, that is 15 per cent of the book value. As SMI 

was in court receivership, its asset values were set to collapse further. It was 

expected that the acquired company would not generate any profits for years (Loong, 

2000; You, 1999). It is difficult to measure the intrinsic value of SMI as with other 

distressed Korean firms sold in the crisis era, but it is obvious that Renault clinched 

the deal in its favour as it did not assume SMI’s huge debts (Moon et al., 2000).  

 

6.3.3. Section Summary 

 

SMI was regarded as the Samsung Group’s future core business, but it could not 

survive the financial crisis. It was burdened with huge debts, and a large fall in sales 

and its high unit costs meant that the business was unable to cover its interest costs. 

Moreover, despite the chairman’s aspiration to keep the business, the Korean 

government pressurised Samsung Group to divest it swiftly. Renault was a 

strategically desirable buyer. It had the resources and capabilities required by SMI, 

including financial assets, technological capabilities, and managerial and operational 

expertise. In addition, the strategic partnership between Renault and Nissan meant 

that SMI could reinforce its relationship with Nissan from which it imported 

automotive technology. Renault was motivated by a combination of factors. Amid 

the saturation of European markets, there was an urgency for Renault to match the 

moves of competitors that pursued regional diversification, especially in the NICs. 

Renault needed to increase its size in order to achieve the price competitiveness 

derived from scale economies. In response to the changing international business 

environment, establishing a presence in Korea provided Renault with a springboard 
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for further expansion in Asia. Renault was driven strongly by possible cross-border 

operational synergies that could be realised relatively easily, given the technological 

dependency of SMI on Nissan. It was expected that the acquisitions would result in 

cost savings through the joint development of new vehicles, the joint procurement of 

parts and components, the joint marketing of vehicles on a global scale, and an 

increase in sales through shared distribution networks. Renault could acquire the 

resources and capabilities required to achieve long-term success in Korea, including 

the powerful Samsung brand, state-of-the-art production facilities, high quality 

employees, and a well-established local distribution network.  

 

6.4. Outcomes of Cross-Border M&A 

 

6.4.1. Changes in Organisational Structure, Personnel and Decision-Making 

 

As of December 2005, there was an expatriate CEO, CFO, and Head of Marketing 

Planning at RSM. The Head of R&D was sent from Nissan, and Renault and Nissan 

transferred manager-level engineers on a short-term basis, whenever necessary 

(Interview, Nah, K. S., 2
nd

 December 2005). Renault later sent more expatriates, 

totalling thirty people, as of end-2011. They held a range of posts, including the 

CEO, CFO, Head of R&D, and Head of Design. Others are managers in charge of 

R&D, marketing, procurement, engineering, and manufacturing (Interview, Choi, J. 

H., 22
nd

 December 2011; Interview, Nah, K. S., 23
rd

 December 2011). 

 

Renault left the organisational structure of the acquired business unchanged, but it 

radically changed the decision-making mechanism. The owners and managers of the 

Samsung Group, in establishing SMI, ignored the experts scouted from rival 

automakers. These advisors were strongly opposed to the levels of investment in 

production facilities and other areas of the business, especially when a low profit 

level in the first few years of a new automobile manufacturing venture could be 

expected. However, knowing the Group chairman Lee’s aspiration to build the ‘best’ 

car, Samsung’s management decided to invest in production facilities of the highest 

standard, and purchased car components of the top quality, although they were not 

necessary to the prospective market (You, 1999). The approach matched company’s 
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motto, “Samsung makes only the best products with the best inputs” (Kang, 1998: 

116). The issue of ‘face’ (chemyun in Korean) also led to overinvestment. It was 

important for Samsung how the new venture was perceived, as it was one of the 

leading chaebols. Contrary to the expectations of Samsung’s management, industry 

experts argue that a huge spending on production facilities do not necessarily 

translate into high product quality (Interview, Oh, M. S., 2
nd

 December 2005; Treece 

& Gadacz, 1998; You, 1999). Top management’s lack of knowledge as a 

competitive automaker and its autocratic decision-making system overrode expert 

opinion. Nah, K. S. (Interview, Nah, K. S., 2
nd

 December 2005) reveals that he once 

had to follow what had been decided at the top of the Samsung Group management, 

despite his relatively senior position. According to him, everything was decided by 

group management. 

    

Nah, K. S. remarks that auto making is known as the ‘integrated’ art in 

manufacturing, because issues are never confined to a single business function. This 

means that, for a car manufacturer, one aim is to have a management system in 

which cooperation and communication between all the functions is encouraged. This 

was critical to RSM as it needed to launch new models, and increase market share, 

the scale of production, and profitability. Recognising this requirement, Renault 

radically changed the decision-making process, as well as empowerment/delegation 

rules. Renault introduced an executive committee in which consultations and 

discussions on all key issues takes place once a week between the leaders of business 

functions. According to Nah, K. S., all Korean companies have an executive meeting, 

but at RSM the cross-functional activity is highlighted. The executive committee 

encourages cooperation as decisions need agreement and cooperation (Interview, 

Nah, K. S., 23
rd

 December 2011). Without such a committee system, there is a 

danger that executives will compete against each other for the attention of a new 

foreign CEO. Renault’s emphasis on consultation and coordination between different 

business functions led to the emergence of many kinds of committees at the lower 

levels of hierarchy (Interview, Choi, J. H., 22
nd

 December 2011; Interview, Lee, K. 

H., 28
th

 November 2005; Interview, Nah, K. S., 2
nd

 December 2005). For example, 

the task force team was organised to include experts from different business 

functions. The new decision-making system is rooted in the Renault’s business 
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concept, ‘organisation with no wall’, suggested by Carlos Ghosn, its chairman and 

chief executive officer. As Renault, Nissan and RSM are under one roof, the group 

requires more effective decision-making process to ‘persuade’ everyone involved to 

move in the same direction. Decision-making is slower, but, if every part of the 

organisation is involved in the decision-making process, everyone can understand 

the rationale behind a particular decision (Interview, Lee, K. H., 28
th

 November 

2005; Interview, Nah, K. S., 23
rd

 December 2011). The new system has other 

benefits: it is effective in building consensus throughout the organisation, and 

motivating employees. In other words, employees, regardless of business function, 

accept and work for organisational goals. By contrast, in the previous system, it was 

possible that each function or individual pursued the own objective. In addition, the 

implementation and execution of a new business plan was facilitated, because the 

action plans of different functions are interlinked (Interview, Lee, K. H., 28
th

 

November 2005).  

 

6.4.2. Operational Changes  

 

(1) Technological Capabilities  

 

One of the target company’s main motivations for cross-border M&A was to 

enhance its automotive technological capability, in order to improve long-term 

profitability and to ensure the survival of the business. Prior to the acquisition, 

Nissan refused to sell the most advanced vehicle technology to SMI. However, since 

it became a member of the Renault-Nissan Alliance, RSM has been able to buy the 

most advanced vehicle technology from Renault and Nissan at cost prices (Interview, 

Nah, K. S., 2
nd

 December 2005). Until RSM paid out its first dividend of 41,360 

million won (470 won per share), equivalent to 20 per cent of post-tax profit, in 2007 

(RSM audited financial report, 2007), all retained profits had been used to fund 

product developments and other priorities, including the Renault Samsung Technical 

Center (RSTC) at Giehung (Renault press release, 24
th

 November 2005). The 

investment aimed at capacity expansion was not required, as there was large spare 

capacity created by Samsung’s over-investment. The company enhanced the R&D 

capabilities of the RSTC by improving facilities and employing more R&D staff, 
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which increased from 400 in 2000 to 1,260 in 2010 (Asia Economy Daily, 7
th

 May 

2010).  

 

Lee, K. H. (Interview, Lee, K. H., 28
th

 November 2005) comments that knowledge 

and technology transfer is a key issue for RSM. Renault has attempted to improve 

the technological capabilities by several means, and the human resource transfer was 

central to the process (Interview, Choi, J. H., 22
nd

 December 2011). Many RSM 

engineers have been sent to the Renault and Nissan research centres for trainings. 

For example, in 2006, over 50 R&D employees of RSM were trained at the 

Renault’s headquarters in France (Korea Economic Magazine, 25
th

 November 2006). 

RSM’s R&D employees have also joined the new vehicle co-development projects 

in which they can learn more advanced technologies (Interview, Nah, K. S., 2
nd

 

December 2005). As noted above, from 2007, Renault sent more executive and 

manager-level expatriates, totalling thirty, who could transfer technical expertise in 

R&D, manufacturing, engineering, procurement, and design, as the newly-released 

vehicles of RSM (including New SM3, SM5, SM7) are based on Renault’s models 

(Interview, Choi, J. H., 22
nd

 December 2011; Interview, Nah, K. S., 23
rd

 December 

2011). 

 

RSM participated in the joint development of Renault’s first cross-over vehicle (or 

sport utility vehicle, SUV), which allowed the company to improve the collective 

skills of employees. The vehicle, QM5, was designed by Renault and RSM, 

developed by Nissan and manufactured by RSM in Korea (Interview, Choi, J. H., 

22
nd

 December 2011; Korea Economic Magazine, January 2008; Interview, Nah, K. 

S., 23
rd

 December 2011). In fact, QM5 is the first Renault model to be manufactured 

outside Europe (Financial Times, 24
th

 March 2004). The vehicle is sold as QM5 with 

the RSM badge in Korea and as Koleos with the Renault badge in the rest of the 

world. Given the importance of this project, Renault and Nissan provided a strong 

technological support to RSM. Whenever needs arose, employees and engineers, at 

the senior- to junior-manager levels, of R&D and other key areas were transferred 

from Nissan and Renault. They brought practical, factory-level know-how (Interview, 

Lee, K. H., 28
th

 November 2005; Interview, Nah, K. S., 2
nd

 December 2005; Yonhap 

News, 16
th

 February 2006). Renault has also emphasised the development of 
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individual capabilities, and introduced an individualised training programme, based 

on management by objective (MBO). Every employee is trained based on a 

customised plan that covers the areas where the employee needs more training. The 

progress is closely supervised and monitored by the HR department (Interview, Choi, 

J. H., 22
nd

 December 2011; Interview, Lee, S. B., 28
th

 November 2005). 

 

With the improved R&D and technological capabilities, RSM was able to launch 

many new vehicles within a short period of time. In July 2002, it launched SM3, a 

derivative of the Nissan Bluebird Sylphy (Renault press release, 5
th

 March 2002), 

and SM7, in November 2004, that was derived from the Nissan Teana. The new 

version of the existing model, SM5, was released in January 2005. The company 

also launched QM5, the SUV model, in December 2007. In July 2009, the full 

change model of SM3, New SM3, was released. RSM developed the full change 

model of SM5, New SM5, based on Renault’s Laguna, and launched it in January 

2010 (edaily, 1
st
 December 2009; Korea Automobile Manufacturers Association, 

2010; Yonhap News, 25
th

 January 2005, 12
th

 December 2007). Interestingly, SM5 

and other RSM models are perceived as foreign-made cars by Korean customers, 

given the relation with Renault and Nissan. This is beneficial, as Korean consumers 

perceive French and especially Japanese-made cars as having higher quality than 

domestically-manufactured cars. RSM’s cars, indeed, have a very high degree of 

Japanese technological inputs and components (Interview, Kwak, T. Y., 12
th

 

December 2011 ; Interview, Lee, S. B., 28
th

 November 2005).  

 

(2) Cross-Border Synergies 

 

In 2002, RSM began generating profits. Sales picked up owing to various factors 

including the market recovery, high quality products and the expansion of the 

product portfolio (see the Post-Merger Performance section below). The number of 

employees rose accordingly from 2,000 in 2000 to 5,500 in 2011 (Interview, Choi, J. 

H., 22
nd

 December 2011; Interview, Nah, K. S., 23
rd

 December 2011). In addition, 

there have been cost savings derived largely from new operational synergies. By 

becoming part of Renault-Nissan Alliance, RSM could gain scale economies without 

increasing production capacity. For instance, RSM is able to purchase components 
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through the global Renault Nissan Purchasing Organisation (RNPO), enabling bulk-

buyer discounts (Interview, Choi, J. H., 22
nd

 December 2011; Interview, Lee, S. B., 

28
th

 November 2005; Interview, Nah, K. S., 23
rd

 December 2011; Renault annual 

report, 2001; Renault press release, 12
th

 March 2001). The joint development of new 

vehicles also saved RSM from unsustainable cost commitments. There were savings, 

too, from a joint distribution network, which also increased sales. The merger 

created export opportunities for RSM, making vehicles under the Nissan or Renault 

brand. For instance, since 2006, RSM has exported SM3s to Russia, the Middle-East 

and Latin America on behalf of Nissan (Renault press release, 24
th

 November 2005), 

and the Koleos to Europe and other parts of the world since 2008 (Donga-ilbo, 19
th

 

January 2006; Financial Times, 24
th

 March 2004; Joongang-ilbo, 12
th

 March 2008; 

Interview, Lee, K. H., 28
th

 November 2005; Interview, Nah, K. S., 2
nd

 December 

2005). In 2010, Renault announced a plan to export to France the SM5, 

manufactured by RSM in Korea, under the name Latitude (Money Today, 17
th

 

August 2010). In 2010, RSM sold 271,480 vehicles of which 115,783 vehicles (42.6 

per cent of the total) were exported (see chart 6.5 below). Not only the number of 

exports increased 11,478 per cent from 1,000 vehicles in 2000 to 115,783 vehicles in 

2010, but also the exports’ share of total sales rose from 3.6 per cent in 2000 to 42.6 

per cent in 2010. Importantly, it brought increased capacity utilisation, allowing 

RSM to produce above the minimum efficient scale, and a fall in unit costs. 

 

Another factor has also contributed to the improvement of RSM’s profitability. It 

became imperative for RSM to become profit-centred as a result of the acquisition. It 

has focused on lowering per unit production costs (Interview, Choi, H. K., 1
st
 

December 2011; Interview, Lee, H. S., 7
th

 December 2011). The performance of 

RSM is measured by the key performance indices of profitability and quality 

measures, and the role of RSM within the Renault Group is decided by the level of 

its competitiveness, reflected in these indices. To prove its value to the Renault 

Group, RSM has to outperform other plants (Interview, Lee, K. H., 28
th

 November 

2005). Quality is, in particular, measured by the customer satisfaction index (CSI) 

that surveys the number of customer complaints and customers’ views (Interview, 

Lee, S. B., 28
th

 November 2005). In particular, when RSM manufactured vehicles 
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based on Nissan’s technology, it was required to meet Nissan’s rigorous quality 

standard (Interview, Choi, J. H., 22
nd

 December 2011). 

 

Chart 6.5: RSM’s exports and their share of total sales 

 

Source: Korea Automobile Manufacturers Association (2010); Korea Automotive Research Institute (2011) 

 

6.4.3. Reaction of Employees to Changes 

 
Like Tesco, Renault’s approach to post-acquisition integration has been gradual, 

based on ‘glocalisation’, and Renault, too, was able to secure local employees’ 

agency for the effective transformation of the business. Renault left many 

competitive elements of Samsung’s systems and practices, to which it added some of 

its global standards on a gradual basis. For instance, RSM still has many elements of 

Samsung’s HR and training systems. As a result, the strengths of three companies 

have been well integrated within RSM. Using Nissan’s technological base, Samsung 

and Renault’s strengths were combined, becoming the foundation of RSM’s 

competitiveness (Interview, Choi, J. H., 22
nd

 December 2011; Interview, Nah, K. S., 

2
nd

 December 2005; Interview, Nah, K. S., 23
rd

 December 2011).  

 

 

 



 
 
 

188 

 

6.4.4. Section Summary 

 

Renault left the organisational structure unchanged, but it radically revamped the 

decision-making mechanism. Prior to the acquisition, the decisions were made in an 

arbitrary manner at the top, and expert opinions from the lower levels of hierarchy 

were often ignored. In the new decision-making process, cross-functional 

coordination is emphasised. The decision-making became slower, but it was essential 

for the firm to develop and launch new vehicles swiftly.  

 

The key weakness of SMI was its low automotive technological and R&D 

capabilities. Renault’s central aim was to improve these capabilities in the acquired 

business, as these were vital to establish a competitive position in Korea, as well as 

to build an Asian export platform. More specifically, there was an urgent need to 

develop and launch new vehicles quickly, as SMI had only one vehicle. Renault 

transferred its expertise and capabilities by various ways. It transferred its most 

advanced automotive technologies to RSM. Engineers were sent from Nissan and 

Renault, and RSM’s engineers were trained at the Renault and Nissan research 

centres for trainings. Renault’s training programmes were transferred and combined 

with SMI’s. Renault developed the R&D and technological capabilities of the 

acquired business by expanding and strengthening the R&D function of the acquired 

business. RSM also participated in the joint development of Renault’s new vehicle. 

Renault sent thirty expatriates, mainly to transfer expertise in R&D, Design, 

marketing, procurement, engineering, and manufacturing. 

 

Cost savings were achieved through the realisation of cross-border synergies, 

derived from the joint procurement of parts and components and the joint 

development of new vehicles. In particular, RSM exports to many countries using 

Renault and Nissan’s global distribution networks. Consequently, the sales and 

capacity utilisation increased. The number of employees soared, too, from 2,000 in 

2000 to 5,500 in 2011. Like Samsung Tesco, RSM has become a profit-centred 

business, as its performance is measured by the key performance indices of 

profitability and quality measures. Renault achieved successful post-acquisition 

integration by implementing a gradual integration approach based on glocalisation. 
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6.5. Post-Merger Performance 

 

6.5.1. Market share 

 

Chart 6.6: The market share (all car segments) of leading car manufacturers in Korea 

 

Source: Korea Automobile Manufacturers Association (2010); Korea Automotive Research Institute (2011) 

Note: excludes foreign imports 

 

Have greater sales and cost savings enhanced the firm’s performance and 

profitability? The above chart shows the market share of leading carmakers in Korea. 

Hyundai has long been dominant with nearly 50 per cent of the market. From 2000, 

Hyundai/Kia commanded over a 70 per cent share.
7
 Since the merger, RSM has 

lifted market share from 1.9 per cent in 2000 to 10.6 per cent in 2010. In fact, only 

Kia and RSM managed to improve market share, and the increase for RSM was 

greater. From the fifth position in 2000, RSM achieved the third by 2009. 

 

 

 

 

                                                 
7 Hyundai acquired Kia Motors in 1998. 
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Chart 6.7: The market share (passenger car segment) of leading car manufacturers in Korea 

 

Source: Korea Automobile Manufacturers Association (2010); Korea Automotive Research Institute (2011) 

Note: excludes foreign imports 

 

In order to assess RSM’s performance, it is necessary to look at the passenger car 

market exclusively, because three of its popular models, SM3, SM5, and SM7, are 

saloon models, categorised as passenger cars. Another model, QM5, is a sport utility 

vehicle (SUV) model, and is not included in the passenger car category. QM5 has 

not been successful in Korea with only a 0.3 per cent stake in its market segment of 

recreational vehicle in 2007 (Kia Motors business report, 2007). RSM was the third 

largest passenger carmaker, with the market share of 12.8 per cent in 2010. It was up 

10.3 percentage points from 2000 to 2010, and, again, RSM achieved the greatest 

increase of market share in the passenger car segment.  
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6.5.2. Sales and Profitability 

 

Chart 6.8: Renault Samsung Motors - Sales and operating profit 

 

Source: Renault Samsung Motors audited financial reports 2001 - 2010 

 

Chart 6.8 shows that RSM’s sales revenue burgeoned. It rose 393 per cent from 

1,048 billion won in 2001 to 5,168 billion won in 2010. The company’s operating 

profit rose, but fluctuated to a large extent in the same period. RSM made operating 

losses in 2001, but it reported profits from 2002 to 2010, except for 2004 and 2009. 

The company reported poor financial results in 2003 and 2004, due largely to the 

depression in the domestic economy and the consequent fall in consumer spending. 

Demand in the mature automobile market in Korea is largely influenced by the state 

of the economy. During the period concerned, the domestic economy shrunk as the 

consumption boom, fuelled by credit card borrowings, collapsed (Business Asia, 2
nd

 

June 2003). Consequently, in 2003 and 2004, the domestic car market contracted by 

18.7 per cent and 17 per cent year on year respectively (see chart 6.1 above). 

Furthermore, there was inflationary pressure in the economy amid rising raw 

material costs and oil price, owing to the US-Iraq war (Kia Motors business report, 

2004), which further dampened consumption. Given difficult market conditions, 
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carmakers implemented aggressive marketing strategies, consequently lowering 

profit margins (Kia Motors business report, 2003). In addition, the lower level of 

production meant lower capacity utilisation and reduced benefits from economies of 

scale, damaging profitability further. This is reflected in RSM’s operating profit: in 

2003, it dropped 44 per cent year on year, and, in 2004, RSM reported an operating 

loss. In 2005, both sales and operating profit bounced back significantly for two 

reasons. First, the passenger car market recovered, and grew 18.6 per cent on the 

previous year (Kia Motors business report, 2005). Second, the successful launch of 

SM7 in November 2004 and SM5 in January 2005 boosted sales. The collapse of 

operating profit in 2009 was caused by the subprime mortgage crisis. Interestingly, 

in 2009, the number of RSM vehicles sold in the domestic market rose 31 per cent 

on the previous year (Korea Automotive Research Institute, 2011). This was due to 

the successful release of New SM3 in July 2009, and the government’s support 

programme for the automobile industry. However, RSM’s exports fell 41 per cent 

year on year because of the decline in demand in the company’s main overseas 

markets (Hyundai Motors business report, 2009) (see chart 6.5 above).  

 

Chart 6.9: Renault Samsung Motors and Hyundai Motors – Sales revenue growth 

 

Source: Renault Samsung Motors audited financial reports 2001 - 2010; Hyundai Motors audited financial 

reports 2001 - 2010 
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RSM outperformed the market leader, Hyundai Motors, in terms of sales revenue 

growth. From 2001 to 2010, RSM’s sales revenue grew 393 per cent, much higher 

than Hyundai’s 63 per cent growth. From 2002 to 2010, RSM’s average annual sales 

revenue growth rate was 22.9 per cent, while Hyundai’s was 5.8 per cent. As shown 

in the chart 6.9, RSM’s sales revenue growth rate was substantially higher than that 

of Hyundai’s in 2002, 2005, 2006, 2008, and 2010. From 2003 to 2004, when the 

domestic market was in slump, Hyundai could outperform RSM due largely to its 

strong export performance. Hyundai Motors generated greater sales revenue from 

exports than domestic sales. In 2003, its domestic sales fell 14 per cent year on year, 

but its exports rose 17.6 per cent. As a result, its overall sales revenue increased 1.6 

per cent on the previous year. Similarly, in 2004, Hyundai’s domestic sales declined 

4.4 per cent, compared to 2003, but export sales rose 20.7 per cent, leading to the 

overall rise of 10 per cent (Hyundai Motors business report, 2003, 2004, 2007). At 

the time, RSM was still focusing on the domestic market, highly vulnerable to the 

economic swing in Korea (see chart 6.5 above).  

 

Chart 6.10: Renault Samsung Motors and Hyundai Motors – Operating profit margin (3 years moving 

average) 

 

Source: Renault Samsung Motors audited financial reports 2001 - 2010; Hyundai Motors audited financial 

reports 2001 - 2010 
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Chart 6.10 unveils RSM’s operating profit margin, compared to the market leader 

Hyundai. From 2002 to 2007, RSM’s margin improved from 3.1 per cent to 6.7 per 

cent, while that of Hyundai’s declined from 8.3 per cent to 5.8 per cent. This clearly 

reflects that Renault’s efforts to improve the profitability of RSM and operating 

synergies, as discussed in the previous section, materialised. In addition, the rising 

sales volume increased capacity utilisation and enabled the company to reap benefits 

of scale economies. RSM’s relative performance in terms of return on assets and 

return on equity shows the similar results (see chart 6.11 and 6.12). RSM’s 

profitability fell substantially from 2008, in the wake of the subprime mortgage crisis, 

but what we should focus on is RSM’s achievement from 2002 to 2007. In 2008 and 

2009, the fall in the value of Korean won depressed RSM’s profitability (Interview, 

Lee, H. S., 7
th

 December 2011). The company imports engines from Nissan and the 

majority of components and parts from Europe. This means that its performance is 

vulnerable to changes in the value of won against the yen and euro. In 2009, the 

problem was aggravated by inflation (Interview, Choi, J. H., 22
nd

 December 2011). 

By contrast, Hyundai sources 99 per cent of parts and components from the Korean 

suppliers, so that its per unit production costs are less affected by the exchange rate 

(Interview, Kwak, T. Y., 12
th

 December 2011), and it has bargaining power over 

relatively small suppliers. Moreover, it was able to raise the price of its vehicles, as 

its brand power rose (Interview, Choi, H. K., 1st December 2011; Interview, Yoon, P. 

J., 7
th

 December 2011). 
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Chart 6.11: Renault Samsung Motors and Hyundai Motors – Return on assets (3 years moving average) 

 

Source: Renault Samsung Motors audited financial reports 2001 - 2010; Hyundai Motors audited financial 

reports 2001 - 2010 

 

Chart 6.12: Renault Samsung Motors and Hyundai Motors – Return on equity (3 years moving average) 

 

Source: Renault Samsung Motors audited financial reports 2001 - 2010; Hyundai Motors audited financial 

reports 2001 - 2010 
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6.5.3. Liquidity and Gearing 

 

From 2001 to 2010, RSM’s current ratio had been consistently higher than 100 per 

cent (see chart 6.13). This means that the liquidity position of RSM had always been 

strong. In the same period, RSM’s gearing had been consistently far below 200 per 

cent, as stipulated by the Korean government. The improvement in gearing is 

particularly noticeable: it declined from 2,783 per cent in 1998. Overall, RSM 

achieved both short-term and long-term financial stability since the merger. 

 

Chart 6.13: Renault Samsung Motors – Liquidity and gearing 

 

Source: Renault Samsung Motors audited financial reports 2001 - 2010 

 

6.6. Chapter Summary and Conclusion 

 

The acquisition rescued SMI from court receivership. Renault was the strategically 

most desirable buyer, as it had resources and capabilities to save SMI from its 

fundamental problems, including a lack of financial resources, technological 

capabilities, and managerial and operational expertise. The strategic partnership 

between Renault and Nissan enabled SMI to strengthen the relationship with Nissan 
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from which it already imported automotive technology. Renault’s primary objective 

was to diversify into the Korean market and build an Asian export platform. Renault 

was particularly attracted to SMI’s resources and capabilities, including the powerful 

Samsung brand, state-of-the-art production facilities with large spare capacity, high 

quality employees, and a well-established local distribution network. In addition, 

Renault was confident that it could achieve substantial cross-border operational 

synergies from acquisition, given the technological dependency of SMI on Nissan.  

 

Although SMI was part of the government’s Big Deal plan, case findings suggest 

that it was not sold at a fire sale price. The fundamentals of SMI were weak, lacking 

management expertise and technological capabilities. Having made a long-term 

strategic investment in Korea, Renault fulfilled a benchmark measure disproving fire 

sales when it enhanced the competitiveness of the acquired business by transferring 

the resources and capabilities required by the target. 

 

RSM reported a rise in sales revenue, market share, and profitability. It became the 

third largest automaker in Korea, up from its fifth position. This can be attributed to 

its high quality transition management. With a strong drive to achieve its objective, 

Renault transferred the resources and capabilities required by the target, as noted 

above, and, in particular, the technological and R&D capabilities. But, 

fundamentally, it also maintained the target’s strengths, and, in some functions, 

facilitated high levels of integration and ‘glocalisation’. Technology and R&D were 

strategically combined with the target’s advanced production facilities, distribution 

networks, high quality employees, and strong brand. The mix of transferred and 

retained resources and capabilities were strengthened through investment, training, 

and participation in co-development projects. As a result, RSM launched a series of 

competitive new vehicles that were sold domestically, as well as internationally, 

through the Renault and Nissan global distribution networks. The realisation of 

operational synergies, including joint-procurement and joint-development of new 

vehicles, use of the acquirer’s distribution network to export, and the focus on 

profitability and quality, as well as the increased capacity utilisation, facilitated the 

performance improvement. Local employees’ agency, secured by implementing the 
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gradual integration approach and glocalisation, contributed towards effective 

transformation. 
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7. Towards Profit-Oriented Firms: 

Oriental Brewery and 

Lafarge Plasterboard Korea 

 

 

This chapter introduces two cross-border M&A cases: Interbrew-OB and Lafarge-

Dongbu/Byucksan deal. The two deals display similarities in the motivations and 

strategy of the acquirers and target firms. The competitiveness of the acquired 

businesses improved due largely to the retained resources and capabilities of the 

target firms. Transfers from acquirers were limited, although OB brought finance for 

the acquisition of a local firm, and Lafarge funded capital investments. Retained 

competencies, finance transfers, and a strong emphasis imposed by the acquirer on 

profitability translated into improved financial performance, with the acquired 

businesses becoming more profitable than market leading firms. From loss-making 

businesses, focusing on debt-financed sales growth, they became profit-oriented 

firms. 

 

7.1. Introduction of the Deal: Interbrew-OB 

 

Doosan Corporation of Korea sold a 50.19 per cent stake in its brewing business, Oriental 

Brewery (OB) Co. Ltd. for 350 billion won (US$270 million) to Interbrew SA, the Belgian 

brewery group. The two companies established a joint venture on 1
st
 September 1998. The 

new entity continued using the name Oriental Brewery (OB) since it is one of the most well-

known brands in the Korean liquor market. (Asia Economy Daily, 9
th

 June 2009, 10
th

 June 

2009; Du Bois, 1998; Far Eastern Economic Review, 1998; Schuman, 2000a, 2000b). 

The newly-established venture had a sound financial structure: total assets of US$815 million, 

total capital of US$333 million, and a debt to equity ratio of 145 per cent (Gal & Choi, 

1999).
1
  

 

                                                 
1 US$1 = €0.86 and KRW 1 = €0.000713 (The 1998 closing exchange rate, source: Interbrew annual report, 

1999). So, US$1 = KRW 1,202.09. The total capital and assets are calculated according to this exchange rate. 
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Subsequently, in June 2001, Doosan Corporation reduced its stake in OB from 49.81 per 

cent to 4.91 per cent by selling for 560 billion won a stake to Hops Cooperative U.A., the 

Dutch investment company, specialising in brewing businesses (Doosan Corporation press 

release, 30
th

 October 2001; Newsis, 23
rd

 September 2009; Seoul Shinmun, 13
th

 

November 2006; Weekly Hankook, 18
th

 July 2001). Interbrew arranged put and call 

options with Hops Cooperative so that it could increase its stake in OB to 95.09 per cent in the 

future. In addition, Interbrew entered into a call agreement with regard to Doosan’s 4.91 per 

cent stake. Later, in January 2004, Interbrew exercised the put option with the strike price of 

€612 million, through which it, in effect, acquired a 100 per cent share in Hops Cooperative 

(Interbrew press release, 26
th
 June 2001, 7

th
 January 2004). In June 2006, Interbrew

2
 exercised 

the call option, purchasing the Doosan’s 4.91 per cent share for 67.9 billion won, and as a 

result, InBev finally gained a 100 per cent stake in OB, and Doosan Corporation completely 

withdrew from the beer business (Doosan Corporation, 2006; Korea Economic Daily, 21
st
 

June 2006; Maeil Business Newspaper, 21
st
 June 2006).  

 

In May 2009, Interbrew
3
 sold the 100 per cent stake in OB to Kohlberg Kravis Roberts (KKR), 

the US private equity fund, for 2,301 billion won (US$1.8 billion). By selling OB, it wanted to 

repay debt, and to finance the US$52 billion takeover of Anheuser-Busch in November 2008 

(Barris, 2008; Charles, 2008; Financial Times, 13
th
 July 2008, 7

th
 May 2009, 6

th
 July 2009; 

Santini, 2009). A few months later, in July 2009, KKR sold 22 per cent of its OB stake to 

Affinity Equity Partners (AEP) for US$400 million, so that OB is now co-owned by two 

private equity funds (Carew, 2009; Dalton & Cimilluca, 2009; Euromoney, 2009; 

Euroweek, 2009a; Or, 2009; Powell, 2009; Steverman, 2008). AB InBev’s sale of OB is 

not to be viewed as exit seeking for a short-term financial return. Since the acquisition of 

Anheuser-Busch, which was financed by a huge debt pile of US$54.8 billion, AB InBev has 

divested numerous non-core assets around the world to pay debts, and OB was no longer 

regarded core to AB InBev’s future strategy (Cimilluca & Or, 2009; Financial Times, 11
th

 

January 2009, 4
th
 March 2010a, 4

th
 March 2010b; Interview, Jung, H. T., 5

th
 December 

2011; Tang, 2009). InBev was eager to acquire Anheuser-Busch, famous for its 

Budweiser brand, as it would make the company the largest brewer in the world. To 

finance the deal, Interbrew (AB InBev) sold, in addition to OB, its minority stake in 

                                                 
2 Interbrew was renamed InBev following the acquisition of AmBev in August 2004.  

3 Following the acquisition of Anheuser-Busch in November 2008, InBev was renamed Anheuser-Busch InBev (AB InBev). The 

original name, Interbrew, will be used in this thesis for consistency. 
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China’s Tsingtao brewery, Labatt’s brand distribution business in Canada, Tennent’s 

lager brand, US theme parks, and its central and eastern European beer operations. 

AB InBev earned roughly US$8 billion through these divestments (Economist 

Intelligence Unit, 2009; Emerging Markets Now, 2009a; 2009b; Euroweek, 2009b; 

Financial Times, 18
th

 November 2008b, 15
th

 June 2009, 3
rd

 October 2009, 15
th

 

October 2009a, 15
th

 October 2009b, 7
th

 November 2009). 

 

7.2. Background of the Deal: Interbrew-OB 

 

7.2.1. Introduction to Target: Oriental Brewery (OB) 

 

Established in 1952
4
, Oriental Brewery Co. Ltd. (OB) achieved an annual production 

capacity of 12.8 million hectolitres by 2005, producing from three brewing factories in Icheon, 

Gwangju and Chungwon (Kim, M. O., 2005). The company boasts a strong brand portfolio, 

OB, Cass, and Cafri, and it also manufactures and markets Budweiser in Korea under 

licence agreement. Until the establishment of the joint venture with Interbrew in 

1998, OB had been the flagship company of one of the largest chaebol, Doosan 

Group. Established in 1896, Doosan is Korea’s oldest business group (Break News, 

3
rd

 June 2008; Cho, 2010; Doosan Group, 2010; Doosan Group press release, 5
th

 

August 2008; Lee, 2009). OB had been the engine of growth for the group, and 

Doosan Group had diversified into a range of related businesses, such as Doosan TechPack 

and Samhwa Crown & Closure
5
, in order to support the operations of OB (Doosan 

Corporation press release, 30
th

 October 2001; Gal & Choi, 1999; Interview, Jung, H. 

T., 5
th

 December 2011; Korea Herald, 22
nd

 June 2001). 

 

7.2.2. Introduction to Acquirer: Interbrew 

 

Established in 1366, Interbrew has grown from a small local brewer based in Leuven, 

Belgium, to the world’s largest, with a portfolio of almost 300 brands, including global 

flagships, such as Budweiser, Stella Artois, and Beck’s, and specialty brands such as 

Hoegaarden and Leffe (AB InBev press release, 15
th
 October 2009; Datamonitor, 2004a, 

                                                 
4 The initial name of the company was Dongyang Brewery. In March 1995, it was renamed Oriental Brewery 

(OB) after its flagship product, OB Beer. 
5 Doosan Techpack produced cans and bottles, and Samhwa Crown & Closure manufactured beer bottle caps.  
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2004b, 2004c; Interbrew press release, 26
th
 June 2001). Interbrew acquired numerous 

brewers in developing and developed markets in order to increase its geographical 

coverage and to leverage greater economies of scale (Interview, Yeo, D. S., 21
st
 

September 2006). In particular, since the new millennium, Interbrew was involved in 

two mega mergers that caused a change in the dynamics of the industry. In August 

2004, Interbrew, the third largest brewer in the world at the time, acquired the fifth 

largest, Companhia de Bebidas das Américas (AmBev) of Brazil for US$11.2 billion, 

and created a new business entity, InBev. Later, in November 2008, it acquired US 

giant Anheuser-Busch, the brewer of famous American brand, Budweiser (Chauvin, 

2004; Economist Intelligence Unit, 2004; Kepp, 2004a, 2004b; Lozano, 2005; Miller, 

2005; O’Brien, 2004; Scheinman, 2005; Tomlinson, 2004). The combined firm, 

Anheuser-Busch InBev (AB InBev), is, by any measure, the world’s largest brewer, 

commanding a quarter of the world beer market in volume terms, and marketing four 

of the top 10 selling beers in the world (Financial Times, 23
rd

 May 2008, 12
th

 June 

2008; Kim, Y. W., 2008; Korea Alcohol & Liquor Industry Association, 2009). In 

2009, the company posted sales of US$36.8 billion (AB InBev annual report, 2009). 

 

7.3. Motivation and Strategy for Cross-Border M&A 

 

7.3.1. Oriental Brewery (OB) 

 

(1) Loss of Market Share 

 

Until the mid-1990s, OB had dominated the Korean beer market (Jung & Kim, 2009; 

Lee, 2009). OB boasted a market share of 72.6 per cent (see chart 7.1 below), with 

much of remaining market supplied by Korea’s oldest brewery, Chosun Brewery. At 

the time, OB had a leading market power (CEO, January 2004, May 2005; Financial 

News, 3
rd

 October 2006; Money Today, 30
th

 January 2008; Weekly Chosun, 19
th

 

March 2005). However, the company’s brand image was damaged enormously by 

the ‘phenol leakage’ incident in March 1991. One of the Doosan Group’s affiliates, 

Doosan Electronics, had a storage tank of phenol, a toxic chemical, but the pipeline, 

which connected the storage tank to the production line, ruptured. The phenol 

leakage polluted the River Nakdong, the source of local water supply, and it 
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eventually contaminated tap water supply in the Yeongnam district. This resulted in 

a forced resignation of the then chairman Park Yong Oh of Doosan Group, and, more 

importantly, a nationwide boycott campaign against Doosan’s products, including 

OB Beer (Break News, 3
rd

 June 2008; Choi, 2004; Financial News, 3
rd

 October 2006, 

28
th

 September 2009; Interview, Jung, H. T., 5
th

 December 2011; Kim & Cho, 2008; 

Lee, 2009; Maeil Business Newspaper, 5
th

 January 2005).  

 

A new, third brewer entered the Korean market in 1992. Jinro, the unassailable 

market leader of a Korean local spirit, soju, established a joint venture, Jinro Coors 

Brewery, with Coors of the US (Cass Brewery audited financial report, 2000; Hoon, 

1994; Schuman, 2000b). Its first beer, Cass Beer, was launched in 1994, and it was 

very successful. In the first three months, it captured a 10 per cent market share. It 

benefitted from Jinro’s market know-how, countrywide distribution networks, and 

financial backing (edaily, 22
nd

 September 2006; Interview, Jung, H. T., 5
th

 December 

2011; Maeil Business Newspaper, 21
st
 May 2001; Money Today, 30

th
 January 2008; 

Interview, Yeo, D. S., 21
st
 September 2006). Amid fiercely intensifying competition, 

in May 1993, Chosun Brewery launched a premium light beer, Hite, that made a 

sensational debut with a strong unique selling point. With an aggressive advertising 

campaign, Chosun Brewery positioned Hite Beer as the beer of high quality water, 

which was made of ‘clean and pure’ natural water, obtained from rock-beds some 

150 metres underground. This proved to be very effective amid growing consumers’ 

interest in the quality of drinking water, triggered by the phenol leakage incident by 

Doosan Electronics. OB’s market share plunged quickly and substantially. From 

1990 to 1994, OB lost 12.5 percentage points, and it was overtaken by Chosun 

Brewery in 1996, only 3 years after Hite Beer was launched (see chart 7.1 below). It 

was the first time that OB lost its leadership position after 40 years of market 

domination (edaily, 1
st
 April 2005, 22

nd
 September 2006; Kim, S. R., 2002; Maeil 

Business Newspaper, 5
th

 January 2005, 2
nd

 October 2006; Seo, 2005). By 1999, 

Chosun Brewery commanded almost half of the market, whereas OB’s market share 

shrunk to 34.6 per cent. In June 1998, the company was renamed Hite Brewery after 

its leading product (Hite Brewery business report, 1999). 
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Chart 7.1: Market Share of OB, Hite Brewery (Chosun Brewery) and Jinro Coors Brewery - 1990s 

 

Source: Kim, T. H. (2004) 

Note: Market shares are calculated based on annual shipment, converted into alcohol content 4°. 

 

(2) Low Profitability 

 

The rapid and material loss in market share consequently led to a fall in the sales 

revenue and profitability of OB. As sales revenue plunged, the company was rapidly 

losing the benefits of scale economies, which pushed up the average costs of 

production. Lower capacity utilisation meant that its average fixed costs were also 

rising, undermining profitability (Ha, 2000). In order to turn around the situation, 

OB launched several new products hurriedly, including OB Ice and Nex in 1994, 

OB’s versions of light beer (Financial News, 3
rd

 October 2006; Hoon, 1994; Lee, 

1994; Money Today, 30
th

 January 2008) as well as Cafri and OB Lager in 1995 

(Interview, Jung, H. T., 5
th

 December 2011). Despite heavy marketing expenditure 

on these new products, they failed to regain market share from Hite Beer, worsening 

OB’s profitability even further (Gal & Choi, 1999; Hankyoreh, 1
st
 May 1994; 

Weekly Chosun, 19
th

 March 2005). Having had a dominant position in the market for 

a very long period, OB and other Doosan’s affiliates were not ready for competition. 

They became complacent, unable to cope swiftly with challenges (Barton & Deutsch, 

2008; Kim & Cho, 2008). To make matters even worse, by the mid-1990s the beer 
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market started showing a sign of saturation, making OB’s turnaround more difficult 

(see chart 7.5 below). In the stagnant market, three - instead of two as previously - 

brewers contended aggressively to survive (Interview, Yeo, D. S., 21
st
 September 

2006).  

 

In general, a market leader has financial strength, and is able to withstand better the 

competitive pressure. However, it was not the case for OB, despite having the 

leadership position for 40 years. Its profitability was so low, because it was 

financially supporting other related affiliates in Doosan Group, overpaying for goods 

and services such as cans, bottle caps and labels (Interview, Jung, H. T., 5
th

 

December 2011; Schuman, 2000b; Interview, Yeo, D. S., 21
st
 September 2006). 

Sometimes, the affiliates of Doosan Group engaged in “artificial transfer pricing 

schemes to reallocate losses and profits among related business units” (Chang, S. J., 

2003: 126). In addition, by the mid-1990s, OB had been pursuing a market growth 

strategy, in which it had spent hugely on marketing, in order to grow the total beer 

market size (as will be discussed below). Together with the high intra-group 

transaction costs, this lowered the profitability of OB, and, in the mid-1990s, it was 

further damaged amid the steeper competition in the saturated market. OB reported 

an operating loss of 4.5 trillion won in 1995 and 4.3 trillion won in 1996 (see table 

7.1 below). This led to a liquidity problem for OB, and, more importantly, for 

Doosan Group as a whole, because the group had an array of beer-related businesses 

around OB.  

 

Table 7.1: Extract of P&L account and key ratios of OB 1995 - 1997 

(KRW/100 million) 1995 1996 1997 

Sales 435,808 382,743 508,459 

Operating profit -44,700 -43,079 -1,808 

Interest expenses 106,229 136,975 158,521 

Pre-tax profit -118,710 -81,177 76,501 

Key ratios:    

Operating profit margin (%) -10.3 -11.3 -0.4 

Interest cover ratio  -0.12 0.41 1.48 

Source: Produced based on the financial data provided in Gal & Choi (1999: 202-204) 

Note: Interest cover ratio = EBIT / Interest payable 
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Table 7.2: Extracts of balance sheet and key ratios of OB 1995 - 1997 

(KRW/100 million) 1995 1996 1997 

Current assets 417,514 559,918 976,362 

Current liabilities 699,331 871,751 1,413,482 

Total liabilities 1,197,546 1,320,112 1,748,536 

Total shareholders’ equity 111,918 13,976 260,689 

Key ratios:    

Current ratio 0.60 0.64 0.69 

Debt-to-equity (%) 1,070 9,446 671 

Source: Produced based on the financial data provided in Gal & Choi (1999: 202-204) 

 

(3) Over-Investment Problem 

 

Until it was hit by the crisis in the mid-1990s, Doosan Group had developed into a 

market leader in many consumer goods. The group’s key products ranged from 

alcoholic drinks, such as beer and whiskey, to other food and beverages, including 

soft drinks and dairy products (Break News, 3
rd

 June 2008). In the beginning of the 

1990s, Doosan Group kept investing heavily to expand its capacity, which was 

funded by huge borrowings, as with many other chaebols (Interview, Jung, H. T., 5
th

 

December 2011). However, Doosan Group encountered unexpected events and 

challenges identified above, and, consequently, the group was near bankrupt by 1996. 

Its sales revenue was approximately 3 trillion won in 1996, but its net cash flow 

recorded a negative 940 billion won (about US$1.16 billion at the time), representing 

about a third of the total revenue (Asia Economy Daily, 9
th

 June 2009; Barton & 

Deutsch, 2008). Doosan Group used leverage not only to fund capital investments, 

but also to finance working capital needed for the new product launch and other 

marketing activities, so as to defend itself from the increased competition (Gal & 

Choi, 1999). Its debt-to-equity ratio reached 688 per cent in 1996 (see chart 7.2 

below). The financial situation of the group’s core business, OB, was far worse (see 

table 7.1 and 7.2 above). OB’s debt-to-equity ratio was 1,070 per cent in 1995 and 

rose to 9,446 per cent in 1996. Its interest cover ratios show that OB’s EBIT 

(Earnings Before Interest and Tax) could cover only about 12 per cent of its yearly 

interest payments in 1995 and 41 per cent in 1996, let alone the principals of 

maturing debts. Not surprisingly, it had a short-term working capital problem, too. 



 
 
 

 207 

Its current assets could cover only about 60 per cent of its current liabilities, as 

shown in the ratios of 0.6 in 1995 and 0.64 in 1996. 

 

OB and Doosan Group’s financial crisis commenced well before the 1997 Asian 

financial crisis (Kim et al., 1998; Korea Herald, 22
nd

 June 2001; Naeil Shinmum, 15
th

 

May 2009). It was caused by the OB’s own failure to cope with the increased 

competitive pressure, together with its inherently low profitability, which was 

undermined even further by the loss in market share, as well as huge marketing 

expenditure and interest expenses. Doosan Group began looking for the buyer for 

OB from the mid-1990s (Interview, Jung, H. T., 5
th

 December 2011; Interview, Moon, 

H., 25
th

 November 2005; Interview, Yeo, D. S., 21
st
 September 2006). 

 

(4) Restructuring Doosan Group 

 

Faced with a severe liquidity crisis, Doosan Group implemented a drastic 

restructuring programme in December 1995, which consisted of five stages (Gal & 

Choi, 1999; Money Today, 23
rd

 May 2007; Weekly Hankook, 18
th

 July 2001). The 

first included measures to avoid immediate bankruptcy (Interview, Moon, H., 25
th

 

November 2005). In other words, the priority for Doosan Group was to turn around 

its negative cash flow position, and, therefore, it began selling a number of non-

profitable as well as profitable assets. Doosan was ready to sell even the core 

businesses of the group. It first sold its stakes in several joint ventures to partners, 

which included Nestle Korea (23.5 billion won) in August 1996, and 3M Korea (90 

billion won) in November 1996. Subsequently, in December 1996, it sold its stake in 

Kodak Korea for 50 billion won, and one of the OB’s production facilities in 

Yeongdeungpo, Seoul was sold for 114.2 billion won. In February 1998, Doosan 

Group sold its headquarters building in Euljiro, Seoul, for 69 billion won, and 

withdrew from a number of unprofitable or non-core businesses, including Doosan 

Seagram, the whisky business, handing control to its joint venture partner, Seagram, 

from the US, for 127.5 billion won (US$90 million) in June 1998 (Cho, 2010; 

Daehan Mail, 1
st
 January 2002; Hankook-ilbo, 23

rd
 April 2001; Maeil Business 

Newspaper, 7
th

 April 2009; Money Today, 23
rd

 May 2007; Naeil Shinmum, 15
th

 May 

2009). 
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In the second stage, in October 1997, OB merged with Doosan Beverage that had 

stronger balance sheet. In the third stage, Doosan Group sold one of its core 

businesses, the beverage business
6
 to the Coca Cola Company of the US for 432.2 

billion won in October 1997 (Naeil Shinmum, 15
th

 May 2009). Because of this sale, 

OB made a substantial gain, which resulted in a positive profit before tax of 76,501 

million won. It also contributed towards reducing the gearing from 9,446 per cent to 

671 per cent, as gains made from the sale increased OB’s capital (see table 7.2 

above). In the fourth stage, Doosan Group was completely reorganised: its 23 

affiliates were integrated into just 4 companies, including Doosan Corporation, 

Doosan Engineering and Construction, Doosan Packaging, and Oricom in April 

1998 (Doosan Group, 2010; Weekly Hankook, 18
th

 July 2001). In the last stage, the 

joint venture between Interbrew and OB was established in September 1998. The 

sale of assets brought in a huge pile of cash into the group. After all, by the end of 

1998, Doosan Group’s net cash flow turned into a positive balance (Barton & 

Deutsch, 2008). The group’s gearing also fell to a safe level from 688 per cent in 

1996 to 149 per cent in 2000 (see chart 7.2 below), below the government-required 

level of 200 per cent. It is to be noted that because of Doosan’s own crisis, which 

broke out in the mid-1990s, and the subsequent drastic restructuring, Doosan Group 

was financially stronger than other chaebols when the Asian financial crisis hit 

Korea in the end of 1997. This allowed Doosan Group to execute a series of M&As 

as explored below (Cho, 2010; Maeil Business Newspaper, 7
th

 April 2009; Money 

Today, 23
rd

 May 2007; Naeil Shinmum, 15
th

 May 2009; Newsis, 23
rd

 September 

2009). 

 

 

 

 

 

 

 

 

                                                 
6 The main operation of the business was to bottle Coca Cola for Seoul and the Gyeonggi district, the largest cola 

markets in Korea (Gal & Choi, 1999). 
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Chart 7.2: Doosan Group’s gearing 

 

Source: Seoul Shinmun, 13th November 2006; Weekly Hankook, 18th July 2001 

 

Having sold the core businesses, including OB and many other affiliates, it was vital 

for Doosan Group to build its business portfolio. It started transforming itself 

radically from a consumer goods business to a business group focused around its 

Infrastructure Support Business (ISB), entailing industrial facilities, machinery, 

heavy equipment, and construction (Daehan Mail, 1
st
 January 2002; Korea 

Economic Daily, 26
th

 May 2001; Interview, Moon, H., 25
th

 November 2005; Weekly 

Hankook, 18
th

 July 2001; Interview, Yeo, D. S., 21
st
 September 2006). At the centre 

of the transformation, there has been a series of large acquisitions (Ajoo Business, 

25
th

 February 2010; Cho, 2010; Korea Economic Daily, 15
th

 November 2005; Maeil 

Business Newspaper, 7
th

 April 2009; Naeil Shinmum, 15
th

 May 2009).  
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Table 7.3: Acquisitions of Doosan Group 2001 - 2007 

Year Target Firm Business Area 

2001 Korea Heavy Industries and 

Construction (Korea) 

power and desalination plant construction 

2003 Koryeo Industrial Development 

(Korea) 

construction of power plants and engineering 

2005 Daewoo Heavy Industries and 

Machinery (Korea) 

construction and heavy equipment manufacturing 

2005 Water treatment business of AES (US) water treatment 

2006 Mitsui Babcock Energy (UK) design and construction of power plants 

2006 Kvaerner IMGB (Romania) manufacturing of materials for power generation 

facilities 

2007 Three businesses of Ingersoll Rand, 

including Bobcat, Utility Equipment, 

and Attachments (US) 

construction and heavy equipment manufacturing 

2007 CTI (US) environmentally-friendly engine manufacturing 

2007 Yantai Machinery (China) wheel loaders manufacturing 

Source: Asia Economy Daily, 9th June 2009; Break News, 3rd June 2008; Cho, 2010; Doosan Corporation press 

release, 10th October 2003; Doosan Heavy Industries and Construction press release, 19th January 2007; 

Hankyoreh, 10th October 2004; Korea Economic Daily, 15th November 2005; Maeil Business Newspaper, 1st 

September 2008; 7th April 2009; Money Today, 21st June 2009; Naeil Shinmum, 15th May 2009; Newsis, 23rd 

September 2009  

 

During the transformation process, Doosan Group continued selling the consumer 

goods businesses, including the food business unit, to Daesang group in 2006, 

Doosan Techpack to MBK partners in 2008, and Doosan Liquor BG to Lotte Liquor 

in 2009. By the end of 2008, Doosan Group’s portfolio was completely rebuilt. In 

1996, 26 per cent of the group’s total sales were generated from the ISB, which 

increased to 87 per cent in 2008. Doosan also expanded internationally through 

cross-border acquisitions (Hankyoreh, 10
th

 October 2004; Korea Economic Daily, 

15
th

 November 2005; Maeil Business Newspaper, 7
th

 April 2009; Money Today, 21
st
 

June 2009; Interview, Moon, H., 25
th

 November 2005). In particular, the acquisition 

of three businesses from Ingersoll Rand for US$ 4.9 billion in 2007 was the largest 

outbound M&A deal by an Asian company in the US (Asia Economy Daily, 9
th

 June 

2009; Barton & Deutsch, 2008; Cho, 2010; Doosan Infracore press release, 6
th

 

August 2007; Maeil Business Newspaper, 1
st
 September 2008). In 1998, the group 

reported sales revenue of 3.4 trillion won, which increased almost sevenfold to 22.7 

trillion won in 2008, with 56 per cent of sales generated overseas, a rise from 20 per 

cent over a decade ago (Doosan Group, 2010; Doosan Group press release, 5
th

 

August 2008; Money Today, 23
rd

 May 2007; Seoul Shinmun, 13
th

 November 2006). 
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Without the sale of OB and other consumer goods businesses to foreign investors in 

the crisis period, the transformation would not have been possible.  

 

7.3.2. Interbrew 

 

(1) Objectives 

 

There were various external factors that pushed Interbrew to pursue international 

growth. Most of all, Interbrew’s main markets were saturated, with falling demand, 

and the competition was becoming ever more fierce (Ebneth & Theuvsen, 2007; 

Marinov & Marinova, 1999; Todd, 2004). The company’s core market at the time 

was Western Europe, including Belgium, the Netherlands and France, but beer 

consumption was shrinking in these markets, limiting the growth prospects of the 

company (Holloway, 2004; Interbrew annual report, 1999). Commentators (e.g. 

Benson-Armer et al., 1999) argued that even the world’s leading brewers were 

vulnerable to acquisitions by relatively larger food companies, seeking to expand 

product portfolio and distribution network. Therefore, it was a top priority for 

Interbrew and the other world’s largest brewers to expand into the emerging markets 

with a high growth level of the population and per-capita beer consumption 

(Financial Times, 20
th

 January 2005; Food Engineering & Ingredients, 2005; 

Interbrew annual report, 1998; Miller, 2005). Indeed, as chart 7.3 shows, from 1995 

to 2000, beer consumption decreased in Germany and the UK, whereas it grew 

substantially in Poland, Russia, and China. 
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Chart 7.3: World’s 10 largest beer consuming countries 

 

Source: Korea Alcohol & Liquor Industry Association (2008) 

 

Interbrew expanded aggressively in emerging markets, primarily through cross-

border acquisitions (Marinov & Marinova, 1999)
7
. Its sales volumes in these markets 

soared, accordingly. In 1998, Interbrew sold 10.4 million hectolitres of beer in the 

emerging markets
8
, which accounted for 23 per cent of the company’s total sales 

volume (Interbrew annual report, 1998). In 2000, the sales volume in these markets 

rose 245 per cent to 35.8 million hectolitres, representing 46.8 per cent of the total. 

The company was no longer focused on its home market, Belgium. In 2000, 90.7 per 

cent of the total sales volume was generated outside its borders (Interbrew annual 

report, 2000). Interbrew was able to grow rapidly through cross-border acquisitions. 

Just over a decade from 1997 to 2008, the company’s sales volume increased more 

than tenfold, at an annual average growth rate of 23.4 per cent, from 39.4 million 

hectolitres in 1997 to 416 million hectolitres in 2008 (see chart 7.4 below). In 

                                                 
7 The reason for Interbrew’s acquisitions-based internationalisation is explained below in subsection (3). 
8  Emerging markets included Bosnia-Herzegovina, Bulgaria, China, Croatia, Czech Republic, Dominican 

Republic, Hungary, Korea, Montenegro, Romania, Russia, and Ukraine (Interbrew annual report, 1998, 2000). 
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particular, the acquisition of AmBev
9
 in 2004 and Anheuser-Busch in 2008 raised 

the company’s sales volume significantly. 

 

Chart 7.4: Sales volumes growth of Interbrew 1997 - 2008 

 

Source: AB InBev annual report (2008, 2009); Interbrew annual report (1998, 2000) 

 

Interbrew was attracted to the growth potential of the Korean market. Just over two 

decades from 1975 to 1997, beer consumption in Korea grew sevenfold from 5 to 35 

litres per capita, making the Korean market the third largest in Asia. From 1990 to 

1997, the size of Korean market increased 38.2 per cent from 13.7 million hectolitres 

in 1990 to 18.9 million hectolitres in 1997 (see chart 7.5 below). Although it shrunk 

in 1998, in the wake of the crisis, Interbrew expected that the Korean market would 

maintain the high growth rate, as the economy recovered, and match potentially the 

more developed Japanese market size of 55 litres per capita (Interbrew annual report, 

1998; Kim, Y. W., 2008; Schuman, 2000b).
10

  

 

                                                 
9 AmBev was the market leader in Brazil with a 66 per cent share (Kim, T. H., 2006). It also had a formidable 

presence in Latin America, the world’s second fastest growing markets after China (InBev press release, 27th 

August 2004; Korea Alcohol & Liquor Industry Association, 2008). As of 2003, AmBev had a market share of 

99 per cent in Argentina, 94 per cent in Paraguay, 99 per cent in Uruguay, and 99 per cent in Bolivia (Economist 

Intelligence Unit, 2004; Tomlinson, 2004).  
10 Unlike Interbrew’s forecast, the Korean market saturated in the mid-2000s (see chart 7.7 below). 
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Chart 7.5: Korean beer market size - 1990s 

 

Source: Kim, T. H. (2004) 

Note: Market size is calculated based on annual shipment, converted into alcohol content 4°. 

 

(2) Resources and Capabilities Retention 

 

Interbrew had strong motivation for adding OB to its international portfolio, not least 

the fact that it would have to transfer few capabilities and resources. To understand 

its acquisition, and its organisational and performance impact, we inevitably have to 

focus the capabilities and resources of the target. Beers are bought in a range of 

places, including bars, supermarkets, and restaurants. It is impossible for a brewer to 

distribute its beers directly to thousands of retailers countrywide. Therefore, beers 

are distributed by wholesalers in Korea (Interview, Jung, H. T., 5
th

 December 2011). 

This means that marketing towards wholesalers is critical. In addition, local heritage 

is an important part of the marketing of local beers (Smith, 2005). Interbrew, 

therefore, sought local market knowledge, including how to market beers effectively 

to wholesalers in Korea (Interview, Yeo, D. S., 21
st
 September 2006). Interbrew was 

pulled by the strong OB brand, which was essential for its success in Korea. In the 

beer market, a few global famous brands cannot appeal to all the customer segments. 

In fact, the world beer market has always been highly fragmented and is composed 

of a range of local brands. Indeed, Bud Light, the top-selling global brand, has a 
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global market share of only 3 per cent
11

 (Interbrew annual report, 1998, 2000; 

Tomlinson, 2004; Tylee, 2004). Bud and Miller became the world’s top-selling 

global premium brands, based on success in its large local market, namely the US. 

This means that there is no clear advantage for having strong global brands for the 

internationalisation of brewers. The most effective way to penetrate into a new 

market is to develop popular local brands. However, it requires substantial time and 

resources, and, moreover, there is no guarantee that market entry through greenfield 

FDI would be successful. It would make the local market more competitive, reducing 

the profit prospects, and the market would reach the saturation point more quickly. 

Therefore, the best way for brewers to expand into the new market would be the 

acquisition of a local brewer (Food Engineering & Ingredients, 2005; Interbrew 

annual report, 1999). Interbrew was also pulled by OB’s ability to produce high 

quality beers. Technological capability was its critical asset, as Interbrew would have 

to compete against its rivals, in Korea, mainly by selling local rather than imported 

brands. This saved Interbrew investment in the improvement of technological 

capability at the acquired business (Interview, Moon, H., 25
th

 November 2005). 

 

There is another advantage in acquiring a local brewer. Interbrew buys not only local 

brands and breweries, but also local distribution that can be used as a platform for 

marketing global premium brands, such as Stella Artois (Interbrew annual report, 

2000; Kirkman, 2004). In addition, where segmentation opportunities arise, 

Interbrew can launch specialty brands, such as Hoegaarden and Leffe, without 

investments in local distribution infrastructure (Beverage Industry, 2004; Economist 

Intelligence Unit, 2004; Ewing, 2004; Interbrew annual report, 1999). Selling global 

premium brands and specialty brands through the local distribution networks could 

boost profitability significantly, especially when the acquired firm has strong local 

brands that can cover the fixed costs of those global brands (Interbrew annual report, 

2000). Moreover, global premium and specialty brands tend to have much higher 

profit margins (Tomlinson, 2004).  

 

 

                                                 
11 Bud Light was sold 46.1 million hectolitres around the world in 2005 (Korea Alcohol & Liquor Industry 

Association, 2008). However, in 2007, it slipped to the second place in the global ranking after ‘Snow’ of China 

Resources Snow Breweries (Korea Alcohol & Liquor Industry Association, 2009). 
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7.3.3. Section Summary 

 

The sale of OB was a part of Doosan Group’s restructuring. Doosan’s difficulties 

began before the 1997 crisis. Its core business, OB, lost its market leadership 

position in the mid-1990s. OB had pursued a sales growth strategy for a long time, 

expanding its capacity, by raising debts beyond its ability to repay. The business was 

run inefficiently, spending indiscriminately on marketing and supporting other 

affiliates in Doosan Group by overpaying for supplies. The fall in capacity utilisation, 

loss of benefits from scale economies, and debt servicing costs contributed to the 

rapid drop in profits. This resulted in a group-wide liquidity problem. Doosan Group 

had no choice but to sell its core business, OB. The business was sold voluntarily, 

free from government pressure, for survival. Doosan transformed itself radically 

from a consumer goods business to an Infrastructure Support Business (ISB) group. 

During the process, it sold OB and other consumer goods businesses, and acquired 

infrastructure support businesses. 

 

Amid a maturing home market, it was imperative for Interbrew to internationalise 

into markets with growth potential, such as Korea. OB had the competitive resources 

and capabilities, including local market knowledge, strong brand, and a local 

distribution network, saving the cost of building one’s own local infrastructure, and 

allowing the company to sell high-margin global premium and specialty brands. OB 

was also able to manufacture high quality beers, which meant that Interbrew was not 

required to invest further in the target’s plants, in order to improve their 

technological capability. 

 

7.4. Outcomes of Cross-Border M&A: Oriental Brewery (OB) 

 

7.4.1. Changes in Organisational Structure, Personnel and Decision-Making 

 

(1) Organisational Structure and Decision-Making Process 

 

Before the acquisition, OB was a hierarchical organisation in which decisions were 

arbitrarily made by the CEO. Interbrew transformed the acquired business into a 
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functional organisation that consists of five different business functions, including 

Human Resources, Finance Administration, Production, Sales, and Marketing. Each 

function is led by the vice president (VP) who participates in the management 

committee meeting. VPs have a greater decision making authority than previously, 

and key decisions are made at the committee meeting through the discussion and 

coordination. The new system improved cross-functional coordination, and seeks to 

establish consensus among the lower levels of the hierarchy. However, decision-

making became slower, as found in the Renault Samsung Motors case. Sometimes, 

VPs confronted each other, failing to reach an agreement. A VP’s promotion is tied 

to the performance of his own function, and so they had a strong incentive to oppose 

other VPs’ suggestions if they expected them to impact negatively upon their 

function. For instance, the CFO opposed the Sales VP’s attempt to increase 

marketing expenditure, as the focus of the CFO was to trim costs. In addition, the 

VPs have developed a propensity to avoid taking decisions with a high risk of failure 

in order to avoid blame for negative consequences (Interview, Kim, Y. C., 23
rd

 

December 2011; Interview, Moon, H., 25
th

 November 2005; Interview, Yeo, D. S., 

21
st
 September 2006).  

 

(2) Human Resource Transfers 

 

Interbrew retained the majority of local systems and practices. Having operated in 

some 30 countries worldwide, Interbrew realised that global standards, in many 

cases, are not suited to an acquired firm’s corporate culture or local market 

conditions (Miller, 2005; Interview, Yeo, D. S., 21
st
 September 2006). Consequently, 

human resource transfers were limited. Before 2005, there were four expatriates, 

including the CEO, CFO, Head of Marketing (VP), and Head of Human Resources 

(VP). In early 2005, Interbrew appointed, for the first time in the seven years since 

acquisition, a Korean CEO, Kim Joon Young, and a Korean CFO (Kim, M. O., 

2005; Kyunghyang Shinmun, 6
th

 November 2005). As of 2009, there were only two 

expatriates from Interbrew (Interview, Kim, Y. C., 23
rd

 December 2011; Interview, 

Moon, H., 25
th

 November 2005; Interview, Yeo, D. S., 21
st
 September 2006). 
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7.4.2. Operational Changes  

 

(1) Finance and Investment  

 

In the wake of the Asian financial crisis, Jinro Coors Brewery filed for bankruptcy in 

1998. It was an opportunity for OB to expand. In November 1999, OB took over the 

insolvent Jinro Coors Brewery for 454 billion won (Far Eastern Economic Review, 

1999; Financial News, 3
rd

 October 2006; Interbrew press release, 4
th

 November 

1999; Kim, M. O., 2005; Korea Economic Daily, 1
st
 November 2006; Oyama, 

1999).
12

 The deal size was even greater than the total Interbrew had paid for OB (350 

billion won). OB would not have been able to fund the deal in the crisis period without 

Interbrew’s financial support. The acquisition was a defensive move, amid falling market 

share. As revealed in chart 7.1 above, from 1996 to 1999, OB’s market share fell from 

40.8 per cent to 34.6 per cent. The acquisition of the Jinro Coors Brewery brought 

many benefits for OB. First, as a result of this deal, the Korean beer market became a 

duopoly again, and the combined market share of OB and Jinro Coors Brewery 

reached 50.2 per cent in 1999 (see chart 7.1 above). This raised the profit prospects 

of the company. Second, this enabled OB to build in size and reap the benefits of 

greater scale economies. For the brewing industry, achieving greater scale is 

important, given large fixed costs and the magnitude of potential average cost 

reductions achievable in marketing, purchasing, production, and distribution 

(Interbrew annual report, 1998, 1999; Landi, 2008; Maeil Business Newspaper, 16
th

 

February 2009). Third, OB was able to strengthen its portfolio. The OB brand was 

increasingly regarded as old-fashioned among the young customers, who account for 

the largest segment in the Korean beer market. By adding the Cass brand of Jinro 

Coors Brewery to its portfolio, OB was able to overcome this problem, as ‘Cass’ was 

more popular among young adults (Interview, Eu, G., 13
th

 December 2011; 

Interview, Jung, H. T., 5
th

 December 2011; Schuman, 2000b; Weekly Chosun, 19
th

 

March 2005; Interview, Woo, W. S., 10
th

 December 2011; Interview, Yeo, D. S., 21
st
 

September 2006). Most importantly, the acquisition provided OB with a platform to 

catch up with the market leader, Hite Brewery. As shown in chart 7.6, Cass-branded 

beers had a market share of 23.3 per cent in 2004, far more popular than OB-branded 

                                                 
12 Upon the acquisition, Jinro Coors Brewery was renamed Cass Brewery after its beer brand, Cass. 
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beers with a 13.5 per cent stake in the market. OB-branded beers’ market share has 

collapsed continually, and, by end-June 2011, it fell to a mere 1.6 per cent. By 

contrast, the growth of Cass-branded beers gained momentum, and ‘Cass’ became 

the market leading beer brand eventually (Kim, T. H., 2009; Kyunghyang Shinmun, 

6
th

 November 2005; Maeil Business Newspaper, 5
th

 January 2005; Interview, Yang, I. 

W., 7
th

 December 2011). 

 

Chart 7.6: Market share of leading beer brands 2004 - 2011 

 

Source: Korea Alcohol & Liquor Industry Association (2006, 2007, 2009, 2011a, 2011b) 

Note: 1. Excludes imports that accounted for approximately 4 per cent of the total market in 2011 (Maeil 

Business Newspaper, 9th March 2012).  

2. 2008 figures show the market share calculated based on the sales from January to September 2009. 

3. 2011 figures show the market share in the first half of 2011. 

 

(2) Operations and Sales  

 

The number of employees increased to 1,600 due to the acquisition of Jinro Coors 

Brewery, and there has been no significant change in numbers since then (Daily 

Focus, 15
th

 April 2009; Interview, Kim, Y. C., 23
rd

 December 2011). Training 

systems remained the same, and Interbrew’s established best practice in marketing 

could not be applied in Korea, as beers were marketed differently. In addition, 
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production technology transfers were not required, as OB was able to produce high 

quality beers (Interview, Moon, H., 25
th

 November 2005; Interview, Yeo, D. S., 21
st
 

September 2006). Every year, Interbrew runs a quality test of all its factories 

worldwide, and, in May 2005, OB’s Chungwon factory won first place in the Asian 

region. In May 2003, OB won the Trophy for ‘Champion International Brewery’ in 

the Australian International Beer Awards (AIBA) in which 81 breweries from 22 

countries worldwide competed (Kim, M. O., 2005). However, given the low 

profitability of OB, Interbrew placed a great emphasis on its profitability, as Tesco 

and Renault did, and concentrated on cutting costs, as well as improving cash flow. 

It was vital to streamline the operation and manage cash flow, amid the falling 

market share, in the first half of the 2000s (see chart 7.8 below). It introduced zero-

based budgeting, in which all expenses require justification from a zero base, and the 

variance analysis is carried out every month (AB InBev annual report, 2008: p28; 

Interview, Kim, Y. C., 23
rd

 December 2011). OB could source raw materials, such as 

malt, at lower costs through joint-purchasing with other producers of Interbrew. This 

lowered per unit production costs, as the costs of imported malt accounts for about 

10 per cent of sales revenue (Interview, Eu, G., 13
th

 December 2011; Interview, Woo, 

W. S., 10
th

 December 2011; Interview, Yang, I. W. 7
th

 December 2011). Joint 

purchasing was the only cross-border synergy of substance achieved as a result of 

acquisition, the sale of IB brands in Korea never assuming a large portion of the 

domestic market. 

 

Previously, wholesalers purchased OB’s beers on credit, which undermined the 

company’s liquidity position. Interbrew changed this convention, allowing only cash 

sales to wholesalers. As noted above, OB overpaid for supplies purchased from other 

related affiliates of Doosan Group prior to the acquisition. Interbrew forced these 

suppliers to reduce prices, and insisted that OB would otherwise buy from elsewhere. 

In addition, OB’s interest rate paid to creditors fell (Interbrew annual report, 1998), 

as its risk of default on loans declined, being part of a large global firm (Economist 

Intelligence Unit, 2004). OB was able to access foreign sources of finance that 

charged a significantly lower interest rate, compared to Korean banks in the crisis era. 

The reduced interest payments consequently raised operating profits. Prior to the 

acquisition, for OB, the efficiency of its production facilities was not an important 
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issue. There was no attempt to measure or improve their productivity. Interbrew 

strived to raise the efficiency of OB’s factories by introducing productivity targets. It 

monitors tightly the performance and progress of each production team, and 

measures labour costs per unit (AB InBev annual report, 2008; Interview, Kim, Y. C., 

23
rd

 December 2011; Korea Institute for Industrial Economics & Trade, 2001; 

Schuman, 2000b; Interview, Woo, W. S., 10
th

 December 2011; Interview, Yeo, D. S., 

21
st
 September 2006). 

 

Interbrew limited the authority of branch managers over marketing expenditure. 

Previously, branch managers, who deal directly with wholesalers, had extensive 

decision-making powers. For instance, they could sell a large amount of beer to 

wholesalers on credit at their own discretion. They took de facto control of the 

branch marketing budget, as the Finance Department rarely disapproved 

expenditures. This consequently created a large number of debtors, worsening OB’s 

liquidity position, as well as creating uncontrolled marketing outlays. After the 

acquisition, credit sales were no longer allowed, and branch marketing budget was 

reduced and tightly monitored by the Finance Department (Interview, Moon, H., 25
th

 

November 2005; Interview, Jung, H. T., 5
th

 December 2011). Most importantly, 

Interbrew made a radical strategic move from expanding market size through huge 

marketing expenditure to improving short-term profitability. Prior to the acquisition, 

OB’s focus was to increase its sales volume and revenue, as with many other 

chaebols (see chapter 2), by spending heavily on marketing. Branch managers 

sanctioned expenditure to open an account with new wholesalers and to increase 

sales. Profitability was not the key consideration, as long as sales volume and 

revenue grew. Although it was the dominant brewer by the early 1990s, OB believed 

that the most effective way to increase its sales was to expand the size of the beer 

market. Indeed, in the Korean alcohol market, beer competes fiercely with other 

popular alcoholic drinks, especially the local spirit, soju.   

 

Interbrew abandoned this approach and set its priority as the elimination of 

inefficiencies, in order to enhance profitability. It, consequently, reduced marketing 

expenditure (Interview, Eu, G., 13
th

 December 2011; Interview, Woo, W. S., 10
th

 

December 2011). In the mid-1990s, OB and Hite Brewery engaged in an ‘advertising 
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war’, to become the market leader. OB placed its advertisements on 20 pages out of 

32 in a major newspaper on 30
th

 April 1994. Endorsement by top Korean celebrities 

was very costly, too (Hankyoreh, 1
st
 May 1994). According to the interviewees 

(Interview, Moon, H., 25
th

 November 2005; Interview, Yeo, D. S., 21
st
 September 

2006), this was the most significant change made by Interbrew, and there was a 

divided view internally. Some supported the new strategy, as the business had been 

run inefficiently. On the other hand, those who opposed it argued that an expatriate 

CEO appointed on a short-term basis encouraged the focus on the short-term 

financial performance. In the seven years after the acquisition, Interbrew replaced 

the CEO three times. As their promotion was related to the financial performance of 

OB, they strived to trim costs to improve quickly the profitability. Hite Brewery 

reduced its marketing expenditure, too, and that market growth fell in the 2000s 

(Interview, Eu, G., 13
th

 December 2011). Indeed, chart 7.7 shows that the beer 

market lost growth momentum following rapid recovery from the 1997 crisis. The 

annual shipment of beer has been stabilised at the level of 20 million hectolitres 

since 2001. They further averred that, without expanding the market size, sales and 

profitability would inevitably fall in the long term. 

 

Chart 7.7: Korean beer market size 1990 – 2008 

 

Source: Kim, T. H. (2004, 2007); online database of Korea Alcohol & Liquor Industry Association 

Note: Market size is calculated based on annual shipment, converted into alcohol content 4°. 
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It is, however, difficult to conclude that market saturation is the result of OB’s 

reduction in its marketing expenditure. The rapid growth of the 1980s and early part 

of the 1990s was possible, due largely to the fast-growing Korean economy. The 

lower market growth of the 2000s was inevitable, as the beer market matured, and 

economic growth declined. Moreover, other alcoholic liquors, such as imported wine 

and the traditional Korean wine, makgulri, have recently become very popular (Kim, 

T. H., 2009), undermining the growth potential of the beer market (Interview, Yang, 

I. W. 7
th

 December 2011). Moreover, OB has made investments to develop the Cass 

brand, as reflected in the continuous launch of new beers. The company developed 

and launched variations of OB Beer, OB Blue in 2006 (Herald Business, 23
rd

 March 

2011), and many variations of Cass Beer, including Cass Red in 2007, Cass Lemon 

in 2008, Cass 2X in 2009, and Cass Light in 2010 (Maeil Business Newspaper, 30
th

 

March 2011). OB has strived to develop new beers in response to changing 

consumer tastes, which was one of the key drivers behind the success of Cass Beer 

(AB InBev annual report, 2008; Asia Economy Daily, 17
th

 December 2010; 

Interview, Eu, G., 13
th

 December 2011; Interview, Kim, Y. C., 23
rd

 December 2011). 

OB concentrated its marketing resources and capabilities on strengthening the Cass 

brand through promoting a range of Cass beers, while Hite Brewery launched 

different brands, including Max and Dry Finish d, which proved to be less cost-

effective. Indeed, OB’s advertising costs account for less than 6 per cent of the total 

sales, whereas Hite’s is 9 – 10 per cent, while the firm still loses market share 

(Interview, Woo, W. S., 10
th

 December 2011; Interview, Yang, I. W. 7
th

 December 

2011). It is to be noted that Interbrew attempted to sell its high-margin global 

premium and specialty brands through the acquired local distribution network. 

However, it was not very successful due mainly to Korean consumers’ strong 

preference for local beers (Interview, Jung, H. T., 5
th 

December 2011). Imports 

accounted for only about 4 per cent of the total market in 2011, although the market 

is growing at a rapid pace (Maeil Business Newspaper, 9
th

 March 2012).   

 

7.4.3. Reaction of Employees to Changes 

 

Interbrew has not radically transformed the business. As a result, the vast majority of 

employees were receptive to the changes introduced, as reflected in the low level of 
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labour turnover, but some employees displayed reluctance (Interview, Kim, Y. C., 

23
rd

 December 2011). In particular, there was the question of those who had to 

communicate in English. Those who work for procurement, marketing, and the 

strategic planning team need to coordinate with people at the headquarters, and so 

English became an essential language for them. Interbrew offered English classes, 

but, of OB’s 1,600 employees, 700 factory workers and 200 office staff are able to 

communicate in English. The remaining 700 employees with poor English were less 

content with change (Interview, Yeo, D. S., 21
st
 September 2006). In addition, as 

discussed above, those who opposed Interbrew’s focus on short-term profitability 

were reluctant to change. Some branch managers were discontented, too, as 

Interbrew reduced their authority and branch marketing budget.    

 

7.4.4. Section Summary 

 

Interbrew introduced a functional structure where VPs are empowered and major 

decisions are made through the management committee. Cross-functional 

coordination improved as a result, but decision-making became slower. Interbrew 

left many local practices and systems, such as training systems, unchanged. In 2005, 

it appointed a local CEO and CFO, and human resource transfers were limited. 

Wholesaling-based beer marketing in Korea meant that Interbrew’s global best 

practice in marketing was not applicable. As OB was capable of producing high 

quality beers, there was no need for production technology transfers. 

 

OB acquired the no.3 local firm, Jinro Coors Brewery, which provided a platform to 

catch up with the market leader, Hite Brewery. It increased the market share of OB 

significantly, and lowered the company’s average costs of production through 

increased scale economies. OB reinforced its portfolio by adding the Cass brand, 

amid the decreasing popularity of its own. Employee headcount increased as a result 

of acquisition. Most importantly, Interbrew focused on improving short-term 

profitability and cash flow. It reduced the marketing budget, limited the authority of 

branch managers over marketing expenditure, introduced zero-based budgeting, 

disallowed credit sales to wholesalers, and lowered per unit raw material costs 

through joint-purchasing. In addition, OB forced suppliers to reduce prices, and 
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focused on the productivity target. It concentrated its marketing resources and 

capabilities on the development of the Cass brand in response to changing consumer 

tastes, which proved to be relatively cost-effective. The majority of employees were 

receptive to change, as Interbrew retained most local systems and practices. 

 

7.5. Post-Merger Performance: Oriental Brewery (OB) 

 

7.5.1. Market Share 

 

Chart 7.8: Market share of OB and Hite Brewery 1999 - 2010 

 

Source: Hite Brewery business report (2000, 2001, 2004, 2007, 2008); Hite Holdings business report (2010); 

Kim, T. H. (2004) 

Note: 1. Market shares are calculated based on annual shipment. 

2. From 2000 onwards, OB’s market share includes that of Jinro Coors Brewery. 

 

As chart 7.8 shows, OB’s market share rose from 34.6 per cent in 1999 to 46.3 per 

cent in 2010. In 2000, it jumped substantially from 34.6 per cent to 47.1 per cent due 

to the acquisition of Jinro Coors Brewery. Until 2006, OB’s market share fell 

continuously, but, since 2007, it has increased owing to the success of Cass brands. 

It is noticeable that the market share gap between the two companies has narrowed 

since 2007. In 2006, Hite Brewery’s market share was 19.5 percentage points higher 

than OB’s, but the gap reduced to 7.4 percentage points in 2010.  
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7.5.2. Sales and Profitability 

 

Chart 7.9: Oriental Brewery - Sales and operating profit 

 

Source: Oriental Brewery audited financial report 1999 - 2009  

 

From 1999 to 2009, OB’s sales revenue burgeoned 133 per cent from 350 billion 

won in 1999 to 816 billion won in 2009. It increased 58 per cent in 2001, as the sales 

of Jinro Coors Brewery were added. The growth of sales revenue lost momentum in 

the period from 2001 to 2006, due to the fall in the company’s market share, plus the 

market saturation, as noted above. However, sales have started growing rapidly since 

2007 as its market share increased. OB’s operating profit growth is more impressive, 

thanks to Interbrew’s efforts to save costs and improve efficiency. It soared 2,277 

per cent from 8.3 billion won in 1999 to 196 billion won in 2009. Operating profit 

rose during the period from 2001 to 2006, when OB’s sales growth was stagnant. 

This means that the main driver behind the rise of operating profit was cost savings 

and efficiency improvements, rather than a rise in capacity utilisation or cost 

reduction from greater scale economies.  
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Chart 7.10: Oriental Brewery – Operating profit margin, ROA, ROE (3 years moving average) 

 

Source: Oriental Brewery audited financial report 1999 - 2009    

 

OB’s performance improved according to all profitability measures, as chart 7.10 

displays. Surprisingly, OB’s profitability outstripped that of the market leader, Hite 

Brewery, as the information below indicates (see chart 7.11, 7.12, and 7.13). Chart 

7.11 demonstrates that OB’s operating profit margin advanced from 3.8 per cent in 

2000 to 22.8 per cent in 2008, while Hite Brewery’s fell from 31.6 per cent to 21 per 

cent, during the same period. In 2008, OB became a more profitable company than 

Hite Brewery, measured by operating profit margin.  
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Chart 7.11: OB and Hite Brewery– Operating profit margin (3 years moving average) 

 

Source: Oriental Brewery audited financial report 1999 - 2009; Hite Brewery audited financial report 1999 - 2009  

 

OB beat Hite Brewery in terms of return on assets in 2005 and equity in 2006. This 

is very unusual, because the market leader generally enjoys higher profitability 

driven by greater scale economies and stronger brand power. Again, Interbrew’s 

endeavour to save costs and improve efficiency turned out to be highly successful. 

Hite Brewery’s profitability was adversely affected by its over-investment in 

production facilities in 2007, which raised the depreciation of fixed assets (Interview, 

Woo, W. S., 10
th

 December 2011; Interview, Yang, I. W., 7
th

 December 2011) 
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Chart 7.12: OB and Hite Brewery – Return on assets (3 years moving average) 

 

Source: Oriental Brewery audited financial report 1999 - 2009; Hite Brewery audited financial report 1999 - 2009  

 

Chart 7.13: OB and Hite Brewery – Return on equity (3 years moving average) 

 

Source: Oriental Brewery audited financial report 1999 - 2009; Hite Brewery audited financial report 1999 - 2009  
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7.5.3. Liquidity and Gearing 

 

Chart 7.14: Oriental Brewery – Liquidity and gearing 

 

Source: Oriental Brewery audited financial report 1999 - 2009 

 

Since the acquisition, OB’s long-term financial position has been stable. Its debt-to-

equity ratio has been consistently far below 200 per cent, as required by the Korean 

government. On the other hand, from 1999 to 2006, the company’s current ratio was 

consistently below 100 per cent, which means its current assets could not cover 

current liabilities. However, there was no sign of liquidity crisis during the period 

concerned, and the current ratio has improved since 2007. It reached 103 per cent in 

2007, 92 per cent in 2008, and 141 per cent in 2009. 

 

7.6. Lafarge Plasterboard Korea    

 

In November 1998, Lafarge SA, the world’s leading building materials provider, 

purchased the plasterboard business of Dongbu Hannong Chemical. Subsequently, in 

December 1998, it acquired the plasterboard business of Byucksan Corporation. The 

combined deal value was US$95 million, and Lafarge Gypsum Korea Co., Ltd. was 

established, fully owned by Lafarge. The company was renamed Lafarge 
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Plasterboard Korea in December 2003 (Maeil Business Newspaper, 20
th

 September 

2000a, 25
th

 September 2000, 29
th

 May 2002, 30
th

 June 2005).  

 

7.6.1. Motivation and Strategy for Cross-Border M&A: Lafarge-Dongbu / 

Byucksan 

 

As with OB and Doosan Group, Dongbu Hannong Chemical and Byucksan 

Corporation were in severe financial difficulties as a result of the 1997 crisis (Korea 

Economic Daily, 30
th

 October 2002, 26
th

 May 2005; Kukmin-ilbo, 30
th

 October 

2002; Maeil Business Newspaper, 3
rd

 October 2001). Amid deteriorating demand 

conditions, both businesses were generating losses. Dongbu Hannong Chemical 

decided to sell its plasterboard operation, as it was a non-strategic, small asset, 

accounting for less than 3 per cent of total revenue (Maeil Business Newspaper, 20
th

 

September 2000b). The government’s ‘indirect’ pressure to speed up chaebol 

restructuring and lower the debt-to-equity ratio also played a part (see chapter 2). On 

the other hand, just as OB was the core affiliate for Doosan Group, the plasterboard 

business was the central operation for Byucksan Corporation, accounting for 40 per 

cent of the total sales revenue (Korea Economic Daily, 29
th

 March 2005; Seoul 

Shinmun, 10
th

 August 2004). Prior to the breakout of the financial crisis, the business 

was very successful. As with Doosan Group, Byucksan’s focus had been sales 

growth (Korea Economic Daily, 29
th

 March 2005; Kukmin-ilbo, 30
th

 October 2002), 

and it had expanded its production capacity in response to rising demand for its lead 

product, ‘Mineral Wool’. Expansion was funded by a large debt. In 1997, Byucksan 

reported a sales revenue of 187 billion won, and losses of 5.8 billion. Its debts 

mounted to 181.6 billion won (with a debt-to-equity ratio of 297 per cent), of which 

57 per cent (103.5 billion won) had to be paid back within one year. As the 

construction industry contracted, many of its customers went bankrupt (Korea 

Economic Magazine, 14
th

 April 2005; Maeil Business Newspaper, 3
rd

 October 2001, 

30
th

 October 2001; Seoul Shinmun, 10
th

 August 2004). In 1998, the company’s sales 

revenue shrunk 41 per cent to 110 billion won, while losses grew 407 per cent to 

29.4 billion won. Bad debts soared to 35 billion won, equivalent to 32 per cent of 

total sales (Kukmin-ilbo, 30
th

 October 2002). Byucksan Corporation guaranteed the 

repayment of debts for Byucksan Engineering and Construction, one of the affiliates 
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of Byucksan Group. Byucksan Engineering and Construction, too, was experiencing 

severe financial difficulties, and so worsened the financial situation of Byucksan 

Corporation (Korea Economic Daily, 30
th

 October 2002). Amid the rising high 

interest rate on loans, Byucksan Group could not survive. In August 1998, both 

Byucksan Corporation and Byucksan Engineering and Construction applied for the 

workout programme
13

 (Maeil Business Newspaper, 6
th

 August 1998). Byucksan 

Group faced a group-wide liquidity crisis, and Byucksan Corporation had no choice 

but to sell its core business, the plasterboard operation, and it did so to Lafarge. The 

sales price was 70 billion won, much higher than the book value of the assets, 18 

billion won (Hankyoreh, 18
th

 February 2005). It was a voluntary divestment, free 

from the government pressure. 

 

The acquisition of OB opened up a new market opportunity for Interbrew. Likewise, 

the South Korean wallboard market was attractive to Lafarge in spite of the ongoing 

national financial crisis. The Korean market was the second largest market in Asia 

after Japan, and the demand for plasterboard was growing (Lafarge press release, 

12
th

 October 1998). As Interbrew was pushed by its home market saturation, Lafarge 

sought to globalise its business, as its main market, Europe, was maturing (Maeil 

Business Newspaper, 25
th

 September 2000). Like Interbrew, Lafarge pursued 

expansion primarily through cross-border acquisitions (Interview, Choi, S., 15
th

 May 

2006). Lafarge also received tax incentives from the Korean government (Lafarge 

Korea Plasterboard audited financial report, 2003). 

  

In order to capitalise on the rapid growth of the Korean plasterboard market, Lafarge 

aimed to gain key resources and capabilities through acquisitions. For Interbrew, it 

was imperative to acquire local brands and distribution networks in order to save 

time and finance, as well as to reduce the risk of entering a new market. Similarly, 

Lafarge was required to own local production facilities. Plasterboard is too heavy to 

export, and it is difficult to transport it in large quantities. Producers, therefore, 

compete on a regional basis, and, in order to minimise transportation costs, it was 

essential to have production plants close to customers (Lafarge annual report, 2006). 

                                                 
13 The workout programme aimed to restore the financial health of the troubled Korean firms. It is, in effect, a 

restructuring plan, devised by the firm and its creditors, that included various measures, such as divesting assets, 

laying off workers, and extending debt maturities (Emery, 2001). 
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Moreover, the acquired plants were able to produce high quality plasterboard. 

Lafarge, too, appreciated the target firms’ local market knowledge and brand loyalty, 

as well as local distribution networks. For this reason, Lafarge made an agreement 

that half of its products would be distributed solely by Byucksan under the Byucksan 

brand for ten years, which enabled Lafarge to gain quickly a foothold in Korea 

(Seoul Shinmun, 10
th

 August 2004). It is to be noted that product quality and brand 

loyalty are particularly important in the plasterboard industry, because plasterboards 

by themselves are difficult to differentiate (Interview, Choi, S., 15
th

 May 2006). 

 

7.6.2. Outcome of Cross-Border M&A: Lafarge Plasterboard Korea    

 

As with Interbrew, Lafarge introduced a functional organisational structure, and 

transferred its decision-making mechanism, in which cross-functional coordination 

and discussions are emphasised. Decisions are now based on consultation and 

agreements between different functions. As a result, decisions are made more slowly, 

but many ideas and technical expertise from the lower levels of hierarchy are 

considered. Like Tesco and Renault, Lafarge introduced management by objective 

(MBO), and revamped the target’s poor training system. In particular, high-

performing office employees are grouped as ‘competent employees’. They account 

for 15 per cent of the total office employees, and receive high quality bespoke 

training, based on an individual’s skill development needs, plus a more competitive 

salary. In the new system, poor-performing employees may have no training 

opportunities, whereas the company invests about ten times more in the training of 

‘competent employees’ compared to ‘regular’ employees. There is an internal 

competition to become a competent employee, as the company reviews employees’ 

performance on a yearly basis. Like Interbrew, Lafarge left the majority of local 

systems and practices unchanged, sending only two expatriates, including the CEO, 

Frederic Billon, and the Marketing Director, as of 2010 (Interview, Choi, S., 15
th

 May 

2006; Korea Economic Daily, 5
th

 January 2010). 

 

By purchasing the two businesses, Lafarge acquired two plants, one from each 

company, located in Yosu and Ulsan in the southern part of Korea. In response to 

increasing demand, Lafarge, in 2001, executed capital investments of US$57 million 
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to build a new production facility in Dangjin, in the middle part of Korea, which 

increased the company’s production capacity from 75 million square metre to 105 

million square metre (Hankook-ilbo, 9
th

 September 2008; Lafarge press release, 13
th

 

February 2001, Maeil Business Newspaper, 8
th

 October 2002, 11
th

 March 2002). 

Subsequently, in 2006, Lafarge expanded the production capacity of the newly built 

plant from 30 to 75 million square metre (Lafarge annual report, 2006). As the 

business expanded, the number of employees increased from 220 in 1999 to 300 in 

2011 (Asia Economy Daily, 27
th
 August 2011). Critically, Lafarge Plasterboard Korea 

was able to benefit from increased scale economies. In particular, average raw 

material costs went down. As with Interbrew, Lafarge has emphasised short-term 

profitability. Instead of pursuing sales growth based on reckless marketing 

expenditure, as previous owners, it focused on cutting costs, tightly controlling 

expenses. In addition, the new plant was built to the highest standard, resulting in 

very high efficiencies. This lowered average costs of production, and enabled the 

company to offer competitively-priced products. As noted above, plasterboards are 

difficult to differentiate, which means that, in addition to the product quality and 

brand loyalty, price is a critical selling point. However, as the acquired businesses 

had a high degree of technological capabilities, technology transfer was limited 

(Interview, Choi, S., 15
th

 May 2006). 

 

Lafarge Plasterboard Korea experienced some integration problems initially. The 

company found it difficult to integrate four different groups of employees, including 

those from Lafarge, which demands discussion-based decision-making, people from 

two former rival firms in Korea, Dongbu and Byucksan, and newly-employed ones, 

mostly hired from foreign-owned firms in Korea. In particular, Byucksan was based 

in Gyeongsang district, and Dongbu in Jeolla district. In Korea, there exists strong 

regionalism between the two districts (Jeong, 2005), which aggravated the 

integration problem. In addition, the majority of old generation Korean employees 

displayed reluctance to change. They were used to the seniority-based, military 

culture, and the Korean traditional HR system, characterised by automatic promotion 

based on length of service and life-time job-security. They found it more difficult to 

adapt to the new system, emphasising individual performance, and to communicate 
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in English once it had became the firm’s official language (Interview, Choi, S., 15
th

 

May 2006). 

 

7.6.3. Post-Merger Performance: Lafarge Plasterboard Korea    

 

Chart 7.15: Market share of KCC and Lafarge Plasterboard Korea 

 

Source: KCC business report 2000 - 2008 

 

The market share of Lafarge Plasterboard Korea increased to 40 per cent in 2000 as a 

result of combining the plasterboard business of Dongbu and Byucksan (see chart 

7.15). From 2000 to 2008, it increased only marginally from 40 per cent to 41 per 

cent.  
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Chart 7.16: Lafarge Plasterboard Korea - Sales and operating profit 

 

Source: Lafarge Korea Plasterboard audited financial report 1999 - 2010; Lafarge Plasterboard System audited 

financial report 1999 - 2010 

Note: Lafarge Plasterboard Korea publishes financial results under two different company names, including 

Lafarge Plasterboard System (previously Byucksan’s plasterboard business) and Lafarge Korea Plasterboard 

(previously Dongbu’s plasterboard business). All the financial data of Lafarge Plasterboard Korea used in this 

chapter are the combined data of the two companies.   

 

Lafarge Plasterboard Korea’s sales climbed 124 per cent from 80 billion won in 1999 

to 179 billion won in 2010, thanks to growing demand and capacity expansion. Its 

sales peaked in 2003, due to a construction boom. The demand for plasterboard is 

correlated to the economic cycle and the state of construction industry (KCC 

business report, 2005). Operating profit soared 7,910 per cent from 224 million won 

in 1999 to 18 billion won in 2010. Like OB, Lafarge Plasterboard Korea became 

more profitable than the industry leader, KCC. The company’s operating profit 

margin almost doubled from 5.5 per cent in 2000 to 10.4 per cent in 2009, whereas 

KCC’s fell from 10.2 per cent in 2001 to 8 per cent in 2009 (see chart 7.17). Return 

on assets and return on equity show similar results (see chart 7.18 and 7.19). Lafarge 

Plasterboard Korea’s ROA rose more than sixfold from 1.3 per cent in 2000 to 8 per 

cent in 2009, and its ROE increased more than sixfold, too, from 1.6 per cent in 2000 

to 10 per cent in 2009. On the other hand, KCC’s ROA dropped from 5.9 per cent in 

2001 to 4.2 per cent in 2009, and ROE from 10.5 per cent in 2001 to 6.3 per cent in 

2009.  
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Chart 7.17: Lafarge Plasterboard Korea and KCC – Operating profit margin (3 years moving average) 

 

Source: Lafarge Korea Plasterboard audited financial report 1999 - 2010; Lafarge Plasterboard System audited 

financial report 1999 - 2010; KCC business report 2000 – 2010 

Note: It is to be noted that the direct comparison of profitability between Lafarge Plasterboard Korea and KCC is 

impossible. This is because KCC is a substantially larger company with a much broader product portfolio that 

includes not only plasterboards, but also PVC, paints, glass, and many other construction materials. In fact, the 

sales of plasterboards unit accounted for only 9.5 per cent of KCC’s total sales in 2003. Nevertheless, KCC’s 

financials can still provide a valuable benchmark given its leadership position in the Korean construction 

materials industry (Hwang, 2004; Yoo & Shon, 2008).  
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Chart 7.18: Lafarge Plasterboard Korea and KCC – Return on assets (3 years moving average) 

 

Source: Lafarge Korea Plasterboard audited financial report 1999 - 2010; Lafarge Plasterboard System audited 

financial report 1999 - 2010; KCC business report 2000 - 2010  

 

Chart 7.19: Lafarge Plasterboard Korea and KCC – Return on equity (3 years moving average) 

 

Source: Lafarge Korea Plasterboard audited financial report 1999 - 2010; Lafarge Plasterboard System audited 

financial report 1999 - 2010; KCC business report 2000 - 2010  
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There are several explanations for the financial achievements of Lafarge 

Plasterboard Korea. First, just as Interbrew acquired the second and third largest 

brewery, taking almost half of the market, Lafarge purchased the no.2 and no.3 

plasterboard producer in Korea. As a result, the industry became a duopoly, and 

Lafarge Plasterboard Korea was able to command 40 per cent of the market (see 

chart 7.15 above) (Financial News, 12
th

 March 2006). Lafarge Plasterboard Korea 

eliminated duplications and realised operational synergies. In addition, the company 

could gain from scale economies. Second, the benefits of greater scale were 

magnified by the capital investments. As noted above, Lafarge built the new factory 

that became operational in 2002. It is not a coincidence that Lafarge Plasterboard 

Korea became more profitable than KCC in the same year. Third, focusing on short-

term profitability, its efforts to cut costs materialised (Interview, Choi, S., 15
th

 May 

2006). 

 

Chart 7.20: Lafarge Plasterboard Korea – Gearing and current ratio 

 

Source: Lafarge Korea Plasterboard audited financial report 1999 - 2010; Lafarge Plasterboard System audited 

financial report 1999 - 2010 

 

From 1999 to 2010, the long-term financial position of Lafarge Plasterboard Korea 

has been very stable, as reflected in its debt-to-equity ratio (see chart 7.20). It was 

below 70 per cent throughout the period, far lower than the government’s required 
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level of 200 per cent. The company’s current ratio improved. It was a bit low from 

1999 (78 per cent) to 2000 (71 per cent), but has stayed above 100 per cent since 

2001. This means that the company had more current assets than current liabilities, 

reducing the risk of short-term liquidity problem. 

 

7.7. Chapter Summary and Conclusion 

 

The financial distress of the core business, OB, led to the liquidity crisis of the whole 

Doosan Group. To avoid group-wide bankruptcy, Doosan sold OB and restructured 

its business portfolio within the Infrastructure Support Business (ISB). It was a 

voluntary divestment, free from government pressure. Dongbu Hannong Chemical 

and Byucksan Corporation were also making losses, as demand conditions 

deteriorated as a result of the 1997 crisis. Dongbu sold its small, non-strategic 

plasterboard business. For heavily-indebted Byucksan Corporation, the plasterboard 

business was its core operation, but the divestment was essential for its survival. Its 

bankruptcy would lead to the group-wide liquidity crisis, as affiliates of Byucksan 

Group guaranteed the repayments of debts for each other. Dongbu was affected by 

‘indirect’ government pressure to speed up chaebol restructuring and lower debt-to-

equity ratio, but Byucksan’s sale was voluntary. Faced with home market saturation, 

both Interbrew and Lafarge aimed to capitalise on the growth potential of the Korean 

market. They were particularly attracted by the high quality of the resources and 

capabilities of the target firms. Both OB and Dongbu / Byucksan had powerful local 

assets, including brand, market knowledge, distribution networks, and production 

capabilities.  

 

Functional organisational structure and decision-making mechanism were imposed, 

but it had a negative impact (such as slower decision-making), as well as a positive 

one (the improvement of cross-functional coordination and the establishment of 

consensus among the lower levels of the hierarchy). Interbrew’s efforts to sell its 

global premium and specialty brands through the target’s local distribution network 

did not materialise, due to local consumers’ strong preference for local beers. There 

was no need for production technology transfers, given OB’s ability to produce high 

quality beers. Nor was Interbrew’s established best practice in marketing transferred, 
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as beers were marketed differently in Korea. Interbrew left the majority of local 

systems and practices unchanged, and sent a small number of expatriates. The only 

resource it transferred was finance, when acquiring Jinro Coors Brewery in 1999. 

Nevertheless, OB’s financial performance improved. It reported an increase in sales 

revenue, market share, and profitability, despite the unfavourable market conditions. 

The beer market became saturated, and the competition intensified. In particular, it 

reduced the market share gap with the market leader, Hite Brewery, and OB became 

more profitable than Hite Brewery. This was driven primarily by three factors. First, 

by acquiring the rapidly growing Cass brand, OB was able to gain a platform to 

catch up with Hite Brewery. The acquisition allowed OB to improve profitability 

through increased scale economies, and, because it made the beer industry a duopoly, 

OB’s profit prospects rose. Second, Interbrew changed the strategic objective of the 

acquired business from expanding sales through heavy marketing expenditure to 

improving short-term profitability. It placed a great emphasis on profitability, and 

concentrated on cutting costs and improving efficiency. Third, OB developed and 

strengthened the Cass brand successfully in response to changing consumer tastes, 

through launching variations of Cass beer, and focusing its marketing resources and 

capabilities on the Cass brand. The marketing strategy was locally developed and 

implemented.  

 

Interbrew achieved effective transition management, driven primarily by four factors. 

First, it had a strong drive to improve the short-term profitability of OB. Second, it 

transferred finance for the acquisition of Jinro Coors Brewery. Third, the quality of 

retained resources and capabilities was very high. Lastly, Interbrew was able to 

secure local employees’ agency, as it left the majority of local systems and practices 

unchanged. Unlike the Samsung Tesco and Renault Samsung Motors cases, there is 

no evidence that the acquired firm benefitted from the acquirer’s expertise. Interbrew 

took the opportunity to take over the business with strong resources and capabilities, 

but some managerial weaknesses under Doosan. The overriding drivers behind OB’s 

financial success were the retained local resources and capabilities, including human 

resources with local market knowledge and marketing expertise, technological 

capabilities, distribution networks, and local employees’ agency to achieve improved 

financial performance. Interbrew ultimately sold OB not because of financial 
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opportunism from what had been original a fire sale, but because it needed the 

finance to purchase a US brewer that would transform its global position to a new 

level. 

 

The financial performance of Lafarge Plasterboard Korea improved, too, in terms of 

market share, sales, operating profits, and profitability measures. It also became 

more profitable than the market leading firm. Externally, it benefited from market 

growth, but the competition was intense, where KCC has kept the leadership position 

for more than a decade. Internally, it achieved effective transformation. As with OB, 

transition management was primarily driven by the retained resources and 

capabilities of the acquired businesses. The plasterboard business of Dongbu and 

Byucksan had powerful local assets, including well-known brands, market 

knowledge, distribution networks, and technological capabilities. Lafarge retained 

the majority of local systems and practices, sending only two expatriates, and the 

newly-transferred organisational structure, decision-making mechanism, and training 

systems failed to assist the competitiveness of the acquired firm. Effective 

transformation was also facilitated by the acquirer’s determination to achieve long-

term success in Korea, and the agency of local employees was needed to improve 

financial performance, despite some initial integration problems. The only critical 

resource transferred by the acquirer was finance, as in the OB case. In response to 

growing demand, mostly utilising local talents, Lafarge plasterboard Korea expanded 

its capacity, and extended scale economies. Lafarge, too, focused on profitability, 

tightly monitoring budgets. The Plasterboard market became a duopoly, as Lafarge 

acquired the second and third largest business when entering Korea, increasing the 

profit prospects. In addition, Lafarge Plasterboard Korea was able to gain from 

increased scale and operating synergies.  

 

Prior to the acquisition, OB and the plasterboard business of Dongbu and Byucksan 

had strong resources and capabilities, but they were undermined by ineffective 

management. They were run inefficiently, pursuing sales growth based on huge 

marketing expenditures and ill-planned capacity expansion, funded by borrowings 

beyond an ability to repay. Therefore, it is difficult to conclude if their fundamentals 

were strong or weak. This indicates that the arguments regarding the occurrence of 
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fire sales made by the two opposing schools (the neoclassical view and fire sale 

view) are not germane (see chapter 2).  
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8. Ineffective Post-Acquisition Transformation: 

Electronics, Engineering and Chemicals 

 

 

This chapter introduces four cross-border M&A cases in which ineffective transition 

management led to the poor financial performance of the acquired businesses. The 

acquirers had a long-term strategic intention, and were pulled by the potential 

operating synergies. However, their post-acquisition transition management was 

unsuccessful for various reasons. Some failed to secure the commitment and agency 

of local employees. For others, the benefits gained from cross-border synergies were 

limited, or the benefits gained were eroded by an inability to manage effectively the 

target firm’s resources and capabilities, which were acquired for retention and 

utilisation. Their financial performance was affected by external conditions, such as 

the exchange rate and economic cycle. Ineffective transformation made these firms 

unable to outperform their rivals. 

 

8.1. Introduction of the Deals 

 

On 13
th

 April 1999, Samsung Electronics sold its power device business to Fairchild 

Semiconductor International, Inc. for US$414.9 million in cash for a 100 per cent 

stake. It was the largest acquisition in the history of Fairchild. The acquired business 

produces power discrete semiconductors and standard analogue integrated circuits at 

its Bucheon plant, South Korea (Fairchild Semiconductor International Form 10-K, 

1999). In May 2002, Samsung Electronics sold another business unit, the controller 

division of its mechatronics business to Rockwell Automation for 21,666 million 

won (US$16.7 million) for a 100 per cent stake.
1
 As a result of the deal, the 

Rockwell Automation’s existing Korean business and the controller division were 

combined to form a new business, Rockwell Samsung Automation Ltd., and became 

a leading supplier of automation and industrial control products in Korea (Rockwell 

Automation annual report, 2002). The company changed the name back to Rockwell 

                                                 
1  Deal value was calculated, using exchange rate on 2nd May 2002 of $1 = KRW1,293.70 (source: Korea 

Exchange Bank) 
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Automation Korea Ltd. on 1
st
 September 2006 (Rockwell Automation Korea audited 

financial report, 2006). 

 

Otis Elevator Co., a wholly-owned subsidiary of United Technologies Corporation 

(UTC), established a joint venture with the elevator business of LG Industrial 

Systems’ Building Facilities Group on 5
th

 January 2000. It was the Otis’ largest 

acquisition made to date, for which it paid about US$500 million for an 80.1 per cent 

stake in the new joint venture. The new company was named LG-Otis Elevator Co., 

and it manufactures, installs, and maintains elevators, escalators and other people-

moving equipment (Korea Economic Daily, 4
th

 November 1999; New York Times, 

4
th

 November 1999; UTC press release, 3
rd

 November 1999). The company was 

renamed Otis-LG Elevator Company in 2003, as the agreement that allowed the 

company to use LG brand expired (Maeil Business Newspaper, 2
nd

 January 2003). In 

October 2005, it subsequently changed the name to Otis Elevator Korea, as LG sold 

its entire stake (19.9 per cent) to Otis for US$315 million in October 2005 (Maeil 

Business Newspaper, 16
th

 September 2005; UTC annual report, 2006). 

 

In November 1998, LG Chemical Co., Ltd. sold its industrial carbon black business 

to Degussa AG of Germany, which paid US$170 million for a 100 per cent stake 

(Korea Economic Daily, 19
th

 November 1998). The deal included the acquisition of 

LG Chem’s plants in Yosu and Bupyong, and, on 1
st
 January 1999, Korea Carbon 

Black Co., Ltd. (KCB) was established.
2
 KCB was renamed Evonik Carbon Black 

Korea on 24
th

 October 2007 (Evonik Carbon Black Korea audited financial report, 

2007) after the acquisition of Degussa by RAG Beteiligungs-AG in 2006 (RAG 

Beteiligungs-Group annual report, 2006), which changed its name to Evonik 

Industries AG on 12
th

 September 2007 (Evonik Industries annual report, 2007).
3
  

 

 

 

 

 

                                                 
2 Evonik Carbon Black Korea website at http://home.megapass.net/~po5260112/english/aboutus/e-history.html 

3 The company names, Evonik Industries and Evonik Carbon Black Korea, are used hereafter. 
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8.2. Motivation and Strategy for Cross-Border M&As 

 

8.2.1. Target Firms 

 

The sale of Samsung’s power device unit, and LG’s elevator business and carbon 

black operation were part of group restructuring in an attempt to ease their liquidity 

position. There was also ‘indirect’ Korean government pressure, where it pushed 

chaebols to divest assets to foreign investors in order to replenish foreign currency 

reserves in a prompt manner and lower the debt-to-equity ratio to below 200 per cent 

by end-1999. It did not insist on a particular business or affiliate of chaebols to be 

divested, unless it was involved in the Big Deal. Both Samsung Group and LG 

Group set up a Central Restructuring Office, and restructured their business portfolio 

(see chapter 2). The divestment candidates were selected based on a group-wide 

portfolio analysis that considered profitability, growth potential, and synergies with 

the core businesses. LG Group’s key affiliate, LG Chemical, conducted the analysis 

on its own, as it was large and highly-diversified (Korea Economic Daily, 3
rd

 

February 1999; Interview, Lee, J. S., 6
th

 December 2005). It aimed to build core 

competencies in three business areas, including information and electronic materials, 

industrial materials, and petrochemicals. The related assets were regarded as the 

future strategic businesses, but other non-strategic ones as divestment targets 

(Interview, Han, K. J., 9
th

 December 2005; Korea Economic Daily, 3
rd

 February 

1999). By the end of 2000, it divested 16 businesses, including the carbon black 

business. It was profitable, accounting for approximately 5 per cent of the company’s 

total sales revenue. In 1997, the division generated revenue of 120 billion won and 

net profit of 10 billion won. As a result of selling off the carbon black business, LG 

Chemical was able to reduce its debt-to-equity ratio from 291 per cent to 268 per 

cent (Korea Economic Daily, 19
th

 November 1998). Moreover, as a result, it could 

fund investments for developing the competitiveness of its core businesses 

(Interview, Lee, J. S., 6
th

 December 2005). On the other hand, LG Industrial Systems 

wanted to re-establish itself in the specialties of electric and factory automation 

equipment (Maeil Business Newspaper, 25
th

 February 2001; Interview, Suk, Y. R., 

10
th

 December 2011). Consequently, it decided to sell off the non-strategic elevator 

business, although it was profitable and generated sales revenue of more than 
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US$500 million in 1998. The divestment was a part of group-wide restructuring plan, 

and the decision was made at the group level (Interview, Hong, J. Y., 3
rd

 May 2006).  

 

The power device business was also profitable, but the least profitable unit for 

Samsung Electronics. In 1998, it reported revenue of US$386.5 million and 

operating profit of US$30.3 million (Fairchild Semiconductor International annual 

report, 1999), accounting for approximately 2.3 per cent of the total sales and 1.2 per 

cent of the total operating profit generated by Samsung Electronics (Samsung 

Electronics annual report, 1998). The division was regarded as a non-strategic unit, 

and faced with government ‘indirect’ pressure and the need to restructure the 

business, Samsung Electronics sold it to Fairchild (Digital Times, 14
th

 April 2004a, 

14
th

 April 2004b). On the other hand, the sale of Samsung Electronics’ controller 

division of its mechatronics business is different from other cross-border M&A cases 

in many ways. While other Korean businesses were sold soon after the breakout of 

the 1997 crisis, it was divested in 2002, when Korea and the Samsung Group had 

recovered from the crisis. Therefore, there was no government pressure exerted on 

Samsung Electronics to sell off the division. Nor was Samsung Group required to 

restructure Samsung Electronics. Samsung’s controller division was very small and 

regarded as a non-strategic asset, but it had strengths in design, product development, 

engineering, and manufacturing. Rockwell Automation had proficiency in sales and 

marketing. In 1998, the two businesses built a strategic partnership in order to take 

advantage of complementary resources and capabilities. They later strengthened the 

relationship by forming a strategic alliance, and decided to merge in 2002 in order to 

gain from operational synergies created by integrating complementary resources and 

capabilities (CEO News, 15
th

 July 2003; Financial News, 19
th

 April 2002; Interview, 

Kang, D., 16
th

 May 2006; Interview, Suk, Y. R., 10
th

 December 2011). 
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8.2.2. Acquirers 

 

(1) Objectives 

 

a. Rockwell Automation 

 

Rockwell Automation was a US market-focused firm, and it began its 

internationalisation in the early 2000s. In 2002, it made four cross-border 

acquisitions. In addition to the controller division of Samsung’s mechatronics 

business, it acquired Tesch (Germany), Propack Data (Germany), and Spel (Czech 

Republic) (Rockwell Automation annual report, 2002). Rockwell was attracted to the 

growth potential of the Korean industrial automation market (Korea Times, 17
th

 June 

2004). Faced with low cost competitors from emerging economies, Korean 

manufacturers would need to improve efficiency through factory automation, as US 

manufacturers did in the 1970s and 1980s. Korea presented a huge opportunity for 

Rockwell, because it was a home for the world’s leading manufacturers, such as 

Hyundai Motors, LG Electronics, and Samsung Electronics. Rockwell forecast that 

the Korean market would grow at 15-20 per cent annually (Interview, Bum, S. J., 8
th

 

December 2011; Interview, Suk, Y. R., 10
th

 December 2011). As part of the 

acquisition, Rockwell Automation Korea became a preferred automation vendor for 

Samsung Electronics, which contributed to a large increase in sales (Business Wire, 

18
th

 April 2002; Interview, Kang, D., 16
th

 May 2006). Its sales jumped nearly 500 

per cent from 2001 to 2004 (see chart 8.14 below).  

 

b. Fairchild Semiconductor International 

 

It was critical for Fairchild to establish production facilities in Asia, because many 

large manufacturers of electronics goods, the potential buyers for Fairchild, were 

located in the region. Korea was particularly attractive for Fairchild, as it was the 

home country for the world’s two leading electronics companies, Samsung 

Electronics and LG Electronics (Electronic Times, 23
rd

 January 2008; Interview, Lee, 

H. H., 23
rd

 December 2011; Interview, Lee, J. Y., 27
th

 December 2011; Interview, 

Lee, K., 13
th

 December 2011). Later, these two firms became two of the five largest 
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buyers for Fairchild (Electronic Times, 24
th

 January 2006; Joongang-ilbo, 2
nd

 

February 2006). As it did to Rockwell Automation, Samsung Electronics offered 

several purchase agreements to Fairchild Korea Semiconductor (Electronics Weekly, 

4
th

 July 2006). First, a ‘product supply agreement’ bound Samsung Electronics to 

purchase for three years a guaranteed minimum level of products. Second, a ‘foundry 

sale agreement’ contracted Fairchild Korea Semiconductor to manufacture wafers 

for Samsung Electronics for three years (Fairchild Semiconductor International Form 

10-K, 1999). The divested power device unit included wafer fabrication facilities, 

and, therefore, Samsung Electronics needed to purchase wafers (Fairchild 

Semiconductor International annual report, 2005).
 

The acquired business also 

received tax incentives from the Korean government (Fairchild Korea 

Semiconductor audited financial report, 2005). 

 

c. Otis Elevator 

 

For Otis Elevator, there was a need to expand into the rapidly growing regions, 

because its main markets in the US and EU were maturing (Maekyung Economy, 21
st
 

February 2003). Since 1990, Otis’ primary growth strategy has been the 

establishment of joint ventures with local firms in the emerging markets, including 

China, Korea, India, and Russia, as shown in table 8.1 below (UTC annual report, 

2006).  

 

Table 8.1: International expansion of Otis Elevator 1990 - 2003 

Year Country Expansion Strategy 

1990 

1991 

1991 

  1992 

1992 

1992 

1992 

1994 

 

1995 

1995 

1996 

Russia 

Russia 

South Korea 

China 

Poland 

Ukraine 

Russia 

Vietnam 

 

Australia 

UK 

France 

established a joint venture outside Moscow 

established a joint venture in St. Petersburg 

majority acquisition of Hankook Engineering 

established joint ventures in Guangzhou and Beijing 

established a joint venture 

established a joint venture 

established a joint venture 

established joint ventures with LILAMA in Hanoi and Ho Chi Minh City’s 

Construction and Elevator Company 

purchased Boral Building Technologies 

took over the Express Lift Co. 

established a joint venture with Pomagalski, S.A. 
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1998 

 

1998 

 

1998 

1998 

1999 

2000 

2001 

2002 

2002 

2003 

2003 

China 

 

China 

 

South Africa 

Germany 

India 

South Korea 

China 

China 

China 

US 

China 

established a joint venture, Hangzhou Xizi Otis Elevator Company, in Zhejiang 

Province 

set up a holding company, Otis China Limited, for overseeing five joint ventures 

in China 

majority acquisition 

minority acquisition of Mannesmann Demag’s European Operations  

increased stakes in Otis India 

established a joint venture, LG-Otis Elevator Company 

increased stakes in Hangzhou Xizi Otis Elevator Company 

set up a joint venture, Jiangnan Express Elevator Company, in Jiangsu Province 

established a joint venture, Xian Express Elevator Company, in Xian City 

acquired Amtech Elevator Services 

increased stakes in Otis China Limited 

Source: Otis Fact Sheet (2007) 

 

In addition to tax incentives provided by the government (Interview, Hong, J. Y., 3
rd

 

May 2006), Otis was pulled by the growth potential of the Korean market. In terms 

of the new elevator installation, Korea was the third largest market in the world after 

China and Japan (Maekyung Economy, 21
st
 February 2003). From 2000 to 2010, the 

elevator installation market in Korea grew 7 per cent yearly on average (see chart 8.1 

below). This made the Korea the fourth largest market in the world (Joonang-ilbo, 

22
nd

 March 2004; Money Today, 22
nd

 October 2002). Prior to the acquisition, Otis’ 

presence was very small in Korea. It first established itself in Korea by acquiring the 

majority interest in Hankook Engineering in 1991, but the investment had not been 

very successful, as reflected in its market share of only 1 per cent (Maekyung 

Economy, 19
th

 April 2006). There was a need to strengthen its position in the 

growing market (Interview, Hong, J. Y., 3
rd

 May 2006) 
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Chart 8.1: The number of new elevator installation and cumulative installation in Korea 

 

Source: Korea Elevator Safety Institute 

 

From 2001 to 2002, a low interest rate in Korea boosted the housing market, 

especially small commercial buildings, apartments, and studio flats. The construction 

of highly-sought properties was followed by a boom in the reconstruction of 

apartments and renovation of buildings. Consequently, the demand for elevator 

installation soared, especially for small and medium-capacity elevators (Cho, 2004; 

Korea Economic Daily, 8
th

 May 2002; Maeil Business Newspaper, 10
th

 August 

2001). As the elevator is installed after buildings are built, its demand usually rises at 

the end of the construction boom period (Park & Heu, 2000). For this reason, the 

number of installations increased substantially from 2000 to 2004, as shown in chart 

8.1 above.  

 

The elevator maintenance market in Korea was highly attractive, too (Financial 

News, 8
th

 May 2007; Joonang-ilbo, 22
nd

 March 2004). The elevator market 

comprises of three sub-markets: manufacturing, installation, and maintenance. The 

profit margin of manufacturing is relatively low due to the rise in wages and 

components costs in Korea. The profit margin in the installation business shrunk 

substantially, as a result of the high degree of price competition among installers. On 

the other hand, the maintenance business is highly lucrative, especially for the 
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market-leading installer. This is because it is difficult to maintain and service 

elevators that were installed by other companies. Prior to the acquisition, LG’s 

elevator business commanded half of the installation market, which means that it can 

dominate the maintenance market, too. Between 1968 and 2003, it installed some 

200,000 elevators in Korea (Maekyung Economy, 21
st
 February 2003). With its 

maintenance and service contracts, the acquired firm would earn large profits over a 

long period of time. For this reason, there was a shift in the strategic focus of the 

company after its acquisition from the installation to the maintenance business 

(Electronic Times, 29
th

 March 2005; Interview, Hong, J. Y., 3
rd

 May 2006; 

Joongang-ilbo, 15
th

 April 2007; Seoul-gyungjae, 18
th

 July 2004). 

 

Also, there was a rising demand for the high-speed elevator that is usually installed 

in tall buildings (Joonang-ilbo, 22
nd

 March 2004). With high technological 

capabilities, the leading global players have competitive advantage, relative to the 

domestic Korean firms, which has been another push factor in their international 

expansion (Maekyung Economy, 19
th

 April 2006; Seoul-gyungjae, 2
nd

 April 2006). 

For this reason, world-leading firms built a presence in Korea. In 2001, the Korean 

elevator market was dominated by three players. Otis Elevator Korea (US) had a 50 

per cent market share, and two domestic firms, Hyundai Elevator and Dongyang 

Elevator, had 20 per cent stake each (Maeil Business Newspaper, 8
th

 March 2001). 

Then, in 2001, Mitsubishi Electric Corporation (Japan) (Korea Economic Daily, 23
rd

 

October 2000), and, in 2002, Toshiba Elevator and Building Systems Corporation 

(Japan) entered Korea (Electronic Times, 1
st
 November 2002). In February 2003, the 

world’s second largest elevator business, Schindler Holding (Switzerland), acquired 

Joongang Elevator, the Korean company with the fourth largest market share at the 

time (Korea Economic Daily, 6
th

 February 2003). Schindler further invested in Korea 

by acquiring 25.5 per cent stake in Hyundai Elevator in 2006 (Electronic Times, 29
th

 

October 2007). In October 2003, the world’s no.3, ThyssenKrupp Elevator 

(Germany) acquired a 75 per cent stake in Dongyang Elevator (Yonhap News, 2
nd

 

October 2003). In June 2004, Kone Corporation (Finland) acquired Soolim Elevator 

(Electronic Times, 25
th

 June 2004; Herald Business, 24
th

 June 2004; Seoul-gyungjae, 

2
nd

 April 2006). By 2006, therefore, foreign firms dominated the Korean market, 

with a combined market share of roughly 75.5 per cent. Hyundai Elevator was the 
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only domestically-owned major firm with a 24.5 per cent market share (see chart 

8.24 below).
4
  

 

d. Evonik Industries 

 

Unlike the elevator market, the Korean carbon black market was not expected to 

grow at a rapid pace (Interview, Baeck, Y. C., 8
th

 December 2011; Interview, Jung, 

K. H., 10
th

 December 2011). From 1998 to 2009, it grew, on average, 3.2 per cent 

annually (see chart 8.2 below).   

 

Chart 8.2: The Korean carbon black market size 

 

Source: Korea Petrochemical Industry Association 

Note: Market size was calculated as: (Domestic production) + (Imports) – (Exports) 

 

Carbon black is used mainly to produce tyres, and it was expected that demand in the 

Asia Pacific region, especially China, would grow most strongly. This is due largely 

to the anticipated relocation of the world’s leading tyre producers to China. By 2010, 

it was forecast that the demand in Asia would account for 44 per cent of the total 

                                                 
4 In 2003, there were about 200 small elevator companies in Korea (Maekyung Economy, 21st February 2003). As 

the combined market share of these firms are so small that it is not considered for a market share comparison. 
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(BizFinder, 2009). Despite being the world’s second largest producer of carbon 

black, Evonik had only one production facility in China (Goldman Sachs 

International et al., 2011). If carbon black was imported from Europe, where the 

main production facilities of Evonik were located, its products would lose price 

competitiveness due to high transportation costs. Therefore, it was vital to build 

production facilities in Asia, in order to meet rising demand in the region. This led 

Evonik to search for potential acquisitions in the region, expanding through cross-

border M&As (see table 8.2 below). Evonik contacted LG Chemical first to propose 

an acquisition, because its carbon black division was geographically close to China 

and other Asian countries (Interview, Lee, J. S., 6
th

 December 2005). It could serve 

as an Asian export platform, as it was competitive and had large production capacity. 

It had an annual output of 213,000 tons, and was the largest carbon black producer in 

Korea. As a result of the acquisition, Evonik’s annual production capacity rose to 

over one million tons (Degussa AG annual report, 1997/98). The Korean market was 

attractive for Evonik, because there were large car manufacturers, such as Hyundai 

Motors and Kia Motors, as well as tyre producers, including Hankook Tyre 

(Interview, Baeck, Y. C., 8
th

 December 2011; Interview, Jung, K. H., 10
th

 December 

2011). In particular, Korean tyre manufacturers, the loyal customers of LG’s carbon 

black division, were expanding into China at the time. This meant that the acquired 

business could grow by supplying carbon black to them. Evonik, in addition, 

received tax incentives from the Korean government (Interview, Han, K. J., 9
th

 

December 2005).  

 

Table 8.2: International acquisitions of Evonik Industries 

Year Location Mode of Entry 

1986 France (Ambès) full acquisition of a plant 

1986 The Netherlands (Botlek) full acquisition of a plant 

1986 Sweden (Malmö) full acquisition of a plant 

1986 Italy (Ravenna) full acquisition of a plant 

1986 South Africa (Port Elizabeth) full acquisition of a plant 

1988 US (Louisiana) full acquisition of a plant 

1988 US (Texas) full acquisition of a plant 

1988 US (Ohio) full acquisition of a plant 

1994 China (Jiaozhou) establishment of a joint venture 

Source: Goldman Sachs International et al.  (2011) 
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(2) Cross-Border Synergies 

 

Fairchild was able to broaden its product portfolio by combining its own products 

with the target’s (Fairchild Semiconductor International annual report 1999). It 

aimed to cross-sell these products between regions. Fairchild had loyal customers in 

the US and Europe, whereas Samsung’s division was well-known in Korea (Moon et 

al., 2003). Similarly, Rockwell intended to sell Samsung’s products in its home 

market, the US, and sell more of its products in Korea. Moreover, as the two 

companies’ key customers did not overlap in Korea, the combined firm would 

benefit from an expanded customer base (CEO News, 15
th

 July 2003). On the other 

hand, Evonik planned to export the target’s product through its well-established 

global distribution network. As noted earlier, Rockwell intended to transfer its 

advanced resources and capabilities in sales and marketing to the acquired business 

in order to create operating synergies. Otis aimed to exploit the target’s R&D 

capability, as it would reduce the costs of new product development through the 

sharing of R&D projects (Interview, Hong, J. Y., 3
rd

 May 2006). 

 

(3) Resources and Capabilities Retention 

 

In order to achieve their objectives in Korea, the acquirers had to consider the 

retention of key resources and capabilities within local firms. Otis and Rockwell, for 

example, wanted to build upon the target firms’ well-known brands in Korea. 

Rockwell and Otis continued using Samsung and LG respectively by paying brand 

royalties to the sellers. Rockwell lacked brand recognition in Korea, and the use of 

the powerful Samsung brand (as in Rockwell Samsung Automation) enabled 

Rockwell to increase its brand awareness among Korean customers (Korea Times, 

26
th

 November 2003). As a result, it began using its own OEMax brand in the 

Korean market only at a later date (Interview, Kang, D., 16
th

 May 2006). The 

company changed its name to Rockwell Automation Korea, and stopped using the 

Samsung brand from 2006 (Electronic Times, 25
th

 April 2006). As noted above, Otis 

was not very successful in Korea prior to the acquisition. It only had a one per cent 

market share. By acquiring the market-leading LG’s elevator business, Otis was able 

to increase its brand awareness in Korea by using the LG brand (as in LG-Otis 
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Elevator) (Electronic Times, 3
rd

 January 2003). Otis abandoned the LG brand in 

October 2005. The acquisition raised Otis’ market share in Korea to 56 per cent, and, 

in particular, LG’s leadership position enabled Otis to dominate the lucrative 

maintenance market, as noted above (Interview, Hong, J. Y., 3
rd

 May 2006; Hyundai 

Elevator business report, 2001). 

 

Evonik appreciated the target firm’s local market leadership position. It intended to 

use the acquired production facilities as an Asian export platform. Like Tesco and 

Renault, Fairchild and Rockwell wanted to acquire Samsung’ high quality 

employees (Digital Times, 17
th

 June 2004; Donga-ilbo, 15
th

 September 2002; FA 

Journal, 2004; Korea Times, 17
th

 June 2004; Seoul-gyungjae, 4
th

 August 2004). 

Evonik and Rockwell were pulled by their targets’ comparable technological 

capabilities, whereas Fairchild was keen on acquiring Samsung Electronics’ superior 

technological capability and production management techniques (Interview, Han, K. 

J., 9
th

 December 2005; Interview, Kang, D., 16
th

 May 2006; Interview, Yoon, J. G., 

12
th

 May 2006). Otis appreciated LG’s competitiveness in the Asian market, which 

will be discussed further below. The primary objective of Rockwell was to combine 

its core resources and capabilities with the target’s strengths in development, 

engineering, and manufacturing. 

 

8.2.3. Section Summary 

 

Facing a liquidity problem in the crisis period, both Samsung Group and LG Group 

set up a Central Restructuring Office, in order to implement a group-wide 

restructuring programme. The ‘indirect’ government pressure on chaebols to reduce 

debts and divest assets to foreigners played a part in their decision. Samsung 

Electronics sold its least profitable power device business to Fairchild. LG divested 

its profitable, but non-strategic, elevator business to Otis. A large affiliate of LG 

Group, LG Chemical, conducted a separate business portfolio analysis, and decided 

to sell its carbon black division to Degussa (Evonik). It was profitable, but it was 

regarded as a non-strategic asset. Samsung Electronics’ sale of its controller division 

to Rockwell Automation in 2002 was not driven by its restructuring initiative in the 

wake of the financial crisis. Nor was it forced by the government. The division was 
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very small, non-strategic unit of Samsung Electronics. The two businesses decided to 

merge, in order to gain from operating synergies derived from combining 

complementary resources and capabilities. 

 

For all the acquirers, the acquisition of Korean businesses was a part of their global 

expansion drive. Otis was, in addition, pushed by the maturity of its main markets. 

Rockwell and Otis aimed to capitalise on the growth potential of the Korean market, 

whereas Evonik and Fairchild appreciated the presence of existing large local 

customers. The acquirers’ preferred mode of entry into Korea was the acquisition of 

local firms, for two reasons. First, having expanded primarily through cross-border 

acquisitions, Otis and Evonik had experience in the acquisition of firms in unfamiliar 

markets, choosing acquisition over greenfield FDI because of their unfamiliarity. 

Second, all the acquirers intended to benefit from cross-border synergies, including 

joint-R&D (Otis), cross-selling between regions (Fairchild and Rockwell), 

operational synergies derived from complementary assets (Rockwell), or exports 

through the acquirer’s global distribution network (Evonik).  

 

The acquirers were attracted by the targets’ resources and capabilities, including the 

strong brand (Otis and Rockwell), production facilities (Evonik), complementary 

strengths (Rockwell), and high quality employees (Fairchild and Rockwell). 

Fairchild aimed to acquire the target’s superior technological capability and 

production management techniques, whereas Evonik and Rockwell appreciated their 

targets’ comparable technological capabilities. Otis and Evonik were pulled by the 

targets’ market leadership position in Korea. Otis was particularly attracted to the 

target’s leadership position in the potentially very lucrative elevator maintenance 

market, as well as its competitiveness in the Asian market. Lastly, Fairchild and 

Rockwell were able to secure substantial revenues through the purchase agreement 

provided by Samsung Electronics. Fairchild, Otis, and Evonik received tax 

incentives from the government, while Rockwell did not. 
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8.3. Outcomes of Cross-Border M&As 

 

8.3.1. Changes in Organisational Structure, Personnel and Decision-Making 

 

Evonik and Otis left the organisational structure of the acquired businesses 

unchanged. Evonik appointed a German CEO, Franz Isslinger
5
, who was in charge 

of Evonik’s sales office in Korea prior to the acquisition (Interview, Han, K. J., 9
th

 

December 2005; Goldman Sachs International et al., 2011), and Otis initially 

appointed a CFO, Bradley Buckwalter
6
, who led Otis’ Korean business prior to 

acquisition (Korea Industry Daily, 24
th

 June 2008). He had the same level of 

authority as a company president in Korea. There were no other people appointed by 

the headquarters in the two companies. Otis Elevator Korea is now under the direct 

control of the management of its North Asia Pacific Area (NAPA), who visits Korea 

every quarter to conduct an operational review (Interview, Hong, J. Y., 3
rd

 May 

2006). By contrast, Fairchild and Rockwell radically reformed the organisational 

structure of the acquired businesses (Interview, Kang, D., 16
th

 May 2006; Interview, 

Yoon, J. G., 12
th

 May 2006). Previously being a part of a very large chaebol affiliate, 

Samsung Electronics, both the power device division and the controller division of 

the mechatronics business, had a hierarchical structure. The affiliate CEO generally 

made arbitrary decisions, but large-scale decisions, such as the overseas expansion 

plan, could not be made at the affiliate level. Rather, it was made by the group 

chairman, usually a member of the founder’s family, who ultimately controlled all 

affiliates in the business group (Interview, You, H. S., 10
th

 December 2011). As 

noted in chapter 2, within the Samsung Group, the Secretary to the Chairman’s 

Office, under the command of the group chairman, oversees the operation of all 

affiliates in the group (Financial Times, 22
nd

 April 2008). Fairchild and Rockwell 

transformed their acquired businesses into a functional organisation. 

 

 

 

 

                                                 
5 He was replaced by Dietmar Balschukat in January 2009 (Goldman Sachs International et al., 2011). 
6 He was promoted to president of Otis Elevator Korea in May 2008 (Korea Industry Daily, 24th June 2008). 
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VP 

in Korea 

Chart 8.3: The initial organisational structure of Fairchild Korea Semiconductor  

 

 

 

 

 

 

 

 

 

 

 

 

Source: Interview, Yoon, J. G., 12th May 2006 

 

At first, Fairchild reorganised the acquired business to have five functions, including 

Manufacturing, Sales, Product Line, Finance, and Administration (see chart 8.3). 

Previously in charge of the operation of Samsung’s Bucheon plant, Kim Deok Jung 

became the president of Fairchild Korea. He was the only senior vice president 

(SVP) in Korea (Fairchild Semiconductor International Form 10-K, 2001; Seoul 

Shinmun, 8
th

 July 2005). He led Product Line function in Korea, and reported 

directly to SVPs at the US headquarters. There were four vice presidents (VPs) in 

Manufacturing, Sales, Finance, and Administration. Decisions were made by the 

management committee that comprised of one SVP and four VPs. 

 

Chart 8.4: The new organisational structure of Fairchild Korea Semiconductor  

 

 

 

 

 

 

 

 

 

Source: Interview, Yoon, J. G., 12th May 2006 
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After Kim Deok Jung left the company in 2005, the Product Line function was 

divided into three sub-Product Lines, including Discrete, Analogue, and Standard 

Product Line (see chart 8.4). Each sub-Product Line is in charge of its own 

marketing, R&D, and administration. There are five VPs in Korea, each leading 

Discrete Product Line, Analogue Product Line, Standard Product Line, 

Manufacturing, and Finance. They jointly manage Fairchild Korea. Among the five 

VPs, the Finance VP is the only one sent from the headquarters. On the other hand, 

the headquarters sent many people on a short-term basis when there was a key 

investment project, such as the construction of the 6 inch D-Line, as will be explored 

below (Electronic Times, 5
th

 December 2010, 1
st
 May 2011; Fairchild 

Semiconductor International annual report, 2011; Fairchild Semiconductor 

International Form 10-K, 2006; Interview, Yoon, J. G., 12
th

 May 2006).  

 

Kurt Rosenberg was appointed president of Rockwell Automation Korea, as of 

December 2009 (FA Vision, 2010). He is also Head of Sales and Marketing, and 

reports directly to his superior in Hong Kong. Kang Dukhyun is managing director, 

and also Head of Operation, Development, Manufacturing, and Engineering in Korea. 

He does not report to the president in Korea, Kurt Rosenberg, but directly to his 

superior in the US headquarters, where any final decisions are made, and instructions 

are sent directly to Kang Dukhyun. Despite being a president of Korean operation, 

Kurt Rosenberg does not have the authority to make final decisions. In fact, both 

Kurt Rosenberg and Kang Dukhyun are at the manager level, based on the 

hierarchical structure of the US headquarters. Like Fairchild, Rockwell introduced 

the management committee system (Interview, Kang, D., 16
th

 May 2006). 

 

The new organisational structure changed decision-making radically. In both 

Fairchild Korea and Rockwell Automation Korea, the process became much slower 

and complicated, mainly for two reasons. First, the acquired Korean business does 

not have the full authority to make key decisions locally. Many important decisions 

require approval from the headquarters. In Fairchild Korea, decision-making was 

further slowed by communication problems, stemming from language and time-zone 

differences. Second, as decisions are made by the management committee, 

functional coordination is required. In Fairchild Korea, VPs confront each other on 
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many occasions in the management committee, slowing down decision-making. 

When Kim Deok Jung, SVP, was president, the decision making had been faster, 

because he had greater authority. Many issues are passed to the headquarters where 

SVPs fail to come to an agreement. The final decision is then made by the CEO at 

the US headquarters (Interview, Yoon, J. G., 12
th

 May 2006). 

 

As with Fairchild and Rockwell, Otis introduced the committee system. The 

president of Otis Elevator Korea has limited decision-making authority, too, which 

reduces the speed of decision-making substantially. For instance, a trivial HR issue, 

such as recruiting one person in Korea, needs approval from the management of 

NAPA. More important issues are decided at the US headquarters. For example, 

setting the loss-making bid price for a large installation project would have been 

decided at the director level previously, but, since the acquisition, needs approval 

from the US headquarters. The presence of an expatriate CFO, who has the same 

level of authority as president in Korea, slows down the decision-making process. 

This is because agreement between CFO and president are required. Like Fairchild 

Korea, Otis Elevator Korea has suffered from communication problems due mainly 

to language difference. English became the official company language, and 

employees in Korea are required to communicate with the headquarters in English. 

Many employees with a lack of English skills found this arrangement difficult. In 

particular, the predominant form of communication is emails, but it was claimed that 

they receive a slow response, and sometimes ignored (Interview, Hong, J. Y., 3
rd

 

May 2006). 

 

In Fairchild Korea, VPs are appointed on a short-term basis, usually three years. 

They focus therefore on the short-term performance of their own function, as their 

promotion is dependent upon a functional performance evaluation. They tend to pass 

issues with a high risk profile to the headquarters in order to avoid taking 

responsibility for negative consequences, slowing down the decision-making process 

(Interview, Yoon, J. G., 12
th

 May 2006). In the affiliates of chaebol, the performance 

of the CEO and directors is typically evaluated according to how well they 

implement the strategy devised by the owner-chairman of the group, who makes all 

the critical decisions, determining the long-term strategic direction of the company. 
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Therefore, they are not required to make decisions with a huge risk factor, nor to 

take responsibility for negative consequences (Interview, Jang, G. H., 25
th

 January 

2010; Interview, Shon, D. Y., 3
rd

 January 2012; Interview, You, H. S., 10
th

 

December 2011). More importantly, managers in chaebols focus on the long-term 

growth of the company (Economist, 1
st
 October 2011). The new decision-making 

mechanism in Fairchild Korea, Rockwell Automation Korea, and Otis Elevator 

Korea involves technical expertise and seeks consensus from the lower levels of 

hierarchy, but the process slows down the speed of decision-making, affecting 

competitiveness. By contrast, one of Samsung’s key strengths is speedy decision-

making under the very strong leadership of the owner-chairman. This allows 

Samsung to execute large-scale investments more promptly than competitors. 

Undoubtedly, Samsung’s success in semiconductors is partly due to its 

organisational structure in which the owner-chairman has the full decision making 

power (Interview, Jang, G. H., 25
th

 January 2010; Interview, Shon, D. Y., 3
rd

 January 

2012; Interview, You, H. S., 10
th

 December 2011). The semiconductor industry 

requires huge investment on a continuous basis, as the products have a very short life 

cycle. This means that firms need to take bold risks and make decisions quickly in 

response to changes in the business environment (Korea Economic Daily, 11
th

 

December 2005). However, the owner-chairman may make an ill-judged decision, 

especially when he lacks technical expertise, as shown in the Renault Samsung 

Motors case.  

 

The changes in the decision-making mechanism took place for a somewhat different 

reason in Evonik Carbon Black Korea. As noted earlier, Evonik did not change the 

organisational structure of the acquired business, but president, Franz Isslinger, has 

encouraged free, open consultation and discussion between senior managers when 

making decisions. Here, the decision-making process slowed down marginally, too. 

However, the existence of a local president who has decision-making power, means 

that there is less confrontation in the process. In Fairchild Korea, Otis Elevator 

Korea, and Rockwell Automation Korea, the president has limited authority. Unlike 

other acquired firms, Evonik Carbon Black Korea has not suffered from 

communication problems. The key difference was that the foreign president, Franz 

Isslinger, acted as a mediator between the local operation and the headquarters in 
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Germany. Having worked in Korea for many years, Franz Isslinger understands the 

Korean system and corporate culture. For example, Korean employees once 

demanded a basic wage increase of more than 10 per cent. The headquarters did not 

approve it, because such a wage hike was unprecedented. Instead, the multinational 

intended to lower basic wage rates and introduce a performance-related pay system, 

which was more common in Germany. However, Franz Isslinger persuaded the 

headquarters that the basic pay rise was common practice in Korea. As a result, the 

conflict was resolved. Other common Korean practices, approved by the 

headquarters, included lending money to employees for house purchase purposes 

(Interview, Han, K. J., 9
th

 December 2005).  

 

8.3.2. Operational Changes  

 

(1) Finance and Investment  

 

For Evonik Carbon Black Korea, there was no need for capacity expansion, because 

the Korean market grew slowly, as noted above. In 2006, the chemical industry in 

Korea suffered hugely from a high oil price and the strong Korean won (see chart 8.8 

below) (Interview, Baeck, Y. C., 8
th

 December 2011; Interview, Jung, K. H., 10
th

 

December 2011; Maeil Business Newspaper, 31
st
 May 2006). Chemical firms in 

Korea, including Evonik Carbon Black Korea, export a large quantity of goods, and 

a strong won would undermine price competitiveness, leading to a fall in export 

volume. With the high oil price squeezing profit margins, Evonik Carbon Black 

Korea raised the price of its goods (see chart 8.32 below), which led to a fall in 

demand. Consequently, it decided to restructure the business, and shut down its 

production lines.
7

 About 50 employees left the company through voluntary 

redundancy, and the employee headcount fell from 250 in 1999 to 190 in 2011.
8
 By 

contrast, in Rockwell Automation Korea, large investments in development and 

manufacturing led to a significant rise in employee headcount from 220 to 300 

(Complete Automation Technology, 2007; Digital Times, 25
th

 April 2002; Electronic 

Times, 6
th

 April 2005; FA Vision, 2003). However, the component automation 

                                                 
7 Evonik Carbon Black Korea trade union website at http://kbonb.cafe24.com 
8 Goldman Sachs International et al., 2011; Maeil Business Newspaper, MK Corporate Information; Saramin 

website at http://www.saramin.co.kr/zf_user/bbs-tong/view/com_idx/893 
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product business was spun off from the company through a management buyout in 

January 2010. The business was re-established as RS Automation, which took 150 

employees from Rockwell Automation Korea (Electronic Times, 7
th

 September 

2010; Money Today, 18
th

 May 2010; Seoul-gyungjae, 5
th

 December 2010). As a 

result, the number of employees at Rockwell Automation Korea fell from 300 to 

150.
9
 On the other hand, Otis Elevator Korea reduced its production capacity, due to 

the deteriorating competitiveness of its Korean production facilities. This was due 

mainly to relatively high wage costs, compared to China and other Southeast Asian 

countries. For instance, in 2002, wage costs rose 17 per cent on the previous year, 

but productivity increased only 10 per cent, leading to a rise in average wage costs 

(Korea Economic Daily, 2
nd

 April 2003). In 2004, the per unit production costs of an 

escalator in Korea were 3.6 million won, 44 per cent higher than that of the 

company’s factory in Dalian, China (2.5 million won) (Financial News, 8
th

 January 

2004). Consequently, Otis Elevator Korea decided to increase escalator production at 

its factory in Dalian. It invested to expand production capacity in China and closed 

down some production facilities in Korea (Seoul-gyungjae, 8
th

 January 2004). It sold 

off the Incheon factory in 2002 (Financial News, 27
th

 February 2002). There were 

three blocks in its Changwon factory, and part of the C block was sold off in 2004 

(Maeil Business Newspaper, 8
th

 January 2004). The Incheon factory and the divested 

part of Changwon factory had made losses for many years prior to the acquisition. 

Nevertheless, LG could not divest them, as it wanted to avoid conflicts with trade 

unions and the Korean government, as well as negative publicity. Otis Elevator 

Korea, on the other hand, expanded its maintenance business, as it was attracted by 

this lucrative market. Despite the downsizing in manufacturing, the employee 

headcount overall remained the same, as the company hired more employees in the 

maintenance unit (Electronic Times, 8
th

 December 2005; Interview, Hong, J. Y., 3
rd

 

May 2006)
10

.  

 

Fairchild Korea made large capital investments in order to maintain the 

competitiveness of the acquired business. It constructed the 6-inch D-Line by 

investing US$80 million in November 2000 (Business Wire, 6
th

 November 2000; 

                                                 
9 Rockwell Automation Korea website at 

http://www.rockwellautomation.co.kr/applications/gs/ap/gskr.nsf/pages/companycapability 
10 Otis Elevator Korea website at http://www.otis.com/site/kr/Pages/default.aspx 
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Maeil Business Newspaper, 6
th

 November 2000). In 2002, the company invested 

US$30 million to build the warehouse facility in Hwasung.
11

 In September 2006, 

Fairchild Korea Semiconductor completed the construction of Epi-Line for which it 

has invested US$8 million (Digital Times, 21
st
 September 2006; Donga-ilbo, 28

th
 

June 2006; Electronic Times, 14
th

 April 2005). However, these investments failed to 

generate the expected returns, due largely to ill-conceived planning and deteriorating 

market conditions. The investments were executed at the wrong time, partly a result 

of slow decision-making under the new organisation and procedures. For instance, 

the new D-Line stopped operating for some time, and, by the time it was re-operated 

amid improving market conditions, the technology had already become outdated. As 

a result, Fairchild Korea reduced R&D expenditure, and released 160 employees 

through voluntary redundancy (Interview, Yoon, J. G., 12
th

 May 2006). In 2011, the 

company invested US$80 million to build the 8-inch wafer fab. Since the acquisition 

in 1999, employee headcount increased by 200 from 1,500 in 1999 to 1,700 in 2011 

(Electronic Times, 26
th

 January 2011, 1
st
 May 2011). 

 

(2) Operations, Sales and Human Resources 

 

a. Fairchild Korea Semiconductor 

 

Fairchild’s sales revenue soared 127 per cent year on year in 2000, due largely to the 

acquisition of Samsung’s business in 1999 (see chart 8.6 below).
12

 This is partly 

because the sales of Samsung’s power device division in 1998 (US$386.5 million) 

was about half of total sales made by Fairchild alone in the same year (US$789.2 

million). In addition, Fairchild was able to generate substantial sales from Samsung 

Electronics, based on the purchase agreements, as explained above. It accounted for 

8.7 per cent of the global total sales on average from 1999 to 2006 (see chart 8.5 

below), making Samsung Electronics the company’s largest customer. Until they 

ended in April 2002 (Fairchild Semiconductor International, 2002), these agreements 

                                                 
11 Fairchild Korea Semiconductor website at http://www.fairchildsemi.com/kr/company/sm_overview.html 
12

 In 2000, Fairchild Semiconductor International acquired QT Opto for US$92 million, the power management 

business of Micro Linear Corporation for US$11 million, and KOTA for US$12.1 million (Fairchild 

Semiconductor International Form 10-K, 2000). These acquisitions also contributed the rise in sales, but as 

reflected in their deal value, the acquired firms were far smaller than Samsung’s business.  
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enabled Fairchild to generate sales of approximately US$400 million, about the same 

amount as it paid to acquire the power device business (i.e. US$414.9 million). For 

eight years from 1999 to 2006, Fairchild generated over US$1 billion by selling 

products to Samsung.  

 

Chart 8.5: Fairchild Semiconductor International - Sales to Samsung Electronics 

 

Source: Fairchild Semiconductor International annual report, 2005, 2006; Fairchild Semiconductor International 

Form 10-K, 2001, 2002 

Note: In 1999, Fairchild adjusted its accounting year-end from the last Sunday in May to the last Sunday in 

December. As a result, figures in 1999 reflect 7 months from 31st May 1999 to 26th December 1999 (i.e. stub year 

1999). 

 

Korea accounted for between 13 and 22 per cent of Fairchild’s global total sales 

revenue since the acquisition, making it the third largest market for the company, 

following China and Taiwan (see chart 8.6 below) (Fairchild Semiconductor 

International Form 10-K, 2004). Over the 12 years from 1999 to 2010, the sales 

generated by Fairchild Korea accounted on average for 16.8 per cent of the total 

sales for Fairchild Semiconductor International. 
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Chart 8.6: Fairchild Semiconductor International - Total sales and sales in Korea 

 

Source: Fairchild Semiconductor International annual report 1998 - 2010  

Note: In 1999, Fairchild adjusted its accounting year-end from the last Sunday in May to the last Sunday in 

December. As a result, figures in 1999 reflect 7 months from 31st May 1999 to 26th December 1999. 

 

As intended by Fairchild, the acquisition broadened the company’s product portfolio, 

which enabled cross-selling between regions. Before the acquisition, less than 15 per 

cent of Samsung’s products were sold in Fairchild’s main markets in America and 

Europe. The sales of Samsung’s products in these markets increased 30 per cent in 

the first two quarters after the acquisition. For the same period, Fairchild’s sales in 

Korea rose more than 20 per cent (Fairchild Semiconductor International annual 

report, 1999).
 
By 2005, exports accounted for more than 80 per cent of the total sales 

of Fairchild Korea (Digital Times, 1
st
 December 2005). The acquisition allowed 

Fairchild to expand its customer base beyond the telecommunications and personal 

computer industries, because the acquired business was focused on the consumer 

electronics segment (CBR, 22
nd

 December 1998). 

 

Fairchild left the target’s training system unchanged. There were some system 

integration failures in Fairchild Korea. For example, employees in Korea found it 

difficult to adopt the newly transferred Enterprise Resource Planning (ERP) system. 

When Samsung Electronics introduced the ‘SAP’ ERP system, prior to the 

acquisition, it founded a task force team, consisting of 80 people, including 
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consultants from a leading accountancy firm and SAP. For the three year preparation 

period, the team adjusted and customised the system to suit Samsung Electronics 

(Interview, You, H. S. 24
th

 March 2012). Fairchild transferred its ‘PeopleSoft’ ERP 

system to Fairchild Korea, but it did not allow any modification to the system, 

although it inevitably required changes due to differences in tax and pay systems in 

Korea. Also, the system does not read the Korean language. As a result, the acquired 

business lost the benefits of using an ERP system, undermining operational 

efficiency (Interview, Yoon, J. G., 12
th

 May 2006). 

 

b. Rockwell Automation Korea 

 

Rockwell Automation Korea benefitted from the acquirer’s distribution networks. Its 

exports volume increased 1,000 per cent from 2002 to 2005 (Electronic Times, 6
th

 

April 2005). The acquirer’s products were sold to the target’s customers, and, as 

Fairchild Korea did, Rockwell was able to generate substantial revenue from 

Samsung’s affiliates through the purchase agreement. Rockwell Automation Korea 

has benefited more from the integration of the acquirer and target’s key resources 

and capabilities (Interview, Suk, Y. R., 10
th

 December 2011). Rockwell and 

Samsung’s division decided to merge in order to benefit from complementary 

strengths. Consequently, there has been active exchange of human resources between 

the US headquarters and Korean operations through the HR Relocation and Rotation 

Programmes. The training system was reformed completely as a result of merger. 

Every employee is trained in English in the new imported training system. Technical 

training is provided at an individual employees’ request. The training programme for 

newly-appointed executives provides a balanced knowledge of all business functions, 

including sales, marketing, accounting, and operations (Interview, Kang, D., 16
th

 

May 2006).  

 

c. Otis Elevator Korea 

 

Unlike Fairchild Korea and Rockwell Automation Korea, Otis Elevator Korea failed 

to benefit from the acquirer’s global sales network. Prior to the acquisition, LG’s 

elevator business had a leadership position not only in Korea, but also in many Asian 
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markets. Otis Elevator Korea pursues a ‘two-tier’ strategy where different brands of 

Otis compete against each other in a single market. The company left LG’s 14 

overseas subsidiaries separate, and founded SIGMA Elevator Company in July 2001 

(Maeil Business Newspaper, 25
th

 June 2001), which oversees the company’s 

overseas operations. Otis Elevator Korea’s exports are branded SIGMA, and 

compete against both leading elevator companies and other subsidiaries of Otis in 

many overseas countries (Jang, 2004; Maeil Business Newspaper, 3
rd

 July 2002). 

Otis Elevator Korea exports about 40 per cent of its output, the greatest proportion 

among Otis’ 200 subsidiaries (Joongang-ilbo, 15
th

 April 2007; Maeil Business 

Newspaper, 31
st
 January 2005). SIGMA has a strong foothold in China, and in 

Southeast and Southwest Asia (Korea Economic Daily, 24
th

 March 2003; Maeil 

Business Newspaper, 19
th

 November 2000). In 2005, Otis Elevator Korea became 

the first elevator company in Korea, which exported more than US$100 million 

worth of elevators (Financial News, 11
th

 November 2005). Like Samsung Tesco, 

RSM, OB, and Lafarge Plasterboard Korea, Otis Elevator Korea now focuses on 

cash flow and profitability, such as return on sales. In order to improve profitability, 

it manufactures more products at its factory in Dalian, China. The company has 

never bought fixed assets, as it wanted to avoid cash being tied up. Instead, assets, 

including offices, have been leased, improving cash flow. It left the target’s training 

system unchanged, but introduced the following global standards, although their link 

to financial performance improvement is unclear. 
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Table 8.3: Global standards introduced in Otis Elevator Korea 

The Otis global accounting management system was implemented, in which data is inputted to the 

computerised accounting system. This allows the US headquarters to check the financial performance 

of its Korean subsidiary.  

 Otis introduced Safety policy and Communication policy. 

Otis introduced three cardinal values, including business ethics, safety, and internal control. Of the 

three, Otis values ‘business ethics’ the most. In order to ensure that the business is run ethically, a 

new post, Business Practice Officer (BPO), was appointed in Otis Elevator Korea, as in all other 

subsidiaries of the UTC group. There is a list of ‘Do’s’ and ‘Don’ts’. Employees in Korea were 

trained to learn these values and behave accordingly. Internal control refers to the internal 

management control system that ensures accounting transparency. 

UTC focuses on the safety of the elevators as well as safety at the workplace. President of UTC 

emphasises that UTC workers should leave the company in the same or better health condition than 

the condition in which they came to work in the morning. Consequently, Otis invests hugely in 

improving safety, incomparable to what had been invested by LG. Otis Elevator Korea now strictly 

conforms to Otis’ safety policy.  

Source: CEO News (18th July 2007); Chief Executive (2003); Interview, Hong, J. Y., 3rd May 2006; Joongang-

ilbo (15th April 2007); Korea Institute for Industrial Economics & Trade (2001) 

 

It was noted above that Otis intended to capitalise on the target’s R&D capabilities. 

Otis allocates funds to its R&D centres worldwide, based on performance evaluation. 

The Changwon Central R&D Centre of Otis Elevator Korea delivered a strong 

performance, and became one of Otis’ five largest global R&D facilities, 

contributing to the reduction of new product development costs for Otis Group 

(Chief Executive, 2003; Electronic Times, 6
th

 December 2005; Korea Economic 

Daily, 26
th

 January 2001; Maeil Business Newspaper, 10
th

 April 2002).  

 

d. Evonik Carbon Black Korea 

 

Like Rockwell Automation Korea, Evonik Carbon Black Korea exports products 

through Evonik’s global distribution networks. The number of countries to which it 

exports increased, and export revenue rose, too. However, the increase in export 

revenue was smaller than that of the market leader in Korea, OCI (see chart 8.30 

below). Evonik left overall local systems and practices unchanged, including training 

systems. Employees follow LG’s training systems, but the management participates 

in the global educational seminar, known as Evonik integrated training, once or 

twice a year. However, as Otis did, Evonik introduced its global standards in IT, 

finance (including foreign currency management), risk management, and 

environment and social responsibility policy (Interview, Han, K. J., 9
th

 December 
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2005). As in Otis Elevator Korea, their link to the financial performance 

enhancement is unclear. 

 

(3) Technological Capabilities 

 

Both Rockwell and Samsung’s business had competitive technological capability, 

and active transfers took place in both directions, as in the exchange of human 

resource practices. The acquired company is fully owned by Rockwell, and it can 

access all technological information and data on Rockwell’s database. Likewise, all 

technological resources and capabilities, previously held by Samsung’s division, 

have been transferred to Rockwell (Interview, Kang, D., 16
th

 May 2006). However, 

it is not clear if other acquired firms benefitted from the transfer of technological 

capabilities from acquirers. Evonik Carbon Black Korea is fully owned by Evonik, 

and it can, in theory, access Evonik’s R&D centre. The transfer between Evonik’s 

factories worldwide is encouraged through an annual meeting. The benefits were, 

however, only marginal, as LG’s carbon black business had a comparable 

technological capability to Evonik prior to the acquisition. Carbon black production 

is not a high technology business (Interview, Han, K. J., 9
th

 December 2005; 

Interview, Lee, J. S., 6
th

 December 2005).  

 

Otis, on the other hand, had a superior technological capability relative to LG’s 

elevator business. Prior to the acquisition, LG used to import technology from 

Japanese firms. It was not allowed to compete against them in overseas markets, as it 

would jeopardise the relationship with those firms. Otis Elevator Korea can now 

import the most advanced patented technology, such as machine-roomless elevators 

(Donga-ilbo, 18
th

 November 2002; Korea Economic Daily, 17
th

 November 2002). It 

is allowed to manufacture elevators based on transferred technology, and compete 

against other Otis subsidiaries in overseas markets, as noted above. However, apart 

from few special products using the latest inventions, the majority of the products are 

based on LG’s old technology. Therefore, it is problematic to conclude that the 

acquired Korean business gained advantage from the transfer of the acquirer’s more 

advanced technological capability (Interview, Hong, J. Y., 3
rd

 May 2006). 
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Fairchild Korea was not able to benefit from technology transfer, as Samsung’s 

power device business had the superior technological resources and capabilities. 

Indeed, many commentators point out that the engine behind Samsung Electronics’ 

success in the semiconductor industry is its technology leadership, built by huge 

investments in R&D (Economist, 1
st
 October 2011; Interview, Jang, G. H., 25

th
 

January 2010; Interview, Shon, D. Y., 3
rd

 January 2012; Interview, You, H. S., 10th 

December 2011; Korea Economic Daily, 11
th

 December 2005). According to the US 

Patent and Trademark Office, in 1998, Samsung Electronics obtained 1,304 US 

patents and became the sixth largest patenting organisation in the US. In 2002, 

Samsung Electronics received 1,328 US patents, ranked as the 10th largest. In the 

same year, Fairchild received only 54 patents.
13

 In 1997, Samsung Electronics had 

12,000 R&D personnel, 22 per cent of total employees (Korea Economic Daily, 8
th

 

June 2005), and, in 1998, it spent about 1.4 trillion won
14

 on R&D (Korea Economic 

Daily, 10
th

 January 2000), 1.5 times greater than the total sales made by Fairchild 

Semiconductor International in 1998.  

 

Fairchild gained substantial benefits from technology transfers from the acquired 

business. As a result of the acquisition, Fairchild was able to acquire 76 US patents 

and over 1,000 Korean patents (Fairchild Semiconductor International Form 10-K, 

2001). The acquired factory in Bucheon was more efficient than Fairchild’s existing 

plants, as it was built and run according to Samsung’s more efficient production 

technology. Fairchild relocated some of its production lines in the US to Bucheon. In 

2003, Fairchild closed the 6-inch wafer fab in Mountaintop, PA as a part of the 

restructuring programme, and decided to transfer the manufacturing of some 

products to the Bucheon plant (Fairchild Semiconductor International Form 10-K, 

2003).  

 

8.3.3. Reaction of Employees to Changes 

 

There have not been substantial changes within Evonik Carbon Black Korea, so that 

it avoided any adverse reaction from employees (Interview, Han, K. J., 9
th

 December 

                                                 
13 The US Patent and Trademark Office website at http://www.uspto.gov/ 
14 $1,168 million at an exchange rate of $1:1,207 won used by Samsung Electronics in its 1998 annual report. 
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2005). On the other hand, Rockwell revamped some local systems and practices, 

including organisational structure and training systems. Initially, there were mixed 

reactions from employees. Some adapted to the new system, while others were 

reluctant to do so. Some employees found it difficult to communicate in English. In 

order to minimise the integration problem, the company has offered a range of post-

merger integration training to employees, including those dealing with cross-

functional operations and cultural integration (Interview, Kang, D., 16
th

 May 2006). 

As a result, labour turnover in the first year after the acquisition was only 3 per cent 

(CEO News, 15
th

 July 2003). Employees’ resistance was evident in Otis Elevator 

Korea. In particular, those who joined the company before the acquisition showed 

reluctance to change. They also found it difficult to communicate in English, and 

were dissatisfied with the slower decision-making. They preferred working in the 

traditional Korean system. Newly-hired employees are more satisfied, because they 

cannot compare the new systems and practices with previous ones (Interview, Hong, 

J. Y., 3
rd

 May 2006).  

 

Fairchild encountered a number of problems. Many employees of Fairchild Korea 

were dissatisfied with the relatively poor salary package, compared to that offered by 

Samsung Electronics. Initially, employees were rewarded heavily for choosing to 

work for Fairchild Korea. Samsung Electronics paid them a consolation bonus, 

equivalent to 6 months of their basic salaries, and Fairchild offered them a 5 to 10 

per cent salary hike, as well as stock options.
15

 They were paid higher than former 

colleagues at Samsung Electronics. However, with a newly-introduced profit sharing 

scheme, employees of Samsung Electronics began to receive huge bonuses. By 

contrast, deteriorating performance led to a disappointing pay rise at Fairchild Korea. 

Indeed, the average annual salary for those who work for Samsung Electronics rose 

by 94.3 per cent from 36.7 million won to 71.3 million won over 5 years from 2000 

to 2004. This is due to the large performance-related bonus based on the company’s 

profit sharing scheme. During the same period, the average annual salary for people 

working for companies with 500 or more employees in Korea only rose by 51.7 per 

cent from 26.3 million won to 39.9 million won (Herald Business, 19
th

 April 2005; 

                                                 
15 The exercise price of the option was US$10. In 2001, the market price was US$40 a share. Employees at the 

low ranks received between 100 and 200 stock options, and VPs more than 1,000 options.  
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Interview, Jang, G. H., 25
th

 January 2010). The same problem did not occur in 

Rockwell Automation Korea. Employees of Rockwell Automation Korea previously 

received profit sharing incentives while they worked for Samsung Electronics (as the 

division was acquired in 2002). The company had to offer them a competitive salary 

package, matching Samsung’s, in order to lure them to join (Interview, Kang, D., 

16
th

 May 2006).  

 

The restructuring, slower decision-making, and some system integration failure (e.g. 

ERP system) aggravated the problem in Fairchild Korea. Those who were transferred 

from Samsung Electronics were particularly agitated, as they believed that the 

business had become less competitive under the new owner, and that Samsung’s 

systems are superior (Interview, Yoon, J. G., 12
th

 May 2006). As a result, many chose 

to leave the company, especially after Kim Deok Jung, who had led the business for 

many years, including the pre-acquisition period, left in 2005 (Electronic Times, 8
th

 

July 2009)  

 

8.3.4. Section Summary 

 

Evonik and Otis retained the organisational structure of the acquired businesses, 

whereas Fairchild and Rockwell introduced a functional organisational structure and 

the management committee system. Otis, too, introduced the committee system. In 

Evonik Carbon Black Korea, the foreign CEO emphasised discussion between senior 

managers when making decisions. The acquirers sent only one expatriate: the CEO 

(Evonik and Otis), president (Rockwell), and CFO (Fairchild). Local decision-

making authority was reduced in Fairchild Korea, Rockwell Automation Korea, and 

Otis Elevator Korea, slowing down the speed of decision-making. The committee 

system in these companies, as well as some communication problems, and local VPs 

avoiding decisions with a risk profile, aggravated the situation. On the other hand, 

the same problem was not notable in Evonik Carbon Black Korea, as the CEO had 

relatively large decision-making power. Equipped with knowledge of the Korean 

system and corporate culture, he also acted as a mediator between the local operation 

and the headquarters in Germany. 
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Faced with deteriorating market conditions, Evonik Carbon Black Korea undertook 

restructuring, and employee headcount fell accordingly. There was no capital 

investment. Otis Elevator Korea restructured its manufacturing business, which was 

losing competitiveness compared to its Chinese plants. However, it expanded its 

maintenance business, as the acquirer was initially pulled by this lucrative service 

market. As a result, the number of employees remained the same. Rockwell 

Automation Korea invested in development and manufacturing, leading to a 

significant rise in employee headcount from 220 to 300. Later in 2010, part of its 

business was spun off through a management buyout, and employee headcount 

halved. Fairchild Korea made large, but ill-conceived, capital investments. Slower 

decision-making partly led to the investments being executed at the wrong time. It 

failed to earn the expected returns, amid deteriorating market conditions. The 

company restructured, releasing some employees, but, overall, the number of 

employees rose from 1,500 in 1999 to 1,700 in 2011.  

 

Fairchild Korea and Rockwell Automation Korea benefitted from cross-selling, 

exploiting the customer base and distribution network of the acquirer and target. 

Their exports rose accordingly. They were able to generate large incremental 

revenue from Samsung’s affiliates through purchase agreements. Fairchild’s product 

portfolio was expanded by adding the target’s products. Evonik Carbon Black Korea 

was able to export more through the acquirer’s global distribution channel, although 

the increase in export revenue was smaller than that of the market leader in Korea, 

OCI. On the other hand, Otis Elevator Korea shares its R&D capabilities with other 

subsidiaries of the acquirer, but it failed to benefit from the acquirer’s sales network. 

The target previously had a competitive position in many Asian markets, and it 

competes with the acquirer’s subsidiaries in overseas markets with its own brand and 

distribution channel.  

 

Except for the decision-making mechanism, there were not many transfers of 

systems and practices from the acquirer to Otis Elevator Korea and Evonik Carbon 

Black Korea. Otis and Evonik introduced some of its global standards, for example, 

in safety, finance, ethics, and social responsibility policy, although, as noted, their 

link to the financial performance improvement is unclear. Otis Elevator Korea 
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focuses on profitability, and it strived to cut costs through restructuring and 

efficiency improvements.  The most notable transfers made by Fairchild were its 

organisational structure and decision-making system.  

 

On the other hand, Rockwell revamped the target’s training system completely, and 

integrated the acquirer and target’s key resources and capabilities. Rockwell 

Automation Korea gained from combining the technological capabilities of the 

acquirer and target, both of which had competitive technological capability prior to 

the acquisition. However, the other acquired firms discussed in this chapter could not 

benefit from the transfer of technological capabilities from the acquirers. In 

particular, as Samsung’s power device business had superior superior technological 

resources and capabilities, as well as production management techniques, Fairchild 

relocated some of its US production lines to Bucheon. 

 

There was no notable resistance among employees in Evonik Carbon Black Korea, 

as the acquirer retained most of the local systems and practices. In Rockwell 

Automation Korea, some initial integration problems were mitigated by providing 

training. However, in Otis Elevator Korea and Fairchild Korea, employees’ 

resistance was notable. In Otis, employees, especially those who joined the company 

before the acquisition, showed reluctance to change. There were notable 

communication problems, and slower decision-making frustrated many employees. 

Fairchild, too, failed to secure the local employees’ agency and involvement, as 

reflected in the high labour turnover. It was caused mainly by some system 

integration failure (e.g. ERP system), relatively poor salary package, restructuring, 

and slower decision-making. 
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8.4. Post-Merger Performance 

 

8.4.1. Fairchild Korea Semiconductor 

 

Chart 8.7: Fairchild Korea Semiconductor – Sales and operating profit 

 

Source: Fairchild Korea Semiconductor audited financial report 2000 - 2010 

 

The sales revenue of Fairchild Korea fell since its acquisition in 1999. Over the 11 

year period from 2000 to 2010, company sales decreased 22.7 per cent from 692.5 

billion won to 535.2 billion won. Sales revenue fluctuated between 2000 and 2005. 

This is partly because the performance of semiconductor makers is highly correlated 

to economic conditions (Interview, Lee, J. Y., 27
th

 December 2011). Semiconductor 

orders are determined by products, such as TVs, computers, and mobile phones, 

whose demand is income elastic. Such demand fell substantially in the economic 

downturn (Interview, Lee, K., 13
th

 December 2011). For example, from 2000 to 

2001, the sales of Fairchild Korea Semiconductor plunged nearly 20 per cent from 

692.5 billion won to 563.4 billion won. This was because the adverse global 

economic conditions, following the end of IT boom, depressed the computing market. 

The demand for semiconductors fell, accordingly. In particular, one of the 
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Fairchild’s largest customers, Samsung Electronics, reduced its contract 

manufacturing (Fairchild Semiconductor International Form 10-K, 2002).  

 

Chart 8.8: Oil price and exchange rate 

 
Source: Bank of Korea ecos database 

Note: 1. The oil prices are the price of spot price of WTI on the last day of each month. 

2. Exchange rate is monthly average. 

 

From 2004 to 2005, sales decreased by 18 per cent from 666.3 billion won to 546 

billion won. This was due mainly to the unfavourable exchange rate and adverse 

business environment (Interview, Lee, H. H., 23
rd

 December 2011). The financial 

performance of Fairchild Korea is largely affected by the exchange rate, because 

export revenue accounts for more than 70 per cent of total sales.
16

 In 2004, the 

Korean won became stronger, reducing the won value of export revenues (Interview, 

Lee, J. Y., 27
th

 December 2011; Interview, Lee, K., 13
th

 December 2011). In addition, 

the company’s sales performance was negatively affected by the end of Samsung’s 

purchase agreements in 2002 (Fairchild Semiconductor International Form 10-K, 

2002). 

                                                 
16 Fairchild Korea Semiconductor audited financial report, 2007; Fairchild Korea Semiconductor website at 

http://www.fairchildsemi.com/kr/company/sm_overview.html  

http://www.fairchildsemi.com/kr/company/sm_overview.html
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Since 2000, the operating profit (see chart 8.7) and operating profit margin (see chart 

8.9) of Fairchild Korea fluctuated. Overall, operating profit fell 36.1 per cent from 

120.3 billion won in 2000 to 76.9 billion won in 2010. Operating profit margin 

dropped 26.3 per cent from 2001 to 2009. Its ROA and ROE show similar results 

(see chart 8.10). There are several reasons for this. First, Samsung Electronics 

pressurised Fairchild Korea to cut prices, as purchase agreements ended. Second, the 

deterioration of semiconductor market conditions, and consequent fall in sales 

diminished capacity utilisation, raising the average costs of production (Infineon 

Technologies, 2009; Interview, Lee, J. Y., 27
th

 December 2011; Interview, Lee, K., 

13
th

 December 2011). Third, profitability suffered further from low productivity, 

caused by a lack of motivation among employees.  

 

Chart 8.9: Fairchild Korea Semiconductor – Operating profit margin (3 years moving average) 

 

Source: Fairchild Korea Semiconductor audited financial report 2000 - 2010 
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Chart 8.10: Fairchild Korea Semiconductor – Return on asset and return on equity (3 years moving 

average) 

 
Source: Fairchild Korea Semiconductor audited financial report 2000 - 2010 

 

From 2001 to 2010, Fairchild Korea achieved a lower yearly sales growth than the 

industry benchmark (see chart 8.11). In particular, from 2002, semiconductor and 

electronic components firms in Korea, on average, reported positive sales growth 

every year, whereas Fairchild Korea experienced negative growth in five years, 

including 2003, 2005, 2007, 2008, and 2009. In the period concerned, its average 

yearly sales growth rate was -1.7 per cent, far lower than the industry benchmark of 

11.9 per cent. 
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Chart 8.11: Fairchild Korea Semiconductor - Comparison of yearly sales growth  

 

Source: Fairchild Korea Semiconductor audited financial report 2000 - 2010; Bank of Korea Financial Statement 

Analysis 2001-2010 

Note: Industry average figure is the average of sales growth rates of all the semiconductor and electronic 

components firms in Korea 

 

Chart 8.12: Fairchild Korea Semiconductor - Comparison of operating profit margin 

 
 

Source: Fairchild Korea Semiconductor audited financial report 2000 - 2010; Bank of Korea Financial Statement 

Analysis 2001 - 2010 

Note: Industry average figure is the average of operating profit margin of all the semiconductor and electronic 

components firms in Korea 
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From 2000 to 2010, Fairchild Korea outperformed the industry benchmark in terms 

of operating profit margin in some years, but reported lower figures in other years. 

Overall, it achieved a similar level of operating profit margin, compared to the 

industry benchmark: Fairchild’s average was 9.2 per cent, slightly higher than the 

industry benchmark of 9.0 per cent (see chart 8.12). 

 

Chart 8.13: Fairchild Korea Semiconductor – Liquidity and gearing 

 

Source: Fairchild Korea Semiconductor audited financial report 2000 - 2010 

 

Chart 8.13 demonstrates that the long-term financial stability of Fairchild Korea has 

been sound since the acquisition. Its debt-to-equity ratio stayed far below the 

government’s required level of 200 per cent throughout the period. Its short-term 

liquidity position has been strong, too. The current ratio has been higher than 100 per 

cent since the acquisition.    
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8.4.2. Rockwell Automation Korea 

 

Chart 8.14: Rockwell Automation Korea – Sales and operating profit 

 
Source: Rockwell Automation Korea audited financial report 2000 - 2009 

Note: 1. Rockwell Automation Korea’s accounting year is from 1st October to 30th September following year. 

For example, the 2000 figures in the chart therefore shows sales and operating profit generated from October 

1999 to September 2000. 

2. As noted above, the component automation product business was spun off from Rockwell Automation Korea 

through management buyout in January 2010. For consistency, financial performance in 2010 is not assessed. 

 

The performance of Rockwell Automation Korea fluctuated. Its fortunes have been 

tied to the economic cycle, as the manufacturers’ investment volumes and demand 

for factory automation products varies accordingly (Interview, Bum, S. J., 8
th

 

December 2011). Its sales revenue soared since acquisition in 2002 (see chart 8.14). 

It almost doubled in 2003 year on year, due largely to the combination of the sales of 

two companies. Rockwell had had a sales office in Korea since 1985, and the figures 

in 2000 and 2001 in the above chart show sales and operating profit of Rockwell’s 

Korean operation prior to the acquisition. Sales revenue increased 51.8 per cent in 

2004, as the effect of operating synergies, such as cross-selling, started to appear. 

Sales fell 39.5 per cent year on year in 2009 due largely to the global recession. 

Operating profit fluctuated, as it is correlated to the exchange rate, given the 

company’s large export volume (Interview, Bum, S. J., 8
th

 December 2011). Overall, 
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it rose significantly. From 2002 to 2008, it increased 1,932.7 per cent from 52 

million won to 1,057 million won. In 2003, the company reported a loss of 3,672 

million won, but in the following year it reported a record operating profit of 9,388 

million won. Then, in 2009, it reported a loss of 4,934 million won due to the 

recession.  

 

Chart 8.15: Rockwell Automation Korea and LS Industrial System’s automation business – Sales growth 

 

Source: Rockwell Automation Korea audited financial report 2002 - 2010; LS Industrial System business report 

2002 - 2010 

 

The operating profit margin of Rockwell Automation Korea has been very poor (see 

chart 8.16 below). From 2001 to 2008, it fluctuated in the range between -1 per cent 

and 5.7 per cent. From 2003 to 2009, average operating profit margin was only 1.4 

per cent. Its rival in Korea, LS Industrial System’s automation division, consistently 

outperformed Rockwell Automation Korea, as shown in chart 8.16. Its average 

operating profit margin in the same period was 13.2 per cent. Being once part of a 

large chaebol, spun off from the LG Group in 2005, LS Group took a substantial part 

of its sales from former affiliates, including LG Electronics and LG Display, all of 

which have large-scale domestic manufacturing facilities (Interview, Suk, Y. R., 10
th
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December 2011). Indeed, in 2007, the automation division of LS Industrial System 

generated 83 per cent of its total sales in Korea (LS Industrial system business report, 

2007). This means that their performance is less affected by the exchange rate, and 

the company benefitted from advances in the manufacturing businesses of LS and 

LG Group (Interview, Bum, S. J., 8
th

 December 2011). Its sales growth outperformed 

Rockwell Automation Korea for many years, as shown in chart 8.15 above. 

 

Chart 8.16: Rockwell Automation Korea and LS Industrial System’s automation business – Operating 

profit margin (3 years moving average) 

 

Source: Rockwell Automation Korea audited financial report 2000 - 2009; LS Industrial System business report 

2000 - 2009 

Note: see the note 2 of chart 8.14. 
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Chart 8.17: Rockwell Automation Korea – Return on Asset (3 years moving average) 

 
Source: Rockwell Automation Korea audited financial report 2000 – 2009 

Note: see the note 2 of chart 8.14. 

 

The company’s profitability has been poor, too. Its ROA fell from -1 per cent in 

2003 to -2.9 per cent in 2008 (see chart 8.17), and ROE from -8.9 to -9.6 per cent in 

the same period (see chart 8.18). 

 

Chart 8.18: Rockwell Automation Korea – Return on equity (3 years moving average) 

 
Source: Rockwell Automation Korea audited financial report 2000 – 2009 

Note: see the note 2 of chart 8.14. 
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Chart 8.19: Rockwell Automation Korea – Commission and management service charges paid to Rockwell 

as a percentage of sales 

 
Source: Rockwell Automation Korea audited financial report 2003 - 2009 

Note: see the note 2 of chart 8.14. 

 

Chart 8.19 shows that Rockwell Automation Korea paid Rockwell commission and 

management service charges every year. The amount of payments ranged from 2.3 

per cent to 5.5 per cent of its annual sales revenue, depressing profitability. Chart 

8.20 shows that the operating profit margin of Rockwell Automation Korea without 

these payments to Rockwell. Operating profit margin, as predicted, improved 

substantially. From 2003 to 2009 period, it averaged 4.8 per cent, much higher than 

1.4 per cent, the margin, without excluding those payments, in the same period. Yet, 

Rockwell Automation Korea still underperformed the automation division of LS 

Industrial System. Chart 8.21 compares sales of the two companies. Rockwell 

Automation Korea is far smaller in terms of sales. This means that the automation 

business of LS Industrial Systems benefits from greater scale economies. Chart 8.22 

compares the costs as a percentage of sales of two companies in 2004. Rockwell’s 

various costs, including wages and salaries, travel and communication, welfare, and 

R&D, as a percentage of sales are far greater, depressing its profit margin.  

 

 

 



 
 
 

 288 

Chart 8.20: Rockwell Automation Korea and LS Industrial System’s automation business - Operating 

profit margin comparison (without various payments to Rockwell) 

Source: Rockwell Automation Korea audited financial report 2003 - 2009; LS Industrial System business report 

2003-2009 

Note: see the note 2 of chart 8.14. 

 

Chart 8.21: Rockwell Automation Korea and LS Industrial System’s automation business - 

Sales

 
Source: Rockwell Automation Korea audited financial report 2003 - 2010; LS Industrial System business report 

2003 – 2010 

Note: see the note 1 of chart 8.14. 
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Chart 8.22: Rockwell Automation Korea and LS Industrial System - Comparison of costs composition in 

2004 (as a percentage of sales) 

 

Source: Rockwell Automation Korea auditor financial report (2004); LS Industrial System business report (2004) 

Note: LS Industrial System’s total costs, including costs of automation division. 

 

Rockwell Automation Korea’s short-term liquidity position has been strong, as its 

current ratio was consistently higher than 100 per cent (see chart 8.23). However, its 

long-term financial position has been weak. Since 2002, its debt to equity ratio was 

consistently higher than 200 per cent, although it improved substantially throughout 

the period. 
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Chart 8.23: Rockwell Automation Korea – Gearing and current Ratio 

 
Source: Rockwell Automation Korea audited financial report 2000 - 2009 

Note: see the note 2 of chart 8.14. 

 

8.4.3. Otis Elevator Korea 

 

Chart 8.24: Market share of elevator firms in Korea (Installation market) 

 
Source: Hyundai Elevator business report 2007, 2010 

Note: Market share was measured in terms of the number of new elevator installation. 
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By all performance measures, including market share, sales, profit, and profit margin, 

Otis Elevator Korea has been outperformed by its rival firm, Hyundai Elevator, the 

only domestically-owned major elevator firm in Korea. Otis acquired the market 

leader in Korea, LG’s elevator business, which had a market share of 58 per cent in 

1999 (Hyundai Elevator business report, 2000). Market share fell continuously since 

the acquisition. Otis Elevator Korea still dominated the Korean market with a 37.3 

per cent share in 2005. Hyundai Elevator’s market share in the same year was only 

19.7 per cent. Since then, Otis’ share fell continuously, while that of Hyundai rose. 

In 2007, Hyundai became the market leader, and the market share gap between the 

two companies widened. In 2010, Hyundai Elevator commanded 42.4 per cent of the 

market, far greater than Otis’ share of 20.1 per cent.  

 

Hyundai’s success was driven by its aggressive low-pricing strategy, while Otis 

adhered to the premium pricing strategy (CEO News, 18
th

 July 2007; UTC annual 

report, 2006). The entry of world’s leading elevator firms resulted in not only intense 

competition, but also over-supply of products. The market conditions aggravated as 

construction demand contracted in Korea (Financial News, 8
th

 May 2007). Hyundai 

Elevator aimed to install as many elevators as possible, in order to generate sales 

later through maintenance. It installed elevators even at loss-making prices 

(Electronic Times, 14
th

 June 2007). On the other hand, the short-term profit-focused 

Otis headquarters did not allow its Korean business to follow the same strategy. 

Hyundai’s main product, ‘Roosen’, dominates the apartment elevator market, 

because it is very competitively priced and cheap to maintain. By contrast, Otis 

Elevator Korea focused on marketing its high-end products (Electronic Times, 5
th

 

November 2008), and its more lucrative maintenance market. The failure of Otis to 

defend its leadership position is also attributable to its newly-transferred decision-

making mechanism. It was required to make swift defensive tactics in response to the 

strong challenge of competitors. But it could not do so, due to a lack of local 

decision-making authority, which slowed down its reactions to changes in the market 

conditions. 
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Chart 8.25: Otis Elevator Korea and Hyundai Elevator – Sales 

 
Source: Hyundai Elevator business report 2002 – 2010 

 

Otis Elevator Korea was able to maintain its leadership position until 2008, in terms 

of sales revenue, despite losing market share rapidly, thanks to its highly-priced 

products. However, in 2009, Hyundai’s sales revenue became higher (see chart 8.25). 

Furthermore, between 2004 and 2008, when Hyundai was executing its low-price 

strategy aggressively, Hyundai’s ordinary profit (see chart 8.26) and ordinary profit 

margin (see chart 8.27) were higher than that of Otis, despite Otis’ focus on 

profitability based on the premium pricing strategy. 
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Chart 8.26: Otis Elevator Korea and Hyundai Elevator – Ordinary profit 

 
Source: Hyundai Elevator business report 2002 - 2010 

 

Chart 8.27: Otis Elevator Korea and Hyundai Elevator – Ordinary profit margin 

 
Source: Hyundai Elevator business report 2002 – 2010 
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8.4.4. Evonik Carbon Black Korea 

 

Chart 8.28: Market share of carbon black producers in Korea 

 
Source: OCI business report 1998, 1999, 2001, 2004, 2007, 2008 

Note: From 2002, OCI’s market share includes that of Jechul Yoohwa. 

 

Evonik Carbon Black Korea, like Otis, lost its leadership position in the Korean 

market (see chart 8.28). Its market share fell from 48.7 per cent in 1997 to 32 per 

cent in 2008. In the same period, OCI’s share rose from 18 per cent to 41 per cent. 

The no.3 firm, CCK, also grew from 19.2 per cent to 27 per cent. OCI’s market share 

jumped from 22.6 per cent in 2001 to 38 per cent in 2002, following the acquisition 

of a domestic firm, Jechul Yoohwa, on 30
th

 December 2001 (OCI business report, 

2001). The advance of OCI can be attributed to its aggressive marketing, taking 

Evonik’s customers. Its products are more price competitive, as it sources raw 

materials at a lower price from a domestic firm, POSCO, and it has improved 

efficiency, for instance through the implementation of six-sigma over many years 

(Interview, Baeck, Y. C., 8
th

 December 2011; Maeil Business Newspaper, 31
st
 May 

2006). By contrast, Evonik imports raw materials, and so its per unit production 

costs and price competitiveness are affected by the exchange rate. 
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Chart 8.29: Evonik Carbon Black Korea and OCI - Domestic sales growth comparison 

 
Source: Evonik Carbon Black Korea audited financial report 2000 - 2006; OCI business report 2000 - 2006 

 

Chart 8.29 shows that the domestic sales of Evonik Carbon Black Korea rose 54 per 

cent from 2000 to 2006, which was much lower than OCI’s domestic sales growth of 

237 per cent in the same period. OCI outperformed Evonik Carbon Black Korea in 

terms of export growth. Chart 8.30 shows that OCI’s exports grew 566 per cent from 

2000 to 2006, while Evonik recorded only 24 per cent growth.  
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Chart 8.30: Evonik Carbon Black Korea and OCI - Export growth comparison 

 
Source: Evonik Carbon Black Korea audited financial report 2000 - 2006; OCI business report 2000 - 2006 

 

Evonik posted a strong sales performance from 2008 (see chart 8.31 below). Its sales 

revenue jumped 37 per cent year on year in 2008, and remained high subsequently in 

2009 and 2010. It was due mainly to the record high oil price, the depreciation of the 

Korean won (see chart 8.8 above), and strong demand from Chinese manufacturers, 

as well as Korean producers, amid the advance of Korean car manufacturers 

(Interview, Baeck, Y. C., 8
th

 December 2011; Interview, Jung, K. H., 10
th

 December 

2011). This drove a 60 per cent year on year rise in operating profit in 2008, and the 

company reported a record high in 2010. Carbon black is made of crude oil, and so 

the price of carbon black changes vis-a-vis the oil price. The soaring oil price from 

the last quarter of 2007 raised the price of carbon black by 62 per cent in 2008 on the 

previous year, amid strong demand (see chart 8.32 below) (Gu, 2009; Hankook Tyre 

business report, 2010; Korea Economic Daily, 27
th

 February 2012; Yoon, 2009), and 

a weak Korean won in 2008, due to the breakout of subprime mortgage crisis, in 

effect increased the export revenue. Moreover, a fallen currency allowed Korean 

chemical exporters to gain price competitiveness in the international markets. The 

impact of favourable exchange rate on financial performance is huge, as Evonik 

Korea is an export-oriented company, generating more than 70 per cent of the total 
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sales revenue (Evonik Carbon Black Korea audited financial report, 1999-2006; 

Interview, Jung, K. H., 10
th

 December 2011). The price of carbon black remained 

high in 2009 and 2010.  

 

Chart 8.31: Evonik Carbon Black Korea – Sales and operating profit  

 
Source: Evonik Carbon Black Korea audited financial report 1999 – 2010 
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Chart 8.32: The price of carbon black 

 

Source: Hankook Tyre business report 1999 - 2010 

Note: The company has purchased carbon black from Evonik Carbon Black Korea in the period shown. 

 

With a very strong carbon black price, Evonik’s operating profit margin surged from 

5.3 per cent in 2007 to 7.1 per cent in 2008, and to 9 per cent in 2009 (see chart 8.33 

below). However, from 2000 to 2007, it fluctuated in the range between 1.6 per cent 

and 5.3 per cent. From 1999 to 2007, average operating profit margin was only 3.1 

per cent, but, recalculated for the period 1999 - 2010, it jumps to 4.6 per cent. The 

company’s ROA and ROE performances show a similar result (see chart 8.34 below). 

Yet Evonik’s profitability was still lower than the chemical industry average in 

Korea (see chart 8.33 below), except for 2009. Chemical firms in Korea achieved an 

operating profit margin of 8 per cent, on average, from 1999 to 2010, which is much 

higher than Evonik’s 4.6 per cent. 

 

It was driven mainly by intense competition in a market that grows marginally, and 

in part because of the royalty payments to the acquirer. Like Rockwell Automation 

Korea, Evonik Carbon Black Korea paid the acquirer for various services, including 

technological advice and transfers, procurement, and management consulting 



 
 
 

 299 

(Evonik Carbon Black Korea, 2008). It ranged from 3.0 per cent to 4.5 per cent (see 

chart 8.35). However, as was the case in Rockwell Automation Korea, Evonik’s 

profitability would still have remained relatively lower than the benchmark had it not 

made these payments. Evonik has not made any capital investments to upgrade its 

production facilities since its acquisition, which resulted in low efficiency (Interview, 

Baeck, Y. C., 8
th

 December 2011; Interview, Jung, K. H., 10
th

 December 2011). To 

conclude, excluding the exceptional strong performances driven by favourable 

external conditions from 2008 to 2010, Evonik’s profitability performance was poor. 

 

Chart 8.33: Evonik Carbon Black Korea and Korean industry average - Operating profit margin 

comparison (3 years moving average) 

 

Source: Evonik Carbon Black Korea audited financial report 1999 - 2010; Bank of Korea Financial Statement 

Analysis 2000 - 2009 

Note: Chemical Industry includes firms producing chemicals and chemical products except for pharmaceuticals 

and medical chemicals in Korea 
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Chart 8.34: Evonik Carbon Black Korea – Return on asset and return on equity (3 years moving average) 

 

Source: Evonik Carbon Black Korea audited financial report 1999 - 2010 

 

Chart 8.35: Evonik Carbon Black Korea – royalty payments to Evonik 

 

Source: Evonik Carbon Black Korea audited financial report 2002 - 2010 

 



 
 
 

 301 

Evonik Carbon Black Korea’s short-term liquidity position has been generally strong, 

as its current ratio was higher than 100 per cent, except for 2000 and 2001 (see chart 

8.36). Its long-term financial position has been sound, too. Its debt to equity ratio 

was consistently below 200 per cent throughout the period. 

 

Chart 8.36: Evonik Carbon Black Korea – Gearing and current Ratio 

 

Source: Evonik Carbon Black Korea audited financial report 1999 - 2010 

 

8.5. Chapter Summary and Conclusion 

 

The liquidity problem and ‘indirect’ government pressure to reduce debts and sell 

assets led Samsung to divest its power device business, and LG its elevator business 

and carbon black division. They were profitable, but regarded as non-strategic assets. 

On the other hand, Samsung Electronics’ sale of its controller division was made 

voluntarily, free from government pressure. It primarily sought to gain from 

synergies, combining complementary resources and capabilities. All the acquirers 

had strategic intention, mainly in pursuit of global expansion and the growth 

potential in Korea. Evonik and Fairchild were attracted to the presence of existing 

large local customers. They were pulled by cross-border synergies, and sought to 

retain the targets’ resources and capabilities, such as strong brand, production 

facilities, complementary strengths, high quality employees, and superior 
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technological capability. Otis and Evonik understood the potential of the targets’ 

market leadership position in Korea, and Fairchild and Rockwell the purchase 

agreement offered by Samsung Electronics.  

 

The financial performance of Fairchild Korea, Rockwell Automation Korea, Otis 

Elevator Korea, and Evonik Carbon Black Korea have been comparatively poor. 

Fairchild saw its sales, profit, and profitability fell. Its sales growth was lower than 

the industry benchmark. Otis was outperformed by Hyundai Elevator, in terms of 

market share, sales, profit, and profit margin. It lost its domestic market leadership 

position. Evonik achieved improved sales, profit, and profitability, particularly from 

2008 to 2010. But it was driven largely by favourable external conditions. The 

company was outperformed by OCI in terms of sales growth (both domestic and 

export sales), and lost its domestic market leadership position. Its profitability was 

lower than the industry average. Rockwell Automation Korea, from 2002 to 2008, 

achieved increased sales and operating profit. However, its profitability was lower 

than that of LS’s automation division (due partly to paying commissions, but largely 

to its far smaller size and lack of scale economies). 

 

Transition management was ineffective in Fairchild Korea. Fairchild transferred its 

organisational structure and decision-making system, but they impacted negatively 

upon the organisational capabilities of the acquired firm. Decision-making became 

slower, and, along with some system integration failure (e.g. ERP system), 

restructuring, and relatively poor salary package, they lowered employees’ morale 

and productivity, and increased labour turnover. Fairchild clearly failed to secure 

local employees’ agency to the future success of the business. The target firm had 

the superior technological and production resources and capabilities, but they were 

ineffectively managed by Fairchild, as reflected in its ill-conceived capital 

investments. The combination of the two businesses created some cross-border 

synergies, such as cross-selling that led to an increase in exports revenue. In addition, 

Fairchild was able to secure large incremental income through Samsung’s purchase 

agreements. However, once the contracts terminated, Samsung began pressurising 

the company to lower its prices. The benefits gained from synergies were eroded by 

Fairchild’s inability to manage effectively the retained resources and capabilities. 
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The financial performance was affected by external conditions, such as the exchange 

rate and economic cycle. 

 

Despite having a long-term strategic motive, Evonik and Otis left the acquired 

businesses largely unchanged. Rather, they retained the key resources and 

capabilities of the acquired businesses. They transferred some of their global 

standards, but their link to performance improvement is unclear. Evonik Carbon 

Black Korea was able to export to more countries through the acquirer’s global sales 

network, but the increase in export revenue was smaller than that of its rival, OCI. 

The market share of OCI jumped, as a result of its acquisition of a domestic producer, 

Jechul Yoohwa in 2001. Its competitiveness enhanced due to sourcing raw materials 

at a lower price, as well as efficiency improvements. Evonik’s relatively old 

production facilities were less efficient. Amid OCI’s aggressive marketing, Evonik 

could not defend its domestic market leadership position with this ‘minor’ post-

acquisition transformation. The benefits gained from cross-border synergies were 

limited in Otis Elevator Korea, too. Sharing R&D capabilities did not have a large 

impact on its performance. In search for improving short-term profitability, it 

expanded its maintenance unit, restructured the unprofitable manufacturing unit, and 

strived to improve efficiency. However, it failed to secure employee commitment 

during the process of transition management, due largely to slower decision-making 

and communication problems. A lack of local decision-making power and slower 

decision-making made the company unable to react quickly to changes in market 

conditions. In particular, its over-emphasis on short-term profitability left Otis 

Elevator Korea vulnerable to Hyundai’s aggressive low-pricing strategy.  

 

In Rockwell Automation Korea, on the other hand, the complementary resources and 

capabilities of the acquirer and target were combined, and the anticipated cross-

border synergies were realised. It exported through the acquirer’s global sales 

channel, and generated large incremental income from Samsung’s affiliates through 

the initial purchase agreement. It expanded development and manufacturing 

accordingly. Rockwell could secure employee commitment and cooperation. It 

provided integration training, which mitigated some initial problems, caused by the 

radical changes in organisational structure and decision-making. Nonetheless, 
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despite its post-acquisition gains in synergies, the company was not adequately 

transformed operationally. It was still much smaller in scale than its rival, the 

automation division of LS Industrial Systems. With greater scale economies, LS 

achieved greater profitability, and secured large domestic sales from its affiliates in 

the LG and LS Group. 
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9. Comparisons and Conclusions 

 

 

This thesis set out to answer questions about why Korean firms were acquired by 

foreign MNEs, and whether the motivations were financially opportunistic or strategic; 

how important were the transfer of resources and capabilities from the multinational 

acquirer, and to what extent have the resources and capabilities of the acquired Korean 

firm been overlooked; what strategic and organisational factors determined the nature of 

the managerial transition after acquisition, and the success or failure of attempts to 

integrate and develop matching or divergent resources and capabilities; and how were 

newly integrated and developed resources and capabilities linked to the long-term 

competitiveness of acquired firms. This chapter reviews the evidence of the case studies 

to develop a general explanation of why international M&A surged in Korea, what 

determined the quality of the managerial, organisational, and operational changes that 

followed, and to what extent improved performance followed from these changes. It, 

first, therefore, compares the motivations and strategies of foreign acquirers, and the 

target Korean businesses in the mergers and acquisitions following the 1997 crisis. It, 

second, reviews how the organisational structures and decision-making mechanisms of 

the acquired businesses were integrated and altered. It, third, analyses how the acquirers 

attempted to integrate and enhance operational resources and capabilities, and the extent 

to which outcomes rested on transferred, localised, integrated, and developed resources 

and capabilities. The chapter, fourth, considers in detail the post-acquisition financial 

performances of the acquired businesses, and assesses the links with the newly 

integrated resources and capabilities. Fifth, it uses this assessment of the cases to draw 

conclusions by substantiating empirically the research propositions (see chapter 1). 

Finally, there is chapter summary and final conclusion. 
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9.1. Motivation and Strategy 

 

The main motive of chaebols behind their selling of businesses differed, depending on 

the period of sale. Table 9.1 shows that, in the crisis period between 1997 and 2001, 

their overriding motive was to improve their liquidity position, and reduce the debt-to-

equity ratio. As noted in chapter 2, leading chaebols established the Central 

Restructuring Office under the direct control of group chairman to devise and execute a 

group-wide restructuring plan. The office conducted a business portfolio analysis to 

decide which businesses or affiliates to divest, and sometimes the analysis was 

undertaken at the affiliate level, especially in a large and highly-diversified affiliate, as 

in LG Chemical. Their central considerations were profitability, potential for growth, 

and synergies with the businesses that chaebols intended to keep. Some divested 

businesses were profitable, but regarded as non-strategic, including LG’s elevator and 

carbon black businesses, and Samsung’s power device business. Others were loss-

making: these were Doosan’s brewery, Samsung’s hypermarket, and Byucksan and 

Dongbu’s plasterboard companies. Doosan and Byucksan sold their core businesses in 

order to survive, whereas Dongbu’s plasterboard business was regarded at a group level 

as a non-strategic asset. Samsung Group sold its core businesses for the future, 

Homeplus and SMI. The sale of these businesses should not be confused with the 

government’s Big Deal plan, which sought forcibly to merge selected businesses owned 

by the five largest chaebols, in order to reduce excess capacity. This led to cases of 

‘direct’ pressure to sell to another ‘domestic’ enterprise. For instance, Samsung Group 

was under huge government pressure to swap its automobile manufacturer, despite the 

chairman’s aspiration to keep it, with Daewoo Electronics. Even after the Deal failed, 

due largely to Samsung Group’s reluctance and Samsung Motors entering court 

receivership, the government continued to press Samsung Group to divest the business 

to Renault. However, it was one of the minority of cases in the Big Deal plan, which 

selected particular chaebol affiliates for sale. The Korean government exerted ‘indirect’ 

pressure on some companies by forcing the chairmen of chaebols to sell off even 

profitable and core businesses to foreigners in order to bring in dollars to meet set 
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targets by the end of 2000, and to reduce the debt-to-equity ratio to below 200 per cent 

by end-1999 (see chapter 2). Examples were LG’s elevator and carbon black businesses, 

Samsung’s power device business, and Dongbu’s plasterboard company. On the other 

hand, some businesses were sold voluntarily, free from government pressure. They were 

Samsung’s hypermarket, Doosan’s brewery, and Byucksan’s plasterboard business. 

Samsung’s hypermarket filed for bankruptcy in November 1997, and Samsung had no 

choice but to sell the business, as other affiliates in the group could not offer financial 

subsidy in the wake of the 1997 crisis. In the case of Doosan Group, the liquidity crisis 

started before the breakout of the crisis in late 1997, and Doosan began searching for the 

buyer of its brewery in the mid-1990s. Byucksan Corporation was under severe financial 

distress, leading to the sale of its core operation, the plasterboard business, in order to 

avoid the group-wide bankruptcy. Samsung Electronics’ sale of the controller division 

of its mechatronics business to Rockwell Automation differs to other cases in many 

ways. By the time the acquisition took place, in May 2002, Samsung Electronics and 

Samsung Group had emerged from its financial crisis, and the sale was not a part of 

restructuring initiative and by no means influenced by the Korean government. The 

target and buyer had built a relationship as a strategic partner for four years before they 

decided to merge. The primary motive for both parties was to benefit from synergies 

derived from integrating complementary resources and capabilities. The division was 

very small and a non-strategic unit of Samsung Electronics. 

 

Although the chaebols’ primary motive was to ease liquidity constraints in an urgent 

manner during the crisis period, the findings from the case studies reveal that the 

acquirer was selected carefully based on several criteria. Tesco was regarded as an 

appropriate buyer for Samsung’s hypermarket business for many reasons. It intended to 

retain all of Samsung’s employees, and agreed to form a joint venture to which Samsung 

invested only real assets. Because Tesco was a high profile company, it was expected 

that the deal would be well received by the general public in Korea. Samsung also 

valued Tesco’s post-acquisition strategy, implemented in its previous acquisitions, 

where it had established the joint venture with a local partner and focused on 
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‘glocalisation’. Importantly, Tesco had financial resources, and managerial, 

organisational, and operational resources and capabilities that Samsung’s business 

needed. Renault had resources and capabilities sought by Samsung Motors (SMI), 

including financial resources, technological capability, and managerial and operational 

expertise. Furthermore, Renault was a strategic partner of Nissan, from whom SMI 

imported automotive technology, meaning that SMI could strengthen the relationship 

with Nissan through the acquisition.  

 

Generally, the acquirer’s motivations and strategy depended upon its international 

acquisition experience and expertise, the resources and capabilities it could transfer to 

the acquired business in order to enhance its competitiveness, the quality and potential 

of the target firm’s resources and capabilities, and the host market conditions, such as 

levels of competition and growth opportunities in Korea. For foreign acquirers, 

purchases were part of their global expansion drives, and as a result, they were primarily 

attracted by the new market opportunities in Korea. For many firms, including Tesco, 

Renault, Otis, Interbrew, and Lafarge, it was an essential move, because they were 

operating in mature and slow-growing markets. Korea was regarded as potentially very 

lucrative. The acquirers, except for Renault, Fairchild, and Evonik, were particularly 

attracted by the growth potential of the Korean market. Evonik and Fairchild were, 

however, attracted by the presence of existing large local customers. Rockwell was also 

pulled by the existence of world’s leading manufacturers in Korea. Renault and Evonik 

intended to establish the target businesses’ plants as an Asian export platform. The 

acquirers’ preferred mode of entry into Korea was cross-border M&A, over greenfield 

FDI, for a number of reasons. First, the primary global expansion strategy used by the 

majority of acquirers, including, Tesco, Otis, Evonik, Interbrew, and Lafarge, was cross-

border M&As. They had experiences in acquiring a business in unfamiliar markets, 

which led them to choose acquisition over greenfield investment naturally. In particular, 

Tesco had expertise in how to make successful cross-border deals. Second, the majority 

of foreign acquirers, including Renault, Otis, Rockwell, Fairchild, Evonik, and 

Interbrew, aimed to achieve cross-border synergies. By acquiring SMI, Renault could 
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develop the existing alliance between Nissan and SMI, and benefit from joint 

procurement and product development. It also appreciated SMI’s modern plant, and 

planned to export the vehicles built in Korea through its global distribution network. 

Moreover, it was anticipated that the benefits of scale economics would emerge through 

the procurement of parts and components in larger volume, as well as the marketing of 

vehicles on a global scale. Evonik also intended to export the target’s product through 

its global sales network. Otis planned to share its target’s R&D capability with its other 

research centres, reducing the costs of product development. Interbrew intended to sell 

its high-margin global premium and specialty brands through the target’s distribution 

network locally. Fairchild could expand its product portfolio, and cross-sell products 

between its customers in the US and Europe and target’s customers in Korea. Rockwell 

wanted to do the same, expanding its customer base, as well as strengthening and 

integrating the complementary resources and capabilities of the target, namely in 

development, engineering, and manufacturing. Third, Tesco, Renault, Interbrew, 

Lafarge, Otis, and Rockwell appreciated their targets’ well-known brands in Korea, and 

decided to use them for some time (and Tesco and Renault are still using their targets’ 

brand) by paying usage fees to the seller. Given the importance of a strong local brand 

to succeed in a local beer market, Interbrew kept the local no.2 brand, OB. Fourth, as a 

new or small contender in Korea, Tesco, Otis, Evonik, Lafarge, and Interbrew aimed to 

gain, through acquisitions, the targets’ local market knowledge or leadership position in 

Korea. Otis particularly appreciated the leadership position of the acquired business in 

the elevator installation market. This is because the installer generally maintains the 

elevators it has installed, which means Otis could secure a steady income source, 

generated from maintenance activities, by acquiring the Korean no.1 elevator installer. 

Fifth, by acquiring a division of a large potential buyer, Samsung Electronics, Fairchild 

and Rockwell could secure substantial incomes through the purchase agreement. Sixth, 

Fairchild wanted to acquire its target’s superior technological capability and production 

management technique, and Evonik, Interbrew, Rockwell, and Lafarge appreciated their 

targets’ comparable technological capabilities. Seventh, Tesco, Renault, Fairchild, and 

Rockwell wanted to take over their targets’ high quality employees, and Interbrew, 
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Lafarge, and Renault wanted their targets’ well-established local distribution network. In 

particular, Interbrew could sell its high-margin global premium and specialty brands in 

Korea through Oriental Brewery (OB)’s local distribution networks. As there was no 

need to invest in constructing the distribution network, the strategy was regarded as the 

most cost-efficient way of improving profitability. It is to be noted that Samsung Tesco, 

Otis Elevator Korea, Evonik Carbon Black Korea, Fairchild Korea, and Lafarge 

Plasterboard Korea received tax incentives, but the others could not. Other than tax 

incentives, foreign acquirers were not able to receive substantial benefits from any other 

forms of incentives provided by the Korean government. Therefore, this thesis argues 

that the incentives provided by the Korean government were not the main pulling factor 

for the foreign acquirers. Combined with the findings that the government ‘direct’ 

pressure was exerted only on the limited number of chaebols, government involvement 

was limited in the making of cross-border acquisition deals in Korea in the crisis period. 
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Table 9.1: Comparison of Motivation and Strategy 

Acquirer Strategy  

Target Strategy  Objective Resources and 

Capabilities 

Transfer 

Resources and 

Capabilities 

Retention 

Cross-Border 

Synergies 

Samsung 

Tesco 

Home market saturation; 

new market opportunity; 

global expansion; 

capital investment; 

glocalisation policy; tax 

incentive 

Expertise in global 

expansion through 

M&As; finance; 

mgt/operational/ 

marketing/expansion 

expertise 

Brand loyalty; local 

market knowledge;  

high quality 

employees 

 Liquidity seeking; retain 

workforce; attractive deal 

structure; glocalisation; 

mgt/operational expertise; 

find  acquirer of high 

reputation; capital 

investment; group 

restructuring;  divestment of 

core asset for the future; no 

government pressure 

Renault 

Samsung 

Motors  

(RSM) 

Home market saturation; 

global expansion; debt 

free business; Asian 

export platform 

Mgt/operational 

expertise;  

technological capability 

Brand loyalty; modern 

plant and machinery; 

local distribution 

network;  high quality 

employees 

Develop existing 

Nissan-SMI alliance; 

joint-procurement,    

-product 

development,            

-marketing; scale; 

export through 

acquirer’s global 

distribution network 

Liquidity seeking; develop 

existing Nissan-SMI alliance; 

mgt/operational expertise; 

technological capability; 

group restructuring; 

divestment of core asset for 

the future; direct government 

pressure 

Otis Elevator 

Korea 

Home market saturation; 

new market opportunity; 

global expansion; tax 

incentive 

Experience in global 

expansion through 

M&As; global standards 

(ethics, safety, and 

finance) 

Brand loyalty; local 

market leadership; 

competitiveness in 

Asian markets; R&D 

capability 

Product development Liquidity seeking; group 

restructuring; divestment of 

non-strategic asset; indirect 

government pressure 

Evonik 

Carbon 

Black Korea 

Global expansion; 

presence of large local 

customers;  Asian export 

platform; tax incentive 

Experience in global 

expansion through 

M&As; global standards 

( IT, finance, risk mgt, 

Local market 

leadership;  plant and 

machinery; 

comparable 

Export through 

acquirer’s global 

distribution network 

Liquidity seeking; 

divestment of non-strategic 

asset; group restructuring; 

indirect government pressure 
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and environment and 

social responsibility 

policy) 

technological 

capability 

 

 

Rockwell 

Automation 

Korea 

New market 

opportunity; global 

expansion; synergy 

seeking; sales agreement 

with seller; presence of 

large local customers 

Sales/marketing Brand loyalty; high 

quality employees; 

development, 

engineering & 

manufacturing;  

comparable 

technological 

capability 

Strengthening and 

integrating 

complementary 

resources and 

capabilities in 

sales/marketing and 

development, 

engineering and 

manufacturing; 

cross-selling between 

regions 

Synergy seeking; divestment 

of non-strategic asset; no 

government pressure 

Fairchild 

Korea 

Global expansion; sales 

agreement with seller; 

presence of large local 

customers; tax incentive 

 High quality 

employees; superior 

technological 

capability; production 

mgt  

Product portfolio 

expansion; cross-

selling between 

regions 

Liquidity seeking; 

divestment of non-strategic 

asset; group restructuring; 

indirect government pressure 

Oriental 

Brewery 

(OB) 

Home market saturation; 

new market opportunity; 

global expansion; 

further domestic M&A 

Experience in global 

expansion through 

M&As 

Brand loyalty; local 

market knowledge; 

local distribution 

network; comparable 

technological 

capability 

Selling buyer’s  

high-margin global 

premium and 

specialty brands 

through target’s local 

distribution network 

Liquidity seeking; 

divestment of core asset; 

group restructuring; no 

government pressure 

Lafarge 

Plasterboard 

Korea 

Home market saturation; 

new market opportunity; 

global expansion; 

capital investment; tax 

incentive 

Experience in global 

expansion through 

M&As 

Brand loyalty; local 

market knowledge; 

plant and machinery; 

local distribution 

network; comparable 

technological 

capability 

 Liquidity seeking; 

divestment of non-strategic 

asset (for Dongbu: indirect 

government pressure); 

divestment of core asset (for 

Byucksan: no government 

pressure); group restructuring 
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9.2. Organisational Structure, Personnel and Decision-Making 

 

All the cases show that the acquirers had control of the firm (see table 9.2), as full or 

majority acquisitions were selected for this thesis (see chapter 4). Tesco, Renault, Otis, 

and Interbrew preferred a joint venture with a minority stake owned by the selling 

Korean chaebols, because they were concerned with negative sentiments towards 

foreign businesses in Korea, and with their lack of knowledge about the new market. All 

the acquirers, which initially entered the Korean market by forming a joint venture with 

the seller, increased their stake upon a successful landing in Korea. The case findings 

demonstrate that the number of expatriates sent from the headquarters depended largely 

on the scale of acquired business, the degree of localisation, and the degree and scope of 

transformation required. For instance, Tesco sent specialists from the headquarters to 

transfer the required capabilities, such as in Property, Finance and Strategy, Operations, 

and Commercial Grocery. However, it appointed the local Marketing Director, given the 

importance of localised marketing activities in the hypermarket industry. 

 

Tesco introduced a less-hierarchical, flatter organisational structure. Tesco set up 

specialised functional units, including ‘Property’, to facilitate operations and expansion, 

and introduced a management committee as a means of coordinating between different 

functions, which was critical for swift expansion in the rapidly-growing Korean market. 

Upon the acquisition of the small divisions of Samsung Electronics, Fairchild and 

Rockwell reshaped the acquired businesses into ones where decisions could more easily 

be made at the level of functional departments overseen and coordinated by a 

management committee, as opposed to traditional top-down approaches. Interbrew and 

Lafarge, too, transformed the acquired businesses into a functional organisation. Other 

acquirers, including Renault, Otis, and Evonik, retained the organisational structure, but 

introduced a management committee. Importantly, all the acquirers transformed the 

decision-making mechanism of the acquired Korean businesses to one based on the 

management committee or a similar kind. In the new system, the Head of a functional 

department, usually a vice president (VP), has greater decision-making authority and 
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conducts discussions with the CEO and other VPs. The new system stresses cross-

functional coordination, which directly contrasts to the traditional Korean system, in 

which an owner-CEO or an owner-appointed CEO makes arbitrary decisions. The 

traditional system enabled swift decision-making, but often lacked technical expertise 

and consensus from the lower levels of hierarchy. However, it was found in the majority 

of cases, except for Samsung Tesco, that decisions were made more slowly in the new 

system. Many VPs do not understand why an agreement and consultation with other 

functions are necessary, when their colleagues are short of information on what is 

happening in other functions. VPs often confront each other in an attempt to avoid the 

situation where the final decision negatively affects the performance of their function, as 

a VP’s promotion became dependent on the functional performance evaluation. VPs 

have developed a tendency to avoid making decisions with a high risk in order to avoid 

blame and taking responsibility for negative consequences. With greater decision-

making power, they tend to choose options that are less risky, and that are expected to 

raise the short-term performance, as their appointment is on a short-term contract basis. 

As a result, the issues with a high risk profile are often passed to the headquarters to 

decide, slowing down the process. Decision-making was retarded by the limited 

decision-making authority of the CEO in Korea: important decisions required approval 

from the headquarters. Otis Elevator Korea particularly suffered from a lack of local 

decision-making authority. It had to obtain an approval from the Asian headquarters 

even for trivial issues, hampering the speed of decision-making and increasing the 

frustration of some employees in Korea. Rockwell Automation Korea had a low level of 

local decision-making power, too. In many cases, decision-making was further slowed 

down by communication problems, stemming from time-zone and language differences. 

 

The problem was less severe in Samsung Tesco. The critical difference was that 

Samsung’s hypermarket business was a ‘new’ business for the Samsung Group prior to 

the acquisition. With the short corporate history, it lacked key capabilities, such as 

expansion expertise. Consequently, prior to the acquisition, the decisions were often 

made relatively slowly, compared to other acquired businesses with a leadership 
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position in Korea, such as Otis and OB. Tesco kept a local Korean CEO, which led to 

the continuation of arbitrary and top-down decision-making in many cases, despite its 

effort to change the decision-making mechanism. Interestingly, Evonik Carbon Black 

Korea maintained a speedy decision-making mechanism, due largely to the existence of 

a foreign CEO who understood Korean system well, and acted as a mediator between 

the Korean side and the headquarters in Germany. In RSM, the disadvantage of slowed 

decision-making was offset by the improved functional coordination, owing to the new 

decision-making system, which was critical for the rapid development and launch of 

new vehicles. 
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Table 9.2: Comparison of Organisational Structure, Personnel and Decision-Making 

 Acquirer’s Ownership 

(Deal Date & Value) 

Structure & Personnel Decision-Making 

Samsung 

Tesco 

Initial 51% (Mar 1999, 

£80m) to 81% (Jun 1999, 

£50m) to 89% (Feb 2002) to 

94% (2008) to 97% (2011) 

Flatter organisational structure (Tesco’s Work Level System); 

introduction of specialised functional units to facilitate operation 

and expansion; local Korean CEO; 6 expatriates (3 directors, 

including CFO, and 3 managers) to facilitate capability transfers 

Introduction of management committee; improved 

coordination between different functions; arbitrary 

and top-down decision making by Korean CEO 

continued; expansion decisions made more quickly 

Renault 

Samsung 

Motors (RSM) 

Initial 70.1% (Jul 2000, 

$560m) to 80.1% (2006) 
Organisational structure unchanged; 30 expatriates to facilitate 

capability transfers, including CEO, CFO, Head of R&D, Head of 

Design, and specialist managers (procurement, engineering, 

manufacturing) 

Introduction of management committee; improved 

coordination between different functions 

Otis Elevator 

Korea 

Initial 80.1% (Jan 2000, over 

$500m)  to 100% (2005, 

$315m) 

Organisational structure unchanged; expatriate CFO (who was 

promoted to the president in May 2008) 

Introduction of management committee; decisions 

made more slowly; a low level of local decision-

making authority; communication problems due to 

language difference 

Evonik 

Carbon Black 

Korea 

Initial 100% acquisition (Nov 

1998, $170m) 
Organisational structure unchanged; expatriate CEO Decision-making based on consultation and 

agreements 

Rockwell 

Automation 

Korea 

Initial 100% acquisition (May 

2002, $16.7m) 
Introduction of functional structure; expatriate president Introduction of management committee; a low 

level of local decision-making authority; decisions 

made more slowly 

Fairchild 

Korea 

Initial 100% acquisition (Apr 

1999, $414.9m) 
Introduction of functional structure; expatriate CFO Introduction of management committee; short-term 

performance-focused decisions (VPs on 3yrs 

contract); decisions made more slowly; 

communication problems due to language and 

time-zone difference 

Oriental 

Brewery (OB) 

Initial 50.19% (Sep 1998, 

$270m) to 95.09% (Jan 2004, 

€612m) to 100% (Jun 2006, 

₩67.9bil); 100% stake sold 

to KKR (May 2009, $1.8bil) 

Introduction of functional structure; 2 expatriate VPs; 

appointment of local Korean CEO and CFO since 2005   

Introduction of management committee; decisions 

made more slowly 

Lafarge 

Plasterboard 

Korea 

Initial 100% acquisition (Oct 

1998, $95m) 
Introduction of functional structure; expatriate CEO and 

marketing director 

Introduction of management committee; decisions 

made more slowly 
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9.3. Operational Changes 

 

To achieve the objectives of cross-border acquisitions (see table 9.1 above), foreign 

investors needed to transform the businesses they had bought. In chapter 3, this thesis 

introduced the central concept, transition management, which involved the acquirer’s 

strategic selection of resources and capabilities to be transferred to the target firm; 

localising transferred resources and capabilities to suit local market conditions; 

integrating them with the target’s resources and capabilities; and developing all 

resources and capabilities further locally, if needed, in response to changes in host 

market conditions. The nature and outcomes of transition management were, in part, 

determined by: (a) the acquirer’s possession of resources and capabilities that can 

contribute to the improvement of target’s competitiveness; (b) the acquirer’s motivations 

and strategy for the cross-border acquisition, which determine its willingness and 

commitment to transfer the needed resources and capabilities to the target business and 

invest in the acquired firm, and the strategic selection of resources and capabilities to be 

transferred; (c) the quality of the target firm’s resources and capabilities, and its ability 

to realise and develop their potential; and (d) external factors, such as host market 

competitive pressures, expansion opportunities, and macroeconomic conditions, which 

affect the need and nature of further development of integrated resources and 

capabilities. Tesco’s primary motive was to capitalise on the rapid growth of Korean 

hypermarkets. However, the acquired firm was relatively new in the hypermarket 

business, and lacked resources and capabilities required for rapid expansion. Tesco, 

therefore, transferred its expansion expertise, executed huge capital investments to open 

new stores, and purchased two more Korean hypermarket businesses, namely the Aram-

Mart and Homever chains. As a result, from January 2000 to February 2011, 119 

hypermarkets and 232 express stores were opened, and employee headcount increased 

from 470 in 1999 to 28,000 in 2011. As the acquired business was short of managerial, 

organisational, and operational capabilities to improve profitability, Tesco transferred its 

expertise, including supply chain management (SCM) techniques, market analysis skills, 

the customer insight survey technique, its Clubcard systems renamed as Customer Plan, 
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and stock management. It revamped the target’s training systems gradually by 

combining the strengths of target firm’s existing system with its own. It sent expatriates 

to transfer capabilities where necessary, and offered on-the-job training at the Tesco’s 

stores in Thailand and UK. In particular, Samsung Tesco became a profit-centred 

business, emphasising profitability (e.g. return on investment), cost savings, 

productivity (e.g. sales per square metre), and cash flow being the most important. 

 

Similarly, by taking over SMI, Renault intended to establish a competitive position in 

Korea, as well as building an Asian export platform. As SMI had only one vehicle 

model at the time of acquisition, it was vital to build a strong line-up of new models 

quickly. Nevertheless, SMI was unable to do this alone, due to its low automotive 

technological and R&D capabilities, and a lack of experience. Renault has strived to 

improve the technological capability of the acquired business through various means. It 

transferred its most advanced automotive technologies to RSM. Employees underwent 

on-the-job training at Renault and Nissan’s headquarters and R&D centre, and engineers 

from Nissan and Renault made trips to Korea in order to transfer skills and technology. 

It sent 30 expatriates, including Head of R&D, Head of Design, and managers in charge 

of R&D, marketing, procurement, engineering, and manufacturing, mainly to transfer 

required expertise. Renault’s training programmes were transferred and combined with 

the target’s. RSM participated in the co-development of Renault’s new vehicle. The 

R&D function was strengthened substantially: the number of R&D staff soared from 

400 in 2000 to 1,260 by 2010. A large proportion of the profits generated by RSM were 

ploughed back, mainly into R&D. The firm began exporting the newly-released models 

to many countries through Renault and Nissan’s global distribution network. Joint-

development of vehicles and joint procurement of parts and components also saved costs. 

Because RSM, from the inception, had a large spare capacity, due to Samsung’s over-

investment, there was no need for Renault to make further capital investment. As the 

business was selling more vehicles, employee numbers increased from 2,000 in 2000 to 

5,500 in 2011, and capacity utilisation went up, lowering per unit production costs. 

Importantly, RSM now strives to improve the key performance indices of profitability 
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and quality measures, better reflecting the level of its competitiveness. To prove its 

value to the Renault Group, RSM has to outperform other plants. 

 

Interbrew’s primary objective was to achieve the leadership position in Korea, and, 

similarly, Lafarge aimed to exploit the rapid growth of the Korean plasterboard market. 

As these acquired Korean businesses had a high technological capability, there was no 

need for technology transfers. For OB, Interbrew’s established best practice in 

marketing could not be applied in Korea, as beers were marketed differently. Interbrew 

left the majority of local systems and practices unchanged. Instead, Interbrew decided to 

acquire another local company, Jinro Coors Brewery. It was a defensive move, amid 

falling market share, neutralising the threat from the rapidly growing Cass brand offered 

by Jinro. It created a duopoly in the Korean beer market, raising profit prospects. In 

addition to the increased market share, as a result of this acquisition, OB could reap the 

benefits of greater economies of scale, and build a platform to catch up with the market 

leader, Hite Brewery, by strengthening its product portfolio. Interbrew changed the 

strategic objective of the acquired business from expanding sales through heavy 

marketing expenditure to improving short-term profitability. It focused on profitability 

by cutting costs (e.g. introduction of zero-based budgeting), including marketing 

expenditure, and improving efficiency (e.g. measuring labour costs per unit and setting 

productivity targets). OB concentrated its marketing resources and capabilities on the 

development of the Cass brand in response to changing consumer tastes. It launched 

variations of Cass beer. The marketing strategy was locally developed and implemented. 

Cross-border synergies were realised in only one area. Joint-procurement of raw 

materials enabled OB to lower its per unit production costs. But it failed to generate 

substantial sales by selling Interbrew’s high-margin global premium and specialty 

brands, due to their low popularity in Korea. 

 

Lafarge’s entry into Korea created a duopoly in the plasterboard market, as it acquired 

the second and third largest companies. This raised the profit prospects, and Lafarge 

Plasterboard Korea could benefit from increased scale and operating synergies. Like 
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Interbrew, Lafarge left most of the local systems and practices unchanged, sending only 

two expatriates. Instead, it made large capital investments to increase capacity, in 

response to the growing demand. As a result, Lafarge Plasterboard Korea extended its 

advantage in economies of scale. In addition, the newly-built plant was very efficient, so 

that the company was able to offer competitively priced products. Lafarge, too, focused 

on profitability, tightly monitoring budgets. 

 

Evonik’s objective was to build a presence in Korea, given the existence of large local 

buyers. As in RSM, there was an opportunity to export goods produced in Korea 

through its global distribution network. The target firm was competitive in terms of 

technological capability, and technology transfer was limited. Like Interbrew and 

Lafarge, Evonik retained the majority of local systems and practices, including training 

systems. As the Korean market was growing at a slow pace, there was no need for 

capital investment. It introduced its global standards in IT, finance (including foreign 

currency management), risk management, and environment and social responsibility 

policy. Evonik Carbon Black Korea now exports to more countries than before the 

acquisition, through the acquirer’s global distribution network, although the increase in 

export values is smaller than that achieved by the market leader in Korea. Due to 

adverse external conditions, it restructured the business, and laid off about 50 employees 

through voluntary redundancy. As a result, employee headcount fell from 250 in 1999 to 

190 in 2011. 

 

Fairchild was attracted to the Korean market by the presence of large local customers. It 

could also expand its product portfolio by adding the target’s products. Sales increased 

as a result of cross-selling between regions, using the acquirer and target’s distribution 

networks, plus the purchase agreement provided by Samsung. However, the acquired 

business was unable to gain advantage from technology transfers, because it had 

superior technological resources and capabilities. By contrast, the acquirer exploited the 

target’s production capability, which was more efficient, by relocating some of its 

production lines to the Korean site. Fairchild made ambitiously large capital investments, 
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but they failed to generate material returns, due mainly to ill-conceived planning and 

deteriorating market conditions. Moreover, the investments were executed at the wrong 

time, caused partly by slow decision-making under the new organisation and procedures. 

As a result, it undertook restructuring, involving voluntary redundancy. Yet the number 

of employees increased from 1,500 in 1999 to 1,700 in 2011. Fairchild retained the 

target’s training system. There were, however, some system integration failures (e.g. 

ERP system). 

 

Otis was keen on exploiting the opportunity presented by the large elevator maintenance 

market in Korea, and it expanded the maintenance unit of the target firm. However, it 

restructured the unprofitable manufacturing unit in Korea through selling off production 

facilities and laying off factory workers. The number of employees remained the same, 

as it recruited more people in the maintenance unit. Although high-end products were 

built using the acquirer’s transferred technology, most goods produced employed the 

target’s own technology. The target business had a competitive position in many 

overseas markets prior to the acquisition, and its overseas operation and distribution 

were not integrated into the acquirer’s. Rather, it changed the brand name from LG to 

Sigma, and continued competing against Otis in overseas markets. Otis Elevator Korea 

participates in the R&D projects of Otis Group. It introduced global standards in finance, 

safety, and ethics, but, as Interbrew, Lafarge, and Evonik did, it retained the majority of 

the target’s systems and practices, including training systems. As in Samsung Tesco, 

RSM, OB, and Lafarge Plasterboard Korea, the company places great emphasis on cash 

flow and profitability (e.g. return on sales). Otis Elevator Korea produces more products 

at its factory in Dalian, China, than in Korea in order to reduce average production costs.  

 

Finally, Rockwell and Samsung Electronics were motivated by the prospect of 

operational synergies, including cross-selling between regions and complementary 

competencies, as well as the presence of large buyers in Korea. By using the acquirer’s 

global distribution channel, Rockwell Automation Korea’s exports rose 1,000 per cent 

from 2002 to 2005, and domestic sales to the target’s customers increased, too. It also 
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generated substantial revenue from Samsung’s affiliates through the purchase agreement. 

Accordingly, further huge capital investments allowed the expansion of production 

capacity, and employee headcount increased from 220 to 300, which reduced to 150 due 

to the spin-off of the component automation product business through a management 

buyout in January 2010. As both firms had competitive technological capability, active 

transfers took place in both directions, through human resource exchange, relocation, 

and rotation programmes, which also facilitated the integration of the complementary 

strengths of acquirer and target. Rockwell introduced its training systems. 

 

The nature and outcomes of transition management were determined by two other 

factors: (e) the acquirer’s expertise in the effective transformation of acquired 

businesses, and its post-acquisition integration strategy; and (f) the level of the local 

employees’ commitment to the transformation of the firm. Many acquirers, including 

Tesco, Otis, Evonik, Interbrew, and Lafarge, had previous experience in cross-border 

acquisitions. However, they have implemented different integration strategies that 

produced divergent outcomes. The case findings unveil that many acquired businesses 

experienced integration problems, especially at the beginning, albeit to a different extent. 

As there has not been a radical post-acquisition transformation in OB and Lafarge 

Plasterboard Korea, the vast majority of employees were receptive to the changes 

introduced, but some employees displayed reluctance. In OB, some opposed Interbrew’s 

focus on short-term profitability, and they were less receptive to changes. In Lafarge 

Plasterboard Korea, the majority of old generation Korean employees found it more 

difficult to adapt to the new local hybrid system initially, which changed from the 

seniority-based, military culture to one emphasising individual performance. They 

preferred working in the Korean traditional HR system, characterised by automatic 

promotion based on length of service and life-time job-security. Most of them found it 

difficult to communicate in English. Lafarge Plasterboard Korea integrated four 

different groups of employees - those from Lafarge, people from two former rival firms 

in Korea, Dongbu and Byucksan, and newly-employed people - and especially 

aggravated this problem. Lafarge Plasterboard Korea became a multi-cultural 
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organisation. Rockwell mitigated the initial resistance by providing employees with 

various post-merger integration training, including programmes dealing with cross-

functional operations and cultural integration.  

 

The problem was particularly severe in Fairchild Korea and Otis Elevator Korea. The 

restructuring and relatively poor salary package, which was significantly less than under 

the seller, impacted upon employee motivation, which triggered agitation and resistance 

to changes. Some system integration failure (e.g. ERP system) and slower decision-

making aggravated the problem, leading to high labour turnover. In Otis Elevator Korea, 

communication problems and slower decision-making frustrated many employees. On 

the other hand, the integration problem was less evident in Evonik Carbon Black Korea, 

because the majority of local systems and practices were retained. Tesco and Renault 

achieved successful post-acquisition integration due largely to a glocalisation strategy. 

Given substantial differences in the systems and corporate culture between the home and 

host market, Tesco and Renault added some elements of their global standards to the 

local practices, establishing ‘glocal’ standards. Tesco extracted good elements from both 

Korean and global practices, and combined them. Instead of implementing radical 

changes, Renault maintained useful legacies from Samsung. The gradual introduction of 

global standards suited to Korean corporate culture and market conditions minimised 

agitation among employees.  To conclude, the acquirers, except for Fairchild and Otis, 

were able to secure the active agency of their employees. It is to be noted that many 

acquirers, including, Tesco, Renault, Interbrew, Lafarge, and Otis placed great emphasis 

on profitability. As noted in chapter 2, the profitability was a minor issue for chaebols 

prior to the 1997 crisis.  
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Table 9.3: Comparison of Operational Changes 

 Finance & Investment Human Resources & Employee Reaction Technology Operations & Sales 

Samsung 

Tesco 

Further huge capital 

investments: opened 119 

hypermarkets and 232 

express stores; 2 further 

acquisitions of Korean 

hypermarket businesses: 

Aram-Mart and Homever 

chain; no dividend for 5 yrs 

as stated on contract; brand 

royalty payment to seller 

Introduction of management by objective (MBO); 

acquirer’s training system introduced and combined 

with target’s; on-the-job training at the Tesco’s 

stores in Thailand and UK; headcount increased 

from 470 in 1999 to 28,000 in 2011 due to 

expansion; successful post-acquisition integration 

due to glocalisation strategy and gradual changes 

 Active transfer of the acquirer’s 

operational expertise and capabilities, 

including expansion expertise, SCM 

technique, market analysis skills, 

customer insight survey technique, 

Customer Plan (Clubcard system), and 

stock mgt technique; profit-centred: focus 

on profitability (ROI), productivity (sales 

per square metre), cash flow, and cost 

savings 

Renault 

Samsung 

Motors 

(RSM) 

No further capital 

investment; all profits 

ploughed back until 2006 

mainly for R&D; technology 

licensing fee and other 

payments to acquirer; brand 

royalty payment to seller 

Introduction of management by objective (MBO); 

acquirer’s training system introduced and combined 

with target’s; learning through joint-development of 

vehicles; on-the-job training at the acquirer’s 

headquarters and R&D centre; large increase in 

headcount from 2,000 in 2000 to 5,500 in 2011; 

large increase in R&D staff from 400 in 2000 to 

1,260 in 2010; short-term HR transfers for skills 

and technology enhancement; successful post-

acquisition integration due to glocalisation strategy 

and gradual changes 

Active transfer of 

acquirer’s technology 

and knowledge  

Use of acquirer’s global distribution 

network to export, leading to substantial 

increase in exports; joint development of 

new products, saving time and costs (also 

an opportunity to improve technological 

capability); joint procurements of parts 

and components; increased capacity 

utilisation; profit-centred: focus on the 

key performance indices of profitability 

and quality measures 

Otis Elevator 

Korea 

 

No further capital 

investment; brand royalty 

payment to seller; expanded 

maintenance unit; 

restructuring after 

acquisition: sold 

unprofitable production 

facilities; laid off factory 

workers 

The majority of local systems and practices were 

retained, including training systems; no material 

change in headcount (recruitments in maintenance 

unit after restructuring in production); severe 

integration problem due to reluctance to change, 

communication problem, and slower decision-

making 

Transfer of acquirer’s 

technology for high-

end products, but most 

goods are produced 

based on target’s own 

technology 

Continued use of target’s own global 

distribution network to export: target’s 

global brand, SIGMA, is not integrated 

into the acquirer’s Otis brand in the 

overseas market. Rather, they compete 

against each other; profit-centred: focus 

on cash flow and profitability (e.g. return 

on sales); more products are 

manufactured at the company’s factory in 

China to reduce average production costs; 

transfer of global standards in ethics, 

finance, and safety; participating in the 
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acquirer’s R&D projects 

Evonik 

Carbon Black 

Korea 

No further capital 

investment; large mgt 

consulting fee and other 

payments to acquirer; 

restructuring after 

acquisition: voluntary 

redundancy 

The majority of local systems and practices were 

retained, including training systems; employee 

headcount fell from 250 in 1999 to 190 in 2011 due 

to restructuring; no evident integration problem due 

to minor changes 

Limited technology 

transfer given target’s 

high technological 

capability 

Use of acquirer’s global distribution 

network to export: target exports to more 

countries, but export value increase was 

smaller than main rival in Korea; transfer 

of global standards in IT, finance, risk 

mgt, and environment and social 

responsibility policy. 

Rockwell 

Automation 

Korea 

Further huge capital 

investment; large mgt 

consulting fee and other 

payments to acquirer; brand 

royalty payment to seller; 

part of business spun off 

through a management 

buyout in Jan 2010 

Introduction of acquirer’s training system; 

headcount increased from 220 to 300 due to the 

expansion of production capacity, but it later 

reduced to 150 due to the spin-off of a unit in Jan 

2010; active 2 way HR transfers/relocation/rotation 

programmes for transfers of capabilities and 

technology; some initial integration problems were 

mitigated by providing post-merger integration 

training programmes, including cross-functional 

operations training and cultural integration training; 

resultant low labour turnover 

2 way transfers of all 

technology and 

knowledge 

Use of acquirer’s global distribution 

network to export, leading to huge 

increase in exports; sales to the target’s 

customers in Korea; large increase in 

sales to Samsung’s affiliates through the 

purchase agreement 

 

  

Fairchild 

Korea 

 

Further huge capital 

investment, but failed to 

earn large returns; 

restructuring after 

acquisition: voluntary 

redundancy 

No change in training system; headcount increased 

from 1,500 in 1999 to 1,700 in 2011 despite 

restructuring; short-term based HR transfers if 

needed; relatively poor salary package compared to 

seller, adversely impacting upon motivation; severe 

integration problem due to reluctance to change, 

relatively poor salary package, restructuring, slower 

decision-making, and some system integration 

failure (e.g. ERP system); resultant high labour 

turnover 

Target has superior 

technology 

Product portfolio expanded by combining 

the products of the two firms; cross-

selling between regions, using acquirer 

and target’s distribution network; large 

increase in sales to Samsung’s affiliates 

through the purchase agreement; target’s 

factory yields higher returns than 

acquirer’s existing factories: some of 

acquirer’s production line was relocated 

to Korean site; some system integration 

failure (e.g. ERP system) 

Oriental 

Brewery 

(OB) 

Further acquisition in Korea: 

Jinro Coors Brewery 

No changes in training system; the majority of local 

systems and practices were retained; headcount 

increased due to M&A; the vast majority of 

employees were receptive to changes, due to minor 

transformation; resultant low labour turnover 

Limited technology 

transfer given target’s 

high technological 

capability 

No transfer of global best practice in 

marketing, as not feasible in Korea; joint-

purchasing of raw materials, lowering per 

unit production costs; change of the 

strategic objective from expanding sales 
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through heavy marketing expenditure to 

improving short-term profitability 

through cutting costs (zero-based 

budgeting), including marketing 

expenditure, and improving efficiency 

(e.g. measuring labour costs per unit and 

setting productivity targets); focus on the 

development of Cass brand in response to 

changing consumer tastes (marketing 

strategy was locally developed and 

implemented); launched variations of 

Cass beer 

Lafarge 

Plasterboard 

Korea 

Further huge capital 

investment: new factory and 

capacity expansion 

Introduction of management by objective (MBO) 

and acquirer’s training system; the majority of local 

systems and practices were retained; headcount 

increased due to expansion and M&A; some initial 

integration problem due to difficult merger of four 

different groups of employees, including those from 

Lafarge, people from two former rivals in Korea, 

Dongbu and Byucksan, and newly-employed ones 

after acquisition 

Limited technology 

transfer given target’s 

high technological 

capability 

Operating synergies and increased scale 

economies as a result of combining two 

firms; capacity expansion extended gains 

from scale economies; profit-centred: 

focus on cost saving and short-term 

profitability; efficiency increase due to 

new factory 
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9.4. Post-Acquisition Financial Performance 

 

Not all cross-borders M&As turned out to be successful, measured by the post-

acquisition financial performance, but the case firms can be divided broadly into two 

groups: ‘high’ performer group and ‘low’ performer group (see table 9.4 below). Four 

firms are included in the high performer group - Samsung Tesco, RSM, OB, and 

Lafarge Plasterboard Korea - whereas the other four - Otis Elevator Korea, Evonik 

Carbon Black Korea, Rockwell Automation Korea, and Fairchild Korea - can be seen as 

low performers. We can categorise high performers as those businesses that improved 

sales revenue and market share. They also reported a surge in profitability, measured by 

operating profit margin, ROA, and ROE, and, in many cases, beat the market leader. 

Low performers, on the other hand, saw a drop in sales revenue and profitability (e.g. 

Fairchild Korea), a rise in sales revenue with a fall in profitability (e.g. Rockwell 

Automation Korea) or, alternatively, a rise in sales revenue but a fall in the domestic 

market share (e.g. Otis Elevator Korea and Evonik Carbon Black Korea), meaning that 

they were outperformed by competitors in terms of sales growth. Some low performers 

lost their market leadership position (e.g. Otis Elevator Korea and Evonik Carbon Black 

Korea). Their profitability usually fell, and, in many cases, was lower than that of the 

market leader or industry average. It is to be noted that the long-term financial stability 

and the short-term liquidity position were not considered for the categorisation of 

performance. The case findings unveil that the long-term financial stability of the 

acquired business was usually ‘sound’, which means their debt-to-equity ratio was 

generally below 200 per cent throughout the period concerned (generally, from 1999 to 

2010), or higher than 200 per cent, in other words, ‘poor’, but for acceptable reasons. 

Also, the short-term liquidity position of the acquired business was usually ‘good’, 

indicating a current ratio of above 100 per cent on a consistent basis throughout the 

period concerned, or a ratio below 100 per cent, producing a ‘tight’ liquidity position, 

but for anticipated reasons. 
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The sales revenue and domestic market share of Samsung Tesco, RSM, OB, and Lafarge 

Plasterboard Korea increased. In particular, from sixth position in the domestic market 

prior to the acquisition, Samsung Tesco became the second largest player with a sales 

increase of 1,038 per cent from 2000 to 2010. RSM achieved a sales increase of 393 per 

cent from 2001 to 2010, and emerged as the third largest in Korea, up from its fifth 

position. The four high performers saw a rise in profitability. In particular, OB and 

Lafarge Plasterboard Korea became more profitable than the market leader. Both RSM 

and Lafarge Plasterboard Korea reported a sound long-term financial stability and good 

short-term liquidity position. However, OB’s current ratio was consistently below 100 

per cent, although it improved in the wake of the subprime mortgage crisis, reaching 103 

per cent in 2007, 92 per cent in 2008, and 141 per cent in 2009. Despite its impressive 

sales and profitability performance, Samsung Tesco’s debt-to-equity ratio was 

consistently higher than 200 per cent, and its current ratio was well below 100 per cent. 

The high gearing, however, was the result of funding aggressive expansion and two 

acquisitions, and, moreover, a hypermarket has a high level of cash turnover so that they 

tend to hold a low level of cash or cash equivalents.   

 

The market share of Otis Elevator Korea fell from 50 per cent in 1999 to 20.1 per cent in 

2010. Likewise, Evonik Carbon Black Korea lost market share, from 48.7 per cent in 

1997 to 32 per cent in 2008. As a result, both companies lost their leadership position in 

Korea. Otis became a less profitable firm: its ordinary profit margin fell from 6.8 per 

cent in 2002 to 1.8 per cent in 2009. Moreover, it averaged 5.1 per cent from 2002 to 

2009, much lower than the market leader’s comparable figure of 8 per cent. Evonik saw 

its profitability rising, but it was still very low: from 1999 to 2010, its operating profit 

margin averaged only 4.6 per cent, which compares adversely with the industry average 

of 8 per cent. Its average ROA and ROE in the same period were only 2.7 per cent and 4 

per cent respectively. Although Rockwell Automation Korea achieved increased sales, 

its profitability dropped since the acquisition, and was extremely low. Its average 

operating profit margin between 2003 and 2009 was only 1.4 per cent, significantly 

lower than the industry leader’s comparable figure of 13.2 per cent. The financial 
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performance of Fairchild Korea was very disappointing. Both sales and profitability fell 

since the acquisition. In particular, from 2001 to 2010, its yearly sales growth rate 

averaged -1.7 per cent, much lower than the industry benchmark of 11.9 per cent. It 

should be recalled that the four cases of low performers were selected in order to 

explore the factors leading to post-acquisition success or failure (see chapter 4.2. iii). 
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Table 9.4: Comparison of Post-Acquisition Financial Performance 

  

Overall 

Financial 

Performance 

 

Domestic 

Market 

Share 

 

Sales 

Profitability  

Long-Term 

Financial 

Stability 

 

Short-Term 

Liquidity 
Operating Profit 

Margin 

Return on 

Assets 

(ROA) 

Return on 

Equity 

(ROE) 

Samsung 

Tesco 

High Up (6% in 

2000 to 32% 

in 2010) 

Up 1,038% 

(2000-2010) 

Up (but only 

averaged 2.6% 

2000-2010, much 

lower than 

competitor’s 

7.3%)
1
  

Up Up Poor (due to 

funding 

aggressive 

expansion) 

Tight 

Renault 

Samsung 

Motors 

(RSM) 

High Up (2.5% in 

2000 to 

12.8% in 

2010) 

Up 393% 

(2001-2010) 

Up
2
 Up  Up Sound Good 

Otis Elevator 

Korea 

Low Down (50% 

in 1999 to 

20.1% in 

2010) 

Up  Ordinary profit margin down (6.8% in 2002 to 

1.8% in 2009, averaged 5.1%, lower than 

competitors’ 8%) 

Not available Not available 

Evonik 

Carbon 

Black Korea 

Low Down (48.7% 

in 1997 to 

32% in 2008) 

Up (but slower 

growth than 

competitor) 

Up (but only 

averaged 4.6% 

1999-2010, much 

lower than 

industry average of 

8%)
3
 

Up (but only 

averaged 

2.7% 1999-

2010) 

Up (but only 

averaged 4% 

1999-2010) 

Sound Good 

                                                           
1 Although the average operating profit margin of Samsung Tesco is lower than the market leader, E-Mart, the margin gap has been narrowing. The gap in 2009 was 2.4 

percentage points, decreased from 8.2 percentage points in 2001. 

2 RSM’s profitability, in fact, fell substantially from 2008 in the wake of subprime mortgage crisis, but it was on the upward trend until 2007, surpassing the profitability of 

market leader, Hyundai Motors in 2006 and 2007 (in terms of operating profit margin and ROA, 3 years moving average); and 2005-2008 (in terms of ROE, 3 years moving 

average). 
3 The average operating profit margin of Evonik Carbon Black Korea in the period 1999-2007 was only 3.1%. However, the average for the period 1999-2010 jumped to 4.6% 

due to the strong profitability from 2008 to 2010. This was largely driven by favourable external conditions, as explained in chapter 8. 
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Rockwell 

Automation 

Korea 

Low Not available Up Down (only 

averaged 1.4% 

2003-2009, much 

lower than 

competitors’ 

13.2%) 

Down Down Poor Good 

Fairchild 

Korea 

Low Not available Down (yearly 

sales growth 

rate averaged       

-1.7 % 2001-

2010, much 

lower than 

industry average 

of 11.9%) 

Down  Down Down Sound Good 

Oriental 

Brewery 

(OB) 

High Up Up Up (higher than 

competitor) 

Up (higher 

than 

competitor) 

Up (higher 

than 

competitor) 

Sound Tight
4
 

Lafarge 

Plasterboard 

Korea
5
 

High Up
6
 (only 1% 

2000-2008) 

Up Up (higher than 

competitor) 

Up (higher 

than 

competitor) 

Up (higher 

than 

competitor) 

Sound Good 

Note: The long-term financial stability and the short-term liquidity were assessed by debt-to-equity ratio and current ratio respectively. For debt-to-equity ratio, ‘good’ 

performance indicates the ratio below 200 per cent (there can be few years when the ratio is higher than 200 per cent in the period concerned, generally from 1999 to 2010), 

whereas ‘poor’ indicates the ratio above 200 per cent.  For current ratio, ‘good’ performance indicates the ratio above 100 per cent, whereas ‘tight’ indicates the ratio below 100 

per cent. 

                                                           
4 OB’s current ratio improved in the wake of subprime mortgage crisis: it reached 103% in 2007, 92% in 2008 and 141% in 2009. 

5 Lafarge Plasterboard Korea outperformed KCC, the leader of plasterboard market in Korea, in terms of profitability. It is to be noted that KCC produces other construction 

materials, and its profitability reflects the profitability of non-plasterboards operation, too. However, it still serves well as a benchmark for Lafarge, as it is the market leader in 

the construction materials market in Korea.  

6 The market share of Lafarge Plasterboard Korea jumped to 40 per cent in 2000, as a result of merging two domestic firms (i.e. plasterboard businesses of Dongbu and 

Byucksan). 
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9.5. Thesis Conclusion 

 

Proposition 1. This thesis contends that existing studies on cross-border mergers and 

acquisitions in Korea are limited in number, as well as depth of analysis; that extant 

studies have not identified the internal factors, including post-acquisition managerial, 

organisational, and operational changes, and external contextual situations that 

determined the success or failure of the mergers; and that they have not therefore 

explained how the success of mergers and the long-term performance of firms is linked. 

 

There exists only a limited number of studies on the impact of foreign acquisitions on 

acquired Korean firms. Some previous studies claimed that foreign acquirers brought 

little benefit to essentially sound businesses (e.g. Jeon et al., 2005; Interview, Lee, J. S., 

1
st
 December 2005; Shin & Chang, 2003); others that highly indebted firms gained from 

the enterprise reforms following acquisition (e.g. Graham, 2003; Hong, 2008; Jwa, 

2002; Kim, Y. Y., 2003; Kim & Lee, 2007a; Lee & Yun, 2007; Mody & Negishi, 2001; 

Yun, 2003; Zhan & Ozawa, 2001). In neither case has sufficient evidence so far been 

presented. In many previous studies, the chosen methods of analysis cannot adequately 

assess the success or failure of the acquired businesses, because they do not consider 

how changes in managerial, organisational, and operational resources and capabilities or 

other relevant factors can contribute to the success of a merger and enhanced financial 

performance. Nor can they fully investigate the domestic market and industry specific 

contexts within which the cases operated. In particular, existing accounting studies of 

foreign-acquired Korean firms (e.g. Bank of Korea, 2000a, 2003; Hong, 2008; Korea 

Trade Investment Promotion Agency, 2006; Ministry of Commerce, Industry and 

Energy, 2005, 2007a; Ministry of Knowledge Economy, 2008, 2009, 2010) are based on 

the statistical analysis of data sets, illustrating performance but unable, without the 

necessary case information, to explain why and how foreign-owned firms might or 

might not perform better than locally-owned enterprises, or why and how one foreign-

owned firm performs successfully while another does not. Similarly, analysis based on 

event studies (e.g. Bae, 2006; Hwang, 2010; Oh, D. H., 2010) looks at reports of stock 
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price movements to assess if a merger adds value to the bidder and the target, but, since 

markets and information are not perfect, stock prices are a vicarious and unpersuasive 

measure of expected performance and a company’s original and transformed resources 

and capabilities, and they offer no explanation of differing performance outcomes. 

Many critics also point to the fact that stock price movement reflects not only the 

information related to the merger, but also other information unrelated to the deal. 

Moreover, many foreign-acquired Korean firms were unlisted companies or a part of the 

large listed company, and the most popular deal type was an asset purchase or purchase 

and assumption (P&A) where the listed Korean target was normally delisted after 

establishing a joint venture with the foreign investor. This means that there are no stock 

price data available for many acquisition cases, making ‘comprehensive’ event studies 

impossible to conduct. The results from the few existing event studies on Korean cases 

cannot be generalised, as they fail to incorporate the stock price data of many acquired 

firms. The findings from the preceding studies, which attempted to find a link between 

the level of foreign ownership and the firm value, measured mainly by Tobin’s q (e.g. 

Oh, S. Y. 2010; Kim, 2010; Woo, 2011), cannot be generalised, either. This is because 

they produced mixed results, and the use of stock prices to measure the market value of 

the firm means that this approach is subject to the same methodological limitations as 

event studies. Moreover, they focus on a single variable, the change in corporate 

governance structure following foreign investment, as a sole determinant of the firm 

value. This explanation is too thin, ignoring many other critical internal and external 

determinants.    

 

Many researchers argue that the quality of post-merger integration determines cross-

border merger performance (e.g. Björkman et al., 2007; Ruess & Voelpel, 2012), 

although the majority of existing studies do not involve the investigation of Korean 

cases. Their focus on single aspect of integration, such as the cultural fit (e.g. Ahammad 

& Glaister, 2011a; Meirovich, 2011), strategic fit (e.g. Conklin, 2005; Seth, 1990), and 

the integration of human resource management (e.g. Child et al., 2001; Lubakin et al., 

1998), failed to produce a generalisable conclusion. Others point to the importance of 
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the integration ‘process’, such as the speed and scope of post-merger integration 

(Ahammad & Glaister, 2011b; Kavanagh & Ashkanasay, 2006), and of organisational, 

as well as managers’, prior experience and knowledge of acquisitions for successful 

post-merger integration and performance (e.g. Markides & Oyon, 1998, 2001; Meschi & 

Metais, 2006). Preceding studies provide only a narrow explanation of the differences in 

merger performance. They overlooked the importance of the quality of original and 

transferred resources and capabilities per se, as well as the contextual situation that 

determines the usefulness of integrated resources and capabilities. On the other hand, 

developments in the RBV/DCA-IB literature (e.g. Bartlett & Ghoshal, 1998; Birkinshaw 

et al., 1998) complement the extant literature by extending our focus from the role of 

headquarters in the transformation of the acquired firm to the local subsidiary managers’ 

agency in achieving the effective transformation. This view also stresses the importance 

of the subsidiary-level efforts, utilizing its own dynamic capability, to develop resources 

and capabilities further in order to achieve sustainable competitive advantages. The 

investigation of the agency of acquired firm’s managers (and other employees) and the 

development of resources and capabilities by the target Korean business requires the use 

of case studies.  Acknowledging the limitations of extant studies, this research presented 

a longitudinal analysis of cross-border mergers and acquisition cases to identify the key 

factors, and the degree of their importance, that shaped post-acquisition changes in 

Korean businesses and determined the financial performance of acquired firms.  
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Proposition 2. This thesis challenges the view that acquiring companies were motivated 

by financial opportunism and fire sales, and that the Korean government forced 

chaebols to sell fundamentally sound businesses; instead, foreign acquirers frequently 

looked for international expansion opportunities, and, as well as seeking businesses 

with resources and capabilities that could make their strategic objectives achievable, 

they were prepared to transfer more advanced resources and capabilities, and invest in 

the development of newly-integrated resources and capabilities; for the chaebols, 

government pressure to reform and a lack of liquidity were factors, but it is important 

not to overlook their agency and success in achieving their own strategic intentions. 

 

The commonly-held, but over-simplified, view is that the foreign acquirers of Korean 

businesses after 1997 were chiefly motivated by the prospect of financial opportunism 

and fire sales (e.g. Invest Korea, 2008; Jeon, 2008; Park, Y. C., 2001), and that the 

Korean government forced divestments in pursuit of chaebol reform and foreign 

currency (e.g. Crotty & Lee, 2005; Shin & Chang, 2003; Stoever, 2005). In this line of 

argument, it follows that the chaebols themselves were reluctant sellers, and that there 

were more costs than benefits to them, because the fundamentals of the divested 

businesses were sound. In addition, the foreign acquisitions imposed huge costs on the 

divested businesses, because opportunistic foreign acquirers had no strategic intention to 

invest in or to transform their acquisitions.  

 

It was argued in chapter 2 that one can claim foreign acquirers were motivated by 

financial opportunism, if they sold the acquired firms upon the rise of the value of 

Korean won. Amongst the cases studied, however, no acquirers sold their acquired firms 

upon the appreciation of Korean won. Only one firm, Interbrew (InBev) pulled out from 

Korea, but the sale was made in May 2009, almost twelve years after the initial 

acquisition, in order to repay debt, and finance the takeover of Anheuser-Busch. These 

findings contradict the fire sale argument. Rather, they support the neoclassical view 

(e.g. Kim & Lee, 2007a; Krugman, 1998b; Mody & Negishi, 2001; Park, 2003; Zhan & 

Ozawa, 2001) that foreign acquirers in the crisis period were not motivated by financial 
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opportunism, and that fire sales were not relevant to international M&A for the cases 

studied in the crisis period. OB was unlikely to have sold at a fire sale price. Having lost 

market share rapidly from the early 1990s, OB and Doosan Group suffered from severe 

liquidity constraints, and Doosan Group started looking for a buyer for OB from 1995. If 

one claims that the value of OB plunged by the time it was sold to Interbrew in 

September 1998, then it would be the result of its own crisis that started well before the 

1997 financial crisis.  

 

In the chapter 2, it was also pointed out that the proponents of two contrasting views - 

neoclassical versus fire sales FDI - are divided over the fundamental strength of 

acquired Korean firms prior to acquisitions. Those who support fire sale FDI view, in 

essence, argue that the Korean firms’ fundamentals were sound, but they suffered from a 

short-term liquidity problem, leading to the large drop in their value. The analysis of 

cases reveals mixed results on the fundamentals of acquired businesses. The 

fundamentals of Homeplus and SMI were, in many ways, questionable at the point of 

the sale. They lacked key resources and capabilities to prosper, as noted above. The 

foreign acquirers revamped these businesses by transferring required resources and 

capabilities, such as expansion know-how in the case of Tesco, and technology in the 

case of SMI. Despite the intensifying competitive pressure, within the domestic market, 

Samsung Tesco and RSM achieved improved financial performance, and became major 

contenders in Korea. These two case findings, therefore, support neoclassical scepticism 

of fire sales. This suggests that fire sales did not take place, as the value of 

‘fundamentally weak’ Korean businesses was inflated by the moral hazard-driven 

bubble in the pre-crisis period, and the fall in the asset values in the crisis period was 

merely a market correction (see chapter 2). However, other cases, on the surface, do not 

support the neoclassical view. The power device business of Samsung Electronics was, 

in many ways, more competitive than the acquirer, Fairchild, and the competitiveness of 

the acquired business deteriorated as a result of the acquisition. Likewise, LG’s carbon 

black business and elevator business were competitive, prior to the acquisition, and 

leading the Korean market. Their competitiveness, too, has fallen as a result of 
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acquisition, as reflected in the fall in financial performance. These three cases support 

some aspects of the fire sale FDI argument, if not the fact of fire sales themselves: that 

Korean businesses were fundamentally strong, and sold at disadvantageous prices. On 

the other hand, it is difficult to evaluate if the fundamentals of OB and the plasterboard 

business of Dongbu and Byucksan were strong. Undoubtedly, they had strong resources 

and capabilities, but the firms were run inefficiently, pursuing a debt-funded sales 

growth. Moreover, OB was unable to defend its long-held market leadership position. 

 

These contrasting views - neoclassical versus fire sales FDI - show that their argument 

and approach to deciphering the motivation behind cross-border acquisition cannot lead 

to satisfactory conclusions. The sale price of assets cannot be ignored, but it was not 

decisive in the motivations of acquirers. As their motives were strategic, we have to 

focus on a range of issues that shaped their strategies, which the neoclassical versus fire 

sale argument overlooks. In order to explore the motivations behind acquisitions 

comprehensively, we should consider contextual matters such as new market 

opportunities in Korea, global expansion, and building an Asian export platform, and 

internal calculations of gaining the resources and capabilities of the acquired, 

transferring advanced resources and capabilities to the target firm, and searching for 

synergies and complementary resources and capabilities (see Table 9.1). Furthermore, 

strategies evolved over time, and indicated growing levels of strategic involvement, plus 

resources and capabilities integration and development. 

 

This thesis concludes that fire sales were unlikely to have taken place for three reasons. 

First, the case findings indicate that the motives of foreign acquirers were strategic as 

opposed to financial opportunism. They made long-term strategic commitment in Korea, 

rather than seeking short-term capital gains. The acquirers attempted to enhance the 

competitiveness of the acquired businesses by transferring what they believed to be their 

more advanced resources and capabilities and by integrating the key resources and 

capabilities of the target with their own. They had various strategic motivations (see 

table 9.1 above), and, in order to achieve their objectives, they ploughed back retained 
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profits or executed major additional investments to develop newly-integrated resources 

and capabilities, if necessary. Second, although the power device business of Samsung 

Electronics had technological, production, and human resources and capabilities 

superior to the acquirer, it is problematic to conclude that it was fundamentally strong as 

a business strategically and financially. Samsung Electronics sold the business mainly 

because it was a non-strategic asset with low profitability. Similarly, LG’s carbon black 

business and its elevator business, despite their leadership position in the domestic 

market, were regarded as non-strategic assets, generating unsatisfactory level of profits. 

Moreover, both Samsung Electronics and LG Chemical insist that their selling price was 

reasonable (Interview, Lee, J. S., 6
th

 December 2005; Interview, Yoon, J. G., 12
th

 May 

2006). The carbon black business was priced at 60 billion won above its book value. In 

other words, LG Chemical made a profit of 60 billion won on the sale.
7
 Third, many 

proponents of the fire sale FDI view (e.g. Crotty & Lee, 2005; Shin & Chang, 2003) 

contended that the severe government pressure forced the fire sale of Korean assets, but, 

as will be discussed below, many businesses were divested, free from the government 

intervention. Also, contrary to the fire sale FDI view, not all Korean businesses sold 

were on the brink of bankruptcy, which meant that they had some bargaining power in 

negotiating a selling price with the buyer. 

 

Central to the Korean government’s corporate reform policy was attracting inward FDI 

(chapter 2), but chaebols were rather slow to respond to such an initiative. As a 

consequence, the Korean government pressed the five largest chaebols to attract a total 

of US$25.16 billion by the end of 2000 through divestments of ‘any’ assets and 

businesses to foreigners. This led many commentators (Jeon et al., 2005; Interview, Lee, 

J. S., 1
st
 December 2005; Shin & Chang, 2003) to believe that chaebols would not have 

divested, if there had not been immense government pressure. This view combined with 

negative sentiment towards the foreign acquisition of domestic assets and with 

xenophobia in Korea to make the argument that only foreign acquirers benefitted from 

                                                           
7 Samsung Corporation also made proceeds of 20 billion won from selling the stakes to Tesco (Interview, Ahn, H. M., 

8th May 2006; Kim, J. N., 2007), and Byucksan’s sale price was almost 4 times higher than the book value of assets, 

making proceeds of 52 billion won (Hankyoreh, 18th February 2005). 
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the acquisitions, and that the chaebols were disadvantaged competitively following their 

divestments (e.g. Jung, 2008; Lee, B. W., 2005; Interview, Lee, S. O., 7
th

 December 

2005; Interview, Park, J. J., 20
th

 September 2006; Wang & Kim, 1998). These 

unsupported sentiments are in line with the fire sale FDI view, and stemmed from the 

notion that the divested Korean businesses had strong competitive fundamentals, but 

suffered from short-term liquidity problems that could be overcome with the additional 

injection of finance. However, as noted in section 9.1, the majority of chaebols’ 

divestments were carried out under ‘indirect’ government pressure (e.g. LG’s elevator 

and carbon black businesses, Samsung’s power device business, and Dongbu’s 

plasterboard company) or free from the government pressure (e.g. Samsung’s 

hypermarket, Doosan’s brewery, and Byucksan’s plasterboard business). They had over-

diversified, leading chaebols to conduct a business portfolio analysis to decide which 

businesses to divest. Here, the divested businesses were the ones found to be non-

strategic by the chaebols themselves, and portfolio analysis was carried out free from 

the government intervention. The cross-border mergers and acquisitions wave in Korea 

was triggered by financial crisis, the government’s FDI liberalisation, and general 

government pressure on chaebols to bring in dollars through divestments, but, in most 

cases, the Korean government did not pressurise a chaebol to divest a particular affiliate. 

Rather, it pressed chaebols to speed up a needed restructuring progress (e.g. LG’s 

elevator and carbon black businesses, Samsung’s power device business, and Dongbu’s 

plasterboard company). In other cases, chaebols, which were on the brink of bankruptcy, 

divested core businesses on their own initiative in order to avoid the liquidation of the 

whole business group, where the fate of affiliates were linked together through cross-

debt payment guarantees (Doosan’s brewery and Byucksan’s plasterboard business). In 

some cases, chaebols sold the already-bankrupt business (e.g. Samsung’s hypermarket). 

There were, inevitably, a few exceptional cases, including the SMI case (chapter 6), in 

which government pressure was exerted directly at the affiliate level. Here, the Korean 

government took part in the restructuring of the company from inception. As a part of 

the Big Deals, it first ordered Samsung Group to swap SMI with Daewoo Electronics. 

However, as the Deal failed due largely to Samsung Group’s reluctance and the 
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bankruptcy of SMI, the government forced Samsung Group to sell the business to 

Renault. It is to be noted that only fractions of the troubled Korean businesses were the 

targets of government’s Big Deals, and the Deal involved domestic mergers and 

acquisitions, where an uncompetitive affiliate of one chaebol was forced to merge with a 

competitive affiliate in the same industry of the other chaebol (Emery, 2001). This 

means that the government’s direct involvement in cross-border M&A deal was limited. 

 

Contrary to commonly-held belief in Korea (e.g. Jeon et al., 2005; Interview, Lee, J. S., 

1
st
 December 2005; Shin & Chang, 2003), in line with the fire sale view, this thesis 

contends that chaebols benefitted in many ways from selling businesses to foreigners. 

Above all, as argued by many proponents of FDI and cross-border acquisitions (e.g. 

Kim, Y. Y., 2003; Kim & Lee, 2007a; Mody, 2004; Mody & Negishi, 2001;  Moon et 

al., 2003; Zhan & Ozawa, 2001), in many cases the sale of a core business to the 

foreigner saved not only the acquired business, but also the chaebol as a whole. For 

instance, the sale of the plasterboard business salvaged Byucksan Group. Likewise, the 

chairman of Doosan Group, Park Yong Man recently admitted in public that Doosan 

Group would have not existed today had it not sold OB (Maeil Business Newspaper, 4
th

 

May 2011). For some chaebols, the cross-border mergers and acquisitions provided the 

funds required to restructure the whole business group. Upon selling OB and other 

consumer goods businesses to foreigners, Doosan Group was able to fund the 

acquisitions required for the radical transformation to the Infrastructure Support 

Business (ISB) specialist group. In other cases, cross-border mergers and acquisitions 

provided a springboard for many chaebols to execute the reform that enhanced longer-

term viability and profitability by means of rebuilding their business portfolio, focusing 

on the core competences. By divesting SMI, Samsung Group avoided further injection 

of the group’s human resources and finances in what was likely to have been a failed 

attempt to resurrect a troubled business. The sale of the power device business to 

Fairchild improved the overall profitability of Samsung Electronics, as it was the least 

profitable unit in the company. Similarly, LG’s carbon black business and Samsung’s 

controller division were small, non-strategic businesses, hidden amongst large chaebols, 
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and undermining the overall profitability. In particular, with the payment received from 

the divestment, LG Chemical was able to fund investments for developing the 

competitiveness of the core businesses. LG’s sale of its elevator business was the right 

decision, too, as it would have been difficult to make sufficient returns amid intensifying 

competition in the elevator industry. 
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Proposition 3. The previous debates based on established theories in the field of IB, 

strategy, and finance are inadequate by themselves to explain why some acquired 

businesses performed better than others; the combination of these three perspectives is 

needed for the analysis and understanding of the post-acquisition transformation of the 

target businesses; the success of mergers and acquisitions was not automatic, but it was 

ultimately determined by the contextual situations and the effective post-acquisition 

transformation of the acquired firm; transformation rested on the quality of transition 

management whose nature and outcomes were affected by the interaction of six factors, 

including: 

 

i) the quality of the acquirer’s resources and capabilities in relation to the 

target business; 

i) the acquirer’s motivations and strategy; 

ii) the quality and potential of the target firm’s resources and capabilities; 

iii) external factors, such as host market competitive pressures, expansion 

opportunities, and macroeconomic conditions; 

iv) the acquirer’s international acquisition expertise and integration strategy; 

and  

v) the level of local employees’ agency. 

 

Table 9.5: Explaining transition management 

What does it 

involve? 

the acquirer’s strategic selection of resources and capabilities to be transferred to the 

target firm; localising transferred resources and capabilities to suit local market 

conditions; integrating them with the target’s resources and capabilities; and 

developing all resources and capabilities further locally, if needed, in response to 

changes in host market conditions.  

 

What determines 

its nature and 

outcomes? 

(a) the acquirer’s possession of resources and capabilities that can contribute to the 

improvement of target’s competitiveness; (b) the acquirer’s motivations and strategy 

for the cross-border acquisition, which determine its willingness and commitment to 

transfer the needed resources and capabilities to the target business and invest in the 

acquired firm, and the strategic selection of resources and capabilities to be 

transferred; (c) the quality of the target firm’s resources and capabilities, and its 

ability to realise and develop their potential; (d) external factors, such as host market 
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competitive pressures, expansion opportunities, and macroeconomic conditions, 

which affect the need and nature of further development of integrated resources and 

capabilities; (e) the acquirer’s expertise in the effective transformation of acquired 

businesses, and its post-acquisition integration strategy; and (f) the level of the local 

employees’ commitment to the transformation of the firm.  

 

 

This thesis contends that the success of cross-border mergers and acquisitions, measured 

by post-acquisition financial performance, depended on the interaction of various factors 

(see chart 9.1 below). Importantly, as the acquired firms faced different contextual 

situations, each factor had a varying magnitude of impact on the success of different 

M&A cases. The success of cross-border mergers and acquisitions ultimately rested on 

the effective transformation of the acquired firm (influenced by a number of internal, 

company level factors and external factors) and host market conditions (external factors). 

By acquiring Homeplus, Tesco helped to initiate improved competitiveness and 

financial performance within Samsung Tesco in a rapidly growing hypermarket industry 

of Korea. The quality of the acquirer’s resources and capabilities in relation to the target 

business, the acquirer’s international acquisition expertise, the quality and potential of 

the target firm’s resources and capabilities, and the host market conditions, such as the 

levels of competitive pressures and expansion opportunities, inevitably shaped the 

acquirer’s motivations and strategy leading to the acquisition. Recognising the growth 

potential of the Korean market, Tesco decided to acquire Samsung’s hypermarket 

business, as it was confident that its international acquisition, expansion, and operations 

expertise, combined with Samsung’s strong brand, local market knowledge, and high 

quality employees would deliver a success. The acquirer’s motivations and strategy, the 

quality of its resources and capabilities, and the quality of the target firm’s own 

resources and capabilities, in part, influenced the nature and quality of transition 

management. Despite having competitive resources and capabilities, such as brand 

image, the acquired business lacked some of the required key resources and capabilities 

to succeed in the Korean market, and so Tesco decided to revamp and strengthen 

various aspects of the business, including organisational structure, decision-making 

mechanisms, and operations. Expertise honed through previous experience in transition 
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management, combined with a high level of local employees’ agency, also affected the 

quality of transition management. Tesco had experience and the tested capability to 

make Homeplus a successful international acquisition. With the intention to achieve 

long-term success in Korea, it applied a solution to the successful post-acquisition 

integration, which it had used in Thailand: gradual integration based on ‘glocalisation’. 

For instance, it localised some practices, such as training systems and store formats. 

This integration strategy enabled Tesco to secure the commitment of local employees to 

the transformation of the firm. Without them, the glocalisation strategy would have 

failed, as it was based on combining competitive elements of both the acquirer’s and 

target’s systems, resources, and capabilities. The change in host market conditions, in 

turn, triggered the need to develop further the integrated resources and capabilities. In 

order to capitalise on the rapidly growing Korean market, Samsung Tesco exploited the 

newly integrated resources and capabilities, including finance and expansion expertise, 

and executed a large scale store-by-store expansion. In addition, amid intensifying 

competition, Samsung Tesco purchased two more Korean hypermarket businesses, 

namely the Aram-Mart and Homever chains. The effective transformation of the 

acquired firm, based on the successful transition management, and host market 

conditions ultimately determined the success of cross-border acquisition. Samsung 

Tesco achieved a huge financial success (see table 9.4 above) as a result of acquisition. 

Externally, the Korean market grew at a rapid pace, presenting Samsung Tesco with an 

expansion opportunity. Internally, the acquired business was transformed effectively, led 

by the high quality transition management. This was possible for various reasons: the 

acquirer had a strong desire to achieve the long-term success in Korea, and had the 

required post-acquisition integration expertise, as well as resources and capabilities, 

complemented by the target firm’s resources and capabilities; the local employees were 

fully committed to achieve the successful transformation; and the acquired firm had a 

capability to utilise and develop effectively the integrated resources and capabilities 

through the store-by-store expansion and further acquisitions.  
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The competitiveness of RSM increased, too, leading to better financial performance. For 

Renault, the key resources and capabilities of SMI included the modern plant and 

machinery with large spare capacity, high quality employees, brand loyalty in the local 

market, and a local distribution network. By acquiring SMI, Renault intended to build a 

competitive position in Korea, and SMI could serve as an Asian export platform, once 

its technological and R&D capabilities were strengthened. There were potential 

operational synergies, such as joint procurement and product development. Renault 

revamped the acquired firm by transferring the required systems, resources, and 

capabilities, as well as integrating them with the retained resources and capabilities. It 

developed them further through investments in R&D, training, and participation in co-

development projects. It minimised integration problems and secured the local 

employees’ agency through glocalisation and gradual change. As a result, RSM’s 

performance improved when it released a series of competitive new vehicles. Its 

profitability surged due to greater capacity utilisation following rising domestic sales 

and exports, gains from operational synergies, and a focus on key performance measures.  

 

Although OB was losing market share in Korea, and making losses, it still was an 

attractive acquisition target, given its powerful local assets: brand, market knowledge, 

and distribution network. Crucially, it also produced high quality beer. In order to regain 

the leadership position, amid increasingly intensifying competition, Interbrew acquired 

another local firm, Jinro Coors Brewery, through which OB gained a platform to catch 

up with Hite. Interbrew achieved effective transition management, as reflected in 

improved financial performance, but, unlike Tesco and Renault, the overriding driver 

was the retained resources and capabilities. Interbrew left the majority of local systems 

and practices unchanged. The transfers of technology and marketing expertise were 

limited, given the target firm’s strengths in production and a wholesaling-based 

marketing in Korea. However, we should not overlook Interbrew’s commitment to 

improving the short-term profitability of OB. It made a radical strategic move from 

expanding market size through huge marketing expenditure to improving short-term 

profitability through cutting costs and improving efficiency. By acquiring Jinro Coors 
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Brewery, OB gained from operational synergies and increased scale economies. The 

industry became a duopoly, raising the profit prospects. Given the minor post-

acquisition transformation, Interbrew was able to secure local employees’ agency to 

achieve improved financial performance. Drawing on the local resources and 

capabilities, they developed the Cass brand successfully in response to changing 

consumer tastes.  

 

Lafarge entered Korea by acquiring no. 2 and no. 3 local plasterboard producers with a 

high technological capability. As in the OB case, it increased the profit prospects for 

Lafarge Plasterboard Korea, and it was able to benefit from increased scale and 

operational synergies. The plasterboard market in Korea, like the beer market, was very 

competitive, and the plasterboard market was growing rapidly. With a long-term 

strategic intention, the company took this opportunity and invested heavily to expand 

capacity, extending gains from scale. Like Interbrew, Lafarge kept the majority of local 

systems and practices, which enabled it to secure the employees’ agency for improved 

financial performance, despite some initial resistance. It also stressed profitability, 

tightly monitoring budgets. Here, the effective transition management was, once again, 

driven primarily by the retained resources and capabilities, including well-known brands, 

market knowledge, distribution networks, and technological capabilities. Lafarge 

introduced its training system, but capability transfers were limited, as the acquired 

businesses had strong competencies, despite failures in strategy and debts. There is no 

evidence that the newly-transferred organisational structure and decision-making 

mechanism assisted the company’s financial success. For OB and Lafarge Plasterboard 

Korea, the key resource brought by the acquirers was only finance to fund a further 

acquisition or capital investments. 

 

Not every event and outcome in the turbulent business environment of post-1997, of 

course, can be fitted into a neat pattern of positive outcomes, but variations are 

explicable. In order to take advantage of the target’s more advanced technological and 

production resources and capabilities, Fairchild relocated some of its production lines to 
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the target business, and made large capital investments given the presence of world’s 

leading electronics manufacturers and customers in Korea. However, they generated 

disappointing returns, because of ill-conceived planning and adverse market conditions. 

Moreover, the investments were executed at the wrong time, caused partly by slow 

decision-making under the new organisation and procedures. The acquired firm’s sales, 

operating profits, and profitability fell after acquisition. Fairchild failed to achieve 

effective transition management. Several factors contributed to its failure. First, the 

newly-transferred organisational structure and decision-making system slowed down the 

decision-making, which also frustrated some employees. Second, agitation among 

employees was magnified by some system integration failure (e.g. ERP system), 

restructuring, and relatively poor salary package. It lowered productivity, and increased 

labour turnover. Fairchild clearly failed to secure their local employees’ agency. Third, 

the company’s performance was vulnerable to changes in external conditions, such as 

the exchange rate and the economic cycle, given its dependency on exports and its 

demand being income elastic. The company, in fact, achieved some gains from cross-

border synergies, including cross-selling between regions, and substantial revenue was 

generated by Samsung’s purchase agreements. Yet these benefits were dissipated by 

Fairchild’s inability to manage effectively the retained resources and capabilities.  

 

Evonik was attracted to the presence of large local customers. It also wanted to use the 

acquired business as an Asian export platform, but the post-acquisition transformation 

was marginal, as in OB and Lafarge Plasterboard Korea. Technology transfers were not 

required, given the target’s comparable technological competitiveness, and capacity 

expansion was not required, either, as export and domestic markets were very 

competitive and grew only marginally. The transferred global best practices in IT, 

finance, risk management, and environment and social responsibility policy have not 

impacted upon the competitiveness of Evonik Carbon Black Korea. As it left many local 

systems and practices unchanged, including training systems and organisational 

structure, it could minimise employees’ adverse reaction. The target business started 

exporting to more countries through the acquirer’s global distribution network, a good 
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example of synergies. However, this ‘minor’ transformation of the acquired business 

was not adequate enough to defend its leadership position. The main rival, OCI, took the 

lead through domestic acquisition and aggressive marketing. It was more competitive 

than Evonik due to its ability to source raw materials at a lower price and relatively 

higher efficiency, resulting from its more modern production facilities.  

 

Given the lucrative elevator maintenance sector in Korea, Otis’ main objective was to 

maximise profits by focusing on this market. LG’s elevator business was an attractive 

target, as it had competitive advantage in the maintenance market, having installed the 

largest number of elevators in Korea. Otis expanded the maintenance unit, accordingly, 

and focused on enhancing the profitability of the acquired business through restructuring 

unprofitable operations and manufacturing more products at its factory in China. 

However, as Evonik did, it retained the key resources and capabilities of the acquired 

businesses, leaving local systems and practices largely unchanged. It transferred its 

global standards in safety, finance, and ethics, but their link to performance 

improvement is unclear. The benefits gained from cross-border synergies (e.g. sharing 

R&D capabilities) also had a limited impact. Unlike Evonik, however, Otis failed to 

secure local employees’ agency. The competitiveness of Otis Elevator Korea was 

undermined particularly by the new decision-making mechanism. Lacking local 

decision-making authority, decisions were made much more slowly, despite the need for 

swift defensive tactics in response to the strong challenge of competitors. Adding to the 

communication problem, this frustrated many employees. Furthermore, the acquirer’s 

over-emphasis on short-term profitability left Otis Elevator Korea unable to defend its 

leadership position against Hyundai’s aggressive low-pricing strategy.  

 

On the other hand, in order to integrate complementary competencies, Rockwell 

initiated the active exchange of best practices, resources, and capabilities. Having 

radically transformed the acquired business, Rockwell made every effort to minimise 

initial integration problems through training, so securing employees’ agency. As a result, 

the expected cross-border operational synergies were realised, leading to a large increase 
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in domestic sales and exports. It also benefited hugely from Samsung’s purchase 

agreements. Consequently, it expanded the production capacity of the acquired business. 

Yet Rockwell Automation Korea was not adequately transformed operationally, because 

the scale of the investment still left it far smaller in scale than its rival, the automation 

division of LS Industrial Systems. LS achieved greater profitability, reaping benefits 

from its bigger scale. It could also generate large domestic sales from its affiliates in the 

LG and LS Group.  
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Chart 9.1: The determinants of success in cross-border M&A in Korea 

 

Acquirer’s 

international 

acquisition expertise 

and integration strategy 

 Quality and potential of           

the target firm’s resources   

and capabilities 

 

External factors: host 

market competitive 

pressures, expansion    

opportunities, and 

macroeconomic 

conditions 

 

Acquirer’s 

motivations and 

strategy 

 

Level of local 

employees’ agency 

Quality of the acquirer’s         

resources and capabilities        

in relation to the target            

business 

 

Effective transformation of acquired firm 

(Competitiveness of the acquired firm) 

 

Success or failure of                                                                  

cross-border M&A in Korea                          

(Post-acquisition financial performance)  

Transition management: the acquirer’s 

strategic selection of resources and capabilities 

to be transferred to the target; localising 

transferred resources and capabilities; 

integrating them with target’s resources and 

capabilities; and developing all resources and 

capabilities further locally, if needed 
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Proposition 4. The quality of transition management rested on the acquirer’s strategic 

selection of resources and capabilities to be transferred to the target business, the 

localisation of transferred resources and capabilities, their integration with the target’s 

resources and capabilities, and their further development locally, if needed, and it was 

the key component that determined the managerial, organisational, and operational 

transformation of the acquired firm; the effective managerial, organisational, and 

operational transformation of the acquired firm was the main determinant of improved 

financial performance, which enabled the firm to outperform rivals even in a highly 

competitive market setting, while ineffectively transformed firms could not thrive in 

deteriorating market conditions; and outcomes varied, due to explicable internal and 

external factors, but this thesis questions the widely-held view that the impact of the 

mergers and acquisitions wave in Korea after 1997 has been consistently negative for 

the target firms. 

 

The four firms categorised as ‘high’ performers
8
 (see table 9.4 above) - Samsung Tesco, 

RSM, OB, and Lafarge Plasterboard Korea - achieved effective post-acquisition 

transformation, while the transformation of ‘low’ performers
9
 - Otis Elevator Korea, 

Evonik Carbon Black Korea, Rockwell Automation Korea, and Fairchild Korea - was 

ineffective, due mainly to the poor transition management, and the deteriorating market 

conditions played a part in some cases. For instance, both Otis Elevator Korea and 

Evonik Carbon Black Korea faced a strong challenge from main rivals, but the high 

degree of competition alone cannot explain the lost market shares. Rather, it was 

undeniably a factor, contributing to the relatively poor performance, but the overriding 

factor was the ineffective post-acquisition transition management, a factor internal to the 

firms, that made them fragile to such a challenge. The high performers have also 

operated in the highly competitive markets, yet the improved competitiveness, based on 

                                                           
8
 High performers include the businesses that improved sales revenue, market share, and profitability after acquisition 

(see section 9.4 above). 
9
 Low performers are characterised as the businesses that reported a fall in sales revenue and profitability after 

acquisition (e.g. Fairchild Korea), a rise in sales revenue with a fall in profitability (e.g. Rockwell Automation Korea) 

or, alternatively, a rise in sales revenue but a drop in the domestic market share (e.g. Otis Elevator Korea and Evonik 

Carbon Black Korea), meaning that their sales growth was lower than that of domestic rivals (see section 9.4 above). 



352 

 

the effective post-acquisition transition management, enabled them to outperform rivals.   

 

As well as seeing their financial performance fall, Otis Elevator Korea and Evonik 

Carbon Black Korea lost their leadership position in Korea. On the other hand, Samsung 

Tesco, RSM, OB, and Lafarge Plasterboard Korea (to a lesser extent), which had a 

follower position prior to the acquisitions, narrowed the market share gap by 

outperforming the market leader in terms of sales growth, despite facing a high degree 

of competitive pressures, thanks to effective transition management. Some case findings 

empirically support the points made by a group of commentators (e.g. Graham, 2003; 

Jwa, 2002; Kim, Y. Y., 2003; Yun, 2003; Yu, Y. J. et al., 2000) that the foreign 

investments improved the efficiency and profitability of acquired firms. The four high 

performers and one low performer, Evonik Carbon Black Korea, reported an increase in 

profitability. Amongst them, OB and Lafarge Plasterboard Korea outperformed the 

market leader in terms of profitability, whereas Evonik’s profitability rose, but it was 

significantly lower than the industry average. On the other hand, the profitability of 

three low performers, including Otis Elevator Korea, Rockwell Automation Korea, and 

Fairchild Korea, fell. Otis and Rockwell, in particular, reported relatively poor 

profitability, compared to the industry leader.   

 

Some case findings are in conflict with the widely-held view of the general public in 

Korea and many academics (Jeon et al., 2005; Jung, 2008; Interview, Kang, C. W., 10
th

 

May 2006; Lee, B. W., 2005; Interview, Lee, J. S., 1
st
 December 2005; Interview, Lee, S. 

O., 7
th

 December 2005; Interview, Park, J. J., 20
th

 September 2006) that the impact of 

the mergers and acquisitions wave after 1997 has been consistently negative for the 

companies acquired. Along with the four firms that became high performers as a result 

of foreign acquisition, three other findings also contradict the view that foreign 

acquisitions were consistently negative for the acquired business. First, in line with the 

argument made by many proponents of FDI and cross-border acquisitions (e.g. Kim, Y. 

Y., 2003; Mody, 2004; Mody & Negishi, 2001; Zhan & Ozawa, 2001), the cross-border 

M&As in the financial crisis era salvaged many ailing Korean firms that would 
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otherwise have gone bankrupt. It is manifest that SMI, Homeplus, OB, and Byucksan’s 

plasterboard business could not have survived the 1997 financial crisis on their own, and 

needed resources their owning chaebol did not possess at that juncture. Foreign 

investment enabled financially troubled, acquired businesses to gain access to sources of 

finance at a very low cost. In the crisis period, extremely high interest rates in Korea 

forced many businesses to go bankrupt. The foreign acquired businesses could borrow 

from external sources at a low interest rate, and reduced interest payments raised the 

profitability of the acquired firms. This is true for most foreign acquired firms in the 

crisis period regardless of the post-acquisition financial performance. Second, cross-

border acquisitions presented many acquired firms with an opportunity to prosper by 

becoming a part of a large multinational, specialising in the same type of business. A 

large number of the Korean firms sold to foreigners were regarded as a non-strategic 

unit by the selling chaebol, which included LG’s elevator business and carbon black 

business, Samsung’s controller division and power device business, and Dongbu’s 

plasterboard business. Had they remained under the ownership of chaebols, they would 

have suffered from a lack of investment, which would have limited the growth. 

Interbrew and Lafarge funded the acquisition or capacity expansion, which led the 

effective transition of OB and Lafarge Plasterboard Korea. Under a new foreign owner 

in the same business line, some of the acquired benefitted from cross-border synergies 

and greater economies of scale. As observed in the Samsung Tesco and RSM case, the 

foreign acquirers were global leaders with advanced technological and organisational 

resources and capabilities, and they were willing to transfer these in order to enhance the 

competitiveness of their acquired businesses. Moreover, during the process of transition 

management, the transferred resources and capabilities were localised to suit local 

market conditions, integrated with the target’s, and developed further, if necessary. As a 

result, Samsung Tesco and RSM achieved high quality transition management and 

emerged as a competitive firm with a capability to increase market share. To this end, 

this thesis argues that the cross-border M&As improved the competitiveness of some 

troubled firms. Lastly, although some acquired firms suffered from a fall in profitability 

(e.g. three low performers, including Otis Elevator Korea, Rockwell Automation Korea, 



354 

 

and Fairchild Korea), the profitability of many acquired businesses improved (e.g. the 

four high performers, including Samsung Tesco, RSM, OB, and Lafarge Plasterboard 

Korea, and one low performer, Evonik Carbon Black Korea, despite being much lower 

than industry average), which was a significant benefit by enhancing their financial 

viability but, more importantly, led to a needed greater strategic focus on profitability. 

As noted in chapter 2, the Korean businesses traditionally looked to expanding size, 

measured in sales revenue and market share, rather than profitability. The consequent 

over-investment, financed mainly by debts, raised the vulnerability of those firms to 

recession and external shock, such as the financial crisis. Therefore, this thesis argues 

that cross-border acquisitions increased the long-term viability of many acquired 

businesses that achieved higher profitability. As the case findings demonstrated, some 

acquired businesses benefitted from cross-border synergies, such as the co-development 

of new products, reducing operating costs. Others could improve profitability through 

terminating intra-group transactions in which they overpaid for goods and services 

supplied from other related subsidiaries of the same chaebol. The foreign acquirers 

emphasised the profitability, where the priority was to eliminate inefficiencies in order 

to increase profitability. Some acquired businesses underwent a strategic shift from 

expanding market size by marketing, in order to increase sales revenue in the long-term, 

to improving short-term profitability by reducing unnecessary marketing expenditure. In 

fact, the focus on profitability, rather than market share and sales volume, became a 

common practice in chaebols, too, since 1997, and their gearing went down significantly 

(Kang, 2006). However, inefficiencies caused by intra-group transaction remained 

(Money Today, 9
th

 November 2011), and we should not overlook the extent of the 

improved profitability achieved by some foreign acquired businesses. It is worth noting 

that hierarchical organisational structure and arbitrary decision-making by the owner-

chairman remained unchanged.    

 

As previous event and accounting studies in other country settings reported mixed 

conclusions (see chapter 3), the foreign acquired firms in Korea produced differing 

outcomes, measured by financial performance. This was, however, explainable with the 
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internal and external factors, suggested by this thesis. Internally, those acquired 

businesses that achieved the effective post-acquisition transformation, based on the high 

quality of transition management, reported improved financial performance, even in the 

deteriorating market conditions. On the other hand, those that posted worsened financial 

performance showed poor quality transition management. Having failed to improve 

competitiveness, they could not thrive in the deteriorating market conditions, such as 

intensifying competition. The empirical findings of cases, which reported the improved 

post-acquisition financial performance, lead us to question the widely-held, but 

groundless, view that the impact of cross-border mergers and acquisitions in the crisis 

period has been negative for the target firms. Supported by the empirical evidence, this 

thesis argues that the impact of foreign acquisitions was not consistently negative, but 

positive in many cases. Moreover, the cross-border acquisitions salvaged many 

financially troubled Korean firms that would otherwise have gone bankrupt, and 

reinforced them with resources and capabilities that helped to improve long-term 

financial performance. The profitability of some acquired businesses improved, securing 

the long-term viability. 

 

9.6. Chapter Summary and Final Conclusion 

 

The comparison and analysis of case evidences allow this thesis to disclose some unique 

and original findings with regard to the motivations of foreign investors for engaging in 

cross-border mergers and acquisitions in Korea, the calculations of those selling Korean 

firms, and the outcome for those acquired. This thesis finds that the foreign acquirers 

had strategic motivations, against the widely-held view that foreign acquirers were 

chiefly motivated by financial opportunism and ‘fire sales’. They were pulled by 

international expansion opportunities, and consequently, the Korean businesses with 

complementary resources and capabilities were the primary target. Moreover, they were 

willing to transfer more advanced resources and capabilities, and invest in the 

development of newly-integrated resources and capabilities. Undoubtedly, they made 

long-term strategic commitment in Korea, rather than seeking short-term capital gains. 
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Contrary to the widely-held view that chaebols reluctantly divested their fundamentally 

sound businesses, which only suffered from short-term liquidity problems, under the 

severe pressure from the Korean government, this thesis reveals that it is difficult to 

conclude that the divested businesses were fundamentally strong, and the majority of 

chaebols’ divestments were carried out under the indirect government pressure or free 

from the pressure. Many chaebols divested core businesses to avoid the group-wide 

bankruptcy. In other cases, the general government pressure was exerted on chaebols to 

bring in dollars through divestments, but, in most cases, the Korean government did not 

pressurise a chaebol to divest a particular affiliate. Rather, it pressed chaebols to speed 

up a needed restructuring progress. In addition, this thesis points to the importance of 

chaebols’ agency and success in achieving their own strategic intentions, necessitating 

the sale of assets. By divesting non-strategic assets, chaebols could secure funds for 

restructuring, and improve profitability.  

 

This thesis suggests that the success of mergers and acquisitions was ultimately 

determined by the contextual situations and the effective post-acquisition managerial, 

organisational, and operational transformation of the acquired firm. Transformation 

rested on the quality of transition management, the key concept of this thesis, whose 

nature and outcomes were affected by the interaction of six factors, including: the 

quality of the acquirer’s resources and capabilities in relation to the target business; the 

acquirer’s motivations and strategy; the quality and potential of the target firm’s 

resources and capabilities; external factors, such as host market competitive pressures, 

expansion opportunities, and macroeconomic conditions; the acquirer’s international 

acquisition expertise and integration strategy; and the level of local employees’ agency. 

The acquired businesses reported differing outcomes, measured by post-acquisition 

financial performance. The central reason for this variation was the quality of transition 

management. The high quality transition management led to the effective post-

acquisition managerial, organisational, and operational transformation, which enabled 

the acquired firm to achieve improved financial performance, even in the deteriorating 

market conditions. By contrast, the ineffective transformation, caused by the poor 
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transition management, rendered the acquired firm to become unable to defend itself 

from the deteriorating market conditions, such as intensifying competition.  

 

Based on the empirical evidence of improved post-acquisition financial performance 

observed in many cases, this thesis argues that the impact of foreign acquisitions was 

not consistently negative, but positive in many cases. This argument is also supported by 

empirical findings that the cross-border acquisitions salvaged many financially troubled 

Korean firms near or already in bankruptcy, and improved their competitiveness, as well 

as the long-term viability, through the effective post-acquisition transition management. 

Therefore, the groundless, widely-held belief that the impact of cross-border mergers 

and acquisitions in the crisis period has been consistently negative for the target firms is 

to be withdrawn. 

 

This thesis provides a fresh insight into the debates on the motivations and outcomes of 

cross-border mergers and acquisitions in Korea. Existing studies on this topic are limited 

in number, as well as depth of analysis. With regard to the occurrence of fire sales, the 

previous neoclassical versus fire sales FDI debates were inadequate to produce 

satisfactory conclusions. They failed to incorporate the contextual factors, such as new 

market opportunities in Korea, and the internal strategic calculations of gaining, 

transferring, and developing resources and capabilities. These factors arguably shaped 

the foreign acquirers’ motivations. This thesis is the first study, to date, that attempted to 

address this issue with the firm-level analyses based on the multiple case study 

approach, using qualitative interviews and quantitative accounting data. This thesis 

examined individual cases to assess their pre-acquisition fundamentals and to reveal 

acquirer’s real motive, which was reflected in its post-acquisition transition management 

of acquired business. The previous debates based on the established theories in the field 

of IB, strategy, and finance are inadequate to explain by themselves why some acquired 

businesses performed better than others. Therefore, developing further important 

insights from them, this thesis developed an integrated framework in which it seeks to 

establish from the examination of cases the link between the success or failure of the 
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acquisition, measured by financial performance, and the post-acquisition managerial, 

organisational, and operational transformation of the acquired firm, along with the 

contextual situations.  
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Appendix 1. Interview Questions 

 

 

Section A: Background/Details of the Deal and Interviewee Profile 

 

1. The following published records are to be verified: 

- When was the deal signed?  

- What was the type of the deal?
1
 

- What was the deal value? 

- Can you specify the main product lines and services and major markets 

(domestic or international) of your company? 

- How to check-out if the interviewee is unable to verify? 

 

2. Can you outline your career in the company, your current job title, and your 

current range of responsibilities?  

 

Section B: Motivation for Cross-Border M&As 

 

3. Which factors attracted the acquiring company to undertake the M&A? 

 

4. What were the major motivating factors that led the acquired firm to make the 

deal? 

 

5. Did the Korean government encourage the M&A deal, and, if so, in what way? 

 

Section C: Strategic, Organisational, and Operational Changes 

 

(a) Ownership and Corporate Objectives 

 

6. Is the acquired firm wholly controlled by the acquirer? If not, how would you 

describe the position? 

                                                 
1  Portfolio investment: less than 10%; Minority acquisition: 10-49%; Majority acquisition: 50-99%; Full 

acquisition: 100% 



 
 
 

360 

 

7. Did the acquisition alter the corporate objectives of the firm or its long-term 

strategic aims? 

 

(b) Finance 

 

8. What was the acquirer’s source of finance? 

         

9. Has there been new capital injection after the original M&A? If so, do you know 

how much? If not, is it because there was no need for essential investment? 

 

10. Has the acquirer taken dividends excessively, compared to the amount usually 

taken out prior to the acquisition? 

 

11. How much retained profits have been reinvested? 

 

12. What is the acquirer’s attitude towards investment? Is it geared to short-term 

gains? 

 

13. Has the acquirer divested or taken out cash? 

 

(c) Human Resources 

 

14. Were there any specialist or senior managers newly employed or transferred 

from the acquirer after the merger (both at the manager and management levels)? 

And was the size of recruitment or transfer large enough to meet the requirements?  

  

15. Have there been any major changes in promotion criteria, and staff training and 

education (e.g. the introduction of global best practice)? 

 

16. Were there any changes in the number of employees in your firm after the 

merger? If so, what was the purpose of the change (e.g. reorganisation of HR for 

leaner operation? Or downsizing only to reduce costs?)? 
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(d) Marketing / Technological Capabilities 

 

17. Was there any knowledge and technology transfer that improved operations after 

the merger (e.g. the introduction of global best practice)? Moreover, has the acquirer 

been active and effective in the transferring?  

 

18. Have there been changes or improvements in marketing and distribution locally 

and internationally (e.g. use of the acquirer’s global distribution networks to export)? 

 

(e) Organisational Structure and Decision-Making 

 

19. Did the acquisition or changes in organisational structure alter the nature of 

decision-making amongst senior executives? 

 

20. Has the existence of new owners and/or new organisational structure improved 

coordination (or cross-functional activity) within your firm? 

 

(f) Reaction of Employees to Changes 

 

21. What was the employees’ reaction to major changes introduced after the 

acquisition?  

 

22. In your personal opinion, do you believe the firm had a distinctive corporate 

culture before the acquisition? If so, has the existence of new owners changed the 

corporate culture? 

 

Section D: Financial Performance 

 

23. What is your market share both in the domestic and overseas market before and 

after the merger? 

 

24. Can I obtain your sales and operating/net profit figures of the past 10 years, if 

possible? What are the key external factors affecting your financial performance? 
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Appendix 2. The Protocol Questions 

 

 

1. Background of the deal and interviewee profile 

- The following information should be pre-researched from the secondary 

sources (including newspaper, magazine, company websites, published 

financial reports and preceding literature), and is to be verified by the 

interviewee 

 

a. Deal date 

b. Deal type (Minority acquisition: 10-49%; Majority acquisition: 50-99%; 

Full acquisition: 100%) 

c. Deal value 

d. Main products or services offered 

e. Major markets 

 

- Interviewee Profile: Career history, current job title, current 

responsibilities, and involvement in the deal-making process 

 

2. Motivation for cross-border M&A 

a. Motivations of three major parties: Target, acquirer, host government 

b. How competitive was the target firm before the acquisition, in relation to 

its competitors and the acquirer? Was the divestment due mainly to the 

financial crisis? Or was the target firm outplayed by rivals, lacking any 

key resources and capabilities? If so, what were those resources and 

capabilities? Did it, at least, have the potential to succeed? 

c. How competitive was the acquirer before the acquisition, in relation to 

the target firm? Was the acquirer more competitive than the target? Or 

was it seeking to gain key resources and capabilities through cross-border 

acquisition? 
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3. Strategic, organisational, and operational changes 

- The followings are to be found: 

(i) The international business strategy of the acquirer 

(ii) Post-acquisition integration strategy 

(iii) The quality of the acquirer’s resources and capabilities in relation to 

the target business 

(iv) The quality or potential of the target firm’s resources and 

capabilities 

(v) The quality of transition management: in the acquirer transferring 

and localising its resources and capabilities; in integrating the 

transferred resources and capabilities with the target’s; in 

developing all resources and capabilities, if required; and in 

sustaining the support of local managers during the process of 

change  

(vi) The nature of market conditions 

(vii) The ability of the acquired firm to fulfil strategic aims in Korea’s 

domestic market or in international markets 

 

a. Ownership: Has the acquirer increased ownership? If so, why? Who 

controls the company?  

b. Strategic direction and corporate objective: International business 

strategy 

c. Organisational structure and decision-making: Process and speed of 

decision-making, and quality of decisions made 

d. Investment: Capital investments and further acquisitions, divestments, 

dividends and other payments to acquirer 

e. Human resources: Expatriate and human resources transfers, headcount 

changes, training, promotion, and pay 

f. R&D and technology: R&D process, resources and capabilities, and 

technology transfers 

g. Marketing: Domestic and overseas marketing and distribution 

h. Operations: Operational knowledge and techniques 

i. Corporate culture 
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j. Reaction of target firm’s employees: Any resistance to change and 

effectiveness of post-acquisition integration strategy 

 

4. Performance 

- The changes in market share, sales and profits of the focal company in 

the last ten years should be pre-researched from the secondary sources, 

and is to be verified by the interviewee 

- Key external factors influencing financial performance 
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Appendix 3. Interviews 

 

 

Ahn Hee Man (2006) Executive Director, Express Group, Samsung Tesco, 8
th

 May. 

 

Baeck Young Chan (2011) Equity Research Analyst (OCI), Hyundai Securities, 8
th

 

December. 

 

Bum Soo Jin (2011) Equity Research Analyst (LS Industrial System), Samsung 

Securities, 8
th

 December. 

 

Choi Hee Keun (2011) Equity Research Analyst (Automobile Sector), Hyundai 

Securities, 1
st
 December. 

 

Choi Ja Hyung (2011) Assistant Manager, Purchasing Division (Body Trim Team),   

Renault Samsung Motors, 22
nd

 December. 

 

Choi Kyung Sun (2006) Team Leader, Strategic Planning Team, Samsung Tesco, 9
th 

May.  

 

Choi Sun Kyung (2006) Manager, Human Resources Division, Lafarge Plasterboard 

Korea, 15
th

 May. 

 

Eu Gene (2011) Equity Research Analyst (Brewery Sector), Hyundai Securities, 13
th

 

December. 

 

Han Kwang Jin (2005) Vice President, Finance & Administration, Evonik Carbon 

Black Korea, 9
th

 December. 

 

Hong Jae Young (2006) Director, Communications & Government Affairs Team, 

Otis Elevator Korea, 3
rd

 May. 
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Jang Gi Hoon (2010) Assistant Manager, Human Resources Division, Samsung 

Electronics, 25
th

 January. 

 

Jung Hong Tae (2011) Jinyang Jurye, President, 5
th

 December.  

 

Jung Kyung Hee (2011) Equity Research Analyst (OCI), Kiwoom Securities, 10
th

 

December. 

 

Kang Chan Wung (2006) General Manager, Corporate Planning Team, SK E&S, 

10
th

 May.  

 

Kang Dukhyun (2006) Managing Director, Rockwell Samsung Automation, 16
th

 

May. 

 

Kim Won Kyu (2006) Store Manager, Samsung Tesco, 6
th

 July. 

 

Kim Yong Chul (2011) Branch Manager, Oriental Brewery, 23
rd

 December. 

 

Kook Yoon Sung (2006) Team Leader, Corporate HR Management Team, Samsung 

Tesco, 17
th

 May. 

 

Kook Yoon Sung (2011) Executive Director, Homeplus Academy, Homeplus, 20
th

 

December. 

 

Kwak Tae Yoon (2011) Assistant Manager, Global Sales (North American Region), 

Hyundai Motors, 12
th

 December. 

 

Lee Hyun Hee (2011) Equity Research Analyst (IT sector), Hyundai Securities, 23
rd

 

December. 

 

Lee Hyun Soo (2011) Equity Research Analyst (Automobile Sector), Kiwoom 

Securities, 7
th

 December. 
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Lee Jae Yoon (2011) Equity Research Analyst (IT sector), Kiwoom Securities, 27
th

 

December. 

 

Lee Jee Seung (2005) Vice President, Corporate Strategic Planning & Coordination, 

LG Chemical, 6
th

 December. 

 

Lee Jung Soo (2005) Deputy Senior Manager, M&A Department, Woori Investment 

& Securities, 1
st
 December. 

 

Lee Kwon (2011) Senior Manager, Non-Memory Semiconductor Division, Samsung 

Electronics, 13
th

 December. 

 

Lee Kyung Hwa (2005) Manager, Human Resources Division, Renault Samsung 

Motors, 28
th

 November. 

 

Lee Min Chul (2011) Manager, Internal Audit & Security, Homeplus, 21
st
 December. 

 

Lee Sang Bong (2005) Workforce Manager, Human Resources Division, Renault 

Samsung Motors, 28
th

 November. 

 

Lee Sang Koo (2011) Equity Research Analyst (Retail Sector), Hyundai Securities, 

13
th

 December. 

 

Lee Sung Oh (2005) General Manager, Power & LNG Business Development Team, 

SK Corporation, 7
th

 December. 

 

Moon Hyouklae (2005) General Manager, Human Resources Team, Doosan 

Corporation, 25
th

 November. 

 

Nah Ki Sung (2005) Executive Director, Finance Division, Renault Samsung Motors, 

2
nd

 December. 

 

Nah Ki Sung (2011) Executive Director, Marketing & Communication, Renault 
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Samsung Motors, 23
rd

 December. 

 

Nam Ok Jin (2011) Equity Research Analyst (Retail Sector), Samsung Securities, 8
th

 

December. 

 

Oh Myung Suk (2005) Senior Manager, Marketing, GM Daewoo Motors, 2
nd

 

December. 

 

Park Jung Joo (2006) Branch Manager, Apgujeong-dong Branch, Standard Chartered 

First Bank Korea, 20
th

 September. 

 

Shim Hak Bo (2006) Manager, HR Development Team, Samsung Tesco, 17
th

 May. 

 

Shon Dong Young (2012) Assistant Manager, Supply Chain Management Team, 

Samsung Electronics, 3
rd

 January. 

 

Shon Yoon Kyung (2011) Equity Research Analyst (Retail Sector), Kiwoon 

Securities, 12
th

 December. 

 

Suk Young Rae (2011) Managing Director, LS Industrial System (Vietnam), 10
th

 

December. 

 

Woo Won Sung (2011) Equity Research Analyst (Brewery Sector), Kiwoom 

Securities, 10
th

 December. 

 

Yang Il Woo (2011) Equity Research Analyst (Brewery Sector), Samsung Securities, 

7
th

 December. 

 

Yeo Do Suk (2006) General Manager, Human Resources Team, Oriental Brewery, 

21
st
 September. 

 

Yoon Jong Kap (2006) Senior Manager, Korea Sales Controller & Korea Sales 

Finance, Fairchild Korea Semiconductor, 12
th

 May. 
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Yoon Jong Kap (2006) Manager, Finance Division, Samsung Motors Incorporated, 

12
th

 May. 

 

Yoon Pil Jung (2011) Equity Research Analyst (Automobile Sector), Samsung 

Securities, 7
th

 December. 

 

You Hee Soo (2011) Analyst, Product Quality Information, Samsung Electronics, 

10
th

 December. 
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