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ABSTRACT
The Austrian construction company Maculan started a large scale expansion strategy into East Germany and related CEE markets immediately once those markets became accessible – a strategy that turned out fatal soon. The paper discusses company-specific and market-related issues that led to this drastic outcome of an internationalization strategy that initially was seen as a role model for others. The goal is to depict the mistakes made in course of the companys internationalization process and thus to provide a „learning experience“ for companies in similar situations, i.e. seemingly huge growth opportunities all of a sudden opening up in hitherto uncommon territory. 
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INTRODUCTION
This paper deals with the case of the Austrian construction company Maculan. It analyses its expansion into the former GDR (German Democratic Republic) after the fall of the iron curtain in 1989. The goal is to depict  the mistakes made in course of the company’s internationalizing process which ultimately lead to its bankruptcy and dissolution. Our intention is to provide reflections on the company’s breakdown in the 1990s that can be useful for other companies entering new territory.

The paper provides an insight on into managerial experience in Eastern Europe and as such, it states an impressive example of potential dangers which might be of a high impact for a company when making foreign direct investments: entering new territory fast and in bold moves implys high risk. Therefore it is important to make sure that there are enough managment capacity to manage new complexities. "Early success" alone can be dangerous and hide the real situation.

The paper proceeds as follows. In the first section, theories on growth and acquisition strategies are reviewed that that depict issues relevant to the case study. Emphasis is put o opportunities and reasons for acquisitions and on issues to be considered during an integration process. The second part discusses the Austrian construction company Maculan´s expansion strategy into CEE. The personality of the owner-manager, the company and its market environment are discussed. The steps of Maculan’s expansion tour are listed and liked to the final dissolution of the company. Next, the construction market is discussed in Maculans´ Austrian home market and in the GDR host market, with an emphasis on describing the special circumstances and the Role of the German Treuhandanstalt privatisation agency. The final section concludes and discusses mistakes to be avoided by similar chances for market entry in markets opening up all of a sudden.

The information on which this paper is based are taken from numerous newspaper articles, extracts from business journals and magazines of the years 1990 to 1996, as well as from books, dissertations and academic articles. Moreover, interviews have been made with two lawyers who were involved in the bankruptcy proceedings of the Maculan Group. The main conclusion drawn is that the internationalisation strategy of Maculan turned out fatal due to a mix of causes on the company-micro-level in contracting and implementing the acquisitions (too fast expansion, insufficient due diligence, information asymmetries, too high leverage, unprofitable large projects) and difficult to assess changes in the macro-environment, including the making of the EU´s internal market allowing for the intrusion of cheap competitors from other EU construction groups which were not bound by privatisation-related job guarantees and strict German minimum wage rules.

COMPANY ACQUISITIONS AS ONE FORM OF FOREIGN DIRECT INVESTMENT
Foreign market entry and the establishing of international trade relations can be made via different strategies of internationalization which rank from indirect export alternatives over licencing or franchising to the foundation of a company in the target market. For reasons of relevance to the case study at issue, the only form of internationalization strategy discussed in this paper is the one of a FDI (foreign direct investment), namely the purchase of a company abroad. Companies are pursuing such a strategy of internationalization to ensure and improve their market position. Most are striving for higher yields and that thereby aim at a certain rise in company value/shareholder value. Some, however, are forced to acquire and merge in order to guarantee their sheer existence.  Ansoff [1965:132] distinguishes between four acquisition strategies:

· The horizontal acquisition strategy: a takeover within the same product or market segment,
· the vertikal acquisition strategy: a takeover of a company in a preceding or following production stage,
· the concentric acquisition strategy: a takeover of a company which has similarities in marketing or technology (R&D, customer target group etc.), and 
· the conglomerate acquisition strategy: a takeover of a company in a different product or market segment.

A M&A process could be portrayed as follows:


Figure 1: Theoretical prescript for a merger and acquisition process [Kogeler, 1992:44]
Opportunities and Reasons for Acquisitions
The fall of the Iron Curtain provided access to hitherto closed markets with high demand levels and supposedly low competition. That sudden sudden “window of opportunity” went hand in hand with large-scale privatisation, fundamental economic transformation and the sudden availability of supposedly cheap market share in nearby markets for many companies from neighbouring countries. From a management point of view, there are ample reasons to react by immediate merger and acquisition (M&A) strategies [Kogeler 1992:234]:

· increase in international and national market share,
· cost advantages,
· access to new technologies, industrial sectors and employees,
· risk diversification,
· supply of raw materials and semifinished products.

Role and Classsification of Mergers and Acquisitions
Steger [1999] distinguishes between two different groups of M&As: On the one hand, there are “Traditional M&As” and on the other hand, “Transformational M&As”. The group of traditional M&As subsumes 

· Consolidation Mergers – These M&As aim at the realization, reduction of overcapacity and improved competitiveness.
· Pearls on a String – They occur when big companies absorb many small ones in order to extend both their product range and/or regional market coverage.
· Strategic Assemblers – Companies which grow rapidly both in their brand portfolios and geographic reach through an extensive M&A strategy often engage such M&As. 

The group of transformational M&As consists of 

· New Industry Entrances – If a company pursues an exit from an “old” industry and the entrance into a “new” one, then this type of M&A is applied.

· Portfolio Turnovers – This category is the rapid “portfolio turnover”, where companies rapidly transform themselves through a steady stream of M&A activities.

· Global Leaps – These M&As occur where the regional reach and product range of a company are both dramatically extended.

Bower [2001:94] provides a similar typology by stating that each merger and each acquisition actually expresses a different strategic activity. Based upon the company´s  competitive setting, mergers and acquisitions occur for five reasons:

· to deal with overcapacity through consolidation in mature industries – “The Overcapacity M&A”, 

· to roll-up competitors in geographically fragmented industries – “The Geographic Roll-up M&A”, 

· to extend into new products and markets – “The Product or Market Extension M&A”, 

· as a substitute for R&D, and

· to exploit eroding industry boundaries by inventing an industry.

Problems of an Acquisition Process
Different causes for M&A strategies also evoke different challenges for the company in question. Besides the positive prospects of an M&A there might be risks and problems in course of an acquisition process as well. Acquisitions quite frequently have unintended consequences, positive and negative. Reasons for negative effects at a pre-acquisition stage or at the stage of implementation, might include [Bower, 2001:93; Kogeler, 1992:2; Steger, 1999]:

· information asymmetries – the seller knows more than the buyer
· the search for appropriate candidates, 

· the scrutiny and assessment of the potential candidates 

· the right and suitable method of finance, 

· the dynamic of the purchasing process – “take it or leave it?!” 

· unclear and vague expectations – do they really conform with the company goals? –  

· a high and exaggerated purchase price and 

· a lack of differentiation concerning the purpose of the acquisition and the connected implementation of measures in course of a certain pre-designed strategy.

In addition to the problems which arouse before the actual acquisition, the causes for a failure could be generated after the acquisition transaction. These aspects may constrain many companies involved in the M&A process to succeeding in achieving their originally defined goals. Typical examples for problems which occur after the takeover has taken place include [Bower, 2001:93; Kogeler, 1992:2; Steger, 1999]:
· bad management activities during the integration process, 

· an overestimate of the synergy potential,

· shortcomings in the synergy management, 
· wrong market estimates and estimates of the business surroundings,
· considerable cultural differences, and

· insufficient employee motivation.
Steger [1999] and Bower [2001] argue that the problems mentioned above arise for the simple reason that all mergers and acquisitions are lumped together and that the strategies and the purposes behind it are not sufficiently considered. Therefore management is supposed to tak too few measures to support and enforce the process, particularly in the stage of integration which in such a process of transformation is essential for the involved parties in order to be able to successfully finish their acquisition plans. Zwahlen [1994:279] recommends four important issues to to be carefully considered during the integration process in order to avoid or overcome typical M&A and internationalisation fallacies:

Uncertainty – of the company and its employees. This uncertainty concerns the changes in markets. Therefore leadership quality and constant learning are essential.

Time as a matter of competition – Small development periods, faster deliveries and shorter adaptations and changes determine the daily routine in companies. Here flexibility and cooperation as well as the creation of incentive systems are required.

Networks instead of hierarchy – Increasing project orientation and expansion of the service sector. Rigid forms of organization are uncalled for.

Advantages of size become are rare – because of a bigger differentiation of customer requests and a more flexible production. Here quality instead of quantity is required.

The following case study will provide ample evidence that the theories evoked above do bear a rationale for market entry strategies, especially in rapidly changing and transforming markets like in CEE, and thus should be considered in both strategy making and implementation. To get a clear overall picture of Alexander Maculan and his company, his person and the main steps in the development and history of the Maculan Group are as follows. Then the details of the detrimental expansion strategy and implementation will be discussed.

MACULAN – THE COMPANY

Alexander Maculan, Owner-Manager
At least until 1995 Alexander Maculan was regarded as the classic example of an entrepreneur with a glamorous touch in Austria [Riffert 1995:70]. To the public and also his business partners he gave the impression that he is a very innovative, creative and quite risk-taking businessman with an adequate engineering education. He liked to portray himself as the prototype of a successful hands-on, self-confident and visionary CEO. There were rumours that he wanted to prove his knowledge and abilities to his wife’s aristocratic family – his wife derives from the “Mayr-Melhof-Dynastie”, one of the oldest and most prestigious Austrian industrial families [Lampl, 1996]. He followed the aim to be better respected by his wife’s family, as they saw in him nothing more than a small middle-class business man. The urge to differ from other businessmen was said to be one motive for his immense expansion plans.

Maculan certainly has a sound commercial understanding and a lot of visions, but also enjoyed publicity and showing his success, exemplified by owning two Ferrari cars. Although he had a quite authoritarian leadership, his employees appreciated him. They had the right to a say, but at the same time he also pursued ideas he was convicted of which were not always supported by his closest employees. He had a well qualified team of managers behind him. In any case, Maculan was said to be a diligent businessman and a classical entrepreneur of the private sector. In the press he even was called a “workaholic”, who was sitting days and nights in his office or spent his time on business trips. He had a very broad personal network, even though this fact cost him a lot of money from time to time (e.g. when he gave their friends sons a good job). Maculan was not a member of a certain political party, but he had friends and connections in many different political fields [Riffert, 1995:70], which is not uncommon for large and influential construction companies.

The Development of the Maculan Group
In 1962 Alexander Maculan overtook his father’s construction company. His father, Rudolf Maculan had died in 1955 at an air crash and until his full legal age, the general director, Ernst Meißner, took the role of the guardian for Alexander [Riffert, 1995:70]. In 1952 the construction company had already been doing business abroad for the first time, namely in Afghanistan [Maculan, 1997:51]. This was still under the rule of Rudolf Maculan. That time the firm accepted demands from Syria, Saudi Arabia and Jordan. Therefore a new joint venture company was created [Maculan, 1997:51]. The business activities in these mentioned countries were still lasting when Alexander Maculan officially overtook group.

As the construction company was too small for international “big ticket” projects, working pools were often installed, mostly in the form of Special Purpose Companies (SPC). An example was the “ARGE Awstroj“ of 1986, which aimed at working the Sowjet Market together with five other Austrian construction businesses [Müllauer, 1995:39]. In that way Alexander Maculan was leading his company step by step in a continual but slow way for over 30 years. Only with the opening up of the formerly closed central and eastern European countries (CEE), he changed his rather cautious management strategy, which had always resulted in good profitability.

With the fall of the Iron Curtain Alexander Maculan saw his big chance to become one of the biggest entrepreneurs in Central Europe, which actually didn’t seem out of reach at the beginning of his expansion initiative. Maculan personally hungrily looked for East German companies in bad conditions [Pollac 1991]. He began to buy these companies and started to equip them up to western standards [Haumer/Schweiger, 1991: 49]. Soon he succeeded in becoming the second largest business man in the East German construction industry, behind the German Philip Holzmann AG, which represented the number one in the German construction market in the early 90s [Haumer/Schweiger, 1991:48].  At this time the Maculan Group had three divisions: (1) the construction business, which reflected the far biggest part of the company’s operations (90%); (2) the real estate division (4% of the company’s business) and (3) building materials (6%).
  The first division, which was called “Bauausführung”, contained structural engineering, civil engineering and special engineering.
 The other two divisions were completely separated from the main business of the first division. [Neuwirth, 1993:18]
Maculan’s Surge of Expansions
The expansionism pursued by Alexander Maculan’s business group began in 1990. Within record time, he all in all bought seven companies with 37 branches at 21 different sites [Riffert 1995:70]. Within three years the group’s turnover trebled. Here is a list of Maculan’s acquisitions in East Germany sorted in chronological order:

Maculan’s Acquisitions – ’90 to ‘94

	Year
	Acquired Company
	Share of 

ownership
	Turnover 

(mio ATS)

	1990
	Bau Union Sud (Dresden)
	100%
	1 1591

	1991
	Industriebau Magdeburg
	100%
	1 468

	
	Risaer Hoch-und Tiefbau
	100%
	883

	1992
	SB- Spezialbau Potsdam
	100%
	834

	
	Kieswerk Wegeleben
	100%
	n.a.

	1993
	TB Tiefbau Berlin
	40%
	1 575

	
	Ingenieurhochabau Berlin (IHB)
	49%
	1 120

	1994
	CEMMAC-Slovakia  
	50%
	


Figure 2. Maculan’s Acquisitions from 1991 to 1993. [Maculan, 1997].

Maculan went shopping at the Berliner Treuhandanstalt, which was a specially created federal institution. Its job was to privatise the rather chaotic East German economy.
 Maculan bought all the above listed companies  from this institution. However, when purchasing the last two companies, he didn’t have enough funds anymore to finance a 100% acquisition. That is why he just got minority interest in  TB Tiefbau Berlin and IHB. Maculan invested the equivalent of about EUR 80 million in East German firms. The big question certainly is how he financed these acquisitions. Hitherto privately held Maculan went public at the Vienna Stock Exchange via initial public offering (IPO) and  issued convertible bonds. Additionally in 1993 there was an increase of capital from 330 to 405 million Austrian Shillings nominal value [Die Presse, 1994]. The convertible bond issued in 1991 with an interest rate of 4% p.a. and an expiration after five years brought in 660 million Austrian Shillings [Riffert, 1995:71]. When these funds were finally exhausted, debt capital was drawn: The Berlin Bank helped as partner trough two investment funds [Abentheuer, 1993: 40]. The company takeovers – so Maculan in the Austrian “WirtschaftsWoche” – were financed by means of long-term loans by the Treuhandanstalt [Abentheuer, 1993:40]. Thus the company became highly leveraged.

ANALYSIS OF THE BUSINESS ENVIRONMENT

The decline of the Sowjet Union caused an economic revolution and this took place exactly in front of the Austrian border. The East German market was near at hand for Austrian companies. A complete process of transformation started in the former GDR states where the originally state-owned firms were sold to western firms and that way they were privatized. East Germany was to be built up newly – to take it literally – and many entrepreneurs were tempted by the new post-communist esprit of a new departure and to go and give it a try in the new German areas [Riffert, 1991:246].  However, the initial assumption that the economic upswing in the former GDR as well as the situation in Berlin would provide an unprecedented boom, all in all did not prove true.

At this point there should be given by a brief overview over the industrial construction sector in general and the description of the frame of doing business in East Germany, for many different aspects of the business environment are from special significance for working a market in CEE (Central and Eastern European) countries [Schuh, Klausegger and Schreiber, 1994:178]. 

The Industrial Construction Sector in Austria and the East Germany
In Austria, between 1989 and 1994 the production volumes in the construction business continually rose from 38.1 million Austrian Shillings to 54.2 million Austrian Shillings. But although production volumes increased, the percentage of the value added to the Austrian GDP (gross domestic product) fell down in the construction sector as well as in the construction material sector. While the growth rate of 6% (real) reflected a upward trend [Haumer/Schweiger, 1991:49], the numbers finally turned to the other direction in 1995, which lead to a decline in demand and production in the Austrian construction sector. The main reason for this decline was the fact that the federal government had to reduce its placement of construction orders as for budgetary reasons. In the first year the order book of the VIBÖ
 which is the Austrian association of construction businesses, sank at 15%. The reduction of state investments in infrastructure hit the construction industry. 

In 1995 the three biggest Austrian construction companies were the Bau Holding AG, the Maculan Holding AG and the A. Porr AG [Forsthuber, 1995:106]. Their main problem at that time was the lack of new projects and consequently their business data declined which on the other hand let their share prices decline at the same time. They also had to correct their dividends downwards and couldn’t pay the predicted amounts [Knoche, 1995: 40]. Concerning cross-border-business, hitherto domestically oriented Austrian construction firms mainly went into CEE markets where they perceived high growth chances but also face hitherto uncommon territory, i.e. high risk. So they were not able make up for the bottleneck of orders in the domestic market [Forsthuber, 1995:. 106].  According to industry voices, the construction sector generally experiences an economic downward trend not until a few years later, as between the planning stage and the actual start of construction five to six years go by [Knoche, 1995:42]. In the business of civil engineering – which holds the largest part of the Austrian construction business – long lead times are usual. In 1996 the newspaper headlines already said that the Austrian construction industry had entered a state of crisis. The reasons for this crisis were to be found in the unused capacities which were over-dimensioned after the long lasting reconstruction boom [Trend, 1994:71].

In formerly East Germany, most forecasts for the construction industry were very promising in the early 1990ies. The German economics ministry predicted that the construction sector would be the first sector in the East German economy for which a strong growth was expected [Haumer/Schweiger, 1991:49]. The figures finally showed that it was real, for the orders in the construction industry – especially in the field of civil engineering and in the road construction – increased for about 10% in 1991 [Haumer/Schweiger, 1991:49]. Yet, in 1995 even the promising East German Market showed weaknesses. Companies which had invested in East German firms had to fight price battles aroused by the new entrants from low-wage countries. In particular there were Portuguese and British construction firms which paid “dumping wages” to their workers, while German companies were bound by rather high minimum wage requirements. As a result, the orders for western German and Austrian firms dramatically fell and domestic construction employees were unemployed queuing up in front of the job centre [Knoche, 1995:45].

Opportunities and/or Problems in the Ex-GDR
The newly opened markets as well as unexpected production possibilities were seen as the main motives for an investment into Eastern European countries. The latter motive was said to be achieved by cost reductions through low wages. The good forecasts and motives nearly let the risks and problems fall into oblivion, even if they existed at the same time. Moreover, East Germany offered the advantage of the German language and the risk pools like the exchange rate risk and payment risks which were not as high as in other foreign countries. Naturally the investments were quite tempting, as the purchasing prices were quite low. As there was much construction activity, there was a corresponding demand for construction services. Germany wanted to rebuild East Germany and there were high growth expectations and high expectations in profits and yields. Despite of all the chances and possibilities there were many risk by doing business with the East which were not to be underestimated by investors. Already in 1991 a journalist wrote that in the tricky Eastern Europe there are many dead projects lying next to the happy winners on the path to success [Riffert, 1991:246].

Even before the fall of the Berlin Wall, there were active business relations in Eastern European countries, including the GDR. But the big difference then was that the business partner on the other side was the federal government, meaning state-owned companies. There was high confidence in such business deals as one needn’t have to worry about payments etc. But finally, after the opening of the East everything became more difficult and business became riskier. The Austrian Maculan Holding AG had already been doing business in the GDR in 1967. Later, in 1993 it was the construction company with the highest commitment in East Germany compared to other Western companies [König, 1993:5.

The Business Environment in East Germany
For Western Europeans on their way to enter the new markets, daily life was not very easy, even though there was no real language barrier. Technological conditions were beneath contempt. Speaking about the difference of the business environment, Maculan stated in 1991 that the secretaries of East German executives only had heard about a computer at best, the infrastructure had been very bad as well [Brey, 1991]. On the other hand, opinions on the abilities and skills of East German employees, were divided. Whereas Maculan spoke about a high will to good performance, other experts saw problems in the retraining of employees who had been used to a planned-economy, socialist-type regime. Material incentives certainly were appreciated, but the level of education and formation was hard to assess. For sure, there were shortages in the commercial field. Worth mentioning seems the fact that Austrians were more popular with the East Germans than the West Germans, who bought a large part of the scruffy East German firms [Brey, 1991].

Privatization after the Opening to the East
Since the opening of the Eastern economies there have been many direct investments into CEE countries. The achievements of the privatization process are undisputable. Foreign direct investment (FDI) is a very important aspect in the process of reforming the post-communist economies, because it brings about important know-how for management, production and other elements which are essential for Eastern European companies in order to be able to survive in the strong competitive European business environment [Perrin, 2002:10]. The extent of M&A activity is closely connected to FDI-cash flows. Before 1989 foreign strategic capital aimed more at the best advanced or simply the biggest Eastern European economies. Therefore, on the one hand, companies strived for a successful reform report and on the other hand they strived for more room in economic growth.

The attraction to new markets, to cheap manpower and to the possibility of taking advantage of the exceptional economic growth drove the decision to establish businesses in the Eastern regions. Those markets, which had the best rates of growth and which reflected the highest privatisation rates, were most popular for investors. Privatisation processes were thought to be successful, with the prospect of maturing democracies adjusting to European Union business and legal standards, though at lower local wages. But exactly these fast transformation processes contain high risks and may cause problems for foreign investors. Market distortions and the attempt to protect national interests, might raise problems which could discourage investors to invest in these markets. That would be a setback in the process of change and reforms [Perrin, 2002:15].
Takeovers in East Germany
After the cries of joy had become quiet, it was necessary to pick up the inexorable privatization work in the inefficient GDR economy. Until 1992 more than 4.700 companies which had been state-owned were taken over, 95% of which were bought by Western German companies. The privatization transactions were carried out by the Treuhandanstalt Berlin. Only 14 companies were bought by US companies. The costly bureaucratic disputes by the Treuhandanstalt had a deterrent impact on their investment activities. [Savona, 1992:84]. One of the primary goals was to re-employ the East German employees which had lost their jobs after 1989. Besides that, high investments in the old and badly equipped companies were necessary to get them into a good working condition again. Their machinery was obsolete and it not even was a secret that German companies “had to” take these firms over, pushed by what could at least be referred to as “political sentiment”; there also was a run for market share as well: US companies were not forced to such considerations and could concentrate on purely business-oriented purchases. The US Commerce Department even advised against the Treuhandanstalt, because it wanted to sell „a bunch of losers“ [Savona, 1992:85].

Another reason why so few non-German companies were involved in the East German acquisitions, was the common and wrong assumption that most attractive firms had already been sold [Freudenberg/Bird, 1991:1]. Freudenberg/Bird argue that the most important aspect which should be considered right from the beginning by a potential investor, is the reorganisation plan and the opening balance sheet. In the second stage much information (e.g. turnover and expense predictions) should be examined. Furthermore they recommend to draw up a business plan even before the offer by the Treuhandanstalt is placed. However, the most important phase of an acquisition process is – in their opinions  –  the period after the completion of the transaction process. In the moths after the takeover all adjustments and restructurings have to be identified, accepted and implemented. [Freudenberg/Bird, 1991:2]. Certainly it was not easy and it still is not easy to assess the situation of the potential companies on the privatisation list. Valuation and assessment is very important for prospective investors, though. That is why western companies should make investigations of due diligences and analysis of all companies, projects and industries in question. Especially financial analysis and environmental aspects are not to be forgotten [Gatling, 1993:1].

After a close look at the general business conditions, the business environment and the development of the Maculan Group itself, now it is time to focus on Maculan’s shopping tour which is to be discussed and theoretically analysed in the following follows. That way it should become easier to understand the reasons and causes for Maculan’s failure.

MACULAN’S EXPANISON IN EAST GERMANY

Changes for a Company which were aroused by the Acquitsition Tour
Alexander Maculan pursued an aggressive expansionism and his group tremendously grew within a few years. As already outlined above, Maculan bought seven companies only in East Germany in the years 1991 to 1993. As a consequence of these purchases, the company experienced a terrific growth. (See Figure 3 and Figure 4 below).  While in 1989 the group’s turnover was around 4.1 billion Austrian Shillings, in 1992 it hit already the mark of 11.7 billions. Along with the acquisition changes of the company structure were aroused: Whereas in 1989 four fifths of the turnover were achieved in Austria, in 1992 it was just one third. Then, about 40% of the turnover was already obtained in the new East German area. There was also a change in the employee numbers which rose dramatically as well: In 1989 around 2800 employees were responsible for the company’s profits of 61 million Austrian Shilling, then, in 1992 an average of 7700 employees made about 210 million Shillings. [Abentheuer, 1993:37].

	Year
	Austria
	GDR
	TOTAL
	Austrian employees in percent of total

	1989
	2 800
	-
	2 800
	100%

	1990
	2 800
	2 800
	5 600
	50%

	1991
	3 300
	3 200
	6 500
	51%

	1992
	3 400
	3 800
	7 200
	47%

	1993
	2 200
	5 500
	7 700
	29%

	1994
	2 200
	6 700
	8 700
	23%

	Data source: Maculan, Alexander [1997]


Figure 3. Employees of the Maculan Group (figures rounded). [Maculan, 1997].

	Year
	Austria


	Germany

	1989
	3 300
	350

	1990
	3 770
	1 180

	1991
	3 970
	3 800

	1992
	4 220
	5 590

	1993
	5 107
	7 621

	1994
	5 096
	8 486

	in Mio ATS= Austrian Schilling

Data source: 


Figure 4. Turnover and turnover growth of the Maculan Group. [Maculan, 1997].
It is clear that in the course of such improvements of business success the share price rockets. Such rapid price fluctuations, however, don’t always bring about positive effects in the long run. In fact, quite a few specialists already sensed in the early 90s that such a fast increase was not sure to turn out well. Primarily, it is important to know and consider the reasons as well as the strategy and the role of an acquisition and to classify the latter in order to be able to make the right decisions concerning structuring and the implementing a proper control system. To just overtake enterprises hoping to straight away gain high yields is an illusion. The specific purpose of an acquisition should be the focus of interest and it should guide the management’s decisions. That is why Maculan’s takeovers should now be observed from this point of view, namely by their motive, role and the underlying strategy.

Classification of the Acquisitions
There are a number of reasons, why Maculan engaged in that bunch of acquisitions: First of all there was the aim to grow, the aim to gain market share and the aim to become the biggest construction business in Europe. Concerning his acquisition strategy, Maculan’s purchases can be classified as horizontal acquisitions – according to Ansoff’s [1965] model.  The Bau Union Süd GmbH in Dresden, the Industriebau Magdeburg, the Riesaer Hoch- und Tiefbau GmbH, the SB Spezialbau GmbH, the TB Berliner Tief- und Verkehrsbau and the IHB Ingenieur Hochbau Berlin GmbH, are all companies working in the construction field (the primary business of the Maculan Group) and thus reflect takeovers within the same market segment. The only acquisition which steps out of the line is the purchase of the Kieswerk Wegeleben in Sachsen Anhalt. This firm was situated in the field of construction materials. It, however, has to be classed with the horizontal M&As, because the construction material business was also a division of the Maculan Group. 

The other non-Austrian companies should not be left unmentioned here: In the field of the classical construction business there was the G. Hinteregger GmbH &Co in Munich, then there was the MKI Bau GmbH in Budapest and last but not least the Silbamac/Stavomac in Slovakia. In the real estate division there were the MBI Berlin a 100% subsidiary and in the construction material division the group held one German and three Slovak subsidiaries: The MAT Hamburg, the SIMAC Slowakei, the CEMMAC Slowakei and the PREMAC Slowakei [Müllauer, 1995, p.41 and Abentheuer, 1993, p. 40]. 

In case of an M&A classification according to the model by Steger [1999], Maculan’s acquisitions unequivocally rank among the “Traditional M&As”. In fact, they partly can be subsumed under “Perls on a String M&As” and partly under the category of “Strategy Assembler M&As”. The different types within the group of “Traditional M&As” is in contrast to the “Transformational M&As” easier to handle and less complicated, therefore a less challenging category of M&As. Maculan pursued the aim of growth through geographical expansion (“Strategy Assembler M&As”) and through production expansion, by which a big company swallows a small one (“Perls on a String M&As”). Following Bower’s model, the acquisitions can be classified as „Geographic Roll-up M&A“ and/or as „Market Extension M&A“.

THE ASSUMED CAUSES OF THE COMPANY’S FAILURE

The failure of the Maculan Group cannot be reduced to one single cause and include episodes resulting from micro-level (company) and macro-level (market-setting) isses. Therefore all possible reasons and causes should be explained and shortly discussed. The goal is to proide an overview of the mosaic of problems which finally lead to the group’s insolvency.
The Exansion was Too Fast
Already in 1993 some of Maculan’s competitors said that Maculan was growing too fast and that the acquisitions had been too risky and not controllable anymore [Abentheuer, 1993:40]. The capital cover became too thin and business in the East was finally said to be not the best. Buying such a large number of companies in hitherto uncommon territory requires high digestion capabilities and deep managerial and financial resources to nurture  the restructuring process. There were just too many purchases one behind the other in too short which brought along many other problems and introduced a level of complexity the company was finally not handle to manage.

Competition, Treuhandanstalt and Wage Rigidity
As explained above, the total volume of construction business in East Germany did not turn out as large as as expected initially, at least not for domestic companies. As competition in the construction sector was hard and even heightened by the making of the Single European Market within the EU (which the GDR became part of; different from other CEE countries that only joined in 2004), the contractual negotiations were accordingly hard. The construction boom which had been expected, didn’t turn out as expected either. Finance was problematic, because there was a discrepancy between the amounts which were needed and those which could be financed [Die Presse, 1993].

In 1995 a price battle started which had been provoked by the new entrants form low-wage countries [Knoche 1995:45]: British and Portuguese construction companies could pay their employees on German building sites much lower wages than the German construction companies, because they could be employed under their own national industrial law and were not subject to local (German) rules and regulations, including high minimum wages. That way, foreign workers were employed under different conditions, while domestic workers were unemployed. The reason partly lies in the Treuhandanstalt’s task to fight unemployment in the former GDR. It is true that this institution sold the companies at low prices, but it claimed other conditions instead, especially employment guarantees. This, of course became the construction companies’ undoing, because with the observance of these guarantees and the local payroll and with the dumping wages, there was no possibility anymore to obtain orders and stay profitable [Knoche, 1995:45]. Ex-GDR construction companies that were acquired by, among others, Maculan, were severely restricted in reducing both the number of employees and and the pay to them employees – a kind of strategic deadlock if cheaper competitors can enter the market. 

The Problem with Human Capital
Already at the time of Maculan’s last acquisitions, worries occurred that there were insufficient management capacities. It was said that the company had not enough highly qualified staff [Abentheuer, 1993:41]. Certainly it is a crucial problem, that when acquiring a high number of firms within a short period there is a certain need for accordingly qualified management, to be able to handle and control the running operations. Critics referred to the lack of the complete layer of middle management [König, 1993:5]. Although at the beginning of Maculan’s expansion tour Austrian top-managers were called to fill the posts, this was just for a short period and their successors were quickly swamped [Moravec, 1995]. Allegedly, each experienced construction worker became a manager and each better foreman became site manager [Lampl/Worm, 1995: 81].

At the time it was not easy to find top managers in Austria who were willing to leave their families just like that for one or more years. Not many wanted to go to Dresden or Magdeburg which at the time were not very attractive towns. There actually was a bottleneck of control. However, the organizational problems do not have to be a specific problem in East Germany, for a building site always works as well as its responsible site manager is able to motivate and encourage his workers and how he organizes their work. At the employee level there were problems too: Workers from a former planned economy who were not willing to do retraining courses, were not to be kept on a long lead [Abentheuer, 1993:41].  Thus the relation between wages and productivity was not well-balanced: One employee in the East produced just 70% of the turnover a Western employee was able to create, whereas the Eastern wages reached already 77% of the Western wage level [Abentheuer, 1993:41]. 

Working morale and productivity also posed important problems in the construction industry in the GDR, as these companies had not operated under a market economy. Managers in the former GDR had worked for years with the philosophy of the former GDR and a planned economy regime. They were practised at reaching their targets as actual targets, to send adequate reports to the central business control systems. In the course of time they developed a clever system about how to express the achievement of their required targets without having to actually reach them. The real situation of a company often only came to the surface when the firm went bankrupt.

The Problem of Investments and Finance
One of the first questions after an acquisition process is: Has the purchasing price been too high? Maculan answered that question by arguing that his acquisitions certainly had not been justifiable if there wouldn’t have been a considerable volume of hidden reserves [Abentheuer 1993:41]. He didn’t take into account that these hidden reserves have to be realized at first place to then be accessible as solvent funds for the company’s investments or debt redemptions. In principle it doesn’t matter if the purchase price is too high or low, all that matters is if the purchasing company pays more than the investment will pay in the future. 

The small amounts of capital resources became the undoing of many investors in East Germany. They should have been aware that it was not possible to make high profits right after the investment transaction had been over. They had to wait a couple of years for their first returns. Such problems of scarce equity appeared soon in the Maculan Group. Equipping run-down firms cost a lot of money. First Maculan went public, to be able to finance the acquisitions by public equity. Later, when these funds had been exhausted, he fell back on debt finance, namely bonds and loans. Yet, the Eastern companies apparently didn’t create the expected returns to cover the cost of capital and in the end even banks stopped granting loans. In 1994 the group’s debts were already enormously high and already then the banks didn’t want to give supports anymore. It was said that in July 1995 the banks were getting nervous, because the company with its huge liabilities and difficulties became the talk of the town [Riffert, 1995:71]. An expert opinion by the German management consultancy Roland Berger was published, containing a list of all credit demands making a total of 3.38 billion Austrian Shillings. Consequently the consultancy established a restructuring concept intending a mighty retrenchment and the sale of much property. It could have been the last rescue from getting to a bad end. However, in 1996 the convertible bonds became due and it could not be settled without any loans from banks [Riffert, 1995:71].

Whose Fault Was It?
Quite often managers’ lack in commercial training and insufficient abilities bring about a firm’s bankruptcy. In the case of Alexander Maculan these were not the main causes for the group’s breakdown. As already mentioned, Mr Maculan was a very competent, hard-working business man. Nevertheless, there is one thing which is clear (according to most published reports): Maculan underestimated the severity of the situation. There were rumours that the banks were made guilty – at least partly – that the company couldn’t survive. Some argued that the banks let Maculan die because most big banks own construction companies themselves and so Maculan kind of was an annoying competitor. In his book “my fall” Maculan [1997] himself blames his banks to a big extent for his breakdown. However, there is no proof for that. It should be completely normal that banks face successful firms differently and that they stay sceptical and more reserved when facing companies in crisis. 

Information Asymmetries and Special Purpose Companies
Maculan in person admits that the bigger his group became, the more there were deficits and problems in the information and communication system. This finally culminated in a communication chaos. Neither Alexander Maculan nor the board of directors of the Hofman und Maculan Bau, had enough information about the business situation of the group and its several companies. They just had recognised the crucial negative developments when it was already too late. The lack of information certainly can also be attributed to the fact that in the construction business the amount of losses is difficult to detect. Correctly valuing a construction site according to construction process is a cumbersome issue with various valuation leeways and thus difficult to guestimate from outside the company. “Big ticket” construction projects are often realised via special purposed companies (SPC) which are established in course of a finance deal similar to project finance. They are characterised by their nature as cash flow finance tool and thus are based on their future cash flows (yields). This financial instrument is used, because the high amount of funds which would be necessary would be too risky and therefore not provided by private and legal entities [Frank/Moser 1987:35].

These special purpose companies (SPCs) and some real estate companies also did not reflect a contribution to the group’s bankruptcy which is not to be neglected. One reason is that not many real estate businesses were lucrative or at least lead to early cash flow returns. On the other hand, much capital was tied up so that in times of tight liquidity these capital resources couldn’t be taken straight away. As already mentioned, Maculan wrongly estimated the real estate business and the hidden reserves, to the effect that they existed, but they were not to be realised from one day to the next. Maculan’s diversification into different business fields (construction related fields like real estate and construction material) could have had favourable effects in the long term, yet in the short term it had unfavourable effects: On the one hand additional resources were tied and on the other hand all negative influences form many different divisions and fields accumulated, particularly concerning liquidity. It thereby didn’t result in a risk diversification but rather in a risk accumulation. Hence, the advice the Berger consultancy gave was to divest of these businesses [Riffert, 1995].

Moreover, the problems of the dysfunctional information channel to the top management were aroused by the size and the structure of the group which had been already quite extensive in 1993, so that the interlocking became already unclear and a bit confusing. Controlling and communication had not grown the same speed and quality. Thus reports on the situation of the group’s companies ex post turned out to be wrong. The share prices of the Maculan Holding AG also reflected a big problem in the information and communication policy. The information policy applied also was not successful. Sometimes profit forecasts had been published which soon thereafter were visibly missed [Janny, 1994:12], mostly again for reasons of bad internal communication. No wonder that the shareholders reacted in an uncertain way and that the share price showed high leaps.

Insufficient Knowledge about Companyies to Acquire
The proverb that you shouldn’t buy a pig in a poke is true for company acquisitions as well. In the case of acquisitions of East German companies that has been true for some M&As. Some investors might have been deceived by the “big opportunity” and didn’t scrutinize the Eastern companies enough closely. Alexander Maculan confessed his mistake of poor preparations for the market entry and the circumstances in East Germany. In an interview from 1995 he admitted that the management, the control system and the audit was not well prepared to the conditions in the reform countries [Riffer, 1995:72].

Unprofitable Large-Scale Projects
Concerning the question whether the fate of the Maculan group was actually decided in East Germany only, attitudes differ. Our interview partners doubt this argument as the single reason for the bankruptcy: The general basis for the breakdown certainly was the fact that the group had grown too fast in relation to the growth of equity and too fast in relation to the necessary workers and managers. More precisely, the breakdown was due to a few large-scale projects, according to the interview partners. In the Maculan Group there were at least two crucial construction sites, which reflected high deficits. These were the Schmittentunnel in the Austrian region Pinzgau and the so called ARGE Twer und Wjasma. Latter ones were two little towns in Russia which had been artificially built for returning families of soldiers.

Was There a Possibility to Avoid the Fall of the Enterprise
Our interview partners also argued that there must have been good business prospects, if there would have been more liquidity and more time to make use of it. That way there would have been a much better outcome. Our interview partners also argued that it should have been done more slowly in order to set up more capital and to accompany the integration of the new companies into the group with enough qualified staff, to be able to really achieve synergies and to keep up control and room for manoeuvre. Answering the question if the company should have earlier pursued an exit-strategy is difficult, given that there had been a recession a few years after Maculan’s fall. The lack of information about the actual situation for the board contributed to the result that the public image of the company changed to a very negative one just within a few moths. 

FINAL COMMENT AND CONCLUSION

Risks in international business are simply not to be underestimated, especially in question of a foreign direct investment. Unfortunately Maculan had to personally experience that with his own business group and it had been already too late when he finally became aware of the serious mistakes and risks. The main cause for the breakdown of the Maculan empire notoriously was the rapid growth and that broke off another bunch of grave problems. Obviously there were misjudgements or even too little assessments and estimations of the East German business environment and its market conditions. Another mistake was made concerning the company structure as companies were just added and not combined, connected or fused [Riffert, 1995:72]. As a consequence the structure of the group was too complex and rigid, information could not make its way to the top and managers were not always qualified and capable enough.

In addition, the biggest construction site in Europe – that’s how East Germany was called in those days – became bigger and bigger, whereas productivity and the workers’ commitment  was too poor at former GDR construction companies. With the making of the internal European market allowing competitors to intrude that were not bound  by such strict minimum wage and employee retaining requirements, local construction companies just lost their competitiveness and  profit margins shrank. Maculan’s business, however, had already been too much anchored in East Germany – in  1996 the group made 60% of its proceeds in Germany [Abentheuer, 1994:43] – that even a strong Austrian construction industry couldn’t rescue his company. The orders to Austrian construction businesses sank by 7.9% [Lampl/Worm, 1995: 81]. For reasons of budget calamity, public authorities had to economize. There is just one more thing to say in the end: Maculan should have done his homework first, he should have made his expansions more cautiously, more carefully and at a moderate pace. That way, he could be a “Manager of the Year” again as he was named by the Austrian magazine “News” in 1993 [Lampl/Worm, 1995:81].
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List of Acronyms

	AG
	Aktiengesellschaft = German for joint stock company

	ARGE
	Arbeitsgemeinschaft = German for working pool

	CEE
	Central and Eastern Europe

	EU
	European Union

	FDI
	Foreign Direct Investment

	GDP
	Gross domestic product

	GmbH
	Gesellschaft mit beschränkter Haftung = German for limited liability company

	GDR
	German Democratic Republic = East Germany

	IHB
	Ingenieurhochbau Berlin

	IPO
	Initial Public Offering

	M&A
	Mergers and Acquisitions

	R&D
	Research and Development

	SB
	Spezialbau

	TB
	Tiefbau 

	US
	United States of America
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� The numbers are related to the Maculan Holding AG.


� Structural engineering stands for „Hochbau“, civil engineering for “Tiefbau” and special engineering for “Spezialbau.”


� In 1991 the Treuhandanstalt sold more than a hundred companies a week – not too expensive, but at additional conditions, especially employment guarantees.





� VIBÖ is the Austrian association of industrial construction companies, („Vereinigung industrieller Bauunternehmen Österreich“).





1
OCTOBER 15-17, 2006

GUTMAN CONFERENCE CENTER, USA

