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Abstract: Merger and acquisition (M and A) are usually associated with strengthening of the firm’s financial
position, however some M and A may cause harm to the consumers and give adverse effects to economy
society. Thus, the study starts with the discussion of the important of having a merger control under
Competition Law. By limiting its scope to Malaysia telecommunication industry involved in M and As, this
study examines the relative efficiency of total asset utilization in order to determine whether there is a need of
merger control for better consumer welfare in that industry. The result of the analysis of firms in the sample that
involved in high sequence of acquisitions shows that the asset efficiency of acquirers tend to decrease The
paper ends up with several recommendations that may be adopted by Malaysia to improve its merger control
towards economic sustainability.
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INTRODUCTION governance system, it will be pertinent in catering the

Looking at the essence of competition policy, the with the advent of globalization and liberalization of trade
capital control practised by Malaysia back in 1997 may be [2].
viewed as a method to protect the domestic market In this respect, one may find that, in enacting the
competition. Though there is no statutory competition law regulatory framework on merger control, corporate and the
that govern the merger and acquisition (hereinafter competition laws should go hand in hand. As highlighted
referred to as M and A), Malaysia has been practising the by Carletti et al. [3] only when the regulation is
competition policy via its government’s policies and competition-friendly then, it will give a positive impact on
indirect supervisions of financial markets. Other than that, the economy efficiency. This is because; competition’s
the imposition of controls, have helped towards a merger control aim to prevent an excessive market
financial market and by the implementation of corporate concentration [3] whereas the corporate law aim to
governance, it helps restructuring and strengthening the regulate the merger transactions and to protect the rights
financial markets [1]. of the parties involved. The main problem of occurrences

As aptly put by Md Amin [2], Malaysia needs of mergers is the fear of excessive concentration which
competition law for the purpose of uniformity and may lead to either substantial lessening of competition or
transparency. However, the essence of competition strengthening of a dominant position in which case will
occurred in the telecommunication industry in Malaysia create further problems, such as, increase of prices or
is the distributive implementation on issuing license, reduction of consumer welfare [3].
permit and approval in the Communication and The requirement to give prior notification to the
Multimedia Act 1998 which indicates observance of merger transaction is designed for the ex ante control of
competition policy at some level. But, like the corporate the  level  of  the  concentration  on  the  relevant  market

needs and demands of the international level to adapt
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preventing the elimination of competition that might 2008, the telecommunication industry represented the
follow [4]. As merger control under the competition law is highest value among the top ten completed deals in
usually made based on future prediction of the market Malaysia [7]. Therefore, this study examines the relative
structure and behaviour when (or, if) the merger takes efficiency of Malaysia based telecommunication
place by using substantive test, this may require the companies involved in M and As over a six-year period,
burden of proof from the merging parties to prove that from 2005 to 2010. The result of this study is vital as it
there will not be any negative effects on competition. This would determine whether there is a need for merger
is different from the ex post competition control. control in Malaysia to particularly in the

Generally in Malaysia, the only reference made to telecommunication industry in order to enhance better
merger control is the laws governing mergers and consumer welfare towards the economic sustainability. 
acquisitions in Part IV Division 2 of the Securities
Commission Act 1993 (hereinafter referred to as the Act) Methodology: The test on efficiencies is fundamentally
and the Malaysian Code on Take-overs and Mergers 1998 important for firms involved in M and A in order to show
(hereinafter referred to as the Code). The objective behind that M and A might stimulate competitiveness in the
the Code is amongst others to ensure that minority market and can be a justification for anti-competitive
shareholders have a fair opportunity to consider the merger as well. 
merits and demerits of a takeover offer. It also imposes In order to investigate the impact of M and A’s on
criminal liability for any false or misleading information the efficiency of firms, the data envelopement analysis
made. Another form of so-called merger control measure (DEA) method will be used. The DEA model was
includes the Guidelines for Regulation for Acquisition of developed by Charnes et al. [8] and Banker et.al. [9]. This
Assets, Mergers and Takeovers issued by the Foreign method proved rather successful in previous studies used
Investment Committee (FIC) which now have been to evaluate the efficiency of banking and firms. A recent
repealed by the recent deregulation announcement made study [10-12] adopted DEA to examine the relative
by the Prime Minister YAB Dato’ Seri Mohd Najib Tun efficiencies of telecommunication companies involved in
Abdul Razak on 30  June 2009. M and A.th

Section 12 of the Code, provide amongst others, the Following Kwon et al. [13] and Salleh et al. [12], the
announcement requirement under the pre-merger steps at researchers employs total assets as inputs and revenue as
the inception of any intended or proposed takeover offer. an output variable. We evaluate the asset utilization of the
The provision also requires the offeror to notify the board companies by dividing total assets into two categories,
of directors, its advisers, the relevant stock exchange and current assets being one category while property, plant
the Securities Commission certain necessary information and equipment are the other. The companies’ annual
and made application to the Securities Commission being balance sheet assets and income statements from data
the regulator. Additional protection includes, 35 days stream are also been taken and the outcomes are used to
offer documents requirement, opinion by the board of determine the efficiency. There are five major
directors to shareholders and independent advice circular. telecommunication companies have been involved in M

These procedural requirements indicate that the Act and A for sample of this study. For the purpose of this
and the Code are primarily enacted to protect the interest study, Nasioncom Holdings Berhad and XOX Berhad are
of the investors in general, particularly shareholders privy excluded from the sample because there is insufficient
to the transaction. There is no indication whatsoever on data.
the impact of the mergers on competition. Thus, from the According to Cullinane et al. [14], all selected
above discussion it can be observed that, the merger production combinations can be scaled up or down
control in Malaysia does not make any reference to the proportionally by using constant returns to scale for CCR
merger control that is required under the complete system model, while for BCC model utilizes variable returns to
of competition law [5]. scale and is explained by a piece-wise linear convex

Significantly, M and A form an inter-firm cooperation frontier. The difference between CCR efficiency and BCC
and coping mechanism utilized by firms in the face of the efficiency is the scale used by the models. In term of
new competition which may ironically increase in the near Orientation of DEA models, Output oriented model are
future despite the global financial crises since many favoured as it aims to maximize output production subject
corporations aim to be the survival of the fittest either due to the given resources. Therefore, the researcher
to the desire to increase market power or market for employed BCC Output Oriented Model based on the
corporate control [6]. In fact, between the years 2006 to selected variables as shown in Table 1.
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Table 1: Model and Categories used by Previous Researcher
Model Utilizes Categories Literature Review
Charnes-Cooper-Rhodes (CCR) (1978) Constant returns to scale (CRS) Technical efficiency Salleh et al. [10]

Salleh et al. [12]
Cullinane et al. [14]
Charnes et al. [8]

Banker-Charnes-Cooper (BBC) (1988) Variable returns to scale (VRS) Pure technical efficiency Cullinane et al. [14]
Sufian and Habibullah [15] 
Sufian [16]

The difference between CCR efficiency and BCC efficiency Dividing CCR efficiency by BCC Scale efficiency Kwon et al. [13]
efficiency Sufian [16]

Sufian [17]

RESULTS AND DISCUSSION During the period from 2007 to 2009, Telekom and

A   firm is   deemed   to   have  greater relative acquisitions demonstrate lower efficiencies than other
technical    efficiency     as     compared     to     its   peers, firms which only involved in acquisitions within one year
if  it  can  generate  the  same  output  as  the  other period only. The finding is similar to Vermeulen and
competing  firms  even  though  the  input  may  be  less Barkema [18] stated that partaking a certain number of
than other competing firms [12]. The results were shown acquisitions in a period of time may reduce the company’s
in Table 2. performance.

In   the   beginning   of   the   period   2005,  Telekom As the observation period ended in 2010, Telekom,
and  Redtone  which  partook  acquisitions,  experience Redtone and Green Package which involved in multiple
lower  efficiencies  score  as  compared  to  others firms acquisitions shows lower efficiencies scores compare to
which  do  not  partook  acquisition  in  that  particular Axiata and Time which involved in single acquisition
year.  The  result  is  in  the  agreement  with  Kwon  et  al. only. The results are similar to Salleh et al. [12] and
[13]. Barkema and Schijven [19].

Green Package which involved in high sequence of

Table 2: Technical Efficiency of Total Asset Model
Year Companies Intensity of acquisitions Sequence of acquisitions CRS
2005 TELEKOM 1 1 0.6510

TIME 0 0 0.7150
AXIATA 0 0 1.0000
REDTONE 4 4 0.2600
GREEN PACKET 0 0 1.0000
Mean 0.7252

2006 TELEKOM 5 6 0.7510
TIME 0 0 0.9460
AXIATA 0 0 1.0000
REDTONE 0 4 1.0000
GREEN PACKET 5 5 1.0000
Mean 0.9394

2007 TELEKOM 4 10 0.7620
TIME 1 1 1.0000
AXIATA 0 0 1.0000
REDTONE 0 4 1.0000
GREEN PACKET 3 8 0.5790
Mean 0.8682

2008 TELEKOM 2 12 0.4980
TIME 0 1 1.0000
AXIATA 0 0 1.0000
REDTONE 0 4 1.0000
GREEN PACKET 2 10 0.1440
Mean 0.7284
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Table 2: Continued

Year Companies Intensity of acquisitions Sequence of acquisitions CRS

2009 TELEKOM 2 14 0.6350
TIME 0 1 1.0000
AXIATA 1 1 1.0000
REDTONE 0 4 0.9920
GREEN PACKET 1 11 0.3360
Mean 0.7926

2010 TELEKOM 0 14 0.6830
TIME 0 1 1.0000
AXIATA 0 1
1 1.0000
REDTONE 0 4 0.7710
GREEN PACKET 0 11 0.7150
Mean 0.8338

Notes: Intensity of acquisitions is the number of acquisitions in one year period while sequence of acquisitions is the accumulate number of acquisitions within
certain period of years. 

Table 3: The decomposition of efficiency scores

Firms CRS VRS Scale Drs/Irs

TELEKOM 2005 0.6510 1.0000 0.6510 Drs
TELEKOM 2006 0.7510 1.0000 0.7510 Drs
TELEKOM 2007 0.7620 1.0000 0.7620 Drs
TELEKOM 2008 0.4980 0.9520 0.5230 Drs
TELEKOM 2009 0.6350 0.8270 0.7670 Drs
TELEKOM 2010 0.6830 0.6840 0.9990 Irs
TIME 2005 0.7150 1.0000 0.7150 Drs
TIME 2006 0.9460 1.0000 0.9460 Drs
TIME 2007 1.0000 1.0000 1.0000 -
TIME 2008 1.0000 1.0000 1.0000 -
TIME 2009 1.0000 1.0000 1.0000 -
TIME 2010 1.0000 1.0000 1.0000 -
AXIATA 2005 1.0000 1.0000 1.0000 -
AXIATA 2006 1.0000 1.0000 1.0000 -
AXIATA 2007 1.0000 1.0000 1.0000 -
AXIATA 2008 1.0000 1.0000 1.0000 -
AXIATA 2009 1.0000 1.0000 1.0000 -
AXIATA 2010 1.0000 1.0000 1.0000 -
REDTONE 2005 0.2600 0.4200 0.6200 Drs
REDTONE 2006 1.0000 1.0000 1.0000 -
REDTONE 2007 1.0000 1.0000 1.0000 -
REDTONE 2008 1.0000 1.0000 1.0000 -
REDTONE 2009 0.9920 1.0000 0.9920 Irs
REDTONE 2010 0.7710 1.0000 0.7710 Irs
GREEN PACKET 2005 1.0000 1.0000 1.0000 -
GREEN PACKET 2006 1.0000 1.0000 1.0000 -
GREEN PACKET 2007 0.5790 0.9370 0.6170 Irs
GREEN PACKET 2008 0.1440 0.3070 0.4690 Drs
GREEN PACKET 2009 0.3360 0.3390 0.9910 Drs
GREEN PACKET 2010 0.7150 0.8180 0.8740 Irs
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Generally, CRS reveals that output will change by the checks;  periodic  amendments  and  improvements  [20].
same proportion as inputs are changed whereas VRS In merger control particularly, the concern is whether it
reveals that production technology may exhibit increasing will  give  a  negative  impact  or  the  possibility  of  the
return to scale (Irs), decreasing return to scale (Drs) or market being less competitive. To have the balance
constant return to scale. In reference to table 3, Telekom between concentration and competition is pertinent to
which engaged in the highest sequence of acquisitions, ensure any cooperation will not lead to anticompetitive
experience decreasing return to scale from 2005 to 2009. behaviour.
As for Axiata, which it got involved in a single acquisition In order to achieve a systemic competitiveness in a
in 2009, experience constant return to scale throughout globalizing world economyparticularly in liberalisation of
the observation period. the economy, the approach undertaken by any

The finding of this study is similar to Kwon et al. [13] jurisdiction should be comprehensive [20]. Thus, to
who stated that BCC model classifies a higher number of warrant a healthy competition and to take the benefits out
decision making units (DMUs) into 100 percent efficient of liberalisation, any new government policy must come
units than the CCR model does. Axiata which only involve with a corresponding competition policy. A stronger
in one acquisition demonstrates 100 percent DMUs focus on competition law in merger control especially on
throughout the observation periods. Time also which telecommunication industry will give impact on economic
partook single acquisition experiences 100 percent DMUs sustainability. More importantly, it will ensure the welfare
from 2007 to 2010. Meanwhile, Telekom and Green of the consumers and even more broadly, it will keep
Package which involved in high sequence of acquisitions Malaysia in control despite its rapid development. 
have never reached 100 percent efficiencies from 2008 to The limitation of this study includes only major
2010. telecommunication firms involved in M and As. As a

CONCLUSION research should be made by expanding the scope of study

In conclusion, the study of firms in the sample that which highly involved in M and As.
involved in high sequence of acquisitions, shows that the
asset efficiency of acquirers tend to decrease. The result REFERENCES
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