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Overview
Industrial consolidation is a global trend that evolved during the last three decades. Market liberalisation and privatisation represent initial key transformation processes for this phenomenon in the energy sector. The energy sector moved over to common interest during the last years: The number and volume of international large-scale mergers increased, and new multinational super-utility champions gained momentum. For example, the bid for the Spanish Endesa in 2006 included the second largest cash offer with an amount of nearly US$ 66 billion by Eon in history of Mergers and Acquisitions (M&A). In addition, those transformation processes allowed new growth opportunities, e.g. in new or emerging markets. While competitors in liberalised energy markets seek to strengthen their market position, their underlying strategies reveal distinct differences and potentially differing degrees of performance. Therefore, the M&A transactions in the energy sector show specific characteristics in corporate strategy regarding size, integration level and geographical scope. According to the industrial logic, the big players in the merger endgame focused on their core competences. The champions followed the theories of growth to realise economies of scale, scope and density.
This empiric study analyzes the M&A activities in Latin America’s energy market with focus on Argentina, Brazil and Chile. The specific characteristics and motives for utilities’ M&A activities in these three countries serve as a good model how diverse industrial consolidation took place after the liberalisation and privatisation in Latin America during the 90’s. Furthermore, the study provides an analysis about the corporate strategies.
The study is structured as follows: After the overview, the second section gives a brief background about the objectives and differences in the implementation of the transformation processes in Argentina, Brazil and Chile. The third section explains the research methodology of the empiric study. The fourth section illustrates the research findings and results on industrial consolidation in the Latin American markets. The fifth section addresses the conclusions. The final section gives an outlook for further development in those countries.
Methods

Empiric research and analysis based upon quantitative data and case studies of realized M&A transactions in the Argentinean, Brazilian, and Chilean electricity and gas market. In the observed period from 1981 to 2006, about 700 transactions were realised.
Selected Results

The general market conditions in Latin America are characterised by several crises (e.g. tequila crisis, dollar crisis, inflation, etc.), which mainly led to divestments and market exits of companies. The activities in Brazil and Argentina peaked during the privatisation within the first years and continued in further waves. Chile started already in 1981 and reached its peak in 1999/2000. In the first years, the M&A activities started mainly as privatisation sales at the vendor side and the forming of JV as finance and holding vehicles for bidding auctions and purchase of shares at the purchasing side. Later, some companies (e.g., the Argentinean power generation company Central Puerto, S. A.) changed ownership up to more than eight times. Also within the JVs ownership structures changed during the period.
In the beginning of the millennium in the Latin American energy markets, an increased number of financial investors (like banks, private equity, and venture capital) can be observed. This phenomenon is similar to the previous study about the European Market. Those investors indicate pure financial rationales behind the transactions. On one hand, banks are included for financing transactions, like alternative energy projects or power plant constructions. On the other hand, private equity and venture capital companies are investing in growth-orientated companies to improve performance thus benefits.
The league table indicate major players in the gas markets were especially the oil mayors, like the French Total, Spanish Repsol, and Brazilian Petrobras. In the electricity sector for example the Spanish Endesa, French EDF, Portuguese EDP, and other important players. The companies followed growth strategies according to Ansoff: Market expansion (e.g. entering into a new market) and market penetration (e.g. develop new markets) are applied, but product diversification very rarely.
A dominating position achieved the Spanish utility Endesa in the consolidation of the Latin American electricity market. Endesa was very active in acquiring indirectly assets of the Argentinean market via Chile with the strategy to combine successively the Chilean companies Enersis, Chilgener, and Chilelectra, which were actively involved in purchases of Argentinean assets.

In an international context, an increasing convergence in the value chain and a trend towards full-integrated structures in multinational companies can be observed although national laws prohibited or intended to avoid those tendencies. In Argentina, for example, law abused horizontal mergers within the borders, but on the other hand, a quick internationalisation of the industry was desired to acquire know-how.
Selected Conclusions

Although the phases of industrial consolidation were the same in all observed countries, the initial start, the objectives, the sets, the implementation and the speed of the processes were different and produced different results. For example, the set of horizontal and vertical disaggregation in the Brazilian and Argentinean gas and electricity market was an approach to divide the full-integrated utilities structures into smaller companies for privatisation. Those were auctioneered, but with lesser income for the governments than expected. The lessons learned in privatisation were that the M&A market not was a vendors market, but an acquirer market.
The study concludes that the market structure influences the conduct of the competitors et vice versa. Until now, there were made different experiences within the processes an phases in the countries with the same toolset but not researched sufficient in a context of corporate strategies in the electricity and gas sector. The process of consolidation is expected to continue. This research will provide a further understanding of the strategic drivers and implications of industrial consolidation.
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