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Abstract

This paper analyses mergers and
acquisitions (M&A) and corporate
finance activity in the Manchester City
Region (MCR) over the last decade.
This activity is tracked by volume
(number of deals per quarter) and value
(total consideration of deals per quarter)
in order to focus on: (1) how this activity
serves as a barometer of the strength
and confidence of the city’s business
community; and (2) the levels of debt
and equity funding provided to MCR
firms.  The paper looks at trends in
terms of the sources of finance used
to fund deals and the sectoral
composition of the bidders and targets
involved in the deals. Comparisons
with other UK provincial city regions
are provided for context and
benchmarking. The paper then draws-
out policy conclusions from the
research, in terms of how trends in
M&A activity might have implications
for investment strategies and ensuring
a healthy and dynamic business
community in the MCR.
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Executive
Summary
In the early part of the 2000’s, strong
economic growth in the Manchester
City Region and much of the rest of
the country spurred a boom in
corporate finance activity and private
sector deal making. Confidence was
high and access to equity and debt
was easy. Domestic and international
investors sought new growth
opportunities to invest in the MCR, and
local businesses were keen to raise
capital to grow and diversify. Whilst
these levels of M&A and corporate
finance activity did not last – with the
financial crisis of 2008/09 leading to a
rapid fall in both business confidence
and access to lending – analysis of this
activity over the course of the decade
provides some useful insights.

In terms of levels of investment and investor confidence,

the story for the MCR is broadly a positive one – with

MCR having experienced consistently higher levels of

M&A activity than comparator UK provincial city regions

(Leeds, Birmingham, Bristol and Glasgow) over the

last decade – suggesting high and growing levels of

investor confidence in MCR firms and a business base

that was keen to raise equity and finance to invest and

expand. Whilst the financial crisis of 2008/09 led to

rapid decline in such activity, it appears that investment

and business confidence in the MCR has begun to

grow at a comparatively strong rate over the last year.

This bodes well in terms of the strength of the local

business base and its ability to expand and drive

growth once confidence and liquidity return.

Analysis of the source of deal activity (by bidder

location) also provides some interesting results. On a

domestic level, it suggests that the majority of bidders

originate locally (in the MCR). However, a large amount

of deal activity has also stemmed from London and

the South East – again, a reflection of the growing

strength of MCR’s private sector business base.

Internationally, the data illustrates how important Europe

and the USA in particular have been in terms of cross-

border M&A into the MCR, with 44%of cross-border

deals originating from Europe and a further 39% from

the USA. Despite rapid growth in emerging economies

over the last decade, investment from these countries

comprises a small proportion of deals to the MCR.  It

is therefore clear that policy must continue to prioritise

support and encourage investment from Europe and

the USA, despite the fact that the emerging economies

(and particularly the BRIC countries of Brazil, Russia,

India and China) will undoubtedly be an increasingly

important source of such investment in the future.



In terms of the sectoral composition of deal activity

(by bidder and target sector), the data shows that there

has been significant growth in investment involving

businesses in Creative and the Financial and Services

sectors over the last decade, with a corresponding

decline in Engineering and Manufacturing deals – very

much reflecting the structural changes that have

continued to occur in the MCR economy. Here it is

clear that policy must continue to support the growth

of these key sectors. This doesn’t mean that the public

sector should get involved in ‘picking winners’ or

creating growth artificially, but instead that policy

should acknowledge the private-sector driven

investment that has occurred in these sectors over

the last decade, and make sure it is supportive of

future growth.

On a less positive note for the MCR, it appears that

more of the deal activity that has occurred in the MCR

has relied solely upon bank debt funding than has

been the case in comparator city regions. This would

echo findings from the Manchester Independent

Economic Review (MIER) and is a concern as it means

that, irrespective of investor demand or private sector

confidence, the MCR may be disproportionately

affected by the lack of availability of such debt funding

in the current economic climate.  Where possible

therefore, policy must seek to increase liquidity in

lending markets and perhaps consider alternative

models of funding for M&A and corporate finance

deals, in the recognition that levels of debt and bank

lending are likely to be significantly reduced for some

time to come, potentially constraining investment and

growth in the local business base.
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On a domestic level, it
suggests that the majority
of bidders originate locally
(in the MCR). However, a
large amount of deal
activity has also stemmed
from London and the
South East – again, a
reflection of the growing
strength of MCR’s private
sector business base.



Introduction

Mergers and Acquisitions activity:
Manchester City Region in Focus

Alex Cole
November 2010



The main focus of this paper is to
provide an analysis of mergers and
acquisitions (M&A) and corporate
finance activity in the Manchester City
Region (MCR) over the last decade.
The paper provides an overview of this
activity in terms of the:

• volume and value of such activity,
over time  1;

• location of bidders;

• sources of funding – broken down
into cash, bank debt and venture
capital – for the deal; and

• sectoral analysis of deal activity – in
terms of the sectoral composition of
both bidders and the targets.

M&A deals are analysed in terms of the MCR ‘target’

firms involved in these deals; that is, the MCR companies

that are the target of acquisitive deals, those that are

starting new businesses, or the firms based in MCR

that are seeking equity or debt funding.

The paper analyses the trends and characteristics

of such deals, with a focus on how they serve as a

barometer for the health and confidence of the local

business base, as well as an indicator of the provision

of inward investment, equity and debt funding to

local firms.

Policy conclusions are drawn from this analysis, in terms

of how trends in M&A activity might have implications

for investment strategies and ensuring a healthy and

dynamic business community in the MCR.  The paper

benchmarks this analysis against other UK provincial

city regions of Bristol, Birmingham, Leeds and Glasgow.

Additionally, the paper includes a Case Study section,

which provides a more detailed look at selected deals

from the MCR in 2009.

Due to the significant amount of data collated in the

production of this report, it will not be possible to report

the vast majority of the raw data here. Although the

paper itself does contain a significant amount of data,

it is the analysis and implications of this data with which

this main part of the report is concerned.

Data and definitions

It is important to outline from the outset that the scope

of the analysis is wider than simply a study of mergers

and acquisitions.  Indeed, this paper focuses on M&A

as well as other corporate finance activity that provides

equity value, with the deal types covered being:

• Acquisitions and minority stakes

• Mergers

• Reverse takeovers

• Development capital

• Employee buy-in/buy-out

• Investor buy-in/buy-out

• Leveraged buy-out

• Management buy-in/buy-out

• Public to private

• Start-ups

• Flotations and rights issues

Mergers and Acquisitions Activity: Manchester City Region in Focus | 09

1 At the time of writing, it has only been possible to provide data up to Q2 2010 data for the
volume and value analysis.
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The paper benchmarks
this analysis against other
UK provincial city regions
of Bristol, Birmingham,
Leeds and Glasgow.
Additionally, the paper
includes a Case Study
section, which provides a
more detailed look at
selected deals from the
MCR in 2009.
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These deal types have been selected as they indicate

the demand for equity stakes in MCR firms – in turn

giving an indication of the strength of the local business

base as well as the amounts of capital provided to these

firms.  Whilst the nature of acquisitive deal activity is

very different in nature to the equity and capital raising

activity (flotations and rights issues for example 2 ), they

are all included in this analysis as they represent activity

that seeks to increase equity value and provide

investment in business.  For simplicity, the term M&A

is used to encompass all of this activity. Examples of

deal types that are excluded from this analysis are ‘De-

mergers’, ‘Exits’ or ‘De-listings’, as these deals do not

add any equity value or provide investment.

The M&A data are based on data provided by Corpfin

Worldwide Ltd (part of Experian Plc).  The database

covers all deals with a stated value of £500,000 or more,

as well as those for which the value is not known. The

database endeavours to collect and present information

which is as complete as possible; however, although

major operations affecting publicly listed companies

are often officially published, the numerous purchases

of smaller or unlisted companies are more difficult to

identify, making the coverage incomplete in parts. Also,

subjective assessments are often inevitable – for

example, as regards deal completion dates and the

Standard Industry Classifications (SIC codes) of the

companies involved in the deals. 3

It is important to note that the database does not contain

value data for a significant number of deals – and in

particular smaller deals.  The value of large operations

can usually be ascertained or is publicly available and

is included on the database.  However, it is value data

for smaller deals which is generally not available and

not included on the database.  Therefore, it is fair to

assume that the value data presented in the analysis

are underestimated, though not by a large amount.

In addition, a number of conventions have been

established when drafting this paper.  We take account

of both completed and pending deals, although we

exclude all aborted deals.  We use the sectoral

classifications used in the Manchester Independent

Economic Review (MIER) in terms of categorising deals

and companies by SIC code (full-list provided in the

Appendix).  Moreover, sectoral activities have been

defined both in terms of the target’s main activity as

well as the bidder’s main activity.  Where a company’s

activities cut across two or more sectors, the first listed

on the database has been taken as the primary activity.

The volume and value analysis involves the analysis of

all recorded deal activity in the listed city regions from

2000 to the second quarter of 2010.  The analysis of

location of bidders, sources of funding and the sectoral

analysis, looks at a total of 7,370 deals between 2000

and 2009 - that is, 10 full years of deal activity. The data

was obtained for the 15 local authority districts that

make up the administrative sub-region called the

Manchester City Region (MCR) i as well as Bristol City

Region ii, Birmingham City Region iii, Leeds City Region
iv and Glasgow City Region v and was analysed for all

the comparator city regions using the same criteria.

These comparator city regions were chosen following

the comparator analysis undertaken in the MIER reports.

2 These are sometimes known as Equity Capital Market (ECM) deals.

3 A full list of sector definitions, by Standard Industry Classification code, is given in full in the
online Appendix. Sector definitions are as used in the MIER (http://www.manchester-
review.org.uk/) and Greater Manchester Strategy
(http://neweconomymanchester.com/stories/842-greater_manchester_strategy).
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The volume and value
analysis involves the
analysis of all recorded deal
activity in the listed city
regions from 2000 to the
second quarter of 2010.
The analysis of location of
bidders, sources of funding
and the sectoral analysis,
looks at a total of 7,370
deals between 2000 and
2009 - that is, 10 full years
of deal activity.
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Where possible, data and comparisons with UK averages

or Greater London have also be included – however, it

is not the intention to focus the analysis on such

comparisons: firstly, because the focus of this paper is

on the MCR, and providing detailed break-down of

activity across the whole-UK over a ten year period is

a much more substantial exercise; and secondly, it has

been decided that comparisons with provincial UK city

regions are of more value, especially due to the skewing

effect of including Greater London (the financial capital

of Europe) in any comparisons.

It is also important to note that the number of deals

obtained for the city regions differed between the city

regions. There was by far the greatest amount of deal

data available for the MCR (2,375 deals), compared to

city regions of Leeds (1,954), Birmingham (1,420),

Glasgow (916) and Bristol (705).  A large part of this

difference may well be explained by differing amounts

of deal activity in the respective regions. However, it is

important to note that the coverage of the deals data

is provided by a Manchester-based firm (although now

part of Experian Plc), who have more complete access

to local deals data and sources of information – thereby

providing more comprehensive deal coverage for the

MCR.  Whilst this is good from the perspective of

providing an in-depth analysis of the deal activity in the

MCR, it must be taken into account when making any

literal comparisons with the comparator city regions

(comparisons of trends and averages are therefore used

where possible).

Another important factor to note is that coverage of

deals data has improved markedly since the turn of the

century and the proliferation of sources of internet data,

and as such data in the early years of the decade may

be far less complete than in more recent years.



Literature
Review

2



Firms decide to buy equity, sell equity
or finance for various reasons.  On a
case-by-case basis, there are many
reasons why firms might choose to
engage in such activity – with companies
seeking to enter new markets, acquire
strategic assets or take advantage of
favourable market conditions for
example (Gilroy, 2005).  Furthermore,
following the completion of an M&A
deal, there are also numerous external
effects of such activity – on firm
performance, firm productivity, efficiency,
employment and the wider economy
(Ashcroft and Love, 1988).

However, the focus of this paper is on past and present

M&A activity and how such activity provides an indicator

of business confidence and dynamism – through the

demand for equity stakes in MCR companies and the

provision of equity or debt finance to MCR companies.

What is important is that, for all of the deal types

analysed in this paper, there is a desire amongst bidder

and target firms to expand, seek equity or debt or to

engage in new business activity. Furthermore, cross-

border M&A activity (here where the bidder is non-UK

based and the target is MCR-based) is of particular

significance as this activity provides investment that

constitutes the major part of all Foreign Direct

Investment (FDI) flows (MIER, 2009).

As the European Commission (2005) states, “M&A

activity may be useful in assessing business dynamism

and confidence [and] an analysis of M&A at the global

level can help to explain flows of FDI around the world.”

Confidence

A significant amount of research and literature has

been devoted to analysing the rationale for firms

engaging in M&A activity. Some examples of the

potential factors influencing such activity are highlighted

in the table below (Gilroy, 2005).

Mergers and Acquisitions Activity: Manchester City Region in Focus | 15

Strategic Diversification – this could include on-going
corporate divestitures as large companies hone portfolios
strategically

Potential Supply-side Factors Potential Demand-side Factors

Increased Strategic Buyers Interest – possibly caused by
increased business confidence, desire to augment growth and
profits through acquisition, opportunities for consolidation etc.

 Lower Capital Gains Taxes / Interest Rates – lower costs
of acquisition, cheaper cost of borrowing

Increased Financial Buyers Interest – possibly caused by
a proliferation of private equity and venture capital due to
more leverage and cheaper lending

Retired Company Owners

Ageing Of Venture Capital And Imminent Need For Exits

International Demand – possibly caused by favourable
exchange rates or increasing demand from growing
economies e.g. Asia/China
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It must be noted that these factors are illustrative of

some of the broad influencing factors behind an

increase or decrease in M&A activity.  On a case-by-

case basis, a number of reasons will justify such

activity – commonly the fact that a company’s ‘Q

Ratio’ (the ratio between its market valuation and the

cost of replacing its assets) has reached a certain

point. Whilst it is not in the scope of this paper to go

into each of these factors in detail, it is important to

recognise that, in a broader sense, an underlying

force behind most such activity is business, investor

and lender confidence: confidence that is illustrated

by demand for equity stakes in companies that are

perceived as potentially profitable investments, and

confidence on behalf of the banking sector to lend

to investors, venture capitalists, expanding firms or

new companies.

It is generally the case that in a strong economic

climate, rising equity values and the easier availability

of credit will drive increased M&A activity, whilst

negative economic pressures will slow transactions

and prompt lenders and potential investors to take

a harder look at deals.  (In a recession, many of the

reasons that drive M&A activity and the desire to do

deals may still be present, but the tightening of credit

markets and increased risk in terms of falling equity

values will tend to lead to much reduced activity.)

This can be illustrated by how the more positive

economic news that emerged in Q2 and Q3 of 2009

coincided with a wave of stories about an increase

in M&A activity.  As the economy seemed to emerge

from the worst of the recession (at least in terms of

growth in national Gross Domestic Product) a series

of high profile deals came to light, including the

merger of T-Mobile and Orange and Kraft Foods

GB£10bn bid for Cadbury.  Since then, despite a

weak recovery, there has been further growth in deal

activity, and notable large deals such as the Initial

Public Offering (IPO) of Promothean in March 2010

and the multi-million pound takeover of Liverpool

Football Club.

The influence of rising confidence in economic

conditions is summarised by the headline in The

Observer newspaper’s Business and Media section

on 13th September 2009: “New dawn for the City as

the deal returns: Kraft’s bid for Cadbury is just part

of a rising wave of merger activity that accompanies

a resurgence of confidence in the boardroom”. The

article goes on to highlight how “a return of merger

activity would underline growing confidence in the

economy…with cash-rich investors acquiring their

shares in the belief that the worst of the financial

crisis is behind us, and that stock prices have reached

their rock bottom”.4

Therefore, it can be seen how strong M&A activity –

although not an indicator of economic health in itself

– can reasonably be used as an indicator of the levels

of business confidence in growth, as well as the

availability of cash and the confidence of banks to

lend it. This paper provides an analysis of M&A activity

from the context that a broad underlying driver behind

such activity is confidence in local businesses and

economic conditions, as well as adequate liquidity

in lending markets.

Foreign Direct Investment (FDI)
FDI flows are of crucial importance to global

economies, providing massive inward investment

and growth opportunities (Dunning, 1998).  Whilst

much cross-border M&A does not show up in FDI

statistics, as debt is often raised in the target country

(for example the acquisition of Liverpool Football

Club by Americans Tom Hicks and George Gillett),

these cross-border flows have become of increasing

importance in recent years. Indeed, cross-border

M&A now makes up the large majority of the total for

FDI flows, accounting for 80% of total FDI inflows to

developed countries in 2006 (MIER, 2009).5

4 The Observer (13 September 2009), New dawn for the city as big deals return.  Available
at: http://www.guardian.co.uk/business/2009/sep/13/merger-fever-returns-cadbury-orange-
tmobile

5 Of the remaining component of FDI, research suggests that some 17% is in the forms of
retained earnings by foreign firms already in the UK, with the remaining component comprised
of Greenfield Investments and intra-company loans (MIER, 2009)
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As cross-border M&A activity is such an important

driver of FDI flows in developed economies like the

UK, the analysis of cross-border M&A that will be

undertaken in this paper provides a useful insight

into flows of FDI into the MCR.

Liquidity

Mergers, acquisitions and the other equity capital

market activity covered in this paper can provide the

funding and capital for those firms wishing to invest

in expanding or improving their operations. The deal

activity analysed in this paper can therefore be seen

as a key provider of liquidity to companies – in return

for equity, firms receive cash or debt, enabling them

to invest in capital, training or other productive

processes.

M&A activity can thus be seen as a key determinant

of investment and economic growth – as “the demand

for fixed-capital investment by a firm [is] essentially

a response to changes in demand for the firms goods

and services, backed up by the ability of that firm to

fund that investment” (MIER, 2009).

The ability to carry out such investment is important

for an economy’s growth prospects, with investment

formally identified as one of the ‘key drivers of

productivity’ in any economy, along with Innovation,

Competition, Skills and Enterprise (Department for

Business Enterprise and Regulatory Reform, 2008).

Investment in physical capital not only raises labour

productivity directly by providing the equipment used

by workers, but does so indirectly by helping to

introduce new technology and thus implement product

and process innovation (D’Elia and Iparraguirre, 2007).

Indeed, investors and entrepreneurs create a virtuous

circle and are mutually re-enforcing – entrepreneurs

require investors to generate new businesses and

new opportunities for growth, whilst investors rely on

entrepreneurs to provide potentially high-return

prospects.

The MIER provides a thorough analysis of the

importance of such investment to MCR over the last

decade or so (MIER, 2009) – finding many positive

implications for the MCR in terms of investment

locally.  For example, a crucial finding was that

“investment by the domestic sector in MCR is

generally not labour replacing; suggesting that

increased capital investment by local firms can be

combined with increased employment (collectively)

by these firms within MCR” (MIER, 2009).

The report also found that inward investment (FDI) in

the region is associated with increased investment

by domestic firms which supply the inward investor

i.e. this kind of inward investment has not been

‘crowding-out’ domestic investment (MIER, 2009).

Moreover, the report found that such investment can

have “a positive effect on the productivity of firms in

downstream sectors, i.e. those which are buying from

the overseas investors” (MIER, 2009) – thus suggesting

that domestic firms do benefit from (direct or indirect)

supply chain linkages with foreign investors.  Crucially,

the report found that these positive “spillovers

occurring within MCR [from FDI] do not ‘leak out’ to

regions outside MCR” (MIER, 2009).

Other studies have also outlined the potentially positive

implications of cross-border M&A investment, which,

for example, can lead to enhanced investment in

production, higher employment, transfers of new or

better technology and efficiency gains and export

market access (Ahmad, 2002).

However, in terms of investment and M&A activity

there is one area of possible concern for MCR, with

the MIER analysis finding that “domestic investment

[in the MCR] is positively associated with the ratio of

long-term debt to total assets, suggesting that there

is a high reliance on such debt to fund investment

among domestic firms” (MIER, 2009). Therefore, if

debt becomes more difficult to finance, as in the
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current recession, this may adversely affect the

capacity of the domestic sector to maintain its position

as a driver of investment growth within the MCR.

This finding serves to highlight the key role that the

sources of investment finance play in the economy.

This may be particularly so during an economic

downturn such as we are experiencing now, where

levels of investment may suffer due to the unavailability

or lack of certain types of market funding.  Because

of the importance of such finance, this paper will also

provide an analysis of the sources of finance and

capital provided for M&A deals, to compliment the

analysis undertaken in the MIER.

External Effects of M&A Activity
Beyond being an indicator of business confidence

and providing data on investment funding and FDI,

there are numerous external effects of M&A activity.

Whilst the linkages between M&A activity and business

confidence are well established, and the relationship

between M&A and inward investment is clear, the

effects of M&A on factors such as employment,

productivity, innovation are more complex.

Most of the literature on the effects of M&A activity

focuses on the effects on the firms involved in deals

in terms of, for example, their operational structure,

their post-deal efficiency, their profitability or technical

performance (Bishop et al, 2009).

Hagedoorn et al (2000) suggest that companies realise

diminishing profitability for an extended period of

time after being the subject of an acquisitive deal,

due to the costs of integration and relatively poor

performance of the acquired units.  On the other

hand, it has also been illustrated that positive results

have been found for diversification through M&As

across related product lines (Hagedoorn et al, 2000).

Furthermore, there has been much research literature

written on the effects of firm size and market structure

on innovation. The traditionally dominant hypothesis

is that innovation is positively related, firstly, to firm

size and, secondly, to the market power of firms.

Various studies and theoretical arguments would

support this basic view (Symeonidis, 1996), although

much of the empirical research would suggest

otherwise – finding, for example, that variance in R&D

intensity is explained only in very small part by

business unit and firm size (Cohen and Levin, 2008).

Moreover, more recent research which takes account

of industry specific characteristics and the ability of

small firms to collaborate with large firms on innovation

projects has suggested a more uncertain relationship

between firm size and innovation. Bishop et al (2009)

conclude that “firm growth through mergers and

acquisitions (with attendant increases in firm sizes

and increases in market concentration) may in some

cases contribute to aggregate growth by facilitating

the scaling-up, diffusion and adoption of innovations

created by small firms”. However, “the impact of

acquisitions on innovation performance depends

heavily on the degree of complementarily of the

knowledge bases of the acquired and acquiring firms

[and] available evidence suggests that the hoped-for

benefits of this type of growth often do not eventuate”

(Bishop et al, 2009).

Hagedoorn et al (2000) conducted a study on the

effects of M&A activity on high-tech industry, using

computer and data processing firms for the case

study.  Although the research concludes that M&As

can contribute to improving technological performance

of companies in a high-tech environment, it is stressed

that this very much depends on the organisational

and strategic fit of the companies involved.  Successful

M&As can “enable companies to further develop new

skills and improve exploratory learning so as to

increase the technological performance of

companies”. However, the emphasis here is on

successful M&As and therefore general conclusions

are difficult to infer.
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The competition effects of mergers and acquisitions

have been similarly well researched.  The more

traditional approach here focuses on the effects of

M&A activity in terms of economic welfare and trying

to prevent undesirable market dominance from a

consumer point of view, with the view that effective

competition in domestic markets spurs companies

to make efficiency improvements and therefore

mergers and acquisitions need to be controlled under

the umbrella of an effective competition policy, to

guard against excessive market concentration and

anti-competitive behaviour (European Commission,

2005).  However, once again there appear to be no

unanimous conclusions as to the positive or negative

effects of all such activity (Ashcroft and Love, 1988).

In terms of wider economic performance, various

studies have focused on the effects of M&A activity

on particular economic regions, to investigate the

outcomes of the different processes that result in

regional economic activity becoming subject to

external control.  Whilst the literature provides mixed

results, much of it highlights the potential negative

impacts of acquisitive activity on employment – with,

for example, studies by Devereux and Johnston (2006)

and Conyon et al. (2002) finding net losses in

employment for different types of ownership change

(including mergers, acquisitions and MBOs) in the

UK.  However, as a whole the literature serves to

highlight the difficulty of making general assertions

in this respect.

For example, Ashcroft and Love (1988) conclude

that for the Scottish economy the effects on acquired

firms are judged to have been largely beneficial –

despite the fact that “the Scottish Development

Agency has actively discouraged inward investment

mergers involving the loss of independence of locally-

owned companies, because of their potentially

serious consequences for employment opportunities

in Scotland” (Smith, 1986),. Although the authors

make it clear that generalisations are harder to

validate on a case-by-case basis, they find that

“external takeover improved sales performance

[whilst] employment was, in general, unaffected”

(Ashcroft and Love, 1988).

Furthermore, a recent study carried out for the Welsh

Assembly into the effects of a change in business

ownership on employment and wages “did not find

any evidence that would directly inform consideration

of whether high [M&A] transaction rates at the

macroeconomic level are likely to impact on

aggregate employment” (Welsh Assembly

Government, 2009).  The report concludes that the

impact on employment and wages depends very

much on the specifics of the transaction – with

“important factors [including] motivation of the

acquirer, extent to which the target company is in

favour of the transaction, industry sector, type of

ownership change, and extent of labour market

rigidity (Welsh Assembly Government, 2009).

The literature therefore illustrates that acquisitive

M&A activity can impact upon a wide-range of

factors, such as employment, profitability, innovation

and wider economic competitiveness. However, the

literature also clearly highlights the complexity and

variability of these external effects. Indeed, perhaps

the most revealing conclusion from some of the

research outlined here is that it reveals the

complexity and variance of the effects of M&A

activity – being dependant on the firms involved,

the structure of the deal and various other region-

specific market characteristics.

An evaluation of the external effects of M&A on an

area such as the MCR would clearly require the

gathering of a large amount of firm-level primary data

(over a long time period of time) and an assessment

of the impact of such activity in the context of a

multitude of area-specific considerations – including
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the particular economic environment, the nature of

the deals being made and the companies involved,

as well as the impact on resource demand and supply

within the specific region. As Ashcroft and Love (1988)

state, “a simple focus on market power, economies

of scale, and product and process innovations is

inappropriate, or at least insufficient, for the analysis

of the effects of regional takeovers and the growth

of external control”.

Whilst the data available here is not sufficient to make

an assessment of the effects of M&A activity on the

MCR economy as a whole, this might be a useful

area for future research in the MCR. A direct

quantitative analysis of the impacts of changes in

business ownership in the MCR would be likely to

provide more robust insights into whether and how

M&A activity has impacted on employment levels,

wages, innovation and company performance locally.

For the purpose of this paper however, the focus will

be on M&A activity in the context of the clear and

established linkages between M&A and inward

investment and how such activity serves as a clear

indicator of business and investor confidence.
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The focus of this paper is
on M&A activity in the
context of the clear and
established linkages
between M&A and inward
investment and how such
activity serves as a clear
indication of business and
investor confidence.



M&A Activity
since 2000

3
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The analysis of M&A data is split into
separate sections, addressing different
aspects of deal activity that has been
tracked:

• Volume and Value Analysis Q1 2000 to Q2 2010

(number of deals per quarter and total consideration

of deals per quarter)

• Bidder Location Analysis (geographical source of

funds), 2000 to 2009

• Source of Funding Analysis (Cash, Bank Debt and

Venture Capital), 2000 to 2009

• Sector Analysis (bidders and targets), 2000 to 2009

• Case Studies (a more detailed look at two ‘typical’

MCR deals from 2009)

Volume and Value Analysis (Q1 2000 to Q2 2010)

The volume of M&A and corporate finance deals

refers to the absolute number of deals recorded for

a given period of time, whilst the value of these deals

is the cumulative total value of those deals over the

same period.

Taking the number and value of deals on a quarterly

basis from Q1 2000 to Q2 2010, Figure 1.1 provides

an overview of the volume and value of M&A activity

in the selected UK provincial city regions.

Figure 1.1: M&A activity by volume and value, Q1 2000 to Q2 2010

Manchester City Region: Volume & Value 2000 (Q1) To 2010 (Q2)
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Leeds City Region: Volume & Value 2000 (Q1) To 2010 (Q2)

Birmingham City Region: Volume & Value 2000 (Q1) To 2010 (Q2)

2001 Average Quarterly Value = GB£199M
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Bristol City Region: Volume & Value 2000 (Q1) To 2010 (Q2)

Glasgow City Region: Volume & Value 2000 (Q1) To 2010 (Q2)

2000 Average Quarterly
Value = GB£792M



The deals data that is presented in these graphs

suggest a number of key trends with regards to the

volumes and values of deal activity in the MCR over

the decade.

Firstly, MCR has seen comparatively strong and

growing deal activity over the majority of the last

decade, up to the current financial crisis which began

in Q4 2007. Indeed, MCR has the highest number

of average quarterly deals over the period amongst

all of the comparator city regions, as illustrated in

Table 1.1 below.  Whilst this may at least partially

be covered by the MCR deal bias noted earlier, this

implies a dynamic local business base and strong

investor and lender confidence in MCR firms over

recent years.

Average deal values show sustained growth through

most of the decade, reflecting well on the confidence

held by investors in MCR firms and also indicating

a healthy availability of equity and debt funding to

MCR firms over the period – funding which is vital

for the private sector to invest, expand and engage

in new productive activities.
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However, a number of ‘mega-deals’ in the comparator

city regions mean that peaks in deal value have been

higher in Leeds, Bristol and Glasgow – Leeds City

Region had the £28bn formation of HBOS Plc in Q4

2001 (through the merger of Halifax Plc and Bank of

Scotland Plc); Bristol City Region had the £26.9bn

acquisition of Orange Plc by France Telecom SA in

Q4 2000, as well the multi-billion pound acquistions

of Allied Domencq Plc and Somerfield Plc in 2005;

and the Glasgow City Region saw the £11.6bn

acquisition of Scottish Power Plc by Iberdrola SA in

Q4 2006.  In 2008 and 2009 Bristol City Region saw

Somerfield Plc acquired by the Manchester-based Co-

operative Group and the £1.25bn merger of Orange

with T-Mobile – maintaining high average yearly deal

values throughout the recessionary period.

The fact that there have not been similar very large

deals with MCR firms as the targets means that peaks

in average deal values are lower in the MCR – with the

average for quarterly value of deals in the MCR

(GB£1.25bn) lower than it is in Bristol (GB£2.00bn)

and Leeds (GB£1.67bn).  The fact that there has been

an absence of such deals in the MCR may reflect on

the fact that there are still relatively few large world

leading firms with headquarters in the MCR (with the

Co-operative Group a notable example), compared to

some other major UK cities.

Table 1.1: Average quarterly deal values and volumes, by city region, 2000 to 2010

Deal Value by Quarter (GB£M)

Manchester CR

Leeds CR

Birmingham CR

Bristol CR

Glasgow CR

Deal Volume by Quarter

Mean Average Median Average Mean Average

1,251

1,665

582

1,997

978

971

871

254

299

376

62

48

36

18

23
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Excluding these peaks in activity however, in the early

and middle part of this decade, the MCR M&A market

was the most buoyant of all comparator regions, with

volumes and values of deal activity rising steadily right

up until the financial crisis of 2008.  This is illustrated

by the fact that the MCR has the highest median

average of deal values of all the city regions.

For all the city regions, M&A activity fell markedly in

2008 – reflecting reduced investor confidence and the

fact that the near collapse of the banking sector meant

debt and liquidity had ground to a halt.  The UK had

entered into recession in January 2008 and by

September 2008 it was clear that the global financial

system was facing an almost unprecedented crisis,

with shares plummeting in London and elsewhere and

banks and financial institutions on the brink of collapse.

Although financial meltdown was averted, business

and investor confidence was greatly reduced.

Furthermore, as banks were simply struggling to

survive, lending to businesses and investors was no

longer available or became much more expensive. As

a result, 2008 saw a sharp decline in global M&A

activity after a sustained period of year-on-year growth.

Interestingly, the fact that the worst of the crisis had

been averted by the end of 2008, appears to have led

to a rally in M&A activity in all of the city regions through

the early months of 2009.  With banks on a more stable

footing and more encouraging economic growth figures

emerging, all city regions saw quarter-on-quarter gains

in M&A activity at the end of 2008 and beginning of

2009, albeit from very low bases. However, as the

depth of the recession became apparent and talk of

a ‘double-dip’ recession emerged through 2009,

reduced confidence appears to have led to M&A activity

falling off again in all city regions – and volumes and

values remained subdued through 2009 as investors

and businesses drew back investment in the midst of

volatile market conditions.

The UK officially emerged from recession in January

2010 on the back of more positive employment and

consumer spending data. Despite the undoubted

fragility of this recovery (marginal improvements in

GDP growth), it appears that business confidence is

gradually returning – illustrated by renewed growth

in M&A activity the world over.  In the UK, with

historically low interest rates, a weak pound and

companies with cash stocks built up over two years

of relative inactivity, there has been strong recovery

in M&A activity in 2010 – with Thomson Reuters even

declaring record transaction levels in the City of

London through the traditionally slow summer months.

Large deals have included the tie-up of International

Power with GDF Suez of France and Edinburgh-

based Cairns Energy selling a stake in Indian-based

oil and gas arm for over £5bn.

This also appears to have been the case in the MCR

– with 3 consecutive quarters of growth in M&A activity

from Q3 2009 into the summer of 2010, and the return

of significant deals such as the acquisition of GMG

Regional Media Ltd from Guardian Media Plc by Trinity

Mirror Plc for almost £45m in March 2010.

Therefore, whilst more recent deal data (up to Q2 2010)

shows that the market remains very much depressed

in all the comparator city regions (compared to the

high levels of activity seen between 2004 and 2007),

the data also suggests that – in the short-term at least

– the MCR and other cities may have passed the worst

in terms of a lack of investor confidence and the

availability of lending. Whilst deal values clearly remain

low in a historical context, the MCR, along with Glasgow

and Birmingham have seen three consectuive quarters

of rising deal activity up to the end of summer 2010.

Although these figures must be treated cautiously, as

the economic outlook remains very uncertain, this

potentially bodes well in terms of the returning

confidence of the private sector. This is important as

growing confidence and investment is essential if the

private sector is able to drive growth going forward in

the wake of public sector cutbacks.
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In Summary:
• MCR has experienced the highest average quarterly volume of deal activity (62 deals) and the highest

median average for quarterly deal values (GB£971m) over the last decade.  However, average quarterly

deal values are lower in the MCR when a mean average is used (MCR: GB£1.25bn) than in the city

regions of Bristol (GB£2.00bn) and Leeds (GB£1.67bn) – due to the absence of very large (multi-billion)

pound deals in the MCR between 2000 and 2010.

• Of the other comparator city regions, Leeds had both the next highest average volume of deals (48

per quarter) and median average of deals (GB£871m).

• Birmingham experienced the lowest average value of deals over the period, using both a mean and

a median average (MEAN: GB£582m per quarter), (MEDIAN: GB£254m per quarter), whilst Bristol

experienced the lowest average volume of deals (18 per quarter).

• Prior to the breaking of the financial crisis and the onset of recession, deal volumes and values had

been steadily increasing in the MCR.  Since Q4 2009, the MCR has seen 3 consecutive quarters of

in deal activity – with the UK officially emerging from recession in Q1 2010.
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Case Studies
The two deals below provide examples of the mid-market deals that have begun to return to the MCR

following the financial crisis of 2008/09. Parties in both deals were represented by CLBCoopers Corporate

Finance, Manchester.

MANAGEMENT BUY-OUT (MBO)
Date: Quarter 3 2009

Target Location: Trafford

Consideration: not disclosed

The target was a meat processing business in

Manchester with a turnover of around £15 million.

The business was subject to a number of

transactions over recent years involving: (a) an

owner selling a majority stake to a corporate

investor; (b) the business then being sold to a food

group owned by the investor; and (c) the business

being demerged from that group when the group

was sold to a larger food group.

The MBO then involved two minority

shareholder/directors buying out all other

shareholders. The deal was funded by a clearing

bank who were the incumbent bankers but had

competition for the MBO funding from a number

of other funders.

The funding of the MBO was interesting because

the level of debt and its structure was such that

it would have been very easily funded before the

“credit crunch”. Only around 20% of the debt

required was not “asset-backed”, the total debt

required was only around 1.8 times the EBIT of

the company, and the purchase price was around

net asset value.  Despite this, there were

conditions for the funding (e.g. limited scope due

diligence was required) which would have been

very unlikely pre- “credit crunch”.

ACQUISITION
Date: Quarter 2 2009

Target Location: Manchester

Bidder Location: Preston

Consideration: not disclosed

A construction company in Lancashire acquired a

smaller, specialised construction company in

Manchester. The acquirer had been subject to a

MBO a few years ago, and the acquisition

represented a strategic move into the niche area of

property maintenance and repairs for housing

associations and local authorities. The acquirer’s

turnover was around £50m and the target’s was

around £3.5m.

The target company had been family owned for its

30 year existence and a large part of the deal process

involved ensuring that the vendors were comfortable

with the “fit” (both commercially and culturally) with

the acquirer.

Funding for the initial consideration came from

existing resources of the acquirer, and almost exactly

half of the total consideration is payable as an earn-

out (i.e. on the basis of future performance of the

target as part of the acquirer’s group).  Such deal

structures have the advantage of ensuring that full

consideration is only paid if the target’s performance

merits it, but the disadvantage of restrictions on the

activities of the target to ensure that the vendor’s

consideration is not adversely affected by a new

structure / activity that the acquirer imposes.
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UK and World Summaries
Figures 1.2 and 1.3 illustrate trends in M&A deal

activity (although excluding the additional types of

corporate finance activity included in the previous

city region analysis) both for the UK and globally.

The data shows that, broadly, trends for deal activity

in the MCR and the other UK city regions analysed

here have followed national and global cycles of

activity. In the city regions, deal activity generally fell

or remained static in the first few years of the decade,

before steadily picking up thereafter.

This data also illustrates how closely such activity is

influenced by global and national cycles of economic

growth and, crucially, investor and firm confidence.

Figure 1.2: UK M&A activity, by volume, 2000 to 2010 (up to 8 Sept each year)

Source: DEALOGIC, 2010
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Figures 1.4 and 1.5 – tracking the cycles of Gross

Domestic Product (GDP) growth worldwide and for

the UK between 2000 and 2009, as well as the FTSE

All Share Index over the same period – serve to further

highlight how economic growth, confidence and

corporate finance activity are closely linked.

Source: DEALOGIC, 2010

Figure 1.3: Worldwide M&A activity, by volume, 2000 to 2010 (up to 8 Sept each year)
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Source: IMF, 2010

Source: Yahoo! Finance, Historical Prices

6 2010 data provisional estimates

Figure 1.4: World and UK GDP growth, 2000 to 2010 6

Figure 1.5: FTSE All Share Index, by closing price, 2000 to 2010

scanned map

Copyright 2009 Yahoo! Inc. http://uk.finance.yahoo.com/
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In Figure 1.5, the data on FTSE All Share Index prices

highlights how closely aligned investor confidence is

to these cycles of economic growth or contraction –

with confidence, and share prices, peaking in 2007

after a period of steady growth, before falling off

dramatically in 2008.  Generally, this is the same trend

as seen with the cycles of deal activity in the city

regions, the UK and worldwide.

However, it is also clear that, despite M&A activity

broadly following these global and national peaks and

troughs in activity, there are notable differences between

each of the city-regions in terms of the composition

of these cycles and the levels of activity seen at each

peak and trough in activity. These differences are

important as they illustrate the differences in firm and

investor confidence in each of the different city-regions,

in turn reflective of differences in firm growth and

business strength by city-region. Whilst, the fact that

deal activity appears to be picking up well in the MCR

can be viewed positively from the point of view of

investor and private sector confidence locally.

Deal Size Analysis
Figure 1.6 overleaf serves to illustrate the different

composition of activity between the city regions in

terms of deal size. Broadly speaking, the data by size

of deal does not exhibit any particularly striking trends

for the MCR – with MCR not having the highest or

lowest proportion of deal activity (by number of deals

or consideration) in any of the selected size-bands.

However, the analysis by the size of deal does show

that, for all comparator city regions, large deals

comprise a small proportion of overall deal activity,

but make up the majority of overall deal consideration.

Despite this, the data may serve to illustrate that the

MCR has a relatively healthy market for small and

mid-value deals. Very small, small and medium sized

deals comprise a larger proportion of overall deal

value in the MCR than all the other comparator city

regions excluding Birmingham, despite the fact that

there is obviously a strong market in the MCR for

large deals (which comprise over four fifths of total

deal consideration). Compared to other city-regions,

large deals generally make up a smaller proportion

of overall deal values in the MCR – with only

Birmingham having a lower proportion of large deals

as part of overall values. This supports the previous

analysis which shows that there haven’t been some

of the multi-billion pound ‘mega-deals’ that have

occurred in other city regions. Having the lowest

proportion of large deals may explain why Birmingham

City Region has the lowest average value of deals

amongst the comparator city regions, as these large

deals comprise the largest element of the overall

consideration.

More recent data would suggest that it is large deals

that are continuing to suffer the brunt of the downturn,

likely due to the fact that they are much more reliant

upon credit and debt funding. Therefore, for all the

city regions, a significant contraction in overall values

appears likely to continue for the foreseeable future

– with an increased importance to be placed on small

and mid-market deals.  The strengths of this market

segment in the MCR will be seemingly crucial

therefore.  Furthermore, this may be positive news

for the MCR firms in the medium to long-term, as the

relative strength of the M&A and corporate finance

market over the last decade or so would suggest that

the MCR is in a potentially strong position to take

advantage of an increase in confidence and lending

when the market does eventually recover.
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Figure 1.6: Size of M&A deals, by volume and value, MCR, LCR, BCR, BRCR and GCR, 2000 to 2009

Birmingham

Manchester Leeds

Bristol

Glasgow

Legend

Very Small Deals: Consideration = GB£1M TO GB£5M

Small Deals: Consideration = GB£5M TO GB£10M

Medium Deals: Consideration = GB£10M TO GB£50M

Large Deals: Consideration = GB£50M+
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In Summary:
• As with all other regions, large deals (consideration at or over GB£50m) comprise a small proportion

of overall deal activity in the MCR (15.1%), but contribute the vast majority of overall deal consideration

(82.2%).

• Very small deals (consideration between GB£1m and GB£5m) form the largest element of all deal

activity for all the city regions (43.6% of overall deal volume in MCR), although they contribute a very

small part of overall deal consideration in each city region.

• However, in terms of overall consideration, MCR is less reliant on large deals than Leeds (89.7%),

Bristol (96.7%) and Glasgow (87.9%) city regions.  The only comparator city region that is less reliant

on large deals as part of overall consideration is Birmingham (53.9%).
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Bidder Location Analysis (Geographical Bidder
Location)
The following section provides an analysis of the

geographical source of investment into the MCR from

M&A deal activity, both UK and worldwide. The

analysis is taken from deal activity over the course

of the ten year period from 2000 to 2009 and tracks

the location (by registered headquarter address) of

the bidder in any deal where the target is a MCR firm

(again by registered headquarter address).

The analysis has been conducted by consideration

rather than by number of deals in order to conduct

an analysis of where the funding coming into the

MCR has originated.

UK
The map in Figure 1.7 illustrates the geographical

location of UK-based bidders who have purchased

or made equity investments in MCR firms. The

locations are split by NUTS 2 administrative

boundaries (a geography that is broadly based upon

existing administrative boundaries where between

800,000 and 3 million people reside).

Figure 1.7: Map of source of UK bidder funds in to the Manchester City Region, 2000 to 2009

Greater London

Greater Manchester

Sum of Consideration by Location
Bidders Funds (2000 to 2009), by NUTS 2 Area

GB£4.5bn to GB£10.0bn

GB£1.0bn to GB£4.5bn

GB£100.0m to GB£1.0bn

GB£50.0m to GB£100.0m

GB£20.0m to GB£50.0m

GB£10.0m to GB£20.0m

GB£1.0m to GB£10.0m

GB£0.0m to GB£1.0m

© Crown Copyright. All rights reserved.
License number 100019918. 2010
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Worldwide
The chart below contains the same analysis as

previously conducted for UK bidders (in Figure 1.7),

but this time tracking activity originating from outside

of the UK (i.e. deal bidder not registered domestically).

It thereby provides an analysis of the source of

investment into MCR on a global scale.  As cross-

border M&A activity is by far the largest component

of FDI, this provides a good indicator of the sources

of FDI flows into MCR over the period.

Figure 1.8 tracks the total levels of consideration in

order to get an idea of the levels of such investment

flows from cross-border deals, whilst Figure 1.9 shows

the overall values of deals originating from individual

countries.

Figure 1.8: Source of worldwide funds in to MCR (excluding UK), 2000 to 2009
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Bidder Location Conclusions

UK
In terms of the UK, the analysis unsurprisingly shows

that the core of M&A activity, in terms of location of

bidders, has centred in and around the MCR itself.

This is to be expected, as most M&A activity will

occur between firms within a given distance of each

other, where knowledge barriers (regarding other

companies as well as the local market) are fewer and

business networks are stronger.  The ability to access

finance and to make a deal successfully is also better

at a local scale. Intuitively, running a business becomes

a more complicated and risky proposition over large

distances, with investors much more likely to invest

in firms within a distance that allows them to easily

manage or oversee the management of the acquired

business.

However, the data also illustrates the large amounts

of activity that have stemmed from London and the

South East. Although this is perhaps somewhat

unsurprising in that the Greater South East (GSE) is

the economic powerhouse of the UK and the home

to a large pool of successful and acquisitive firms (as

well as by far the country’s largest venture capital

market), the data illustrates just how important this

part of the country is in terms of investing or providing

capital to MCR firms. This may also be a reflection

of the strength of the MCR firms, in that they have

attracted such strong financial interest from GSE

firms, and especially London firms, many of whom

operate in an international marketplace.

Worldwide
Figures 1.8 and 1.9 illustrate clearly that the vast

majority of cross-border M&A flows have originated

from the ‘developed’ Western economies.  Indeed,

over 80% of worldwide bidders have been from these

countries. Furthermore, the data also illustrates how

active the USA have been in the MCR market, at

least in terms of consideration of deals, accounting

for over a third (39%) of cross-border activity.

Figure 1.9: Consideration of M&A deals, by bidder country (excluding UK), 2000 to 2009
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These findings might appear somewhat surprising at

first, given the increased importance and rapid

expansion of the ‘developing economies’ over recent

years, especially the ‘BRICS’ economies of Brazil,

Russia, India and China.  However, the evidence from

the literature and data from elsewhere would suggest

that this rapid growth has not generally gone hand-

in-hand with involvement in cross-border M&A activity,

and that sources of FDI to the UK (and other Western

economies) remain predominantly from the USA and

Europe.  The MIER stated that “over 85% of both the

outward and inward stock of FDI is accounted for by

developed economies, principally the USA and

Europe” (MIER, 2009), which would tie in very closely

with these findings (83% from USA and Europe for

the MCR).

For policy this has implications for the focus of local

investment strategies, which must recognise the fact

that, despite rapid growth in developing countries,

the vast majority of cross-border deal activity (and

the investment it generates) still stems from developed

Western economies.

Recent work done by Manchester’s inward investment

agency (MIDAS) and New Economy on assessing how

to maximise economic linkages with China, has

acknowledged the fact that “China’s Outward Direct

Investment (ODI) is still extremely modest as a ratio of

GDP”, representing only 0.6% of the world’s total FDI

(Chan, 2009).  When China does engage in cross-border

M&A activity, the focus of the investment is largely driven

by the large state owned enterprises (China’s SOEs

accounted for over 81% of overseas investments and

80% of acquisitions in 2007), who invest in two main

sectors: natural resources and technology and

communications and in the vast majority of times non-

European firms (only 7.2% of China’s outward stock

was focused on Europe in 2009). Furthermore, there

has been a stated desire within China to focus on

investing in Fortune 500 companies going forward – of

which MCR has none (Chan, 2009).

Therefore, despite the undoubtedly strong links

Manchester has fostered with China, and the large

presence of Chinese businesses and economic activity

in Manchester, it is perhaps not surprising that MCR

firms have not been the target of such Chinese FDI

flows through M&A activity.

It is again important to note that this analysis does

not provide a literal representation of the source of

all funds into the MCR. For example, this analysis

does not track the parentage of bidder firms (where

the bidder is a subsidiary of another firm) or any deals

where the bidders registered address cannot be

ascertained.  Furthermore, for worldwide deals the

full address details for bidders are far less complete

than for UK deals, meaning that there are a far higher

proportion of deals where the location of the bidder

could not be fully ascertained in the available data.

However, in spite of these data limitations, the analysis

still provides a number of interesting findings which

provide insight into trends of deal activity by the

geographical source of the bidder.

In Summary:
• The vast majority (83%) of M&A and corporate

finance investment from foreign firms has come

from the USA (39%) and Europe (44%), despite

rapid growth of the ‘emerging economies’

• …with a very small minority from emerging

BRICS economies, including China (under 5%

collectively).

• London and South East are a very important

source of investment activity domestically

(second only to the MCR).



40 | Mergers and Acquisitions Activity: Manchester City Region in Focus

Source of Funding Analysis (Cash, Bank Debt and
Venture Capital)
The following analysis looks at the source of funding

that has been flowing into the MCR to fund M&A

deals. That is, it looks at the type of consideration

for each deal.

In the summary tables overleaf, the considerations

have been classified as either including bank debt

(‘Inc Bank Debt’), including venture capital (‘Inc VC’),

or having been solely satisfied in either cash (‘Cash

Only’) or bank debt (‘Bank Debt Only’).  It must be

noted that considerations for deals are often extremely

complicated and are satisfied using a variety of types

of consideration. The use of these broad categories

serves the purpose of simplifying these and providing

an overview of how dependant deals activity may

have been on these well-established sources of deal

funding in the MCR.

These categories were chosen as bank debt is used

(at least in part) in the vast majority of M&A and

corporate finance deals, whilst venture capital is

almost always complimented and leveraged against

other funding.  However, the ‘Bank Debt Only’ and

‘Cash Only’ categories are exclusive of each other,

and as such, do provide an indication of a very specific

type of deal funding.  Finally, for the sake of simplicity,

the more complicated types of satisfying

consideration, including warrant options, bonds and

stock options for example are not included here.

It is very important to note that for these summary

tables, the ‘Inc Bank Debt’ and ‘Inc VC’ categories

are not exclusive of each other, and as such a deal

that includes elements of venture capital funding and

bank debt (as is often the case) will appear in both

the ‘Inc Bank Debt’ and ‘Inc VC’ for example.

Therefore, due to this double-counting of deals

involving ‘Inc Bank Debt’ and ‘Inc VC’ funding, as

well as the fact that deals where funding is not

disclosed or where alternative sources of funding

have been used are excluded here, totals will not

sum to 100%.  As such, the tables should only be

used to provide a broad indication of levels of these

particular types of funding in each of the city regions.
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* Bank Debt Only – percentages for Birmingham, Bristol and Glasgow less than 1%.

By Consideration

Figure 2.0: Source of Funding, by Total Consideration 2000 to 2009

By Number of Deals

Figure 2.1: Source of Funding, by Total Number of Deals 2000 to 2009
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Overall there are a number of interesting findings to

emerge from the data. In terms of debt funding, the

MCR has no particularly strong trend in terms of

those deals including an element bank debt in their

consideration – being slightly above average for the

number of deals and slightly below average for the

collective value of these deals. However, when

looking at those deals where only bank debt was

used to fund the transaction, the MCR has by far

the greatest proportion of such deals making up

the total deal value.

Again, it is important to note here that the data only

tracks deals with a stated value of at least £500,000,

thereby excluding the large number of deals that occur

below this value.  It is likely that a large proportion of

deals under £500,000 require an element of bank debt

funding, and as such it is reasonable to assume that

if such deals were taken into account, the proportion

of deals (by number of deals and by consideration)

containing bank debt would be significantly higher.

On closer analysis, the data is also skewed to some

extent by a relatively small number of large deals that

have taken place in the MCR and have been funded

solely through bank debt – examples include the

acquisition by RLM Finance Plc of United Assurance

Group Plc (Stockport) in 2000 for GB£1.5bn and the

acquisition by North West Electricity Networks Ltd of

the electricity distribution assets of United Utilities Plc

in 2007 for GB£1.8bn.  Both deals required solely bank

debt to satisfy the consideration – unusually for the

deals that have been analysed here.

This mirrors the findings from the MIER, which found

that “firms in MCR seem unusually reliant on debt

finance [for inward investment]” (MIER, 2009) and

may be of particular concern given that the current

recessionary conditions mean that the availability of

such finance is greatly reduced – making such deals

much less likely to occur.  Since the onset of recession,

the lack of debt funding in MCR has been consistently

highlighted as an acute concern for local businesses.7

The data illustrates that such funding has been

important to growth in MCR over recent times and

that any prolonged restriction of such funding may

therefore prove disproportionately disadvantageous

to future investment in MCR.

From a policy perspective it may therefore be a key

priority to either increase the availability of debt funding

(in the UK) – allowing healthy firms to continue to

invest, grow and take advantage of legitimate business

opportunities in MCR, or to find alternative methods

of funding such activity (that is, with less reliance

upon debt funding) as such funding may realistically

be constrained for some time to come.

Indeed, this will not come as a surprise to many within

the policy community who have been well aware of

these issues. And some key steps have already been

taken in an effort to reinvigorate deal making markets.

However, there appear to be mixed signals as to

whether these efforts are actually bearing any fruit in

terms of increased lending. In fact, over the recessionary

period, data from the Bank of England showed the

weakest flow of total net lending to businesses (that

is, the largest fall in bank lending to businesses) since

monthly records began in 1998.8 As reported by Ashley

Seager, the Economic Correspondent for The Guardian,

“[t]here have been huge efforts by the government

and Bank of England to get banks lending again, but

it simply isn’t happening…in spite of taxpayer bailouts,

banks are not keeping to their word that they would

support a recovery.” 9 Again, this is of particular concern

to the MCR, as the data suggests that this failure to

get credit and lending flowing more freely again could

disproportionately affect firms and deal activity locally.

7 Manchester Evening News (14 September 2009), Bank loans still hard to get. Available at:
http://www.manchestereveningnews.co.uk/news/business/s/1136637_bank_loans_still_har
d_to_get

8 Bank of England (2009), Trends in Lending September 2009.  Available at:
http://www.bankofengland.co.uk/publications/other/monetary/TrendsSeptember09.pdf

9 The Guardian (21 September 2009), Demise of the slump may be exaggerated. Available
at: http://www.guardian.co.uk/business/2009/sep/21/jobless-slump-demise-exaggerated
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Turning to venture capital specifically, the data

presents a largely positive story for MCR – with MCR

having the highest percentage of deals including VC

funding amongst the city regions, and the joint-second

highest percentage of deals including VC funding by

consideration. This illustrates relatively strong

involvement of VC firms in deal activity in MCR over

the period, reflecting the strong local VC market,

as well as strong investor confidence in local firms.

This supports the analysis from the first New Economy

Working Paper on The early-stage equity market in

Manchester – which illustrated that the highest level

of early stage VC activity outside of London and the

South East (64% of deals) occurs in the North West

(15% of deals). “Although statistics don’t filter to sub-

regional level, the Manchester City Region represents

half of the total economic output and is the main

finance and business services centre so is likely to

be key in the relatively high levels of deal activity”

(Nolan and Corbishley, 2009).

In Summary:

Debt

- Deals “Inc. Bank Debt”

• MCR has a slightly above average number of

deals ‘Inc Bank Debt’ (22% compared to 20.2%

average)

• …but slightly below average value of deals, (42%

compared to 44% average - exc. GCR outlier)

- Deals funded by “Bank Debt Only”

• MCR is in-line with averages for the numbers of

deals funded by ‘Bank Debt Only’ (1.0%

compared to 1.4%)

• …but in terms of value, the MCR has a significantly

higher proportion of deals reliant only on Bank

Debt (15.0%) than any of the other comparator

city regions

Venture Capital

- Deals “Inc. VC”

• Only Birmingham is ranked higher than MCR in

terms of VC as a proportion of overall funding,

although the proportions are also the same as

for Leeds

• MCR is highest in terms of number of deals when

compared to other city regions
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Sector Analysis
The final section of the analysis provides an overview

of the change in the types of company, by sector

classification, that have been engaging in acquisitive

deal activity in the MCR, comparing the change in the

sectoral focus of deals between 2000 and 2009. This

includes an analysis of the firms acting as bidders as

well as a sectoral analysis of the MCR target firms.

The results are summarised as below.

A summary of this data, for target firms, is provided in charts overleaf. The charts show the top 5 target sectors in

terms of targets for the comparator city regions for data over the 2000 to 2009 period.

Figure 2.3: Change in deal volume, by Bidder and Target, in the MCR, 2000 to 2009

Sectors Bidders 2000 Vs. 2009 Targets 2000 Vs. 2009
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7.92

0.42
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Figure 2.4: Top Target Sectors, 2000 to 2009

Manchester City Region: Top 5 Target Sectors

Bristol City Region: Top 5 Target Sectors

Leeds City Region: Top 5 Target Sectors
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Glasgow City Region: Top 5 Target Sectors Birmingham City Region: Top 5 Target Sectors

Figure 2.4: Top Target Sectors, 2000 to 2009
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Over the period as a whole
(2000 to 2009) the data
illustrates how the largest
target of M&A deals are
firms in the Financial &
Professional Services
sector (32.5%) – a much
higher proportion than in
any other comparator city
region – illustrating the
strength and growing
importance of this sector
in the MCR.
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The data shows that the composition of MCR deal

activity has changed greatly between 2000 and 2009.

In particular, the Creative Digital and New Media and

Financial and Professional Services sectors made up

a larger proportion of MCR targets and all bidders in

2009 when compared to 2000. Sectors that are far

less prominent in deal activity in 2009 (compared to

2000) are Engineering, ICT Digital and Other

Manufacturing, in terms of both MCR targets and all

bidders.

These trends reflect the fact that MCR has seen a

rapid change in the structural composition of its

economy over recent times, moving quickly towards

a service based economy.   Over the period as a whole

(2000 to 2009) the data illustrates how the majority

(32%) of MCR target firms have been from the Financial

and Professional Services sector – a much higher

proportion than in any other comparator city region –

illustrating the strength and growing importance of

this sector in the MCR.  This supports the findings

from the MIER Understanding Labour Markets and

Skills report which found that there had been a 120%

increase in employment in Financial and Professional

Services sector since 1981 in MCR, coupled with a

54% reduction in the number of people employed in

manufacturing (MIER, 2009).

As part of this trend, the Creative Digital and New

Media sector has also developed a very strong base

within the city-region over recent years and the deals

data reflects its growing importance to the economy.

Similarly, the trends reflect the continued relative decline

of traditional industries such as Manufacturing and

Engineering, as the MCR continues to move towards

a knowledge-based economy.

The declining proportion of deals of which ICT Digital

firms are either the bidder or the target is perhaps

more surprising. The data shows that MCR targets

have seen the far greater fall in deal activity, which

suggests that investment in these firms (more so than

investment by these firms) has been the more significant

of the two types of reduction.  This may possibly reflect

the fact that in 2000, the ‘dot-com bubble’ meant that

large amounts of money and investment were flowing

into this sector and, although it must be noted that

the sector is still a significant one in MCR, local ICT

Digital firms may be far less likely to be the target of

such investments today, with the ‘dot-com bubble’

coming abruptly to an end in 2001.

The deals data by sector therefore serves to illustrate

how increases and decreases in deal activity in those

sectors are closely related to the changing fortunes

of those sectors, especially where the target data

are analysed. This may be intuitively obvious but

illustrates how such deal activity is a useful barometer

of investor and business confidence in certain sectors

or locations, which is, in turn, a sign of the probable

strength or importance of those sectors to the economy.
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In Summary:
MCR

• The importance of the F&P sector – by far the largest sector in terms of firms being the target of deals

(32.5%) and there are much higher proportions of target firms in this sector in the MCR than in other

city regions.

• Creative Digital New Media sectors are second only to F&P in terms of both bidder and target sectors

• The data highlights the importance of Engineering and Other Manufacturing sectors (despite restructuring

over the last 20 years).  Despite falls over the last decade, Engineering represents 7.9% of deals

involving MCR bidders (3rd highest) and Other Manufacturing represents 7.5% of deals involving MCR

target firms (also 3rd highest).

MCR 2000 to 2009

• Big growth trend has been growth in Creative Digital New Media deals (+6.34% bidder sector &

+7.92% target sector) and Financial and Professional Services (+14.50% bidder sector +21.97%

target sector).

• Big decline has been in Engineering (-9.88% bidders sector & -10.07% target sector), Other

Manufacturing (-9.55% bidder sector & -10.92% target sector) and ICT Digital (-7.98% bidder sector

& -14.39% target sector).

• Also +5.00% growth in Logistics as a target sector over the period in the MCR.

Benchmarking Analysis (comparisons between the city regions), 2000 to 2009

• F&P sector is the top bidder sector in all comparator city regions (between 24.3% and 30.9% of

deals).

• Of the rest of the deals, Other Manufacturing, Engineering, ICT Digital, Creative Digital New Media, Retail,

Hospitality and Tourism, and Wholesale make up the rest of the “Top 5s”, as both bidders and targets.

• The only times where the F&P sector is not top of the list in terms of “Top 5 Target Sectors” is for

Hospitality & Tourism in Glasgow and Engineering in Birmingham.



Conclusions

4
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Broadly, when looking at M&A activity
in the MCR over the last decade, the
story is a positive one, with a period
of strong and steadily growing activity
in MCR, up to the point of the current
crisis. From Q1 2000 to Q2 2010, the
MCR experienced consistently higher
volumes of M&A activity than
comparator city regions. These
findings are positive as they point to
high and growing levels of investor
confidence in MCR firms from 2000
onwards. Furthermore, this investment
in MCR firms is positive from the
perspective of the MCR economy in
that it potentially provides capital and
funding to MCR firms to invest,
expand or engage in further productive
activity. It may also mean that the
MCR is in a stronger position, relative
to these comparator city regions, to
return to investment and growth when
confidence and liquidity returns.

However, a caveat to this is that there haven’t been

the very large (multi-billion pound) deals in the MCR

that have occurred in some of the other city regions

– something that may reflect on the lack of large,

internationally competitive, headquarters in the MCR.

The analysis of the source of deal activity (location

of bidders) suggests that the majority of bidders’

funds originate locally, in the MCR.  However, the

data also illustrated the large amounts of activity that

have stemmed from London and the South East.

This may be seen as a reflection of the strength of

the MCR firms, in that they have attracted such strong

financial interest from GSE firms and especially

London firms, many of whom operate in an

international marketplace.

Internationally, the data shows the importance of the

advanced economies in Europe and in particular of

the USA in providing M&A and corporate finance

investment to MCR firms, with 83% of cross border

deals originating from these countries (39% from

USA). The BRICs economies of Brazil, Russia, India

and China, despite their rapid growth in recent years

still provide a very small minority of deals to MCR.

It is therefore clear that policy to support investment

in the MCR must acknowledge the continued

importance of Europe and USA in terms of providing

such investment in MCR firms, despite the

increased global importance of economies like

China and India.

Perhaps the most significant outcome from the

analysis of the source of funds for M&A and corporate

finance activity (by type of funding) is that investment

in MCR firms appears disproportionately reliant upon

bank debt in isolation.  Whilst this may partly be a

function of MCRs relatively healthy venture capital

market (compared to the other provincial city regions),

and the data may have been influenced by a few

isolated deals, this echoes findings from the

Manchester Independent Economic Review (MIER)

and is a concern as it means that MCR may be

disproportionately affected by the lack of availability

of such debt funding in the current economic climate.

It is important that policy continues to focus on

increasing the availability of debt funding in the UK,

or find alternative models of funding such activity

(that is, with less reliance upon debt funding), as

such funding may realistically be constrained for

some time to come.
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Findings from the sectoral analysis of deal activity

(by targets and bidders) again mirrored other research,

in finding that the there has been significant growth

in Creative Digital New Media and Financial and

Professional Services deals over the last decade,

with a decline in Engineering and Other Manufacturing

deals – very much reflecting the changing fortunes

of these sectors in MCR over the period, with the

continued move towards a knowledge, service sector-

driven economy. The importance of the Creative

Digital New Media sector to the MCR economy is

illustrated by the levels of investment in this sector.

Furthermore, the deals data suggests that Other

Manufacturing and Engineering sectors, although

undoubtedly not as important to the MCR economy

as they once were, still account for a healthy amount

of M&A and corporate finance activity in the MCR.

The analysis provides an indication of the levels of

private sector confidence in the MCR economy, as

well as the composition of a large amount of

investment activity.  Although it is the private sector

that will ultimately drive the direction of future M&A

and corporate finance activity in the sub-region, policy

makers must be aware of the nature of such activity

if they are to ensure that public policy does not work

against such market forces, and instead compliments

them, by addressing any market failures (in terms of

the availability of debt funding for example) and

directing resources and investment where they are

most required (for example, supporting comparative

advantages in the Creative Digital and New Media

and Professional Services sectors for example).

Although M&A and corporate finance markets are

currently experiencing extreme pressures, key partners

must ensure that policy supports such activity when

growth returns, so that the MCR – and firms investing

in the MCR – are in the best position to maximise the

benefits of such growth.

Summary of policy implications
Below is a summary of potential policy implications

to be taken from this analysis.  From the analysis of

the data, policy should:

1) Continue to support a dynamic and growing M&A

and corporate finance market in the MCR, which has

been characterised by high and growing levels and

values of activity over the last decade.  A vibrant and

growing business base will be essential to drive the

economy from recession into any lasting recovery

and long-term growth.

2) Continue to support and encourage private sector

investment from the USA and Europe, as they have

been by far and away the largest source of such

investment over the last decade. Maintaining

investment from these nations should be a priority,

but doesn’t mean that efforts to take advantage of

investment opportunities from ‘developing nations’

– undoubtedly a future growth area – should be

jeopardised.

3) Increase efforts to increase liquidity in lending

markets. Although banks have been under pressure

to start lending to viable and credit-worthy

organisations and individuals, the evidence suggests

that this hasn’t been happening.

4) Support key growth sectors in the MCR – for

example, the Creative Digital New Media and the

Financial and Professional Services sector.  This

doesn’t mean that the public sector should get involved

in ‘picking winners’ or creating growth artificially, but

instead that policy should acknowledge the private-

sector driven growth that has occurred in these sectors

over the last decade, and should make sure that

policy is supportive of continued growth in areas

where the MCR has built a strong business base (and

perhaps even a comparative advantage).
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Internationally, the data
shows the importance of
the advanced economies
in Europe and in particular
of the USA in providing
M&A and corporate
finance investment to
MCR firms, with 83% of
cross-border deals
originating from these
countries (39% from the
USA).
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i The Manchester City Region Development Plan (CRDP, 2006) defines the Manchester City Region on the basis

of “the natural economy’s travel to work”.  It includes the cities of Manchester and Salford, along with the

neighbouring metropolitan boroughs collectively grouped as:

• Greater Manchester South (Stockport, Tameside and Trafford)

• Greater Manchester North (Bolton, Bury, Oldham, Rochdale and Wigan)

• High Peak (which lies outside the North West, in Derbyshire)

• Congleton, Macclesfield, Vale Royal (in Cheshire), and Warrington

ii The Bristol Region City Region comprises Bristol, Bath, North East Somerset, North Somerset, South Gloucester

and Weston super-mare

iii The Birmingham City Region comprises seven urban local authority areas of Wolverhampton, Walsall, Dudley,

Sandwell, Birmingham, Solihull and Coventry

iv The Leeds City Region comprises of the eleven local authorities of Barnsley, Bradford, Calderdale, Craven,

Harrogate, Kirklees, Leeds, Selby, Wakefield, York and North Yorkshire County Council

v The Glasgow City Region comprises East Dunbartonshire, East Renfrewshire, Glasgow City, Inverclyde, North

Lanarkshire, Renfrewshire, South Lanarkshire and West Dunbartonshire Councils

Endnotes:
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