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Abstract	
 
The number of cross-border Mergers and Acquisitions involving an emerging economy as 

either acquirer or target is steadily increasing. Cultural- and institutional distance thereby are 

important issues for cross-border M&A value creation, since countries involved in the deal can 

be very different in terms of their cultural embedding (norms, values, beliefs) and/or their 

institutional domain (formal and legal aspects of governments). Empirical evidence about the 

influence of cultural- and/or institutional distance on cross-border M&A performance is mixed. 

This paper reflects the effect of cultural- and institutional distance on value creation of cross-

border M&A deals involving emerging economies. Using a sample of 117 deals consisting of 

cross-border M&As involving emerging countries as targets or as acquirers, we applied the 

event study. We find that on average these deals destroy value for the acquirer. Moreover, we 

find that cultural- and institutional distance destroy value for the acquiring firm from emerging 

markets, and if a company from an emerging market is a target, the effect of cultural and 

institutional distance is less and not statistically different from zero.  

 

JEL Classification: G34 

Keywords: Cross-border mergers and acquisitions; value creation; cultural distance; 

institutional distance  
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1. Introduction	

In an economic age of globalization where companies strive to grow internally, as well as 

externally, expansion is a key element of corporate strategy. Useful tools for companies to 

achieve those growth and expansion aims are Mergers and Acquisitions (M&A). M&As are 

numerously examined by scholars in various research fields like economics, finance or strategy. 

M&A deals are geographically unbound. Acquiring companies can find targets in their resident 

country, as well as in a different country, whereby target countries can differ substantially in 

their level of economic development. If the acquirer and target in an M&A deal are situated in 

different countries, this deal is called cross-border M&A.  

A company conducting an M&A on a cross-border dimension has to interact not only in a 

foreign cultural dimension, but also faces a different institutional environment. Humans are 

embedded in different cultures, facing different norms, values and beliefs, which makes the 

cultural dimension of every country different and unique. Furthermore, countries can be 

different in terms of formal and legal aspects in their governmental structures, which explain 

different institutional environments. These differences can be a source for benefits and value 

creation for the acquirer, as well as being disadvantageous and value destroying. M&As and 

also cross-border M&A deals are not always value creating for the acquirer since there are 

several parameters, which may impede value creation. Based on recent estimates, the share of 

value destroying cross-border deals for the acquirer is 14% (Baker & McKenzie 2015). 

Scholars investigating the impact of cultural and institutional distance on M&A performance in 

term of value creation find various positive as well as negative results (Bauer et al. 2014; Li et 

al. 2016; Datta & Puia 1995; Morosini et al. 1998; Du & Boateng 2015; Hasan et al. 2015; 

Aybar & Ficici 2009).  

The majority of literature about cross-border M&As nevertheless focuses on developed markets 

(Heron & Lie 2002; Linn & Switzer 2001). Only a small part of academic articles about cross-

border M&As examine emerging markets (Rahim et al. 2013; Narayan & Thenmozhi 2014). 

However, emerging markets are participating more and more in cross-border M&A deals on the 

acquirer as well as on the target side. The share of emerging market involvement in all cross-

border M&As has increased significantly and reached 27,1% in 2015 in comparison with 

15,5% in 2010 (Thomson Reuters 2015). According to Baker & McKenzie (2013), investment 

activities into the BRICS countries (Brazil, Russia, India, China and South Africa) are the 

strongest among emerging markets. 
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This study aims to empirically examine the effect of cultural- and institutional distance on the 

cross-border M&A performance involving companies from emerging markets. The focus 

thereby will lie on two deal directions involving emerging markets: to emerging countries as 

targets and from emerging countries as acquirers. We chose to focus on different directions of 

cross-border M&A deals because we expect that the degree of development of the particular 

markets will have an impact on our results. Developed-market companies could be more 

experienced in conducting cross-border M&A and overcoming potential obstacles caused by 

cultural- and institutional distance since their processes of globalization and internationalization 

have started earlier. Furthermore, developed market companies could have access to more 

experienced investment-banking services. Hence, we would expect them to be less affected by 

potential cultural- and institutional distance risks. 

Previous literature is inconclusive on whether cross-border M&As involving emerging markets 

are efficient on average for the acquiring firm shareholders in terms of value creation. Also, 

there are mixed results about the impact of cultural- and institutional distance on value creation 

for the acquirer. By using a sample consisting of cross-border M&A deals involving emerging 

markets, we conduct the event study. According to our empirical analysis, cross-border M&As 

involving emerging markets destroy value on average for the acquirer. The retrieved 

cumulative abnormal returns were negative for all explored event windows. We divided our 

whole sample of cross-border M&A deals involving an emerging market into two subsamples: 

deals flowing from developed markets into emerging markets and vice versa. Hence, we find 

that cultural- and institutional distance destroy value for the acquiring firm from an emerging 

market, and when a company from an emerging market is a target, the effect of cultural- and 

institutional distance is significantly less and not statistically different from zero.  

This study is unique and offers a contribution to prior literature in terms of analyzing both, 

cultural- as well as institutional distance in one paper, and comparing their effect on the 

acquirer’s value. Furthermore, we focus on cross-border M&As flowing into more than one 

direction. We compare the effect of cultural- and institutional distance when deals are flowing 

from developed- into emerging markets and vice versa. Prior studies tend to focus on only one 

deal direction. 

The practical relevance of this study is that the result can be used by the management and the 

board of directors of companies in order to help to make essential strategic decisions about 

cross-border M&As.  
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In the first part of this paper, we will introduce cross-border M&As, their motives, current 

statistic data about M&A market and we will further conduct a literature review on cross-

border M&A value creation with a focus on the effects of cultural- and institutional distance. 

Hypothesis and the model for cross-border M&A value creation will further be implemented in 

the second part. We use the event study in order to find cumulative abnormal returns, which 

show the financial market´s reaction to the deal announcement. Hence, this will be the 

dependent variable in our model. The independent variables of primary interest, institutional- 

and cultural distance, and their impact on the M&A value creation and its dependence on the 

deal direction will further be tested and analyzed in the third part of the paper. 
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2. Cross-Border	M&As,	their	motives	and	market	overview	

In the following chapter, we will discuss motives and incentives for conducting a cross-border 

M&A deal as well as possible benefits and risks deriving from the direction of the deal. 

Furthermore, we will discuss market statistics of cross-border M&A deals to show how 

important emerging markets have become as an acquiring- and as a target party. Likewise, in 

this chapter, we will review the literature on cross-border M&A about the impact of cultural 

and institutional distance on value creation. We will set hypotheses for our empirical research 

based on the findings of the reviewed literature. 

2.1	Cross-Border	M&As	and	their	motives	

Mergers and Acquisitions are researched in academic literature and appear to positively occur 

in waves throughout economic history (Harford 2005). According to Gaughan (2007), M&As 

are driven by various factors. Economies of scale, synergies, oligopoly benefits or agency 

problems can incentivize companies to conduct M&As (Neuhauser, 2007). In this study, we 

focus on cross-border Mergers and Acquisitions. Cross-border M&As are a practical channel 

for companies to enter new markets, which could be a beneficial strategic move (Hasan et al. 

2015). The driving benefits and potentially positive effects for the acquirer can thereby 

originate from different sources, like the legal, corporate or national/cultural sphere (Datta & 

Puia 1995). Tripathi and Lamba (2015) state that there are five motives for conducting a cross-

border M&A, in order to grow, enhance market power and/or gain efficiency. Those motives 

are value creation, improvement in efficiency, market leadership, marketing and strategic 

motives as well as synergistic gains (Tripathi & Lamba 2015). We will discuss some of the 

reasons for cross-border M&A in details.  

Cross-border M&As, first of all, are investments that help companies to enter new markets 

(Yamakawa et al. 2013). Usually, this method for entering new markets is easier to implement 

than starting up a new company in a foreign environment. Companies can acquire already well-

known brands in a target area (Rui & Yip 2008), and furthermore, new markets are associated 

with new consumers, which is a strong incentive in favor of conducting M&As. According to 

Baker & McKenzie (2015), 34% of all deals are conducted because of this motive. An example 

of a deal which was motivated by this particular reason is the M&A between Huawei, one of 

the biggest Chinese companies in the telecommunication industry, and Marconi, an Italian 

company which operates in the same industry. Huawei acquired Marconi in spite of financial 
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problems of the target, and due to this deal Huawei benefited from new technologies and the 

access to the European market (Rui & Yip 2008). 

Additionally, cross-border M&As can be motivated by the desire to reach more market power. 

Lanine and Vander Vennet (2007) examined cross-border M&As between Eastern and Western 

European banks. They conclude that Western European banks aim to acquire big and successful 

regional banks, which have a lot of permanent customers and high values of transactions, in 

order to increase their market power. Ojala and Tyrväinen (2007), who analyzed M&As by 

foreign companies in Poland during privatization, argue that foreign companies are more 

interested in horizontal- rather than vertical mergers, which is connected with market power or 

minimization of costs.  

There are several studies arguing that the development of financial markets of entities involved 

in a deal is crucial since the amount of undertaken cross-border M&As depends on that (Luo & 

Tung 2007; Meyer & Peng 2005). Cross-border M&As may be beneficial for a company 

dealing with institutional- and market restrictions in its domicile country (Luo & Tung 2007). 

Strong institutions are driving motives increasing the number of inflows cross-border M&As. 

According to Luo and Tung (2007), based on the fact that institutions are well-developed, 

foreign companies usually prefer acquiring companies rather than starting a new business in a 

new country. 

Furthermore, according to Datta & Puia (1995), market risk can be reduced due to market- as 

well as geographic diversification following cross-border M&As. In the current age of 

globalization, companies strive to grow and thereby signal performance. Big corporations are 

more stable, financially strong and hold a healthy management and production structure. 

Diversification in a global dimension enables companies to be less affected of economic 

problems and obstacles that can occur in a country. For example, if there is a crisis in one 

country, but the company also has assets in another country where there is no crisis, it would be 

easy to survive hard economic times (Visic & Peric 2011). 

2.2	Deal	Direction	

The primary purpose of cross-border M&As mainly depends on the direction of the deal. In the 

case of acquiring a company from an emerging market, usually, the aims are new customers 

and new production capacity because, firstly, the population in emerging markets is high and, 

secondly, costs of new constructions and labor costs in emerging countries are lower 
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(Mergermarket 2012). If the target is from a developed country, the main incentive conducting 

M&As can be an increase of market power because it is hard to be a global company without 

branches in developed markets. Also, an acquisition of a company from a developed market 

can be motivated by new technologies (Mergermarket 2012). 

Risks of cross-border M&As can also depend on the direction of the deal. M&A risks are 

mistakes during due diligence, the absence of a common strategy between companies as well as 

the lack of control during the M&A process. Compared to domestic acquisitions, the cross-

border dimension of M&As is more complex and has its own risks due to differences in the 

legal-, financial- and political environment in different countries. If the target is from an 

emerging market, acquirers can face problems due to governmental features and corruption. On 

the other hand, if the target is from a developed market, risks are market saturation and over-

regulations in the target market. There are exists, for example, a strict ecology policy in some 

developed countries. In both cases, risks are connected with institutional- and cultural distance 

between countries. Thus, it is of further interest to examine the effect of these factors on cross-

border M&A deal efficiency.  

2.3	Overview	and	statistic	of	cross-border	M&A	deals	

According to Baker & McKenzie (2017), the number of cross-border M&A deals has increased 

from 23% of all M&A deals in 1998 to 35% in 2017. The number of cross-border M&As in the 

first quarter of 2017 is 1238 deals with the total value $331,2 bln. The most active sector by 

volume is technology (182 deals) and by value is retail ($113,3 bln). 

The majority of literature about cross-border M&As focuses on developed markets (Heron & 

Lie 2002; Linn & Switzer 2001). Only a small part of academic articles about cross-border 

M&As in contrast examine emerging markets (Rahim et al. 2013; Narayan & Thenmozhi 

2014). Emerging markets are participating more and more in cross-border M&A deals on the 

acquirer as well as on the target side. According to(Baker & McKenzie (2013), investment 

activities into the BRICS countries are strong. BRICS is thus as per definition of the(Goldman 

Sachs Global Economics Group (2007) an acronym for the largest emerging market economies 

Brazil, Russia, India, China and South Africa. In contrast, as shown in Appendix 1, also 

companies from the mentioned large emerging economies acquire targets in developed, as well 

as emerging markets (Baker & McKenzie 2017). The volume and number of M&A deals from 

emerging markets into developed- or into emerging market is nevertheless substantially smaller 
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than the volume and number of M&A deals from developed markets into developed- or 

emerging markets. 

Nonetheless, the share of cross-border M&As involving emerging markets is increasing. In	

2015 the share of cross-border M&As involving emerging markets reached 27,1% of all cross-

border M&As, whereas in 2010 it was only 15,5% (Thomson Reuters 2015). 

2.4	Impact	of	cultural	and	institutional	distance	between	countries	on	the	

deal	performance:	literature	review	

According to statistics, approximately 14% of all cross-border deals can be considered to 

destroy value for the acquiring entity (Baker & McKenzie 2015). An undesirable merger 

performance can result from risks like unsuccessful integration, which can be influenced by 

cultural- as well as institutional distance between countries (Weber et al. 2009; Du & Boateng 

2015; Aybar & Ficici 2009). According to Malhotra et al. (2011), more than a half of all the 

cross-border M&As, resulting in a negative impact for the acquirer, are explained by these two 

factors. However, the literature is inconclusive whether cultural- and institutional distance have 

positive, negative or no effect at all on value creation for the acquirer in the cross-border 

M&As. 

2.4.1	Cultural	Distance	

According to Hofstede (1980), the cross-border perspective of Mergers and Acquisitions is 

inevitably linked to risks and difficulties due to cultural distance, cultural fit and also cultural 

similarities, which emerge because of cultural contact of different entities. Cultural differences 

can have positive as well as negative effects on the M&A performance and can further be 

subdivided into an organizational and national level of cultural distance (Olie 1990). 

Interactions between beings, which are enclosed and influenced by their culture and may have 

different values and beliefs, can be complicated. Also, decision making, as well as the 

implementation phase, can be disturbed by misunderstandings (Olie 1994). Moreover, cultural 

distance on an organizational level could be seen as different characteristics of organizational 

cultures in different countries (Olie 1990). Literature provides evidence for negative, positive 

and insignificant effects of cultural distance on the performance of cross-border M&As. 

The evidence in literature about the negative impact of cultural differences on value creation of 

M&A performance is provided by Li, Li and Wang in 2015. Using a sample of 367 cross-

border mergers and acquisitions between 2000 and 2011 involving Chinese listed companies as 
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the acquirers, Li et al. (2015) study the announcement effect on the acquirer’s value and they 

show that cultural distance is negatively related to the value creation of cross-border M&As 

and also that larger, more experienced firms and acquisitions within the same industry were 

less affected by cultural distance. Furthermore, Datta and Puia (1995) state that higher cultural 

distance leads to lower value for acquirers. 

An empirical example of another example how cultural differences can negatively affect M&A 

value creation was provided by Bauer, Matzler and Wolf in 2014. By analyzing short-term 

performance of cross-border M&As, they found in their paper that M&A performance depends 

on human- and task integration, whereby cultural distance affects integration in both 

dimensions. Using sample data of cross-border M&A transactions that took place between 

early 2007 and late 2010, with targets from the German-speaking part of central Europe and 

acquirers from all over the world, Bauer et al. (2014) provide evidence that cultural differences 

are destructive because creating a shared identity and satisfying employees from both 

organizations is moderated by cultural distance.  

By using a sample of 52 Italian companies that had undertaken a cross-border acquisition 

between 1987 and 1992 and applying short-term performance analysis, Morosini, Shane and 

Singh (1998) support the counter hypothesis, that cultural differences are beneficial for cross-

border M&As and are able to present evidence for a positive association between cultural 

distance and cross-border M&A performance. Furthermore, Chakrabarti, Gupta-Mukherjee and 

Jayaraman (2008), investigating 1157 unique acquisitions worldwide, emphasize in their paper 

that cultural difference is beneficial for the long-term performance of M&A´s. 

Additionally, the 2014 paper of Ahammad, Tarba, Liu and Glaister, which is working with a 

sample of UK firms that had acquired North American and European firms between 2000 and 

2004, concludes that cultural distance has no direct effect on cross-border M&A value creation 

based on short-term performance of the deals.  

Concluding that, we can see that evidence in literature of the value creation of cultural distance 

on cross-border M&A is mixed. The effect was found to be value creating, value destroying as 

well as being insignificant for the acquirer. This mixed evidence can be explained by scholars 

using different samples in terms of countries, and time periods. 

2.4.2	Institutional	Distance	

When conducting a cross-border merger or acquisition, the acquirer is not only confronted with 

a different national- and organizational culture, but also with a different institutional setting like 
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differences in the formal and legal aspects of governments. (Hur et al. (2011) argue further that 

the quality of institution affects the inflow of cross-border M&A deals since more deals flow 

towards developed countries. 

There are mixed results about the effect of institutional distance in terms of value creation. Du 

& Boateng (2015) examine 468 cross-border M&As by Chinese firms involving targets from 

North America, Europe as well as Asia. And by using event study to observe the announcement 

effect, a positive effect of institutional distance on M&A performance is found. Du and 

Boateng (2015) explained that emerging market companies, facing a low level of institutions, 

entering into a developed market with a high level of institutional quality, can access more 

high-quality financial resources. Furthermore, Hasan, Ibrahim and Uddin (2016) argue in their 

review, that institutional distance could positively affect cross-border M&A value creation. 

However, according to the paper of Aybar and Ficici (2009), who used the event study to 

identify the announcement effect and the sample of cross-border M&A initiated by companies 

from emerging markets, institutional distance has a negative effect on the cross-border M&A 

value creation. They connect it with additional costs and time for negotiation for companies if 

the distance between institutional levels is high. Likewise, Reis, Ferreira and Santos (2014) 

argue in their institutional approach that institutional distance is negatively affecting the cross-

border M&A value creation since it can be challenging to adapt to foreign institutions and the 

more distant those institutions are, the more problems to adapt and cost will occur. 

Overall, based on the literature review we observe mixed results considering the impact of 

cultural- and institutional distance on cross-border M&A value creation. And it is worth to 

mention that there is a small part of academic articles about cross-border M&As involving 

emerging markets. Also, there are no studies, which focused on both cultural- and institutional 

impacts and compare their effects on the acquirer’s value. Moreover, we were not able to find 

papers, which focus on their studies on more than one direction of deals and compare the 

results of the value creation depending on the direction. This paper is aiming to fill this gap and 

is aiming to offer a contribution to prior literature. 

2.5	 Hypothesis	 of	 cross-border	 M&A	 value	 creation	 and	 the	 impact	 of	

cultural	and	institutional	distance	on	it	

Although the share of cross-border M&As involving emerging markets has increased 

significantly in the last years there is evidence in the literature that cross-border M&As 
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involving emerging markets destroy value on average for the acquirer (Aybar & Ficici 2009). 

Synergies, economies of scale or other benefits, which might derive from a cross-border M&A 

deal might be offset or overwhelmed by the magnitude of negative impacts of, for instance, 

cultural- or institutional distance. Hence we expect that cross-border M&As overall destroy 

value for the acquirer on average. 

H1: Cross-border M&A involving emerging markets destroy value for the acquirer on 

average. 

 

Cultural distance is one of the most common reasons behind cross-border M&A value 

destruction for the acquirer (Malhotra et al. 2011). Around a half of all such deals are 

considered to be unsuccessful because companies were not able to build common corporate 

culture due to workers having different values, norms, etc.  

In our paper we analyze two subsamples, the first is when a company from a developed market, 

initiates a cross-border M&A, targeting a company from a BRICS country. The second 

subsample contains cross-border M&A deals with the direction from BRICS- to developed 

markets. 

We expect to get a negative impact of cultural distance on CAR, however, we believe that the 

impact of cultural distance on the value for the acquire will be less for a subsample consisting 

of cross-border M&A deals involving emerging markets as targets. This can be explained since 

developed market companies are more experienced in conducting cross-border M&A deals 

since their globalization process started earlier than for companies from emerging markets. 

Thus, they have more experience on how to interact with different cultures (Malhotra et al. 

2011). 

The most common used measure of cultural distance is the Hofstede index developed by Kogut 

and Singh (1988), this measure is used in many papers (Morosini et al. 1998; Ahammad et al. 

2014; Du & Boateng 2015). 

H2: Cultural distance destroys value for the acquirer from an emerging market conducting a 

cross-border M&A.  

H3: The negative impact of cultural distance is lower when a cross-border M&A deal is 

flowing from developed to emerging market. 
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There are many papers, which consider institutions as an important factor in cross-border 

M&As (Du & Boateng 2015; Hur et al. 2011). La-Porta (1998) notes that institutions are like 

the rules of the game, which determine the interaction between entities. So, if two companies 

are from countries with close institutions, it means that there are lower transaction costs 

because both understand each other’s rules. If companies are from countries with different 

institutions, extra costs can occur and usually it takes more time to negotiate. That is why we 

expect that institutional distance between countries has a negative influence on CAR.  

Although, we expect to obtain the result that the impact of institutional distance would be less 

in the case of a cross-border M&A initiated by companies from developed markets targeting 

companies from BRICS since developed countries are more experienced because they have 

started the internationalization process earlier (Malhotra et al. 2011). 

As a proxy for the institutional distance, we use an index constructed from the Worldwide 

Governance Indicators. It takes into account factors such as political stability, government 

effectiveness, a rule of law, control of corruption, etc.  

H4: Institutional distance destroys value for the acquirer in cross-border M&As when 

emerging markets act as the acquirer. 

H5: The negative impact of institutional distance is lower when a cross-border M&A deal is 

flowing from a developed to an emerging market. 
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3. Modeling	 of	 the	 impact	 of	 cultural	 and	 institutional	
distance	on	the	value	creation	of	cross-border	M&A	

The following chapter will describe a model for testing the impact of cultural- and institutional 

distance on the cross-border M&A value creation in detail. We will begin with the explanation 

of the model construction and will describe the particular variables, which are used in the 

model. Furthermore, in this chapter we will cover the sample on which the model will be 

applied. 

3.1	Methodology	

To test hypotheses, we need to build a model of cross-border M&A value creation. We use a 

short-term event study by calculating cumulative abnormal returns, which show financial 

markets’ reaction to a deal announcement. The reason to use a short-term event study is that it 

combines a firm-level metric by reflecting market expectations generated by the deal 

announcement as well as a transaction-level metric by using short time period excluding other 

events which can influence the acquirer´s value (Zollo & Meier 2008). 

The cumulative abnormal returns (CAR) are good to use as dependent variable due to several 

reasons:   

1) This variable is usually used in financial literature because it is a well-known fact that 

the main aim of a company is the maximization of shareholders’ welfare, which is 

connected with share prices. There are many papers that use CAR to measure 

effectiveness of cross-border M&A because it is easy to calculate for different countries 

(Du & Boateng 2015; Malhotra et al. 2011; Narayan & Thenmozhi 2014) 

2) Movements of stock prices are more correlated with the company’s value than, for 

example, profitability, because share prices are the ex-ante company’s value, which 

correlates with the ex-post company’s value (Kale et al. 2002) 

3) Share prices represent a more reliable estimate of the company’s value in comparison to 

other methods of estimation due to share prices are not affected by different accounting 

policies all around the world (Cording et al. 2008). 

One of the key elements in an event study is to choose the right length of the event window that 

captures the whole effect of the event. The announcement date of a deal is a zero day in the 

estimation window. Long periods capture the whole effect from the deal, however, they can 
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distort the data by including effects from other events during estimated days. Mcwilliams and 

Siegel (1997) state that the estimation window should be short enough to make an analysis 

more powerful and long enough to capture the full effect from the event. 

Cross-border M&As, especially involving emerging markets, are complex events. Market 

mechanisms in emerging economies are less advanced than market mechanisms in developed 

countries and hence, markets need more time to react to deal announcements. By considering 

several papers that studied cross-border M&As involving emerging markets, we decided to use 

the estimation windows (-15,+15), (-10,+10) and (-5,+5) in this study (Datta & Puia 1995; 

Aybar & Ficici 2009; Du & Boateng 2015).  

To begin with, we need to calculate the CAR for each deal. We use the risk and market 

adjusted variant to determine abnormal returns also referred to as the market model. This 

method is the most commonly used method. It measures abnormal returns the most precise way 

and it takes into account normal returns and market risks. Other methods to estimate abnormal 

returns are weaker. The mean adjusted return model assumes normal returns are constant, but 

most stocks respond to market movements to some extent, so these estimates of AR are noisier 

and contain the effect of market-wide occurrences. And as for the market adjusted return 

model, different stocks have different market betas what makes this method less precise.  

To define normal returns, first of all, we need to determine the estimation period, which is 

considered to be “clean” from any events and during which we observe normal stock price 

returns. This period can be set before the event, but should not include the estimation window. 

In this study, we use the estimation period t=-121 to t=-21 from the announcement day (t=0), so 

there are 100 observations in the estimation period. 

The expected return on day t is computed as follows:  

𝑅"# =∝"+ 𝛽"𝑅(# + 𝜀"# 

where 𝑅(# is the daily market return on day t, 𝛽"	 shows a sensitivity of firm to the market, ∝" 

is return at period t that is not explained by the market, 𝜀"# is a random error (	 𝜀"# = 0). 

To find expected returns 𝑅"#, we run the regression using “clean” estimation period, and it 

outputs estimated coefficients ∝ and	𝛽: 

𝑅"# =∝"+ 𝛽"𝑅(# 

We find stock returns and market return by using the following formulas: 
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𝑅"# =
𝑝",#
𝑝",#34

− 1 

𝑅(# =
𝑝(,#
𝑝(,#34

− 1 

𝑅",#	and	𝑅(# are the daily returns of stock and market respectively on day t, 𝑝",# refers to the 

closing price of stock on day t, and 𝑝(,# is the closed market index ratio on day t. 

Next, we calculate abnormal returns for each day during the event window for each company. 

The abnormal return is a difference between actual stock returns and estimated normal returns 

at the same day: 𝐴𝑅"# = (𝑅"# − 𝑅"#). This refers to returns, which are unexpected, generated by 

the announcement of the deal.  

The final step is to summarize abnormal returns from the event window and by doing this, we 

will find cumulative abnormal returns.  

𝐶𝐴𝑅	(−𝑛,+𝑚) = 𝐴𝑅#

(

#<3=

 

Where 𝐶𝐴𝑅	(−𝑛,+𝑚) are the cumulative abnormal returns for the event windows from n days 

before the announcement and m days after. 

If 𝐶𝐴𝑅 > 0, deals are value creating in average and they create value for the company. If 

𝐶𝐴𝑅 < 0, these deals are considered to be not successful because they destroy the company’s 

value. As was mentioned before, in this paper we work with three different windows: (-5, +5), 

(-10, +10) and (-15, +15).  

To create a model of the value creation of cross-border deals, we should identify independent 

variables that have an influence on the cumulative abnormal returns. We follow Aybar & Ficici 

(2009), Ahammad et al. (2014), Cho & Ahn (2016), Du & Boateng (2015), Narayan & 

Thenmozhi (2014), whereby the authors examined the effect of cultural- or institutional 

distance on value creation through cross-border M&As involving emerging markets. As 

independent variable they used cultural distance, institutional distance, foreign exchange 

reforms, sectors, prior cross-border M&A experience, cash holding, acquirer size, deal size, 

relatedness, geographic region, dummy for acquisition of control part of shares at the company, 

method of payment, ROA, TobinQ and a dummy for financial crisis.  

Taking into account our study´s sample, which will be further explained in the next part of the 

paper, the final model of the value creation of cross-border M&As involving emerging markets 

was created, which consists of the following independent variables:  
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Cultural distance (CultDist). People all around the world have different norms, habits, beliefs, 

etc. Geert Hofstede established four dimensions of a country´s culture in his work from 1980. 

Each country is attributed to a certain score for every dimension, enabling scholars to create 

indices in order to compare different countries with each other. According to Sivakumar and 

Nakata (2001), Hofstede is the most cited cultural framework and used by various academic 

disciplines. 

 The four cultural dimensions are the following:  

1) Power distance  

2) Individuality  

3) Masculinity  

4) Uncertainty avoidance  

The higher power distance means the stricter hierarchies. A country facing high power distance 

thereby means that everyone has a place in a hierarchy, whereas in a country facing low power 

distance, people strive for equality and the distribution of power (Hofstede 1980). 

In terms of individualism, people can tend to only care for themselves and close family. On the 

contrary, in a country in which culture is more oriented towards collectivism, people would 

expect relatives or people belonging to a special group to care for them and be loyal (Hofstede 

1980). 

A masculine culture prefers heroism, control, and power and can be described as very 

competitive and tough, whereas a feminine culture is tenderer and prefers cooperation, 

modesty, caring for the weak and quality of life (Hofstede 1980).   

Uncertainty avoidance stands for how uncomfortable people feel towards uncertainty like the 

future. Strong uncertainty avoidance thereby means that there are codes of belief and behavior. 

Contrary to that, countries with weak uncertainty avoidance do not face such patterns of ideas 

of behavior and beliefs (Hofstede 1980). 

The table of Hofstede Index for different countries is presented in Appendix 2.  

Kogut & Singh (1988) developed the most common methodology to identify the cultural 

distance between two countries. Many scholars used their index in papers (Morosini et al. 1998; 

Ahammad et al. 2014; Du & Boateng 2015). 

𝐶𝑢𝑙𝑡𝐷𝑖𝑠𝑡FG = 𝐶"F − 𝐶"G H

I

"<4
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where 𝐶𝑢𝑙𝑡𝐷𝑖𝑠𝑡FG is the cultural distance between country M and country N, 𝐶"J is the 

country’s score on the i cultural dimension. 

Institutional distance (InstDist). During cross-border M&As companies also face differences 

in institutions, hence, differences in the formal and legal aspects of governments. As a proxy 

for the institutional distance between two companies we use Worldwide Governance Indicators 

provided by The World Bank Group and produced by Kaufmann and Kraay in 1999, which 

include the following dimensions: 

1) Voice and Accountability 

2) Political Stability and Absence of Violence/Terrorism 

3) Government Effectiveness 

4) Regulatory Quality  

5) Rule of Law 

6) Control of Corruption 

Voice and Accountability measures freedom of expression, association and media as well as to 

which extent citizens can select the government of their country (Kaufmann & Kraay 1999). 

Political Stability and Absence of Violence/Terrorism measure the likelihood of political 

instability, terrorism and politically motivated violence (Kaufmann & Kraay 1999). 

Government Effectiveness describes the quality of public and civil services as well as how 

independent those are from political pressure. Furthermore, it accounts for the credibility of the 

government´s policies (Kaufmann & Kraay 1999). 

The Regulatory Quality of a country describes to which extent the government is able to find 

and implement policies and regulations in order to permit and stimulate the development of the 

private sector (Kaufmann & Kraay 1999). 

Furthermore, Rule of Law describes confidence in the rules of society, property rights, police 

and courts and the contract enforcement. Also, the likelihood of crimes is captured by that 

measure (Kaufmann & Kraay 1999). 

The Control of Corruption measures the extent of corruption, which means to which extent 

public power is used for private gain (Kaufmann & Kraay 1999). 

All of the above-mentioned measures are matched with a score, whereby a higher score 

corresponds to a better outcome in terms of the particular categories. The table of Worldwide 

Governance Indicators for different countries is presented in Appendix 3.  
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In order to find the distance between two companies, we calculate the index based on Kogut & 

Singh (1988) methodology with several dimensions.  

𝐼𝑛𝑠𝑡𝐷𝑖𝑠𝑡FG = 𝐼"F − 𝐼"G H

L

"<4

 

where 𝐼𝑛𝑠𝑡𝐷𝑖𝑠𝑡FG is the institutional distance between country M and country N, 𝐼"J is the 

country’s score on the institutional dimension. 

The share of the Control (Control). If a company acquires more than 50% of target’s shares, it 

will give the acquirer full control and the flexibility in management decisions and, 

consequently, if management of the target was inefficient, it will create value for the acquirer 

(Kiymaz 2004; Du & Boateng 2015). To capture this effect, we find a dummy variable in the 

model that equals 1 if the acquisition gives the bidder full control and 0 otherwise. 

Deal size (Dsize). There are many studies which support that deal size is one of the core factors 

in terms of M&A efficiency (Cho & Ahn 2016; Kim & Jung 2016; Du & Boateng 2015). If a 

company acquires a large target, it will give the acquiring firm greater power, better reputation, 

economies of scale and other benefits (Cho & Ahn 2016; Du & Boateng 2015). However, large 

deal size may be a source of overinvestment and overestimation of the target value as well 

(Terhaar 2012; Roll 1986). Thus, we take deal size in our model as a quadratic function. We 

expect that it is a concave function, firstly, larger deal size increases the value creation of the 

deal for the acquirer, but from the exact point of saturation, there would be an opposite effect. 

Hence, if the deal size is too big, it may destroy acquirer’s value as a result of overestimation. 

Deal size in the model is measured as the logarithm of the amount paid for the target in million 

USD. 

Relatedness of companies (Relatedness). The combination of related companies may create 

market power by increasing the absolute size of the firms and their effectiveness by economies 

of scale (Cho & Ahn 2016; Du & Boateng 2015). We include in the model a dummy variable 

taking the value 1 if acquirer and target companies are from the same industry and 0 otherwise. 

Acquirer Tobin’s Q (TobinQ). This control variable represents the acquiring firm’s growth 

opportunities (Du & Boateng 2015) and a measure of management performance (Servaes 

1991). The commonly used proxy for Tobin’s Q is Market-to-book ratio (Kim & Jung 2016; 

Du & Boateng 2015). We expect that higher market-to-book ratio will lead to higher stock 
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attractiveness and better performance of M&A deals in term of value creation (Du & Boateng 

2015; Servaes 1991). 

Relative Size of companies (RelSize). The relative size of the target and acquirer may cause an 

effect on the value creation of the deal. Some papers support the idea that higher relative size of 

the target in combined firm negatively influences the value for acquiring firm’s shareholders 

(Danbolt & Maciver 2012). We measure company size by the market value of the company 

before the date of the announcement of a deal. We take all market values in millions of USD. In 

order to identify the relative size between companies, the market value of the target is divided 

by the sum of market value of the target and bidder.  

Developed_BRICS. The direction of the deal in cross-border M&As usually also has an effect 

on CAR of the acquiring firm’s stocks. Numerous researchers include direction dummies in 

their studies (Aybar & Ficici 2009; Danbolt & Maciver 2012; Du & Boateng 2015). We have 

two subsamples: M&As to emerging markets as targets and from emerging markets as 

acquirers. Thus, the dummy variable Developed_BRICS is equal 1 if a company from a 

developed market acquires a target from a BRICS country.  

Interaction variable between culture/institutions and direction of the deal (Cult_DB / 

Inst_DB). We add an interaction variable between the dummy of the direction of deals and the 

main variables of interests. It will show us the additional effect of cultural and institutional 

distance if cross-border M&A is flowing from a developed market to a BRICS market 

(Cult_DB=CultDist*Developed_BRICS, Inst_DB=InstDist*Developed_BRICS). 

Variables such as acquirer’s ROA, cash holding or method of payment are prominent in cross-

sectional analysis dealing with M&A value creation (Li et al. 2016; Aybar & Ficici 2009; 

Malhotra et al. 2011; Narayan & Thenmozhi 2014; Bertrand & Betschinger 2012; Collins et al. 

2009; De Beule & Sels 2016; Du & Boateng 2015). We considered these variables for our 

models. Since the particular variables were highly insignificant and did not enhance the quality 

of our models, they were not included in the final models. 

In order to check if there are any variables, which are highly correlated with each other, we 

apply a covariance analysis (Appendix 4) to identify potential multicollinearity problems 

before running the OLS regression. There appears to be only one high statistically significant 

correlation, which is a correlation between cultural- and institutional distance and which is 

equal to 0.7 with zero p-value. It follows that if companies are situated in countries that are 

very different from each other in terms of institutions, they are also facing high cultural 
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distance. It can be explained that each country requires special institutions that suit its culture. 

Taking high correlation into account, we examine the effect of the institution and cultural 

distance on CAR separately. Hence, multicollinearity is not a problem. 

We also conducted tests to ensure the robustness of the model. We run tests of 

heteroscedasticity and autocorrelation of errors, and we figure out there are no such problems. 

Also, we run a Ramsey RESET test in order to check whether our model is right specified, and, 

according to the result of the test, it is.  

Thus, the final model of the cross-border M&A value creation and the impact of the cultural 

distance between countries is the following: 

𝐶𝐴𝑅" = 𝛽4𝐶𝑢𝑙𝑡𝐷𝑖𝑠𝑡" + 𝛽H𝐶𝑜𝑛𝑡𝑟𝑜𝑙" + 𝛽O𝐷𝑠𝑖𝑧𝑒" + 𝛽I𝐷𝑠𝑖𝑧𝑒2" + 𝛽S𝑅𝑒𝑙𝑎𝑡𝑒𝑑𝑛𝑒𝑠𝑠"
+ 𝛽L𝑇𝑜𝑏𝑖𝑛𝑄" + 𝛽Y𝑅𝑒𝑙𝑆𝑖𝑧𝑒" + 𝛽[𝐷𝑒𝑣𝑒𝑙𝑜𝑝𝑒d_BRICS" + 𝛽c𝐶𝑢𝑙𝑡_𝐷𝐵" + 𝜀 

To determine the effect of institutional distance on the cross-border M&As involving emerging 

markets value creation, the model is: 

𝐶𝐴𝑅" = 𝛽4𝐼𝑛𝑠𝑡𝐷𝑖𝑠𝑡" + 𝛽H𝐶𝑜𝑛𝑡𝑟𝑜𝑙" + 𝛽O𝐷𝑠𝑖𝑧𝑒" + 𝛽I𝐷𝑠𝑖𝑧𝑒2" + 𝛽S𝑅𝑒𝑙𝑎𝑡𝑒𝑑𝑛𝑒𝑠𝑠" + 𝛽L𝑇𝑜𝑏𝑖𝑛𝑄"
+ 𝛽Y𝑅𝑒𝑙𝑆𝑖𝑧𝑒" + 𝛽[𝐷𝑒𝑣𝑒𝑙𝑜𝑝𝑒d_BRICS" + 𝛽c𝐼𝑛𝑠𝑡_𝐷𝐵" + 𝜀 

3.2	Sample	selection	and	data	

In order to test hypotheses, we need to create a sample of cross-border M&As involving 

companies from emerging countries as an acquirer or as a target.  

BRICS (Brazil, Russia, India, China and South Africa) countries are the major emerging 

economies in the world. According to Baker & McKenzie (2013), investment activities into the 

BRICS countries are the strongest among emerging markets. BRICS are commonly used as 

representatives of emerging markets (Malhotra et al. 2011). Countries from BRICS have many 

common things in terms of economic development and world market positions. The population 

of these countries is 42% of all population in the world, the territory of BRICS accounts for 

26% of total land, and their GDP equals to 27% of the world GDP (BRIC, 2015). 

As for developed markets, we take into account the US and all developed economies in Europe 

(MSCI, 2017). Companies from these countries are most often participants in cross-border 

M&As (Baker & McKenzie 2017). It is worth to mention that the US represents the most 

developed M&A market in the world. US companies conduct the highest number of cross-
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border M&A deals and they are leaders regarding deal values as well (Baker & McKenzie 

2017). 

Thus, the sample consists of cross-border M&A deals undertaken by companies from BRICS 

countries as acquirers to developed markets and cross-border M&As from developed markets 

as acquirers to BRICS countries as targets.  

The time period considered by this study is from January 2000 to March 2017. We obtain our 

data from the database Thomson Reuters Eikon, providing information regarding the acquirer’s 

and target’s name, nation and industry, relevant transaction dates, acquired percent of the 

target, deal status, deal value, deal type, deal purpose and method of payment. Share price data 

and other figures from companies’ financial reports and balance sheets were also collected 

from the Thomson Reuters Eikon database. 

However, for inclusion in the final sample, the following sample selection criteria were 

imposed: 

1) Completed deal 

2) The domicile countries of the acquirer and the target are different to ensure the cross-

border M&A 

3) Acquirer and target must be listed on a stock exchange 

4) Transaction value is in excess of 1 mln USD  

5) Exclusion of deals where the acquirer and/or the target is a financial firm. All firms that 

belong to the financial sectors have different assets and liabilities, reporting system and 

unique regulations, which can bias results.  

6) Exclusion of deals during the last financial crisis (from 2008 to 2009) because in times 

of recession many companies trade at a price lower than their fair value (Krugman 

2000).  

In order to calculate normal returns for stocks, we use domestic country’s index of the country 

where the acquiring firm situated. The table of countries’ indexes is presented in Appendix 5. 

The imposition of these restrictions leads to the final usable sample of 117 cross-border M&As 

involving companies from BRICS as either acquirer or target. There are two subsamples, 

whereby the first is consisting of deals where cross-border M&As are initiated by companies 

from developed markets targeting companies from BRICS countries, it consists of 81 

observations. The second subsample contains 36 deals with cross-border M&A deal direction 

from BRICS to developed markets. There are not many observations in the second subsample 
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due to the lack of data on the firms from emerging markets. Not many firms are listed which 

limits our opportunities to collect required data for the analysis. 

In our sample, the largest part of deals was initiated by US firms (20 deals) (Appendix 6). 

Focusing on BRICS, Indian companies initiated the highest number of cross-border deals (12 

observations). And as for targets, Indian companies were the most common targets – 32 deals 

in the sample. Moreover, US firms were the most common targets from the developed markets 

section - there are 20 deals.  

Table 1. Descriptive statistics 

  CultDist InstDist Control DSize Relatedness TobinQ RelSize Developed_BRICS 

Mean 58,64 2,99 0,31 4,49 0,56 2,85 0,16 0,69 

Median 57,36 2,79 0 4,48 1 2,16 0,06 1 

Maximum 101,8 4,56 1 8,74 1 37,58 0,97 1 

Minimum 21,49 0,96 0 0,69 0 -5,19 0,00035 0 

Std. Dev. 20,07 0,75 0,46 2,02 0,5 3,96 0,23 0,46 

 

By using a descriptive statistic, the typical cross-border M&A deal in the sample appears to be 

initiated by a company from the US, targeting a company situated in India. Both companies 

operate in the same industry (horizontal merger). The acquirer buys less than 50% of the target 

(the average acquired share is 39%) and the deal value is around 89,12 mln USD (𝑒I,Ic). The 

market-to-book ratio of the acquirer before the deal was 2.85 and the relative size of the target 

is around 16% in the combined firm.  
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4. Results	of	the	research	and	their	discussion	

In the fourth chapter, we will present and analyze the results retrieved from applying the model 

to the sample, which were introduced and described in the third chapter. We will present the 

analysis whether cross-border M&A deals involving emerging markets are value creating on 

average and will discuss obtained results. Furthermore, we will find the impact of cultural- and 

institutional distance on the cross-border M&A value creation and will identify if the negative 

effect of culture and institutions is less when the M&A deal is initiated by a company from a 

developed market, targeting a company from BRICS.  

4.1	Value	creation	of	cross-border	M&A	involving	emerging	markets	

In order to test the first hypothesis whether cross-border M&As involving emerging markets 

create value for acquiring firm shareholders on average, we calculate the average value of 

cumulative abnormal returns in three observed event windows and associated a t-test to check if 

the result is statistically significant. 

Table 2. Mean of CAR in three observed event windows for entire sample 

 Mean p-value 
CAR (-5, +5) -1,36% 0,1536 

CAR (-10, +10) -2,89% 0,0690 
CAR (-15, +15) -5,03% 0,0177 

  
Figure 1. Cumulative Abnormal returns for different event windows 
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The results in Table 2 show that the average CAR in cross-border M&As involving emerging 

markets is negative and is robust to the time window chosen. The negative value of the mean of 

cumulative abnormal returns is higher for longer windows. However, the negative mean of 

CAR for acquirer’s shareholders is statistically significant only in two largest windows. It is 

significant at the 10% level in the (-10, +10) period and equal to -2.89%. For the longest period 

in the study, (-15, +15), the negative mean of CAR is equal to -5,03% and is significant at 5% 

level.  

In order to identify if the result is driven mainly by one of the directional subsamples, we 

calculate the CAR mean for both subsamples separately.  

By looking at the subsample consisting of cross-border M&A deals flowing from developed- 

into BRICS countries, we find that the average CAR is negative as well, however, it is 

statistically insignificant in all three observed windows (Table 3). Hence, for this subsample, 

cross-border M&As neither create nor destroy value for the acquirer on average. 

Table 3. Mean of CAR for deals from Developed markets to BRICS 

 Mean p-value 
CAR (-5, +5) -0,03% 0,9577 

CAR (-10, +10) -0,43% 0,6634 
CAR (-15, +15) -1,74% 0,1392 

By analyzing the subsample of deals flowing from BRICS to developed markets, we retrieve 

the same statistically significant result, that cross-border M&As destroy value on average as in 

the case of the entire sample, although, the negative effect is considerably higher (Table 4). 

Table 4. Mean of CAR for deals from BRICS to Developed markets 

 Mean p-value 
CAR (-5, +5) -4,55% 0,1177 

CAR (-10, +10) -8,32% 0,0922 
CAR (-15, +15) -11,47% 0,0860 

Hence, we can conclude that the results for the overall sample are mainly driven by the 

statistically significant results of the subsample BRICS to developed markets and they are 

derogated by the effects of the subsample consisting of deals with the opposite direction. 
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Therefore, the results are consistent with the stated hypothesis that cross-border M&As 

involving emerging markets are inefficient on average in terms of value creation for acquiring 

firm shareholders.   

This is in support of the study results by Aybar & Ficici (2009), whose findings show the cross-

border M&As involving emerging markets on average destroy value for shareholders of the 

acquiring firm. Although, our results are not supported by Kim & Jung (2016) and Narayan & 

Thenmozhi (2014), who found that cross-border M&As involving emerging markets create 

value for the acquirer.  

The findings present a paradox - while cross-border M&As have increased in popularity, such 

deals are not necessarily viewed as being positive net present value investments by investors. 

According to Baker & McKenzie (2017), the number of cross-border M&A deals has increased 

from 23% of all deals in the year 1998 to 35% in 2017. There are several explanations of the 

negative wealth effect and belief that cross-border M&As are poor investments. Firstly, bidders 

usually overbid and overpay for the target firm due to their overestimation of the benefits of the 

deal (Roll 1986), secondly, there can be difficulties associated with pricing target firms in 

unfamiliar market conditions with different accounting conventions (Davis et al. 1991). 

Furthermore, when the acquiring company´s management has already invested time and 

resources into the target selection they may believe that the company will lose more if the 

acquisition will not be realized.  

In this paradox, we should understand that the negative effect of cross-border M&As is only an 

expectation of investors. However, M&A deals are planned and executed by acquiring firm 

management who may have additional information about the target and possible advantages 

which could be derived from combining two firms (Datta & Puia 1995). Investors may not have 

a full insight on what can cause the negative effect of the deal on CAR. When more 

information becomes available about the deal, the stock price will adjust to more accurate 

estimation of the deal effect on acquiring firm shareholders. 

4.2	Impact	of	cultural	distance	on	the	cross-border	M&A	value	creation	

The second hypothesis states that cultural distance negatively affects the cross-border M&A 

value creation when BRICS countries act as acquirers. Based on the literature review, cultural 

distance is one of the most common reasons for cross-border M&A failure (Malhotra et al. 

2011). Around half of all such deals are considered to be unsuccessful in terms of value 
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creation for the acquirer because companies were not able to build a common corporate culture 

due to workers having different values, norms, etc. Thus, we expect to get a negative influence 

of the Hofstede index as a measure of cultural distance on CAR. 

The following analysis of the results will be based on the event window (-5, +5). Other results 

for the event windows (-10, +10) and (-15, +15), which are used to test robustness of the 

results, can be retrieve from the Appendix 9 and 10. All regressions have R2 of around 14%. 

This value is not high, but this is usual for stock returns due to their high volatility.  

Table 5. Regression of cultural distance influence on CAR in cross-border M&A involving BRICS 

 

Firstly, we run the regression without taking into account the direction of deals in the sample to 

retrieve the effect of cultural distance. In Table 5, Model 1 we see that cultural distance is 

statistically significant at the 10% level and destroys value for the acquirer. By increasing the 

Hofstede index by 1 unit and not changing other variables, CAR will decrease by 0,07%. 

In the next stage of our analysis, we will take the directions of deals into account. Based on 

Model 2 from Table 5, cultural distance destroys value for acquiring firm shareholders when 

the acquirer company is from a BRICS country. We find that if the acquirer is from an 

emerging market and the Hofstede index increases by 1 unit, the cumulative abnormal return 
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decreases by 0.18% in the (-5, +5) event window. In all three observed event windows, the 

cultural distance coefficient is statistically significant at the 1% level, which supports the 

robustness of the results. The findings can be explained by cultural distance resulting in a 

misunderstanding of a foreign market and the foreign firm culture. This can lead to overpaying 

for a target because of administrative- and consolidation problems (Datta & Puia 1995; Li et al. 

2016). 

Hence, we find support for the hypothesis that cross-border M&As destroy acquirer’s value 

when a deal flows from a BRICS to a developed market.  

This result is echoed by Li et al. (2016) who analyze the negative impact of cultural differences 

on value creation of cross-border M&As initiated by companies from emerging countries. 

However, the results of our work are not consistent with the findings of Morosini et al. (1998), 

whose results support that cultural differences are beneficial in cross-border M&As. Also, our 

results are not in line with Ahammad et al. (2014) who conclude that cultural distance has no 

direct effect on cross-border M&A value creation. 

If we look at the interaction variable between cultural distance and the direction of the deal, 

which shows the additional effect of the cultural distance in the case when a deal is flowing 

from a developed market to a BRICS market, we can see that it is also statistically significant at 

a 5% level. This means that if a deal is initiated by a company from a developed market, which 

is going to acquire a company from a BRICS country, it will decrease the negative impact of a 

cultural effect on CAR by 0.19%. Hence, the total effect of cultural distance on the cross-

border M&A value creation in the case of a deal flowing from developed markets to emerging 

markets is 0.01%. This result is close to zero and probably not statistical significantly different 

from zero to have a positive effect for acquiring firm shareholders. In order to test that, we run 

the third model using the subsample Developed-BRICS consisting of 81 deals. Referring to 

Table 5, Model 3, we observe that cultural distance is not statistically significant. Thus, we 

cannot conclude that cultural distance destroys or creates value for the acquirer for deals in this 

particular deal direction. However, we can state that a negative effect of cultural distance for 

this particular subsample is less than for the subsample consisting of deals from BRICS to 

developed markets that it is not statistical significantly different from zero.  

Thus, the results are consistent with the hypothesis, and the impact of cultural distance on 

acquirer’s value is less when The cross-border M&A is initiated by a company from a 

developed market targeting a company from BRICS. 
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These findings can be explained that developed markets start their internationalization process 

earlier and, thus, they have more experience on how to deal with different cultures. Firms from 

emerging markets have limited experience on conducting cross-border M&As, which can cause 

errors in choice of target and its valuation (Malhotra et al. 2011). According to other literature, 

previous experience of cross-border deals creates value for the acquirer (Slangen & Hennart 

2008; Li et al. 2016; Du & Boateng 2015; Collins et al. 2009). Narayan & Thenmozhi (2014) 

state that financial markets in emerging economies tend to move synchronously as a result of 

poor information intermediation. It leads to an inability by investors to distinguish well-

performing companies from bad ones. It causes errors in the choice of target and its valuation. 

As for control variables included in Model 2, the logarithm of the deal size is a quadratic 

function in the model and it has a concave effect on CAR. Its influence on CAR is statistically 

significant at a 5% level. The logarithm of the deal size squared has a negative coefficient. It 

means that when the deal size increases, firstly, it increases the value of the acquirer, but when 

it reaches the saturation point, the opposite effect will occur. Hence if the deal size is too big, it 

will destroy value for the acquirer. This effect can be explained since high values of the deals 

are usually connected with overestimation of the target value. An acquirer pays a high price for 

the target, but synergies and other benefits from the deal do not offset this high price (Terhaar 

2012; Roll 1986).  

As for other control variables, all of them are statistically insignificant for the event window  

(-5, +5), and all of them have predicted signs of coefficients except the share of control 

(Control), which has the negative coefficient. We expected that if a company acquires more 

than 50% of target’s shares, it will give the acquirer full control and the flexibility in 

management decisions and will increase the probability of a successful deal and the acquirer’s 

value (Kiymaz 2004; Du & Boateng 2015). However, our result is in line with Aybar & Ficici 

(2009) who also find an insignificant negative impact of the acquired share in their regression 

model. 

4.3	 Impact	 of	 institutional	 distance	 on	 the	 cross-border	 M&A	 value	

creation	

The next hypothesis stated in this paper assumes that institutional distance has a negative effect 

on the value creation in cross-border M&A deals initiated by companies from BRICS countries. 

The institutional sphere of two different countries can be substantially different in terms of 

legal or formal aspects. Acquirers from countries, which are different from their target 
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countries in this particular sphere, might be challenged to adapt to the target´s institutional 

frame. Additional cost and time for negotiating might result from facing those challenges (Reis, 

Ferreira and Santos 2014). Hence, we expect that institutional distance, proxied by an index 

constructed with the Worldwide Governance Indicators, will have a negative stimulus on the 

cumulative average return. 

 

Table 6. Regression of institutional distance influence on CAR in cross-border M&A involving BRICS 

 

Firstly, we run the regression using all deals in the sample, and we retrieve from Table 6, 

Model 1 that institutional distance has a statistically significant negative impact on the CAR. In 

order to identify if this negative impact is mainly driven by any of the directional subsamples, 

we run the second specification of the model. 

By looking at Model 2 in Table 6, if we consider a cross-border deal initiated by a BRICS 

country, the increase in the index for institutional distance by 1 unit would result in a decrease 

of the CAR by 4,19% in the (-5, +5) window and this result is statistically significant at the 1% 

significance level. This result is robust since the negative effect is statistically significant in all 

three observed windows, whereby the negative influence is increasing with the window size.  
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Thus, when companies from a BRICS country initiate a cross-border M&A deal, targeting a 

company from a developed country, the negative impact of institutional distance is statistically 

significant at the 1% level, and the hypothesis is supported by our results. 

The results of the impact of institutional distance on the cross-border M&A performance in 

terms of value creation are consistent with the findings of Aybar and Ficici (2009), indicating 

that institutional distance has a negative effect on the acquirer’s value in the cross-border M&A 

deal initiated by emerging markets because of additional costs and time for negotiation if the 

distance between institutional levels is high. Likewise, our results are not in line with the 

results of Du and Boateng (2015), stating that institutional distance stimulates a positive impact 

since when an emerging market company, facing a low level of institutions, enters into a 

developed market with a high level of institution quality, it will result in access to more high-

quality resources and more opportunities for the acquirer. 

To compare the effects of cultural and institutional distance on CAR, we have to compare a 

one-unit change in the standard deviation of cultural- and institutional indexes since they are 

not comparable in terms of units. The standard deviations of cultural- and institutional distance 

equal 20.07 and 0.75, and their coefficients are -0.002 and -0.04 respectively in the event 

window (-5, +5). Hence, a one-unit change in standard deviation will cause a decrease in CAR 

by 4% in the case of the regression dealing with culture and by 3% in the case of the regression 

dealing with institutions. Thus, cultural distance has a bigger negative impact on CAR than 

institutional distance when a cross-border M&A deal is initiated by companies from BRICS 

countries. 

In the next stage of the analysis, we examine a subsample consisting of deals flowing from 

developed markets into BRICS countries. Based on Table 6, Model 2, the interaction variable 

between the direction of the deal and institutional distance is statistically significant. It has a 

positive impact on CAR and expresses the additional effect of institutional distance when a deal 

is flowing from a developed market to a BRICS market. Thus, if a deal is initiated by a 

company from a developed market and inflowing a BRICS country, it will reduce the negative 

effect of institutional distance in the (-5, +5) window to approximately 0.017%.  The result is 

however not robust since the interaction variable is not significant in the windows (-10, +10) 

and (-15, +15). Again, this impact is very close to zero, thus, we run a regression by using only 

the subsample consisting of deals from developed markets to BRICS, in order to check the 

statistical significance of the results.  
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Model 3 in Table 6 shows that the impact of institutional distance is not statistically significant 

and hence we conclude that when a company from a developed market acquires a company 

from an emerging market there is no significant effect on the value for the acquirer.  

The fifth hypothesis is consistent with our results and the impact of institutional distance on 

acquirers’ value is less when M&As are initiated by companies from developed markets 

targeting companies from BRICS countries.  

Again, as in the case of cultural distance, this lower impact can be explained by greater 

experience of developed markets who have started their process of global integration earlier 

than emerging economies for whom this process has just begun (Malhotra et al. 2011). There is 

a larger share of already globalized multinational companies among developed countries than 

in developing ones, and many companies from developed countries already have subsidiaries in 

a range of diverse locations (Slangen & Hennart 2008). Moreover, companies from developed 

markets have access to more experience investment-banking services, which can support the 

deal and better estimate all possible risks and suggest mechanisms to avoid them (Narayan & 

Thenmozhi 2014). All these factors make companies from developed markets more protected 

from value destruction for the acquirer in cross-border M&As in comparison with companies 

from emerging markets. 

Furthermore, for control variables in Model 2 from Table 6, we find that as for the regression 

dealing with cultural distance, the logarithm of the deal size is a concave function in the model 

dealing with institutional distance. And this effect of deal size is statistically significant at a 

level of 5%. 

There is only one significant variable in Model 2 from Table 6 for institutional distance in the 

event window (-5, +5), which is not significant in Model 2 from Table 5 dealing with cultural 

distance. This variable is Relatedness. It stimulates a positive effect on the cumulative average 

return of around 3,62% for the (-5, +5) window at a 10% significance level. If the dummy is 

one, the acquirer and target operate in a similar business. Operating in a similar industry and 

having a similar business might lower transaction and negotiation cost since the participants are 

familiar with business processes of each other. This is consistent with the findings of Du & 

Boateng (2015). 

Furthermore, when we analyze the variables Control, Tobin’s Q, Relative Size, and the dummy 

variable Developed_Brics, the signs of coefficients are the same as for the regression dealing 

with cultural distance, and again all of them have statistically insignificant impacts on the 

cumulative average return in the model. 
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5. Conclusion	

The number of cross-border M&As has increased significantly in recent years as a result of 

globalization and integration of world markets. Emerging markets are becoming more and 

more involved in cross-border M&A deals on the acquirer as well as on the target side. The 

share of emerging market involvement has increased significantly and reached 27,1% of all 

cross-border M&A deals in 2015 in comparison with 15,5% in 2010 (Thomson Reuters 2015). 

The main motives for conducting a cross-border M&A are value creation, improvement in 

efficiency, market leadership, marketing and strategic motives as well as synergistic gains 

(Tripathi & Lamba 2015). However, there are risks as well connected with those particular 

deals. An undesirable post-merger performance can result from risks like unsuccessful 

integration, which can be influenced by cultural- as well as institutional distance between 

countries (Weber et al. 2009; Du & Boateng 2015; Aybar & Ficici 2009). According to 

Malhotra et al. (2011), more than a half of all the cross-border M&A failures are explained by 

these two factors. 

This study aims to empirically examine the effect of cultural- and institutional distance on the 

cross-border M&A value creation involving companies from emerging markets. The focus 

thereby will lie on two deal directions involving emerging markets: to emerging countries as 

targets and from emerging countries as acquirers.  

According to Baker & McKenzie (2013), investment activities into the BRICS countries are the 

strongest among emerging markets, thus, BRICS is taken as representative of emerging 

markets. The United States as well as all developed economies in Europe are taken as 

developed markets in the study. 

We set hypotheses and built a model of cross-border M&A value creation. We test hypothesis 

by using the sample of 117 observations consisting of completed cross-border M&As involving 

emerging markets from January 2000 to March 2017. There are two subsamples, whereby the 

first is consisting of deals where cross-border M&As are initiated by companies from 

developed markets targeting companies from BRICS countries, it consists of 81 observations. 

The second subsample contains 36 deals with cross-border M&A direction from BRICS to 

developed markets. 

We use event study by calculating cumulative abnormal returns. By considering several papers 

that studied cross-border M&As involving emerging markets, we decided to use the estimation 
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windows (-5,+5), (-10,+10) and (-15,+15) in this paper (Datta & Puia 1995; Aybar & Ficici 

2009; Du & Boateng 2015). 

This work has complemented empirical results of other researches about emerging markets as a 

participant of cross-border M&As. First of all, we found that cross-border M&As involving 

emerging markets are inefficient in terms of value creation for acquiring firm shareholders on 

average. In the case of the shortest window, (-5, +5), the negative CAR mean is insignificant, 

but in the two other windows we find statistically significant negative means.  In consideration 

of the (-10, +10) period, the acquiring firm shareholders lose -2.89% on average at the 10% 

significance level, and for the longest period in the study (-15, +15) the negative mean of CAR 

is equal to -5.03% and it is significant at the 5% level. These findings are mainly driven by the 

statistically significant negative means of the subsample consisting of deals flowing from 

BRICS to developed markets and it is derogated by the effects of the subsample consisting of 

deals with the opposite direction, where the negative means are not statistically significant. Our 

findings present a paradox - while cross-border M&As have increased in popularity, such deals 

are not necessarily viewed as being positive net present value investments by investors. There 

are several explanations of the negative wealth effect and the belief that cross-border M&As 

are poor investments. Firstly, bidders usually overbid ad overpay for the target firm due to their 

overestimation of the benefits of the deal (Roll 1986), secondly, there can be difficulties 

associated with pricing target firms in unfamiliar market conditions with different accounting 

conventions (Davis et al. 1991). Furthermore, when the acquiring company´s management has 

already invested time and resources into the target selection, they may believe that the company 

will lose more if the acquisition will not be realized. 

Moreover, we found that when a cross-border M&A deal is initiated by a company from a 

BRICS country, the cultural- and institutional distance destroy value for acquiring firm 

shareholders. The results are robust to the time window chosen, all results are statistically 

significant at the 5% level, and for longer windows the negative effect of cultural and 

institutional distance on CAR is higher. 

When the acquiring firm is from a BRICS country, cultural distance destroys cumulative 

abnormal returns by 0.18% in the event windows (-5, +5). This result is echoed by Li et al. 

(2016) who analyze the negative impact of cultural differences on value creation of cross-

border M&A initiated by emerging markets. The findings can be explained by cultural distance 

resulting in a misunderstanding of a foreign market and the foreign firm culture. Hence, this 

can lead to overpaying for a target because of administrative- and consolidation problems. 



 33 

As for institutional distance, it decreases CAR by 4.19% in the (-5, +5) window when emerging 

markets act as acquirers in cross-border M&As. These results are consistent with the findings 

of Aybar and Ficici (2009), indicating that institutional distance has a negative effect on the 

cross-border M&A value creation because of additional costs and time for negotiation if the 

distance between institutional levels is high.  

By considering a one-unit change in the standard deviation of cultural- and institutional 

indexes, we find that it causes a decrease in CAR by 4% in the case of the regression dealing 

with culture and by 3% in the case of the regression dealing with institutions. Thus, cultural 

distance has a bigger negative impact on CAR than institutional distance when a cross-border 

M&A deal is initiated by companies from BRICS countries. 

According to our results, if the acquirer is from a developed market and the target is from a 

BRICS country, the negative effect of cultural- and institutional distance is lower than for deals 

with the opposite direction and not statistically different from zero. It means that cultural- and 

institutional distance neither create nor destroy value in cross-border M&A deals when the 

acquirer is from a developed market. This can be the case because developed markets have 

started their internationalization process earlier and, thus, they have more experience on how to 

deal with different cultures and act in conditions of different institutions. Firms from emerging 

markets have limited experience on conducting cross-border M&A, and it also can cause errors 

in choice of target and its valuation (Malhotra et al. 2011). Also, there is a larger share of 

already globalized multinational companies among developed countries than in developing 

ones, and many companies from developed countries already have subsidiaries in a range of 

diverse locations (Slangen & Hennart 2008). Moreover, companies from developed markets 

have access to more experience investment-banking services, which can support the deal and 

better estimate all possible risks and suggest mechanisms to avoid them (Narayan & 

Thenmozhi 2014). 

This study offers a contribution to prior literature in terms of analyzing both, cultural- as well 

as institutional distance in one paper, and comparing their effect on the acquirer’s value. 

Furthermore, we focus on cross-border M&As flowing into more than one direction. We 

compare the effect of cultural and institutional distance when deals are flowing from 

developed- into emerging markets and vice versa. Prior studies tend to focus on only one deal 

direction.  

Practical relevance of this study is that the results can be used by the management and the 

board of directors of companies in order to help making important strategic decisions about 
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cross-border M&As. It is worth to take into account that cultural- and institutional distance can 

cause high risk of deal failure. Furthermore, if the acquirer is from an emerging country and is 

aiming to acquire a company from a developed market, acquiring firm shareholders should be 

prepared for decreases in shares’ value after the announcement about cross-border M&A. 

While our research contributes to the exploration of cross-border M&As involving emerging 

markets, their value creation and impact of cultural- and institutional distance on it, its 

limitations should be noted. Firstly, although the method of event study is widely used in 

researches, it is worth to note that stock markets are semi-strong under the efficient market 

hypothesis. This means that in reality some companies’ strategic actions can be not fully 

understood by market participants and thus can cause biased results. Secondly, the lack of data 

on the target firms can cause another limitation of the work. Due to this problem, we could not 

control for some variables in the regression model, such as relative size of companies. We 

believe that more companies from emerging countries will be listed in the future. This will 

allow making the sample bigger and taking into account more variables in future studies. 

Further, another suggestion for future researches is to use proxies of cross-border M&A 

experience by acquirer, e.g. number of previous cross-border deals as an acquirer, existing 

geographical scope of the business operations, etc. It would help to identify if a smaller impact 

of cultural- and institutional distance in the case of cross-border deals initiated by developed 

countries is a result of previous experience. 
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Appendix	

Appendix 1. Cross-Border M&A flow (Baker & McKenzie, 2017) 

 

 

Appendix 2. Hofstede Index (Source: https://geert-hofstede.com/) 

   Country Power Distance Individualism Masculinity Uncertainty Avoidance 

BR
IC

 

Brazil 69 38 49 76 
Russia 93 39 36 95 
India 77 48 56 40 
China 80 20 66 30 
South Africa 49 65 63 49 

D
ev

el
op

ed
 m

ar
ke

ts
 

Austria 11 55 79 70 
Belgium 65 75 54 94 
Czech Republic 57 58 57 74 
Denmark 18 74 16 23 
Finland 33 63 26 59 
France 68 71 43 86 
Germany 35 67 66 65 
Iceland 30 60 10 50 
Ireland 28 70 68 35 
Italy 50 76 70 75 
Luxembourg 40 60 50 70 
Malta 56 59 47 96 
Netherlands 38 80 14 53 
Norway 31 69 8 50 
Portugal 63 27 31 99 
Spain 57 51 42 86 
Sweden 31 71 5 29 
Switzerland 34 68 70 58 
United Kingdom 35 89 66 35 
United States 40 91 62 46 
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Appendix 3. Worldwide Governance Indicators (Source: http://www.govindicators.org/) 

 Country Voice and 
Accountability 

Political Stability and 
Absence of 

Violence/Terrorism 

Government 
Effectiveness 

Regulatory 
Quality 

Rule of 
Law 

Control of 
Corruption 

BR
IC

 

Brazil 0,38 -0,38 -0,19 -0,21 -0,19 -0,43 
Russia -1,07 -1,05 -0,18 -0,52 -0,72 -0,86 
India 0,39 -0,92 0,1 -0,39 -0,06 -0,38 
China -1,58 -0,56 0,42 -0,27 -0,34 -0,27 
South Africa 0,63 -0,18 0,27 0,3 0,06 -0,04 

D
ev

el
op

ed
 m

ar
ke

ts
 

Austria 1,4 1,19 1,47 1,43 1,85 1,49 
Belgium 1,39 0,6 1,44 1,28 1,42 1,58 
Czech Republic 1,02 0,96 1,05 1,08 1,12 0,39 
Denmark 1,57 0,89 1,85 1,73 2,04 2,23 
Finland 1,56 1,04 1,82 1,83 2,07 2,28 
France 1,18 0,27 1,44 1,15 1,41 1,28 
Germany 1,43 0,72 1,74 1,67 1,78 1,82 
Iceland 1,4 1,27 1,5 1,27 1,67 1,95 
Ireland 1,35 0,93 1,54 1,81 1,79 1,64 
Italy 1,01 0,34 0,45 0,73 0,25 -0,05 
Luxembourg 1,52 1,41 1,72 1,67 1,86 2,12 
Malta 1,18 1,04 0,85 1,17 1,15 0,92 
Netherlands 1,57 0,93 1,84 1,77 1,93 1,89 
Norway 1,7 1,15 1,86 1,63 2,02 2,26 
Portugal 1,12 0,87 1,23 0,94 1,14 0,92 
Spain 1,02 0,29 1,18 0,79 0,9 0,49 
Sweden 1,6 0,97 1,81 1,81 2,04 2,25 
Switzerland 1,58 1,31 2,01 1,76 1,97 2,17 
United Kingdom 1,27 0,56 1,74 1,86 1,81 1,87 
United States 1,08 0,7 1,46 1,3 1,6 1,38 

 

 

Appendix 4. Correlation Matrix 
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Appendix 5. Indexes of Different Countries 
Country Index 

Brazil IBOV 
Russia MICEX  
India BSE Sensex  
China Hang Seng 

Austria ATX 
Belgium BEL 20 

Czech Republic CTX 
Denmark OMX Copenhagen 20 
Finland OMX Helsinki 25 
France CAC 40 

Germany DAX 
Iceland OMX Iceland 
Ireland ISEQ 

Italy FTSE MIB 
Luxembourg LUXX 

Malta Dow Jones Malta 
Netherlands AEX 

Norway Oslo OBX 
Portugal PSI 20 

Spain IBEX 35 
Sweden OMX Stockholm 30 

Switzerland SMI 
United Kingdom FTSE 100 

United States DOW JONES 
 

Appendix 6. Number of Deal in the Sample Relating to Countries 
Country Acquirer Target 

Brazil 5 20 
Russia 2 8 
India 12 32 
China 11 11 
South Africa 6 13 
Austria 0 1 
Belgium 0 0 
Denmark 1 0 
Finland 2 0 
France 7 0 
Germany 3 2 
Ireland 0 0 
Italy 1 0 
Luxembourg 0 1 
Malta 2 0 
Netherlands 7 0 
Norway 0 1 
Portugal 5 1 
Spain 6 0 
Sweden 7 0 
Switzerland 7 0 
United Kingdom 13 7 
United States 20 20 

 

Appendix 7. Number of Deals Relating to the Direction of the Deal 
Direction # of deals 

BRICS -> Developed markets 36 
Developed markets -> BRICS 81 
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Appendix 8. Descriptive Statistics 

 

 

Appendix 9. Regressions of the Cultural Distance Influence on CAR in Cross-
border M&A Involving BRICS for (-10, +10) and (-15, +15) Event Windows 
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Appendix 10. Regressions of the Institutional Distance Influence on CAR in Cross-
border M&A Involving BRICS for (-10, +10) and (-15, +15) Event Windows 

 

Appendix 11. EViews Output for the Cultural Distance Impact for the Model 1 

   

Appendix 12. EViews Output for the Institutional Distance Impact for the Model 1 
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Appendix 13. EViews Output for the Cultural Distance Impact for the Model 2 

   

Appendix 14. EViews Output for the Institutional Distance Impact for the Model 2 

   

Appendix 15. EViews Output for the Cultural Distance Impact for the Model 3 

   

Appendix 16. EViews Output for the Institutional Distance Impact for the Model 3 

   


