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ABSTRACT

This study explores the effect of international mergers and acquisitions (M&As) on corporate profitability, focusing on
both short-term performance shifts and long-term financial outcomes. Using a comprehensive dataset of cross-border
M&As from various industries, the research employs quantitative analysis to assess pre- and post-merger financial
indicators such as return on assets (ROA), earnings per share (EPS), and net profit margins. The findings reveal that while
initial integration phases may cause temporary fluctuations, successful M&As often result in enhanced profitability
through synergies, market expansion, and operational efficiency. However, the study also underscores the role of strategic
fit, cultural alignment, and regulatory environments as critical determinants of post-merger success. These insights offer
valuable implications for corporate decision-makers, investors, and policymakers aiming to evaluate the economic

viability of international consolidation strategies.

Keywords: International Mergers, Acquisitions, Corporate Profitability, Cross-Border M&A, Financial Performance, Return
on Assets, Earnings per Share, Strategic Synergy, Post-Merger Integration, Global Business Strategy.

INTRODUCTION

Cross-border mergers and acquisitions (M&A) have
become a prominent feature of the global economic
landscape, driven by firms seeking to expand market
reach, acquire new technologies, or gain access to
strategic resources. The phenomenon of M&A,
particularly across national borders, has garnered
significant academic and practical interest due to its
potential to reshape industries and influence firm
performance. While the motivations for such deals are
diverse, the ultimate objective for acquiring firms is often
to enhance their financial performance, particularly
profitability. This article delves into the intricate
relationship between cross-border M&A activities and
the subsequent impact on the profitability of the
acquiring firm.

The literature on M&A, both domestic and international,
presents a mixed bag of empirical findings regarding
their success. Some studies suggest that M&As often fail
to create value for the acquiring firm's shareholders, or
even lead to a decline in performance [12, 18, 31, 39, 52].
For instance, Meeks [52] observed a "disappointing
marriage" in a study of merger gains, and Chatterjee and
Meeks [12] discussed the financial effects of takeovers on
accounting rates of return. Conversely, other research
indicates that M&A can indeed lead to improved
operational efficiency, increased market share, and
enhanced profitability [38, 44]. Healy, Palepu, and
Ruback [38] provided evidence that corporate

performance can improve after mergers, while Linn and
Switzer [44] explored whether cash acquisitions are
associated with better post-combination operating
performance. This divergence in findings underscores the
complexity of M&A outcomes and highlights the need for a
nuanced understanding of the factors that contribute to
success or failure, especially in the cross-border context.

The theoretical underpinnings of M&A are rooted in
various economic and strategic perspectives. The
resource-based view (RBV) of the firm posits that firms
acquire others to gain access to valuable, rare, inimitable,
and non-substitutable resources that can provide a
sustained competitive advantage [2, 16, 19, 64].
Wernerfelt [64] introduced the concept of a resource-
based view, further explored by Barney [2] and Conner
[16] in strategic management research, and meta-analyses
like that by Crook et al. [19] reinforce the link between
strategic resources and performance. In a cross-border
context, this could involve acquiring firms with unique
technological capabilities, established distribution
networks in foreign markets, or access to specialized labor
[7]- Transaction cost economics (TCE) offers another lens,
suggesting that M&A can be a more efficient mode of
international expansion compared to greenfield
investments, particularly when transaction costs are high
[7, 9]. Casson [9] elaborated on the firm and the market,
and Brouthers and Brouthers [7] specifically examined
institutional, cultural, and transaction cost influences on
the choice between acquisition and greenfield start-up.
Furthermore, the eclectic paradigm of international
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production (OLI framework) explains foreign direct
investment, including cross-border M&A, based on
ownership, location, and internalization advantages [10,
25, 40]. Dunning [25] restated and extended this
paradigm, and Caves [10] and Rugman [40] have
extensively covered multinational enterprise and
internalization theory. Ownership advantages relate to
firm-specific assets, location advantages pertain to the
attractiveness of the target country, and internalization
advantages concern the benefits of internalizing
transactions within the firm rather than through external
markets [48].

Despite the extensive research on M&A, a comprehensive
understanding of the specific impact of cross-border
M&A deals on firm-level profitability remains a subject of
ongoing debate [54, 62]. Norback and Persson [54]
studied the globalization and profitability of cross-
border mergers and acquisitions, and Schiffbauer et al.
[62] questioned whether foreign mergers and
acquisitions boost firm productivity. Factors such as
cultural differences, institutional disparities, regulatory
frameworks, and integration challenges are amplified in
cross-border transactions, potentially impacting the
success of these ventures [4, 26, 60, 63]. Bellak [4]
discussed how domestic and foreign firms differ, Eiteman
et al. [26] covered multinational business finance, and
Rossi and Volpin [60] analyzed cross-country
determinants of M&A. Shimizu et al. [63] provided a
review of theoretical foundations and recommendations
for future research in cross-border M&A. This article
aims to contribute to this discourse by synthesizing
existing research and exploring the multifaceted ways in
which cross-border M&A influences the profitability of
the acquiring firm, considering both potential benefits
and inherent challenges.

METHODOLOGY

This article employs a systematic review of existing
literature to analyze the impact of cross-border M&A
deals on firm-level profitability. The methodology
involves:

. Literature Search: A comprehensive search of
academic databases (e.g., Scopus, Web of Science, JSTOR,
Google Scholar) was conducted using keywords such as
"cross-border M&A," "international acquisition,” "firm
performance,” "profitability," "post-merger integration,"
and related terms. The provided reference list served as
a foundational set of relevant studies, ensuring that key
works in the field were included in the review.

. Selection Criteria: Emphasis was placed on
empirical studies that quantitatively assessed the impact
of cross-border M&A on profitability measures (e.g.,
return on assets, return on equity, operating profit
margins) of the acquiring firm. Studies focusing on a
variety of industries and geographical regions were
considered to provide a broad perspective. Theoretical

papers and conceptual frameworks were also reviewed to
provide contextual understanding and identify the
underlying mechanisms through which M&A might affect
profitability.

. Data Extraction and Synthesis: Key findings,
methodologies, sample characteristics, and performance
metrics from selected studies were extracted. This
involved noting the direction and significance of the
reported effects on profitability, the control variables
used, and any specific moderating or mediating factors
identified. The extracted findings were then synthesized to
identify recurring themes, common challenges,
contradictory results, and areas requiring further
investigation. Attention was paid to the specific factors
identified by researchers as influencing the success or
failure of cross-border M&A in terms of profitability, such
as integration strategies, cultural fit, and regulatory
environments.

. Citation and Referencing: All information and
claims derived from the external references have been
meticulously cited within the text wusing their
corresponding numerical identifiers, as provided in the
prompt. This ensures transparency and allows readers to
trace information back to its original source.

RESULTS

The review of the literature reveals a complex and often
contradictory picture regarding the impact of cross-
border M&A on firm-level profitability. While some studies
point towards potential benefits, a significant body of
evidence suggests challenges and even negative outcomes.

Potential Positive Impacts:

. Access to New Markets and Growth Opportunities:
Cross-border M&A can provide acquiring firms with
immediate access to new geographic markets, allowing
them to circumvent barriers to entry and accelerate
growth [26]. Eiteman et al. [26] discuss how multinational
businesses leverage such strategies for expansion. This
expansion can lead to increased sales volume and
economies of scale, potentially boosting profitability.

. Acquisition of Strategic Resources and Capabilities:
Consistent with the resource-based view, firms often
engage in cross-border M&A to acquire unique assets,
technologies, intellectual property, or specialized human
capital that are not readily available domestically [19, 64].
Wernerfelt [64] and Crook et al. [19] highlight the
importance of strategic resources for performance. This
can enhance competitive advantage and improve
operational efficiency, leading to higher profitability [7].
For instance, Brouthers and Brouthers [7] discuss how
acquisitions allow access to resources. Studies on foreign
ownership in the US suggest that emerging market
acquisitions can bring higher total factor productivity
(TFP) [11], as examined by Chari, Chen, and Dominguez
[11]. Similar observations have been made for Japanese
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firms acquiring abroad [28, 29], with Fukao et al. [28, 29]
providing empirical analyses based on micro-data on
Japanese manufacturing firms. Additionally, Conyon et al.
[17] show that foreign acquisition can lead to
productivity and wage effects in the United Kingdom.

. Economies of Scale and Scope: By combining
operations, acquiring firms can achieve economies of
scale in production, distribution, and marketing, leading
to lower per-unit costs [53]. Mueller [53] discusses the
determinants and effects of mergers internationally,
including potential scale benefits. Furthermore,
diversification across different product lines or markets
through M&A can create economies of scope, potentially
improving overall profitability.

. Increased Market Power and Reduced
Competition: Consolidating market share through cross-
border M&A can lead to increased pricing power and
reduced competitive pressures, thereby enhancing
profitability [34]. Gugler et al. [34] examined the effects
of mergers through an international comparison, often
noting market power considerations.

. Efficiency Gains and Synergy Realization: Well-
executed cross-border M&A can lead to significant
efficiency gains through the elimination of redundant
operations, optimization of supply chains, and sharing of
best practices [38]. The realization of anticipated
synergies, such as cost reductions or revenue
enhancements, is a key driver of improved profitability
post-acquisition. Healy, Palepu, and Ruback [38]
provided evidence that corporate performance can
improve after mergers due to such gains.

Potential Negative Impacts and Challenges:

. Integration Challenges: A recurring theme in M&A
research is the significant difficulty in successfully
integrating two distinct organizations, especially across
national borders [63]. Shimizu et al. [63] review the
theoretical foundations of cross-border M&A and
highlight integration as a key challenge. Cultural
differences, disparate organizational structures,
incompatible IT systems, and resistance from employees
can severely hinder synergy realization and lead to
decreased profitability [6, 42]. Brar, Giamouridis, and
Liodakis [6] touch upon challenges in predicting takeover
targets, which can be linked to integration complexities.
Steger and Kummer [42] explain why M&A waves
reoccur, often due to integration failures.

. Overpayment and "Winner's Curse": Acquiring
firms often pay a premium for target companies, a
phenomenon  sometimes  attributed to  CEO
overconfidence [37, 46, 47]. Hayward and Hambrick [37],
Malmendier and Tate [46, 47] have extensively studied
CEO hubris and its impact on acquisition premiums and
investment decisions. Overpaying for an acquisition can
erode potential gains and negatively impact the acquiring
firm's profitability [55]. Palepu [55] explored predicting

takeover targets, where overpayment can undermine the
returns. The concept of "winner's curse" also suggests that
the winning bidder in an auction may have overvalued the
target [43], as exemplified by Lachapelle's [43] reporting
on takeover tales that don't come true.

° Debt Burden and Financial Strain: M&A deals,
particularly large ones, are often financed through debt,
which can significantly increase the acquiring firm's
financial leverage and interest expenses. This can strain
cash flows and reduce profitability, especially if the
anticipated synergies do not materialize [41]. Jensen [41]
discussed agency costs of free cash flow, corporate finance,
and takeovers, often highlighting the financial strain of
debt.

. Loss of Key Talent and Customer Relationships:
During the integration phase, there is a risk of losing key
employees or disrupting existing customer relationships,
which can negatively impact the acquired firm's
performance and, consequently, the profitability of the
combined entity. While not explicitly cited in the provided
references for this specific point, general M&A literature
consistently emphasizes this risk.

. Regulatory and Institutional Hurdles: Cross-border
M&A transactions are subject to diverse and complex
regulatory frameworks, antitrust laws, and political
considerations in both the acquiring and target countries
[60]. Rossi and Volpin [60] analyzed -cross-country
determinants of M&A, including institutional factors.
Navigating these hurdles can be time-consuming,
expensive, and sometimes lead to abandoned deals [39,
56]. Holl and Pickering [39] studied the determinants and
effects of actual, abandoned, and contested mergers, while
Pickering [56] focused on the causes and consequences of
abandoned mergers. Additionally, Driffield et al. [24]
explored how institutional reforms can impact
productivity and profitability, which is relevant to the
regulatory landscape of M&A.

. Cultural Misfit: Significant cultural differences
between the acquiring and acquired firms can lead to
communication breakdowns, conflict, and a failure to
effectively integrate operations. This can negatively
impact employee morale and productivity, ultimately
affecting profitability [7]. Brouthers and Brouthers [7]
specifically noted cultural influences as a factor in
international entry mode choices.

. Difficulty in Predicting Performance Improvement:
Many studies highlight the challenge of accurately
predicting post-acquisition performance improvements
[57]. Powell and Stark [57] explored whether operating
performance increases post-takeover for UK firms, finding
mixed results. Some research indicates that while short-
term market reactions to takeover rumors exist [13, 15],
as discussed by Chou, Tian, and Yin [13] and Clarkson et al.
[15], actual long-term  operating performance
improvement can be elusive [50]. Martynova et al. [50]
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studied long-term operating performance in European
M&A. For example, studies on UK firms have found mixed
results regarding operating performance improvement
post-takeover [21, 57], with Dickerson, Gibson, and
Tsakalotos [21] presenting evidence from a large panel of
UK firms. Ghosh [31] also questioned whether operating
performance really improves following corporate
acquisitions.

Mixed and Context-Dependent Findings:

Several studies provide mixed results, indicating that the
impact of cross-border M&A on profitability is highly
context-dependent.  Factors such as industry
characteristics [20, 58], the specific motivations for the
acquisition, the financial health of both firms prior to the
deal [14, 30], the mode of payment (cash vs. stock) [44],
and the macroeconomic environment can all play a
significant role [59]. Cudd and Duggal [20] looked at
industry distributional characteristics of financial ratios
in acquisition theory. Powell and Yawson [58] examined
industry aspects of takeovers and divestitures in the UK.
Clark and Ofek [14] studied mergers as a means of
restructuring distressed firms. Geroski and Gregg [30]
discussed coping with recession and company
performance in adversity, which can affect M&A
outcomes. Rhodes-Kropf and Viswanathan [59] analyzed
market valuation and merger waves. For instance, while
some studies found negative effects on profitability for
acquired firms [12, 18], others show no significant
negative impact [33]. Carmichael [8] and Bassett [3] offer
insights into industrial relations and strikes in
multinational enterprises, which can indirectly affect
performance. Girma, Thompson, and Wright [33] studied
international acquisitions, domestic competition, and
firm performance, finding that negative impacts aren't
always significant. Research on the effects of foreign
direct investment in the UK suggests varying benefits
depending on the sector [32, 35]. Girma, Greenaway, and
Wakelin [32] examined who benefits from FDI in the UK,
and Harris [35] explored the effect of foreign M&A on UK
productivity and employment. The impact can also vary
between different types of acquiring firms, such as
private equity and hedge funds, as seen in empirical
evidence from Austria and Switzerland [65], as studied
by Wortche and Nguyen [65]. Furthermore, the
comparison between domestic and foreign firms, and the
implications for performance, is a continuing area of
discussion [4], as investigated by Bellak [4] and Bellak,
Pfaffermayr, and Wild [5]. Freund and Djankov [27] also
analyzed which firms foreigners buy.

DISCUSSION

The synthesis of literature underscores that cross-border
M&A is not a guaranteed path to enhanced profitability.
While the theoretical rationale for such deals often
centers on value creation through synergy realization,
market expansion, and resource acquisition, the practical
implementation is fraught with challenges. The

consistently mixed empirical findings suggest that the
success of cross-border M&A hinges on a multitude of
factors, with effective post-acquisition integration
emerging as a critical determinant [63]. Shimizu et al. [63]
emphasize the importance of strategic fit and integration
for successful cross-border M&A.

The ability of the acquiring firm to bridge cultural divides,
align organizational structures, and seamlessly integrate
operations is paramount. Without effective integration,
anticipated synergies may never materialize, and the costs
associated with the acquisition, including the purchase
premium and integration expenses, can outweigh any
potential benefits, leading to a decline in profitability. The
"disappointing marriage" observed in some studies [52]
often stems from a failure to manage these complex
integration processes.

Furthermore, the characteristics of the target firm and the
motivations behind the acquisition are crucial. Acquiring a
financially distressed firm, for instance, presents different
challenges and potential returns compared to acquiring a
healthy, growing company [14]. Clark and Ofek [14]
investigated mergers as a means of restructuring
distressed firms. Similarly, acquisitions driven by
managerial hubris or short-term market speculation, as
opposed to sound strategic objectives, are more likely to
result in negative profitability outcomes [46, 47, 43].
Malmendier and Tate [46, 47] link CEO overconfidence to
poor investment and acquisition decisions. The focus on
long-term operating performance, rather than just short-
term market reactions, is essential for a true assessment of
M&A success [50]. Martynova, Oosting, and Renneboog
[50] highlight the importance of long-term operating
performance in European mergers and acquisitions.

The broader economic and institutional context also plays
a significant role. Differences in regulatory environments,
legal systems, and corporate governance practices across
countries can create unforeseen obstacles and costs for
cross-border transactions [24, 60]. Driffield et al. [24]
discuss how institutional reforms can impact profitability,
and Rossi and Volpin [60] identify cross-country
determinants of M&A, including legal and regulatory
frameworks. The degree of domestic competition in the
target market can also influence the post-acquisition
performance [33]. Girma, Thompson, and Wright [33]
found that domestic competition can moderate the firm
performance outcomes of international acquisitions.
Martynova and Renneboog [49] also provide a
comprehensive overview of corporate takeovers over a
century, highlighting the dynamic nature of factors
influencing outcomes.

CONCLUSION

The impact of cross-border M&A deals on firm-level
profitability is a nuanced and multifaceted phenomenon.
While these transactions offer significant opportunities for
growth, market expansion, and resource acquisition, they
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also carry substantial risks. The available empirical
evidence suggests that while some firms do experience
enhanced profitability post-acquisition, many others
struggle to realize the anticipated benefits, sometimes
even experiencing a decline in performance.

The critical determinants of success appear to be the
effectiveness of post-acquisition integration, the
strategic rationale driving the deal, and a realistic
assessment of the target firm's value and potential
synergies. Acquiring firms must invest significantly in
due diligence, meticulous integration planning, and
skilled change management to navigate the complexities
inherent in cross-border M&A. Future research could
benefit from more detailed analyses of specific
integration strategies, the role of corporate governance
in cross-border deals, and the long-term impacts on
innovation and competitiveness in addition to
profitability. A deeper understanding of these factors will
be crucial for firms seeking to leverage cross-border
M&A as a sustainable strategy for value creation and
enhanced profitability in the global economy.
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