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Abstract: 
This paper explores the distribution of horizontal and vertical strategies of foreign 
direct investment (FDI) using data on cross-border acquisitions (CBAs). The dataset 
is at the firm level, contains detailed information about the industries in which 
acquirer and target operate, and has an almost universal coverage of all deals around 
the world since the early 1990s. Hence, the resulting pattern provides a global 
perspective on strategies of multinational integration both across countries and time. 
To disentangle different strategies, for each CBA deal, the horizontal relatedness, that 
is whether acquirer and target operate in the same industry, as well as the vertical 
relatedness, that is whether there is a connection through the supply chain, is 
established. Employing a classification based on these two dimensions 
(horizontal/vertical) has several advantages. First, the measure of vertical relatedness 
provides information about the relationship between acquirer and target through the 
supply chain and allows us also to distinguish between forward and backward 
integration. This is important since the concept of resource seeking FDI relates with 
backward integration as opposed to forward integration which may, arguably, be 
motivated with market seeking opportunities (e.g. establishing dealership networks). 
Secondly, a classification based on two dimensions allows to carve out a substantial 
amount of deals that do not fit into the horizontal and vertical models of multinational 
integration that are standard in the international economics literature. Most of these 
deals appear to be conglomerate in nature and are mainly driven by financial motives. 
In this paper, we focus on the US as the acquiring country which covers in excess of 
35,000 deals over the period 1990-2011. We also re-visit the factors that determine 
horizontal and vertical FDI though, in contrast to the earlier literature, we can directly 
observe the distinction between alternative strategies in a comprehensive manner. 
 
Keywords: FDI, Cross-Border Acquisitions, Multinational Firm 
JEL classification: F15, F21, F23, F33
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Disentangling Strategies of Multinational Integration 

 
1. Introduction 
 

Multinational enterprises (MNEs) are one of the most important organisations to 
process international trade, foster international technology transfer, or fund overseas 
investment and have, hence, been at the forefront of economic globalisation. It is 
therefore not surprising that a considerable amount of research has been devoted to 
uncovering the motives explaining the global pattern of foreign direct investment 
(FDI), through which multinational enterprises adapt their organisational structure by 
establishing an ownership control over affiliated plants abroad. Thereby, the 
international economics literature distinguishes typically between two strategies of 
multinational integration: horizontal and vertical FDI. The concept of horizontal FDI, 
which goes back to Markusen (1984), is thought to involve the desire to access 
foreign markets and should hence occur mainly across countries with similar relative 
factor endowments and large domestic economies. Since exporting provides an 
alternative strategy, trade costs will also matter when a firm pursues a horizontal 
strategy of multinational integration. Conversely, with vertical FDI, which has been 
formalised originally by Helpman (1984), firms break up the production process and 
are thought to outsource the relatively labour intensive stages of the supply chain to 
low wage countries. Vertical strategies should reflect international differences in 
factor costs and hence occur between counties with rather different factor 
endowments. Markusen (2002), in what has been termed the ‘knowledge capital’ 
model, provided a model unifying these alternative strategies of multinational 
integration in a single framework. 
 
Some attempts have been made to test whether the theoretical predictions associated 
with the different motives of horizontal and vertical strategies of multinational 
integration concur with the data employing, typically, gravity-model specifications. 
Since only the location choices, but not the motives can be observed when 
multinational firms invest directly abroad, early “tests” are akin to a ‘horse race’: 
alternative models are specified involving horizontal determinants such as market size 
and vertical determinants such as factor endowments/costs with the aim of assessing 
which model ‘wins’ in terms of best explaining the empirical distribution of FDI 
around the world. Carr et al. (2001) is an example of this approach; other papers in 
this vein include Blonigen et al. (2003), Braconier et al. (2005) among others. Much 
of this research suggested that horizontal strategies of FDI dominate.  
 
Alfaro and Charlton (2009) is an important recent contribution on assessing the 
patterns of FDI in the world economy in terms of trying to directly distinguishing 
between horizontal and vertical strategies of multinational integration. The 
classification is done by assigning affiliates to a measure of vertical relatedness 
underpinned by input:output tables which provides direct evidence whether the plants 
of a multinational enterprise are connected through the supply chain. The key 
observations from Alfaro and Charlton (2009) was that (a) vertical FDI is more 
important than commonly though, (b) a large part of this occurs between countries 
with similar factor endowments and (c) is largely intra-industry i.e. occurs within 
narrowly defined standard industry classification (SIC) codes. 
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This paper addresses the issue of alternative FDI strategies with the use of cross-
border acquisition (CBA) data. As with Alfaro and Chartlon (2009), we can directly 
assess whether a given acquisition is driven by horizontal or vertical motives. We also 
employ firm level data where the sample includes more than 35,000 firm level 
acquisition transactions by firms headquartered in the US. However, unlike Alfaro 
and Charlton (2009), which was based on cross-section data, our data come in form of 
a panel and reveal how the pattern of alternative strategies of multinational integration 
changes between 1990 and 2011. Furthermore, the fact that multinational enterprises 
often operate in several activities is also accounted for by uncovering the horizontal 
an vertical relationship across all pairs of industries reported by the merging firms.  
 
Observing the four-digit SIC codes of the target and acquiring firms, and matching 
these with the corresponding measure of vertical relatedness, enables us to define 
whether each of the deals can be classified as vertical or horizontal. However, we also 
highlight another feature that has received less attention. Specifically, many of the 
cross-border acquisitions we observe have been conglomerate in nature. This 
observation is not new from a finance perspective where diversification has featured 
in the analysis of domestic mergers and acquisitions. Often though, the corresponding 
classification is too simplistic with conglomerate deals merely interpreted as crossing 
an SIC code (see Erel et al., 2011). Yet, vertical acquisitions also cross industries, but 
activities are related through the supply chain. Since there is no obvious link to 
market-access or endowment seeking motives, conglomerate strategies do not sit well 
with the international economics literature that has mainly focused on industrial 
economics motives such as scale economies or the exploitation of comparative 
advantage to explain the success of multinational firms in the world economy. 
However, empirically conglomerate deals appear as an important feature of FDI.  
 
The paper is organised as follows. Section 2 outlines the method for distinguishing 
between different strategies of FDI based on a measure of vertical relatedness. We 
report some noteworthy empirical patters that emerge from this in Section 3 focussing 
on the industrial and geographic distribution of different strategies using a 
comprehensive sample of cross border acquisitions by the US from 1990-2011. In 
Section 4, we report the results from a panel count model on the underlying 
determinants of the different FDI strategies. Section 5 summarises and concludes. 
 

2. A Method to Identify Strategies of Multinational Integration 
 
Key to identifying the growth and distribution of different strategies of FDI is to 
develop a methodology uncovering the commercial relationship between the parent 
firm and the foreign subsidiary where an investment takes place. To obtain an 
overview of the different strategies, we have extracted all US cross-border mergers 
deals from Thomson Reuter’s SDC Platinum Database, which claims to provide an 
almost universal record of such deals since 1990. To account for the ownership 
motive, an acquisition is defined as the US firm ending up holding a controlling stake 
of at least 51 per cent in the foreign target firm. Such transactions can include funding 
from either within the host country or the US. Note that cross border acquisitions 
provide today by far the most important form how multinational firms expand their 
organisational structure abroad (see e.g. Di Giovanni, 2005 or Hijzen et al., 2008). 
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SDC Platinum reports the standard industry classification (SIC) codes of the acquiring 
and target firm, denoted here by, respectively, aSIC  and tSIC , which provides the 
basis to identify whether or not the merging firms are horizontally or vertically 
connected are regards the industries they operate in. In particular, in case 

ta SICSIC = , a deal occurs between firms sharing the same industry - a characteristic 
feature of horizontal integration were multinational enterprises replicate the 
production of goods and services in several countries. Yet, to delimit different 
industries, the SIC system offers more or less aggregate categories ranging from 
broadly defined sectors such as agriculture, mining, manufacturing, transportation, 
distribution, finance, and services at the one-digit level to a precise classification 
encompassing around 1'500 different economic activities when considering the four-
digit level. To get a detailed picture of the economic activities pursued by 
multinational enterprises, we follow Alfaro and Charleton (2009) and employ the 
relatively detailed four-digit value of SIC codes. Arguably, this avoids the 
misclassification of a substantial number of deals as horizontal where the merging 
firms operate in the same two-digit SIC, but are active in slightly different stages of 
the supply chain which can only be detected with a highly disaggregated industry 
classification. Alfaro and Charleton (2009) refer to the substantial amount of 
multinational integration along the supply chain that can only be unveiled at the four-
digit level as “intra-industry” (as opposed to “inter-industry”) vertical FDI. 
 
Even the most detailed industry classification remains uninformative about the 
potential for vertical motives of multinational integration. To see why, note that a 
scenario where an acquisition occurs across industries, that is ta SICSIC ≠ , does not 
automatically imply that firms are connected through the supply chain, since such a 
deal could also involve an acquirer and target that have, with respect to the industries 
in which they operate, nothing in common. To establish whether merging firms are 
indeed vertically integrated necessitates additional information on the upstream and 
downstream linkages across industries. For this, we draw on the research of Fan and 
Lang (2000) as well as Fan and Goyal (2006) who have established the vertical 
relatedness from several decades of commodity flows between around 500 private 
sector industries in the US. In particular, from input-output tables, they have 
calculated a so-called coefficient of vertical relatedness, denoted here by atV , in terms 
of the fraction the input industry a  contributes in added-value to the output of 
industry t . We match this coefficient of vertical relatedness with the four-digit SIC 
codes of the acquiring and target firm for each deal we extract from SDC Platinum. 
This methodology is similar to the one used in Alfaro and Charleton (2009) to classify 
the vertical relationship between plant level observations recorded in the WorldBase 
database as well as by Acemoglu et al. (2009) in addressing the factors that determine 
vertical integration. However, to classify our cross-border acquisition deals 
necessitates the specification of a threshold value, denoted by atV , above which 
industries would be deemed vertically related. Fan and Goyal (2005) consider a 
threshold of %Vat 1=  as well as a stricter benchmark of %Vat 5=  whilst Alfaro and 
Charleton (2009) and Acemoglu et al. (2009) use %Vat 5=  and %Vat 10=  to define 
vertical relatedness. For our baseline results, we will use a threshold of 5 per cent, but 
will vary this value to show how the distribution of different modes of FDI reacts. 
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Vertical relatedness can arise with upstream as well as downstream activities within 
the supply chain. In our baseline scenario, no distinction will be made between these 
cases in the sense that the maximum value determines atV . Nevertheless, the 
differences between forward and backward integration along the supply chain will 
also be considered. This might be important since the motives could differ between a 
case where a multinational firm buys a supplier to better control the input flow or a 
target firm opening the access to a retailing network to sell goods in a given country.   
 
Another issue in determining horizontal and vertical strategies is that the acquiring or 
target firms often operate in several industries. Within the present context, accounting 
for the possibility of multi-segment business activity is maybe important since 
multinational enterprises are often large and already highly-diversified. For example, 
Denis et al. (2002) note from their sample of more than 44,000 US corporations they 
observe over the 1984-1995 period that firms that increase global diversification are 
more likely to also increase their industrial diversification. In our sample, the 
acquiring firms are more diversified than the target firms in terms of reporting activity 
in, respectively, more than  three (4-digit) SIC codes and less than 2 (4-digit) SIC 
codes. Therefore, although the SDC database reports the primary SIC, we cannot be 
sure that, say, the absence of an overlap between these (primary) codes rules out a 
horizontal relationship, since an overlap could also occur in some of the additional 
activities of a diversified firm. To account for this, we search for a horizontal and 
vertical connections between all permutations of the up to 6 different SIC codes 
reported for each deal by SDC Platinum.1 
 
Taken together, as with Alfaro and Charlton (2009), comparing the industries as well 
as drawing on the vertical relatedness between the acquiring and target firm provides 
a direct way to identify the importance of alternative strategies of multinational 
integration. Again, the current approach is more comprehensive since, denoting the up 
to 6 industries of the acquiring firm with },,,,,{r 654321=  and the industries of the 
target firm with },,,,,{s 654321= , gives rise to up to 36 pairs to establish a horizontal, 
that is s

t
r
a SICSIC =  or vertical relationship, that is VV rs

at > . As summarised formally 
in Table 1, these pairs define the following four modes of multinational integration:  
 

(i.) Pure Horizontal, that is deals where the firms share at least one pair of the 
same four-digit SIC code, but are never vertically related;   

(ii.) Pure Vertical, that is deals where the acquirer and target operate in 
different industries, but share at least one pair of SIC codes exceeding the 
threshold value defining vertical relatedness;   

(iii.) Mixed, that is deals where the acquiring and target firm are both vertically 
and horizontally connected; and  

(iv.) Conglomerate, where, across all the 36 possible combinations of SIC 
codes, a deal involves firms that neither share the same industries nor are 
vertically-related.  

                                                 
1 Another possibility to avoid the pitfalls when multinational firms operate in several industries is to 
focus on cross-border acquisition deals where both the acquirer and target firm report only one SIC 
code. Obviously, such deals involving only single segment firms results in a dramatic reduction of the 
number of deals included in the sample. Nevertheless, as a robustness check, appendix A reports all the 
statistics and results reported in this paper for the subgroup with single segment firms. Contemplating 
this subgroup does not change the our conclusions.  
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Table 1: Definition of Horizontal and Vertical Cross-Border Acquisitions 
Strategy Horizontal Relatedness Vertical Relatedness 
Pure Horizontal ∃ r,s such that s

t
r
a SICSIC =  VV rs

at <  ∀ r,s 
Pure Vertical s

t
r
a SICSIC ≠  ∀ r,s ∃ r,s such that VV rs

at >  
Mixed ∃ r,s such that s

t
r
a SICSIC =  ∃ r,s such that VV rs

at >  
Conglomerate s

t
r
a SICSIC ≠  ∀ r,s VV rs

at <  ∀ r,s 
Notes: The establishment of horizontal relatedness rests on SIC codes at the four-digit level. In the 
baseline specification, the establishment of vertical relatedness draws on a threshold value V  of 5%. 
Alternative thresholds are 1% and 10%. 
 
As with every other classification system, the definitions of acquisition strategies of 
Table 1 are not unambiguous, but, as discussed above, depend e.g. on the adopted 
threshold value V  defining vertical relatedness. Furthermore, aside from the pure 
cases of horizontal and vertical deals, also a mixed category arises where it is not 
clear whether horizontal or vertical motives (or both) have driven the desire to acquire 
a foreign subsidiary. Since this mixed case is not clear cut, it does not lend itself to 
making a firm statement about the FDI strategy. Therefore, the following analyses 
will draw primarily on subgroups where a “pure” acquisition mode can be identified.  
 

3. Descriptive Overview  
 
This section endeavours to provide a descriptive overview of the 35’679 cross-border 
acquisitions deals by US multinational firms recorded in SDC Platinum during the 
1990 to 2011 period. Following the classification procedure outlined in section 2, the 
sample gives rise to several noteworthy “stylized facts” about the importance and 
distribution of different strategies of multinational integration. The overview of the 
data, as well as the following econometric analysis, focuses on the number rather than 
the value of the cross-border deals. This is because in more than half of the cases, the 
deal values has not been disclosed by the merging companies, so the coverage of 
number of deals is more complete. However, as shown in appendix B, the number of 
deals follows by and large the observed pattern of the value data and the econometric 
insights are also robust to specifying the dependent variable as a count or value2. 
 
Table 2 shows the breakdown of our sample across the different strategies. As regards 
the debate whether horizontal (Carr et al., 2001) or vertical (Alfaro and Charleton, 
2009) motives dominate when multinational firms integrate foreign affiliates, our 
sample suggests that this depends crucially on the adopted threshold V  to define 
vertical relatedness. In particular, with a relatively strict cut-off of 10 per cent, 
horizontal deals dominate whilst the opposite result arises when considering a lenient 
value of 1 per cent instead. This is maybe not surprising since the degree with which 
firms are connected through the supply chain is gradual and ranges, potentially, from 
a complete vertical integration up to a completely disconnected activities in which 
acquiring and target firms operate. Naturally, the classification is a function of the 
threshold value V . As discussed above, the 5 per cent threshold - the most widely 
used value in the literature - serves as benchmark but results reported as robustness 
check in appendix C and D draw on the 1 and 10 per cent thresholds.  

                                                 
2 See also Di Giovanni (2005) on this issue. 
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Table 2: Strategies of US Cross Border Acquisitions, 1990-2011 

Threshold Pure 
Horizontal 

Pure 
Vertical 

Mixed Conglomerate

1%  6% 31% 42% 21% 
5%  15% 13% 34% 38% 
10%  33% 5% 16% 46% 

Notes: See Section 2 for details on the classification. 
 
Regardless the criterion to define the different strategies, Table 2 shows that ‘pure’ 
horizontal and vertical deals account only for about one third of the total number of 
US CBAs. Cases dominate where a combination between horizontal motives can be 
found and conglomerate deals without any replication of activities or connection 
through the supply chain. In particular, even when using a lenient 1 per cent threshold 
to define vertical relatedness, about on fifth of the deals are still considered to be 
conglomerate with much higher proportions arising when using stricter cut-off levels. 
To our knowledge, the empirical literature on FDI has hitherto neglected the 
possibility that a large proportion of FDI could deviate from the pure horizontal and 
vertical model since, as discussed above, a direct measure of vertical relatedness is 
missing as in Carr et al. (2001) or the possibility of multi-segment activity is not 
accounted for as in Alfaro and Charleton (2009).  
 
With a 5 per cent threshold defining vertical relatedness, the geographical breakdown 
of CBAs by US multinational enterprises appears in column 1 of Table 3 reporting the 
top 15 destinations. Note that the market for corporate control is relatively 
concentrated with, as is evident from column 2, the 6 most important host countries 
accounting already for more than 50 per cent of all deals. Furthermore, most of the 
other US acquisitions involve other developed host countries though some large 
emerging markets such as China, India, Brazil and Mexico are also important. 
 

Table 3: Top 15 Host Countries (with 5% for V ) 
Country Deals % of 

Total 
Horizontal 

Deals 
%  Vertical 

Deals 
% 

 (1) (2) (3) (4) (5) (6) 
1. United Kingdom  5593 16 936 17 838 15 
2. Canada 5490 15 848 15 660 12 
3. Germany 2657 7 383 14 386 15 
4. France 1801 5 287 16 278 15 
5. Australia 1582 4 250 16 206 13 
6. China 1299 4 147 11 148 11 
7. India 1241 3 121 10 161 12 
8. Netherlands 919 3 120 13 155 17 
9. Brazil 911 3 132 14 130 14 
10. Italy 902 3 125 14 150 17 
11. Mexico 886 2 267 30 131 15 
12. Japan 814 2 83 10 121 15 
13. Spain 673 2 118 18 65 10 
14. Sweden 594 2 74 12 84 14 
15. Hong Kong 581 2 77 13 99 17 
… … … … … … … 
Total 35679 100 5336 15 4774 13 
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In sum, the following stylised fact about the overall distribution of the strategies 
arises: 
 
Stylised Fact 1: Over the 1990-2011 period, ‘pure horizontal and vertical deals 

account for only around one third of the total number of US cross 
border acquisitions. Mixed and conglomerate deals are relatively 
important. 

 
Figure 1 summarises the distribution of cross-border acquisitions by US 
multinationals across industries. In particular, the y-axis relates to the two-digit 
primary SIC code for the acquiring firm plotted against the two-digit primary SIC 
code for the target firm on the x-axis. The size of the marker is proportional to the 
number of CBAs relative to the total number. Intra-industry deals, that do not cross 
the two-digit SIC code between acquiring and target firm, are located on the main 
diagonal and are marked with boldface circles. Off-diagonal markers, with normal 
circles, indicate the importance of inter-industry deals occurring between broadly 
defined activities or even across sectors. The industries are arranged according to the 
value of the SIC code meaning that the primary sector - that is agriculture, mining, 
and construction - appears first followed by the manufacturing sector, transportation, 
wholesaling and retailing (distribution), financial services, and other services.  
 
A similar graph than Figure 1 appears in Alfaro and Charleton (2009, p.2111) though 
their sample encompasses only the manufacturing sector. Perhaps this provides an 
incomplete picture since, in our sample, a considerable proportion of cross-border 
acquisition deals involves firms outside manufacturing. An example for this are 
acquisitions by investment offices (SIC 67) in the finance sector. Business services 
(SIC 73), engineering and accounting firms (SIC 87), communication (SIC 48), and 
certain parts wholesaling (SIC 50-51) are also involved in the international market of 
corporate control. Note that with the exception of financial firms, most of these 
acquisitions follow the pattern of the manufacturing in terms of  being mainly intra-
industry deals. Conversely, relatively few deals occur in the primary sector, with 
particularly scant activity in agriculture (see also Herger et al. 2008), as well as 
transportation, and personal services such as hotels (SIC 79), health care (SIC 80), or 
legal (SIC 81) and educational (SIC 82) services.     
 
Stylized Fact 2: In terms of the industry composition of US FDI, marked differences 

arise in the degree with which different sectors and industries are 
involved in the international market for corporate control. Most US 
cross-border acquisitions over the period involve manufacturing and 
certain segments of the finance industry and services. Conversely, 
only scant cross-border acquisition activity arises with the primary 
sector, transportation, and personal services (tourism, heals, 
education, etc.). In general, intra-industry deals dominate.  

 
 
 



9 

 
Figure 1: Industrial Composition of US Cross Border Acquisitions, Total (35679 Deals) 
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Referring back to column 3 of Table 3, the number of pure horizontal CBAs by the 
US firms follows the general pattern by involving mainly other developed countries. 
Against the background of the theoretical literature, this is perhaps not surprising 
since horizontal FDI is primarily thought to be market-seeking and target host 
countries with similar factor endowments and large domestic markets. This has 
largely been confirmed by the data (see Carr et al., 2001). Moreover, as reported in 
column 4, the proportion of horizontal deals of the number attracted by a given host 
country is relatively stable around the 15 percent value that arises, according to Table 
2, for the total sample when the 5 percent threshold is used to define vertical 
relatedness. The only exception from this is Mexico, where almost one third of all 
deals appear to be driven by horizontal motives. Maybe, the geographical proximity to 
the United States strengthens the role of market access motives in Mexico.   
 
Figure 2 displays the industrial composition of deals classified according to the 
method of section 2 as ‘pure horizontal’ in the left panel and ‘pure vertical’ in the 
right panel. Focusing first on the former, intuitively, the bulk of ‘pure’ horizontal 
deals lies on the diagonal; that is they are intra-industry in terms of occurring between 
firms sharing the same two-digit primary SIC code. Within the manufacturing sector, 
deals within measurement and precision instruments (SIC 38) and the machinery (SIC 
35), electrical equipment (SIC 36), and chemical products (SIC 28) are important. 
Though the manufacturing sector accounts for a substantial share of horizontal 
acquisitions, this strategy is also pursued elsewhere. Substantial direct investment 
involve e.g. business services (SIC 73), engineering and accounting firms (SIC 87), 
durables wholesaling (SIC 50), or oil and gas extraction (SIC 13). Note that horizontal 
deals off the main diagonal can arise since the relationship could also involve business 
segments that are not the primary activity of an acquiring or target firm.3 However, 
within the current sample, this scenario is empirically rather unimportant. 
 
Stylized Fact 3: Horizontal acquisitions are overwhelmingly intra-industry and 

involve developed countries. Horizontal acquisitions are not only 
commonly found in manufacturing, but also in segments of services. 

 
Referring again back to Table 3, as shown in column 5, less consistent with 
conventional theories of vertical integration is that most such deals in our sample 
involve developed countries. While models such as that of Helpman (1984) or 
Markusen (2002) would suggest that vertical cross-border acquisitions should reflect 
the outcome of relative endowment differences, the data containing US deals indicates 
that many pure vertical transactions occur with target firms located in countries that 
are similar in terms of e.g. relative wage costs. This observation arose also in the 
sample of Alfaro and Charlton (2009). Furthermore, column 6 suggests that the 
proportion of pure vertical deals of the number a given country attracts is relatively 
stable around 15 per cent. According to endowment driven theories, this proportion 
should vary dramatically with countries such as Brazil, China, or India with relatively 
cheap labour attracting the bulk of deals driven by vertical motives of multinational 
integration. Column 6 of Table 3 does not support this prediction.  

                                                 
3 With the sample of appendix A containing only single segment firms, all horizontal cross-border 
acquisitions lie on the main diagonal.  
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Figure 2: Industrial Composition of Pure Horizontal and Vertical US Cross Border Acquisitions 
Horizontal Cross Border Acquisitions (5336 Deals) Vertical Cross Border Acquisitions (4774 Deals) 

 

 
 

 

 



12 

The right panel of Figure 2 shows the industrial composition of the deals classified as 
pure vertical according to the method of section 2 using again the 5 per cent threshold. 
Though the dots of the scatter plot are more dispersed when considering a scenario 
where a deal involves firms operating on different stages of the same supply chain, a 
substantial part of vertical cross-border acquisition still lies on the main diagonal and 
is hence intra-industry, that is the acquisition occurs between proximate stages of 
production within the same two-digit SIC code. This observation has first been made 
by Alfaro and Charleton (2009) by looking at the sample restricted to the 
manufacturing sector, which here includes substantial numbers of deals within 
chemical products (SIC 28) and electrical equipment (SIC 36), but arises also with 
some parts of the services sector (in particular business services, SIC 73). Conversely, 
intra-industry activity plays only a minor role in e.g. the distribution sector.  
 
Alfaro and Charleton (2009) have combined the observation that most vertical FDI 
involves developed countries, and so do not fit neatly into the relative endowment 
motivation, with the distinction between intra and inter-industry activity. In particular, 
it may be the case that inter-industry vertical deals still reflect differences in factor 
costs/endowment. Specifically, if a vertical transaction crosses the two-digit code, 
then it is likely that differences in factor intensity are substantial and provide the 
motive for taking over a foreign firm. Conversely, this might be much less the case 
when contemplating the class of intra-industry vertical deals involving closely related 
stages of the supply chain whose factor content might differ only slightly.  
 
Stylized Fact 4: A substantial proportion vertical CBAs is intra-industry, rather than 

inter-industry in nature i.e. most vertical CBAs are within the same 2 
digit SIC category. 

 
Maybe, another possibility to explain the surprisingly large fraction of vertical CBAs 
within developed countries is to refer back to the observation made in section 2 and 
distinguish between the differences of upstream and downstream linkages within the 
supply chain. In particular, since the present method to classify strategies of 
multinational integration employs a measure for vertical relatedness, it is possible to 
disentangle “forward” and “backward” vertical FDI. This distinction is not innocuous: 
Conventional theories of the multinational firm summarised in the ‘knowledge-
capital’ model (Markusen, 2002) connect the motives for vertical integration with 
endowment-seeking. Specifically, the desire to acquire a foreign plant is to fragment 
the production process to locate activities that make intensive use of a factor to 
countries that are well endowed with it. The outsourcing of basic, but labour intensive 
production stages to low wage countries, whilst retaining the more complex and 
skilled labour intensive aspects in the home country provides probably the most 
prominent example for such a strategy that might be referred as ‘backward-vertical 
FDI’. However, it may also be the case that FDI is vertical in nature, but involves 
downstream stages of the supply chain and partly reflect the desire to access markets. 
For example, in accessing another market, it may be important to set up a distribution 
network, which could be done by acquiring an existing wholesaling or retailing firm. 
Such a case of ‘forward-vertical FDI’ could be driven by market-seeking 
considerations. The distinction of vertical deals according to up- and downstream 
connections within the supply chain are presented in Figure 3 which reports the 
industrial composition, in terms of the relative importance of the number of deals, of 
backward and forward related CBAs in, respectively, the left and right panel. 



13 

 
Figure 3: Industrial Composition of Backward and Forward Vertical US Cross Border Acquisitions 

Backward Vertical CBAs (1282 Deals) Forward Vertical CBAs (1386 Deals) 
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For the sake of clarity, the deals reported in Figure 3 contain only cases where the 
threshold of 5 per cent defining vertical relatedness has been crossed for, respectively, 
upstream and downstream linkages across the supply chain. Conversely, when a deal 
involves a multi-business acquirer and target and there are combinations of SIC codes 
that give rise to a forward as well as backward vertical relatedness, the observation is 
excluded from the sample. This explains why the 1282 backward and 1389 forward 
related vertical deals of Figure 3 do not add up to the 4774 total vertical deals reported 
in the right panel of Figure 2.  
 
The left panel of Figure 3 suggests that backward-vertical CBAs reflect a pattern that 
seems to be compatible with an endowment seeking. In particular, deals involve 
mainly the manufacturing sector that, arguably, lends itself to fragment a production 
process and outsource stages of the supply chain to locations offering comparative 
advantages in terms of factor endowments or low labour costs. As indicated by the 
dominance of the filled circles, concurring with the results of Alfaro and Charleton 
(2009), most of this outsourcing occurs intra-industry, that is between proximate 
stages of the supply chain. Empirically, deals within chemical products (SIC 28), 
commercial machinery (SIC 35), and electrical equipment (SIC 36) are important.   
 
The industrial composition of forward-vertical CBAs of the right panel of Figure 3 
follows a different patter. Above all, a relatively larger proportion of deals are inter-
industry and linkages with downstream stages of the supply chain involve a larger 
proportion of outside the manufacturing sector. Particularly important are target firms 
in wholesaling (SIC 50,51) when it comes to the distribution sector as well as 
financial brokers (SIC 62) in the finance. Though it is intuitive that activities offering 
distribution networks to sell goods and services to downstream stages or final 
consumers dominate the class of deals categorized as forward vertical integration, it is 
maybe worth reiterating that this is likely to be driven by the market access 
considerations traditionally associated with a horizontal motive.  
 
Stylized Fact 5: Marked differences arise between the pattern of backward and 

forward-vertical CBAs. Backward vertical integration occurs 
predominantly in manufacturing by intra-industry deals. Forward 
vertical FDI involves relatively more non-manufacturing firms 
(wholesaling and financial brokers) as target and is predominantly 
inter-industry. 

 
As noted above, most of the international economics literature focuses on the 
distinction between horizontal and vertical motives for multinational integration 
whereas conglomerate strategies draw rarely attention. In contrast, the possibility of 
diversifying mergers and acquisitions has long been established in the finance and 
industrial economics literature (see Muller, 1969; Melicher and Rush, 1974;  Amihud 
and Lev, 1984; Matsusaka, 1996 among many others). Then again, as summarised in 
Table 1, the classification of diversifying acquisitions is not trivial and, for all 
permutations of the industries the acquirer and target operate in, necessitates 
information that (a) a deal occurs across industries (b.) that these industries are not 
connected through the supply chain. To the best of our knowledge, none of the 
empirical studies on conglomerate mergers and acquisitions control for all these 
features. Furthermore, most of studies restrict the attention to domestic mergers and 
acquisitions (Erel et al., 2011). 
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Using the method of section 2 with the 5 percent threshold, Figure 4 displays the 
industrial composition of the more than 13000 deals classified as conglomerate 
investment. In general, resulting pattern exhibits a substantial degree of dispersion 
across different sectors and industries. This is maybe not surprising when considering 
that the motive for conglomerate strategies of multinational integration is by 
definition not given by some form of commercial linkages within or across different 
industries. An obvious difference between the general pattern of Figure 1 and that of 
Figure 4 is that a relatively larger proportion of conglomerate deals involve the 
finance sector, and in particular the holdings and investment offices (SIC 67), as an 
acquirer.4 It is indeed plausible that acquisitions by finance firms often involve targets 
deemed to be undervalued and the acquisition is done to strengthen to restructure the 
target firm with to sell it with a profit. Note that such finance driven acquisitions do 
not necessarily draw on industrial synergies such as the exploitation of scale 
economies or the lowering of production cost when outsourcing states of the supply 
chain. Theories of finance driven acquisitions have been developed by Shleifer and 
Vishny (1993), Dong et al., (2006), Baker et al. (2009). The specific role of equity 
firms in mergers and acquisitions is discussed e.g. in Gimpe and Hussinger (2007) 
 
Figure 4: Industrial Composition of Conglomerate US CBAs (13644 Deals) 
 

 
 
The degree with which the different strategies of multinational integration contributed 
to the overall growth of the number US cross border acquisitions over the period 
1990-2011 (using the 5 per cent threshold) is depicted in the left panel of Figure 5. 
                                                 
4 The importance of the finance sector in conglomerate deals is even larger when contemplating the 
deal values in appendix B.  
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There are two well-known features arising from this which concur with the time series 
features of cross-border acquisitions (see e.g. Di Giovanni, 2005): (a) the international 
market for corporate control has grown over the last two decades; (b) cross-border 
acquisitions have followed a marked wave-like pattern that follows by and large the 
upsurges and downturns at the international financial markets. Rhodes-Kropf and 
Viswanathan (2004) and Rhodes-Kropf et al. (2005) explain these upsurges in the 
market for corporate control with the dramatic valuation effects arising due to stock 
market booms and crashes.  
 
 

Figure 5: US Domestic and Cross Border Acquisitions 1990-2011 
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What is perhaps of more direct interest within the present context is the composition 
of cross-border acquisitions over time. In contrast to Alfaro and Charleton (2009), our 
dataset comes in form of a panel which permits us to follow the importance of 
different strategies of multinational integration across time. As shown in the left panel 
of figure 5, horizontal and vertical strategies have reflected the wave like patter, but 
over the time period, their share of all deals has remained relatively constant. 
Conversely, the conglomerate component seems to drive a substantial part of the 
wave-like fluctuations. Note also that the dip following the global financial crises 
after 2008 appears to be principally due to the reduction in conglomerate investment. 
 
Stylized Fact 6: Conglomerate strategies underpin a substantial proportion of CBAs 

with the finance sector firms accounting for a disproportionately 
large share of acquirers in deals.. Much of the wave-like fluctuations 
in the international market for corporate control since the 1990s has 
reflected the variation in conglomerate investment. 

 
The finance literature on mergers and acquisitions tends to focus on domestic 
transactions. However, from a global perspective, cross border acquisitions have 
accounted for around 30-45 per cent of total merger activity since the late 1990s (Erel 
et al., 2012). Comparing domestic with cross-border deals for the US suggests that the 
latter accounted for between 10-25 per cent of total acquisition activity, the relatively 
smaller proportion for the US case likely reflecting the size of the US market. The 
right panel of Figure 5 highlights the US domestic merger and acquisitions activity 
that again follows the wave-like behaviour. 
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What is also of interest from the above comparison are the differences in composition 
between domestic and cross-border deals. With 25 per cent, horizontal acquisitions 
account for a greater share of merger activity in the domestic market compared with 
the 15 per cent in the international market for corporate control. Conversely, with 14 
per cent, pure vertical acquisitions slightly more common in cross-border than in 
domestic deals, where they represent 10 per cent of the sample. Apparently, despite 
the uncertainty arising e.g. from currency fluctuations when acquiring subsidiaries 
abroad, foreign host countries appear to provide substantial opportunities for 
outsourcing stages of the supply chain. A similar pattern arises for conglomerate deals 
that feature more prominently, with 38 per cent, as a share of total activity in cross-
border activities than the 34 per cent of the domestic market. ). The fact that the 
revenues of different plants of a multinational firm accrue in different currencies 
might be important in this context. In particular, Froot and Stein (1991) suggest that 
firms headquartered in a country with an appreciating currency, benefit from a relative 
wealth effect reducing the relative price of acquiring foreign target firms. Again, this 
motive for foreign acquisitions is finance driven and would not necessarily involve 
and industrial component characterising horizontal and vertical FDI. Taken together, 
these differences suggest that, taking the market for corporate control as a whole, 
there are additional factors to be taken into account when addressing international as 
opposed to domestic acquisition activity (Erel et al., 2012) 
 
Stylized Fact 7: There is a strong ‘home market’ effect in the market for corporate 

control. Based on US data, cross-border acquisitions are relatively 
small compared with domestic acquisitions. The composition also 
differs: horizontal acquisitions are relatively more important in the 
domestic market than internationally whilst vertical and 
conglomerate deals are relatively less important. 

 
 

4. Econometric Analysis  
 

TBC 
 

5. Summary and Conclusion 
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Appendix A: Single Industry Firms (5459 Deals) 
 

Table 2A: Strategies of US Cross Border Acquisitions, 1990-2011 
Threshold ‘Pure’ 

Horizontal 
‘Pure’ 

Vertical 
Mixed Conglomerate

1%  10% 27% 28% 35% 
5%  18% 8% 20% 54% 
10%  30% 3% 7% 60% 

Notes: See Section 2 for details on the classification. 
 

Table 3A: Top 15 Host Countries (with 5% for V ) 
Country Deals % of 

Total 
Horizontal 

Deals 
%  Vertical 

Deals 
% 

 (1) (2) (3) (4) (5) (6) 
1. Canada 899 16 153 17 55 6 
2. United Kingdom 823 15 117 14 86 10 
3. Germany 386 7 56 15 31 8 
4. France 273 5 48 18 20 7 
5. Australia 254 5 56 22 27 11 
6. China 174 3 24 14 6 3 
7. India 143 3 24 17 4 3 
8. Italy 153 3 23 15 22 14 
9. Japan 148 3 14 9 22 15 
10. Brazil 120 2 22 18 13 11 
11. Mexico 117 2 21 18 11 9 
12. Spain 111 2 20 18 5 5 
13. Netherlands 109 2 19 17 11 10 
14. Sweden 99 2 22 22 10 10 
15. Hong Kong 66 1 18 27 4 6 
… … … … … … … 
Total 5459 100 975 18 435 8 
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Figure 1A: Industrial Composition of US Cross Border Acquisitions, Total (5459 Deals) 

 
 
 
 

Figure 2A: Industrial Composition of Pure Horizontal and Vertical US Cross Border Acquisitions 
Horizontal CBAs (975 Deals) Vertical CBAs (435 Deals) 
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Figure 4A: Industrial Composition of  Conglomerate US CBAs (2973 Deals) 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



23 

Appendix B: Deal Values  
 

Table 2B: Strategies of US Cross Border Acquisitions, 1990-2011 
Threshold ‘Pure’ 

Horizontal 
‘Pure’ 

Vertical 
Mixed ‘Pure’ 

Conglomerate
1%  5% 32% % % 
5%  13% 13% % % 
10%  29% 5% % % 

Notes: See Section 2 for details on the classification. 
 
 
 
 
 
 
 
 

Table 3B: Top 15 Host Countries (with 5% for V ) 
Country Value % of 

Total 
Horizontal 

Deals 
%  Vertical 

Deals 
% 

 (1) (2) (3) (4) (5) (6) 
1. United Kingdom 212 19 30 14 27 13 
2. Canada 134 12 21 16 13 10 
3. Germany 75 7 6 8 10 13 
4. France 65 6 10 15 8 12 
5. Australia 46 4 5 11 7 15 
6. Netherlands 36 3 8 22 5 14 
7. Japan 34 3 2 6 4 12 
8. Italy 31 3 2 6 6 19 
9. Brazil 30 3 6 20 3 10 
10. China 28 3 2 7 2 7 
11. Mexico 27 2 6 22 2 7 
12. India 26 2 1 4 3 12 
13. Sweden 22 2 1 5 5 23 
14. Israel 22 2 0.5 2 4 18 
15. Spain 20 2 1 5 0.5 3 
… … … … … … … 
Total 1112 100 144 18 139 8 
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Figure 1B: Industrial Composition of US Cross Border Acquisitions, Total (35679 Deals) 

 
 
 

Figure 2B: Industrial Composition of Pure Horizontal and Vertical US Cross Border Acquisitions 
Horizontal CBAs (5336 Deals) Vertical CBAs (4774 Deals) 
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Figure 2B: Industrial Composition of Forward and Backward Vertical US CBAs 

Backward  (1282 Deals) Forward Vertical  (1386 Deals) 

 
 
 
 
Figure 4B: Industrial Composition of  Conglomerate US CBAs (13644 Deals) 
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Appendix C: 1 Percent Threshold to define Vertical Relatedness 
 

Table 3C: Top 15 Host Countries (with 5% for V ) 
Country Value % of 

Total 
Horizontal 

Deals 
%  Vertical 

Deals 
% 

 (1) (2) (3) (4) (5) (6) 
1. United Kingdom  5593 16 345 6 1812 32 
2. Canada 5490 15 323 6 1540 28 
3. Germany 2657 7 110 4 843 32 
4. France 1801 5 92 5 580 32 
5. Australia 1582 4 82 5 452 29 
6. China 1299 4 55 4 397 31 
7. India 1241 3 49 4 541 44 
8. Netherlands 919 3 37 4 319 35 
9. Brazil 911 3 48 5 302 33 
10. Italy 902 3 29 3 292 32 
11. Mexico 886 2 71 8 239 27 
12. Japan 814 2 33 4 283 35 
13. Spain 673 2 51 8 207 31 
14. Sweden 594 2 32 5 206 35 
15. Hong Kong 581 2 33 6 203 35 
… … … … … … … 
Total 35679 100 1995 6 10957 31 
 
 
 

Figure 2C: Industrial Composition of Pure Horizontal and Vertical US Cross Border Acquisitions 
Horizontal CBAs (1995 Deals) Vertical CBAs (10957 Deals) 
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Figure 3C: Industrial Composition of Forward and Backward Vertical US CBAs 
Backward  (2875 Deals) Forward Vertical  (3517 Deals) 

  

 
 
 
Figure 4C: Industrial Composition of  Conglomerate US CBAs (7383 Deals) 
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Appendix D: 10 Percent Threshold to define Vertical Relatedness 
 

Table 3C: Top 15 Host Countries (with 5% for V ) 
Country Value % of 

Total 
Horizontal 

Deals 
%  Vertical 

Deals 
% 

 (1) (2) (3) (4) (5) (6) 
1. United Kingdom  5593 16 2076 37 297 5 
2. Canada 5490 15 1854 34 240 4 
3. Germany 2657 7 892 34 130 5 
4. France 1801 5 640 36 204 11 
5. Australia 1582 4 540 34 64 4 
6. China 1299 4 354 28 40 3 
7. India 1241 3 317 26 68 5 
8. Netherlands 919 3 323 35 45 5 
9. Brazil 911 3 140 15 66 7 
10. Italy 902 3 281 32 63 7 
11. Mexico 886 2 311 35 72 8 
12. Japan 814 2 212 26 48 6 
13. Spain 673 2 203 30 27 4 
14. Sweden 594 2 220 37 23 4 
15. Hong Kong 581 2 192 33 37 6 
… … … … … … … 
Total 35679 100 11764 33 1830 5 
 
 
 

Figure 2C: Industrial Composition of Pure Horizontal and Vertical US Cross Border Acquisitions 
Horizontal CBAs (11764 Deals) Vertical CBAs (1830 Deals) 
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Figure 3C: Industrial Composition of Forward and Backward Vertical US CBAs 

Backward  (707 Deals) Forward Vertical  (692 Deals) 

 

 
 
 
Figure 4C: Industrial Composition of  Conglomerate US CBAs (16587 Deals) 

 
 
 


