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CONCLUSIONS – AN EXTENDED RESEARCH AGENDA 
 
It is apparent that the dynamics of M&A decision-making and deal flow differ for each of 
the economies in the Greater China region.  Most research on the determinants of M&A 
has involved globally aggregated transactions, with the number of observations sometimes 
totaling over 1 million.  While these efforts are certainly to be lauded, the findings 
presented in this study suggest that a country-level disaggregation can prove useful in 
highlighting the differences in determinants.  Yet to be clear, the most basic hypotheses 
inherent in the gravity model – that size and distance matter for outbound cross-border 
M&A flows – are generally applicable for firms based in Greater China.   
 
In interpreting the results generally, it is noted that the availability and quality of the data 
may be better in some countries (i.e. Hong Kong and Taiwan) because of broader SDC 
coverage.  A related concern, coverage of each country might improve over time.  To 
address this concern, analysis could be replicated on a sub-sample of deals announced in 
the last 10 years or last 5 years with the expectation of similar results.  Moreover, a few 
aforementioned studies have evaluated the determinants and motives for FDI flows and an 
even smaller number of authors specifically addressed M&A transactions, but most efforts 
have been to analyze either the value of transactions or the number of transactions.  
Further research might approach both simultaneously to garner deeper insights into 
transaction behavior.   
 
As noted earlier, industry effects are not largely measured in this study.  By extension of 
the value of disaggregating by country, extended research could provide deeper insight into 
the strategic motivations of firms in choosing M&A over alternatives, as well as into the 
determinants of M&A deal flows (both deal value and number of deals) if industry-level 
variables are taken into consideration and if regressions of industry type are conducted.  
Ghemawat (2008a) suggests a possible avenue to approach this.  Classifying firms by the 
ratios of R&D expenditures and advertising expenditures to sales can help to identify the 
types of international business strategies that firms are likely to have success in pursuing. 
 
Additionally, a re-consideration of how Greater Chinese firms approach M&A transactions 
could be warranted.  Because the foundational dataset from SDC Platinum was filtered for 
M&A activity representing changes in control, it captures only those successful and likely-
to-be-successful cases.  This effectively ignores what might be considered the first step for 
many firms in conducting M&A transactions: purchasing a small but significant amount of 
equity shares of the target to gauge reaction.  Only after “testing the waters” would firms 
then decide to proceed or not.  This type of behavior is likely common amongst Greater 
Chinese firms, a notion reflected in the very low numbers of hostile mergers (as coded by 
SDC) during the period.  To the extent that Greater Chinese firms take this “real options” 
approach to M&A, further research could seek to include these initial steps in M&A activity 
for a more robust analysis.   
 



Separately, deeper reflection could be given to the dependent variable itself.  As asserted 
multiple times above, a look at the number of transactions could be instructive as well.  
Further research might consider the weighted average transaction value (the proportion of 
annual deal value represented by the transaction multiplied by average annual deal value) 
to capture both transaction size and frequency.   
 
As indicated earlier, there may also be some econometric issues that future research efforts 
could address.  The R-squared values presented here indicate that the predictive power of 
the model could be improved.  While the P value might be of primary importance as 
indicator of the confidence by which each variable can be considered to have some 
correlation with the dependant variable, the R-squared is also a concern if the intent is to 
use the model to make accurate predictions.  Moreover, in a single-year comparison of the 
fit of gravity models on telephone traffic, international trade, and cross border M&A, Wong 
(2007) finds that missing values in M&A flows are both pervasive and non-random, an 
effect potentially magnified with time series data.  While the variation in the value of M&A 
transactions accounted for by the model presented here is quite low, the goodness of fit 
statistics are similar to those in most other empirical studies of the determinants of M&A 
or FDI research (between values of 0.06 to 0.027, for example, in Hijzen et al, 2006, and 
Brakman et al, 2008), all of which would suggest that alternatives to ordinary least squares 
regression might be utilized in looking for a better data fit.      
 
One such promising approach is the zero-inflated negative binomial regression, which 
allows for inclusion of all zero-linkage observations.  Indeed, when analyzing dyadic 
relationships (in this case the transaction relationship between two firms and the 
attributes of the countries where those firms are located), a comprehensive approach 
would include both the cases where the behavior of interest occurred and did not occur, 
which has been termed the “zero-gravity” problem.  That is, the model could take into 
account not only the pairs of countries where M&A did occur, but also those country-pairs 
where M&A did not occur to have better predictive results.  Using this approach, Garita 
and van Marrewijk (2007) have presented models with adjusted R-squared values between 
0.56 and 0.91, indicating a much better model specification.  Admittedly, this type 
approach may be extremely difficult to implement if assessing any pair relationship other 
than country (for example, when considering industry-level dynamics), but extended 
research would be well-advised in attempting to do so.   
 
Other hypotheses could also be evaluated as well.  Some that were originally intended for 
this research were omitted due to time and data restraints; further analysis could yield 
some interesting results.   GDP per capita, for example, may not be the most effective in 
capturing market size from the perspective of the acquirer.  The type of industry will likely 
be important, as will firm-specific attributes.  Firms may consider, for example, the 
incomes of target audience within a country.  Consumer finance firms may be interested in 
savings rates, while providers of financial services to business might consider what 
proportion of a country’s GDP is held by target-customer firms after dispensing earnings to 
employees.  Manufacturers might be interested in per capita income, while energy supply 



companies might focus more on vehicles per road/kilometer, and pharmaceutical firms 
interested in the proportion of the population over 65 years old, etc.  Other proxies for 
market size could certainly be assessed, starting even with simple total GDP.   
 
Furthermore, an acquirer may be interested in a regional market rather than for a specific 
country.  Imagine, for example, a manufacturing firm wishing to export from a base in 
Singapore to all Southeast Asian nations.  This hypothesis has been forwarded for FDI 
(known as export-platform FDI) but has yet to be extended to M&A activity.  A proxy for 
this could be regional GDP (or regional GDP per capita), defined as the sum of GDP (per 
capita) of the target nation and those nations with which it shares borders.   
 
Another size-related approach would be to consider indirect effects.  The gravity of 
Newtonian physics does not take into account third-party effects.  That is, the presence of a 
third object C does not affect the gravitational force between objects A and B.  This is not 
necessarily appropriate when extending the model to M&A activity (or FDI, or trade for 
that matter) because of different strategic rationales or even opportunity costs.  Third party 
effects, however, may have important implications for M&A.   
 
The hypothesis that FDI flows follow a course of tariff-jumping (investment from country 
A to country C for export to country B, because B imposes higher tariffs or other barriers to 
trade on A than on C) has largely been discredited empirically, but an extension for M&A – 
a plausible hypothesis – has not even been suggested in other research.  Financial services 
providers extol the tax-optimizing possibilities inherent in offshoring and other strategic 
international business options, and this motive may be at work for M&A transactions as 
well, if not for FDI generally.  A related market-access type hypothesis would posit that 
firms engage in M&A not to jump barriers per se, but to access a preferential trading 
situation.  To be more specific, M&A might be motivated by access to third-country free 
trade agreements.  It could be conjectured, for example, that firms in Taiwan opt for direct 
investment into Singapore (the only Asian country to have negotiated an FTA with the 
United States).  Further research could do well to include FTA membership and bilateral 
preferential trading agreements into the variable mix; analysis a la Ghemawat (2008b) 
would lead to an investigation of industry attributes as well.   
 
In addition to the proxies for financial integration included, various other variables could 
be included as well, including: variability in exchange rate (as a proxy for macroeconomic 
risk) as well as country risk ratings; weighted average 10 year bond yield in the G7 (US); 
change in the S&P 500 index; change in the nominal exchange rate (previous literature 
finds a relationship between FDI and exchange rate); GDP growth; and infrastructure.   
 
Different distance variables could also be included, from differences in infrastructure such 
as transportation networks proxied by air- and sea-ports, waterways, and roads, to 
communication networks proxied by internet connectivity and telecommunication systems 
(again analyses along industry lines may be more productive).   
 



In addition to an expansion of the CAGE (distance) framework, Ghemawat’s other 
assertions might by evaluated empirically as well.  For example, some international 
business strategies aim at taking advantage of cheaper globalized inputs to production, in 
what Ghemawat (2003, 2007) calls arbitrage opportunity, and as such the differences in 
cost of labor could be incorporated into an advanced model.  The motivation(s) defining 
international business strategy are likely to influence the strength of determinants as well, 
where some firms are driven by market size factors while others by the opportunity to 
arbitrage differences in supply or production costs.   
 
Readers would also be advised to consider the agenda set forth in Ricart et al (2004).  To 
aid in the construction of further research work, a list of potentially useful datasets is 
presented in Appendix 5.   
 


