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Methodology and Estimation Strategy 
 
Fundamentally, this research attempts to understand the determinants of Greater Chinese 
outbound cross-border M&A value from the perspective of acquiring firms.  In doing so, a 
range of hypotheses are also evaluated concerning the motives for cross-border M&A 
coming out of Greater China.  A standard tool in dealing with distance-related cross-border 
economic interactions such as bilateral trade or FDI flows is the gravity model first 
developed by Tinbergen (1962).  This type of model fell out of fashion due to lack of 
theoretical underpinnings (Brakman et al 2008) despite successful empirical results, but 
has seen a recent revival as extended research has indicated it can be derived from a 
number of theoretical models with solid micro-economic foundations (see Anderson and 
van Wincoop, 2003, for a trade survey and Bergstrand and Egger, 2007, for an FDI 
foundation, noted from Brakman et al 2008).  Franco et al (2008) provide a gravity-based 
taxonomy of FDI motives that indicate the direction of effects produced by various 
determinants on both the choice (over alternatives) and the level/value of FDI.  Given the 
nature of the relationship between M&A activity and FDI, it is likely that many of these 
determinants are similar.   
 
Table 3: FDI determinants classified by motives 

  Resource Seeking Market Seeking Non-marketable 
Asset Seeking 

Exchange Ratesa Volatility (+) (+) ( ) 

 Exchange Rates IDb: (=) 
LDc: (+) 

ID: (+) 
LD: (+) 

(+) 

 Expected 
Exchange Rates 

ID: ( ) 
LD: (=) 

( )* ( ) 

Trade Effects  (+) ( ) (=) 

Institutions Infrastructure ID: (=) 
LD: (+) 

ID: (+) 
LD: (+) 

(+) 

 Law enforcement (+) (+) ID: (+) 
LD: (+) 

 Degree of 
patentability 

( )* (+)* ( )* 

Trade protection  (+)* (+) (=) 

Localized 
knowledge 
spillovers 

 (=) (+) (+) 

* Mild effect 
 

a Host country over 
home country 
currency 

b Internationalization 
Determinants 

c Localization 
Determinants 

 

Source: Franco et al (2008) “Why do firms invest abroad” 



 
The econometric gravity model is derived from Newton's Law of Gravity, which suggests 
the strength of gravitational attraction between two objects is a function of both size and 
distance.  Although the gravity model is not useful in discriminating between different 
theoretical trade models (see Brakman et al, 2008; Deardorff, 1998; and Helpman et al, 
2007), the aim here is to test the relevance of distance and other determinants for the 
value of bilateral M&A flows, so is not problematic in assessing the hypotheses outlined 
below. 
 
Other research on FDI and some cross-border M&A also employ a gravity model approach.  
Nunnenkamp (2002) evaluates whether globalization has altered the determinants of FDI 
by including traditional gravity variables that involve market size, proxied by host country 
population and level of GDP per capita, as well as the growth of local markets, proxied by 
GDP growth.  To evaluate his hypotheses about integration altering the variables of 
importance, he also includes proxies such as complementary factors of production, average 
years of education per capita, cost factors relating to taxes, employment conditions, and 
labor market regulations, the leverage of trade unions, restrictions on foreign trade, and 
change in trade shares (a proxy for opening up to trade by host countries).   
 
In modeling the determinants of cross-border M&A from 1990-1999 into developing 
countries, Kamaly (2007) includes financial variables such as the weighted average bond 
yield in the G7 countries, the lagged change in the S&P 500 index and the ratio of the sum 
of imports and exports to GDP, each of which have been clearly established by the 
literature as important.  Other variables are added after assessing the initial baseline 
regression: the lagged index of exchange rate variability (a proxy for macroeconomic risk), 
the lagged ratio of M2 to GDP (a proxy for financial development), the lagged ratio of total 
value of stocks traded to GDP and lagged ratio of market capitalization of listed companies 
to GDP (as proxies for domestic stock market activity), as well as the lagged change in 
nominal exchange rate (to verify previous literature on the link between FDI and exchange 
rate). 
 


