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Abstract 
This research used an augmented gravity-type model to investigate the 

determinants of Mergers and Acquisitions (M&A) of multinational 

firms in 13 emerging Asian countries. A multiple case study approach 

was adopted in this study and data was from year 2000 to 2010 was 

analyzed using stepwise regression model. The results revealed that 

investments in mergers and acquisitions in Asian firms are directly 

dependent upon: 1) financial variables; 2) market-seeking and natural-

resource-seeking motivations; 3) the characteristics of emerging Asian 

countries and 4) both physical and cultural distance. It has been found 

that any bilateral real exchange rates and the volatility of the bilateral 

real exchange rate and global factors had no significant influence on 

M&A flows.  
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I. Introduction and Research Context 
 The Mergers and Acquisition (M&A hereafter) has been a dominant topic of 

interest and research over the last few decades. The investment in M&A increased by 

nine-fold, from 98.9 billion in 1990 to 905.2 billion in 2000. Afterwards, with the 

NASDAQ bubble collapse, September 11 terrorist attacks, and the Afghanistan war, the 

cross-border M&A showed a downward trend and reached its lowest point in 2003 with a 

value around $180 billion. However, with the economic revival, cross-border M&A 

trended upward again, reaching more than 1 trillion U.S. dollars, by 2007. However, 
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M&A activities slowed down during the financial crisis of 2008-2009 and again picked 

upwards in year 2010 when the worldwide investment rose to around US$ 340 billion 

(UNCTAD, 2016). 

 Historically, developed economies have been both the source as well as the 

destination of M&A deals (Li et.al, 2016). The recent trend has been a rise in the share of 

emerging countries in the M&A, especially in developing Asian countries (UNCTAD, 

2016). However, despite the rising prominence of Asian countries in the M&A market, 

the literature and research on this topic has remained quite limited. This research is an 

attempt to fill this research gap and contributes to existing literature on determinants of 

cross boarder M&A activities. More precisely, this study focuses on ten determinants: 

two financial support factors (depth and openness); four motivation factors (market 

seeking, efficiency-seeking, resources seeking, asset augmenting; and four other factors 

(geographical distance, cultural proximity, bilateral real exchange rate, institutional 

quality). The existing research, notably a study by Neto et al. (2008) provides substance 

for determinants this study focuses on.  

II. A Brief Review of Existing Research 
 The prior studies have focused on firm-specific, country-specific, and industry-

specific determinants of foreign direct investment (Suk Byun et al., 2012) and very few 

studies have focused on emerging Asian economies (Duppati & Rao, 2015). Rossi and 

Volpin (2004) found that investor protection is significantly positively related to 

aggregate merge and acquisition volume. Using the gravity model, DiGiovanni (2005) 

found the impacts of several macroeconomic determinants of M&A flows (from 1990 to 

1999), particularly financial drivers, financial market size (measured by stock market 

capitalization to GDP ratio, decline in domestic financial conditions. In another study, 

Erel et al. (2012) in 56978 country-pairs cross-border mergers from 1990 to 2007 and 

found that, geographical distance, quality of accounting disclosure, bilateral trade, 

valuation, relative appreciation of source countries’ currencies, relatively higher stock 

market returns in source countries, and relatively higher market-to-book ratio in source 

countries play an essential role in promoting M&A outflows. Rose (2000) pointed out 

that the trading volume is larger if the source and host countries have the same currency. 

Kiymaz (2004) in US, found that macro-economic variables, including foreign and U.S. 

economic conditions, the target country’s development level, exchange rate fluctuations, 

participants’ relative size, the control objectives, and the effectiveness, explains wealth 

gains to bidders and targets in cross boarder A&Ms.  

 M&A deals between regions or intra-region have also attracted some researchers’ 

attention. Aminian et al. (2005) concluded that macroeconomic determinants openness, 

exchange rates and financial deepening are the major factors that affect cross-border 

M&As between Europe and Asia during 1999 - 2004. Pablo (2009) in 868 Latin 

American M&A, found that company-specific variables, protection of property, cost of 

funding has impact a cross border M&A. in another related study, Brooks and 

Jongwanich (2011) found that although financial variables has positive impact on M&A 

nine emerging Asian economies, but the private bond market doesn’t facilitate cross-

border M&A significantly during 2000-2009. Similarly, Kamaly (2007) showed that the 

decrease of international interest rate, the raise of S&P 500 index, the depreciation of 

local currency, and the increase of trade openness can stimulate M&A flows to emerging 
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countries, but stock market activities are negatively related to the M&A volumes.  

Teerikangas and Very (2006) found that the differences in culture have a significant 

effect on M&A but the impact can be mediated if an management takes acculturative 

modes and integration strategy throughout the M&A process. 

 Thus, existing theoretical and empirical literature identifies a number of 

macroeconomic and micro factors as possible determinants of cross-border M&A. This 

research, as stated earlier, focuses on ten determinants; two financial support factors 

(depth and openness), four motivation factors (market seeking, efficiency-seeking, 

resources seeking, asset augmenting, and four other factors (geographical distance, 

cultural proximity, bilateral real exchange rate, institutional quality). The Table 1 sums 

this up. 

III. Materials and Methods 
 This research follows deductive approach to explain the relationships between the 

influential factors and cross-border M&A. It attempts to investigate the determinants of 

the M&A using cases based secondary data from emerging markets. Collis and Hussey 

(2003) argued that a case study is about case to which the variables or phenomena under 

study and research problem refer and about which data is collected and analyzed.  The 

authors focused on the M&As that occurred in 13 emerging Asian economies from the 

year 2000 to the year 2010.  

Table 1: Determinants, Hypotheses and Literature Justification  
Determinant Relevant/Literature Hypotheses 

Financial 
Depth 

Giovanni (2005), 
Brooks and 

Jongwanich (2011), 
Firth et al. (2009), 

Hypothesis 1: Financial deepening by stock 
markets, banks and public/ private bond 
markets can positively promote emerging Asian 
countries’ cross-border M&A outflows. 

Financial 
Openness 

Chinn and Lto 
(2002) 

Hypothesis 2: The increased financial openness 
of Asian countries facilitates both M&A 
purchases and M&A sales. 

Market 
Seeking 
Motive 

Dunning and 
Lundan (2008), 

Rossi and Volpin 
(2004), Deng 

(2008). 

Hypothesis 3: Market size and GDP growth rate 
are positively related to M&A purchases and 
M&A sales of emerging Asia. 

Efficiency 
Seeking 
Motive 

Dunning and 
Lundan (2008). 

Hypothesis 4: M&A inflows of developing Asia 
are positively related to wage difference, while 
M&A outflows are not.  

Resource 
seeking 
Motive 

Giovanni (2005), 
Dunning and 

Lundan (2008). 

Hypothesis 5: High natural resource 
endowments of host countries are positively 
associated with M&A purchases and sales of 
developing Asia. 

Asset 
Augmenting 

Narula (2006) 
Hypothesis 6: The number of patent 
applications has a positive relationship with 
M&A purchases. 

Geographical 
distance 

(Rose, 2000), 
Hypothesis 7: Physical distance hampers M&A 
purchases and sales. 

Cultural 
proximity 

Duppati & Rao 
(2015), Teerikangas 

Hypothesis 8:   The sharing of a common 
language between source countries and host 
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and Very (2006). countries is positively associated with their M&A 
flows.  

Bilateral real 
exchange 

rate 

Erdal and Tatoglu 
(2002) and Pan 

(2003), Aminian et 
al. (2005), Kamaly 

(2007). 

Hypothesis 9: Appreciation of local currency 
increases M&A purchases but reduces M&A 
sales, and the influence of exchange rate 
volatility on M&A flows is ambiguous. 

Institutional 
quality 

Kiymaz, H. (2004), 
Neto, et all. (2008). 

Hypothesis 10: Asian countries with a high level 
of institutional quality attract more M&A inflows, 
and Asian countries tend to invest in countries 
with better institutional quality. 

Source: compiled by authors 

A. Data for Study 

 The bilateral cross-border M&A data is taken from the Zephyr database, which is 

compiled by Bureau Van Dijk Electronic Publishing. The panel data contains the bilateral 

data of 60 countries, including 13 emerging Asian economies that this study focuses on, 

from the year 2000 to the year 2010. The domestic population, GDP growth rate, real 

GDP per capita in constant 2000 U.S. dollars, U.S. Consumer Price Index, official 

exchange rate of local currency with respect to the U.S. dollar, patent applications of 

residents and nonresidents, and fuel exports of merchandise exports are all obtained from 

the World Bank’s World Development Indicators database. The CEPII provides the data 

of the geographical distance, common official language, between the source country and 

host country. The export from source country to host country is from The United Nations 

Commodity Trade Statistics Database. The Chinn and Ito index denote the financial 

openness. The bilateral real exchange rate appreciation/deprecation is calculated by first, 

deflate the annual official exchange rate of local currency with respect to U.S. dollar by 

CPI; and then divide the source country’s real exchange rate with respect to the U.S. 

dollar by that of the host country’s to get the bilateral real exchange rate between the two 

countries; finally, take the log difference of period t and t-1. The volatility of the real 

exchange rate is the standard deviation of the monthly bilateral real exchange rate. 

 

B. Model 

 Like Di Giovanni (2005), the authors have proposed and used an augmented 

gravity model, which contains macroeconomic variables to understand the main drivers 

of Asian-related M&A. Since there is no M&A deal between some countries during some 

years, a large share of my dependent variables takes the value of zero. When logs are 

taken, these observations are missing. To correct this censoring bias, the authors pool the 

data and apply the Heckman sample selection model. The Heckman model contains two 

steps: first, conditional on the right hand side repressors, the equation below is estimated 

by using the Probit model, where the missing dependent observations take the value of 

zero and otherwise one, and then the inverse Mills ratio (IMR) is calculated from the 

results; second, the inverse Mills ratio is added into the equation as an instrument 

variable, and OLS is used to estimate the equation. The baseline specification is outlined 

as follow: 
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 Where “t” represents time, “ln” means taking natural logs, “l” represents the one 

lagged value of the variable,         is the value of mergers and acquisitions (deflated by 

the US CPI) from source country   to host country  ;      is geographic distance; 

           is a dummy variable for official language;           is a dummy variable for 

major religion;             is the first difference of log export from source country to host 

country
1
;            is the bilateral real exchange rate of source country with respect to host 

country;      is the volatility of bilateral real exchange rate;        is the institution quality 

of host country;             is the ratio of stock market capitalization to GDP of source 

country;         is the ratio of credit to private sector from deposit money banks and other 

financial institutions to GDP of source country;           is the ratio of public bond 

market capitalization to GDP of source country;            is the ratio of private bond 

market capitalization to GDP of source country;      is the financial openness of source 

country;       is the financial openness of host country;        is the population of source 

country        is the population of host country;        is GDP growth rate of source 

country;         is GDP growth rate of host country;       is the wage (proxied by 

GDP per capita) difference between source country and host country;           is the fuel 

exports of merchandise exports of host country;           is annual patent applications of 

host country;     is the difference between libor rate and T-bwell rate, which is used to 

capture the global investment environment. 

 

IV. Results and Discussion 
A. Model analysis on M &A Outflows in Emerging Asia 

 Table 2, presents the results of estimations of the subsample that Asian countries 

are sources of M&A. Using step wise regression,  it is found that the development of 

stock markets, banks, and public bond markets stimulates M&A outflows of emerging 

Asia, suggesting that hypothesis 1 is true. The financial variables of a source country are 

positively associated with M&A outflows, since the financial system provides funds for 

companies that plan to engage in M&A activities. After the Asian Financial Crisis, 

especially during the period 2002 to 2010, stock markets of emerging Asia experienced 

rapid increase, as a result supporting the M&A outflows. Considering the role of state-

owned-enterprises in M&A market, it’s not surprising to get this result. The coefficient of 

the private bond market is insignificant, which may be caused by the considerable 

underdevelopment of private bond markets in most developing Asian countries. The 

financial openness of source country and host country   stimulated M&A between these 

two countries, which supports hypothesis 2. 

                                                           
1
By using panel unit root test (ADF test), we find that all the variables are stationary except the bilateral export from source 

country to host country. Therefore, we put the first difference of this variable (stationary) into our model.  
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 Concerning the motivation factors, the coefficients of both host country population 

and GDP growth rate are  significantly positive, supporting a part of hypothesis 3 that 

large home markets and high market growth rate are attractive to international 

investment. Larger population and GDP growth rate of a host country reveals high 

demand for productions and good opportunity for investment. In addition, it is found that 

the population of a source country is also positively related to cross-border M&As, which 

is reasonable, since large countries, such as China, usually have more wealth to engage in 

oversea investments.  

 

 However, the coefficient of GDP growth of a source country has negative 

influence on the value of cross-border M&As. The reason may be that developing Asian 

countries face some constraints, such as limited funds, in investment. When the domestic 

investment demand is high, investors will tend to invest in home countries and pay less 

attention to international acquisitions, because of the home bias effect (French and 

Poterba, 1991; Cooper and Kaplanis, 1994; Kang and Stulz, 1997). 

 

 Not surprisingly, the coefficient of wage is insignificant, which is partially 

consistent with   hypothesis 4. As is well known, the domestic labor cost of most 

emerging Asian countries is low. Therefore, it’s reasonable to find that searching for low 

wages abroad is not the primary purpose of enterprises from developing Asia.  

 

 The coefficient of fuel export of a host country is significantly positively related to 

M&A activities, revealing the importance of natural resources in seeking the motivation 

of M&A purchases by developing Asian countries. Thus supporting hypothesis 5. The 

emerging Asian countries with high economic growth, need quality natural resources 

from foreign markets to ensure the supply of domestically scarce factor inputs. Therefore, 

natural resource seeking is an important motivation of M&A purchases.  

 

 However, the coefficient of patent application is not significant, implying that 

asset-augmenting motivation is not so important for M&A originating from emerging 

Asia. Thus hypothesis 6 is rejected. Arguably, the asset-augmenting motivation may only 

be supported by data for some countries, such as China, which has fully implemented a 

“go global” policy. the current research results show that the coefficient of distance 

between two countries is negative and significant, indicating that the geographical 

distance which proxies the information cost between source country and host country still 

hampers M&A flows. The recent  studies argue that the technology revelation and 

economic globalization weaken the negative impact of physical distance on economic 

activities (Friedman, 2005). 

 

 The coefficient of common language is positive and significant, revealing that 

sharing common official language can stimulate the M&A flows. Sharing common 

language reduces the information cost and improves information efficiency. Similarly, 

common religious beliefs are positively related to the volume of mergers. 

 

 Also the result shows that the bilateral export from source country to host country 

does not have significant influence on bilateral M&As. This may be due to the canceling 

out of substitution effect and complementary effect. Also, both the coefficients of 

bilateral real exchange rate and its volatility are not found significant. 
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Table 2: Emerging Asian Countries are Sources 
Variables (1) (2) (3) (4) (5) 

logma logma logma logma logma 

logdist 
-1.099** -1.013** -1.177** -0.950** -0.933** 

(0.492) (0.455) (0.490) (0.457) (0.450) 

comlang 
2.394*** 2.290*** 2.242*** 2.360*** 2.327*** 

(0.811) (0.760) (0.776) (0.809) (0.798) 

crelig 
1.424** 1.365** 1.331** 1.442** 1.433** 

(0.644) (0.610) (0.618) (0.668) (0.658) 

export 
0.190 0.202 0.169 0.191 0.215 

(0.558) (0.535) (0.542) (0.559) (0.554) 

birex 
2.305 2.016 1.890 1.444 1.396 

(1.962) (1.844) (1.880) (1.904) (1.879) 

logvol 
0.563* 0.502 0.418 0.429 0.421 

(0.340) (0.320) (0.321) (0.337) (0.332) 

iq_h 
2.361** 2.602** 2.592** 2.329** 2.292** 

(0.935) (1.081) (1.090) (1.064) (1.050) 

llogstmktcap_s 
2.691*** 2.641*** 2.554*** 2.637*** 2.511*** 

(0.869) (0.844) (0.830) (0.878) (0.911) 

llogpcrd_s 
3.458*** 2.840** 3.427*** 3.550*** 3.658*** 

(1.325) (1.177) (1.232) (1.324) (1.354) 

llogpubond_s 
4.508*** 4.251*** 4.374*** 4.497*** 4.397*** 

(1.415) (1.303) (1.317) (1.364) (1.357) 

llogprbond_s 
-0.120 -0.131 -0.240 -0.260 -0.284 

(0.248) (0.240) (0.246) (0.249) (0.254) 

ka_s 
2.784*** 2.503*** 2.647*** 2.757*** 2.722*** 

(0.711) (0.620) (0.635) (0.709) (0.700) 

ka_h 
0.269 0.331* 0.424** 0.407* 0.412* 

(0.196) (0.200) (0.210) (0.218) (0.215) 

logpop_s 
3.072*** 2.983*** 3.051*** 3.203*** 3.139*** 

(0.822) (0.775) (0.787) (0.862) (0.857) 

logpop_h 
1.698*** 1.638*** 1.705*** 1.557** 1.537** 

(0.607) (0.580) (0.598) (0.609) (0.601) 

gdpg_s 
-12.99* -11.38* -12.60* -16.13** -13.77 

(6.947) (6.655) (6.720) (7.334) (9.778) 

gdpg_h 
30.32*** 29.19*** 31.08*** 36.18*** 36.85*** 

(7.940) (7.492) (7.423) (8.978) (9.176) 

wage 
 0.323 0.208 0.189 0.176 

 (0.297) (0.299) (0.328) (0.325) 

wage2 
 -0.00934 -0.0186 -0.0230 -0.0225 

 (0.0352) (0.0361) (0.0382) (0.0377) 

logfuelex_h 
  0.521*** 0.560*** 0.558*** 

  (0.154) (0.157) (0.155) 

logpatent_h 
   0.0443 0.0427 

   (0.177) (0.175) 

logted 
    0.252 

    (0.720) 

Constant 
-73.94*** -72.40*** -72.41*** -74.33*** -73.29*** 

(22.25) (21.48) (21.50) (22.75) (22.46) 

Observations 3,334 3,334 3,286 3,000 3,000 

Standard errors in parentheses, *** p<0.01, ** p<0.05, * p<0.1 
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 The coefficient of institution quality of host country is positive and statistically 

significant. Thus supported the hypothesis and indicating that emerging Asian firms tend 

to avoid high risks when investing abroad. The TED spread, an indicator of the global 

economic situation, insignificantly related to the bilateral M&A flows,. This may be due 

to the fact that some emerging Asian countries such as China follow counter-cyclical 

investment strategies, since the price of assets is lower after financial crisis. 

 

 Table 3 presents the results of estimations of the subsample, where the Asian 

countries are destinations for M&A. A major finding is that different from Asian 

countries as source, when Asian countries are destinations, the stock market of the host 

country plays a more important role in supporting foreign investment relative to the 

banking system, as the coefficient corresponding to the ratio of credit to private sector 

from deposit money banks and other financial institutions over GDP is smaller than that 

corresponding to stock market capitalization. As discussed in the stylized facts, 

developed economies with stock market based system, such as Australia, United States, 

United Kingdom, are primary foreign investors in developing Asian countries. Therefore, 

it’s not surprising to find that the development of stock market of source countries is 

more important. 

 

 The results indicate, the capital openness of developing Asian countries does not 

play a significant role in promoting M&A inflows, although the financial openness of 

source country stimulates the bilateral mergers and acquisitions. This runs counter to 

hypothesis 2 and needs more explanation. Compare to the control of capital outflow, the 

control on capital inflow in emerging Asia is much less. When financial openness is 

already high, the marginal effect of increasing openness to capital inflow is low. In other 

words, there exists diminishing return to financial liberalization. 

 

Table 3: Emerging Asian countries are destinations  

Variables (1) (2) (3) (4) (5) 

logma logma logma logma logma 

logdist 
-0.865*** -0.902*** -0.885*** -0.791*** -0.766*** 

(0.255) (0.262) (0.269) (0.268) (0.266) 

comlang 
0.919** 0.943** 1.056** 1.352*** 1.337*** 

(0.401) (0.395) (0.416) (0.462) (0.457) 

crelig 
1.525*** 1.392*** 1.458*** 1.276** 1.237** 

(0.517) (0.512) (0.533) (0.551) (0.539) 

export 
-0.895** -0.804* -0.913** -0.924* -0.908* 

(0.442) (0.431) (0.448) (0.478) (0.478) 

birex 
-0.818 -0.936 -1.137 -0.920 -0.887 

(1.152) (1.122) (1.161) (1.237) (1.215) 

logvol 
0.349* 0.324 0.314 0.195 0.196 

(0.207) (0.201) (0.207) (0.211) (0.208) 

iq_h 
1.280*** 1.592*** 1.476** 0.760 0.705 

(0.468) (0.607) (0.617) (0.564) (0.541) 

llogstmktcap_s 
2.106*** 2.029*** 2.062*** 1.883*** 1.868*** 

(0.439) (0.423) (0.438) (0.428) (0.451) 

llogpcrd_s 
1.136** 1.036** 1.018** 0.947** 0.900** 

(0.443) (0.424) (0.437) (0.441) (0.423) 

llogpubond_s 0.241 0.206 0.231 0.367 0.350 
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(0.266) (0.256) (0.265) (0.278) (0.271) 

llogprbond_s 
0.485*** 0.369** 0.401** 0.237 0.232 

(0.184) (0.171) (0.178) (0.180) (0.176) 

ka_s 
0.765*** 0.664*** 0.707*** 0.383** 0.386** 

(0.155) (0.162) (0.168) (0.192) (0.189) 

ka_h 
-0.0383 0.0101 -0.0378 0.102 0.106 

(0.165) (0.158) (0.166) (0.189) (0.185) 

logpop_s 
1.176*** 1.214*** 1.217*** 1.246*** 1.228*** 

(0.217) (0.226) (0.233) (0.240) (0.234) 

logpop_h 
1.159*** 1.145*** 1.109*** 0.402 0.390 

(0.294) (0.290) (0.294) (0.285) (0.282) 

gdpg_s 
11.71** 11.69** 11.21** 14.64** 13.75** 

(5.223) (5.079) (5.223) (5.707) (6.633) 

gdpg_h 
6.613 4.656 7.314 1.945 1.629 

(4.716) (4.610) (4.913) (5.278) (5.360) 

wage 
 0.493** 0.411* 1.023*** 0.997*** 

 (0.219) (0.226) (0.326) (0.314) 

wage2 
 -0.0874** -0.0877** -0.0695* -0.0686* 

 (0.0347) (0.0358) (0.0370) (0.0360) 

logfuelex_h 
  0.200** 0.194** 0.190** 

  (0.0887) (0.0942) (0.0922) 

logpatent_h 
   0.684*** 0.677*** 

   (0.205) (0.201) 

logted 
    -0.0759 

    (0.442) 

Constant 
-34.17*** -34.46*** -33.58*** -29.47*** -28.92*** 

(8.015) (8.095) (8.231) (7.888) (7.620) 

Observations 3,250 3,250 3,250 3,118 3,118 
Standard errors in parentheses, *** p<0.01, ** p<0.05, * p<0.1 

 

 Also both population and GDP growth of host country do not keep significant 

consistently in the five models, indicating that market-seeking is not a primary 

consideration when foreign corporations decide whether to merge entities in developing 

Asia, thus rejecting hypothesis 3. On the other hand, both population and GDP growth of 

source country are significant and positively related to M&A inflows. The reason may be 

that when a country grows rapidly, it needs more resource to support its economic 

exposition; therefore, it invests more in foreign markets. 

 

 In line with the theory, the wage difference facilitates the M&A flows, since Asian 

countries such as China and India have low labor costs, and are attractive to efficient-

seeking M&As. The coefficient of fuel export is significant, is consistent with hypothesis 

5 and the stylized facts which show that resource abundant countries such as Indonesia, 

India, and Malaysia attract a large number of M&A flows. 

 

 Interestingly, patent application is positively related to M&As. However, it cannot 

be confirmed that this result is driven by asset augmenting motivation or something else, 

since most of the bilateral mergers and acquisitions are from industrialized countries 

(source) to developing Asian countries (host). Foreign direct investment is an important 

channel to transfer technology from industrialized economies to developing countries. 
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With the increase of technology level in emerging Asia, multinational firms can easily 

transfer their technological information to their subsidiaries in Asian countries, expand 

production, and increase profits. Therefore, the high technology level of emerging Asia 

(compared to other developing areas) is also an attractive characteristic to foreign 

investors. 

 

 For other variables, the coefficient of distance is significant and negatively related 

to M&A inflows (supports hypothesis 7). Common language and common religions are 

positively associated with M&A (consistent with hypothesis 8). Export is significant with 

negative sign, implying that the horizontal mergers and acquisitions dominate vertical 

ones in M&A inflows. Bilateral real exchange rate and its volatility are still insignificant 

(consistent with hypothesis 9).The coefficient of institution quality of host country is 

positive, although it becomes insignificant when more variables are added into the model. 

This gives partial support to my hypothesis 10.The TED spread is negatively related to 

the bilateral M&A flows, implying that inward mergers and acquisitions of Asian 

countries follow a cyclical pattern because of the limitation of funds during financial 

crisis. 

 

V. Further Analysis of Intra and Inter Region M&A  
 Previous sections, has investigated mergers and acquisitions outflows of emerging 

Asia, the analysis has included both Asian and non-Asian host countries. It was expected 

as the intra-Asia transactions to be different from those between Asian companies and 

non-Asian companies. Table 4, presents the results of estimations of sub-samples of intra 

and inter region M&A. In table 4, Column (1) and column (2) are the results of Asian 

M&A outflows and Asian M&A inflows respectively. Column (3) in table 4 is the 

estimations of mergers and acquisitions from Asian countries to non-Asia countries. 

Column (4) is the results based on intra-Asia transactions. Column (5) investigates the 

determinants of cross border M&A from non-Asian countries to Asian countries.  

 

 Comparing column 1 (Asian M&A outflows) with column-3 (M&A from Asian 

countries to non-Asia countries) and Column-4 (intra-Asia transactions). The 

determinants of M&A from emerging Asia to other regions are different from those of 

M&As between Asian countries in some aspects. Starting with the financial factors, in 

both sub-samples, stock market capitalization of a source country can promote cross 

border M&A transactions, while the private credit cannot; thus implying that the 

limitation of external financing from bank systems cannot be a constraint of Asian 

outward M&A. The stock market liquidity is negatively related to mergers and 

acquisitions in a subsample with transactions from Asia to other regions. One possible 

explanation is that a high liquid market tends to be more efficient.  

 

 In Table 4; Column-3 (M&A from Asian countries to non-Asia countries) shows 

that Asian companies are motivated by a high GDP growth rate and large market size, i.e. 

market seeking motivation. However, both coefficients of GDP and GDP growth rate of a 

host country are insignificant for  intra-Asia transactions. Participants of intra-Asian 

mergers and acquisitions may not focus on promoting foreign markets in other emerging 

economies.  
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Table 4: Regional differences  
Variables (1) (2) (3) (4) (5) 

logma logma logma logma logma 

llogstmktcap_s 0.770*** 1.865*** 1.083** 1.116*** 2.015*** 

 (0.239) (0.336) (0.535) (0.325) (0.429) 

Llogpcrd_s -0.484** 0.574** 1.056** 1.352*** 1.337*** 

 (0.332) (0.332) (0.416) (0.462) (0.457) 

Llogstmkttrov_s -0.465 0.460*** -0.905** 0.0224 0.173 

 (0.299) (0.173) (0.442) (0.517) (0.216) 

Gdpg_h 26.06*** 4.322 47.14*** 8.889 9.575 

 (6.784) (5.295) (13.6) (9.702) (5.906) 

Pgdp_d 0.281 0.067 0.226 (0.113) (0.238) 

 (0.442) (0.148) (0.577) (0.719) (0.234) 

Logfuelex_h 0.463*** 0.262*** 0.576*** 0.378** 0.224** 

 (0.096) (0.097) (0.150) (0.181) (0.111) 

Logpatent_h -0.224* -0.878*** (0.133) (0.831) -1.060*** 

 (0.123) (0.269) (0.191) (0.539) (0.266) 

logdist -0.674** -0.786** (0.201) (0.320) (0.451) 

 (0.304) (0.308) (0.423) (0.392) (0.326) 

loggdp_s 1.484** 1.219*** 2.265** 0.771 1.375*** 

 (0.679) (0.272) (1.1) (0.836) (0.304) 

loggdp_h 1.124*** 2.421*** 1.450** 1.683 2.736*** 

 (0.431) (0.548) (0.573) (1.077) (0.535) 

comlang 1.775*** 0.841** 1.974** 0.857 -0.269 

 (0.645) (0.332) (0.986) (0.649) (0.349) 

crelig 0.575 1.962*** -0.119 0.822 1.886*** 

 (0.435) (0.508) (0.585) (1.048) (0.531) 

colony 0.391 0.485 0.861  0.988* 

 (0.642) (0.522) (0.928)  (0.521) 

export 0.334 -0.774** 0.119 1.743 -0.848*** 

 (0.407) (0.306) (0.49) (1.285) (0.314) 

birex -1.073 -1.259 -0.659 -2.479 -1.428 

 (1.259) (0.975) (1.718) (2.499) (0.983) 

iq_h 0.928 -0.0376 1.740* 0.438 -0.746** 

 (0.694) (0.299) (1.012) (1.355) (0.379) 

ka_s 0.716** 0.557 0.649 0.689 0.233 

 (0.323) (0.455) (0.455) (0.54) (0.729) 

ka_h 0.981** 0.521 1.874*** 0.768 0.21 

 (0.384) (0.367) (0.69) (0.539) (0.421) 

logted 1.228*** -0.426 2.194*** 0.928 -0.385 

 (0.402) (0.297) (0.73) (0.629) (0.334) 

china_s -0.909 -0.12 -2.387 0.669  

 (1.218) (0.73) (1.885) (1.646)  

china_h 0.846 0.124  1.731 -1.221* 

 (0.678) (0.58)  (1.181) (0.658) 

fincen_s 0.565 0.232 0.342 2.027* -0.592 

 (1.011) (0.31) (1.438) (1.201) (0.418) 

Constant -62.10** -94.47*** -98.92** -59.3 -109.0*** 

 (27.93) (19.68) (45.42) (43.94) (21.91) 

Observations 4,372 4,487 3,417 955 3,532 

logted 1.228*** -0.426 2.194*** 0.928 -0.385 

Standard errors in parentheses, *** p<0.01, ** p<0.05, * p<0.1 

  

 The results of both sub-samples show that Asian companies are not attracted by 

the low labor cost of host countries (Efficiency seeking motives), which is consistent with 
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our expectation.  The fuel resource endowment of a host country is positively related to 

the volume of M&A in both M&A from Asian to non-Asia countries (column -3) and 

intra-Asia transactions (column -4). That's to say, fuel resource seeking motivation holds 

both for M&As from Asian countries to countries in other regions and for M&As from 

Asian countries to Asian countries. The coefficient of technology level of a host country 

is not significant in both sub-samples (no resource seeking motive). 

 

 Sharing a common official language is positively related to M&As from Asian 

countries to countries in other regions. The coefficient of financial openness of a host 

country is significant in a sub-sample with transactions between Asian countries and non-

Asian countries but not in a sub-sample with transactions between Asian countries. When 

merging firms in other regions, Asian companies prefer targets in countries with high 

institutional quality. 

 

 The results in table 4, for M&A transactions between Asian countries (column 4) 

and transactions from non-Asian countries to Asian countries (column 5), showed that 

both the stock market and credit market stimulate M&A transactions from other regions 

to Asia but only the stock market promotes intra-Asia M&A transactions. This result is 

consistent with the stylized fact that both stock market capitalization and private credit 

experienced rapid increase in other regions, while only stock market capitalization shows 

an upward trend in Asia. The stock market turnover ratio becomes insignificant in both 

sub-samples. The coefficients of GDP per capita deference are insignificant in two sub-

samples. The coefficient of fuel export is positive and significant in both groups, 

indicating that the M&A transactions from both Asian and non-Asian countries are 

motivated by fuel resource seeking motivation. The coefficient of patent applications is 

negative and significant in a sub-sample of transactions from non-Asian countries to 

Asian countries. The coefficient of export is negative, indicating that substitution effect 

between foreign investment and international trade dominates complementary effect. 

High institutional quality of a host country hampers mergers and acquisitions.  

 

VI. Conclusion 
 This research investigates whether the financial variables, the development of 

public bond markets, bank system and stock markets and financial liberalization, 

encourage developing Asian countries for M&A and to invest in foreign countries. All the 

coefficients of stock market capitalization, private credit and public bond market 

capitalization are found as positive and highly significant, implying that financial depth 

can stimulate M&A outflows of developing Asian. Bank-based systems and cash payment 

in cross-border merge and acquisitions explain the importance of credit market. In 

addition, the capital openness is positively associated with M&A outflows, indicating that 

financial liberalization of Asian countries provides more opportunities for domestic 

companies to invest abroad. 

 Natural resource endowment of a host country plays a pivotal role in facilitating 

both M&A purchases and M&A sales of merging Asian countries, which is in agreement 

with the well-publicized expansion of natural resource-seeking activities of multinational 

firms. However, market-seeking motivation proxies, population of host country and GDP 

growth of host country, are significant for M&A purchases but are insignificant for M&A 

sales, thus revealing the fact that Asian companies try to access overseas markets by 
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mergers and acquisitions, but firms that invest in Asia are not attracted by the Asian 

market size. Low labor cost in some Asian countries, such as China and India, is 

attractive to foreign investors and stimulates M&A inflows; however, M&A outflows of 

Asian countries are not driven by the motive to take advantage of low production cost 

abroad. Although there are indications that developing Asian countries have become 

increasingly acquisitive in recent years, we do not find any evidence of asset-augmenting 

motivation. And surprisingly, the increase of technology level of Asian countries helps 

them to gain more foreign investment. 

 To sum up, the research revealed four outcomes pertaining investment (M&A): 1) 

financial variables, the development of public bond markets, bank system and stock 

markets and financial liberalization, encourage developing Asian countries to invest in 

foreign countries; 2) the international investments of Asian companies are mainly driven 

by market-seeking and natural-resource-seeking motivations; 3) The characteristics of 

emerging Asian countries, such as low labor cost, natural resource endowments, and 

technology level, attract multinational firms’ investments; 4) both physical and cultural 

distance decrease the likelihood that firms in two different countries choose to merge, 

while all bilateral real exchange rate and the volatility of the bilateral real exchange rate 

and global factors have no significant influence on M&A flows. 
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