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ABSTRACT 
 

The purpose of the thesis is to study if and how country-specific determinants in cross-border mergers 

and acquisitions (M&A) affect the size of the deal premium paid. By using deal premium as a 

dependent variable this thesis contributes with new insights into cross-country determinants and 

further adds to the analysis of international M&A. The determinants are tested using linear regression 

models based on a sample of 2,188 deals in 57 different target countries during the years 1999 to 

2019. The authors find that numerous country-specific factors, related to social, political, 

macroeconomic, and institutional aspects, affect the deal premium both positively and negatively. By 

using the rationale of valuation theory, information asymmetry, and transaction costs economics the 

authors attempt to explain how the different country-specific factors affect the deal premium. This 

thesis addresses the largely inconclusive and contradictory results of prior research regarding how 

country-specific factors constitute important components in the estimation of joint synergies and 

target prices. The authors shed new light on if and how these country-specific factors influence the 

deal premium and add insight into the analysis of international M&As and corporate valuation.   
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1 Introduction 
 
Although being one of the most studied areas within corporate finance, value creation of mergers and 

acquisitions (M&A) is still a subject of major interest for researchers because of the constant 

evolution of transaction characteristics and contradicting results (Chalencon & Mayrhofer, 2018). 

According to Christensen et al. (2011), the failure rates of M&A transactions rise between 70-90% 

and the reason why is due to the acquiring company’s miscalculation of potential synergies, causing 

them paying too much. Previous scholars have tried to explain why this is the case by analyzing 

different attributes of several acquisitions to find out what worked and did not (Christensen et al., 

2011). When a company acquires another company (target) this is usually done at a price above the 

current market value. All costs above the market value of the target company are considered to be the 

deal premium and should correspond to the potential synergies of these two companies working under 

“the same roof”. However, figuring out all potential synergies is time-consuming and almost 

impossible before the window of opportunity closes. Moreover, as synergies are revealed so is the 

need for quantifying and putting a price on these synergies, these synergies are even harder to see and 

quantify when the deal is cross-border. The vast majority of previous research has focused on how 

acquirer-, target- and deal-related factors affect the size of deal premium (Alexandridis et al., 2013; 

Dombret et al., 2008; Eckbo, 2009; Ivashkovskaya & Chvyrova, 2020; Rhoades, 1987; Walkling & 

Edmister, 1985; Živanović & Džudović, 2019). However, in cross-border M&A another layer of 

determinants, country-specific ones, could affect these potential synergies and thus the deal premium 

(Whitaker, 2016). Which country-specific factors influence the deal premium and why this is the 

case, is an area of research that has not received much attention even though the numbers of cross-

border M&A is increasing each year. This thesis will extend this area of research by focusing on 

which, and how, country-specific factors influence the deal premium in cross-border acquisitions. 

 

  



   
 

6 

1.1 Background  
 
M&A is one of several ways companies can realize growth and increase market share and is a 

frequently used strategy by managers in multinational enterprises (MNEs) (Shimizu et al., 2004; Xie 

et al., 2017). A company pursues a merger or an acquisition if it has reason to believe that there are 

synergies between these companies that cannot be realized as two separate companies (Berk & 

DeMarzo, 2017). These synergies are often motivated to either gain the following: economies of 

scope, expertise, diversification or earnings growth, etc. (Berk & DeMarzo, 2017). This popular 

growth strategy phenomenon has received substantial attention from analysts, portfolio managers, as 

well as from scholars and journalists.  

 

More and more enterprises have taken their first step of internationalization through cross-border 

M&A (Xie et al., 2017). According to United Nations Conference on Trade and Development 

(UNCTAD; 2019), the number of worldwide foreign direct investments (FDIs) has increased during 

the last 30 years, whereas the total value of all transactions has had a more volatile trend. Their 

statistics show an increasing amount of FDI transactions are cross-border M&A. The total number of 

cross-border M&A deals in 2018 was approximately 6,800 and the value of the global cross-border 

transactions amounted to approximately US$ 816 billion (Figure 1; UNCTAD, 2019). 

 
Figure 1. Cross-border M&A 

 
Source: UNCTAD, 2019.  
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The increasing occurrence of international M&A by MNEs have raised several questions, such as 

Who?; Where?; and Why? (Malhotra & Gaur, 2014; Marinova et al., 2016). FDI deregulation and the 

increased adoption of bilateral agreements has created more growth opportunities and thus 

accelerated the economic globalization (Pandya, 2016). Because of this, the issue of the location has 

become more and more vital in M&A activities (DePamphilis, 2014). Recent research emphasizes 

the effect host country characteristics and business environment have on M&A decisions, e.g. the 

country’s legislation may incentivize or deter foreign investments (Greve & Zhang, 2017; Malhotra 

et al., 2009). Cross-border M&A research frequently uses the concept of information asymmetry or 

transaction costs to explain frictions in transactions that influence choices (Kang & Kim, 2007; Rossi 

& Volpin, 2004). For example, MNEs that acquire targets that are geographically close benefit from 

better disclosed information compared to those geographically distant (Bertrand et al., 2007). The 

literature regarding these country-specific determinants of cross-border M&A suggests that a 

country’s political, social, institutional, and economic system affect the frequency, volume, the choice 

of ownership, the likelihood of completion, and deal premium in M&A deals (Xie et al., 2017).  

 

Xie et al. (2017) conclude in their review that the dimensions of cross-country determinants have 

different effects on the inward and outward capital flows. However, they also highlight contradictory 

and inconclusive results in different studies. Another issue is the choice of the dependent variable. 

The variables investigated are mainly either entry mode choice (greenfield1, acquisition, etc.), 

completion likelihood, numbers of acquisitions or equity control (full or partial), whereas the size of 

the deal premium receives far less attention (Xie et al, 2017). 

 

The deal premium (or bid premium) is defined as the difference between the offered price and the 

current trading price of the target company’s shares (Berk & DeMarzo, 2017). The excess payment, 

above market price, must be justified by the post-transaction integration (Živanović & Džudović, 

2019). In other words, it reflects the acquirer’s expectation of the potential synergies, thus a very 

interesting dimension of cross-border M&A. Even though the research in size determinants of deal 

premiums have received much attention historically (Alexandridis et al., 2013; Dombret et al., 2008; 

Rhoades, 1987; Rossi & Volpin, 2004; Zhang, 2019) the emphasis have been on firm-related factors 

such as target size, target’s financial leverage, and industry relatedness. At the same time, the existing 

 
1 “A green-field (also "greenfield") investment is a type of foreign direct investment (FDI) in which a parent company 
creates a subsidiary in a different country, building its operations from the ground up”. Source: 
https://www.investopedia.com/terms/g/greenfield.asp 
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research of country-specific factors as a determinant of deal premium size is, to the authors’ 

knowledge, incomplete, somewhat contradictory and almost exclusively been done using a sample 

heavily weighted towards big leading economies (such as the US, UK, and China) (Bris & Cabolis, 

2008; Hope et al., 2011; Rossi & Volpin, 2004; Weitzel & Berns, 2006; Živanović & Džudović, 

2019). This thesis strives to fill this research gap by attempting to perform a more complete analysis 

of the cross-country determinants of deal premium using a more diverse data sample and more 

explanatory variables. 

 

1.2 Purpose and research questions 
 
In order to shed new light on how country-specific factors influence M&A activity, and to further 

add insight into the analysis of international M&As and corporate valuation, this thesis investigates 

the information contained by the deal premium in international M&A transactions. It is done by 

focusing on the relationship between the size of the deal premium and country-specific factors. The 

following research questions constitute the foundation of this thesis. 

 

- Do target country-specific factors have significant explanatory power over the variation in 

deal premiums? 

- If so, how do target country-specific factors affect the price paid and why? 

  

1.3 Contributions 
 
This thesis extends prior research within how country-specific factors influence M&A activity in 

several manners. Initially, this thesis contributes new insights into country-specific determinants by 

using a more updated sample and a larger time span than prior research. Prior research has been 

conducted at different points of history, mainly in the late 1990s or early 2000s, and as transaction 

characteristics constantly evolve it is thus of importance to update old insights. Secondly, as prior 

research have largely neglected the size of the deal premium in their choice of the dependent variable, 

they have mainly used entry mode choice, completion likelihood, numbers of acquisitions or equity 

control (Zhang, 2019; Xie et al, 2017). By using deal premium as a dependent variable this thesis 

contributes with new insights into cross-country determinants and further adds to the analysis of 

international M&A. Finally, addressing the largely inconclusive and contradictory results of prior 
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research this thesis is, to the authors’ knowledge, the first research to compile and analyze all 

dimensions of country-specific determinants of deal premium using a single sample.  

 

1.4 Definitions 

1.4.1 Deal premiums 

 
Deal premium, bid premium, and acquisition premium will be used interchangeably in this paper, 

although they refer to the same thing. In every deal or acquisition, an offer is made by the acquirer. 

This offer is usually at a price that exceeds the market value of the target firm, and that excess cost 

of target’s market value is defined as a deal premium.   

 

1.4.2 Country-specific determinants of cross-border M&A 

 
According to Alba et al. (2009) a cross-border M&A activity contains at minimum two firms from 

different countries. A deal can be referred to as an inward or outward transaction. For example, if a 

local company is acquired by a foreign company, that is called a “cross-border inward acquisition”. 

Vice-versa, if a local company acquires a foreign company referred to as a “cross-border outward 

acquisition” (Clougherty et al., 2016; Hitt & Pisano, 2003). In terms of value creation, cross-border 

M&A deals typically suffer a greater chance of failure compared to domestic deals (Shimizu et al., 

2004; Xie et al., 2017). Regarding the cross-country determinants of capital flows in the home or host 

nation, they contain both policy (such as regulations or taxes) and non-policy aspects (such as market 

potential, distance, or political stability) (Fedderke & Romm, 2006). Several researchers have 

developed integrative frameworks to map the external factors influencing organizational strategic 

choices (e.g. cross-border M&A activities). For example, Ghemawat’s (2001) “CAGE “-framework 

or Berry et al.’s (2010) nine cross-national distance metrics. Xie et al. (2017) summarized the most 

influential cross-country determinants of cross-border M&A into seven areas, namely, 

“macroeconomic and financial markets environment, institutional and regulatory environment, 

political environment and corruption, tax and the taxation environment, accounting standards and 

valuation guidelines, cultural environment, and geographical environment”. 
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1.5 Limitations 

1.5.1 Countries 

 
This thesis has limited itself to 57 target countries from different parts of the world. In order to be as 

diverse as possible, the authors’ have used the countries included in either MSCI Developed-, 

Emerging-, and Frontier Markets Index as of 2019 (Table 1). By using these three different indices a 

broader range of countries with heterogenous characteristics can be analyzed. The classifications are 

based on a framework consisting of three parts, namely Economic Development, Size and Liquidity, 

and Market accessibility (MSCI, 2020). The authors are aware that countries are moved in and out of 

these different indexes from year to year but during the selected time period only a few have been 

excluded from the lists. Based on the relative stability of the indices, the authors believe that the 

countries included in 2019 are a good representation and can be used throughout the entire period. 

However, as previous scholars have experienced, the majority of the public cross-border deals are 

performed in the US, Canada, or United Kingdom, unavoidably causing the result to be skewed 

towards these countries. 

 
1.5.2 Deal Premium 

 
This paper has only included deals with a public target, that have an already calculated deal premium 

available in the database Zephyr, provided by Bureau van Dijk. This means that the authors rely 

heavily on this provider and are aware that a lot of deals are excluded. Another approach could have 

been to use the deal value minus the total market capitalization of a target from the last available year. 

However, the total market capitalization from the last available year is either one, two, or even three 

years from the completion date. This could lead to deal values calculated from different periods and 

thus give inconsistent and skewed deal premiums. Therefore, the authors have decided to only include 

observations where a deal premium is already calculated using a standardized approach. 
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Table 1. Countries 

This table presents all the countries that are included in the sample and categorizing them as either developed, emerging or frontier according to MSCI index as of 
2019.   
 

 

1.5.3 Database availability 

 
The dataset is not fully balanced, meaning that it is missing some explanatory variables for some 

countries which result in fewer observations. The reason behind this is the limited data behind the 

investigated variables which simply are not available for some countries. These missing values will 

affect the results and are visualized in Table 4. Furthermore, due to the dependency on the database 

Zephyr, the availability of deal-, acquirer-, and target-related variables was largely limited, and the 

models had to be adjusted accordingly. 
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1.5.4 Method limitations 

 
This thesis uses OLS as the econometric method for multiple regression models to examine the 

country-specific determinants of M&A premium. Using OLS implies a set of strong assumptions, 

which has to hold to justify the use of OLS over other competing estimators. These assumptions 

cannot be underemphasized and are discussed in “Assumptions”. If they do not hold, it would result 

in a misuse of the method and provide incorrect results.  

 

1.6 Structure of the Paper 
 
The remaining parts of the thesis are structured as follows: Section 2 describes and explains the 

research design and strategy chosen in this thesis and the process of literature collection. Section 3 

reviews prior relevant theory and literature within the topic. Additionally, the hypotheses constructed 

to answer the proposed research questions are presented. Thereafter, Section 4 describes the data 

collection and explains the econometric methodology used. This section also describes the 

specification of the models with respective variables. Section 5 presents the regression results and the 

corresponding hypotheses outcomes. The sections end by presenting the performed robustness 

checks, and by evaluating and discussing the efficiency and reliability of the models. Subsequently, 

in Section 6 the authors discuss the findings and its implications by attempting to connect the results 

with theory and prior literature. Finally, Section 7 sums up the findings and present future research 

directions.  
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2 Research design 
 
In this section the authors present and discuss the research design by explaining the choice of 

approach and strategy. Additionally, the process of literature collection is presented. 

 

2.1 The role of theory in relation to research  
 
According to Bryman and Bell (2011), there are two approaches to business research, namely, 

inductive and deductive. The outcome of the inductive approach is the theory. Put differently, 

inductive research attempts to generalize conclusions from a set of observations. The deductive 

theory, on the other hand, suggests that a researcher develops hypotheses based on prior established 

theory in a specific subject and then tests whether they are true or not. For the hypotheses to be 

testable the concepts that construct the hypotheses need to be “translated” into more concrete terms. 

(Bryman & Bell, 2011). Because of the extent of prior literature within the subject of this thesis, a 

deductive research approach was taken. This thesis follows the process of a deductive research 

approach developed by Bryman and Bell (2011; Figure 2). A deductive approach enables the authors 

to make more accurate answers to the stated research questions as it allows the usage of prior research 

to compare. As Bryman and Bell (2011) suggest that a quantitative research strategy is the most suited 

for a deductive approach, the authors chose to follow their recommendation. A quantitative research 

strategy highlights the quantification in the gathering and analysis of the data. It is characterized by 

its essential orientation to the role of theory in relation to research, epistemological approach, and 

ontological position (Bryman & Bell, 2011). Some criticize the quantitative research strategy as it 

applies the practices of natural science to the social world and thus ignoring the difference between 

the worlds. 

 
Figure 2. Process of a deductive research approach 

Source: Bryman & Bell (2011) 
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2.1.1 Epistemological orientation 

 
”An epistemological issue concerns the question of what is (or should be) regarded as acceptable 

knowledge in a discipline.” (Bryman & Bell, 2011). Essentially the problem addressed in the context 

of this thesis is if the “social” world may be investigated in the same way (procedures, principles, 

ethos, etc.) as the “natural” world or not. The epistemological approach taken in this thesis highlights 

the importance of mimic the natural sciences is called critical realism, although Bryman and Bell 

(2011) suggested positivism. Critical realism and positivism both imply that natural and social 

sciences can and should be conducted in the same way. The difference between them is that positivism 

suggests that is the observations made reflect true relationships of the real world and critical realism 

acknowledges that it might not be the case (Bryman & Bell, 2011). The authors chose critical realism 

over positivism because they believe that the observations regarding country-specific factors might 

not capture the true nature of M&A premiums. 

 

2.1.2 Ontological orientation 

 
”Questions of social ontology are concerned with the nature of social entities.” (Bryman & Bell, 

2011). I.e. whether social entities should be viewed as objective or subjective. The former 

(objectivism) states that social entities’ and their respective meaning exists independent to social 

actors. The latter (subjectivism or constructionism), on the contrary states that these social 

phenomena are social constructions accomplished by the perceptions and consequent actions of social 

actors who care about their existence. (Bryman & Bell, 2011) 

This thesis took the position of objectivism based on the assumption that M&A premium and its 

determinants can be observed and captured by data gathering. 

 
2.2 Literature collection  

 
This thesis has used different types of literature to get a broad and extensive understanding of the 

subject. The authors based most of the literature search from two extensive literature reviews by Xie 

et al. (2017) and Zhang (2019), who together incorporates approximately 300 articles and journals. 

These literature reviews focus on factors affecting deal premiums and country-specific determinants 

of cross-border M&A respectively. The search began relatively narrow, and then incrementally 

became more inclusive and more representative of the area of interest. This method is called a 
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“snowball approach”, i.e. using key articles as starting points and then subsequently dig deeper into 

the referenced articles. The articles or journals used are highly cited and/or published in well-

recognized business journals. Regarding the basic theory of valuation, cross-border M&A, and 

corporate finance the authors have used acknowledged academic books. 
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3 Theoretical Framework 
 
The authors have constructed the theoretical framework by reviewing relevant prior literature. By 

establishing this framework, the reader can conceptualize the study in a broader context as it is meant 

to incorporate all necessary components used to justify the purpose of this thesis. The authors of this 

thesis use a broad range of sources to position this thesis in the broader corporate finance field, to 

derive the main country-specific determinants of M&A (mainly in terms of deal premium) and their 

respective relationship, and to rationalize the research gap. Thus, the theoretical framework is, in 

other words, the foundation of this research. 

 

The rationale behind the development of hypotheses is derived from the literature review. However, 

there are several limitations of the previous research, such as sample composition or usage of the 

dependent variable. The conclusions and insinuations from previous research are used to predict the 

results. Thus, the authors constructs the hypothesis based on their overall assessment. 

 

The theoretical framework section is divided into parts, namely “Theory” and “Literature review”. 

The authors will initially explain the theories mostly used in M&A literature and subsequently present 

the previous literature with findings combined with the authors' proposed hypotheses which will be 

tested in order to answer the stated research questions. 

 

3.1 Theory 

3.1.1 Information Asymmetry Theory 

 
In Akerlof's (1970) famous article about “The Market for Lemons”, he writes about the problem of 

quality, uncertainty, and information asymmetry between buyer and seller. Information asymmetry 

can be divided into two types of asymmetry: ex-post and ex-ante, whereas the latter refers to 

information asymmetry that is not visible before the contract has been made. This type of problem is 

often referred to as hidden characteristics problem and are most common in cross-border M&As 

before the purchase, while ex-post problems such as hidden action problem are more common after 

the purchase during the implementation. Hidden characteristics problem is categorized as either 

adverse selection or misrepresentation, whereas the former refers generally to a situation where 
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sellers have information that buyers do not have, or vice versa, about some aspect of product quality. 

In order to eliminate information asymmetry either the buyer or seller has to add extra information to 

the other party. (Hendrikse, 2003) 

 

The role of information asymmetry and cross-border M&A is assumed to be two-sided as the acquirer 

and target have own private information about the true value (Eckbo et al., 1990; Lim et al., 2016). 

Overcoming information asymmetry and mitigating adverse selection hazards involves substantial 

costs in pre-screening and assessment of the target firm's asset (Chari & Chang, 2009). Given that 

cross-border M&A involves firms from two different nations, the inherent country-level differences 

could exacerbate the information asymmetry between the acquiring and the target firm. Information 

asymmetry between the acquirer and target could be mitigated through monitoring the target’s 

behavior which can differ from the acquirer’s interest. However, in the context of cross-border 

M&As, monitoring the target by the acquirer becomes even more difficult as it becomes considerably 

more costly for the acquirer to collect reliable and objective information to monitor the target after 

the completion of the cross-border M&A. (Cho & Ahn, 2017). 

 

To risk minimize, and thus decrease the information asymmetry, the acquirer could seek partial 

ownership instead of full ownership, as local partners (target) can help reduce adverse selection and 

moral hazard concerns as they possess information about this unknown foreign environment, or use 

stock payment method (Cho & Ahn, 2017; Malhotra & Gaur, 2014). Increasing disclosure has also 

shown to reduce the information asymmetry, and also the cost of capital as a result of this (Diamond 

& Verrecchia, 1991; Healy & Palepu, 2001). Malhotra and Gaur (2014) further argue that when 

information asymmetry in the target country is low, firms prefer to acquire higher equity stakes, 

because there is no need in co-ownership. This is also the case when information asymmetry is very 

high, as the costs of monitoring and coordination overshadow the benefits of shared equity, causing 

the acquirer to purchase the whole target (Malhotra & Gaur, 2014). 

 

In the presence of information asymmetry, the acquirer tends to overvalue synergies because of the 

previously mentioned hidden characteristics problem (Eckbo et al., 1990). However, information 

asymmetry and deal premiums do not seem to have a clear and easy relationship and it is thus hard 

to interpret (Dionne et al., 2015). Dionne et al. (2015) study how information asymmetry affects the 

deal premium, using the case with uninformed versus informed bidders (defined as having more than 
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5% of target firm before the deal). When informed bidders participate in an acquisition of a target 

with high information asymmetry (low common knowledge) premiums are generally lower. This is 

due to uninformed bidders withdraw early in the bidding process or does not participate at all as they 

have limited information and are afraid of suffering from the winner's curse (winning by bidding too 

high). Winner’s curse implies that premium exceeds the expected or realized gain from the 

acquisition, causing premium to be larger than synergies. However, in the presence of low 

information asymmetry together with an informed bidder, the winner’s curse does not affect the 

uninformed bidders as they have approximately the same knowledge as informed bidders, resulting 

in the asset’s price to increase. The result of their study showed that uniformed bidders on average 

bid twice as high as informed bidders, suggesting that information asymmetry and deal premium have 

a positive relationship. (Dionne et al., 2015). Additionally, Bick et al. (2017), used proximity, with 

an emphasis on geographic proximity, as a measure of information asymmetry and showed that 

increased distance increases the premium paid to small targets. This is the same conclusion as Xie et 

al. (2017) made in their literature review: “.. an acquirer with adequate information about a target 

firm may pay a small percentage of premium compared to an acquirer with less information due to 

asymmetry and differences in knowledge flows.” 
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3.1.2 Transaction Cost 

 
Transaction cost economics (TCE), built on assumptions of bounded rationality and opportunism, 

starts in the market perspective and essentially tries to explain when activities should be internalized 

within the company and when they should be bought on the open market. Depending on the nature 

of the transaction, e.g. its asset specificity, transaction frequency, and uncertainty, it will suggest 

whether which transaction type is most suitable. To be more accurate, transaction costs aims to predict 

when different kinds of governance types (hierarchies, markets or hybrids (e.g. alliances) will be 

chosen and the general rule is that when the costs of the transaction are high, the transactions should 

be internalized, and when transaction costs are low, the transaction should occur on the market. When 

the transactions are performed within an organization, the transaction costs can contain 

managing/monitoring employees and acquiring inputs and capital equipment. When the same good 

or service is purchased from an external provider the transaction costs could contain the costs of 

designing/enforcing contracts, monitoring, and dispute resolution. Transaction costs are simply the 

time and effort necessary to establish a transaction or exchange. (Williamson, 1991) 

 

In terms of the M&A process, transaction costs that might appear are “..costs for preparing, costs for 

negotiation and contracting, costs for a transfer property right, costs for framework developing, costs 

for situation analysis, and costs for integration designing and implementing.” (Xu & Jiang, 2017). 

These costs affect M&A activity in terms such as the choice of target, entry mode, or contract design 

(Xu & Jiang, 2017). In general, uncertainty as a result of low levels of financial disclosure, 

international comparability of accounting information, and poor shareholder protection increase 

transaction costs and reduce M&A activity (La Porta et al., 2006; Pagano & Volpin, 2005). Malhotra 

et al. (2016) also add that increased transaction costs are a result of cross-national uncertainty, defined 

as the geographic, the cultural and the institutional distance, and that it would influence the acquiring 

firm’s choice of stake as they need to balance their need for control versus the need to cover those 

costs related with the implementation of their entry mode. Furthermore, increased cultural distance 

and/or geographic distance have shown to be variables that increase transaction costs in cross-border 

M&As, and thus influence M&A activity negatively (Buckley et al., 2012; Coeurdacier et al, 2009). 

This is because it may increase post-merger integration, and management costs thus affecting the 

performance of acquisitions negatively. Additionally, larger cultural distance makes a foreign 

investor more inclined to choose greenfield investments over mergers, suggesting less bidding 

competition and lower premiums (Weitzel & Berns, 2006). 



   
 

20 

 

3.1.3 Valuation & Deal Premium Drivers 

3.1.3.1 Valuation 

 
What is the value of a company? The short answer is, “…value is the sum of the present value of 

future expected cash flows.” (Koller et al., 2010). However, the short answer rarely gives the whole 

picture. Companies create value for their shareholders by investing today’s cash to generate more in 

the future and the value created is a result of the difference between cash inflows and the cost of the 

investments. This means that companies only create value when the return on invested capital is 

greater than its opportunity cost for investors (cost of capital). Rational managers should take 

decisions that give the highest return on invested capital (ROIC) to create the biggest value. 

Moreover, besides ROIC, growth is an essential part of value growth, and depending on the company, 

and whether it is already a high ROIC company or not, growth could be more potent to value growth. 

In general, low-ROIC companies should focus on increasing their ROIC while high-ROIC should 

focus on growth. However, growth comes in different shapes and effects ROIC in different ways, and 

the more common growth strategies are namely: introduce a new product to market, expand an 

existing market, increase share in a growing market, compete for shares in a stable market and 

acquisition (non-organic). This paper focus on the last mentioned. In general, growth strategies based 

on organic growth have the highest return as they rarely need new capital, while acquisitions, on the 

other hand, require the entire investment to be made upfront resulting in a lower return on invested 

capital. (Koller et al., 2010) 

 

The most common valuation techniques are discounted cash flow analysis, comparable company 

analysis, or precedent transaction analysis, whereas the two latter look at similar companies or 

transactions while the former uses the approach mentioned in the above section. (Berk & DeMarzo, 

2017). During the past years, cross-border valuation has become simpler as differences in accounting 

standards have almost reduced to none but there are still issues that arise. These issues are forecasting 

cash flows, estimating the cost of capital, incorporating foreign-currency risk, and using translated 

foreign-currency financial statements, just to mention a few. (Koller et al., 2010)  

 

Determining the cost of capital or the weighted average cost of capital (WACC) is essential in a 

company valuation as it represents investors, equity and debt, expected return for investing in a certain 
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business instead of others with similar risk. The cost of capital is what investors are expected to earn 

if the company meets its expectations. WACC constitutes of cost of equity, cost of debt, and capital 

structure, (see Equation 1) whereas the former is difficult to estimate. The estimation of the cost of 

equity is complex and beyond the scope of this paper. However, a summary concludes that: “cost of 

equity is determined by estimating the expected return on the market portfolio, adjusted for the risk 

of the company being valued.” (Koller et al., 2010). The higher the risk, the higher the cost of capital 

which lowers the overall valuation. (Koller et al., 2010)  

 

 𝑊𝐴𝐶𝐶 =
𝐷
𝑉 ∗ 𝑘)

(1 − 𝜏.) +
𝐸
𝑉 𝑘2 (1) 

 

D/V = Debt to enterprise value 

E/V = Equity to enterprise value 

Kd = cost of debt 

Ke = cost of equity 

𝜏. = corporate tax 

 
3.1.3.2 Deal Premium Drivers  

 
The rationales behind the deal premiums are many, and the most important reasons are optimistic 

expectations, synergies, and/or inaccurate valuation of the target company (Zhang, 2019). An 

important issue in acquisitions is quantifying and discounting the value added by the acquirer (Berk 

& DeMarzo, 2017). The acquirer is expected to implement different improvements, such as 

operational, financial, just to mention a few, and this added value that is created is often referred to 

as takeover synergies. From the acquirer’s perspective, the benefit from the acquisition lays both in 

the standalone value and its synergies, and the cost is a combination of a target’s pre-bid market value 

plus deal premium. (Berk & DeMarzo, 2017) 

 

𝑉𝑎𝑙𝑢𝑒	𝐴𝑐𝑞𝑢𝑖𝑟𝑒𝑑 = 𝑇𝑎𝑟𝑔𝑒𝑡@𝑠	𝑆𝑡𝑎𝑛𝑑𝑎𝑙𝑜𝑛𝑒	𝑉𝑎𝑙𝑢𝑒 + 𝑃𝑉(𝑆𝑦𝑛𝑒𝑟𝑔𝑖𝑒𝑠) 

 

𝐴𝑚𝑜𝑢𝑛𝑡	𝑃𝑎𝑖𝑑 = 𝑇𝑎𝑟𝑔𝑒𝑡@𝑠	𝑃𝑟𝑒𝐵𝑖𝑑	𝑉𝑎𝑙𝑢𝑒 + 𝐷𝑒𝑎𝑙	𝑃𝑟𝑒𝑚𝑖𝑢𝑚 
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The acquirer only pursues the acquisition if Synergies ≥ Deal Premium, as the opposite would 

suggest the destruction of value. As the deal premium is quoted in numbers and the synergies are not, 

the evaluation of whether synergies are larger than the deal premium is difficult. In public 

acquisitions, it is easier to assess whether acquirer overpaid or not for the target, as the stock reaction 

could be a good proxy. If the acquirer’s stock price increases as a result of the suggested acquisition 

the investor signals that Synergies > Deal Premium. How investors base whether they believe the 

premium is below the potential synergies is grounded on several factors, and scholars have tried to 

explain how and why.  

 

The vast majority of previous research has extensively focused on how acquirer-, target- and deal-

related drivers affect the size of deal premium (Alexandridis et al., 2013; Dombret et al., 2008; Eckbo, 

2009; Ivashkovskaya & Chvyrova, 2020; Rhoades, 1987; Živanović & Džudović, 2019). Target 

characteristics such as industry relatedness, high ownership concentration, and firm growth 

(Alexandridis et al., 2013; Rhoades, 1987) have shown to have a positive effect on the bid premium 

while target size, toehold2 and target’s financial leverage, just to mention a few, have the opposite 

effect (Ivashkovskaya & Chvyrova, 2020; Walkling & Edmister, 1985). Deal related characteristics 

such as cash, as the method of payment, have also shown to affect the deal premium positively, and 

this is due to information asymmetry and valuation uncertainty surrounding a stock acquisition as the 

target firm’s shareholder are likely to consider it riskier than cash (Dutta et al., 2013; Živanović & 

Džudović, 2019). Another deal-related characteristic that has shown to positively affect the size of 

the deal premium is whether the stake is greater than 50% (Walkling & Edmister, 1985). 

 

To sum up, an acquisition is only made if the acquirer believes that the synergies exceed the cost of 

the deal premium. The size of the deal premium depends on various factors and acquirer-, target- and 

deal-related factors have mostly been used to explain these drivers. However, as will be more 

transparent throughout this paper, factors characterized as country-specific determinants have also 

shown to influence the size of the deal premium. 

 

  

 
2 Pre-bid stake in target company   
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3.2  Literature Review 
 
This section will present previous literature about areas that will make it easier for the reader to 

understand what research has covered so far and what the authors are going to investigate. This part 

is the most essential as it gives the reader a deep and thorough review of what country factors have 

shown to affect cross-border M&As. 

 

3.2.1 Country-specific Determinants in M&A 

 
In the following section, the authors have used Xie et al. (2017) extensive literature review of 250 

articles of “Country-specific determinants of cross-border mergers and acquisitions” as a framework 

and base for relevant articles within the area. Inspired by Xie et al.’s (2017) division of the different 

country-specific determinants, the authors have categorized them as graphically described in Figure 

3.   
 

Figure 3. Country-specific Determinants 

 
 

 

These categories are then revised through a general M&A perspective and also through a specific 

deal premium perspective, in order to provide the reader with a more holistic view of prior literature 
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and potential research gaps. The M&A perspective mainly contains literature that has focused on how 

country-specific determinants have affected the occurrence, volume, and/or payment method of 

cross-border mergers and acquisitions globally. The deal premium perspective, on the other hand, 

will solely focus on articles, journals, and books that have investigated how these country-specific 

determinants have affected deal premiums. 

 

3.2.1.1 Economic Aspects 

3.2.1.1.1 Macroeconomic environment 
 

Several scholars argue that the impact of macroeconomic and financial markets environment on 

M&A deals is important concerning capital inflow in both developing and developed countries (Ang, 

2008; Coeurdacier, 2009; Habib & Zurawicki, 2002; Hijzen et al., 2008; Rossi & Volpin, 2004; Xie 

et al., 2017). 

 

Several researchers suggest that a larger target economy, as measured by the size of GDP, should 

incentivize firms to participate in more M&A activities (Ali-Yrkko, 2002; Coeurdacier, 2009). The 

rationale behind this is because a larger GDP reflects higher demand in the economy which attracts 

capital as it presents an opportunity for foreign firms in the search for demand and higher profitability 

(Anand & Kogut, 1997; Globerman & Shapiro, 1999). Moreover, a higher GDP might also indicate 

a higher level of cash reserve of local firms which may be spent on acquisitions to, among other 

things, gain market power (Healy & Palepu, 1993). This may lead to a higher level of bidding 

competition between local and foreign actors which drives up the acquisition price. Although, as it 

can be relatively more expensive for foreign firms, because of liabilities of foreignness, Healy and 

Palepu (1993) suggest that there could be a negative relationship between the GDP-level and inward 

cross-border M&A as foreign firms are reluctant to invest knowing they do not possess the same 

information as local firms. Weitzel & Berns (2006) used the growth rate of GDP as a proxy for 

macroeconomic changes and the log of GDP/Capita as purchasing power of consumers and suggest 

that these significantly affect deal premiums in cross-border M&A. The growth rate of GDP had a 

positive relationship with the size of deal premium, whilst the purchasing power of consumers had a 

negative impact on the deal premium size (Madura et al., 2012; Weitzel & Berns, 2006). However, 

Habib & Zurawicki (2002) found that the purchasing power of consumers had a positive relationship 

with the size of the deal premium. Economic growth or recession has a significant impact on outward 
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and inward investments and especially recession or crisis year have shown to have a significant effect 

(Madura, Ngo, & Viale, 2012; Weitzel & Berns, 2006). Periods characterized as a crisis in terms of 

financial or currency have shown to have a positive effect on the size of the deal premium as the 

market value is in general undervalued during these periods of distress while the transaction is 

calculated on future cash flows (Xie et al., 2017). 

 

Furthermore, factors such as economic ties (acquirer and target country belong to the same common 

market or bilateral trade agreement; e.g. EU, NAFTA, ASEAN), and the level of trade openness (ease 

of trade) has shown to have a positive effect on the volume of cross-border investments (Coeurdacier 

et al., 2009; Habib & Zurawicki, 2002; Rossi & Volpin, 2004). This is because these factors affects 

the ability to conduct business internationally (Coeurdacier et al., 2009). Trade barriers, in general, 

have shown to negatively affect cross-border acquisitions and has shown to play a fundamental part 

in cross-country investments (Ang, 2008; Hijzen et al., 2008). However, Hijzen et al., (2008) could 

show that these trade costs are less negative for horizontal mergers3. Ang (2008) could show that a 

one percentage point increase in trade openness resulted in a 1.1-1.3 percentage point increase in FDI 

inflow.  

 

The authors, based on the above-stated literature, have formulated the following hypotheses: 

 

Hypothesis 1a: There is a significant positive relationship between target country market size and 

the size of the deal premium. 

𝐻K:	𝛽 ≤ 0					𝐻P:	𝛽 > 0	 

 

Hypothesis 1b: There is a significant positive relationship between the size of the deal premiums and 

economic ties. 

𝐻K:	𝛽 ≤ 0					𝐻P:	𝛽 > 0 

 

Hypothesis 1c: There is a significant positive relationship between the size of the deal premium and 

ease of trade. 

𝐻K:	𝛽 ≤ 0					𝐻P:	𝛽 > 0 

 

 
3 Horizontal mergers are defined as mergers between firms within the same industry. Source: Hijzen et al. (2008) 
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3.2.1.2 Political Environment and Corruption 

 

The impact of the political environment, corruption, and government intervention are considered to 

be high on cross-border M&As as countries with good governance and political stability are more 

likely to attract inward acquisitions (Xie et al., 2017). Accordingly, Bonaime et al. (2018) studied 

how uncertainty surrounding government policies could affect M&A activity and found that policy 

uncertainty induced negatively on M&A activity both in aggregate deal volume and number of deals. 

Moreover, Bonaime et al. (2018) could show that the type of policy uncertainty had a different effect 

on the likelihood of M&A activity, and emphasized monetary policy, fiscal policy (taxes and 

government spending), and regulation (especially financial regulation) to have the strongest negative 

effect on acquisition likelihood. Increased political, or policy, uncertainty can increase the value of 

the real option and/or increase the likelihood that the value of target will change during the period 

between announcement and completion, causing the merger to be postponed (Bonaime et al., 2018). 

As previous research has had mixed conclusions regarding how political environment affect M&A 

activity, the authors expect it to have a significant effect on the size of the deal premium. Although 

what type of relationship remains unclear. 

 

While political stability has shown to have a positive effect on FDI in terms of inflow volume, 

corruption and political stability have shown to be negatively correlated (Habib & Zurawicki, 2002; 

Wei, 2000). Several scholars have argued that corruption is a major concern affecting economic 

development in developing economies and that higher levels of corruption lead to lower capital inflow 

(Kaufmann, 2011; Weitzel & Berns, 2006; Xie et al., 2017). Habib and Zurawicki (2002) found that 

the presence and difference in corruption levels between acquirer and target countries had a negative 

effect on the volume of FDI. Other researchers, that have studied the relationship between FDI and 

corruption, concludes that foreign firms are outsiders to target country corruption, and tend to require 

a local partner (brokers, middlemen, and local partners) to get access to the target market 

(Lambsdorff, 2002; Weitzel & Berns, 2006). Thus, corruption increases the obstacles to enter a 

market and the main assumption made is that corruption raises the transaction costs (Lambsdorff, 

2002; Husted, 1994; Weitzel & Berns, 2006). This implies that the relative bargaining power of the 

target increases with the degree of corruption (Weitzel & Berns, 2006). Weitzel and Berns (2006) 

argue that corruption in the target country forces acquirers to incorporate several unknown factors in 

their valuation of joint synergies. These factors could be the risk of losing contracts as a result of 
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local competitors bribery ability, and/or the risk that bribery by their own representatives may be 

detected, causing unknown and unwanted costs. Furthermore, these unknown factors serve as a 

discount on potential joint synergies and thus lower the deal premium (Weitzel & Berns, 2006).  

 

A vast majority of previous research has focused extensively on how corruption affects negatively 

the volume of FDI (Wei, 2000; Habib & Zurawicki, 2002; Zhao et al., 2003), and only a few have 

focused on how corruption affects the deal premium size (Weitzel & Berns, 2006). Weitzel & Berns 

(2006) showed that high corruption was associated with lower target premiums and that an increase 

of corruption with one point on a 10-point scale would result in an average of 21% reduction of the 

deal premium. 

 

Based on above-stated literature the authors have formulated the following hypotheses: 

 

Hypothesis 2a: Political uncertainty in the target country have a significant effect on the size of the 

deal premium. 

𝐻K:	𝛽 = 0					𝐻P:	𝛽 ≠ 0 

 

Hypothesis 2b: There is a significant negative relationship between the level corruption in the target 

country and the size of the deal premium. 

 

𝐻K:	𝛽 ≥ 0					𝐻P:	𝛽 < 0 

 

3.2.1.3 Institutional and Regulatory environment 

3.2.1.3.1 Shareholder Protection 

 

Many scholars have shown that institutional and regulatory factors have had an impact on the 

occurrence of foreign direct investment (FDI) and cross-border M&As (Chari et al., 2011; Contractor 

et al., 2014; Narayan et al., 2014; Cho & Ahn., 2017; Živanović & Džudović, 2019). In Xie et al. 

(2017) extensive literature review, they argue that institutional and regulatory environment (i.e. level 

of legal systems, legal protection, contract enforcement, etc.) is one of the most important driving 

forces affecting the likelihood of a cross-border M&A. According to Peng (2003), weak institutional 

and regulatory systems create obstacles whereas strong systems create incentives. However, as 
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acquisitions are attractive in countries with a high level of regulatory systems, the host countries tend 

to introduce restrictions (e.g. ownership restrictions or taxes) to protect the local firms (Meyer et al, 

2014). Additionally, institutional distance (i.e. the difference in terms of institutional environment 

between acquirer and target country) also affects investment choices (Dutta et al., 2016). A great 

institutional distance implies a greater risk of asymmetric information and higher opportunity costs 

(Contractor et al., 2014).  

 

Every country around the world has each its own idiosyncratic legal system (such as India-common 

law) for economical or safety reasons. Rossi and Volpin (2004) could show that the probability of an 

announced cross-border M&A deal would come through increased with 14,5% if the target country’s 

legislative system were based on civil law compared to common law. Weitzel and Berns (2006) argue 

that if the target’s country were using common law, that would have a positive effect on the deal 

premium size and negative effect if they were using civil law. According to Glaeser and Shleifer 

(2002), common law implies a superior legal setting for investor protection and civil law tends to lead 

to higher levels of corruption and concentrated ownership which typically reflect poor shareholder 

protection. Which is supported by the findings of other scholars (La Porta et al., 1998; 2002; 2006). 

 

The quality of legal protection, or shareholder protection, have proved to affect many aspects of M&A 

deals, e.g. the size of the deal premium, volume, and means of payment (Hope et al., 2011; La Porta 

et al., 1998; 2002; 2006; Rossi & Volpin, 2004). The reason why the quality of legal protection has 

shown to attract cross-border acquisitions are due to outside investors are more willing to invest 

knowing they are legally protected (Hope et al., 2011; La Porta et al., 1998, 2006, 2002; Rossi & 

Volpin, 2004). Rossi and Volpin (2004) argue that higher shareholder protection entails a reduced 

cost of capital and that increases competition in the bidding process. Also, countries with high 

shareholder protection often possess diffuse ownership (La Porta et al., 1998), which in turn 

intensifies the free-rider problem in a takeover by forcing bidders to pay a higher premium (Rossi & 

Volpin, 2004). John et al. (2010) study of cross-border acquisitions made by US acquirers, found that 

there is a negative relationship between high legal protection and acquirer returns on public targets, 

suggesting that bid premiums increase with high legal protection. Bris and Cabolis (2008) support 

this evidence, looking at 506 cross-border acquisitions in both developed and developing markets and 

found that better shareholder protection in the acquirer's country increases the deal premium 

compared to matching domestic acquisitions.  
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Based on above-stated literature the authors have formulated the following hypotheses: 

 

Hypothesis 3a: There is a significant positive relationship between the level of shareholder protection 

and the size of the deal premium. 

 

𝐻K:	𝛽 ≤ 0					𝐻P:	𝛽 > 0 

 

3.2.1.3.2 Taxation Environment 

 

According to Xie's et al. (2017) review, there are three different types of tax instruments (corporate 

income tax, residence-based taxes e.g. dividend tax, and interest income). “A country’s tax policies, 

tax structure, and tax incentives and schemes play a major role in the incidence of border-crossing 

acquisition deals.” (Xie et al., 2017). For example, a rise in corporate income tax incentivizes local 

firms to invest in foreign countries with a lower tax level (Coeurdacier et al., 2009; Xie et al., 2017). 

Thus, countries with lower corporate tax levels attract more inbound M&A investments (Bertrand et 

al., 2007; Nagano, 2013). Furthermore, cross-border M&A can generate extra taxation on the target’s 

income through “… non-resident dividend withholding taxes and acquirer-country corporate income 

taxation” (Huizinga et la., 2012). Huizinga et al. (2012) also concludes that double taxation 

regulations in the acquirer’s home country have resulted in a reduction of cross-border capital flows. 

 

Weitzel and Berns (2006) could show that target country corporate taxes and the deal premium had a 

positive relationship, meaning that higher corporate taxes in the target country will increase the deal 

premium. Their rationale behind this phenomenon is that higher corporate taxes indicates a better-

performing government which would imply decreased uncertainty (Weitzel & Berns, 2006).  

 

Based on above-stated literature the authors have formulated the following hypotheses: 

 

Hypothesis 4a: There is a significant positive relationship between the level of target country 

corporate tax rates and the size of the deal premium. 

 

𝐻K:	𝛽 ≤ 0					𝐻P:	𝛽 > 0 
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3.2.1.3.3 Accounting standards 

 

Depending on the accounting standards, the setup and content of the financial statements could differ. 

A country that utilizes international accounting standards (e.g. IFRS/GAAP4) and has strong 

enforcement of financial reporting, attracts a significant number of capital flows (Xie et al., 2017). 

The effect is specially prominent between countries with similar standards and levels of enforcement, 

as it decreases transaction costs of financial reporting and listing requirements (Xie et al., 2017). 

However, a high level of accounting standards also makes it easier for acquirers to identify potential 

targets and simplifies several regulatory procedures as it increases transparency thus reducing 

information asymmetry (Xie et al., 2017). According to Rossi & Volpin (2004) an increase in the 

accounting standard measure5 of the target country, results in a significant increase in the volume of 

cross-border M&A. Moreover, Louis and Urcan (2012) argue that countries that have adopted IFRS 

(international financial reporting standards) guidelines received substantially more cross-border 

investments compared to non-IFRS adopting countries. 

 

An additional dimension of the importance of accounting standards in M&A is the relationship with 

valuation methodology. The valuation of targets differs in cross-border M&A between countries as 

accounting and reporting guidelines differ (Xie et al., 2017). John et al. (2010) argue that a higher 

level of accounting standard quality enables acquirers to value the target firms with better accuracy. 

 

Some scholars argue that the takeover premium increase with better accounting quality (Bris & 

Cabolis, 2008; John et al., 2010; Rossi & Volpin, 2004). John et al., (2010) argues that lower 

accounting standards imply a higher cost of obtaining information which results in a decreased 

bidding competition, thus lower premium. Bris and Cabolis (2008) also argue that acquirers penalize 

poor accounting standards in the premium paid. However, the effect can differ in the case of 

accounting consolidation (Bris & Cabolis, 2008).  

 

Based on above-stated literature the authors have formulated the following hypotheses: 

 

 
4 IFRS = International Financial Reporting Standard. GAAP = General Accepted Accounting Principle  
5 “Index created by the Center for International Financial Analysis and Research to rate the quality of 1990 annual reports on their 
disclosure of accounting information. Source: La Porta et al. (1998)”. Rossi & Volpin (2004) 
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Hypothesis 5a: There is a significant positive relationship between the quality of target country’s 

accounting standards and the size of the deal premium. 

 

𝐻K:	𝛽 ≤ 0					𝐻P:	𝛽 > 0 

 

3.2.1.4 Social Aspects 

3.2.1.4.1 Geographical Environment 
 

As cross-border M&A transactions frequently occur, it is relevant to investigate the effect that the 

geographical environment has on its occurrence (Green & Meyer, 1997). According to Xie et al. 

(2017), “Natural resources, physical distance, location proximity, agglomeration, and clustering” 

are considered to be of relevance in cross-border M&A. However, the location benefits vary with the 

level of development of the target country (Dunning, 1977, 1998; Dunning & Lundan, 2008). 

 

In terms of physical distance, researchers argue that it significantly affects the probability of 

completion when negotiating cross-border deals (Chapman, 2003). Furthermore, Rose (2000) argues 

that the cost of the merger is directly related to the distance, which implies that greater the distance 

equals greater the transaction cost of a cross-border M&A deal. Although, previous studies have had 

varied results on the relationship between geographic distance and different dimensions of cross-

border acquisitions (Bertrand et al., 2007; Coeurdacier et al., 2009; Di Giovanni, 2005; Hattari & 

Rajan, 2010; Head & Ries, 2007; Hijzen, 2008; Hyun & Kim, 2010; Malhotra et al., 2012; Malhotra 

& Gaur 2014; Ragozzino, 2009). Several scholars have found that geographical distance has a 

statistically negative impact on M&A activity, in terms of likelihood and volume (Bertrand et al., 

2007; Di Giovanni, 2005; Hattari & Rajan, 2010; Head & Ries, 2007; Hijzen, 2008; Hyun & Kim, 

2010; Malhotra et al., 2012; Malhotra & Gaur 2014), while others have not found any statistical effect 

on M&A activity (Coeurdacier et al., 2009). Bertrand et al. (2007)  argue that an increased distance 

could inspire companies to invest abroad rather than export towards the target country. However, an 

increased distance would lead to a higher cost of coordination and information gathering, which 

would result in fewer cross-border transactions when the geographical distance is considerably large 

(Bertrand et al., 2007; Hattar & Rajan, 2010). Local investors are argued to have an advantage in 

terms of information when trading local assets (Coval & Moskowitz, 2001). Acquirers located closer 

to targets can more accurately assess the target’s resources which implies a relatively lower risk of 
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adverse selection (Ragozzino & Reuer, 2011). Ragozzino and Reuer (2011) also argue that distant 

acquirers more often “lack key relationships and find appraisals of such soft information 

problematic”. Their conclusion suggests that geographic proximity mitigates information asymmetry 

and can have an impact on several dimensions of the deal, such as the premium and time to 

completion. 

 

However, firms from developing economies, in comparison with firms from more developed 

economies, are expected to make more M&A deals in distant countries, because of essential natural 

resources and strategic assets, implying a less negative relationship with the different dimensions of 

distance measures (economic, institutional, geographic, and cultural) (Chari & Shaikh, 2016). Also, 

according to Xie et al. (2017), the geographical distance effect is likely to be moderated by previous 

acquisition experience in the target country or by multinational experienced management.  

 

The authors have only found limited articles where geographical distance and the size of the deal 

premiums are investigated, and none with cross-border deals, meaning that there is a gap, and a need 

for research in this area. However, Bick et al. (2017) found that increased geographical distance 

increases the bid premium when studying US domestic M&A.  

 

As previous literature has found that increased distance could both increase and decrease the volume 

and/or completion likelihood of cross-border M&A the authors could go either way here when 

formulating a hypothesis. However, as the majority of the previous literature has found that increased 

distance affects negatively M&A activity and that increased distance also increases the information 

asymmetry, the authors would argue that due to increased information asymmetry as a result of 

distance the deal premium would increase with geographical distance.  

 

Based on above-stated literature the authors have formulated the following hypotheses: 

 

Hypothesis 6a: There is a significant positive relationship between the physical distance, between 

the home and target countries, and the size of the deal premium.  

 

𝐻K:	𝛽 ≤ 0					𝐻P:	𝛽 > 0 
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3.2.1.4.2 Cultural Environment 
 

Just like geographical distance, cultural distance has had inconsistent results regarding its effect on 

cross-border M&A activity (Xie et al, 2017). Theoretically, cultural distance can have both negative 

and positive effects on cross-border M&A value, although, the former is considerably more 

emphasized (Stahl & Tung, 2015).  

 

According to Lim et al. (2016), there are two competing theories regarding the relationship between 

cultural distance (CD) and cross-border M&A value, one that suggests it could be destroying 

company value and one that suggests the opposite. Regarding the former, this view suggests that CD 

presents an additional cost of integration on merging companies, which erodes the potential synergies 

and resulting in a drop in the net present value of a deal (Buono & Bowditch, 2003; Krug & Nigh, 

2001). Furthermore, preceding literature argues that MNEs entering foreign markets with different 

cultures exposes themselves to unfamiliar social routines and implicit assumptions which could prove 

to be challenging, as it requires adaptation (Chakrabarti et al., 2009; Hofstede, 2001; Morosini et al., 

1998). Also, large cultural distance can enlarge the MNE’s uncertainties and risks in terms of whether 

internally developed routines and procedures can be transferred efficiently in the target country. 

Additionally, large cultural distances could intensify MNE’s challenges to “establish, monitor, and 

sustain relationships with local management and various stakeholders” (Contractor et al., 2014), as 

major variances in beliefs, value systems, and behavioral assumptions exist, resulting in destroying 

value. On the other hand, a small cultural distance could reduce these issues significantly. (Contractor 

et al., 2014) 

 

The competing view suggests that CD can be a source of value creation in cross-border M&A. As 

culturally distant mergers can incentivize innovation, acquiring knowledge missing from the 

acquirer’s national culture, solve organizational rigidities and offer access to different routines from 

other national cultures (Kogut & Singh, 1988; Morosini & Singh, 1994, Barkema & Vermeulen, 

1998; Vermeulen & Barkema, 2001). Suggesting, that CD present the acquirer with an opportunity 

to incorporate new resources and capabilities from the culturally distant target which results in an 

enhanced competitive advantage and performance over time (Shimizu et al., 2004).  

 

In line with the two previously mentioned theories, the results of these investigations have been 

largely inconclusive and contradictory. While some previous researchers have found that increased 
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CD decreases the likelihood of full-ownership deal (Malhotra & Gaur, 2014; Liou et al., 2016), others 

have found the opposite (Elango & Pattnaik, 2011). Others have also found the effect of CD to be 

damaging to the operating performance, while others have identified the opposite relationship 

(Morosini & Singh, 1994; Morosini et al., 1998; Chakrabarti et al., 2009; Datta & Puia, 1995; Ahern 

et al., 2015). However, the vast majority of related literature reveals that an increased CD would 

decrease the number and value of cross-border M&A transactions (Ahern et al., 2015; Bertrand et al., 

2007; Li et al., 2016; Lim et al., 2016).  

 

The relationship between the size of the deal premium in cross-border M&A and CD have received 

less attention, with a few exceptions (Hope et al., 2011; Lim et al., 2016). Lim et al. (2016) found 

strong evidence that the relationship between CD and target premium is negative. The same authors 

also found CD and premium to be highly asymmetric, and that it depends on the direction of the 

investment flows. The asymmetric relationship is caused by “familiarity with targets' national 

cultures”, (e.g. prior acquisition experience in the target country, or the acquirer country-level 

familiarity with the target country in terms of student/traveler flows and historical ties). Their results 

suggest that the cost of the foreignness varies with the acquirer’s perceived CD which makes arguing 

for symmetry is difficult. In terms of the effect information asymmetry has on premiums (Hansen, 

1987; Eckbo et al., 1990), cultural differences increase the uncertainty as CD can complicate the 

process of figuring out the true state of a target firm. On the contrary, Hope et al. (2011) could not 

find any statistical significance of CD affecting target premiums when they examined bids made in 

developed markets. Conclusively the prior research regarding CD effect on deal premiums in cross-

border M&A is inconsistent as well as the effect on M&A activity in general. 

 

Based on the above-stated literature the authors have formulated the following hypotheses: 

 

Hypothesis 7a: There is a significant positive relationship between the cultural distance, between the 

home and target countries, and the size of the deal premium.  

 

𝐻K:	𝛽 ≤ 0					𝐻P:	𝛽 > 0 
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4 Data collection and method 
4.1 Data  

4.1.1 Sample 

 
The data for this thesis was obtained from numerous sources and which are presented in the following 

parts of this section. The sample consists of cross-border deals completed during the period 1999-

2019 in selected countries and was collected from the database Zephyr provided by Bureau van Dijk. 

This thesis has limited itself to 57 target countries from different parts of the world, included in MSCI 

Developed-, Emerging-, and Frontier Markets Index as of 2019. However, these lists have been 

altered during the period 1999-2019, please see “Limitations” where the authors discuss these 

problems in depth. Furthermore, the acquirer needs to hold less than 50% before at announcement 

and more than 50% post-completion. Naturally, to be included in the sample the deal premium also 

needs to be disclosed which resulted in a final sample of only 2,188 out as the majority of deals were 

not a listed target, see “Limitations”. The screening process is visualized in Figure 4. However, after 

winzoring the premium between 1 and 200%, see “Outliers and Influential Observations”, the sample 

ended up with 1,932 observations. 

 
Figure 4. Sample selection 

 
This figure describes the incremental steps taken in the data collection screening and their respective observations. 

ØCross Border Deals

ØSelected countries327 220

ØTime Period: 1999-2019280 938

ØMaximum 49% ownership before 
deal

ØMinimum 50% ownership after deal
110 512

ØDeal Premium disclosed (Listed targets)2 188
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Table 2. Target countries 
   

Target country Freq. Percent Cum. 
United States 595 27.19 27.19 
Canada 361 16.50 43.69 
United Kingdom 296 13.53 57.22 
Australia 184 8.41 65.63 
Singapore 79 3.61 69.24 
Sweden 56 2.56 71.80 
Israel 48 2.19 73.99 
Netherlands 44 2.01 76.01 
Norway 41 1.87 77.88 
Germany 40 1.83 79.71 
France 35 1.60 81.31 
Ireland 34 1.55 82.86 
Switzerland 30 1.37 84.23 
Poland 28 1.28 85.51 
India 23 1.05 86.56 
Denmark 22 1.01 87.57 
South Africa 21 0.96 88.53 
Finland 20 0.91 89.44 
Malaysia 19 0.87 90.31 
New Zealand 19 0.87 91.18 
Japan 17 0.78 91.96 
Belgium 16 0.73 92.69 
Taiwan 14 0.64 93.33 
Spain 12 0.55 93.88 
Hong Kong 11 0.50 94.38 
Italy 10 0.46 94.84 
Greece 9 0.41 95.25 
Thailand 9 0.41 95.66 
Austria 8 0.37 96.02 
Chile 8 0.37 96.39 
China 8 0.37 96.76 
Egypt 8 0.37 97.12 
Serbia 6 0.27 97.39 
Croatia 5 0.23 97.62 
Indonesia 5 0.23 97.85 
Romania 5 0.23 98.08 
Russian Federation 5 0.23 98.31 
Brazil 4 0.18 98.49 
Korea 3 0.14 98.63 
Sri Lanka 3 0.14 98.77 
Mexico 3 0.14 98.90 
Argentina 2 0.09 98.99 
Colombia 2 0.09 99.09 
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As can be seen in Table 2, the samples are specially weighted towards four big economies, the United 

States, Canada, the United Kingdom, and Australia, which combined represent 65% of the 

observations. The skewness in the sample makes it less representative and can mainly be explained 

by the availability of deal premium data, visualized in figure 4. The lack of observation in a large 

economy such as China is possibly due to foreign ownership restrictions and regulations. This thesis 

is bound to the limitation of the database Zephyr and as the observations need to randomly draw (see 

“Assumptions”), no further actions to increase the diversification can be taken. 

 

4.1.2 Data Quality 

 
Primary data concerning firm- and deal-specific variables were collected from Zephyr provided by 

Bureau van Dijk, which is widely considered to be a reliable source for M&A data. When collecting 

country-specific data, the authors have, to the highest extent possible, used measures from official 

sources, such as the World Bank or the OECD. When official measures are missing, the authors have 

used measures developed by highly cited scholars such as Kaufmann (2011), La Porta et al. (1998), 

or Hofstede (1980). The authors have attempted to double-check the firm-specific data and 

macroeconomic data with Bloomberg as much as possible. 

 

Kenya 2 0.09 99.18 
Kuwait 2 0.09 99.27 
Peru 2 0.09 99.36 
Philippines 2 0.09 99.45 
Portugal 2 0.09 99.54 
Slovenia 2 0.09 99.63 
United Arab Emirates 1 0.05 99.68 
Czech Republic 1 0.05 99.73 
Hungary 1 0.05 99.77 
Jordan 1 0.05 99.82 
Lithuania 1 0.05 99.86 
Nigeria 1 0.05 99.91 
Pakistan 1 0.05 99.95 
Vietnam 1 0.05 100.00 

Total 2188     

This table describes the number of observations in absolute and relative terms per target country.   
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4.1.3 Dependent Variables 

 

As mentioned earlier, the deal premium is defined as the difference between the bid and the market 

value of the company. The data sample for the deal premium were retrieved from Zephyr provided 

by Bureau van Dijk. The deal premium is calculated as the deal value against the closing share price 

(the last price of the day) for the day before the offer is announced to the market. The authors are 

aware that some scholars have used rumor date instead of announced date but as the majority of 

previous research, mentioned in “Theoretical Framework”, have used the announcement date, the 

authors of this paper did the same. The bid premium is expressed as a percentage. 

  

4.1.4 Explanatory Variables 

4.1.4.1 Macroeconomic Environment 

 

Previous scholars have all used the log of GDP, additionally in some cases also used absolute GDP 

or growth of GDP in order to quantify macroeconomic changes or market size in the target country 

(Coeurdacier, 2009; Habib & Zurawicki, 2002; Healy & Palepu, 1993; Rossi & Volpin, 2004; Weitzel 

& Berns, 2006). The authors of this paper will in accordance with these previous scholars also use 

the natural logarithm of GDP in order to quantify the target market size. This will be needed in order 

to test Hypothesis 1a. The GDP data was retrieved from the World Bank and stated in billions of 

USD. 

 

Following previous scholars (Habib & Zurawicki, 2002; Huizinga et al., 2012), the authors have 

defined economic ties between the acquirer and target country as participation in the same common 

market agreement (such as EU, NAFTA or ASEAN) or in similar bilateral trade agreements. The ties 

are included in the dataset as dummy variables, which equals one if there is an active common market 

agreement between the countries and zero otherwise. The data was collected from the World Trade 

Organization’s (WTO) online database. 

 

This paper will proxy the ease of trade, or trade openness, through a Trade Freedom index. This is in 

line with previous research who has used other similar measures (Habib & Zurawicki, 2002; Huizinga 

et al., 2012). The Trade freedom score is a combined measure of potential trade barriers and how they 
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affect a country’s imports and exports, a higher score equals a higher level of trade freedom. It is 

calculated using two inputs: the trade-weighted average tariff rate and non-tariff barriers (World 

Bank, 2020). The data was collected from the World Bank online database.  

 
4.1.4.2 Political Environment and Corruption 

 

In accordance with Weitzel and Berns (2006), this paper will use Kaufmann's (2011) World 

Governance Index indicators, “Political Stability and Absence of Violence/Terrorism” and “Control 

of Corruption” when defining political stability and corruption respectively. The indices range from 

-2.5 to 2.5, where 2.5 is equal to strong performance. The “Political Stability and Absence of 

Violence/Terrorism”-index estimates the probability of political instability or politically motivated 

violence which includes terrorism. The “Control of Corruption”- index attempts to capture the extent 

to which public power is used for private gain. It includes different levels of corruption as well as to 

what extent the state is controlled by elites and private interests. Even though other scholars have 

used other indicators such as BBD index6 (Bonaime et al., 2018) or Corruption Perception Index 

(CPI) and Political Risk Index (Habib & Zurawicki, 2002), the authors of this paper suggest WGI 

indicators be superior due to its many underlying indicators and trustworthy sources. Details on the 

underlying data sources, the aggregation method, and the interpretation of the indicators, can be found 

on the WGI website. 

 
4.1.4.3 Shareholder protection 

 

In order for the authors to test Hypothesis 3a, a definition of shareholder protection needs to be in 

place. Previous scholars have defined shareholder protection according to La Porta et al.’s (1998) 

index (Bris & Cabolis, 2008; Hope et al., 2011; Rossi & Volpin, 2004). La Porta et al., (1998) created 

the index based on two other indices, namely “Anti-director rights” and “Rule of law”. As the data 

from La Porta et al.’s (1998) index was unavailable, the authors of this thesis used “Strength of 

minority investor protection index” by The World Bank, in order to define shareholder protection. 

The index was chosen as it was the most proximate to La Porta et al.’s (1998) index available based 

on the data and purpose. The data origins from questionnaires to corporate and securities lawyers, 

 
6 “The BBD index is a weighted average of (i) the frequency of articles related to policy uncertainty in ten leading US 
newspapers, (ii) tax code change uncertainty, (iii) monetary policy forecast disagreement, and (iv) fiscal policy forecast 
disagreement.” (Bonaime et al., 2018). For more information see “Measuring economic policy uncertainty” by Baker et 
al. (2016). 
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based on ”…securities regulations, company laws, civil procedure codes and court rules of 

evidence.” (World Bank, 2020). The data ranges from 0-50, whereas 50 is the maximum value and 

corresponds to the highest strength of minority investor protection.  

 

4.1.4.4 Taxation Environment 

 

Following previous scholars in the subject, the authors of this paper will use the local corporate tax 

rate when defining the tax rate, in order to test the hypothesis 4a (Nagano, 2013; Bertrand et al., 2007; 

Huizinga et al., 2012). An alternative approach that has been used by Coeurdacier et al. (2009) would 

be to use the total amount of taxes in the target country that a medium-sized company must pay or 

withhold in a given year.  

 

The data for the corporate tax rate was retrieved from the Tax Foundation7, which has retrieved most 

of its data from OECD Stat’s “Statutory corporate income tax rate”. Tax Foundation is an independent 

tax policy non-profit organization that conducts research and analysis of tax policies around the world 

in order to help policymakers (Tax Foundation, 2020).  

 

4.1.4.5 Accounting Standards 

 

The vast majority of previous research regarding accounting standards have all used La Porta et al. 

(1998) index (LLSV Index) (Bris & Cabolis, 2008; John et al., 2010; Rossi & Volpin, 2004). 

Therefore, this paper will in accordance with these also use this index in order to define the quality 

of accounting standards. The index measures the quality of the disclosure of accounting information. 

The accounting standards quality index is made by the Center for International Financial Analysis 

and Research and rates the 1990 annual reports of at least three firms in every country on their 

inclusion or exclusion of 90 items. These 90 items fall into seven categories (general information, 

income statements, balance sheets, funds flow statement, accounting standards, stock data, and 

special items). The companies represent a cross-section of various industry groups of which industrial 

companies represented 70%, and financial companies represented the remaining 30%. Each country 

obtains a score out of 90, with a higher number indicating more disclosure (Rossi & Volpin, 2004; 

La Porta et al., 1998).  

 
7 https://taxfoundation.org/publications/corporate-tax-rates-around-the-world/  
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4.1.4.6 Geographical Distance 

 

Following Coeurdacier et al. (2009), Dutta et al. (2013), and Bertrand et al. (2017) the authors will 

define geographic distance as the actual distance between capital cities in kilometers. Additionally, 

following Malhotra and Gaur (2014), the authors log-transformed the distance to correct for any skew. 

An alternative approach, used in prior research, is to use the distance between most populated cities 

(Chari and Shakih, 2016).  

The distance data were collected from Google Maps’ database (2020).  
   

4.1.4.7 Cultural Distance 

 
In line with Contractor et al. (2014) and Hope et al. (2011), this paper measures the cultural distance 

(CD) between countries through Hofstede’s (1980) six dimensions of national culture, namely, power 

distance, collectivism vs. individualism, uncertainty avoidance, masculinity vs. femininity, long vs. 

short-term orientation and indulgence vs. restraint. These dimensions ”...represent independent 

preferences for one state of affairs over another that distinguish countries (rather than individuals) 

from each other” (Hofstede et al., 1980). The power distance dimension expresses society’s 

inequality issues. More explicable, how power is distributed in a society, and whether it’s generally 

accepted. The collectivism vs. individualism dimension score reflects whether individuals are 

expected to take care of themselves or if they can expect a specific “ingroup” to take care of them in 

return for unquestioned loyalty. The masculinity vs. femininity dimension states the preference in 

society for either heroism, achievement, assertiveness, and materialism (masculinity) or modesty, 

cooperation, care, and life quality (femininity). The Uncertainty Avoidance dimension reflects 

whether the inhabitants of society are comfortable with uncertainty and ambiguity. It states how 

societies handle the future, i.e. if they try to control it or just let it happen. The long vs. short term 

orientation reflects how a society handles its short vs. long terms challenges. For example, whether 

they incentivize modern education and prepare for the future or distrust social changes. The last 

dimension, namely, indulgence vs. restraint, expresses if the society allows for the natural human 

strive for having fun and enjoying life or restraints it through strict regulations and norms. (Hofstede 

et al., 1980) 
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Each of the dimensions is expressed as a score between 0-100 for each country and is to be interpreted 

as relative, i.e. they are only meaningful when comparing culture. Following Hope et al. (2011), the 

authors calculate the total cultural distance between two countries as an average of the absolute 

difference in the respective dimensions. The data was gathered from Hofstede Insights (2020). 

 

Other researches have used different measures of cultural distance. For example, Lim et al. (2016) 

consider the GLOBE study’s nine dimensions of culture that try to capture the similarities/differences 

in, among other things, norms, beliefs, and values. They also consider factors such as language, 

religion, legal origin, and others. 

 

4.1.5 Control Variables  

 
The authors have also included control variables which have been proven to affect the dependent 

variable. The chosen control variables are either firm, deal, or industry-related.  

 

The size of the target and the deal have shown to reduce the premium, and following Rossi and Volpin 

(2004), are controlled for by including target revenue, the year before completion of the deal, and 

deal value. In accordance to previous research, the authors have used method of payment as a control 

variable, as cash payment has been proven to have a positive relationship with the size of the bid 

premium (Hope et al., 2011; Lim et al., 2010; Weitzel & Berns, 2006). Method of payment will be 

treated as a dummy variable where it takes the value of 1 if the majority of the payment was done 

with shares, otherwise 0 (i.e. cash or liabilities).  

 

To control for industry-specific effects, such as risk, synergy potential, and growth characteristics, 

the authors include dummies for the target industry (one number SIC-code). Furthermore, industry 

relatedness has proven to have a positive effect on the size of the deal premium (Hope et al., 2011; 

Lim et al., 2010; Rossi & Volpin, 2004; Weitzel & Berns, 2006), as larger synergies are assumed to 

be realized if the acquirer and their target belongs to the same industry, and is controlled for through 

a dummy variable (which equals one if true).  

 

Periods characterized as crisis year in terms of financial or currency have shown to have a positive 

effect on the size of the deal premium as the market is in general undervalued during these periods of 

distress while the transaction is valued based on future cash flows (Ang & Mauck, 2011; 
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Ivashkovskaya & Chvyrova, 2019). Therefore, to control for time-related shocks in industries or 

countries the authors are also using year dummies.  

 

All variables and their description and where they have been sourced are summarized in Table 3. 

 

Table 3. Variables 
  

Variables Description Source 

Deal Premium 
Deal value per share minus the closing share price from the day before 
the offer is announced to the market. Bid Premium is expressed in 
percentage ((Deal Value – Stock Value)/Stock Value) * 100)) 

Zephyr 

Log of GDP The natural logarithm of the target country's gross domestic product, 
the year of the completion of the deal. World Bank 

Trade agreements Dummy variables that takes on a value of 1 if there is an active 
common market agreement between the countries. 

World Trade 
Organization 

Trade freedom score 
A measure of potential trade barriers and how they affect a countries 
imports and exports. A higher score equals a higher level of trade 
freedom. 

World Bank 

Political Stability Index of political stability and absence of violence published by the 
WB. The index ranges from -2.5 to +2.5 (fully effective).  WGI (2020) 

Shareholder Protection The index ranges from a value of 0-50, whereas 50 is the highest and 
corresponds to highest strength of minority investor protection. World Bank 

Corruption 
Control of corruption index published by the WB. The original index 
ranges from -2.5 (no control) to +2.5 (full control). We multiply it by -
1 so that our variable increases in corruption.  

WGI (2020) 

Corporate Tax Statutory corporate income tax rate corporations have to pay Tax 
Foundation  

Accounting Standards 
Index created by the Center for International Financial Analysis and 
Research to rate the quality of 1990 annual reports on their disclosure 
of accounting information.  

La Porta et 
al. (1998) 

Log of Geographical 
Distance 

The natural logarithm of the actual distance between acquirer and 
target capital cities’ in kilometers  Google Maps 

Cultural Distance 
Square root of the sum of squared differences on Hofstede’s six 
dimensions (distance, individualism, uncertainty avoidance, 
masculinity, long-term orientation and indulgence) divided by 6 

Hofstede 
Insights 
(2020) 

Industry Dummy 9 minus 1 dummies specifying the target industry based on one 
number SIC-code. Zephyr 

Industry relatedness Dummy 
Dummy variable that takes on a value of 1 if acquirer and target 
belongs to the same industry, defined as first number in BvD sector 
code.  

Zephyr 

Payment method Dummy Dummy variable that takes on a value of 1 if the bid primarly consists 
of shares. Zephyr 

Year Dummy 21 minus 1 dummies specifying the year of the completion of the deal. Zephyr 

Log of Deal value The natural logarithm of the total value of the deal.  Zephyr 

Log of Target revenue The natural logarithm of the revenue of the target, the year before the 
completion of the deal. Zephyr 

This table describes the variables used in the models and where the underlying data was collected. 
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4.2 Econometric Methodology  
 
Following Rossi and Volpin (2004) and Weitzel and Berns (2006), five OLS regressions were 

performed based on Equations 2-6. The models were constructed according to the four main 

classifications of country-specific determinants, i.e. macroeconomic, political, institutional and 

regulatory, and social environments. The dependent variable in all the regressions is the natural 

logarithm of deal premium. The standard errors in all the regressions were corrected for 

heteroskedasticity using the method developed by Huber (1967) and White’s (1980). In order to 

control for industry-, deal-, time- and firm-specific effects, the authors included a set of dummies, 

which are described in “Assumptions”. The models are designed as follows: 

  

 𝑙𝑛𝐵𝑃 = 𝛽K + 𝛽T𝑑𝑇𝑟𝑎𝑑𝑒 + 𝛽U𝑙𝑛𝐺𝐷𝑃 + 𝛽W𝑇𝑟𝑎𝑑𝑒𝑓𝑟𝑒𝑒 + 𝑐𝑛𝑡𝑟𝑙 + 𝜀 (2) 

 
Where dTrade is a dummy which equals one if the target and home country both belong to the same 

common market agreement, lnGDP is the natural logarithm of target country GDP, Tradefree is the 

target country trade freedom score from the World Bank, and cntrl is a macro for all the control 

variables. 

 

 𝑙𝑛𝐵𝑃 = 𝛽K + 𝛽T𝐶𝑜𝑟𝑟 + 𝛽U𝑃𝑜𝑙 + 𝑐𝑛𝑡𝑟𝑙 + 𝜀 (3) 

 
Where Corr is the target country’s “Control of Corruption” index score from the World Bank, Pol is 

the target country “Political Stability and Absence of Violence/Terrorism”-score (Ang & Mauck, 

2011; Ivashkovskaya & Chvyrova, 2020), and cntrl is a macro for all the control variables previously 

described.  

 

 𝑙𝑛𝐵𝑃 = 𝛽K + 𝛽Z𝑇𝑎𝑥 + 𝛽\𝐴𝑐𝑐 + 𝛽]𝑀𝑖𝑛𝑜 + 𝑐𝑛𝑡𝑟𝑙 + 𝜀 (4) 

 
Where Tax is the target country corporate tax rate at the year of the deal completion, Acc is the target 

country “Accounting standards quality index”-score (La Porta et al., 1998), Mino is the target country 

“Strength of minority investor protection index”-score by the World Bank, and cntrl is a macro for 

all the control variables. 

 

 𝑙𝑛𝐵𝑃 = 𝛽K + 𝛽T𝑙𝑛𝐺𝑒𝑜 + 𝛽U𝐶𝑢𝑙𝑡 + 𝑐𝑛𝑡𝑟𝑙 + 𝜀 (5) 
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Where lnGeo is the natural logarithm of the geographical distance between the target and acquirer 

countries’ capital cities, Cult is the cultural distance between the target and acquirer countries 

(Hofstede et al., 1980), and cntrl is a macro for all the control variables.  

 

 𝑙𝑛𝐵𝑃 = 𝛽K + 𝛽𝑋 + 𝑐𝑛𝑡𝑟𝑙 + 𝜀 (6) 

 
Where X is all the variables in the previous regressions and cntrl is a macro for all the control 

variables. 

 

4.2.1 Assumptions  

 
The Gauss-Markov theorem is used to justify the use of OLS as econometric method for multiple 

regression models over other competing estimators. Under the five certain assumptions, OLS is the 

best linear unbiased estimator (or BLUE), thus there is no need to look for alternative unbiased 

estimators.   

 

The first assumption is linearity. The estimated parameters in the regression must themselves be 

linear. It essentially defines the multiple regression model. The formal population model is expressed 

in Equation 7, i.e. the true model.  

 

 𝑦 = 𝛽K + 𝛽T𝑋T + 𝛽U𝑋U + ⋯+ 𝛽a𝑋a + 𝜀 (7) 

 

The second assumption is called random sampling. The observations in the data must be 

independently drawn from the same population, i.e. the same probability distribution function. As 

described in “Sample”, after the screening based on the restrictions, such as time period, etc., the 

sample is assumed to be randomly drawn. 

 

The third assumption, non-collinearity, states that none of the independent variables in the sample 

can be constant, nor can there be any perfectly linear relationship between any of the variables. If 

there is an exact linear relationship between two independent variables the model suffers from perfect 

collinearity, thus it cannot be estimated by OLS. To clarify, the assumption allows for some 

correlation but not a perfect correlation. The higher the level of correlation the higher the variance of 
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the coefficients which results in a less efficient estimation. To solve this problem, simply drop one of 

the perfectly correlated variables. This assumption could also fail if the sample size is too small 

compared to the number of estimated parameters. High correlation, although less than perfect, is 

referred to as multicollinearity. Multicollinearity could be determined from a correlation matrix of 

the independent variables combined with a variance inflation factor (VIF) test. Noteworthy, dropping 

a variable to solve the multicollinearity problem presents a trade-off between an omitted variable bias 

and the above-stated inefficiency. 

 

The fourth assumption and arguably the most important one, in order to achieve unbiasedness, is the 

exogeneity assumption. It essentially means that the independent variables are not correlated with the 

error term (formally Equation 8). An independent variable that is correlated with the error term is 

called an endogenous explanatory regressor. It can be caused by omitting an important variable, a 

measurement error of the independent variable, or if the explanatory variable is jointly determined 

with the dependent variable (simultaneity). The most efficient way of solving it is through the use of 

an instrumental variable. 

 

 𝐸(𝜀	ï	𝑋T, 𝑋U, … , 𝑋a) = 0 (8) 

 

The fifth assumption, namely the homoskedasticity assumption, states that the variance of the error 

term is constant for all combinations of values of the independent variables (formally Equation 9). If 

it does not hold, then the model is said to be heteroscedastic. Failing to correct for this results in an 

inefficient estimation. Heteroscedasticity is a very common problem when working with cross-

sectional data but quite easy to correct for. To test whether the variance of the error term in the 

regression is constant, a White test (1980) will be conducted and also graphically by plotting the 

residuals.  

 

 𝑉𝑎𝑟(𝜀	ï	𝑋T, 𝑋U, … , 𝑋a) = 𝜎U (9) 

 

 

 

Assumptions 1-5 is known as the Gauss-Markov assumptions (for cross-sectional regressions). 

However, to be able to conduct statistical inference the full sampling distribution is needed. The 
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distribution can essentially have any shape under the Gauss-Markov assumptions. In order to make 

the sampling distribution manageable a sixth and final assumption is presented. It is called the 

normality assumption and states that the unobserved error term is normally distributed in the 

population. To test whether the error term is normally distributed in all of the models, a graphical 

method with histograms has been used. Collectively, assumptions 1-6 are called the classical linear 

model assumptions.  
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5 Results 
5.1 Summary statistics of data sample 

 
Table 4 presents the average score of the observed variables for each target country. The observations 

naturally differ across time, but the average is quite representative of the countries in question. The 

most prominent takeaway from this table is the lack of data regarding accounting quality, as 20 out 

of 57 target countries are missing a score. Additionally, Hong Kong is a special case as it is technically 

not a country, therefore, some metrics were not available. The averages of the following metrics, 

geographic distance, cultural distance, and the common market dummy, are excluded from this table 

as their averages considered to be less informative.  

Table 4. Summarizing table of average country-specific factors 

Target 
Country 

Political 
stability  Corruption  

Regulatory 
quality  

Minority 
Protection  

Accounting 
quality  lnGDP  

Trade 
freedom 

score Tax 

Germany 0.87 1.84 1.51 31.00 62.00 8.02 87.42 36.39 
United 
Kingdom 0.43 1.81 1.31 42.00 78.00 7.84 87.42 26.13 

United States 0.47 1.47 1.47 36.00 71.00 9.60 86.83 38.45 

Canada 1.08 1.96 1.42 42.00 74.00 7.21 88.07 31.42 

Switzerland 1.31 2.08 1.56 25.00 68.00 6.30 90.00 21.53 

Spain 0.16 0.86 1.56 36.00 64.00 7.14 87.42 28.54 

South Africa -0.14 0.15 1.38 40.00 70.00 5.67 75.82 32.23 

Australia 0.96 1.93 1.36 32.00 75.00 6.99 86.30 30.08 
Russian 
Federation -0.89 -1.07 1.13 30.00 n.a. 7.43 75.67 21.60 

France 0.37 1.38 1.52 34.00 69.00 7.81 82.42 35.70 

Netherlands 1.14 2.07 1.43 29.00 64.00 6.47 87.42 30.05 

Singapore 1.31 2.15 0.80 43.00 78.00 5.51 90.00 17.97 

Belgium 0.76 1.51 1.54 34.00 61.00 6.09 87.42 34.34 

Sweden 1.21 2.21 1.50 36.00 83.00 6.01 87.42 26.15 

Austria 1.10 1.63 1.29 35.00 54.00 5.91 87.42 27.25 

Israel -1.12 0.89 1.56 39.00 64.00 5.53 86.03 26.75 

Hong Kong 1.02 1.81 0.55 n.a. n.a. n.a. n.a. 16.73 

Chile 0.54 1.51 1.31 33.00 52.00 5.34 84.58 18.75 

Ireland 1.20 1.57 1.61 40.00 n.a. 5.37 87.42 14.65 

Japan 1.03 1.40 1.51 32.00 65.00 8.51 82.38 37.12 

Egypt -1.09 -0.65 1.04 32.00 24.00 5.27 71.15 24.69 

Greece 0.17 0.07 0.92 35.00 55.00 5.43 82.42 27.44 
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United Arab 
Emirates 0.92 0.89 0.57 40.00 n.a. 5.40 83.02 55.00 

Italy 0.53 0.28 1.50 33.00 62.00 7.53 87.42 34.05 

Poland 0.68 0.57 1.52 33.00 n.a. 6.17 87.42 19.00 

Thailand -1.05 -0.38 1.09 43.00 64.00 5.95 78.18 24.44 

Finland 1.32 2.29 1.61 31.00 77.00 5.44 87.42 23.68 

Denmark 1.13 2.34 1.49 36.00 62.00 5.59 87.42 26.48 

Taiwan 0.76 0.78 1.53 38.00 65.00 6.18 n.a. 21.07 

New Zealand 1.39 2.29 1.45 43.00 70.00 4.95 87.07 29.79 

India -1.17 -0.42 1.61 40.00 57.00 7.42 68.30 33.70 

Norway 1.29 2.09 1.55 38.00 74.00 5.81 88.53 27.22 

Mexico -0.60 -0.27 0.79 31.00 60.00 6.87 83.17 29.00 

Indonesia -1.06 -0.68 0.71 35.00 n.a. 6.23 77.67 28.60 

Croatia 0.63 0.15 1.31 35.00 n.a. 3.83 87.38 19.60 

Peru -0.95 -0.38 0.65 34.00 38.00 4.59 86.70 30.00 

Korea 0.42 0.42 1.54 37.00 62.00 6.83 75.38 27.13 

Brazil -0.16 -0.07 1.29 31.00 54.00 7.02 69.32 34.75 

Portugal 0.86 0.99 1.35 31.00 36.00 5.36 87.42 29.50 

Malaysia 0.21 0.21 1.67 44.00 76.00 5.47 80.57 26.16 

China -0.47 -0.38 1.65 36.00 n.a. 9.20 72.53 25.00 

Kuwait -0.05 -0.26 0.48 33.00 n.a. 4.85 77.45 15.00 

Colombia -1.78 -0.21 1.72 40.00 50.00 5.28 79.40 34.00 

Argentina 0.01 -0.21 0.52 31.00 45.00 5.85 68.28 32.50 

Kenya -1.17 -0.94 0.98 46.00 n.a. 4.30 67.68 30.00 

Philippines -1.71 -0.79 1.64 30.00 65.00 4.98 76.65 35.00 

Slovenia 1.00 0.89 1.68 39.00 n.a. 3.79 87.42 22.00 

Jordan -0.30 0.26 1.87 25.00 n.a. 2.84 79.37 25.00 

Nigeria -1.96 -1.17 -1.00 36.00 59.00 6.03 64.02 30.00 

Romania 0.05 -0.19 1.35 31.00 n.a. 4.75 87.42 20.40 

Serbia -0.26 -0.29 1.36 35.00 n.a. 3.74 79.35 11.67 

Hungary 1.13 0.68 1.08 27.00 n.a. 4.45 87.42 18.00 

Sri Lanka -0.24 -0.38 1.17 36.00 n.a. 4.41 73.80 28.00 

Vietnam 0.20 -0.49 1.33 27.00 n.a. 5.57 80.12 20.00 

Lithuania 0.67 0.33 1.82 35.00 n.a. 3.77 87.42 15.00 

Pakistan -2.48 -0.88 0.97 36.00 n.a. 5.63 65.75 32.00 
Czech 
Republic 1.08 0.23 1.77 31.00 n.a. 5.34 87.42 19.00 
This table presents the average score of all the variables. excluding geographic distance. cultural distance and the common market dummy variable. per target 
country.  
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Table 5, describes the summarizes the descriptive statistics of the variables in the sample. As the 

total sample sums up to 2,188 observations there is a few variables which are not included in all 

observations. The most noteworthy variable is the control variable lnRev, which lacks in 564 

observations. The remaining discrepancy in observations is neglectable. The bid premium ranges 

from approximately negative 99% to 195%. Note that the distribution of the dependent variable, 

lnBP, used in the regression becomes quite different as the negative premiums (or discounts) are 

excluded when logging.  

 
 

Table 5. Descriptive statistics of variables 

Variable  Obs.  Mean  Std.Dev.  Min  Max 
 lnDealValue 2180 13.687 2.921 4.078 22.357 
 BP 2188 25.996 32.897 -99.924 195.2 
 DealMethod 2188 .172 .377 0 1 
 year 2188 n.m. n.m. 1999 2019 
 PolT 2188 .652 .592 -2.483 1.76 
 Corr 2188 1.587 .627 -1.173 2.446 
 Mino 2177 37.486 4.273 25 46 
 lnGeo 2185 8.042 1.225 4.394 9.883 
 Cult 2003 16.674 10.846 .045 52.75 
 Acc 2065 71.948 6.432 24 83 
 Tax 2188 30.714 7.343 10 55 
 LnGDP 2177 7.564 1.521 2.84 9.973 
 Tradefree 2163 86.466 3.401 64.017 90 
 dTrade 2188 .395 .489 0 1 
 TSIC 2188 4.151 2.364 0 8 
 ASIC 2188 4.207 2.242 0 9 
 SameInd 2188 .644 .479 0 1 
 lnRev 1624 11.157 2.721 -2.163 17.602 
This table describes the observations of the variables as number of observations (Obs.), the mean, the standard deviation (Std. dev.), minimum value 
(Min.) and maximum value (Max.). 
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5.2 Regression results 
 

 
Table 6 presents the results of the five models that are used to test the stated hypotheses. Model 5, 

where all variables are included, shows an adjusted R2 of 0.102 meaning that 10.2% of the variance 

is explained by the regressors. This is aligned with previous scholars in the same area of research, see 

Table 6. Summary of regression results 

Model (1) (2) (3) (4) (5) 
 lnBP lnBP lnBP lnBP lnBP 

LnGDP 0.152***    0.143*** 

Tradefree 0.0100    -0.00384 

dTrade -0.0282    0.144 

lnGeo    0.130*** 0.115*** 

Cult    -0.0116*** -0.00452 

PolT  -0.385***   -0.126 

Corr  0.364***   0.161 

Mino   0.0282***  0.0365*** 

Acc   0.0136**  0.00754 

Tax   0.0350***  0.00849 

lnDealValue -0.0511*** -0.0561*** -0.0523*** -0.0535*** -0.0554*** 

DealMethod 0.0936 0.0996 0.1000 0.102 0.104 

lnRev -0.0260 -0.00178 -0.0166 -0.0173 -0.0287 

SameInd 0.0364 0.0207 0.0206 0.0463 0.0246 

_cons 1.859 3.330*** 0.0175 2.756*** -0.368 

R-squared 0.118 0.098 0.110 0.100 0.133 
Adjusted R-
squared 0.096 0.076 0.087 0.077 0.102 

F-test 5.286 4.479 4.694 4.190 4.361 

Prob > F 0.000 0.000 0.000 0.000 0.000 
This table summarizes the results from the 5 regressions. The dependent variable in al the regressions is the natural logarithm of deal premium. The 
standard errors in all the regressions is are corrected for heteroskedasticity using the method developed by Huber (1967) and White’s (1980). In order to 
control for industry-, deal-, time- and firm- specific effects, the authors include a set of dummies. Note that, dTrade is a dummy which equals one if the target 
and home country both belong to the same common market agreement, lnGDP is the natural logarithm of target country GDP, Tradefree is the target 
country trade freedom score from the World Bank,  Corr is the target country’s “Control of Corruption” index score from the World Bank, Pol is the target 
country “Political Stability and Absence of Violence/Terrorism”-score (WGI 2020),  Tax is the target country corporate tax rate at the year of the deal 
completion, Acc is the target country “Accounting standards quality index”-score (La Porta et al., 1998), Mino is the target country “Strength of minority 
investor protection index”-score by the World Bank,  lnGeo is the natural logarithm of the geographical distance between the target and acquirer countries’ 
capital cities, Cult is the cultural distance between the target and acquirer countries (Hofstede, 1980), lnDealValue  is the natural logarithm of the deal 
value, DealMethod is a dummy variable which equals one if majority of the payment was done with shares, lnRev is the natural logarithm of the target’s 
revenue the year before the completion of the deal and SameInd is a dummy variable which equals one if the target’s and acquirer’s industry is the same.  The 
statistical significance is reported as  
*** if p<0.01,  
** if p<0.05  
* if p<0.1.  
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(Hope et al., 2011; Lim et al., 2016; Rossi & Volpin, 2004; Weitzel & Berns, 2006). Model 1 

(Adjusted R2 of 0.096) only studies the economic aspects of a target country that could influence the 

size of the deal premium, model 2 (Adjusted R2 of 0.076) tests the political environment and 

corruption aspects, model 3 (Adjusted R2 of 0.087) examines the Institutional and regulatory 

environment aspects, and finally, model 4 (Adjusted R2 of 0.077) focuses on the social aspects of 

target country factors. All the regressions are jointly significant with a p-value of 0.000 of the F-test.  

 
5.2.1 Economic 

 
Model 1 examines the economic aspects that could have an impact on the size of the deal premium 

(presented in Appendix 1). The natural logarithm of GDP had a significant positive impact at the 1% 

level (p-value of 0.000) and a beta of 0.152. However, nor the trade freedom score (Tradefree) or the 

common market dummy (dTrade) were significant. The natural logarithm of GDP does also have a 

positive significant effect in model 5 at the 1% (p-value of 0.001) level. In model 5, a 1% increase in 

the target country’s GDP would result in a 0,121% increase in deal premium. For hypothesis 1a, the 

authors can thus reject 𝐻K. Since the two remaining variables do not have any significant effect in 

either model 1 or 5, the authors cannot reject 𝐻K for hypothesis 1b and 1c.  

 
5.2.2 Political Environment and Corruption 

 
The regression output for model 2, which only considers the political environment and corruption 

aspects that might influence the size of the deal premium is presented in (Appendix 2). Both of the 

variables, namely the “Political Stability and Absence of Violence/Terrorism” (PolT) index and the 

“Control of Corruption” (Corr) index, had a significant effect on the dependent variable at the 1% 

level (both p-values equals 0.000). The former had a beta value of -0.385 and the latter had a value 

of 0.364. Increased political stability has a negative effect on the size of the deal premium, a decrease 

with approximately 38.5% for a one-unit increase in the political stability index (note that the index 

only ranges from -2.5 to 2.5). However, improvement in corruption control has a positive effect on 

the size of the deal premium with approximately 36.4% for a one-unit increase in the index (note that 

the index only ranges from -2.5 to 2.5).  The null hypotheses for hypotheses 2a and 2b are thus 

rejected for model 2. However, in model 5 are neither of their coefficients significant. 
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5.2.3 Institutional and Regulatory Environment 

 

Model 3 (presented in Appendix 3) investigates the relationship between “Institutional and Regulatory 

Environmental” factors and the size of the deal premium. “Strength of minority investor protection” 

(Mino) index, i.e. Shareholder protection, had a significant effect at the 1% level (p-value of 0.003) 

and had a beta value of 0.0282. The “accounting standards quality” (Acc) index also had a significant 

effect on the dependent variable at the 5% level (p-value of 0.027) and with a beta value of 0.0136.  

Additionally, the corporate tax (Tax) variable had a statistically significant effect at the 1% (p-value 

of 0.000) level with a beta value of 0.035. A one-unit increase in either of the above-mentioned 

variables has a positive effect on the size of the deal premium with approximately 2.82%, 1.36%, and 

3.5% respectively. However, only one of the variables had a significant effect in model 5, namely 

shareholder protection, at a 1% level (p-value of 0.001) with a beta value of 0.0365.  

Thus, in model 3 the authors can reject the null hypothesis for hypothesis 3a, 4a, and 5a but only 

hypothesis 3a in model 5.  

 
5.2.4 Social 

 
The regression output for model 4 shows that both the natural logarithm of geographic distance and 

cultural distance has a statistically significant effect at a 1% level (p-values of 0.000 and 0.001 

respectively) on the size of the deal premium with beta values of 0.13 and -0.0116 respectively 

(Appendix 4). Increased geographical distance has a positive effect on the size of the deal premium 

with approximately 0,13% for every 1% increase in geographical distance. The increased cultural 

distance, on the other hand, have a negative impact on the size of the deal premium, an increase with 

one unit in the distance results in a decrease of approximately 1.16%. However, only the natural 

logarithm of geographic distance has a significant effect in model 5 at the 1% level (p-value of 0.001) 

with a beta value of 0.119. Conclusively, for model 4 the authors reject the null hypothesis for 

hypothesis 6a and 7a, but only 6a is rejected in model 5.  
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Table 7. Summary of hypothesis 

Hypothesis Description Supported  
(model 1-4) 

Supported  
(model 5) 

1a There is a significant positive relationship between target country 
market size and the size of deal premium 

P P 

1b There is a significant positive relationship between the size of deal 
premiums and economic ties. 

O O 

1c There is a significant positive relationship between the size of deal 
premium and ease of trade. 

O O 

2a Political uncertainty in the target country have a significant effect on 

the size of deal premium 
 

P O 

2b There is a significant negative relationship between the level 
corruption in the target country and the size of deal premium. 

P O 

3a There is a significant positive relationship between the level of 

shareholder protection and the size of deal premium. 
 

P P 

4a There is a significant positive relationship between the level of target 

country corporate tax rates and the size of deal premium. 
 

P O 

5a There is a significant positive relationship between the quality of 

target country’s accounting standards and the size of deal premium. 
 

P O 

6a There is a significant positive relationship between the physical 

distance, between the home and target countries, and the size of 

deal premium.  
 

P P 

7a There is a significant positive relationship between the cultural 

distance, between the home and target countries, and the size of 

deal premium.  

  

P O 

This table summarizes the hypotheses and whether the results of the regressions supported them or not.  



   
 

55 

 
5.3 Model robustness 

 
In this section, the authors evaluate and discuss the reliability and robustness of the models. The 

authors assess the OLS assumptions made to achieve the best linear unbiased estimator. In addition 

to the OLS assumption, the authors examine the models’ goodness-of-fit, test power, measurement 

errors, and influential observations based on Wooldridge (2017) recommendations. 

 

5.3.1 Goodness-of-fit 

 
As can be seen in the regression outputs in the appendix (Appendix 1,2,3,4 & 5), all of the 5 models 

have F-statistics with a p-value < 0.000. This indicates that the variables in all the models are jointly 

significant. As the F-tests are all statistically significant, the authors can conclude that the R2 is not 

equal to zero and that the correlation between the model and the dependent variable is also statistically 

significant (Wooldridge, 2017).  

 

The R2 is also a goodness-of-fit measure and indicate how much (in percent) of the variance in the 

dependent variable that could be explained by the independent variables collectively (Wooldridge, 

2017). It ranges from 0-1 and the higher the R2 the better the model fits the observations. The adjusted 

R2 of the models ranges from 7.6% to 10.2%. It might appear as quite small values but the most recent 

comparable prior research has R2 that ranges from 3% to 19.2% (Rossi & Volpin, 2004; Hope et al., 

2011; Lim et al., 2016; Weitzel & Berns, 2006). The reason for relatively low R2 values might be that 

firm or potentially industry-specific determinants have higher explanatory power over the dependent 

variable. Another factor that needs to be taken into account is the psychological, i.e. the negotiating 

skills between the parties which is hard to predict and control for but could have a significant impact.  

Although, research with panel data regressions seems to generally have higher R2 compared to cross-

sectional models, which indicates that time trends have explanatory power (Wooldridge, 2017). But, 

even if the R2 is low, one can still draw important conclusions if the independent variables are 

statistically significant (Wooldridge, 2017). 
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5.3.2 Test Power  

The power of a test is the probability of rejecting the null hypothesis when it is false, i.e. avoiding a 

type 2 error. Put differently, given a test statistic and a critical region determined by the chosen level 

of significance, it is the probability of rejecting the null hypothesis (i.e. 1-a). The selection of the 

significance level affects the probability of both type 1 and 2 errors. A smaller level of significance 

(e.g. 1 or 5%) decreases the probability of a type 2 error and increases the probability of a type 1 

error. This thesis has chosen to evaluate tests with significance levels of 1, 5, and 10%, following 

prior research (Rossi & Volpin, 2004; Weitzel & Berns, 2006).  

The sample size also affects the power of the test, as it affects the sampling error in a test result. I.e. 

ceteris paribus, an effect is more difficult to detect in a smaller sample. This thesis uses a large sample 

that positively affects the test power.  

5.3.3 Normality of Error term 

The normality of the error term is an essential assumption to conduct statistical inference according 

to Wooldridge (2017). Histograms are used to examine the assumption. The histograms (presented in 

Appendix 6,7,8,9 & 10) clearly shows signs of normal distribution.  

5.3.4 Multicollinearity  

 

Displayed in the matrix (Table 8) are the variables of interest and their respective correlation. None 

are perfectly correlated but some are more correlated than others. For example, the political stability 

index (PolT) and the control of corruption index (Corr) are 74% positively correlated, which could 

indicate a problem. Although multicollinearity is difficult to define, it is better to have less correlation 

between the independent variables. The VIF-test could be helpful to determine whether 

multicollinearity is a problem but is of limited use. The VIF-factor is a term in the calculation of the 

variance of a coefficient that is determined by the correlation between the variable in question and 

the remaining independent variables. A normal threshold used to determine if multicollinearity is a 

severe problem is, according to Wooldridge (2017),  10. A VIF-score between 1-5 indicates that there 

is a moderate correlation, thus not enough to warrant corrective measures, however, it can still affect 

the results (Wooldridge, 2017). Table 9 states that all of the independent variables of interest are 

within the moderate range.  
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However, as graphically visualized in Table 7, some hypotheses are initially supported in model 1-4 

but then not in model 5. The big difference is a sign of multicollinearity. It signals a weakness in 

model 5 and is thus disregarded in the discussion as it decreases the accuracy of the test and the p-

values become less reliable. As mentioned in “Assumptions”, a potential way of mitigating 

multicollinearity is to drop a variable to reduce the correlation, however, it might cause an omitted 

variable bias. As mentioned above, according to the VIF-test all of the independent variables are 

moderately correlated and no corrective actions are recommended. 

 

Additionally, some of the control variables’ VIF-factors were in fact above 10. Studying the 

correlation matrix, the high VIF-factors appears to be derived from the high correlation between the 

control variables themselves. One potential explanation for that phenomenon might be that many of 

the control variables are dummies. Since the coefficients of the control variables are not of interest, 

the correlation between them does not pose a problem. 
 

Table 8. Correlation matrix       

  Variables   (1)   (2)   (3)   (4)   (5)   (6)   (7)   (8)   (9)   (10) 

 (1) lnGeo 1.000 

 (2) Cult 0.327 1.000 

 (3) PolT -0.158 -0.165 1.000 

 (4) Corr -0.154 -0.179 0.741 1.000 

 (5) Mino -0.121 -0.144 -0.065 0.049 1.000 

 (6) Acc 0.016 -0.159 0.379 0.553 0.421 1.000 

 (7) Tax 0.013 -0.090 -0.120 -0.202 -0.237 -0.235 1.000 

 (8) LnGDP 0.079 -0.076 -0.198 -0.161 -0.116 0.030 0.600 1.000 

 (9) Tradefree 
 

-0.157 -0.176 0.565 0.766 0.088 0.472 -0.136 0.050 1.000 

 (10) dTrade -0.391 -0.238 0.240 0.117 -0.025 -0.077 0.019 -0.173 0.030 1.000 
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5.3.5 Endogeneity  

 
Based on prior research (Rossi & Volpin, 2004; Hope et al., 2011; Lim et al., 2016; Weitzel & Berns, 

2006), the variables used in this thesis can be assumed to be exogenous. Intuitively, the other main 

areas affecting deal premium (firm- and industry-specific factors) could not possibly affect country-

specific factors, e.g. geographical distance, regulatory quality nor the existence of bilateral trade 

agreements. 

 
5.3.6 Heteroskedasticity 

Visual scatter plots show whether there were any signs of heteroskedasticity. Appendix 6,7,8,9 & 10 

shows very vague signs of violating the homoskedasticity assumption of the five models. The y-axis 

shows the errors of the prediction and the x-axis shows the predicted values. To correct a potential 

problem, a robust Huber (1967)-White (1980) sandwich estimator was used.  

Additionally, neither of the formal heteroskedasticity test, i.e. the White test, conducted could be 

rejected (at any level of significance), which implies that the models are homoscedastic and supports 

the assumption (Appendix 11). 

  

Table 9. VIF-test 

     VIF   1/VIF 
 Corr 4.758 .21 
 Tax 4.026 .248 
 PolT 3.642 .275 
 LnGDP 3.473 .288 
 Tradefree 3.117 .321 
 Acc 2.196 .455 
 dTrade 1.566 .639 
 lnGeo 1.558 .642 
 Mino 1.497 .668 
lnDealValue 1.487 .672 
 lnRev 1.456 .687 
 Cult 1.395 .717 
 SameInd 1.158 .864 
DealMethod 1.145 .874 
 Mean VIF 7.836 . 



   
 

59 

5.3.7 Model Specification Errors 

Ramsey's (1969) regression specification error test (RESET) has been used to detect a general form 

of misspecification. It tests whether non-linear combinations of the predicted values better could 

explain the dependent variable. In all the models, the null hypothesis of misspecification could not 

be rejected at the 10% level 2 indicating that the functional form used is correct (see Appendix 11). 

The models are in line with prior research (e.g. Lim et al., 2016; Rossi & Volpin, 2004; Weitzel & 

Berns, 2006) who also have used a linear regression model with similar variables.  

5.3.8 Measurement error 

Measurement error referrers to a situation where one cannot gather data on the true variable that 

affects the economic behavior, but instead uses a proxy of some sort. When a regression contains an 

inaccurately measured variable it is said to have measurement error. There are no, to the authors’ 

knowledge, proposed practical solutions to this problem. (Wooldridge, 2017) 

The dependent variable is gathered from Zephyr, provided by Bureau van Dijk, which is widely 

considered to be a reliable source. The expected measurement error for the dependent variable is 

therefore low and neglectable. Additionally, if the measurement error in a dependent variable is 

uncorrelated with the independent variables, according to Wooldridge (2017), then the OLS 

regression still has good properties. 

Measurement error of the independent variables, on the other hand, are considerably more important 

as it leads to larger variance estimates (Wooldridge, 2017). Some of the explanatory variables are 

highly ambiguous and cannot be properly quantified, such as level of corruption or cultural distance. 

The nature of these variables presents a possible measurement error problem. In order to minimize 

these potential measurement errors in the independent variables, the authors have used the most 

reliable sources available and attempted to double-check the variables with other sources as much as 

possible. This thesis has, to the highest extent possible, used measures from official sources, such as 

the World Bank or the OECD. When official measures of the independent variables of interest are 

missing, this thesis has used measures developed by highly cited scholars such as Kaufmann (2010), 

La Porta et al. (1998), or Hofstede et al. (1980). Thus, the authors expect measurement errors to have 

a limited effect on the results. Additionally, some the variable are proxies, e.g. the geographical 

distance is proxied by the actual distance between capital cities, and can thus be misleading.   
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5.3.9 Outliers and influential observations 

An influential observation is defined as an observation that, when dropped, affects the OLS estimates 

substantially. It is therefore important to identify these unusual observations and potentially drop 

them (Wooldridge, 2017). Following Weitzel and Berns (2006), this thesis winzorise the target 

premium data between 0 and 200% as they are notoriously “noisy”. This is also in line with Officer 

(2007), who argues that premiums per definition cannot be negative. The exclusion of deals with a 

premium above 200% resulted in a reduction of 25 observations. However, taking the natural 

logarithm of the premium, thus excluding negative premiums, resulted in a loss of 231 observations, 

which is quite substantial.  

  



   
 

61 

 

6 Discussion  
 
The significance of the findings is discussed and interpreted in light of prior research. The rationale 

behind this is to describe any potential new understandings or insinuations about the research 

question when taking the new results into considerations. The findings should also be critically 

evaluated in regard to the limitations of this thesis. The following discussions will only be based on 

regression models 1-4. The somewhat contradictory results in model 5 are not considered as reliable 

and are addressed in “Multicollinearity”.  

 

6.1 Findings and interpretations 

6.1.1 Economic 

 

The impact of economic aspects in size determinant of the deal premium showed varied results. 

Market size, measured as the target country’s GDP, showed to positively affect the deal premium 

around 0,14% for every 1% increase in GDP. This is in line with previous scholars who showed that 

increased GDP stimulated M&A activities (Ali-Yrkkö & Jyrki, 2002; Coeurdacier et al., 2009) and 

also affected deal premiums (Lim et al., 2016; Rossi & Volpin, 2004; Weitzel & Berns, 2006). As 

mentioned earlier, larger GDP reflects a higher demand in the given economy as it presents an 

opportunity for foreign firms in the search for more demand and thus higher profitability (Anand & 

Kogut, 1997; Globerman & Shapiro, 1999). Moreover, as presented in “Valuation & Deal Premium 

Drivers”, an acquirer only pursues an acquisition whether he or she believes it will create larger value 

together as an entity than separate. With this in mind, an acquiring company, therefore, on the basis 

of opportunity and potential growth, estimates its synergies to be larger in a country with a greater 

GDP. Greater synergies imply greater deal premiums. 

 

The common market dummy and the trade freedom index did not have any significant effect on the 

size of the premium. The literature review suggested that economic ties have a positive effect on the 

volume, in terms of the number of transactions, of cross-border M&A (Coeurdacier, 2009; Habib & 

Zurawicki, 2002; Rossi & Volpin, 2004). Rossi & Volpin (2004) did not test whether economic ties 

(bilateral trade) affected deal premium, otherwise, it could have been interesting to compare the 

results. However, based on previous literature the authors expected significant results rationalized by 
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the theories of information asymmetry and transaction cost economics. The number of cross-border 

transaction increases with economic ties and trade openness, as trade agreements by its nature 

increase the ease of trade between affected countries and thus decreases transaction costs and 

information asymmetries. Xu & Yiang (2017) argues that costs for preparing, negotiation, 

contracting, and transfer of property rights are all transaction costs. These costs are arguably lower if 

there is an existing trade agreement between the acquirer and the target countries. The authors argue 

that lower transaction costs of this kind could on average result in higher premiums as it attracts more 

bidders. Additionally, as belonging to the same trade agreement increases the flow of capital between 

the two countries, which increases the cultural familiarity (i.e. reduced information asymmetry), thus 

transaction costs associated with integrating, implementing, and monitoring the target are expected 

to decrease. Put simply, it reduces costs that could have eroded potential synergies and thus increases 

the premium. However, previous research suggests, that less information asymmetry also decreases 

the premium paid to the target (Dionne et al., 2015; Bick et al., 2017). This is also supported by Xie 

et al. (2017) which argue that an acquirer with sufficient information about a target firm may pay a 

small premium compared to an acquirer with less information due to asymmetry and differences in 

knowledge flows. These two conflicting theories are in line with the insignificant coefficients. It 

would be of interest to isolate these different specific effects. 

 
6.1.2 Political Environment and Corruption 

 

Looking at the “Political Environment and Corruption” aspects of deal premium, both of the 

examined variables proved to have a significant effect. As previously stated, increased political 

stability has a negative effect on the size of the deal premium, a decrease with approximately 38.5% 

for a one-unit increase in the political stability index. The reason for this rather large effect is that a 

one-unit change in the index is a huge movement as it only ranges from -2.5 to 2.5. The political 

environment is a less studied determinant of M&A premium but is considered to have a significant 

positive effect on inward acquisitions (Bonaime et al., 2018) and should, therefore, have an impact 

on the premium. Bonaime et al. (2018) argue that high uncertainty increases the target’s negotiating 

power as delaying acquisition is far more costly than acquire the target directly. Still, the rationale 

behind the negative relationship could potentially be that increased political stability implies a more 

predictable business environment for outsiders and thus reduces the information asymmetry. 

However, regarding the valuation perspective, it suggest that decreased uncertainty would decrease 

the cost of capital and thus increase valuation and the bidding competition (and the deal premium). 
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These arguments and theories are contradictory and therefore more research on this subject is required 

to make a more reliable conclusion.  

 

Improvement in the control of corruption had a positive effect on the size of the deal premium with 

approximately 36.4% for a one-unit increase in the index. Also, this rather large effect can be 

explained by the fact that the index only ranges from -2.5 to 2.5. This is in line with Weitzel & Berns 

(2006) who showed that high corruption was associated with lower target premiums. Theoretically, 

a higher level of corruption increases the obstacles to enter a market as, for example, it enhances the 

need of a local partner (brokers, middlemen, and local partners) to get access to the target market, i.e. 

higher transaction costs (Weitzel & Berns, 2006; Lambsdorff, 2002). The increased transaction costs 

deter competing bidders and result in lower premiums Additionally, the relatively higher level of 

uncertainty in a corrupt target market implies a higher corresponding discount factor in the valuation 

of the target and the synergies (Koller et al., 2010). However, the magnitude of each effect cannot be 

determined from this regression. Contradictory, the knowledge of how to address corruption in a host 

country is deeply rooted and specific to the local environment, thus presenting information 

asymmetry between the foreign buyer and the local target. As corruption increases so do the 

importance of this specific know-how. According to Dionne et al., 2015, increased information 

asymmetry increases the premium. Noteworthy is also that control of corruption and political stability 

are positively correlated with 74% (Table 8), which makes opposite signs in their coefficients rather 

unexpected.  

 

6.1.3 Institutional and Regulatory Environment 

 

Looking at the “Institutional and Regulatory” aspects of determining the size of deal premium the 

authors find three variables to have an impact. Firstly, increased shareholder protection showed to 

have a positive effect on the size of the deal premium. This is in line with previous research that got 

similar results (Bris & Cabolis, 2008; Hope et al., 2011; John et al., 2010; Rossi & Volpin, 2004). 

There is a combination of many factors that could explain this. Previous scholars have argued that 

high quality of legal protection attracts inbound cross-border acquisitions as outside investors know 

they are legally protected (La Porta et al., 1998; 2002; 2006). This reduced uncertainty will lower the 

cost of capital which in turn will increase the valuation. In accordance with Rossi & Volpin (2004), 

this reduced cost of capital will increase the competition in the bidding process which also increases 
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the premium. Moreover, increased shareholder protection could reduce costs associated with 

contracting, framework building, monitoring, etc., as complexity rises with a lack of legislative 

protection. This would suggest that increased shareholder protection in the target country would lower 

transaction costs. Thus, building on the literature that decreased transaction costs increase the 

premium. Additionally, as companies in countries with high shareholder protection tend to have a 

more diverse ownership structure, thus increasing the free-rider problem and the premium paid (La 

Porta et al., 1998; Rossi & Volpin, 2004).  

 

Furthermore, the authors could also show that increased accounting quality increases the premium 

paid in cross-border acquisitions. The result shows that an increase with one-unit in accounting 

quality increases the premium with an average of 1,36%. The result is aligned with previous scholars 

(Bris & Cabolis, 2008; John et al., 2010; Rossi & Volpin, 2004). High accounting quality suggests 

that the valuation of the target firm is easier compared to a country with low accounting quality. Using 

the rationale of John et al. (2010), high accounting standards quality enables one to make a valuation 

with better precision. This precision entails a reduced uncertainty which lowers the cost of capital 

and, as stated above, intensifies the competition in the bidding process and thus increase the deal 

premium. Additionally, using arguments of transaction costs, the authors could argue that high 

accounting quality increases disclosure which reduces the cost of the due diligence process. To sum 

up, a high accounting quality reduces the uncertainty regarding valuation and transaction costs, which 

increases the deal premium. However, one could argue that higher accounting quality increases 

disclosure and that reduces information asymmetry. This would suggest a lower deal premium 

according to information asymmetry theory. 

 

Lastly, there is limited research regarding corporate tax and deal premium, and the authors could only 

find one paper that could show that it affects the deal premium. In accordance with previous research, 

the authors could show that an increase with one unit in corporate tax results in a 3,5% increase in 

the deal premium. Weitzel and Berns (2006), backed by La Porta et al. (1999), argue that a high 

taxation country suggests a better-performing government which would lead to a higher deal 

premium. However, the rationale behind their conclusion is, according to the authors, insufficient. 

Government efficiency is defined as “...the competence of the bureaucracy and the quality of public 

services delivered.” (Weitzel & Berns, 2006). Based on that definition, the authors assume that it 

could be tightly related to the level of corruption, therefore the same rationale regarding how 
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corruption affects the deal premium might be applicable in this case. Although, corporate tax and the 

control corruption index are only moderately negatively correlated (20%; see Table 8). Additionally, 

from a valuation perspective, a high corporate tax reduces the cost of capital, thus increase valuation 

and thus intensify the bidding competition (driving bid premium up). Looking at Equation 1 in 

“Valuation” one can see that an increased corporate tax would give a lower WACC, ceteris paribus, 

as it creates a larger tax shield. However, the marginal effect is unclear as a higher corporate tax 

simultaneously reduces the free cash flow which implies a lower value. 

 
6.1.4 Social 

 

In the social aspects of determining the size of the deal premium, both the variables were significant 

but had different impacts on the premium. To begin with, geographical distance had a positive effect 

of 0,13% on the deal premium for every 1% increase in distance. The results are supported by Bick 

et al. (2017), who looked at US domestic deals and found that increased distance increases the 

premium paid. Previous research suggests that geographical proximity mitigates information 

asymmetry as the acquirer located closer has easier access to key relationships and other soft 

information (Bick et al., 2017; Coval & Moskowitz, 2001; Ragozzino & Reur, 2011). These are 

aspects that could increase the bidding activity. Supporting previous arguments, geographical 

distance impedes acquirers’ struggle to assess the true value of the target firm (Malhotra & Gaur, 

2014). Accordingly, using the rationale of previous findings, increased geographical distance 

increases the information asymmetry and thus the deal premium (Bick et al., 2017; Dionne et al., 

2015). An important aspect to take into account when using the distance between capital cities, as a 

proxy for geographical distance, might be misleading because of geographical large countries such 

as China, Russia, or India. To clarify, all deals are not made between companies from the capital 

cities and thus the distance between the deals could be misleading. For example, there is 

approximately 5790 km between Beijing and Moscow, at the same time they share a border.  

 

Another predominant theory explaining why the size of the deal premium increases with geographical 

distance is: transaction cost economics. Increased distance would lead to increased cost of 

coordination and information gathering and thus influence the acquiring firm’s choice of stake, as 

they need to balance their need for control versus the need to cover costs related to the implementation 

of their entry mode (Bertrand et al., 2007; Hattar & Rajan, 2010; Malhotra et al., 2016). However, 

these mentioned costs are in recent years mitigated due to modern technology, in terms of information 



   
 

66 

gathering and communication. Adding to the argument, as transaction costs may increase to cope 

with the distance, other transaction costs may be eliminated, such as transportation and other logistic 

costs. Conclusively, the authors would argue that information asymmetry is the predominant theory 

explaining why premium increases with distance.  

 

Next, the result for cultural distance showed that an increase with one unit resulted in a 1,16% 

decrease in deal premium. This result is supported by previous scholars (Lim et al., 2016) that also 

could show that cultural distance had a negative impact on the premium. As mentioned earlier, there 

are two competing theories explaining the relationship between cultural distance and cross-border 

M&A: one that suggests it destroys value and the other one suggests the opposite. The results of this 

thesis are more tilted towards the former. Scholars have used arguments that cultural distance 

constitutes transaction costs of integration and adaption that corrodes potential synergies and thus 

premiums (Buono & Bowditch, 2003; Chakrabarti et al., 2009; Hofstede, 2001; Krug & Nigh, 2001; 

Morosini et al., 1998). Furthermore, Contractor et al. (2009) adds that large discrepancies in value 

systems, beliefs, and behavioral assumptions as a result of large cultural distances have a significant 

impact in destroying value. Scholars of a different view, suggest that value creation is the result of 

high cultural distance, argue that the acquirer is presented with an opportunity to incorporate new 

resources and capabilities from the culturally distant target which results in an enhanced competitive 

advantage and performance over time (Shimizu et al., 2004). However, the result suggests that these 

potential opportunities and thus synergies, do not outshine the transaction costs involved in these 

cultural distant acquisitions. The authors argue that moderate cultural difference could be beneficial 

and easier to capitalize on, although larger cultural distance could present more barriers than 

opportunities, and thus lower synergies. It is important to keep in mind that culture is an ambiguous 

concept and hard to quantify. It is thus difficult to make any reliable conclusions regarding culture. 

Additionally, Hofstede’s (1980) measure of cultural distance is limited to a set of countries that affects 

the results. 
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7 Conclusion 
7.1 Summary of Conclusions 

 
This study investigates how country-specific factors affect deal premiums in cross-border M&A from 

1999-2019. The reason for writing this thesis is based on a personal interest in corporate valuation 

with emphasis on cross-border M&A but also due to a need to fil a research gap. The vast majority 

of the previous literature has focused on explaining the deal premium with the firm or deal-related 

characteristics, whereas only a handful has tried explaining the size of the deal premium with country-

specific factors. Moreover, more research in this area has been requested by other scholars (Xie et 

al., 2017; Zhang, 2019). 

 

The research gap of this study is examined through the two stated research questions: Do target 

country-specific factors have significant explanatory power over the variation in deal premiums? If 

so, how do target country-specific factors affect the price paid and why? To answer the research 

questions, the authors have formulated 10 hypotheses, which are divided into four subcategories to 

better point out factors that potentially could influence the deal premium.  

 

The results show that country determinants affect the size of the deal premium, both positively and 

negatively. Together with the result, previous research, and theories, the authors attempt to explain 

how and why these differences affect the size of the deal premium. To begin with, looking at the 

“Economic aspects” of a target country, increased market potential, or market size defined as GDP 

increase the deal premium. Increased market potential reveals a high demand in the economy and 

thus an opportunity for growth and profit which is reflected in a hope of bigger synergies and thus 

higher premiums.  

 

Additionally, the “Political Environment and Corruption” aspects of a target country also affect the 

size of the deal premium, but in different ways. The authors could show that increased political 

stability had a significant effect on the deal premium. The results indicated a negative relationship, 

which could potentially be due to lower information asymmetry as a result of a more predictable 

business environment, and thus easier to make an accurate valuation. On the other hand, control of 

corruption showed to have a positive effect on the size of the deal premium, which is in line with 

previous authors and theories. The authors argue that the effect is mainly caused by reduced 
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transaction costs in terms of obstacles to enter the market. Interestingly, control of corruption and 

political stability are highly positively correlated but have different effects on the deal premium. 

 

Furthermore, all three of the tested variables from an “Institutional and Regulatory” perspective, 

showed to positively affect the size of the deal premium. To begin with, increased shareholder 

protection reduces uncertainty for the acquirer, which lowers the cost of capital and thus increases 

the value. Also, increased shareholder protection reduces transaction costs associated with 

contracting, monitoring, and framework building. Reduced transaction costs and a higher valuation 

make the target more attractive which will increase the bidding competition and thus the bid premium. 

Additionally, high accounting quality, i.e. high disclosure of accounting information, reduces 

uncertainty in several aspects with an emphasis on valuation. In general, more available information 

makes the due diligence process cheaper, lower the cost of capital, and consequently results in a 

higher bidding competition which drives up the premium. Finally, an increased corporate tax rate 

presents a larger tax shield which increases the value and subsequently the premium. However, the 

marginal effect of a higher tax rate is unclear as a higher corporate tax simultaneously reduces the 

free cash flow which implies a lower value of the target. 

 

Last but not least, the authors find that “Social” aspects to have an impact on the size of the deal 

premium. An increased cultural difference showed to have a negative impact on deal premium, and 

the authors argue, backed by previous research, that it destroys value as synergies are difficult to 

realize when barriers are too high. This causes the valuation and premium to be lower. However, an 

increased geographical distance, on the other hand, showed to have a positive effect on the deal 

premium. The authors argue that this is a result of higher information asymmetry, due to lack of soft 

information and key relationships, making it difficult to assess the true value of the firm and bidding 

too high.  

 

To sum up, this paper contributes new insights into how country-specific factors at the firm and 

transaction levels effect the deal premiums paid. Also, for decision-making in international takeovers, 

this paper adds insight to the previous inconclusive literature regarding how country-specific factors 

constitute an important component in the estimation of joint synergies and target prices. The authors 

recommend practitioners to include country-specific factors in their due diligence when valuing 

foreign targets. 



   
 

69 

 
7.2 Future research  

7.2.1 Privately held target companies  

 
The research sample of this thesis only included publicly traded targets because of the relatively 

limited access to data and because of simplicity when defining the deal premium. However, there are 

several key differences between publicly traded and privately held targets which makes the 

comparison interesting. The regulations concerning M&A deals and the disclosure requirements are 

much less strict for private companies. Arguably the most influential difference is the definition of 

the fair market value of a company, and thus the deal premium. The fair market value of a publicly 

traded company is simply its stock price, but the corresponding value for a private company is not 

nearly as straightforward. 

 

These differences change the dynamics of the deal and potentially the determinants of the premium. 

We, therefore, suggest that future research devote attention to the dynamics of M&A premium for 

private deals. 

 

7.2.2 Emerging markets 

 
This thesis attempted to use a more internationally diverse and balanced data sample compared to 

previous research. However, the country-specific determinants affecting the M&A premium in the 

emerging market context remains relatively unexplored. We, therefore, suggest future research to 

investigate the determinants of M&A premium in emerging markets and how they might differ from 

developed markets. 

 

7.2.3 Realized synergies 

 
As this thesis investigates the country-specific determinants of the expected synergies, i.e. deal 

premium, the realized synergies remain relatively unexplored. It is of interest to study how the 

expectations and the actual results differ to further add insight into the analysis of international M&As 

and the country-specific determinants. The authors thus suggest a time series analysis of the stock 

price of the target companies’ post-acquisition, to further understand if, when, and why expected 

synergies are realized.  
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9 Appendix 
 

Appendix 1. Linear regression 1 

 

lnBP  Coef.  St.Err.  t-value  p-value  [95% Conf  Interval]  Sig 
 LnGDP 0.152 0.022 6.86 0.000 0.109 0.195 *** 
 Tradefree 0.010 0.010 1.03 0.303 -0.009 0.029  
 dTrade -0.028 0.069 -0.41 0.684 -0.164 0.107  
 dTSIC2 0.664 0.446 1.49 0.137 -0.212 1.540  
 dTSIC3 0.469 0.442 1.06 0.289 -0.399 1.336  
 dTSIC4 0.660 0.440 1.50 0.133 -0.202 1.522  
 dTSIC5 0.347 0.449 0.77 0.440 -0.534 1.227  
 dTSIC6 0.611 0.454 1.35 0.179 -0.280 1.502  
 dTSIC7 0.237 0.446 0.53 0.595 -0.638 1.111  
 dTSIC8 0.567 0.442 1.28 0.200 -0.300 1.434  
 dTSIC9 0.438 0.448 0.98 0.329 -0.441 1.317  
 lnDealValue -0.051 0.013 -3.82 0.000 -0.077 -0.025 *** 
 DealMethod 0.094 0.097 0.96 0.336 -0.097 0.284  
 lnRev -0.026 0.014 -1.86 0.062 -0.053 0.001 * 
 SameInd 0.036 0.071 0.51 0.609 -0.103 0.176  
 dyear2 0.156 0.366 0.43 0.669 -0.561 0.874  
 dyear3 0.082 0.372 0.22 0.824 -0.647 0.811  
 dyear4 -0.163 0.379 -0.43 0.668 -0.907 0.581  
 dyear5 -0.756 0.387 -1.95 0.051 -1.516 0.003 * 
 dyear6 -0.989 0.379 -2.61 0.009 -1.734 -0.245 *** 
 dyear7 -0.716 0.373 -1.92 0.055 -1.448 0.016 * 
 dyear8 -0.776 0.367 -2.11 0.035 -1.496 -0.056 ** 
 dyear9 -0.960 0.358 -2.68 0.007 -1.663 -0.257 *** 
 dyear10 -0.657 0.368 -1.79 0.074 -1.379 0.065 * 
 dyear11 -0.520 0.381 -1.37 0.172 -1.267 0.227  
 dyear12 -0.638 0.369 -1.73 0.084 -1.363 0.086 * 
 dyear13 -0.836 0.375 -2.23 0.026 -1.570 -0.101 ** 
 dyear14 -0.619 0.370 -1.67 0.094 -1.344 0.107 * 
 dyear15 -1.030 0.381 -2.70 0.007 -1.778 -0.282 *** 
 dyear16 -0.846 0.369 -2.29 0.022 -1.570 -0.122 ** 
 dyear17 -0.472 0.367 -1.29 0.199 -1.191 0.248  
 dyear18 -0.852 0.366 -2.33 0.020 -1.571 -0.133 ** 
 dyear19 -0.725 0.365 -1.99 0.047 -1.441 -0.009 ** 
 dyear20 -0.578 0.370 -1.56 0.118 -1.304 0.147  
 dyear21 -0.679 0.386 -1.76 0.079 -1.436 0.079 * 
 Constant 1.859 1.044 1.78 0.075 -0.190 3.907 * 
 
Mean dependent var 2.813 SD dependent var  1.276 
R-squared  0.118 Number of obs   1418.000 
F-test   5.286 Prob > F  0.000 
Akaike crit. (AIC) 4607.336 Bayesian crit. (BIC) 4796.588 
 
*** p<0.01, ** p<0.05, * p<0.1  
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Appendix 2. Linear regression 2    

lnBP  Coef.  St.Err.  t-value  p-value  [95% Conf  Interval]  Sig 
 PolT -0.385 0.092 -4.18 0.000 -0.566 -0.204 *** 
 Corr 0.364 0.081 4.48 0.000 0.205 0.524 *** 
 dTSIC2 0.759 0.450 1.69 0.092 -0.124 1.642 * 
 dTSIC3 0.605 0.446 1.36 0.175 -0.269 1.479  
 dTSIC4 0.815 0.443 1.84 0.066 -0.054 1.684 * 
 dTSIC5 0.482 0.453 1.06 0.287 -0.406 1.370  
 dTSIC6 0.742 0.458 1.62 0.105 -0.156 1.639  
 dTSIC7 0.366 0.449 0.81 0.416 -0.516 1.247  
 dTSIC8 0.704 0.445 1.58 0.114 -0.170 1.578  
 dTSIC9 0.615 0.451 1.36 0.173 -0.270 1.500  
 lnDealValue -0.056 0.013 -4.20 0.000 -0.082 -0.030 *** 
 DealMethod 0.100 0.098 1.02 0.309 -0.093 0.292  
 lnRev -0.002 0.014 -0.13 0.896 -0.028 0.025  
 SameInd 0.021 0.072 0.29 0.773 -0.120 0.161  
 dyear2 0.103 0.369 0.28 0.780 -0.621 0.827  
 dyear3 -0.116 0.377 -0.31 0.759 -0.855 0.624  
 dyear4 -0.336 0.385 -0.87 0.383 -1.091 0.419  
 dyear5 -0.972 0.393 -2.47 0.014 -1.744 -0.201 ** 
 dyear6 -1.287 0.389 -3.31 0.001 -2.050 -0.525 *** 
 dyear7 -0.977 0.383 -2.55 0.011 -1.728 -0.226 ** 
 dyear8 -0.861 0.371 -2.32 0.020 -1.588 -0.133 ** 
 dyear9 -1.031 0.363 -2.84 0.005 -1.744 -0.318 *** 
 dyear10 -0.701 0.372 -1.88 0.060 -1.431 0.029 * 
 dyear11 -0.640 0.386 -1.66 0.098 -1.398 0.118 * 
 dyear12 -0.685 0.374 -1.83 0.067 -1.420 0.049 * 
 dyear13 -0.872 0.379 -2.30 0.021 -1.615 -0.129 ** 
 dyear14 -0.610 0.374 -1.63 0.103 -1.344 0.123  
 dyear15 -1.038 0.386 -2.69 0.007 -1.796 -0.280 *** 
 dyear16 -0.857 0.372 -2.30 0.022 -1.588 -0.126 ** 
 dyear17 -0.481 0.371 -1.30 0.195 -1.208 0.246  
 dyear18 -0.904 0.371 -2.44 0.015 -1.631 -0.176 ** 
 dyear19 -0.797 0.369 -2.16 0.031 -1.521 -0.073 ** 
 dyear20 -0.638 0.374 -1.71 0.088 -1.371 0.096 * 
 dyear21 -0.798 0.391 -2.04 0.041 -1.565 -0.031 ** 
 Constant 3.330 0.615 5.41 0.000 2.123 4.537 *** 
 
Mean dependent var 2.812 SD dependent var  1.274 
R-squared  0.098 Number of obs   1433.000 
F-test   4.479 Prob > F  0.000 
Akaike crit. (AIC) 4682.458 Bayesian crit. (BIC) 4866.822 
 
*** p<0.01, ** p<0.05, * p<0.1  
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Appendix 3. Linear regression 3      
lnBP  Coef.  St.Err.  t-value  p-value  [95% Conf  Interval]  Sig 
 Mino 0.028 0.010 2.95 0.003 0.009 0.047 *** 
 Acc 0.014 0.006 2.22 0.027 0.002 0.026 ** 
 Tax 0.035 0.006 5.85 0.000 0.023 0.047 *** 
 dTSIC2 0.835 0.446 1.87 0.062 -0.040 1.711 * 
 dTSIC3 0.715 0.443 1.61 0.107 -0.154 1.584  
 dTSIC4 0.915 0.440 2.08 0.038 0.053 1.777 ** 
 dTSIC5 0.615 0.451 1.36 0.174 -0.271 1.500  
 dTSIC6 0.814 0.455 1.79 0.074 -0.079 1.707 * 
 dTSIC7 0.479 0.447 1.07 0.284 -0.398 1.356  
 dTSIC8 0.767 0.442 1.74 0.083 -0.100 1.634 * 
 dTSIC9 0.685 0.448 1.53 0.127 -0.195 1.564  
 lnDealValue -0.052 0.014 -3.79 0.000 -0.079 -0.025 *** 
 DealMethod 0.100 0.099 1.01 0.311 -0.094 0.294  
 lnRev -0.017 0.015 -1.12 0.265 -0.046 0.013  
 SameInd 0.021 0.073 0.28 0.777 -0.122 0.163  
 dyear2 0.345 0.396 0.87 0.383 -0.431 1.121  
 dyear3 0.295 0.399 0.74 0.459 -0.487 1.078  
 dyear4 0.124 0.407 0.30 0.761 -0.674 0.922  
 dyear5 -0.444 0.417 -1.06 0.287 -1.262 0.374  
 dyear6 -0.691 0.409 -1.69 0.092 -1.494 0.112 * 
 dyear7 -0.350 0.403 -0.87 0.385 -1.140 0.440  
 dyear8 -0.507 0.396 -1.28 0.200 -1.284 0.270  
 dyear9 -0.615 0.388 -1.59 0.113 -1.376 0.145  
 dyear10 -0.224 0.397 -0.56 0.572 -1.004 0.555  
 dyear11 -0.109 0.412 -0.27 0.791 -0.917 0.699  
 dyear12 -0.209 0.400 -0.52 0.601 -0.993 0.575  
 dyear13 -0.404 0.405 -1.00 0.319 -1.197 0.390  
 dyear14 -0.139 0.399 -0.35 0.726 -0.921 0.642  
 dyear15 -0.512 0.411 -1.25 0.213 -1.318 0.294  
 dyear16 -0.248 0.400 -0.62 0.535 -1.032 0.536  
 dyear17 0.014 0.397 0.03 0.973 -0.765 0.792  
 dyear18 -0.297 0.396 -0.75 0.454 -1.074 0.481  
 dyear19 -0.191 0.396 -0.48 0.631 -0.968 0.587  
 dyear20 0.123 0.404 0.30 0.762 -0.670 0.915  
 dyear21 0.131 0.426 0.31 0.759 -0.705 0.967  
 Constant 0.018 0.850 0.02 0.984 -1.651 1.686  
 
Mean dependent var 2.843 SD dependent var  1.270 
R-squared  0.110 Number of obs   1359.000 
F-test   4.694 Prob > F  0.000 
Akaike crit. (AIC) 4417.594 Bayesian crit. (BIC) 4605.317 
 
*** p<0.01, ** p<0.05, * p<0.1  
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Appendix 4. Linear regression 4 
 lnBP  Coef.  St.Err.  t-value  p-value  [95% Conf  Interval]  Sig 
 lnGeo 0.130 0.031 4.18 0.000 0.069 0.191 *** 
 Cult -0.012 0.004 -3.29 0.001 -0.019 -0.005 *** 
 dTSIC2 0.697 0.484 1.44 0.150 -0.251 1.646  
 dTSIC3 0.569 0.479 1.19 0.235 -0.371 1.508  
 dTSIC4 0.807 0.476 1.70 0.090 -0.127 1.741 * 
 dTSIC5 0.431 0.488 0.88 0.378 -0.527 1.388  
 dTSIC6 0.713 0.491 1.45 0.147 -0.251 1.677  
 dTSIC7 0.344 0.483 0.71 0.477 -0.604 1.292  
 dTSIC8 0.725 0.479 1.51 0.130 -0.214 1.664  
 dTSIC9 0.603 0.485 1.24 0.214 -0.348 1.554  
 lnDealValue -0.054 0.014 -3.75 0.000 -0.082 -0.026 *** 
 DealMethod 0.102 0.106 0.97 0.334 -0.105 0.310  
 lnRev -0.017 0.015 -1.19 0.233 -0.046 0.011  
 SameInd 0.046 0.076 0.61 0.543 -0.103 0.195  
 dyear2 0.214 0.373 0.57 0.566 -0.517 0.945  
 dyear3 0.160 0.380 0.42 0.674 -0.585 0.905  
 dyear4 -0.106 0.388 -0.27 0.785 -0.867 0.655  
 dyear5 -0.748 0.393 -1.90 0.057 -1.519 0.023 * 
 dyear6 -0.984 0.386 -2.55 0.011 -1.741 -0.226 ** 
 dyear7 -0.612 0.382 -1.60 0.109 -1.362 0.137  
 dyear8 -0.726 0.374 -1.94 0.053 -1.460 0.009 * 
 dyear9 -0.804 0.365 -2.21 0.028 -1.520 -0.089 ** 
 dyear10 -0.554 0.376 -1.47 0.141 -1.292 0.184  
 dyear11 -0.471 0.390 -1.21 0.227 -1.237 0.294  
 dyear12 -0.585 0.377 -1.55 0.121 -1.324 0.154  
 dyear13 -0.709 0.384 -1.85 0.065 -1.463 0.044 * 
 dyear14 -0.487 0.380 -1.28 0.200 -1.232 0.258  
 dyear15 -0.861 0.391 -2.20 0.028 -1.628 -0.093 ** 
 dyear16 -0.714 0.377 -1.89 0.059 -1.454 0.026 * 
 dyear17 -0.323 0.374 -0.86 0.388 -1.057 0.411  
 dyear18 -0.715 0.373 -1.91 0.056 -1.447 0.018 * 
 dyear19 -0.490 0.373 -1.31 0.189 -1.223 0.242  
 dyear20 -0.492 0.377 -1.30 0.192 -1.232 0.248  
 dyear21 -0.678 0.397 -1.71 0.088 -1.457 0.101 * 
 Constant 2.756 0.662 4.16 0.000 1.457 4.055 *** 
 
Mean dependent var 2.819 SD dependent var  1.283 
R-squared  0.100 Number of obs   1311.000 
F-test   4.190 Prob > F  0.000 
Akaike crit. (AIC) 4303.485 Bayesian crit. (BIC) 4484.734 
 
*** p<0.01, ** p<0.05, * p<0.1  
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Appendix 5. Linear regression 5 
lnBP  Coef.  St.Err.  t-value  p-value  [95% Conf  Interval]  Sig 
 lnGeo 0.115 0.035 3.25 0.001 0.046 0.184 *** 
 Cult -0.005 0.004 -1.20 0.231 -0.012 0.003  
 PolT -0.126 0.122 -1.03 0.302 -0.365 0.113  
 Corr 0.161 0.139 1.16 0.246 -0.111 0.434  
 Mino 0.036 0.011 3.44 0.001 0.016 0.057 *** 
 Acc 0.008 0.009 0.82 0.414 -0.011 0.026  
 Tax 0.008 0.010 0.83 0.405 -0.012 0.028  
 LnGDP 0.143 0.043 3.34 0.001 0.059 0.227 *** 
 Tradefree -0.004 0.020 -0.19 0.847 -0.043 0.035  
 dTrade 0.144 0.087 1.67 0.102 -0.025 0.314  
 dTSIC2 0.624 0.477 1.31 0.191 -0.312 1.561  
 dTSIC3 0.556 0.474 1.17 0.241 -0.373 1.485  
 dTSIC4 0.735 0.471 1.56 0.118 -0.188 1.658  
 dTSIC5 0.465 0.485 0.96 0.337 -0.486 1.416  
 dTSIC6 0.672 0.486 1.38 0.167 -0.281 1.626  
 dTSIC7 0.273 0.479 0.57 0.569 -0.667 1.213  
 dTSIC8 0.626 0.473 1.32 0.186 -0.303 1.554  
 dTSIC9 0.508 0.479 1.06 0.289 -0.432 1.448  
 lnDealValue -0.055 0.015 -3.74 0.000 -0.084 -0.026 *** 
 DealMethod 0.104 0.107 0.97 0.330 -0.105 0.313  
 lnRev -0.029 0.016 -1.83 0.068 -0.060 0.002 * 
 SameInd 0.025 0.077 0.32 0.751 -0.127 0.177  
 dyear2 0.444 0.397 1.12 0.264 -0.335 1.224  
 dyear3 0.278 0.407 0.68 0.496 -0.522 1.077  
 dyear4 0.089 0.413 0.21 0.830 -0.722 0.900  
 dyear5 -0.512 0.424 -1.21 0.227 -1.343 0.319  
 dyear6 -0.859 0.423 -2.03 0.042 -1.689 -0.029 ** 
 dyear7 -0.453 0.416 -1.09 0.276 -1.270 0.363  
 dyear8 -0.673 0.405 -1.66 0.096 -1.467 0.121 * 
 dyear9 -0.715 0.395 -1.81 0.071 -1.490 0.060 * 
 dyear10 -0.427 0.406 -1.05 0.293 -1.223 0.369  
 dyear11 -0.314 0.421 -0.75 0.455 -1.140 0.511  
 dyear12 -0.444 0.410 -1.08 0.279 -1.248 0.361  
 dyear13 -0.562 0.416 -1.35 0.177 -1.377 0.253  
 dyear14 -0.381 0.411 -0.93 0.354 -1.187 0.425  
 dyear15 -0.709 0.426 -1.67 0.096 -1.545 0.126 * 
 dyear16 -0.483 0.412 -1.17 0.241 -1.291 0.325  
 dyear17 -0.191 0.408 -0.47 0.641 -0.992 0.611  
 dyear18 -0.506 0.407 -1.24 0.214 -1.304 0.292  
 dyear19 -0.380 0.412 -0.92 0.356 -1.189 0.428  
 dyear20 -0.280 0.424 -0.66 0.509 -1.112 0.551  
 dyear21 -0.297 0.449 -0.66 0.509 -1.179 0.585  
 Constant -0.368 1.803 -0.20 0.838 -3.906 3.170  
 
Mean dependent var 2.853 SD dependent var  1.279 
R-squared  0.133 Number of obs   1241.000 
F-test   4.361 Prob > F  0.000 
Akaike crit. (AIC) 4040.985 Bayesian crit. (BIC) 4261.303 
 
*** p<0.01, ** p<0.05, * p<0.1  
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Appendix 8. Histogram and residual plot (model 3) 
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Appendix 6. Histogram and residual plot (model 1) 
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Appendix 7. Histogram and residual plot (model 2) 
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Appendix 11. RESET- and White-test 

  RESET White 
Model F-stat p-value Chi2 p-value 

1 1.49 0.2143 412.86 0.2356 
2 0.70 0.5536 352.36 0.033 
3 0.92 0.4292 393.70 0.4663 
4 1.94 0.1208 367.74 0.3638 
5 1.83 0.1398 661.63 0.4312 
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Appendix 10. Histogram and residual plot (model 5) 
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Appendix 9. Histogram and residual plot (model 4) 


