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RESULTS 
 
Results of the ordinary least squares (OLS) regressions performed on the data are quite 
different from expected, at least on the surface.  Regression results indicate that we can 
reject the null hypotheses that size doesn’t matter or that distance doesn’t matter in 
determining the size of M&A transaction values with statistical confidence.  However, the 
influences differ for each of the economies and by type of M&A transaction.   
 
As mentioned, the null hypotheses can be rejected, with up to 99% confidence (see Tables 
6 and 7 for details), for many of the variables to indicate that both distance and size do 
impact on cross-border M&A deal values for acquirers in Greater China.  On the other 
hand, the relevant aspects of size and distance proxies presented above differ for each 
economy.   
 
As an example, if the region is taken as a whole, a 1 percentage point decrease in the 
growth of GDP per capita of the target nation increases expected M&A transaction value by 
$2.7 million.  This would suggest that as the growth of per capita income decreases, 
Greater Chinese firms merge with or acquire firms of higher value.  However, holding the 
economies apart shows that only M&A deals out of Taiwan are significantly affected by this 
dynamic; Hong Kong and China results are not statistically significant.   
 
Distance, particularly cultural distance, also appears to matter for the region as a whole, 
though not necessarily in ways expected.  At first glance, it comes as a surprise that 
colonial linkages (whether colonizer-colony or a shared colonizer) significantly decrease 
the average M&A transaction value, by as much as US$45 million.   
 
With such results, it is important to keep in mind the interpretation of the dependent 
variable itself.  Transaction value is not a proxy for preference in deal-making.   A better 
interpretation of the M&A deal value is either the acquiring firms’ willingness-to-pay or the 
premium paid for a targets with the associated independent variable characteristics 
assessed.  These interpretations are particularly relevant because both actual mergers and 
announced mergers were covered in the dataset such that statistical results include deals 
where there was willingness but may or may not have been closure.   
 
Thus, the observation that colonial linkages are associated with smaller deal values does 
not mean that less money flows to firms located in culturally- or administratively-linked 
economies.  Further research on the number of deals could be instructive in this regard.  
Rather, the presence of a common linkage – and therefore decreased distance – means 
that acquiring firms pay less for acquisition than for a theoretically standardized firm 
without.  When it comes to motives, it could be that acquirers are seeking difference, but 
the results show that whether or not they are, they at least pay more for it than when 
dealing with target firms in more-similar economies (depending on the proxy).  Reasons 
for this are varied.  It could be that acquiring firms negotiate better when dealing with 
target firms in similar economies, or even that they actually do more deals in these similar 



countries but at smaller average values.  Most likely, though, is that acquirers pay more for 
their acquisitions in areas where they are not as familiar – the cross-border premium is 
higher for those distant countries.  Again, future research could investigate the number of 
M&A transactions (instead of deal value) to start to untangle these issues. 
 
With this kind of analysis in mind, discussion now turns the results for each of the 
variables included in the regression across the three economies of Greater China as well as 
for alternative groupings of the data that reflect different styles types of M&A activity.   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Table 6. Statistically Significant OLS Regression Results for Greater Chinese Economies 
 

(1987-2004) Greater China China Hong Kong Taiwan 

Variable Coefficient 
t-

value Coefficient 
t-

value Coefficient 
t-

value Coefficient 
t-

value 
Hofstede     *8.929 1.945     **11.069 2.276 
Language                 
Border         *-59.329 -1.703    
Colonizer *-44.249 -1.813           
Colony *-45.054 -1.691            
Legal             **159.000 2.418 
Distance                 
MarketCapA         
ValueStocks         
ChinnItoT                 
GrowthGDPA                 
GrowthGDPT *-2.787 -1.741         *-10.881 -1.939 
DiffPCI         *195.090 1.831     
FinOpennesA             *3.308 1.682 
FinOpennesT             **0.487 1.991 
PerCapIncA         **-0.010 -2.308     
PerCapIncT     **-0.008 -1.984 ***0.010 2.944     

Significance levels: *=10%, **=5%, ***=1% 

 



Table 7. Statistically Significant OLS Regression Results for Greater Chinese Merger Types 

  Horizontal Mergers Related Mergers Divestitures 
Intraregional 

Mergers 

Variable ValueHM ValueNHM ValueRM ValueNRM ValueD ValueND ValueIM ValueNIM 
DiffPCI                 
FinOpennesA *0.404     **0.483   *0.472   *0.398 
FinOpennesT   ***-0.401           **0.302 

ChinnItoT 
**-

23.715   **54.931           
Hofstede ***5.849         **4.318     

Language 
***-

49.56 **47.37     **58.98 
***-

34.23     

Border         
***-

104.46 ***44.33     

Colonizer           
***-

43.311   *-52.696 
Colony                 
Legal           **45.651     
Distance               ***0.007 
PerCapIncA                 
PerCapIncT   **0.007             
RiskINSTT                 
RiskICRGT                 
MarketCapA           
ValueStocks           
GrowthGDPA                 
GrowthGDPT                 

Significance levels: *=10%, **=5%, ***=1% 

 
 



Size – PerCapInc 
The per-capita GDP of the target nation exerts statistically significant influence on 
transaction value paid by Chinese and Hong Kong firms, but the direction of the influence 
is opposite, such that the market-seeking hypothesis is not generally validated by the 
empirical results presented here, but does seem to be at play for Hong Kong firms.  That is, 
the basic proxy for market size (the GDP per capita of the target nation) does not exert a 
statistically significant influence on M&A deal value for the Greater China region taken as a 
whole.  Greater per capita income of the target nation means smaller deal values for 
Chinese firms and larger deal values for Hong Kong firms, and doesn’t impact significantly 
on deal values for Taiwanese firms.  The coefficients seem small, but differences in scale 
between the variables mean that for every US$1 increase in GDP/capita of the target firm’s 
nation, M&A transaction values paid by Chinese firms are likely to be reduced by US$8000 
but by Hong Kong firms increased by $10,000.   
 
Per capita income (GDP) of the target exerts a positive (albeit small) impact on the size of 
cross-border M&A transaction for vertical and conglomerate mergers, but not for 
horizontal mergers.  It was hypothesized that the motive for horizontal mergers is likely 
market access, and to the extent that it can be assumed that market-seeking firms would 
seek out the largest markets, then the hypothesis cannot be supported by the analysis, at 
least for Greater Chinese firms.  This is not to say that market-seeking is not an important 
motive or a driving one for the decision to pursue M&A activity.  Rather, results indicate 
that the size of the market is not an important determinant in that behavior, especially 
when the market size proxy is as industry-insensitive as GDP per capita.  To be sure, an 
industry-level analysis would be instructive.   
 
The GDP per capita of the acquiring firm’s economy has no significant effect on deal size 
except, again, for Hong Kong.  As GDP per capita rises in Hong Kong, cross-border M&A 
transaction values shrink.  It may be that firms see domestic opportunities as more 
viable/profitable, or that strategic options other than M&A make more sense.   
 

Size – GrowthGDP 
The rate of per-capita GDP growth in the acquirer nation also has no significant effect on 
the value of M&A transactions.  However, that growth rate in the target nation is a 
significant influencer, particularly for China and Taiwan.  Counter-intuitively, as GDP 
growth increases, deal value decreases, by up to nearly US$ 11 million.  
 

Size – MarketCap AND Size – ValueStocks 
Results suggest that the market capitalization of domestic exchanges and the value of 
stocks traded domestically do not significantly influence the values of M&A transactions 
initiated by Greater Chinese firms.  Criticism that Chinese companies used equity from 
bloated stock prices to make strategic acquisitions is therefore unfounded based on this 
analysis.   
 
 



Economic Distance – DiffPCI 
Only statistically significant results are for Hong Kong M&A transactions; as the difference 
in per capita incomes between acquirer and target nation increases (on a scale between 0 
and 1), values of M&A activity also increase. The market-seeking hypothesis would suggest 
that acquiring firms place a high value, or a higher willingness to pay, for target firms in 
economies with high GDP per capita ratios.  As one of the largest coefficients in the model, 
increased difference in per capita income increases average deal values by up to US$ 195 
million.   
 

Geographic Distance – Physical Distance 
Geographic distance does not exert a significant influence on transaction value for firms 
categorized by origin, or for the region as a whole.  Within the narrative of globalization, 
these kinds of results make sense.  Reduced transportation costs, reduced communication 
costs, etc., to the extent that they reflect globalization, lead firms to pay the same price for 
a theoretical merger or acquisition whether near or far the economy of the acquirer, all 
other things being equal.  Results presented here corroborate that theory given the 
inability to reject the null hypothesis that geographic distance changes the average value of 
M&A transactions.  And what of the proxies for increased globalization/integration?  These 
are discussed in sections below.   
 
The only data grouping for which geodesic distance is statistically significant is in 
transactions between a firm in Greater China and one outside of the Asian region, as coded 
by SDC Platinum dataset.39  That is, for M&A activity within Asia, distance doesn’t’ appear 
to influence deal values, but Greater Chinese firms pay or are willing to pay a higher 
transaction value for target firms located further abroad.  While the coefficient might 
appear small, it actually indicates an average deal value of US$ 7000 greater per kilometer 
of distance between the economies.   
 

Geographic Distance – Borders 
For Taiwan, the border variable was removed during the regression, as the island economy 
shares no land border with any other.  For Hong Kong, the border dummy variable is 
found to be statistically significant in reducing M&A transaction values by an average of 
US$59 million.  Much like the colony-colonizer proxy results for Taiwan and Hong Kong 
discussed below, the entire result is indicative of transactions with mainland China only, as 
China is the only economy with which Hong Kong shares a land border.  The interpretation 
is that the average price paid by Hong Kong firms investing into Chinese firms is lower 
than for elsewhere, ceteris paribus.   
 
The presence or absence of a contiguous border isn’t seen to be so important in most 
groupings of data, but it does a lot when we take a look at the type of M&A event.  For 
those transactions resulting from another firm’s divestiture, the presence of a common 

                                                 
39 For a discussion of the intraregional dynamics only between the three economies of Greater China, please refer to 

Appendix x.x.   



border translates into an average of US$ 104 million less in deal value.  That is, the value of 
an acquisition from a divestiture between a Hong Kong acquirer and a Chinese target or 
between a Chinese acquirer and a target in any of its contiguous neighbors is lower than 
that for a theoretical standardized transaction, but is higher (by average of US$44 million) 
when the merger or acquisition is not a divestiture.   
 

Administrative Distance – Legal Origin 
The presence of a common legal origin is only statistically important for Taiwan, and 
exerts a largely positive influence with a coefficient of $159 million.  This is interesting 
because China and Taiwan share legal origins in Continental law, while Hong Kong 
inherited an English legal tradition.  
 
Separately, common legal origins exhibit significant positive influence on transaction value 
when deals are not the result of divestiture.  In this case, decreased distance between firms 
legal operating environments leads acquirers to pay or be willing to pay a small premium 
(average US$ 7000) for the relative ease of getting the deal done or operating in a new (but 
legally similar) economy.  For divestitures, common legal origin does not significantly 
influence deal values.   
 

Administrative Distance – Colony-Colonizer Linkages 
In the presence of colony-colonizer linkages, cross-border M&A transaction values are 
negatively impacted by an average of US$ 45 million for the entire dataset.  However, 
classifying data by economy garners no statistically significant results.  For China, both 
colony linkage and common colonizer dummies were removed prior to running the 
regression because no transaction in the dataset involved a target country with these 
connections (obviously), leaving effects of the dummies to explain Taiwan and Hong Kong 
transactions only.  What may come as a surprise are the results for Taiwan, which suggest 
that a colony-colonizer relationship even exists.  Although Taiwan could be seen as having 
historical colony-colonizer linkages with Japan, these kinds of links are not captured in the 
data, as it covers the post-WWII (1945) period only.  Rather, this reflects the coding of 
Taiwan-China relations in the SDC Platinum dataset, while for Hong Kong the results 
reflect both Hong Kong-China and Hong Kong-Great Britain transactions.  Although not 
statistically significant, the coefficient value for Taiwan is strongly negative, Hong Kong 
less so, but overall creating a statistically significant negative influence.  This makes sense 
in light of the hypothesis that decreased distance translates into a decrease in transaction 
values, or amount paid by acquiring firms.  Thus, while insignificant statistically when 
considering only the Taiwan transactions, the large negative coefficient for colony linkages 
(with Taiwan-China transactions as the only pair in the dataset) can be interpreted as deal 
values for Taiwanese acquirers’ activity in Mainland China on average US$138 million 
lower.   
 
Indeed, intra-regional (within Greater China) effects are likely to significantly impact 
results for all three economies.  While Chinese money did not come into Taiwan (it was 
illegal) for the period, large capital flows from Taiwan to China , Taiwan to Hong Kong, 



and from Hong Kong to China occurred, and some of these capital flows were likely in the 
form of M&A.  Additionally, China pumped a significant amount of capital into Hong Kong 
during the Asian financial crisis of 1997-8 to allow the important economy (from 1997 
considered a part of China) to prop up its exchange rates and maintain financial stability.  
To disentangle the effects of the interaction of the independent variables between Greater 
Chinese firms and those outside the region, further research might run regressions 
separately on within-Greater-China transactions and on out-of-Greater-China transactions.     
 

Cultural Distance – Common Colonizer 
Results are similar when considering the presence of a common colonizer, suggesting that 
a decrease in cultural or administrative distance decreases transaction M&A transaction 
values.   
     
Cultural distance proxied by the common colonizer dummy also exhibits statistically 
significant negative influence on cross-border M&A values for non-divestiture transactions 
(with no significant effect for divestiture transactions) and, separately, a negative impact 
on transactions outside of the Asian region, as coded by SDP Platinum (again, with no 
effect for transactions within Asia).   
 
The dummy variable was removed for both Taiwan and China, as neither economy shares a 
colonization history with other economies after 1945, leaving Hong Kong transactions only.  
However, results are significantly negative for the entire Greater China dataset but 
insignificant when regressing Hong Kong firms only.  This outcome suggests that there 
may be some model specification or other econometric issues.  To be more specific, many 
more non-linkage transaction observations were included in the Greater China regression 
than in the Hong Kong regression, though all common colonizer linkages were included in 
both regressions.  Significant results for the larger dataset arise from the inclusion of more 
zero-linkage observations.  A discussion of this and other issues can be found in the 
Research Agenda section.   
 

Cultural Distance – Common Language 
In another measure of cultural distance, common language is not found to significantly 
influence the data for individual economies or for the data taken as a whole.  However, 
language does exert influence on alternative groupings of the data.  The effect is negative 
on horizontal M&A transaction and positive on non-horizontal M&A.   
 
Separately, common language exerts positive influence for on deal values when they are for 
divestitures and negative influence for non-divestitures.   
 

Cultural Distance – Hofstede 
The Hofstede index is significantly positively related to the value of M&A transactions for 
China and Taiwan.  These results might seem inconsistent with the other distance results, 
but are actually consistent when the direction of effect is noted for the independent 
variables.  To clarify, for the dummy variables (common language, border, colonial 



linkages, colonizer, or legal origin) a move from 0 to 1 means distance in decreasing.  
However, with distance measured by DiffPCI and Hofstede, a move from 0 to 1 reflects an 
increase in distance (see Appendix 1 for variable definition).  Thus, results for cultural 
distance based on the Hofstede index indicate that as cultural distance increases, 
transaction value increases, similar to the dummy variable proxies.    
 
Increased cultural distance also drives up cross-border deal values for horizontal mergers 
(with no effect on non-horizontal transactions) as well as for non-divestitures (with no 
effect on divestitures).  
 

Globalization/Integration – ChinnItoT 
Turning to the globalization hypotheses, the Chinn-Ito index of capital account openness is 
not found to be significant for the region, nor for the economies regressed separately.  
These results can be interpreted to indicate that Greater Chinese firms do not pay, or are 
not willing to pay, significantly more or less to acquire targets in economies of greater or 
lesser regulatory capital controls.  An interesting extension would involve analysis of the 
effect of change in the index for the acquiring firms’ economies, where greater or fewer 
capital restrictions might encourage firms to choose M&A over other strategic alternatives.   
 
The Chinn-Ito index is found to significantly affect horizontal mergers, with no significant 
effects for non-horizontal ones.  As the openness of the target nation increases, transaction 
value decreases.  Greater Chinese firms purchasing within the same industry will pay less 
for firms in economies with more relaxed capital controls.  
 
Increase in openness as captured by the index also influences related mergers (as opposed 
to diversification mergers, as classified by SDC Platinum), but in the opposite direction.  
That is, as capital account openness increases, transaction values also increase (with no 
significant effect for non-related mergers).   
 

Globalization/Integration – FinOpennessT 
Financial openness as measured by the sum of imports and exports over GDP is not found 
to be statistically significant except for Taiwanese firms’ M&A activity.  As target nation’s 
openness increases, deal values also increase.   
 
Financial openness of the target nation has a negative impact on the value of non-
horizontal M&A activity (with no effect for horizontal) as well as o the value of transactions 
outside of Asia (with no effect for intraregional activity as defined by SDC Platinum).   
 

Globalization/Integration – FinOpennessA 
More interesting is to note that the openness of the Taiwanese economy has an effect over 
6 times larger on deal values than does the openness of target firm countries.  These results 
would suggest that as Taiwan has opened its economy, firms have pursued higher valued 
deals.  Results are not statistically significant for China or Hong Kong, likely because 
financial openness has not changed as much during the period of study such that the effect 



cannot be statistically considered greater or less than zero.  A time period that captures 
significant changes in openness (as measured by the index) might produce different results 
for China and Hong Kong.  Additionally, it would again be instructive to look at the 
number of transactions as well.    
 
The openness of the acquirer nation (whether China, Hong Kong, or Taiwan) does exhibit 
significant influence on specific types of M&A activity.  The effect is positive for horizontal 
mergers, non-related mergers, non-divestitures, and mergers outside of the Asian region, 
separately, while insignificant for their counterpart classifications.   
 




