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TIER ONE: Indian Middle-Market M&A Drives Investment Banking Alliances
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NEW YORK (Dow Jones Investment Banker)--Middle-market M&A activity both in and out of India is driving the country's investment banks to forge alliances abroad. Great expectations for Africa have been behind two recent strategic tie-ups. Expect more such alliances.

India's JM Financial early this month announced a strategic cooperation with South Africa's FirstRand Bank. This followed the formation in December of a tie between Kotak Mahindra Bank Ltd. and Moscow-based Renaissance Capital.
"It is the emergence of a large bracket of medium to large Indian industrial groups looking to acquire assets in overseas jurisdictions that is driving the need for overseas activity," says Sourav Mallik, executive director for mergers and acquisitions at Kotak Investment Banking.

There have been 14 cross-border acquisitions by Indian firms in Africa this year to date, for instance, for an average value of $847 million, according to Dealogic, more than any other emerging-market region.

Three factors are driving these, according to Mallik. First, natural resources; second, the belief that Africa is where India was, and will follow a similar growth trajectory; third, the potential in African for health care and pharmaceuticals, especially by comparison with more regulated markets in the West.

Back out Bharti Airtel's $10.7 billion acquisition of Kenya's Zain Africa BV and two mining acquisitions by Vedanta Resources for $98 million and $332 million, respectively, and the remainder of the African mergers is in the mid-market.

Two were consumer market focused: Wipro Consumer Care & Lighting and Godrej Consumer Products Ltd. acquired Nigeria's Tura International Ltd. and the Tura brand, respectively. In addition to the Zain deal, there was a second in telecoms: Essar Group's acquisition of Congolese Warid Telecom Congo.

Two were in pharmaceuticals: Parenteral Drugs India's merger-joint venture with Kenya's Taurus Export Processing Zone Ltd. and Strides Arcolab's acquisition of joint venture stakes from South Africa's Aspen Pharmacare Holdings. With the exception of two tea manufacturers in Rwanda by Jay Shree Tea & Industries, the rest are power and resource-related acquisitions by Indian acquirers such as Globaleq Ltd., JSW Energy and Kirioskar Brothers.

Outside of Africa, the cross-border deals often run in the opposite direction, with foreign companies making acquisitions within India. With that in mind, Kotak inked an agreement with Japan's GCA Savvian in February 2009.

"When you take a typical Indian company with a $1 billion market cap, a sweet spot for acquisition would be $100 (million) to $200 million size. Those kinds of companies are not on coverage radar of a lot of bulge bracket firms," says Mallik. But the local banks whose coverage radar does include such opportunities don't have a global presence, so collaboration is a win-win.

Since the 2007 breakup of its joint venture with Morgan Stanley, JM Financial has been forging an alliance network too.

"In most countries where we see significant deal volume, we've established our alliances," says Sandeep Jain, executive director, investment banking at JM Financial. The African one is the latest.... I think other smaller banks have also been working on alliances."

He and Mallik agree that the logical partners for the Indian investment banks will be boutiques and regional banks with complementary needs and knowledge.

Translation: The door is open to smaller investment banks elsewhere to link with Indian M&A specialists.

(Gregory J. Millman is a senior columnist with Dow Jones Investment Banker. He can be reached at +1 (212) 416-2352 or by email at gregory.millman@dowjones.com.)
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