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Indian M&A activity is declining in 

the credit crunch at rates faster than 
experienced in the dot com crash

India M&A  Activity in Dot Com and Financial Crashes

Note: The 2009 estimate is calculated by applying the decrease in transactions between Jan -Feb 2008 and Jan -Feb 2009 to the tota l number of transactions in 2008
Source :  Thomson Financial, Parthenon Analysis

Credit CrunchDot Com Crash
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32%

('01-'08)

CAGR

The credit crunch has also seen 
Indian firms decrease M&A activity 
abroad after six consecutive years 

of increases 

Indian M&A  Activity Abroad, 2001-2009E

Note: The 2009 estimate is calculated by applying the decrease in transactions between Jan -Feb 2008 and Jan -Feb 2009 to the tota l number of transactions in 2008
Source : Thomson Financial, Parthenon Analysis
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< The Opportunity in the West

<Why Indian Firms Should Do Deals in the 

Recession

<What it Takes to Succeed in M&A

Agenda
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<Real GDP 
Growth

<Unemployment 
Rate

<Corporate 
Earnings

<Level of interest 
rates

<Housing market crash
<Banking crisis
< Interbank lending freeze
<Debt markets dried up for M&A
<M&A activity declines before any 
declines in the ñrealò economy

The current downturn is being 
driven by a lack of confidence in the 

financial system, not by economic 
fundamentals 

M&A activity driven 
by economic 
fundamentals

M&A activity affected by lack of confidence 
in the financial system 

Traditional Drivers 
of M&A Activity 

The Credit Crunch
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LIBOR  3M (USD)
U.S.  Federal  Rate

Source:  European Central Bank, U.S. Federal Reserve, Global Insight

US Libor 3M over U.S. Federal Rate (TED Spread), Jan 1997 ïFeb 2009

Western interbank lending 
conditions have deteriorated
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A flight to security has driven 
down leveraged loan volume; 

deal makers now seek alternative 
financing options 

Source: Standard & Poorôs LCD

New Issue of U.S. Senior Debt 
Loans v M&A Average Contributed Equity, Q1 1997 ïQ4 2008
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During the dot com crash 
PE activity declined in line with 

corporate M&A activity; now it leads 
the downturn cycle
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Note: The 2009 estimate is calculated by applying the decrease in transactions between Jan -Feb 2008 and Jan -Feb 2009 to the tota l number of transactions in 2008
Source :  Thomson Financial, Parthenon Analysis

Credit 

Crunch

Dot Com Crash

- 35%
- 56%
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< The Opportunity in the West

<Why Indian Firms Should Do Deals in 

the Recession

<What it Takes to Succeed in M&A

Agenda
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M&A strategy fundamentals are as 
true in a recession as any other time

Additional 

Tests of 

Alignment / 

Judgment 

Calls:

Protects or Enhances Brand & Reputation

Passes the Test of ñBuild vs. Buy vs. Buy Elsewhereò

Is a Good Cultural Fit

Has Appropriate Net Present Value / Stock Price Impact / ROIC

3

Go or No-Go Decision

Acquire 
Customer 

Relationships

Acquire 
Critical 

Capabilities

Lower 
Costs

Avoid 
Future 
Threats

Acquire 
Value-Added 

Services

Potential 

Sources of 

Value from 

Acquisition:

2

1. Enhance Revenue Growth

2. Protect or Increase Margins

3. Earn Significant ROIC

4. Diversify Core Business Portfolio

Corporate 

Objectives:

1

4
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Companies struggle to grow and 
meet performance targets

% of U.S. Companies

(CY2007 Revenues >$500MM)
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Meet  Only
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43%

Meet  both

Revenue  and  

Income  Targets

 Criteria

11%

Earned  Back

Cost  of

 Capital

7%

Greg : note to self 
to call Jim Hsu to 

ask about this slide
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Recessions provide M&A 
opportunities at value pricesé

Average EBITDA Multiples For All LBOs, USA, 1997-2008

Note: Prior to 2003 Media, Telecom, Energy and utility Deals, were excluded. Now all outliers, regardless of the industry, ar e excluded.
Source : Standard & Poorôs LCD, Parthenon Analysis, Capital IQ
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2002 2009

éand we can predict which sectors 
will recover first
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éthis is seen in the normal 
sequence of recession and recovery
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Average Growth Rates for 3 Past Major Business Cycles 
Intervals Beginning in 1972Q1, 1978Q2, and 1988Q4

Note: Industrial production excludes computers and high tech equipment; Business Equipment includes software
Source:  Bureau of Economic Analysis; Global Insight
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GDP
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Value Created by M&A:
Downturn versus Upturn Transactions

Source: ñThe Return of the Strategist: Creating Value with M&A in Downturnsò, The Boston Consulting Group (2008)

ǧ= 
14.5%

Corporate mergers and acquisitions 
in recessions generate 

superior returns
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Average Cumulative IRR by Fund Vintage Year, US

Note: The 10 Year T -Bill Rate is the market yield on U.S. Treasury securities at 10 -year constant maturity, quoted on investment basis
Source : Thomson Financial, Federal Reserve Bureau

Gulf War Recession Dot Com Crash

The same is true for PE funds with 
vintage years during recessions vs. 

those with vintage 
years prior to recessions
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Growth in the commercial credit 
market in India has leveled off, but 
availability of credit has remained 

stable in recent months

Commercial Credit Outstanding in 
India in Real U.S. Dollars, 1997-2008

Note: Real 2009 Dollars; Includes bank investments in public/commercial paper
Source : Reserve Bank of India; U.S. Bureau of Labor Statistics; OANDA
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Indian monetary policy reflects a 
relatively stable debt market

Interest Rate And Cash Ratio
Development in India, 1997-2009

Source : Reserve Bank of India, Federal Reserve
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Indian firms also have relatively 
more cash on their balance sheets
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Source : Capital IQ

Cash and Equivalents as a 
Proportion  of Total Assets, 

Indian versus US and European Firms
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Indian companies have far less debt 
relative to their Western 

counterparts, suggesting capacity to 
add leverage for acquisitions
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Note: Average of all Indian companies with revenues >$500MM, and average of largest US and European companies with revenues > $50 0MM
Source : Capital IQ

Company Average Leverage, Total Debt to Equity



21

THE PARTHENON GROUP

< The Opportunity in the West

<Why Indian Firms Should Do Deals in the 

Recession

<What it Takes to Succeed in M&A

Agenda
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27%

Conventional wisdom says that 
most deals fail

Over 70% of financial managers report that their 
acquisitions do not recoup their cost of capital


