Asia-P'écific
Economic Cooperation

Cross-border Mergers and Acquisitions within
APEC and Their Implications for Exports,
Greenfield FDI, and GDP

APEC Economic Committee

October 2009



EC endorsed publication

Reproduced electronically in June 2010

Produced For

Asia Pacific Economic Cooperation Secretariat
35 Heng Mui Keng Terrace

Singapore 119616

Tel: (65) 68919 600

Fax: (65) 68919 690

Email: info@apec.org

Website: www.apec.org

© 2010 APEC Secretariat

APEC#210-EC-01.1



Cross-border Mergers and Acquisitions within APEC and Their
Implications for Exports, Greenfield FDI, and GDP

By
Zhigang Li and Larry D. Qiu®

October 7, 2009

# Zhigang Li (hkuzli@hku.hk) is the assistant professor and Larry Qiu (larrygiu@hku.hk) the professor in the
School of Economics and Finance, The University of Hong Kong.



Table of Contents

Preface

Executive Summary

Introduction

Patterns of Cross-Border Mergers and Acquisitions within APEC

Empirical Analysis of Cross-Border M&As, Trade, Greenfield FDI, and GDP
Policy Implications

Concluding Remarks

References

14

49

68

73

76



Preface

This project was initiated before the outbreak of the financial tsunamia. We hoped to
understand cross-border mergers and acquisitions (M&As) and their impacts on international
trade, greenfield foreign direct investment (FDI), and economic growth. This project took
almost one year to finish. Now we hope that the findings from this study would have more
policy implications than before, especially on the importance of tearing down trans-border
barriers to cross-border M&As.

Cross-border M&As are an important global economic activity. Compared to international
trade and the traditional type of FDI (namely, greenfield FDI), we have less understanding
about cross-border M&As and their impacts on our economies. This project focuses on
member economies of the Asia-Pacific Economic Cooperation (APEC) and uses a large
dataset to investigate empirically how cross-border M&As are determined and how they
influence each economy’s trade, greenfield FDI and GDP growth. Policy implications are
also drawn based on the findings from the empirical analysis. Compared to other related
studies, this study has a number of important and distinguishing features. It covers more
economies, examines longer time span, and tackles more issues. It also uses standard
empirical methods to try to provide a more scientific analysis.

We are very grateful to the Government of Hong Kong, China, for its generous financial
support to the current study. We benefit a great deal from numerous rounds of discussions
with Elley Mao and Cecilia Lam (Principal Economist and Economist of the Hong Kong,
China Government). We are very thankful to their comments and suggestions that help
improve the report significantly. We are also very thankful to Elley for her refined edit of
the seemingly unending rounds of drafts of the report. Last but not least, we also like to
thank our research assistants, Du Bin and Liu Qing, for their help.



Executive Summary

1 Cross-border mergers and acquisitions (M&ASs) are an important global economic activity.
As a form of capital flows, cross-border M&As are an effective way to transfer technologies and
managerial expertise between economies. They are also conducive to reducing production costs and
improving firm’s efficiency by integrating complementary tasks. In particular, the 2001 OECD
(Organisation for Economic Co-operation and Development) Report has identified cross-border
M&As as one of the two most important features of the present industrial globalization. This is not
only the case among the OECD countries, but also the case within the APEC economies. Reflecting
this, cross-border M&As within the APEC region have been rising rapidly.

2. The main focus of this study is on intra-APEC cross-border mergers and acquisitions (M&AS)
from 1980 to 2007, i.e. cross-border M&As with both the acquiring firms and target firms in the
APEC (Asia-Pacific Economic Cooperation) economies. It aims at (i) examining the pattern of
intra-APEC cross-border M&As; (ii) exploring the determinants of cross-border M&As; (iii)
analyzing the impacts of cross-border M&As on international trade, greenfield FDI, and GDP; and (iv)
discussing policies on promoting cross-border M&As and the consequences on economic
performance.

3. This study is among the first to take an econometric approach on intra-APEC cross-border
M&As and examine their economic impacts at the macroeconomic level. Building on other related
studies, this study has lengthened the time coverage, uncovered more details of cross-border M&As in
APEC, and examined more issues related to cross-border M&AsS.

4, Our results characterize the various patterns of intra-APEC cross-border M&As and their
relationship with other economic variables. We conclude that cross-border M&As should be
encouraged. Our empirical models suggest that intra-APEC cross-border M&As help raise GDP
levels directly and indirectly, with the latter primarily via trade. Our trade model indicates that
cross-border M&As promote international trade. Hence, this report identifies another important
factor of promoting economic development, namely cross-border M&As.

5. More specifically, we summarise the seven key findings in the following.

0) (General trend of cross-border M&As in APEC): Cross-border M&As within APEC have
expanded rapidly, but with large fluctuations. During the sample period (1980-2007),
annual growth rates are 21.5% in value and 25.3% in number. The growth exhibits three
waves or cycles: 1980-1990, 1990-2000, and 2000-2007. The time trend of cross-border



(i)

(iii)

(iv)

(V)

M&As is closely related to domestic M&As of the APEC economies. However,
cross-border M&As have increased more rapidly than domestic M&As over time.

(Individual economies’ cross-border M&ASs): Industrialized economies (especially the
United States, Canada, and Australia) and emerging economies in East Asia have been the
key driving forces for cross-border M&As within APEC. The United States has transformed
from a popular target economy to both an active acquirer and a target economy. Canada has
been active in cross-border M&As throughout the sample period. The importance of China
in cross-border M&As has increased rapidly, especially in the past decade. Hong Kong,
China has shown intensified participation both as an acquirer and a target economy.
Singapore started to take off in the 1990s. The time trends of different APEC economies are
highly correlated generally, with intra-APEC M&As showing largely synchronised cycles.
However, the scale, income and asset of firms participating in cross-border M&As vary
widely across APEC economies.

(Sectoral cross-border M&As): On the acquiring side, the shares of mining and construction
and of light manufacturing have declined since mid-1980. In contrast, the shares of utility
and transportation and of finance and insurance industry have increased over time. The
shares of other industries have been quite stable over time. On the target side, similar
pattern is seen, albeit to a lesser extent. Moreover, most industries target heavily the same
industries for cross-border M&As, suggesting high degree of vertical supply chain and
horizontal scale economies integration within APEC.

(Individual firms’ cross-border M&As): Over time, the scale of acquiring firms has
decreased and there were more and more firms participating in acquisitions. More M&AS
may be induced by the increasing market size as a result of deeper market integration across
the APEC economies. This observation may also reflect a certain degree of increasingly
liberalized markets across the board. We also find that acquiring firms are generally larger
and more profitable than target firms, indicating that advanced technologies and management
skills brought about by M&As are likely to be transferred from more efficient firms to less
efficient firms.  As a result, it also improves average industry productivity.

(Cross-border M&As and trade): Exports are conducive to overseas acquisitions. We find
that if an economy exports more to another economy, the former will also acquire more assets
in the latter. Moreover, if an economy acquires more assets in another economy, the former
will trade more (both imports and exports) with the latter.



(vi)

(vii)

(i)

Specifically, we have found intra-industry cross-border M&As more prevalent in APEC than
inter-industry cross-border M&As. For intra-industry cross-border M&As, they can take the
form of either vertical supply chain integration or horizontal scale economies integration at
the regional level. Both forms are conducive to driving productive efficiency and
cost-effectiveness across border, either through the sharing of comparative advantages
between participating economies or through enlarging economies of scale in production and
distribution of output.

Like trade, cross-border M&As promote GDP and enhance economic development. Like
trade, cross-border M&As help drive regional economic integration through
capital/technology and skill/people transfers.  Moreover, there are more economies
participating as both acquirer and target economies in APEC over time. The reducing size
of participating firms also indicates a more open regime in APEC that facilitates transfers
among APEC economies.

Thus, trade and cross-border M&As are largely complementary in this region. Trade flows
and capital flows (as a result of cross-border M&AS) in this region reinforce each other.

(Cross-border M&As and greenfield FDI): Generally speaking, we do not find significant
effects between cross-border M&As and greenfield FDI in all directions. However, it is
found that if there are more M&As between two economies, the acquiring economy’s
greenfield FDI outflows to the target economy would decrease. This finding indicates some
degree of substitution between cross-border M&As and greenfield FDI to the acquirer.

(Cross-border M&As and GDP): Cross-border M&A activities and the size of GDP (i.e.
economic size of the economy) are positively related. Understandably, larger economies in
terms of GDP level tend to acquire more foreign assets. On the other hand, larger
economies also attract more foreign acquisitions as they represent better market potential.

More importantly, cross-border M&As raise GDP. We find that after acquiring more
foreign assets, an economy’s GDP will also increase. This finding provides support to the
possibility that cross-border M&As promotes economic development via channels such as
trade and efficiency improvement in the supply chain.

Our empirical findings also help draw the following potential policy implications:

Intra-APEC cross-border M&As are conducive to GDP and trade flows. The empirical
results suggest that the removal of barriers to cross-border M&As is beneficial from an



(i)

(iii)

economic development perspective. This can be one of the driving forces to greater regional
economic integration, especially in respect of technology and skills transfers. Nevertheless,
while policies promoting cross-border M&As are recommended, there may be concern about
the need to balance market concentration with market competition.

Trade liberalization not only promotes trade flows, but also induces more cross-border M&As.
Although barriers to trade have been lowered through continuous efforts jointly by all
economies, various kinds of trade barriers still have significant impacts on trade flows, albeit
to various extents in different economies. While the traditional trade barriers such as tariffs
and quotas have already been reduced to a lower level, especially in developed economies,
other forms of barriers such as anti-dumping and technical barriers are on the rising trend.
There is no doubt that governments have been putting in effort to further remove those
barriers. Our study makes us to stress one point, which is, removing barriers to trade not
only promotes trade flows but also cross-border M&As.

The existing regional trade agreements (RTA), with an exception of the North American Free
Trade Agreement (NAFTA), do not significantly associate with more cross-border M&As
directly as they are not originally motivated to increase cross-border M&As. Moreover, we do
not find evidence that an economy’s WTO membership helps promote the economy’s
cross-border M&As directly. These two findings imply that the existing regional integration
among APEC members has not given sufficient emphasis on cross-border M&As. Thus,
while we are arguing for further regional integration, we should pay more attention to
removing barriers to cross-border M&As.



l. Introduction

1.1. Obijective of This Study

Cross-border mergers and acquisitions (M&As) have become an important global economic activity.
There is an increasing trend of cross-border M&A activities, but the fluctuations of such activities are
also large. The 2001 OECD (Organisation for Economic Co-operation and Development) Report
has identified cross-border M&As as one of the two most important features of the present industrial
globalization. This is not only the case among the OECD countries, but it is also the case within the
APEC (Asia-Pacific Economic Cooperation) economies. Cross-border M&As in the APEC region
have been increasing rapidly. Based on the cross-border M&A data in APEC, this project aims to
achieve FOUR objectives:

(i)  Examine the patterns of cross-border M&As within APEC;

(ii)  Explore the determinants of cross-border M&As;

(iii) Analyze the impacts of cross-border M&As on international trade, greenfield FDI, and GDP;
and

(iv) Discuss the possible policy implications based on these observations and empirical analysis.

First, in order to examine how cross-border M&As influence other economic activities, we must study
the stylized facts and patterns of M&A activities. While cross-border M&As have become very
popular among the OECD countries (see 2001 OECD Report), the situations in APEC vary a great
deal between economies. Evidence (see 2001 OECD Report) has shown that cross-border M&As
are the major form of FDI flows in developed economies, but greenfield FDI (e.g., building new
plants in foreign countries for production) is more common for developing economies. It would be
of great interest to understand whether this general pattern also prevails in APEC. As cross-border
M&As and greenfield FDI may have very different implications for regional trade, competition, and
economic growth, it is important to examine the cross-border M&A activities within APEC.

We are particularly interested in understanding the following questions: which economies have more
cross-border M&As? which industries have more cross-border M&As? what types of firms are more
likely to engage in cross-border M&As? how do trade and therefore trade liberalization affect
cross-border M&As? how do cross-border M&As affect GDP? Answers to these questions will form
an important basis for the subsequent empirical and theoretical investigations on cross-border M&As,
and help inform how regulatory policies would influence cross-border M&As.

Second, cross-border M&As is another form of FDI. Traditionally, multinationals gain access to
foreign markets through exports and greenfield FDI. With enhanced possibilities of cross-border



M&As, multinationals can gain access to foreign markets by purchasing local firms.  While there are
numerous studies of how FDI (mainly greenfield FDI) would affect trade, it is not so clear whether
cross-border M&As would substitute for the traditional forms of market entry by reducing trade and
greenfield FDI. However, it is not impossible that cross-border M&As, by merging two firms, may
encourage more intra-firm transactions and increase international trade. To enhance understanding,
we have made the investigation of the impact of cross-border M&As on trade in APEC as one of the
key tasks of this paper.

Third, economic development could be affected by international trade and FDI. There is a fair
amount of literature on how trade and FDI (mainly greenfield FDI) generally affect economic growth.
With cross-border M&As being another form of FDI, it is important to examine whether its direct
impacts on economic development differ from those of trade and greenfield FDI. Moreover,
cross-border M&As may also affect economic development indirectly through their influence on trade
flows. As cross-border M&As rise over time, a better understanding about their impacts on
economic development is important in helping economies in shaping a policy framework to attract
cross-border M&As.

Finally, as the study of the above issues will provide us insights on the possible impacts of
intra-APEC cross-border M&As on trade, greenfield FDI, and GDP, it also helps us understand how
various policies (e.g., trade liberalization, capital movement liberalization, and anti-trust regulation)
would have direct and indirect impacts on cross-border M&As, which in return affects trade,
greenfield FDI and GDP. For instance, the following questions are particularly pertinent: Would
trade liberalization stimulate more cross-border M&As? How would competition policies affect
cross-border M&As and therefore affect trade, greenfield FDI, and economic development? We hope
that some lessons can be learned and some policy implications can be drawn from the results of the
present study.

This study is among the first to take an econometric analysis on intra-APEC cross-border M&As and
their economic impacts.

1.2. Distinction Amongst International Trade, Greenfield FDI and Merger and Acquisition

The classical theory of trade emphasizes that trade can promote growth by allowing the trade partners
to take advantage of one another’s difference in comparative advantages. The new trade theory
points out that free trade could also generate agglomerates, thus increasing economic productivity due
to increasing returns to scale. International trade also results in more choices of goods for consumers.
Furthermore, trade could increase the level of competition and thus increase market efficiency.
Trade could also increase the exposure of the trading economy to a larger set of ideas or technologies,



thus increasing the rate of technical progress. The trade of intermediate goods could be an
alternative way to increase the aggregate productivity of domestic economy.®

The ways in which greenfield FDI affects economic development are different. Foreign investment
could enhance productivity in the form of technology and business know-how directly transferred
and/or through their spillovers (Romer, 1993). FDI could directly reduce the cost of access to
foreign markets, thereby improving trade and growth indirectly. FDI could also intensify market
competition, making the economy more efficient.

While the channel through which cross-border M&As promote productivity and GDP looks similar to
that of greenfield FDI, there are at least two important differences. First, cross-border M&As are
likely to be more cost effective, as firms do not have to make large fixed asset investment to set up the
production plants when entering the foreign market. Second, both greenfield FDI and cross-border
M&As are effective channels to effect capital accumulation and technology transfers. While the
former is likely to be more direct through its fixed asset investment in the host (target) economies, the
latter tends to have more influence on management skills and corporate culture. The initial round of
employment effect of greenfield FDI is likely to be more notable, especially at the manual or
production end as a new plant is set up, usually with only the managerial and supervisory staff
seconded from the home economy by the acquiring firm. For M&As, very often the initial
employment effect is less prominent as the acquirer buys up an existing entity, though there may be
secondment of managerial staff at the upper end.

1.3. Relations to Previous Studies

The phenomenon of cross-border M&As has attracted increasing attention from both the
policymakers and the academia. Chen and Findley (2002) provide a general overview of
cross-border M&As in the APEC. Based on the two UNCTAD (United Nations Conference on
Trade and Development) reports (2000, 2001), they show that cross-border M&As in the APEC have
grown rapidly during the period of 1991-2000; transactions have been dominated by industrialized
economies; the tertiary sector has been the most important sector in cross-border M&A transactions;
and there has appeared an increasing imbalance between purchases and sales across different
economies.

Our study differs much from Chen and Findley (2002) in many ways. First, they characterize
cross-border M&As in APEC based on the findings of the two UNCTAD reports, but we conduct our
analysis based on the original data, i.e. the SDC data (Thomson Financial’s Securities Data Company).
Second, their report only provides a picture about some aspects of cross-border M&As in APEC, but

! See Winters (2004) for a discussion on how international trade could affect productivity and hence GDP.



we provide more pictures and more details (e.g., we also examine the pattern and compare the average
size of the acquirers and that of the targets, which has implications on the changes in the barriers to
cross-border M&As).  Third, their report covers cross-border M&As from 1991 to 2000, while our
study covers a much longer time span, from 1980 to 2007.  Finally, the main objective of their report
is to examine a series of questions (e.g., what is the motivation for cross-border M&As) by reviewing
the existing literature, while, in contrast, the aim of our report is to conduct an original research on the
implications of cross-border M&As on trade, greenfield FDI, and GDP, in addition to providing a
detailed description of cross-border M&As in the APEC economies.

In another related paper, Moon et al. (2003) study the impacts of cross-border M&As on the
competitiveness of three APEC members: China; Hong Kong, China; and Korea. They collect
information based on 15 cross-border M&A cases and demonstrate how the target firms respond to
the deals. Four dimensions of competitiveness are examined: (1) factor conditions, (2) demand
conditions, (3) related and supporting sectors, and (4) strategy, structure and rivalry. The evidence
suggests that the benefits of cross-border M&As are larger than the costs.

While the study of Chen and Findley (2002) is based on basic data analysis and Moon et al (2003)
rely on case study, some researchers have gone a step further to empirically examine the economic
driving forces of cross-border M&As (but not for APEC). Particularly related to our study is the
paper by Andersson and Svensson (1994), who examine the relationship between firm-specific skills
and the entry modes of FDI. The data in their study cover all Swedish multinationals from 1965 to
1990. They use a logit model in which the dependent variable is zero if a firm makes greenfield
investment and takes the value of one otherwise (i.e., cross-border M&As).  Several alterative
proxies are used to approximate firm size and R&D intensity to reflect on the size and skill level of
firms. They find that firm-level skills affect the entry mode of the multinational firms. Relatively
more organizational skill favors takeover, while relatively more technological skill favors greenfield
operations. Moreover, it is found that firms established longer in the host economy are more likely
to be taken over.

Head and Ries (2008) propose an innovative approach to examine empirically the incentive of
corporate control (as opposed to capital injection, technology transfer, etc) in explaining cross-border
M&As. Specifically, they use a two-step approach to estimate a structural model that determines
cross-border M&A flows. In the first step they estimate acquirer-specific and acquiree-specific fixed
effects, which contain important components (e.g. corporate control, which is proxied using variables
including population and per capita GDP of the origin country) predicted by theory. In the second
step those fixed effects are regressed on proxies for corporate controls. The methodology is applied
to bilateral FDI data for 30 OECD countries and 32 non-OECD partners (in a cross-section model).
It is also applied to 1990-1999 M&A data for 101 source countries and 198 destination countries (in a
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panel data model). Their study finds that the structural model fits the data, providing support for the
relevance of corporate control to acquire firms overseas.

Several other studies have explored the economic outcomes of cross-border M&As. Wang and
Wong (2004) decompose FDI into greenfield FDI and cross-border M&As and examine their effects
on economic growth using country level panel data (a panel of 84 economies, both APEC and
non-APEC from 1987 to 2001). Interestingly, they find that greenfield FDI has an unambiguous
positive association with economic development, while cross-border M&As are effective only when
host countries have sufficient human capital.

There is a small, but growing literature on modeling and analyzing the rationales for cross-border
M&As and their impacts. We can classify those studies in three categories. Some are concerned
about the implications of trade liberalization for the profitability of cross-border mergers (e.g., Long
and Vousden (1995)), some focus on the rationales for the emergence of cross-border mergers (e.g.,
Horn and Persson (2001) on trade costs; Lommerud et al. (2006) on the presence of plant specific
unions in oligopolistic competition; Neary (2007) on international differences in technology; Qiu and
Zhou (2006) on the benefit of information sharing, and others are related to the various effects of
cross-border mergers (e.g., Head and Ries (1997), Chen (2004), Neary (2004) on trade pattern and
income distribution; and Qiu and Zhou (2006) on competition and welfare).

In particular, Long and Vousden (1995) investigate the profitability of cross-border mergers in the
presence of trade liberalization. The results depend on whether trade liberalization is unilateral or
bilateral and on how large the cost savings generated from the mergers can be. Horn and Persson
(2001) use the coalition formation approach to analyze international mergers. They show that
international mergers may arise due to lower trade costs, contrary to the “tariff jumping” argument.
International merger leads to trade-off between duplicating fixed cost and saving trade cost. Neary
(2007) uses a general equilibrium model to show that international differences in technology generate
incentives for cross-border mergers in which low-cost firms from one country take over high-cost
firms from another country. Such mergers serve as instruments of comparative advantage.
Lommerud et al (2006) explain international mergers as a result of oligopolistic competition in the
presence of plant specific unions. They argue that unions are plant specific in the international
setting and, hence, international mergers are profitable because wages decrease after the mergers.

Qiu and Zhou (2006) give a different explanation for cross-border merger incentives. They show
that firms from different countries face different information sets with regard to the market’s situation
such as demand. When there is no market for information sharing, firms would merge in order to
benefit from information sharing. Qiu and Zhou (2007) construct a dynamic model to analyze
endogenous mergers and explain merger waves. Qiu (2009) examines and compares the incentives
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for domestic mergers and cross-border mergers, and the relationship between cross-border mergers
and firms’ international market entry modes, i.e., export and FDI.

1.4. Contributions of This Study

The present study is empirical in nature. In this regard, several studies reviewed above are relevant,
including Andersson and Svensson (1994), Burns and Moya (2006), Chen and Findley (2002), Moon
et al. (2003) and Wang and Wong (2004). The main contributions of our study are as follows.

First, this study intends to investigate a range of issues as described in subsection 1.1. These issues
include the pattern of cross-border M&As, the determinants of cross-border M&As, the impacts of
cross-border M&As on trade, greenfield FDI, and GDP, and a discussion on policy implications.

Second, this study aims at deploying the most up-to-date data with a special focus on the APEC
economies.  Currently, most existing studies on APEC cross-border M&As are based on data up to
2000 only. In this study, we extend our observations to year 2007 (the latest data available). As we
will see in the next section (Figure 2.1-1), a new wave of cross-border M&As is observed after 2001.

Third, we adopt an econometric approach to study intra-APEC M&As from a quantitative perspective.

Unlike many earlier studies, this study places its focus specifically on the APEC economies. While
other studies like Andersson and Svensson (1994); Head and Ries (2008), and Chen and Findley
(2002) are concerned about the possible forces driving cross-border M&As, we are concerned about
the scale of the M&As. Our model is different from Andersson and Svensson (1994)’s firm-level
analysis in that they are concerned just whether or not a firm makes cross-border M&As. While we
consider firm-level information, we provide richer information by discussing the impact of M&As at
the macro-level. Our study is also based on empirical evidence of a longer time series and larger
data set (using the SDC database) to enable quantitative measurement of relations.

As mentioned earlier, Chen and Findley (2002) also summarize the patterns of cross-border M&As
during 1991-2000 using economy and industry level data. Since our data are at the firm level and
cover a longer time period (1980-2007), we are able to provide a comprehensive and up-to-date
picture on the evolution path of the cross-border M&As between the APEC members.  For example,
while Chen and Findley (2002) find the value of cross-border M&As in APEC rising monotonically
during the sample period, we by looking at a longer time span (1980-2007) observe several cycles in
cross-border M&As (as indicated in Figure 2.1-1 in section 2)
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Lately, there is growing interest in cross-border M&As. Although the existing literature of
international trade and (greenfield) FDI is large, the literature of cross-border M&As, unfortunately, is
still small. Researchers have started to investigate why multinationals engage in cross-border M&AS;
whether the more or the less productive multinationals are more likely to take on cross-border M&AsS;
which sectors are more attractive to cross-border M&As; how trade liberalization affects such
activities; and what is the development implications of these activities. While these studies have
helped improve the understanding of the academia, business people and policymakers about the recent
trends of cross-border M&As, more in-depth research is needed to gain a better understanding of
those issues and their related policy implications.

1.5. Organization of This Study

In Section 1, we first present the patterns of intra-APEC cross-border M&As with regard to their time
trend, correlation and variations across the APEC economies, similarities and differences across
industries, and characteristics of acquiring firms and target firms. In Section IllI, we conduct
econometric analysis to investigate the relationship and causality amongst cross-border M&AS,
international trade, greenfield FDI, and GDP. In Section IV, we explore the policy implications
based on the findings in Sections 1l and Ill.  Section V presents the concluding remarks.
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Il1. Patterns of Cross-Border Mergers and Acquisitions within APEC

Cross-border M&As have become an important feature of the recent industrial globalization. The
OECD Report (2001) has unveiled the pattern of cross-border M&As among OECD countries.
Based on UNCTAD (2000, 2001), Chen and Findley (2002) have also provided a summary of the
patterns of cross-border M&As among APEC economies during 1990-2000. In this section, we will
try to revisit the subject and extend the coverage of the study by lengthening the data series to
1980-2007.

The main bulk of the data, i.e., cross-border M&As, used in this study are extracted from the
Thomson Financial’s Securities Data Company (SDC) database. SDC is intended to include all
M&A deals (both private and public transactions) around the world. We use information on
cross-border M&A transactions of APEC members that are both the targets and acquirers during the
period 1980 to 2007. In total we have information on 34,578 cross-border M&A transactions
between the APEC economies.

Before we present the findings, let us first discuss the data and their definitions. Based on the SDC
data, we consider a deal as cross-border M&A if the acquirer and target are from different economies.
If they are from the same economy, then these are domestic M&As. Cross-border M&As of APEC
economies, or intra-APEC cross-border M&As, are those in which all parties of a merger, or both the
acquiring and target firms in the case of acquisition, are from economies in APEC.

Tables 2.1 through 2.3 provide summary figures on intra-APEC cross-border M&As during
1980-2007. The number and value of transactions are summarized by year in Table 2.1. It is
observed that cross-border M&As in this region has been growing very rapidly, in terms of the
number of transactions, the total value of transactions, and the maximum value of individual
transactions. While not all of the APEC economies participated in cross-border M&As in the 1980s,
all of them have started to engage in cross-border M&As by 1992.

In Table 2.2, we break down all intra-APEC cross-border M&A transactions by economy. There are
apparently very large variations across APEC economies in all aspects. The United States dominates
all other economies, in terms of total number and total value of cross-border M&As, and both as the
target and the acquiring economy. It is followed by Canada in all aspects. Hong Kong, China is
the third largest acquirer, Japan comes fourth and Singapore fifth. People’s Republic of China
(China), on the other hand, is the third largest target economy, Australia the fourth and Hong Kong,
China the fifth. Most economies exhibit acquirer and target asymmetry. The not very active
acquirers are Chile, Papua New Guinea, Russia and Viet Nam, although their firms are relatively
more popular targets.
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In Table 2.3, we further break down the cross-border M&As by individual APEC economies. For
each APEC economy, we list the number of other APEC economies from where firms choose to target.
We also give the top three target economies and the corresponding shares. Two patterns emerge.
First, most of the economies in APEC are outward looking and active in intra-APEC cross-border
M&As, as demonstrated by the number of target economies of each APEC economy. Second, the
United States is among the most favoured targets by most other APEC economies, followed by
Australia. Third, rather than focusing on a few economies as the targets, most economies acquire
firms from a large number of economies.

The rest of this section is organized as follows. We begin with a description of the general trend of
cross-border M&As within APEC in subsection 2.1. In subsection 2.2, we compare the cross-border
M&As across APEC economies and use alternative measures to demonstrate the relationship between
the cross-border M&As of different economies. We then turn to industry-specific patterns in
subsection 2.3. In subsection 2.4, we present the characteristics of firms participating in
cross-border M&As and examine how they evolve over time. In subsection 2.5, we summarize the
major stylized patterns found.

2.1. General Trends
2.1.1. Time Trend of Cross-border M&As

As shown in Table 2.1 and Figure 2.1-1, cross-border M&As within APEC have increased rapidly
since early 1980s, in both transaction value and transaction number. In 1980, the total value of
transactions amounted to US$1.75 billion, and the number of transactions was only 8. By 2007, the
corresponding figures were US$ 335.64 billion and 3493. The average annual growth rates in
transaction value were 21.5% and 25.3% in transaction number as shown in Fugure 2.1-2. There
were three waves of cross-border M&As within APEC during this period. The first wave ended in
1990. The second wave started from mid-1990s and ended in 2000. The total value of cross-border
M&As was quite low in 2002. It then started to increase, forming the third wave which continued
until 2007. While UNTACD (2000, 2001) and Chen and Findley (2002) covered up to the second
wave, this study aims at revealing the third wave with extended data coverage to 2007.
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Table 2.1: Cross-border M&As by all APEC economies

Total value of

Maximum value of

Number of cross-border M&A cross-border M&A Number of APEC Number of APEC
Year cross-borde_r M&A transactions transactions ec_o_nomies as economies as target
transactions acquiring economy economy
(Billion, US$) (Billion, US$)
1980 8 1.75 0.6 2 1
1981 37 10.2 6.19 6 2
1982 50 1.31 0.26 7 2
1983 128 6.07 24 7 4
1984 116 6.15 0.9 8 6
1985 141 8.21 231 11 14
1986 221 18.42 3.58 9 13
1987 283 31.13 9.8 11 12
1988 431 42.75 6.51 11 15
1989 650 41.68 2.61 15 17
1990 806 58.02 741 17 17
1991 818 18.9 2.36 17 19
1992 695 15.08 11 18 21
1993 964 20.83 1.19 18 20
1994 1278 24.53 0.98 19 20
1995 1347 50.07 5.7 18 20
1996 1557 54.05 3.95 20 20
1997 1705 72.92 3.77 19 21
1998 2014 90.38 9.27 18 21
1999 1970 130.77 6.57 18 21
2000 2587 172.93 34.16 20 20
2001 1896 120.36 12.82 16 21
2002 1667 52.49 3.69 19 20
2003 1895 78.69 11.06 19 21
2004 2364 101.58 4.21 19 20
2005 2471 117.36 18.47 19 21
2006 2985 240.77 16.14 20 21
2007 3493 335.64 26.92 20 21

Source of data: Authors’ calculation based on SDC data.
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Table 2.2:

Cross-border M&As by APEC economies (1980-2007)

Economy As acquiring economy As target economy
Number of cross Value of Number of cross Value of
border M&A transactions border M&A transactions
transactions (Billion, US$) transactions (Billion, US$)
Australia 2440 178.43 2967 195.97
Brunei Darussalam 18 0.85 22 0.02
Canada 6972 406.35 5301 337.56
Chile 49 2.75 446 22.52
P.R.China* 892 59.17 4254 142.71
Hong Kong, China 3535 139.63 2263 77.73
Indonesia 153 4.95 930 27.92
Japan 3078 172.64 1004 69.48
Malaysia 1357 29.65 966 17.46
Mexico 194 37.42 1143 60.95
New Zealand 555 24.37 1201 50.68
Papua New Guinea 9 0.02 117 3.59
Peru 12 0.33 310 8.11
Philippines 112 4.55 606 20.53
Russia 65 12.92 342 11.29
Singapore 2704 121.72 1300 40.48
Republic of Korea 477 25.12 734 61.81
Chinese Taipei 454 14.06 537 28.84
Thailand 210 2.96 815 20.04
United States 11278 684.87 9130 723.55
Viet Nam 14 0.28 190 1.78

Source of data: Authors’ calculation based on SDC data.

Note: (*) People’s Republic of China.
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Table 2.3:

Concentration of target economies in intra-APEC cross-border M&As

Acquirir_lg Number of' Top 3 tar_get Percentage Acquiripg Nur:;?g;t of Top 3 tar_get Percentage
economies target economies economies share economies economies economies share
United States 65.18 United States 51.43
Australia 20 New Zealand 14.62 |Mexico 11 Australia 38.11
Canada 5.19 Peru 271
United States 47.46 Australia 60.50
gg:zialam 10 Indonesia 15.35 |New Zealand 17 United States 27.74
Australia 14.65 Hong Kong, China 5.08
United States 90.02 Philippines 82.20
Papua New
Canada 19 Australia 3.03 5 United States 17.80
Guinea
New Zealand 1.65 Indonesia 0.00
Peru 51.76 Chile 71.17
Chile 5 United States 19.45 |Peru 3 Canada 27.03
Canada 18.29 Mexico 1.79
United States 48.66 Australia 36.41
P.R. China 19 Hong Kong, China| 17.13 [Philippines 14 Singapore 28.94
Australia 10.36 United States 10.17
United States 52.63 Canada 62.63
Chinese Taipei 15 Hong Kong, China| 15.63 |Russia 12 United States 31.02
Singapore 7.11 Australia 3.57
P.R. China 57.39 Australia 22.07
grc])rn%Kong, 19 United States 11.28 |Singapore 19 Hong Kong, China 19.51
Singapore 6.01 United States 18.22
United States 35.83 Canada 90.86
Indonesia 11 Australia 27.52 |Viet Nam 6 Australia 7.72
Singapore 15.64 United States 1.42
United States 67.08 Indonesia 30.45
Japan 20 Korea 5.16 [Thailand 17 United States 23.65
Australia 4.64 Philippines 8.72
United States 60.24 Canada 44,77
Eg?::”c of 18 Hong Kong, China| 11.44 [United States 20 Australia 14.30
P.R. China 10.68 Japan 8.42
Singapore 31.23
Malaysia 19 Indonesia 13.77
Australia 11.97

Source of data: Authors’ calculation based on SDC data.
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In order to check whether the cyclical pattern was driven by APEC economies that are also OECD
members, we exclude cross-border M&As from the OECD economies and re-plot the figure
(Figure 2.1-3). Since the non-OECD economies in APEC had not been actively involved in cross-border
M&As till late 1980s, we therefore exclude the first wave. Although the transition from the second to
the third wave in terms of transaction number is not clear, the two waves in terms of transaction value
are more vivid. Hence, the cyclical pattern is not merely due to the OECD economies in APEC.

2.1.2. Comparison of Cross-border and Domestic M&As

In this subsection we compare cross-border M&As to domestic M&As in APEC. The domestic
M&A dataset is also constructed from the SDC database. Data on 300,194 domestic M&AS in
APEC economies are obtained for comparison purpose. Domestic M&As are those M&As in which
both the targets and acquiring firms belong to the same economy in APEC. Table 2.1-1 shows that
both the total number of domestic M&As in APEC economies and their values increased steadily over
time. In Figure 2.1-4, we plot the value of cross-border M&As with that of domestic M&As.
Generally, domestic M&As and cross-border M&As all rise over time, and show largely similar
cycles.

We also observe that cross-border M&As have generally grown at a more rapid pace than domestic
M&As. As a result, even though the gap in absolute value between domestic M&As and
cross-border M&As are getting wider, the share of cross-border M&As is still rising over time. Figure
2.1-5 shows the dynamics of the ratio of cross-border M&As to domestic M&As, which is rising in
overall terms. In particular, the value of cross-border M&As as a percentage of domestic M&As has
increased from 5 percent in 1980 to 15 percent in 2007. More or less similar pattern is found for the
number of transactions. This is another piece of evidence showing that cross-border M&As have
become an increasingly important channel for regional flows of capital.
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Figure 2.1-3: Cross-border M&As in APEC (excluding the OECD economies)
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Table 2.1-1: Domestic M&As in APEC

Year Number of domestic | Total value (_)f _domestic Year Number of domestic | Total value_of domestic
M&As M&As (Billion US$) M&As M&As (Billion US$)
1980 95 20.05 1994 10756 502.80
1981 1184 124.87 1995 13262 762.51
1982 2003 77.90 1996 15344 905.48
1983 3283 119.56 1997 16133 1259.02
1984 3850 246.04 1998 18315 1821.81
1985 2705 330.89 1999 17666 2123.57
1986 3663 357.67 2000 17703 2064.67
1987 4567 400.24 2001 14312 1112.27
1988 4778 604.43 2002 14691 732.72
1989 6875 556.80 2003 16621 900.48
1990 7258 275.57 2004 18106 1368.56
1991 7497 215.51 2005 18932 1815.91
1992 7595 239.79 2006 20670 2273.07
1993 9131 380.53 2007 23158 2580.32

Source of data: Authors’ calculation based on SDC data.
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Figure 2.1-4: Total value of cross-border and domestic M&As in APEC
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Figure 2.1-5: Ratio of cross-border to domestic M&As in APEC (in value and number)
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2.2. Individual Economies and Regional Linkage
2.2.1. Cross-border M&As by Key APEC Economies

In this section we compare the cross-border M&A activities across APEC economies. Besides
quantifying the importance of cross-border M&As in different economies, we also examine their
correlations.

In Tables 2.2-1 and 2.2-2, the shares of each APEC economy in the total value and total number of
transactions of intra-APEC cross-border M&As in the three waves of cycles are shown separately.

In the 1980s, the key acquirer economies were normally also the key target economies, with the
United States, Canada, Japan and Australia largely dominating the scene. Among these four, Japan
was far more significant as an acquirer in the region, taking up nearly 27% in terms of transaction
value or 28% in terms of transaction number, than as a target taking up only around 2% of the total.
The United States, on the other hand, was the key target attracting substantial capital inflow through
M&As (over 60% in total transaction value and transaction number). The rest of the APEC
economies were relatively small in terms of both cross-border M&A value and number.

However, by the turn of the 21% century, the acquiring and targeting economies in APEC have
become more dispersed. In particular, China®. has picked up substantially as a target economy,
accounting for nearly 8% in share of transaction value and close to 20% in share of transaction
number in 2001-2007, compared to 0.01% and 0.31% in 1980-1990. As an acquirer, China has also
seen rising shares, albeit less rapidly than as a target economy. Meanwhile, Hong Kong, China® has
shown rising shares on both the acquiring and target fronts, and with those in transaction number
more than doubled. Singapore started to take off in the 1990s. The Republic of Korea®, Russia
and Vietnam have also seen rising participation.

All in all, the United States, Canada and Australia remain the top three most prominent acquiring and
target economies in APEC. Japan, on the other hand, is overtaken by China and Hong Kong, China
in terms of both acquirer and target economies, and Singapore in terms of acquirer economy. With

Moon, Kim and Lee (2003) examine five cases of foreign M&As in China. They conclude that foreign
companies’ motivations include factor conditions and demand conditions. Foreign firms can provide better
technologies and they also aim at entering the Chinese market.

Moon, Kim and Lee (2003) also examine five cases of foreign M&As in Hong Kong, China. They find that
Hong Kong may already have a long history of cross-border M&As and therefore fewer areas to improve in
terms of variety of impacts. However, economies of scale are an important factor behind some mergers.
Moon, Kim and Lee (2003) have examined five cases of foreign M&As in the Republic of Korea. It shows
a concentration of impacts on the factor conditions. Those Korean firms in the cases are either having high
debt-to-equity ratio or are under restructuring. They are for sales on the market (i.e., pending for being
acquired).
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cross-border M&As in APEC showing substantial increases both in transaction value and number, the
observed change across economies reflect more a relative than absolute change in relative significance

by economy.
Table 2.2-1: Shares of cross-border M&As in transaction value (%)
1980~1990 1991~2000 2001~2007 1980~2007
Economies target acquiring target |acquiring| target [|acquiring| target acquiring
Australia 6.55 12.65 8.57 7.87 11.98 9.43 10.19 9.28
Brunei Darussalam 0.00 0.15 0.00 0.08 0.00 0.00 0.00 0.04
Canada 11.94 28.50 16.47 20.87 19.44 19.71 17.55 21.13
Chile 0.04 N.A. 1.83 0.33 1.01 0.06 1.17 0.14
P.R.China 0.01 0.24 9.12 0.87 7.97 5.06 7.42 3.08
Hong Kong, China 2.87 4.60 4.15 11.47 4.23 5.22 4.04 7.26
Indonesia 1.06 0.31 1.68 0.37 1.40 0.17 1.45 0.26
Japan 2.01 26.79 4.68 9.00 3.29 5.12 3.61 8.98
Republic of Korea 0.10 0.12 4.34 0.97 3.19 1.77 3.21 131
Malaysia 0.39 0.25 1.01 2.63 0.96 1.14 0.91 154
Mexico 6.85 0.51 2.66 1.85 2.69 2.32 3.17 1.95
New Zealand 3.34 2.07 2.78 1.48 2.39 0.96 2.64 1.27
Papua New Guinea 0.00 0.00 0.29 0.00 0.16 0.00 0.19 0.00
Peru N.A. N.A. 0.79 0.01 0.29 0.03 0.42 0.02
Philippines 0.46 0.00 1.66 0.14 0.83 0.35 1.07 0.24
Russia 0.00 N.A. 0.23 0.05 0.94 1.20 0.59 0.67
Singapore 0.78 1.60 2.71 3.86 2.01 8.88 2.10 6.33
Chinese Taipei 0.05 1.42 0.81 1.04 2.24 0.39 1.50 0.73
Thailand 0.03 0.14 1.52 0.26 0.96 0.09 1.04 0.15
United States 63.51 20.67 34.66 36.85 33.89 38.07 37.63 35.61
Viet Nam N.A. N.A. 0.04 0.00 0.15 0.03 0.09 0.01

Source of data: Authors’ calculation based on SDC data.
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Table 2.2-2: Shares of cross-border M&As in transaction number (%)

1980~1990 1991~2000 2001~2007 1980~2007
Economies target acquiring target acquiring target |acquiring| target | acquiring
Australia 6.62 8.12 9.71 5.46 7.91 8.29 7.06 8.58
Brunei Darussalam 0.03 0.07 0.06 0.08 0.07 0.02 0.05 0.06
Canada 15.05 26.40 18.37 19.37 12.68 19.80 20.16 15.33
Chile 0.70 N.A. 1.67 0.20 1.05 0.11 0.14 1.29
P.R. China 0.31 1.01 7.15 2.13 18.94 3.25 2.58 12.30
Hong Kong, China 3.69 5.47 6.41 8.52 7.15 12.55 10.22 6.54
Indonesia 0.59 0.52 2.79 0.58 2.96 0.30 0.44 2.69
Japan 2.33 27.97 3.14 8.83 2.79 5.70 8.90 2.90
Republic of Korea 0.38 0.49 2.38 1.01 2.19 1.86 1.38 212
Malaysia 0.63 0.56 2.87 3.81 3.10 4.60 3.92 2.79
Mexico 1.60 0.38 3.90 0.74 3.07 0.44 0.56 331
New Zealand 2.86 2.02 3.50 1.60 3.56 1.54 1.61 3.47
Papua New Guinea 0.10 0.07 0.34 0.04 0.38 0.01 0.03 0.34
Peru N.A. N.A. 0.94 0.03 1.01 0.05 0.03 0.90
Philippines 0.84 0.14 2.37 0.40 1.36 0.29 0.32 1.75
Russia 0.03 N.A. 1.13 0.11 1.03 0.29 0.19 0.99
Singapore 1.46 171 3.69 6.75 4.22 9.81 7.82 3.76
Chinese Taipei 0.77 111 131 1.38 1.90 1.29 131 1.55
Thailand 0.70 0.17 2.82 0.58 2.23 0.70 0.61 2.36
United States 61.30 23.79 25.04 38.36 21.65 29.01 | 32.62 26.40
Viet Nam N.A. N.A. 0.42 0.02 0.76 0.07 0.04 0.55

Source of data: Authors’ calculation based on SDC data.
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Figure 2.2-3: Cross-border M&As of Australia
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Figure 2.2-5: Cross-border M&As of Hong Kong, China
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Figure2.2-6. Cross-border M&As of Japan
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Figure 2.2-7. Cross-border M&As of Republic of Korea
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Figure 2.2-8. Cross-border M&As of Singapore
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2.2.2. Correlation between the Cross-Border M&As of APEC economies

Although the scale of cross-border M&As varies significantly across APEC economies, their time
trends appear to be quite similar. This seems to imply that the cross-border M&As in different
APEC economies have been driven by some common factors. To gauge this linkage between
different APEC economies, we calculate the correlation between the time series of an APEC economy
as a target and the time series of another APEC economy as a target, for both transaction value (Table
2.2-3) and transaction number (Table 2.2-4). We also calculate the correlation between the time
series of an APEC economy as an acquirer and the time series of another APEC economy as an
acquirer, for both transaction value (Table 2.2-5) and transaction number (Table 2.2-6). The
correlation analysis below is restricted to the selected APEC economies that account for the largest
share of cross-border M&As in the APEC region.®

Based on Tables 2.2-3 to 2.2-6, it is observed that most of the cross-border M&A activities among the
APEC economies are positively correlated. That is to say they tend to increase (or decrease) their
overseas acquisitions at the same time, and their firms’ are targeted for foreign acquisitions also at the
same time.

Australia, Canada and the United States are highly correlated with one another both as target and as
acquirer in both transaction value and transaction numbers. Multinationals from these three
economies tend to increase or decrease their cross-border M&As together and other APEC economies
also tend to increase or decrease their acquisitions of firms in these three economies at the same time.
But these three economies correlate among themselves more strongly than with other APEC
economies.

In contrast, the intra-APEC cross-border M&A activities of some economies are negatively correlated
with others, in transaction value or in transaction number. For example, Table 2.3-3, indicates that
as targets, Mexico has negative correlation with Japan, Singapore, China, and Malaysia. That is to
say when multinationals increase (decrease) their acquisition (value) in Japan, Singapore, China, or
Malaysia, they may decrease (increase) their acquisition in Mexico. This may imply certain degree
of substitution between Mexico and some Asian economies. Also as demonstrated by Table 2.2-6 on
the acquiring economies, Japan has negative correlation with many economies including the United
States, Canada, Singapore, China, Mexico, Malaysia, Korea, and New Zealand. It shows that when
those economies increase (decrease) their overseas acquisitions, Japan may actually do the opposite.

By total transaction value of target economies during 1980-2007, the top ten economies are: The United
States, Canada, Australia, China, Hong Kong, China, Japan, Republic of Korea, Mexico, New Zealand, and
Singapore; by total transaction value of acquiring economies during 1980-2007, the top ten economies are:
The United States, Canada, Australia, Japan, Hong Kong, China, Singapore, China, Mexico, Malaysia, and
Republic of Korea.
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Table 2.2-3. Correlation of transaction value (target economy, 1980-2007)

United Canada |Australia| Japan Eé):g Singapore |P.R.China| Mexico |Malaysia Republic| New
States China{ of Korea [ Zealand
United States 1.00
Canada 0.89 1.00
Australia 0.81 0.89 1.00
Japan 0.68 0.68 0.43 1.00
Hong Kong, China 0.70 0.73 0.71 0.30 1.00
Singapore 0.48 0.52 031 | 059 | 0.60 1.00
P.R. China 0.76 0.55 046 | 045 | 0.73 0.67 1.00
Mexico -0.06 0.02 0.07 |-0.10| 0.24 -0.09 -0.17 1.00
Malaysia 0.67 0.75 086 | 029 | 0.77 0.40 0.59 -0.11 1.00
Republic of Korea 0.16 0.22 -0.03 0.51 0.23 0.62 0.39 0.05 0.05 1.00
New Zealand 0.32 0.48 0.55 0.19 0.68 0.52 0.24 0.29 0.60 0.10 1.00
Source of data: Authors’ calculation based on SDC data.
Table 2.2-4. Correlation of transaction number (target economy, 1980-2007)
szgttgg Canada |Australia| Japan Egirr]r]]é:{ Singapore (fhf:]a Mexico |Malaysia E: pKuObrIeig Z;?z\;\:] d
United States 1.00
Canada 0.81 1.00
Australia 0.81 0.88 1.00
Japan 0.75 0.78 0.63 | 1.00
Hong Kong, China | 0.84 0.80 0.85 0.75 1.00
Singapore 0.76 0.75 0.79 0.68 0.96 1.00
P.R.China 0.76 0.61 0.77 0.64 0.92 0.89 1.00
Mexico 0.64 0.72 0.88 0.56 0.68 0.56 0.67 1.00
Malaysia 0.81 0.83 0.89 0.72 0.93 0.91 0.91 0.75 1.00
Republic of Korea 0.58 0.71 0.47 0.87 0.61 0.60 0.47 0.31 0.60 1.00
New Zealand 0.85 0.79 091 | 0.65 0.91 0.85 0.88 0.76 0.93 0.49 1.00

Source of data: Authors’ calculation based on SDC data.
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Table 2.2-5. Correlation of transaction value (acquiring economy, 1980-2007)

l;g::g Canada | Australia| Japan gr(?ir?]% Singapore gth;a Mexico |Malaysia Efe &uobrgg Zg?::} d
United States 1.00
Canada 0.87 1.00
Australia 0.77 0.79 1.00
Japan 0.45 0.32 0.42 1.00
Hong Kong, China 0.43 0.53 0.61 0.55 1.00
Singapore 0.87 0.84 0.73 0.24 0.35 1.00
P.R. China 0.63 0.60 0.78 0.19 0.22 0.69 1.00
Mexico 0.46 0.20 0.45 0.42 0.27 0.19 0.24 1.00
Malaysia 0.24 0.22 0.30 -0.14 0.15 0.12 0.15 -0.09 1.00
Republic of Korea 0.76 0.88 0.74 0.31 0.38 0.79 0.65 0.18 0.18 1.00
New Zealand 0.72 0.90 0.69 0.33 0.49 0.67 0.51 0.13 0.16 0.85 1.00
Source of data: Authors’ calculation based on SDC data.
Table 2.2-6. Correlation of transaction number (acquiring economy, 1980-2007)
lég::g Canada | Australia| Japan E(Eirrl;% Singapore C?h:-\;\a Mexico |Malaysia Efe &uobrgg ZL\;?;\:] d
United States 1.00
Canada 0.91 1.00
Australia 0.72 0.91 1.00
Japan -0.05 -0.09 0.04 1.00
Hong Kong, China 0.81 0.95 0.94 0.00 1.00
Singapore 0.74 0.91 0.90 -0.16 0.95 1.00
P.R. China 0.72 0.91 0.90 -0.15 0.90 0.87 1.00
Mexico 0.64 0.50 0.35 -0.13 0.48 0.36 0.33 1.00
Malaysia 0.62 0.78 0.82 -0.28 0.78 0.88 0.74 0.20 1.00
Republic of Korea 0.57 0.82 0.87 -0.12 0.80 0.82 0.81 0.13 0.74 1.00
New Zealand 0.83 0.88 0.79 0.10 0.83 0.77 0.71 0.56 0.54 0.76 1.00

Source of data: Authors’ calculation based on SDC data.
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2.2.3 Cross-Economy Firm Size Distribution

Three different measures of firm size, viz. income, asset and sales (of output), are used to reflect the
cross-economy firm size distribution. The median firm (in terms of income, asset, or sales,
depending on the measure) involved in cross-border M&As in each economy is chosen to represent
that economy’s firm size. Based on Figures 2.2-9, 2.2-10 and 2.2-11, we observe that acquiring
firms are generally larger than target firms. Russia has the highest firm income, asset and sales on
the acquiring side, and also has the highest income and the second largest sales on the target side.
Firms in Viet Nam and those in Canada are the smallest both as acquirer and as target. As to asset
and sales, firms in Brunei Darussalam are the smallest both as acquirer and as target.

Figure 2.2-9. Median firm income (by economy)
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Figure 2.2-10. Median firm asset (by economy)
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Figure 2.2-11. Median firm sales (by economy)
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2.3. Cross-Sector (Industry) Patterns

In this subsection we compare the patterns of intra-APEC cross-border M&As across sectors
(industries). The objective is to discern common trends and specific features of different sectors
(industries).  This might help draw inference of the driving forces of cross-border M&As.

2.3.1. Comparison between Secondary and Tertiary Sectors

The cross-border M&As of the secondary and the tertiary sectors were comparable in terms of
transaction number. However, the transaction value of the secondary sector was significantly
smaller than that of the tertiary sector, especially after 1990 (Table 2.3-1 and Figure 2.3-1). During
the entire sample period (1980-2007), the value of cross-border M&As of the secondary sector was
79.5% of the tertiary sector on the target side and 68.8% on the acquiring side. By 2007, the
transaction value of the secondary sector was about 89.6% of the tertiary sector on the target side and
46.2% on the acquiring side.

Interestingly, the cross-border M&As of the secondary and tertiary sectors have demonstrated
different growth patterns during 1990-2000. In the 1990s, the growth rate of cross-border M&As in
the tertiary sector was much higher than that in the secondary sector, echoing the rapid development
of the services industries in the same period. As a result, the transaction value of the tertiary sector
was about 20% higher than that of the secondary sector.  This is consistent with the finding of Chen
and Findley (2002), which suggests that liberalization and deregulation may have affected the tertiary
sector the most.
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Table 2.3-1: Comparison of secondary and tertiary sector

Target Acquiring
Secondary Tertiary Secondary Tertiary

Value/ Value/ Value/ Value/
o | @, | v | (| @l | | Y| i, | M | i, e

uUss) us$) us$) us$)
1980 0.73 2 0.37 1.01 6 0.17 0.98 3 0.33 0.76 5 0.15
1981 9.53 20 0.48 0.64 16 0.04 9.64 18 0.54 0.56 18 0.03
1982 0.83 31 0.03 0.48 19 0.03 0.84 30 0.03 0.47 20 0.02
1983 3.31 72 0.05 2.73 53 0.05 3.32 78 0.04 2.72 47 0.06
1984 5.02 63 0.08 1.12 51 0.02 5.28 68 0.08 0.87 48 0.02
1985 4,58 89 0.05 3.50 50 0.07 6.56 90 0.07 1.65 51 0.03
1986 9.26 132 0.07 9.17 89 0.10 8.21 123 0.07 10.22 98 0.10
1987 11.07 175 0.06 20.06 108 0.19 18.93 142 0.13 11.63 138 0.08
1988 24.88 255 0.10 17.56 169 0.10 25.04 246 0.10 17.71 184 0.10
1989 27.25 367 0.07 14.39 279 0.05 25.44 336 0.08 16.22 309 0.05
1990 2047 450 0.05 37.24 344 0.11 23.99 396 0.06 33.80 403 0.08
1991 11.70 458 0.03 7.18 353 0.02 9.67 404 0.02 9.15 406 0.02
1992 8.13 375 0.02 6.74 315 0.02 7.45 352 0.02 7.50 334 0.02
1993 8.69 496 0.02 11.88 460 0.03 9.98 427 0.02 10.77 523 0.02
1994 12.61 606 0.02 11.36 649 0.02 10.44 556 0.02 13.99 701 0.02
1995 23.07 695 0.03 26.87 633 0.04 23.55 597 0.04 26.44 728 0.04
1996 24.39 720 0.03 29.44 814 0.04 22.05 664 0.03 31.75 872 0.04
1997 32.04 750 0.04 40.42 939 0.04 33.99 728 0.05 37.92 963 0.04
1998 41.47 867 0.05 45.92 1111 0.04 40.69 829 0.05 49.01 1162 0.04
1999 43.26 749 0.06 87.09 1209 0.07 42.40 707 0.06 87.84 1248 0.07
2000 53.31 881 0.06 119.04 1691 0.07 62.40 882 0.07 109.69 | 1684 0.07
2001 50.23 786 0.06 69.38 1094 0.06 44.16 742 0.06 76.01 1136 0.07
2002 27.13 708 0.04 24.87 943 0.03 25.78 651 0.04 26.64 1006 0.03
2003 24.93 897 0.03 52.60 986 0.05 27.74 754 0.04 50.78 1129 0.04
2004 45.96 1081 0.04 52.54 1260 0.04 38.87 929 0.04 62.57 1414 0.04
2005 47.58 1079 0.04 69.42 1363 0.05 41.08 990 0.04 75.87 1456 0.05
2006 115.95 1457 0.08 124.62 1506 0.08 106.20 | 1261 0.08 133.33 | 1702 0.08
2007 156.63 1698 0.09 174.88 1761 0.10 105.97 1376 0.08 229.28 2089 0.11

Source of data: Authors’ calculation based on SDC data.

Note: The secondary sector includes mining, construction, light manufacturing and heavy manufacturing. The tertiary
sector includes utilities transportation, wholesale and retail, finance and insurance services, services, other services
and public administration.
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Figure 2.3-1. M&As in the secondary and tertiary sectors
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2.3.2. Comparison between Labor-intensive and Capital-intensive Industries

We plot the transaction value and numbers of light manufacturing (labor-intensive) and those of
heavy manufacturing (capital-intensive) industries in Figure 2.3-2.). From 1980 to 2007, the heavy
manufacturing industry had about the same number of transactions as the light manufacturing industry.
As the value per transaction was higher for the heavy manufacturing than the light manufacturing
industry, the total transaction value of the heavy manufacturing industry was 42.7% higher than that
of the light manufacturing industry over the entire sample period.

The heavy and light manufacturing industries have demonstrated similar cyclical patterns in
cross-border M&As during the period 1980-2007. This tends to suggest that the growth of
cross-border M&As in the manufacturing industries has not been driven either by labor related or
capital related factors alone. It is interesting to note that the heavy manufacturing industry boomed
in late 1990s, while the light manufacturing industry showed no such pattern.

®  Light manufacturing includes dairy products, fats and oils, broad woven fabric mills etc.; heavy

manufacturing includes engines and turbines, metal forgings and stampings, sheet metal work etc.
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One might wonder whether the difference (or similarity) between the two industries is mainly driven
by the cross-border M&A activities taken by the U.S. firms, because they have the largest share of
cross-border M&As. To verify this, we plot the same figure without the U.S. data on both the
acquiring and target sides. The same cyclical pattern is shown (Figure 2.3-3), suggesting that the
difference (or similarity) between heavy and light industries is not completely driven by US firms.

Figure 2.3-2. M&As in the light and heavy manufacturing industries
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Figure 2.3-3. M&As in the light and heavy manufacturing industries (without U.S. data)
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2.3.3. Industrial Composition of Cross-border M&As

In this subsection we further decompose cross-border M&As into ten industries and compare their
relative growth (in transaction value). In particular, we have decomposed the secondary sector into
mining and construction, light manufacturing, heavy manufacturing, and utilities and transportation.
For the tertiary sector we have wholesale and retail, finance and insurance, service, public
administration, and others. For the service industry, it includes financial service, entertainment
service, and health service. The public administration industry includes education, transportation,
and environmental service. Table 2.3-2 presents the shares of each industry as acquirer and as target
in the ten-industry group. Generally, the relative importance of the primary, the secondary, and the
tertiary sectors as acquirer and target has been quite stable during the sample period. In these sectors,
some industries like mining & construction (industry 1) and light manufacturing (industry 2) have
seen declining shares as acquirer and target over time, while others like, utilities & transportation
(industry 4), finance & insurance (industry 6) and services (industry 7) have been rising rapidly.
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To better illustrate the time trend of some specific industries, we regroup them into four: the
manufacturing, the finance and insurance, other services, and all others. The shares of these four
groups by years are plotted in Figure 2.3-4 (acquiring side) and 2.3-5 (target side). On the acquiring
side, the share of manufacturing has declined since mid-1980. The share of other services has
increased, mainly due to the expansion of finance and insurance. The others only account for a
minor share of total cross-border M&As and the share has declined slightly over time. On the target
side (Figure 2.3-4), such a pattern is not apparent. The shares of different industries appear to be
relatively stable over time.

Table 2.3-2: Shares of different industries (%)

Period Industry 0 1 2 3 4 5 6 7 8 9

Acquiring | 0.08 | 28.95 | 37.17 | 1290 | 1.90 | 1.33 | 17.22 | 0.12 | 0.34 | N.A.
1980-1985

Target 054 | 2850 | 28.78 | 14.01 | 898 | 442 | 1287 | 1.62 | 0.29 | N.A.

Acquiring | 0.35 | 14.28 | 18.25 | 20.44 | 586 | 2.56 | 35.96 [ 2.01 | 0.30 | N.A.
1980-1990

Target 0.31 | 10.59 | 22.05 | 15.78 | 17.88 | 12.09 | 11.05 | 10.00 | 0.26 | N.A.

Acquiring | 0.22 | 11.91 | 21.60 | 13.09 | 11.82 | 431 | 26.78 | 8.68 | 1.59 | 0.01
1991-1995

Target 1.03 | 13.22 | 20.62 | 13.68 | 13.34 | 5.85 | 10.54 | 19.87 | 1.64 | 0.20

Acquiring | 0.52 | 6,51 | 14.12 | 18.08 | 25.39 | 2.10 | 23.93 | 8.07 | 1.24 | 0.03
1996-2000

Target 0.38 | 8.08 | 11.94 | 17.50 | 31.49 | 3.54 | 15.80 | 10.27 | 0.95 | 0.05

Acquiring | 0.17 | 12.81 | 9.44 | 15.01 | 846 | 2.78 | 46.40 | 3.68 | 1.17 | 0.07
2001-2007

Target 0.93 | 15.99 | 11.92 | 16.85 | 17.08 | 4.77 | 24.37 | 6.30 | 1.75 | 0.04

Acquiring | 0.29 | 11.53 | 12.78 | 16.32 | 12.82 | 2.68 | 37.51 [ 491 | 1.12 | 0.05
1980-2007

Target 0.71 | 13.46 | 13.81 | 16.70 | 20.63 | 5.21 | 19.55 | 843 | 1.46 | 0.05

Source of data: Authors’ calculation based on SDC data.

Note: 0-Agriculture  1-Mining&Construction  2-Light  Manufacturing  3-Heavy = Manufacturing
4-Utilities&Transportation 5-Wholesale&Retail 6-Finance&Insurance 7-Services 8-OtherServices
9-Public Administration
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Figure 2.3-4. Shares of acquiring industries
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Figure 2.3-5. Shares of target industries
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To provide further information on the linkage between acquiring and target industries, we return to
the ten-industry groups. Table 2.3-3 presents inter-industry and intra-industry acquisitions. Some
interesting patterns appear. First, for inter-industry M&As, the finance and insurance industry
(industry 6), being an acquiring industry, clearly dominates other industries in cross-border M&As,
accounting for 37.6% of total transactions. This is consistent with the findings from the OECD
report (2001). Second, intra-industry M&As (i.e., firms merge with or acquire other firms from the
same industry) dominate inter-industry M&As (i.e., firms merge with or acquire firms from different
industries). In particular, intra-industry M&As are most important in finance and insurance industry,
which accounts for almost half of this industry’s acquisition (17.9/37.6). Third, for the finance and
insurance industry, in terms of inter-industry M&As, it is much more likely to acquire firms from the
utilities and transportation industry (industry 4) than those from other industries. As a result, the
utilities and transportation industry accounts for the largest share of targets (20.6%), and the finance
and insurance industry is closely behind.

We further decompose the shares by two sub-periods: 1990-2000 and 2001-2007 in Tables 2.3-4 and
2.3-5, respectively. The cross-border M&As from the finance and insurance industry dominated
other industries in both periods. More importantly, the wedge significantly widened in the second
period: the share of finance and insurance as acquiring industries increased from 25.9% in 1990s to
46.4% in the 2000s. Moreover, the target industry has become less concentrated, and has shifted
from the utilities and transportation industry (industry 4, as shown in Table 2.3-4) to mining and
construction (industry 1), light and heavy manufacturing (industries 2 and 3), and finance and
insurance (industry 6).
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Table 2.3-3. Shares in total transactions (%, 1980-2007)

Target Industry
0 1 2 3 4 5 6 7 8 9 total
0 0.05 | 0.03 | 014 |(0.01 |0.00 |0.05]|001 |[0.00]|0.00] O0.00]|0.29
1 0.00 [ 9.30 | 066 |[0.32 | 090 |0.06|0.26 |0.04]|0.02|0.00]| 11.55
2 039 (109 |77 [055 |165 |0.35]|0.26 | 0.66 | 0.09 [ 0.00 | 12.80
3 001|096 |055 |[1224]027 |029|031 |148|0.18|0.01] 16.31
4 002|034 |018 |[0.16 | 11.12|0.05| 0.12 | 0.66 | 0.05 | 0.03 | 12.73
Acquiring
5 003 (029 |028 (021 |008 |147|014 |0.14|0.02 [ 0.00 | 2.68
Industry
6 020 | 1.38 | 361 [279 |631 |279]17.85 | 210 | 0.53 | 0.00 | 37.56
7 0.00 ( 0.02 | 053 (031 |024 |014)031 |325]0.11(0.00|4.92
8 0.00 { 0.05 | 010 |(0.13 |0.04 |0.02]|026 |0.10 | 0.44 | 0.00 | 1.12
9 0.00 { 0.00 | 0.00 [ 0.00 |0.04 |0.00]|0.01 |[0.00]|0.00(O0.00|0.05
total | 0.71 | 13.47 | 13.80 | 16.71 | 20.63 | 5.21 | 19.53 | 8.43 | 1.46 | 0.05 | 100.00
Source of data: Authors’ calculation based on SDC data.
Note: O0-Agriculture  1-Mining&Construction  2-Light ~ Manufacturing  3-Heavy  Manufacturing

4-Utilities& Transportation 5-Wholesale&Retail 6-Finance&Insurance 7-Services 8-OtherServices
9-Public Administration

Table 2.3-4. Shares in total transactions (%, 1990-2000)

Target Industry
0 1 2 3 4 5 6 7 8 9 total

0 0.11 | 0.00 | 0.18 [ 0.01 | 0.00 |0.12|0.01 |[0.00 | 0.01 (0.00|0.44

1 0.00 | 6.40 | 097 |[0.25 | 010 |[0.09|021 |0.04 |0.01(O0.00|8.07

2 0.21 | 057 | 818 | 049 |3.08 |0.65]013 |1.32 | 0.02 | 0.03 | 14.69

3 001]041)0.61 |1298 (038 | 031|038 |235 [035]|0.04]17.84

4 001|050 |041 (024 |1868]0.10|0.10 | 152 | 0.12 | 0.00 | 21.68
Acquiring

5 0.03 (027|034 [020 |009 |[142)018 |[0.09 |0.04 | 0.00| 267
Industry

6 0.11 [ 0.98 | 202 | 159 | 575 |1.24] 1216 | 1.67 | 0.38 | 0.00 | 25.90

7 0.00 ( 0.03 | 115 [046 | 027 |[0.09|036 |[501 |0.10 | 0.00| 7.47

8 0.00 ( 0.07 | 0.14 | 0.06 | 0.06 | 0.00| 058 |[0.03 |0.27 | 0.00 | 1.21

9 0.00 | 0.00 | 0.00 | 0.00 | 0.00 | 0.00|0.02 |[0.00 | 0.00 | 0.00|0.02

total | 0.49 | 9.22 | 14.02 | 16.29 | 28.42 | 4.03 | 14.13 | 12.03 | 1.30 | 0.07 | 100.00

Source of data: Authors’ calculation based on SDC data.

Note: 0-Agriculture

1-Mining&Construction

2-Light

Manufacturing

3-Heavy  Manufacturing

4-Utilities& Transportation 5-Wholesale&Retail 6-Finance&Insurance 7-Services 8-OtherServices
9-Public Administration
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Table 2.3-5. Shares in total transactions (%, 2001-2007)
Target Industry

0 1 2 3 4 5 6 7 8 9 total

0 001 (001 |014 | 0.00 | 0.00 |0.00]|0.00 |O0.00/O0.00(0.00{O0.17

1 001 (1149|030 | 019 | 052 |0.04|0.20 |0.02]0.03(0.00 (1281

2 057 [ 1.04 [599 |052 |069 |0.18 | 0.20 | 0.09 | 0.15 | 0.00 | 9.44

3 001]117 | 025 |[1168|023 | 025|031 |1.01(0.10| 0.00 | 15.01

4 002|027 |005 (010 | 765 |0.02|016 |[0.12|0.02 | 0.03 | 8.43

Acquiring
5 0.02 (034 | 022 (021 |008 |1.60]0.13 |0.15]|0.01 | 0.00| 2.78

Industry
6 029 | 1.61 | 470 (373 | 760 |246| 2293|240 | 0.69 | 0.00 | 46.42

7 0.00 { 0.02 |[0.19 | 023 | 020 |0.20| 032 | 238 | 0.14 | 0.00 | 3.68

8 0.00 ( 0.04 | 008 |0.19 | 0.02 |0.02]|0.08 |0.13 ] 0.61 | 0.00 | 1.17

9 0.00 { 0.00 | 0.00 | 0.00 | 0.07 | 0.00| 0.00 | 0.00 | 0.00 | 0.00 | 0.07

total | 0.92 | 16.00 | 11.93 | 16.86 | 17.08 | 4.77 | 24.34 | 6.31 | 1.75 | 0.04 | 100.00

Source of data: Authors’ calculation based on SDC data.

Note: O0-Agriculture  1-Mining&Construction  2-Light ~ Manufacturing  3-Heavy  Manufacturing
4-Utilities& Transportation 5-Wholesale&Retail 6-Finance&Insurance 7-Services 8-OtherServices
9-Public Administration

2.3.4. Firm Size Distribution by Industry

We now compare firm size across industries. Similar to the cross-economy firm size comparison (in
subsection 2.2.3), acquiring firms are much larger than target firms. Moreover, there is a large
variation of median firm size across industries. By industry, finance and insurance has the largest
income as a target and as an acquirer, the largest asset as an acquirer, and largest sales as a target.
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Figure 2.3-6. Median firm income (by industry)
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Seouce: Authors' calculation based on SDC data

Note: In public administration section, there are 53 observations in the target side and only one observation has
the record of income, which is -4.36.

Figure 2.3-7. Median firm asset (by industry)
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Figure 2.3-8. Median firm sales (by industry)
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2.4. Characteristics of Acquirers and Targets

In this subsection we compare acquiring firms and target firms in terms of their size. The general
observation is that both the target and acquirer’s sizes have declined over time. This clearly
indicates that the barriers to cross-border M&As in APEC have reduced. The barriers could be
technical and information barriers, but they could also be policy barriers. Because of the reduction
of barriers, smaller firms are able to participate in M&A activities. And this is a key source of
efficiency improvement.

In terms of the logarithm of sales revenue, median acquiring firms are significantly bigger than
median target firms (Figure 2.4-1). But the sizes of both acquiring and target firms have been
declining since early 1990s, suggesting that M&As as a form of economic integration and a major
source of capital flows have become more accessible to the APEC economies.

Alternatively, we can use asset value as a proxy for firm size and repeat the exercise above (Figure
2.4-2). Interestingly, the median asset values of acquiring firms have declined at a faster rate than
those of the target firms. Before 1999, acquiring firms had significantly larger asset than target firms
but this gap narrowed quickly after 1999.
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Median firm sales (log)
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Figure 2.4-1. Acquiring and target firms’ sales revenue
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Figure 2.4-2. Acquiring and target firms’ asset (median)

p—
[
_—
|'_D —_
v
=+ - l'".\"/ HH"r —

"\.@ﬁ m‘#ﬂf ﬁ@l‘a .{ﬁ'ﬁ I\@'ﬁ ﬁ@‘(} N‘ﬁl .{#h‘ “\@% "\.QE’% r@‘{) @1 q@l‘a q‘;@ﬁ
Year

Acquiring firm ————- Target firm

Scouce: Authors' calculation based on 50C data



2.5. Summary of Patterns

In this section, we have analyzed various patterns of intra-APEC cross-border M&As. Our sample

covers all APEC economies and spans the whole period from 1980 to 2007. The main findings are

as follows:

(i)

(i)

(iii)

(iv)

General trend of cross-border M&As in APEC: Cross-border M&As within APEC have
expanded rapidly, but with large fluctuations. During the sample period (1980-2007), annual
growth rates are 21.5% in value and 25.3% in number. The growth exhibits three waves or
cycles: viz. 1980-1990, 1990-2000, and 2000-2007. The time trend of cross-border M&As
is closely related to domestic M&As of the APEC economies. However, cross-border
M&As have increased more rapidly than domestic M&As over time.

Individual economies’ cross-border M&As: Industrialized economies (especially the United
States, Canada, and Australia) and emerging economies in East Asia have been the key
driving forces for cross-border M&As within APEC. The United States has transformed
from a popular target economy to become both an active acquirer and target economy.
Canada has been active in cross-border M&As throughout the sample period. The
importance of China in cross-border M&As has increased rapidly, especially in the past
decade. Hong Kong, China and Singapore have both gained in relative importance. The
time trends of different APEC economies are generally highly correlated. The scale, income
and asset of firms participating in cross-border M&As vary widely across APEC economies.

Sectoral cross-border M&As: On the acquiring side, the share of mining and construction and
that of light manufacturing have declined since mid-1980. In contrast, the shares of utility
and transportation and of finance and insurance have increased over time. On the target side,
similar pattern is seen albeit to a lesser extent. In addition, most industries target heavily the
same industries for cross-border M&As.

Individual firms’ cross-border M&As: Over time, the scale of acquiring firms has decreased.
This indicates that more and more firms participate in acquisitions and the barriers to
acquisitions have been reduced gradually, perhaps due to policy changes or deeper market
integration across the APEC economies. Acquiring firms are generally larger and more
profitable than target firms. Consequently, advanced technologies and management skills
are transferred from more efficient firms to less efficient firms, thereby improving overall
industry productivity.
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I11. Empirical Analysis of Cross-Border M&As, Trade, Greenfield FDI, and GDP

In the previous section, we have described the patterns of cross-border M&As in APEC economies.
We now turn to examine the determinants of intra-APEC cross-border M&As and the impacts of
cross-border M&As on trade, greenfield FDI and GDP in this region.

The gravity model framework is deployed in this empirical analysis. Gravity models are commonly
used in the trade and FDI literature. Despite its simplicity, gravity model fits data well. The
strategy is to introduce new variables to the gravity models in order to see how these variables affect
the dependent variables. We start with a focus on the determinants of cross-border M&As (section
3.2). Then, we examine how cross-border M&As affect international trade section 3.3), greenfield
FDI (section 3.4), and GDP (section 3.5). Following the literature, we will report the results based
on the pooled cross-sectional OLS estimators. We also run the regressions by the fixed-effect panel
data method to check the robustness of our estimates from the OLS. We use the standard F-test to
test whether the OLS or fixed-effect models are preferred. When our diagnostic test cannot reject
the OLS results, we report the OLS results because the fixed effects estimators will absorb the effect
of all time-invariant variables into the unobserved country-specific intercept. However, if the OLS
results fail the test, we would report the fixed-effect results.

3.1. Data and Summary Statistics

The M&A dataset is constructed based on Thomson Financial’s SDC database. Data on real GDP, real
GDP gap and exchange rates are obtained and calculated based on the Penn World Table (PWT 6.2,
2000 as base year). Data on relationship between two economies, e.g. the distance between the
capital cities of two economies, and whether they have common official languages, are obtained from
the French Research Center in International Economics (CEPII). Bilateral trade data are from the
World Bank’s website. Finally, bilateral FDI data are obtained from OECD Online Statistics
Databases, and are thus confined to outward investments by the APEC members that belong to
OECD.?

Since the M&A data are at firm level while the other data are at economy level, we aggregate the
bilateral cross-border M&A deals for each APEC member to economy level. All the relevant data
are on annual basis. Table 3-1 presents the summary statistics of the key variables.

" The FDI outflow economies are Australia, Canada, Japan, Korea, Mexico, New Zealand and United States.

The inflow economies are all APEC economies (but the amounts are zero for Brunei Darussalam in our
sample years).
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Table 3-1. Summary Statistics at Economy Level, on Annual Basis (1980- 2004)

Variables Number_ of Mean Star)dqrd

Observations Deviation
Value of M&As (Thousand US$) (log) 1048 10.615 2.369
M&A Stock Value (Thousand US$) (log) 1199 12.491 2.409
Number of M&As (log) 1302 1.143 1.117
M&A Stock Number (log) 1302 2.513 1.565
Imports (Thousand US$ ) (log) 1302 15.108 2.068
Exports (Thousand US$) (log) 1302 15.136 1.955
GDP (Thousand US$)(log) 499 19.191 1.699
Distance (Kilometers) (log) 410 8.744 0.884
GDP Growth (%) 413 0.427 0.244
GDP Gap_ij (Thousand US$) (log) 1302 0.245 0.535
Exchange Rate Depreciation (%) 1302 0.046 0.217
Greenfield FDI (Thousand US$) (log) 938 11.777 2.325
Population (Thousand people) (log) 431 10.411 1.515
Area (Square Kilometers) (log) 431 12.991 2.746

3.2. Cross-border M&As and Their Determinants

3.2.1. The Hypothesis: What Affect Cross-border M&As

Many factors could potentially affect cross-border M&A activities. The possible correlations
between cross-border M&As and other economic factors such as trade flows, greenfield FDI flows
and GDP are explored in this study with an aim to understand how these may drive cross-border
M&As.

First, we investigate the impacts of exports on cross-border M&As.  Suppose economy i exports to
economy j, it would be of interest to know whether this trade pattern affect economy i’s decision on
acquiring assets/firms in economy j.  The result is ambiguous; depending on the types of firms or the
types of assets the acquisitions aim at. On the one hand, a firm from economy i may acquire another
firm’s assets in economy j, engaging in distribution and other after-sales services, to help its exports
to economy j. In other words, acquisition of foreign asset extends economy i’s supply chain.  This
firm may also consider buying a competing firm in economy j to use it as a production base (to
substitute for its exports) and enhance its market power. In both cases, more exports from economy i
to economy j would lead to more acquisition of economy j’s assets by economy i.  On the other hand,
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exports from economy i may also reduce the incentives of firms in the economy to acquire foreign
assets for the sake of accessing the foreign market. This implies that exports may reduce
cross-border M&As.

Second, we study the impacts of imports on cross-border M&As. When a firm imports intermediate
goods or raw materials from another economy, it has the incentive to acquire the supplier to
internalize demand and supply of those inputs. The most important motive is to secure the supply of
those inputs. Under this circumstance, more imports induce more cross-border M&As. Moreover, a
domestic competing firm may also have the incentive to acquire a foreign firm that exports to the
domestic market. The objective for this type of M&As is to enhance a firm’s market power in the
domestic market and/or to acquire foreign technologies. In either case, more imports lead to more
cross-border M&As. In contrast, when economy i already has stable access to the supply of
intermediate goods and/or raw materials required for production firms in the economy, it will have
less incentive to acquire the foreign suppliers because it is more efficient to buy from the market and
the issue of securing supply is less prominent. In this case, more imports would result in less
acquisition in the exporting economy. In short, the impacts of imports on cross-border M&As are
not obvious.

Third, we examine the impacts of greenfield FDI on cross-border M&As. Cross-border M&A is also
a kind of FDI. To emphasize its difference from other types of FDI, in this report greenfield FDI
refers to total FDI excluding cross-border M&As. In general, a firm needs to make a fix investment
to build a plant/factory in another economy when it undertakes greenfield FDI. In contrast, when a
firm enters a foreign market via M&As, it may simply bring in technologies, management expertise
and other tangible and intangible asssets, without involving a large amount of capital to build the
plant/factory. Greenfield FDI and cross-border M&As share a lot of similarities: both serve as a
channel for firms to enter foreign markets and acquire foreign resources. In this regard, they are
substitutes to each other. However, they can also be complements. After investing in a foreign
country and building its production facilities (greenfield FDI), a firm may purchase foreign logistic
firms to help distributing its products (cross-border M&As). In this regard, greenfield FDI has
positive impacts on cross-border M&As.  Given these opposite effects, the net impacts of greenfield
FDI on cross-border M&As are not clear.

Finally, we explore the impacts of GDP on cross-border M&As. With higher GDP, domestic firms
are richer and will consider expanding their businesses.  Although reinvestment can help the firms to
expand their production capacity and extend to other businesses, they can achieve these goals more
easily and quickly through M&As, both domestic and cross-border. This suggests that when an
economy has a larger GDP, it will acquire more foreign assets. On the other hand, foreign
companies may also have stronger incentives to acquire this economy’s assets because they have
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better value and a more sizeable market. This implies that when an economy has larger GDP, it also
attracts more foreign acquisitions, i.e., it attracts more cross-border M&As as a target economy.
Therefore, we expect that GDP has a positive effect on an economy’s cross-border M&As both as an
acquiring economy and as a target economy.

The possible impacts of international trade, greenfield FDI, and GDP on cross-border M&As are our
primary interests. In addition, we will also discuss the impacts of other factors affecting
cross-border M&As when the empirical findings are presented below.

Before we proceed to our models and regressions, it is important to point out that in the main model,
we would not include greenfield FDI as an independent variable. The reason is because we only
have bilateral FDI outflow data for those APEC economies that also belong to OCED. Hence, if we
include greenfield FDI as part of the independent variables, it would reduce the sample size by about
two-third because we would have to restrict the sample to acquiring economies that belong to both
OECD and APEC. This will significantly reduce the generality of our empirical results and depart
from our original objective which is to examine all intra-APEC cross-border M&As. However, we
will run a regression model with greenfield FDI as an independent variable using data from only those
APEC economies that also belong to OECD. At the end of this section, we will report and discuss
the impacts of greenfield FDI on cross-border M&A as derived from the subsample economies.

3.2.2. The M&A Model

A typical gravity model states that the flows of trade between any two economies are negatively
related to the distance between the two, and positively and proportionally related to their economic
size (proxied by GDP). Other variables could also be introduced as additional independent variables.
The gravity model, originally used to examine trade flows, is also used to study FDI flows.
However, there are very few applications to cross-border M&A studies, with an exception of the
recent paper by di Giovanni (2005). di Giovanni (2005) focuses primarily on the impacts of financial
institutions on cross-border M&As. While our M&A model shares some common independent
variables as hers, we have different focuses. Our cross-border M&A model is given below.

In(MAy,) = By + B, IN(EX ;) + B, In(IMy._,) + B, In(Stock;, ) + B, In(GDP,)
+ 5 In(GDP,,) + B, In(GDPgrowth, ) + ; In(GDPgrowth, ) + g, In(GDPgap;;, )
+ fo IN(GDPgap ;) + By, IN(ER; ) + B, IN(ER ) + By, In(Dist;) + S, Border;

2004

3 - 3 .
+Bulang; + > B Y, + D B Continent, + > B, Continent; + B,,RTA; + B WTO,

+ S, WTO a Tt &

ijt -
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Very broadly, i is the economy that the acquiring firm belongs to and j is the economy that the target

firm belongs to in a given cross-border M&A deal. The dependent variable MA,; is measured by the

number of cross-border M&As with economy i as the acquiring side and economy j as the target side

in year t. The idiosyncratic error term is given by &

it The independent variables in the model

include the following:

EX;i. and IM;, ,are the value of economy i's exports to and imports from economy j in year
t-1, respectively;

Stockijt is the accumulated number of M&As with economy i as the acquirer and economy j as
the target, calculated as the sum of MA,;  from 1980 up to year t-1;
GDP, is economy i’s GDP in year t and GDP;, is economy j’s GDP in year t;

GDPgrowth, and GDPgrowth, are the average GDP growth rates of the two economies

from year t-5 to year t;

GDPgap;, and GDPgap;, are used to estimate the asymmetric effect of technology gap (or

income gap) on cross-border M&As. If economy i is more advanced, i.e., it has a larger GDP per

capita than economy j in year t, we use GDPgapijt to measure the gap between the two
economies’ per capita GDP; and GDPgapjit takes the value of zero. On the contrary, If
economy i is less advanced than economy j in year t, we let GDPgapijt be zero and

GDPgapjit be the gap between the two economies’ per capita GDP;
ER, is economy i’s change in exchange rate against the US dollar from year t-1 to year t

(positive change means depreciation and vice versa); ER; is economy j’s change in exchange

rate;

Dist;; is the distance between economies i and j;

Border;; is a dummy variable with a value of 1 if the two economies have a common border
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and zero otherwise;

® Lang; isadummy variable with a value of 1 if the two economies have common official (or

primary) language and zero otherwise;

® Y, istheyear dummy with a value of 1 for year t and zero otherwise;
e Continent, (Continentj) is a dummy variable indicating the acquiring (target) economy’s

continent;®

® RTA; is a dummy variable with a value of 1 if economy i and economy j have common

regional trade agreement in year t and zero otherwise;

® WTO, isadummy variable with a value of 1 if economy i is a WTO (or GATT before 1995)
member in year t and zero otherwise; WTOjt is similarly defined.

Most of the above independent variables have been used in various studies of trade flows with gravity
models. They potentially can also affect cross-border M&As. Other variables like RTA and WTO
capture, to some extent, the effect of trade liberalization on cross-border M&As.

3.2.3 The Empirical Results

Based on the M&A model, we obtain some interesting empirical results using the OLS approach.
These are summarized in Table 3-2. But we have not reported all estimators (for example, Continent)
in the table. In order to resolve the reverse causality issue, we have introduced time lag for the exports
and imports variables. The coefficient of exports is positive and statistically significant. This
indicates that more exports from economy i to j would lead to more acquisition from economy i in
economy j.©) This suggests complementarities between exports and cross-border M&As. There
are two possible underlying channels. A manufacturing firm, which produces goods and exports to a
foreign market, may purchase a services firm in the importing economy to facilitate its exporting
activity in that market. This would be a kind of inter-industry M&As (a firm from the
manufacturing industry acquiring a firm in the tertiary industry). Alternatively, the exporting firm
can acquire another firm from the same industry but in the importing economy which has its own

8 We categorize the APEC economies according to the following classification: Asia: Brunei Darussalam,

China, Hong Kong, China, Indonesia, Japan, Republic of Korea, Malaysia, Philippines, Singapore, Chinese
Taipei, Thailand, Vietnam; North America: Canada, Mexico, United States; South America: Chile, Peru;
Russia, and; Australasia: Australia, New Zealand, Papua New Guinea.

As discussed earlier, there is no clear theoretical prediction on how trade affects cross-border M&As. di
Giovanni (2005) uses exports, but not imports, as the independent variable. She found positive effect of
exports on cross-border M&A flows, which is consistent with our finding despite that fact that she uses the
same year’s exports while we use the previous year’s exports.
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distribution (or other services) network. This would be a form of intra-industry M&As. The latter
channel appears to be more common in our dataset as we have observed from subsection 2.3.3 where
there have been more intra-industry M&As than inter-industry M&As.

In contrast, the coefficient of imports is negative and significant. It means that if economy i imports
more from economy j, firms from economy i would reduce their acquisitions on country j’s firms.
There seems to exist substitution between imports and cross-border M&As. This is perhaps due to
the fact that when an economy imports a lot of materials and intermediate products, reflecting the
market is fairly liberalized, security of supply is not an issue. Hence, they prefer buying from
imports to acquiring the foreign suppliers, as this would be less costly.

With regard to GDP, the empirical results show strong positive impacts. This suggests larger
economy is more likely to be an acquirer and a target. This finding is consistent with our hypothesis
stated in subsection 3.2.1.

Although the size of an economy measured by GDP has significant impacts on cross-border M&A
activities, the GDP growth rates of either the acquiring or target economy do not have significant
impacts. Using the comparison of GDP per capita to capture technology gap, there is clear evidence
that if economy i has higher income per capita than economy j, increasing the gap would reduce
economy i's acquiring of economy j’s firms. However, the technology gap has no significant impact
on foreign asset acquisitions if the acquiring economy has lower GDP per capita than the target
economy.

There exists agglomeration or positive externality in cross-border M&As. Economies with a larger
stock of cross-border M&As in the same target economy tend to acquire more assets in the same
destination.

In terms of policy factors, the direct effects are not as expected. First, although the RTA effect is
positive, it is not significant. However, we also run the regression using NAFTA only. We find
that its effect on cross-border M&As is positive and significant. These results suggest that the
effectiveness of each RTA between the APEC economies, with respect to promoting cross-border
M&As, indeed may vary.

Second, we find that WTO membership either has insignificant (for the acquiring economy) or
negative (for the target economy) influences on cross-border M&As for either the acquiring
economies or target economies. This looks like a surprising result. But we note that there are only
very few economies that were not WTO members during the studied period. In addition, it is not
uncommon in the literature that the effects of WTO on trade and GDP are not significant as expected.
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In any case, even though RTA and WTO membership may not have significant impacts on
cross-border M&As, they may well affect cross-border M&As through their influences on
international trade and greenfield FDI.

Moreover, we find that exchange rates of the acquiring economy and the target economy do not have

any significant effect on cross-border M&As.™

One might wonder whether the Asian financial crisis, which occurred in 1997, affects our estimation.
The answer is no. We have run a regression with the above model but including the Asian financial
crisis dummy (an interaction term between a Southeast Asian economy and the year dummy, 1997
(for the immediate effect), or 1998 (for the lasting effect) and found that the basic results reported in
Table 3-2 do not change.

The model results for the other usual determinants in the gravity model are as expected. Distance
has negative impact on cross-border M&As, as this increases information barriers that tend to hamper
M&A deals. Common border and common official languages between the acquiring and the target
economies increase cross-border M&AS, as a result of lower information costs.

Since our data is in a panel framework, we also apply the fixed-effect approach to estimate the model.
Compared with OLS, the fixed-effect method further includes dummy variables for each pair of
economies i and j (with direction). Our diagnosis test supports the OLS approach.

Finally, about the impact of greenfield FDI on cross-border M&As. We have also run the regression
with greenfield FDI on the right-hand-side of the model using the reduced sample. The estimated
effects of greenfield FDI (both inwards and outwards) are highly insignificant (the coefficient is 0.037
with standard error 0.046, which is not statistically significant), while the effects of other independent
variables are similar under both models.

19 However, the fixed-effect approach shows that the depreciation (or appreciation) of the acquiring

economy’s currency would significantly reduce (or increase) its M&As overseas. This is consistent with
the view that depreciation (appreciation) reduces (increases) the firms purchasing power when they go to
acquire foreign assets.
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Table 3-2. Regression Results of the M&A Model

Independent

Independent

Variables OLS Results Variables OLS Results
EXijt1 0.076 ER; -0.039
(0.031)** (0.373)
IMjea -0.063 ERjt -0.477
(0.029)** (0.369)
StOCkijt 0.402 DiStij -0.205
(0.025)*** (0.037)***
GDP;, 0.175 Border;; 0.360
(0.026)*** (0.101)***
GDP;; 0.100 Langjj 0.128
(0.026)*** (0.054)**
GDPgrowth;, 0.107 RTAi; 0.021
(0.119) (0.080)
GDPgrowthj, 0.128 WTO;; -0.037
(0.146) (0.084)
GDPgapijt -0.289 WTOj -0.200
(0.050)*** (0.102)**
GDPgapjit -0.018
(0.035)
Observations 1172 R-squared 0.67

Note:

1) Robust standard errors in parentheses;

2) * significant at 10%; ** significant at 5%; *** significant at 1%;

3) Coefficients of year dummies, continent dummies and intercepts are not reported.
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3.3. Imports and Exports: The Effects of Cross-border M&As

3.3.1 The Trade Model

In this section, we estimate the impacts of cross-border M&As on trade. Our model is given below.

IN(EX ) = B, + B, IN(MA, ;) + B, IN(MA, ;) + B; In(EX ;) + 3, In(GDR, )
+ 5 In(GDP;,) + S5 In(GDPgrowth, ) + 3, In(GDPgrowth;, ) + 3, In(GDPgap;; )
+ B, In(GDPgap ;) + By, IN(ER;,) + B, IN(ER ) + By, In(Dist;; ) + S,,Border;

2004

3 - 3 .
+ Bulang; + B RTA; + D "B Y. + Y By, Continent, + > B, Continent; + 5,,WTO,
+ B WTO;, + &y

All the variables in the above model have been defined and explained in section 3.2.2. In particular,

the dependent variable EX.. is the value of exports from economy i to economy j in year t. With

ijt

EX .., economy i’s imports from economy j have also been captured in the above trade model. For

jit

the same reason given in the M&A model, we do not include greenfield FDI as an independent
variable.

The key variable of interest to us is cross-border M&As and we would determine its possible effects
on trade. Suppose a manufacturing firm in economy i has acquired some assets of a firm in economy j.
If the assets acquired are for trade service (such as distribution), this will facilitate the acquiring firm’s
exports to economy j. Hence exports from i to j will increase, and cross-border M&As have a
positive effect on exports. On the other hand, if the assets acquired are for production (such as a
production plant), then after the acquisition, the acquiring firm could use the target firm to serve the
target economy. This will tend to substitute for the imports from the acquiring economy. In this
case, exports from the acquiring economy to the target economy will decrease. In overall terms, the
impact of M&A on exports is thus ambiguous.

Alternatively, suppose a firm in economy j has been acquired by another firm from economy i. If
the target firm is exporting, say intermediate inputs, to the acquiring economy i, then we expect to see
exports from economy j to economy i increase after the cross-border vertical integration by M&A.
In contrast, if both the acquirer and target firms produce the same products for the target economy,
then the acquiring firm very likely will reduce exports to the overseas target. In that case,
cross-border horizontal integration by M&As will reduce the target firm’s exports. Both types of
M&As can be taken as intra-industry M&As either vertically or horizontally in the supply chain, and
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this is consistent with the dominance of intra-industry M&A as observed in subsection 2.3.3. The
impact of an increase in cross-border M&As on trade between economy i and economy j is not clear
cut.

On the impact of WTO and RTA on trade, existing literatures do not have consistent conclusion.
Rose (2004) finds little evidence that countries benefit from joining the GATT/WTO, but more recent
studies (Subramanian and Wei, 2007; Tomz, Goldstein and Rivers, 2007; Liu, 2009) have shown
some evidence that WTO membership does promote trade. Focusing on APEC economies, our
result lends support to the positive effects of WTO membership and RTA formation.

3.3.2 The Empirical Results

Table 3-3 shows the regression results of the trade (or export) model based on OLS estimation. The
coefficients of cross-border M&As are of key interest. To avoid endogeneity, we use time lag for
M&A variables. The result shows that previous cross-border M&As between two economies have
significant positive effect on current trade, both exports and imports. More precisely, if firms from
economy i acquire more firms in economy j in a given year (i.e. economy i as an acquirer) or vice
versa (i.e. economy i as a target), it would increase economy i’s exports to economy j in the following
year. In other words, if there are more M&As between economies i and j (irrespective of which one is
acquirer/target), there would be more trade between the two economies. The finding is supported by
the supply chain linkage motivation of cross-border M&A and trade activities, discussed in subsection
3.3.1. If a firm from economy i has acquired an input supplier in economy j, by reducing the market
transaction cost after the acquisition, the former will import more from economy j. If an exporting
firm from economy i has acquired the services related assets of a firm in economy j for supporting its
exports, the increased efficiency as a result of the acquisition will facilitate the former’s exports to
economy j.

Some other estimates need further discussion. We find that common language does not have a
significant effect on trade, but common national borders increases trade. Distance has negative effect,
though insignificant, on trade flows. Trade between two economies is positively related to each
economy’s GDP size and GDP growth. The gap between the GDP per capita of the acquiring and
target economies reduces trade.

Export trade is also larger if any one of the economies in the pair is a WTO member. However,
RTAs have a negative and significant effect on trade between the RTA members. The latter result is
unexpected. Nevertheless, when we only have NAFTA in the RTA variable, we obtain the expected
positive and significant effect.
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We have also run a regression including the dummy of Asian financial crisis and found that after
controlling this effect, the results are the same as those reported in the Table 3-3.

Although it is very common in the literature to use the OLS approach to estimate the gravity model on
trade flows, we still need to check whether unobserved country-specific heterogeneity exists that
rejects our OLS results. We do this by applying the fixed-effect approach to the same trade model
and run the diagnosis test to see whether it supports the OLS results. The answer is positive and
hence the OLS estimates cannot be rejected.

Table 3-3. Regression Results of the Trade Model

Independent OLS Results Ingepentent OLS Results
MA\jjt1 0.263 ER; 0.395
(0.040)*** (0.879)
MAji1 0.130 ER; -0.867
(0.038)*** (0.764)
GDPy 0.439 Dist;; -0.068
(0.039)*** (0.055)
GDP; 0.452 Border; 1.405
(0.041)*** (0.205)***
GDPgrowth;, 0.669 Langjj 0.113
(0.252)*** (0.086)
GDPgrowth; 0.109 RTAij -0.462
(0.262) (0.206)**
GDPgapjjt -0.347 WTOy 0.462
(0.096)*** (0.135)***
GDPgapjit -0.515 WTO;, 0.550
(0.095)*** (0.167)***
Observations 661 R-squared 0.82

Note: 1) Robust standard errors in parentheses;

2) * significant at 10%; ** significant at 5%; *** significant at 1%;

3) Coefficients of year dummies, continent dummies and intercepts are not reported.
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3.4. Greenfield FDI: The Effects of Cross-border M&As
3.4.1 The FDI Model

Although the gravity model was first used to study international trade, it was later adopted to analyze
FDI flows. In the current FDI gravity model, cross-border M&As is included as an additional
explanatory variable along with other control variables. Moreover, FDI in this model is greenfield
FDI as opposed to total FDI in the general application of the FDI gravity model. The specification

of the model is as follows®?,

In(FDI ijt) = :Bo + ﬁl In(MAijt—l) + 132 In(MAjit—l) + 133 In(GDPit)
+ B, In(GDP;,) + S5 In(GDPgrowth, ) + S, In(GDPgrowth ) + 3, In(GDPgap; )
+ B IN(GDPgap ;) + B, IN(ER,) + By, IN(ER ) + B, In(Dist;; ) + ,,Border;

2004

3 . 3 .
+ Bslang; + > B Y.+, Bis,Continent, + > B, Continent; + 4, RTA, + £, WTO,

+ SigWTO + Gy

3.4.2 The Empirical Results

Due to data limitation as explained earlier, we run the regression based on a smaller sample in which
only those APEC economies that also belong to OECD are included. The regression results from the
FDI model are shown in Table 3-4. Since the F-test rejects the OLS model in favor of the
fixed-effect model, we only report the results from the latter approach.

Our empirical results find that if firms from economy i acquire more firms in economy j in a given
year, economy i's greenfield FDI outflows to economy j will decrease in the following year. On the
contrary, for the acquisitions of economy i’s firms by economy j, its effect on greenfield FDI from i to
j is insignificant. These two observations are consistent with the view that cross-border M&As and
greenfield FDI are substitutes. In particular, a larger cross-border M&As (acquiring foreign assets) in
the previous year may indicate that it is an effective investment mode in the target economy and so it
would be used more this year, resulting in less greenfield FDI outflows to the target economy.

The effect of the source economy’s GDP on greenfield FDI outflows is positive and significant.
This indicates that an economy with larger economic size is also more likely to make more greenfield
FDI. For a similar reason, the effect of GDP growth in the source economy on greenfield FDI
outflows is also positive and significant. In contrast, the size of the host economy and the growth of

1 Note that we do not include trade on the right hand side of the model as another explanatory variable. We

have tried to include it, but the coefficient is insignificant. This is not surprising as other explanatory
variables, such as GDP and distance, have already captured the trade effect.
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the host economy both show negative (although insignificant) effect on attracting greenfield FDI.
For economies with different development levels, the GDP gap has insignificant effects on greenfield
FDI flows between the two economies.

While many other variables show insignificant impacts on greenfield FDI, the host economy’s
exchange rate impact is negative and significant, meaning when the exchange rate of the host
economy | depreciates, its greenfield FDI inflow will decrease and vice versa. This implies that
multinationals do not focus just on the current cost (purchase price) of investment but also on the
future returns (profit potential) of the investment. Thus, currency depreciation in the host economy,
which implies cheaper to invest from acquirer firms’ point of view, does not necessarily attract more
foreign direct investment (greenfield).  On the other hand, when economy i’s currency depreciates,
it takes more greenfield FDI in other economies and vice versa although the impact is not significant.

Furthermore, the same results reported in Table 3-4 are obtained, when we control for the Asian
financial crisis.

Table 3-4. Regression Results of the FDI Model

Independent Fixed-Effect Independent Fixed-Effect
Variables Results Variables Results
MAjt1 -0.321 GDPgapijt -3.277
(0.125)** (2.285)
MAjit1 -0.058 GDPgapjit 3.037
(0.151) (3.324)
GDPy 7.802 ER; 0.280
(2.854)*** (1.519)
GDP;; -2.174 ERjt -3.005
(2.182) (1.488)**
GDPgrowth;, 2.455 RTAi; -0.363
(1.354)* (0.477)
GDPgrowth; -0.752 WTOy, 0.491
(0.697) (0.449)
Observations 203 R-squared 0.45

Note: 1) Robust standard errors in parentheses;
2) * significant at 10%; ** significant at 5%; *** significant at 1%;

3) Coefficients of year dummies, continent dummies and intercepts are not reported.

62



3.5. GDP: The Effects of Cross-border M&As
3.5.1. The GDP Model

In this section, we are interested in how cross-border M&As along with the other economic activities
such as international trade affect an economy’s GDP. While GDP affects trade, the latter in turn
influences GDP performance. To resolve endogeneity, we follow Frankel and Romer (1999) in
estimating the GDP model. This is an augmented model of Frankel and Romer (1999) in that
cross-border M&As is included as an additional independent variable. Specifically, the GDP model
is

In(GDR,) = 5, + B, In(MA,) + 3, In(Trade, ) + ; In(Pop,.) + 3, In(Area,,) + &,

where

The dependent variable GDP, is the GDP of economy i in year t;

® Trade, is the predicted total trade by economy i with all other APEC economies in the
economy’s GDP, in year t;

® MA, is the predicted cross-border M&As values (both as an acquirer and as a target) of
economy i in the economy’s GDP, in year t;

® Pop, isthe population of economy i in year t;

®  Areq, isthe areaof economy iinyeart.

As using the actual trade and M&A values simultaneously as explanatory variables in the GDP model
will cause endogeneity bias, Frankel and Romer (1999) proposed to use the predicted trade, which is
estimated based on some exogenous factors including distance, area, landlock, and common border.

In order to construct the predicted Trade, , we first estimate the following model:

In(z;;.) = By + B, In(Dist;; ) + B, In(Pop,, ) + 3, In(Area,)

+ B, In(Popjt) + f In(Areaj)+ B (L, + LJ.) + B,

+ BB, In(Dist; ) + B,B; In(Pop;,, ) + B,,B;; In(Area;) + 5,,B;; In(Pop ;) + ,,B;; In(Area;)
+ faBy (L + L)+ &y,

Where 7,

it 1S total trade between economies i and j at time t, L is the dummy variable indicating

whether the economy is landlocked or not, and B is a dummy variable for a common border between
economies i and j. The difference between our model and that of Frankel and Romer (1999) is that
we use the trade level rather than trade share as the dependent variable (the former is more consistent
with the gravity trade models).
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The predicted trade value between economy i and each of the other APEC economies in year t is used.
The predicted trade of economy i in year t is then calculated as the sum of its trade with each of the

other economy i, e.g., Trade, = > e*™" . Here &' X

j#i

it 1S the expression of the right-hand-side
of the above model for constructed trade. The exponential function is used to convert the
logarithm of trade to its level.

Following the same approach, we construct the predicted MA, for economy i in year t. In
particular, we first estimate the following model:

In(MA,;,) =6, + 6, In(Dist;;) + &, In(Pop,, ) + 8, In(Area, )

+0, In(Popjt) + 6, In(Areaj) +6, (L, + L; )+ 6, B;

+ 6, By, In(Dist;; ) + 6,B;; In(Pop;,) + 6,,B;; In(Area;) + 6,,B;, In(Pop ;) + 6,,B;; In(Area;)
+6?1SB“.(Li + Lj)+r§

ij

ij

The predicted M&A value between economy i and each of the other APEC economies in year t is

used. The predicted M&A value of economy i in year t is then calculated as the sum of its M&As

with each of the other economy i, e.g.,, MA, = Zeélx“‘ . where @'X,, is the expression of the
j=i

right-hand-side of the above model for constructed M&A value.

Greenfield FDI is however not included in the model.  As discussed before, including greenfield FDI
will significantly reduce the sample size due to data limitation.

3.5.2. The Empirical Results

We report in Table 3-5 the regression results of the GDP model. Since the diagnostic test in the GDP
model does not give conclusive answer, that is, we cannot definitely say that the OLS approach
should be rejected or accepted, we report results from both approaches. The main difference from
these two regression approaches lies in the effect of predicted trade on GDP. The trade value has
positive impact on GDP after controlling for country-specific fixed effects. This is consistent with
the findings in Frankel and Romer (1999). The contribution of our regression is that we find M&As
also positively associated with GDP. The effect is statistically significant in both the OLS and the
fixed-effect model.
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Table 3-5. Regression Results of the GDP Model

Methods OLS Results Fixed-effect Results
Predicted Trade -0.031 1.264
(0.028) (0.103)***
Predicted M&A 0.399 0.083
(0.019)*** (0.013)***
Population -0.231 -0.118
(0.028)*** (0.213)
Area -0.063
(0.012)***
Observations 278 278
Number of Group 18
R-squared 0.76 0.84

Note: 1) Robust standard errors in parentheses.
2) * significant at 10%; ** significant at 5%; *** significant at 1%.

3) Brunei Darussalam is not included due to missing trade values.

3.6. Summary of Empirical Findings

We have run four separated regressions to estimate the relationship between cross-border M&As,
trade, FDI, and GDP.*?  The basic framework is the gravidity model. Most of the effects obtained
are consistent with the literatures. However, cross-border M&As is the new variable and we
summarise its relationship with the other economic variables, namely, trade, greenfield FDI and GDP
below. In this summary, we report the key regression results.

2 We have also jointly run the four regressions to see if their error terms are correlated. We found that they

are actually not correlated and therefore the results obtained from the four separate regressions can be relied
on.
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(1). (Cross-border M&As and trade): If an economy exports more to another economy, the former
will acquire more assets in the latter. However, if an economy imports more from another economy,
the former will acquire fewer assets in the latter. On the other hand, if an economy acquires more
assets in another economy, the former will trade more (both import and export) with the latter.

By making reference to the observed industry behaviour in cross-border M&As (see 2.3.3 and Tables
2.3-3 to 2.3-5), there is an apparent tendency of intra-industry M&As in APEC (with firms tending to
acquire or merge with firms from the same industry across-border). Such intra-industry cross-border
M&As may take the form of vertical integration through the extension of supply chain either upstream
or downstream to create internal efficiency in the production process on a regional basis. This could
help, in particular multinationals, to secure more stable and guaranteed source of intermediate inputs,
better sharing of resource cost in product research, design and development, and assure protection of
innovation and hence more willing transfer of technology within the conglomerates transcending
border constraint.  Another form of intra-industry cross-border M&As is the horizontal integration of
supply across-border to create economies of scale in production, and to enhance market power,
competitiveness and ultimately market share.

While intra-industry cross-border M&As is more common in APEC, there are spillovers to other
related sectors in inter-industry M&As. For instance, manufacturers may tend to acquire assets in
utilities and transportation, wholesale and retail, and services other than finance and insurance to
obtain better support services in transport and logistics, sales, distribution and marketing services to
achieve overall cost effectiveness and promote sales in the host/home/adjacent markets.

(2). (Cross-border M&As and greenfield FDI): On the one hand, greenfield FDI has no significant
impacts on cross-border M&As. On the other hand, if there are more M&As between two
economies, the acquiring economy’s greenfield FDI outflows to the target economy would decrease.

(3). (Cross-border M&As and GDP): Cross-border M&A activities and the size of GDP are related.
Larger economies in terms of GDP level tend to acquire more foreign assets. The reason may be that
they are more capable of purchasing foreign assets because they have more purchasing power. On
the other hand, larger economies also attract more foreign acquisitions as they represent better market
potential.

More importantly, cross-border M&As result in higher GDP. We find that after acquiring more

foreign assets, an economy’s GDP will also increase. This finding is encouraging: capital outflows
as a result of foreign asset acquisitions do not necessarily reduce domestic economic activities; in
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contrast, they increase the economies’ GDP perhaps through raising the economies’ exports,
transferring technologies back to the economies, and integrating regional economies.

The above individual results characterize the various patterns of intra-APEC cross-border M&As and
their relationship with other economic variables. However, a key question is whether or not
cross-border M&As should be encouraged. The answer is basically yes. This is because
intra-APEC cross-border M&As help to raise the GDP levels of the APEC economies, either directly
or indirectly. On the one hand, based on our GDP model (subsection 3.5), we find that an
economy’s cross-border M&A activities have positive and significant effects on the economy’s GDP.
Moreover, cross-border M&As are an effective way to transfer technologies and managerial expertise
between economies. They are also a type of international capital flows, and are likely to create
synergies (such as reducing costs, improving efficiency by integrating complementary tasks, etc).
All these benefits from cross-border M&As help increase GDP of the economies that are involved in
these activities.

On the other hand, based on our trade model and GDP model, we find that intra-APEC cross-border
M&As raise GDP indirectly. Cross-border M&As promote international trade, which in turn
promotes GDP. The trade-promoting effect of cross-border M&A activities can be easily understood:
when a firm acquires trade-related services assets abroad, this would make the firm’s exports easier
and less costly; such acquisitions also help the firm to source inputs and even final goods from the
foreign markets and bring them to the home economy, resulting in larger imports.  As it is commonly
known from the literature, international trade is conducive to GDP.

Hence, cross-border M&As are another important factor promoting GDP. It affects GDP through a
different channel compared to international trade and greenfield investment. The classical theory of
trade emphasizes that trade can result in higher GDP by taking advantage of each economy’s
comparative advantage. The new trade theory points out that freer trade could also generate
agglomerates, thus increasing economic productivity due to increasing-return to scale. International
trade also results in more varieties of goods for consumers. Furthermore, trade could increase the
level of competition and thus increase economic productivity. Trade could also increase the
exposure of the trading economy to a larger set of ideas or technologies, thus increasing the rate of
technical progress. The trade of intermediate goods could be an alternative way to increase the
aggregate productivity of domestic economy. The ways that greenfield FDI affects GDP are
different nevertheless. Foreign investments could enhance productivity in the form of technology
and business-know-how direct transfers and spillovers (Romer 1993). FDI could directly reduce the
cost of accessing foreign markets, thus improving trade and growth indirectly.
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The channel through which cross-border M&As promote productivity and GDP is similar to that of
greenfield FDI. However, there are at least two important differences. First, cross-border M&As
could be more cost effective as firms do not need to make a large fixed investment to setup the plants
when entering the foreign markets. Second, cross-border M&As help to transfer intangible assets
(such as managerial skills, cooperate culture, etc) to the local firms more easily and effectively.
Therefore, although some existing empirical studies in the literature do not find greenfield FDI having
GDP promotion effect, we do find that intra-APEC cross-border M&As promote GDP in this region.
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IV. Policy Implications

Globalization has been an ongoing force driving the world economy. However, government policies
remain deterministic in the pace and effects of globalization. It is well recognized that the
globalization process has shown great impacts on all countries, albeit with different degrees. It is
also well noticed that the impact of globalization may be differently felt by different economies and
sectors. In this report, we focus on the economic aspects of globalization, which is mostly
characterized by the flows of goods and capital, that is, international trade and investment including
greenfield FDI and M&As. In this section, we will give a partial review of the literature on the
impacts of trade and FDI and their policy implications. We will also discuss the policy implications
derived directly based on our empirical findings on the relationship between trade, greenfield FDI,
cross-border M&As and GDP, as shown in the preceding section. It is worth emphasizing that our
empirical studies may shed some lights on policy design, but it involves no subjective judgment. A
more robust policy discussions should be carried out based on welfare analysis.

Cross-border M&As have become one of the most significant phenomena arising from globalization.
UNCTAD (2000) reports that during the 1990s, most of the growth in international production has
been via cross-border M&As (including the acquisitions by foreign investors of privatized
state-owned enterprises) rather than greenfield investment. In this study we have also seen the
importance of cross-border M&As within the APEC economies (in Section 2) and we have
empirically estimate the determinants of cross-border M&As in this region and the impacts of
cross-border M&As on trade, greenfield FDI and GDP.

Our empirical exercise has the following main policy implications. First, intra-APEC cross-border
M&As are conducive to GDP and trade flows. These empirical results suggest the benefits of
removing barriers to cross-border M&As from an economic development perspective. Second, trade
liberalization not only promotes trade flows, but also induces more cross-border M&As. Deeper trade
liberalization is hence beneficial. Third, while we are arguing for further regional integration, we
should pay more attention to removing barriers to cross-border M&As. This recommendation is
supported by our finding that the existing regional trade agreements (RTA), with an exception of the
North American Free Trade Agreement (NAFTA), are not effective in promoting cross-border M&As
directly as they are not originally motivated to increase cross-border M&As. Moreover, we do not
find evidence that an economy’s WTO membership helps promote the economy’s cross-border
M&As directly. These two findings imply that the existing regional integration in APEC has not
given sufficient support to cross-border M&As.
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4.1. Cross-Border M&As and Their Impacts on Trade and GDP

Table 3-3 shows that cross-border M&As have positive and significant effects on the import/export
trades. Table 3-4 shows that cross-border M&As also have positive and significant effects on GDP.
Although we did not directly measure the welfare effect of having more cross-border M&As, the
message from Table 3-3 and Table 3-4 is clear: cross-border M&As promote trade flows and GDP,
and is thus welfare improving. While there may be worries about possible anti-competitive impacts
of cross-border M&As, the fact that cross-border M&As result in larger trade flows and higher GDP
has a strong implication that they facilitate market transactions in overall terms, rather than hindering
competition.

As FDI can take the form of either greenfield FDI or cross-border M&As, let us relate our empirical
studies on the impacts of cross-border M&As to the literature on the impacts of FDI in general. It is
commonly thought that the benefits of FDI are multi-dimensional, as it is widely regarded as an
amalgamation of capital, technology, marketing, and management. While the empirical evidence is
not definite, our study on the APEC economies from 1980 to 2007 finds a strong and positive relation
between cross-border M&As and GDP. Besides the GDP promotion effect, cross-border M&As also

have a significant and positive relation with trade flows™?.

[Policy Implication 1] Intra-APEC cross-border M&As increase GDP levels and trade flows.
Hence, policies should introduce incentives directed at removing barriers to cross-border M&As.

Given the particular nature of cross-border M&As, we would like to make the following observations.
First, we have found intra-industry cross-border M&As more prevalent in APEC than inter-industry
M&As. There are both vertical and horizontal M&As associated with intra-industry cross-border
M&As. Some acquirers are probably more concerned about the supply chain efficiency and are
motivated to acquire foreign assets to extend the corporate supply chain on a regional basis, taking
advantage of the different comparative advantages in the target economies for the various components
in the supply chain.  While this helps the acquirer to secure stable external supply of key inputs and
intermediate goods, it also helps improve productive efficiency through the sharing of comparative
advantages among the acquiring and target economies. Other acquirers probably aim more at
horizontal integration of production processes across border to achieve larger economies of scale to
elevate market competitiveness and hence market share in the region.

B3 This effect is much more significant for the sample that includes China and those APEC economies that

belong to OECD.
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Both types of intra-industry cross-border M&As contribute positively to trade and GDP. Both will
drive economic integration at the regional level, although there may be concern about the need to
balance market concentration with market competition.

Second, services sector liberalization for cross-border M&As is important. As our industry
behavioral data indicates, although there are spillovers to related sectors, inter-industry cross-border
M&As are less significant than intra-industry cross-border M&As. Moreover, barriers to FDI in
general and cross-border M&As in particular in the services sector are usually higher than those in the
manufacturing sector. Removing those barriers should help improve productive efficiency at both the
firm and economy levels as proxied by the impact of cross-border M&As on GDP.

From our study, it is noted that firms in the manufacturing sectors have more incentive to acquire
foreign assets in utilities and transportation, wholesale and retail, as well as services other than
finance and insurance. Manufacturing activities could be better served in cross-border transport and
logistics, and distribution and marketing to bring about closer cross-border linkages in the production
and distribution of products.  This should indirectly help expand regional economies in inter-industry
transactions. This lends support to argument for liberalization of cross-border M&As in services
sector.

Third, human capital movement is a crucial factor for successful cross-border M&As. In the case of
M&As, it is an important channel for the transfer of technology, management skills and corporate
culture to the target firms. More efforts are needed (as compared to greenfield FDI) to integrate
various assets from different economies. Human resource plays an important role in the process.
Barriers to mobility across economies should be removed.

There are examples of the efforts made by various economies to encourage cross-border M&As.
According to UNCTAD (1998), in the recent decades, dozens of economies (both the developing and
the developed) have removed many of their restrictions on FDI inflows (greenfield and M&As). For
example, during 1997, 151 changes in FDI regulatory regimes were made by 76 countries, 89 per cent
of them in the direction of creating a more favorable environment for FDI.  Policies such as lower
income taxes or income tax holidays, import duty exemptions, and subsidies for infrastructure, are
common around the world now.

As for other barriers which should be lowered or completely removed in order to promote
cross-border M&As, we can make a reference to the survey by IPM (2005) which provides a
comprehensive list and illustration of those barriers classified according to legal barriers, tax barriers
and economic barriers (see Appendix 3). Although the survey was done for European Union in the
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banking area, it provides a useful guideline to understand various barriers in other regions and other
sectors.

4.2. Trade Liberalization and Its Impacts on Cross-Border M&As

Trade policies may be the most common economic instruments around the world.  As shown by our
empirical study, cross-border M&As are affected by trade flows and hence, trade policies can affect
cross-border M&As indirectly, through their influences on trade flows. While it is generally
believed that trade liberalization promotes trade flows, it is clear from our study that trade
liberalization also has positive and indirect impacts on cross-border M&As.

[Policy Implication 2] Trade liberalization is important in helping to promote cross-border M&As.

Although barriers to trade have been lowered through continuous efforts jointly by all economies,
various kinds of trade barriers still have significant impacts on trade flows, albeit to various extents in
different economies. While the traditional trade barriers such as tariffs and quotas have already been
reduced to relatively low level, especially in developed economies, other forms of barriers such as
anti-dumping and technical barriers are on the rising trend. Since this issue has been extensively and
intensively discussed by many people on many occasions, we will not repeat it, but will like to stress
one point, which is, removing barriers to trade not only promotes trade flows but also cross-border
M&AsS.

4.3. Regional Economic Integration and Breakdown of Cross-border Barriers

In the previous subsection, we have argued for the importance of trade liberalization for cross-border
M&As. The argument is based on our finding that economies with larger exports will tend to have
more cross-border M&As, and so trade liberalization indirectly facilitates cross-border M&As. In
fact, in Section 3, we have also tried to understand how formal institutional setup affects cross-border
M&As directly. The two forms considered are (i) formation of RTAs, and (ii) accession to the WTO.
These institutional changes/agreements are motivated mainly by liberalization of trade in goods and
services, and investment facilitation. By their very nature, they represent changes in trade regimes
and investment policies. There are more than 200 types of RTAs in the world. Our study has tried to
cover as many RTAs formed by APEC economies as possible, such as NAFTA, ASEAN, and
SPARTECA. According to the WTO website, till July 2008, there are 153 members and observers
of the WTO. Some of the APEC economies joined the WTO at various stages over the period
covered by our study. These variations allow us to examine how memberships of the RTAs and
WTO, affect cross-border M&As, directly.
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Let us first look at the implications of the RTAs. On the one hand, RTA membership may directly
affect cross-border M&As. Based on our M&A model and the results reported in Table 3-2, we find
that after controlling for other variables, RTAs show positive but insignificant (direct) effect on
cross-border M&As. However, for some RTAs, such as NAFTA, the impact is not only positive, but
also significant. This implies that RTAs could potentially promote cross-border M&As directly.

Let us now turn to examining the impacts of WTO membership. Based on the M&A model and the
results reported in Table 3-2, we do not find the positive direct impact of WTO membership on
cross-border M&As. However, based on the trade model and the results reported in Table 3-3, we
observe that WTO members trade more than non-members after controlling for other variables.
Therefore, we can claim that WTO membership has indirect impacts on cross-border M&As through
its impacts on trade flows. It is note that more exports result in more foreign asset acquisitions (as
shown by Table 3-2). Hence the indirect effects are clearer.

[Policy Implication 3] Formal institutional setup in the APEC economies such as RTA and WTO
accession does not seem to promote cross-border M&A directly. Perhaps more cross-border M&A
policy elements should be included in the regional integration agreements.

It is well understood that RTA is mainly driven by free trade in commodities. Although many RTAs
also include agreements on removing barriers to capital flows and even human resources flows, it is to
some degree less successful. Our finding that RTAs in APEC (NAFTA is an exception) do not
promote cross-border M&As directly tends to suggest that the current RTAs can be strengthened in
regard of removing barriers to cross-border M&As. Even between economies in the same RTA,
many forms of cross-border barriers still exist; it could be imagined that these barriers could be more
serious between economies not having a common RTA.

The case in WTO accession is similar. An economy needs to change its regulatory framework to
comply with the WTO requirements. However, the requirements emphasize more on facilitating
trade flows than on capital flows. It is indeed more difficult to monitor compliance of an economy’s
promise on liberalization of investment than that on liberalization of trade. In our study, we do not
observe that an economy’s WTO entry has direct positive impacts on its cross-border M&A activities.
Thus, it is perhaps fair to say that the need to bring down the barriers to cross-border M&As have not
attracted sufficient attention from members of this organization. Hence, the breaking down of
various cross-border barriers (including those to cross-border M&As) should be given high priority on
the agenda of regional and global integration.
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V. Concluding Remarks

Cross-border M&As are getting more and more important within APEC and between APEC and other
regions in the world. However, rigorous studies on the motivations for and determinants of
cross-border M&As are scant. Our study, with the focus on intra-APEC cross-border M&As, helps
to shed light on understanding cross-border M&As and their relationship with other economic
activities. It is a necessary step towards designing the right policies (such as competition policies,
regulatory frameworks, and incentive packages) on both domestic and cross-border M&As.

Our study focuses on intra-APEC cross-border M&As from 1980 to 2007 and analyzes (i) the patterns
of cross-border M&As within APEC,; (ii) the determinants of cross-border M&As; (iii) the impacts of
cross-border M&As on international trade, greenfield FDI, and economic growth; and (iv) the
possible policy implications.

As one of the very first to undertake an econometric analysis on intra-APEC cross-border M&As and
their economic impacts, our study has the longest time coverage of cross-border M&As, uncovers
more details of cross-border M&As in APEC, and examines more issues related to cross-border
M&As. It first characterizes the main features of intra-APEC cross-border M&As, including (i) the
general trend of cross-border M&As in APEC, (ii) the individual economies’ cross-border M&As, (iii)
sectoral cross-border M&As, and (iv) the individual firms’ cross-border M&As.

The study then empirically investigates the determinations of intra-APEC cross-border M&As and the
relationship between (i) cross-border M&As and trade, (ii) cross-border M&As and greenfield FDI,
(iii) cross-border M&As and GDP in the APEC region. Based on these findings, we obtain some
policy implications.

There are many directions to extend this study in order to enhance our understanding on cross-border
M&As and their implications on other economic activities.  First, we could develop some theoretical
models with cross-border M&As so that we can see clearly the linkage between cross-border M&As
and other economic variables. Those findings would form the hypotheses for further empirical
analysis.

Second, we need to collect more bilateral FDI data so that we could do an even more complete
empirical investigation on the relationship between greenfield FDI and cross-border M&As.

Third, we could apply our analysis to explore the other regions’ (e.g., OECD) and even global

cross-border M&As. By doing this, we would be able to know how our findings based on
intra-APEC cross-border M&As differ from others.
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Fourth, welfare measurement is important for economic activities and policies. We could make use
of the CGE (computable general equilibrium) model to see the linkage of cross-border M&As and all
other economic activities and the welfare changes from policy changes which affect cross-border
M&As directly and indirectly.

Finally, we could also investigate the impacts of cross-border M&As on other economic outcomes. In
this study, we have found strong evidence suggesting that cross-border M&As can facilitate economic
growth. It is beyond the scope of this research to further explore the actual channels for this
M&A-growth linkage to be realized. However, some existing studies have shown the impacts of
cross-border M&As on other aspects of the target economies, which may help shed some light on the
possible underlying mechanisms for the growth effects of cross-border M&As.

An important direction is to look at the effect of cross-border M&As on local employment. It is clear
that there are different possible effects. If the foreign acquirer, after the acquisition, injects more
capital to the target firm to enhance its production capability, the acquisition could well result in more
employment. In the case of vertical M&As, the target firm’s production will usually increase to meet
the demand of the acquiring firm, which inevitably leads to more employment in the target firm after
the acquisition. On the other hand, if the objective of the acquisition is to reduce competition, the
acquisition may reduce employment. Although we do not have evidence on how cross-border M&As
in APEC influence APEC economies’ employment, evidence from some APEC economies and some
non-APEC economies is available. While not all existing studies confirm the same result, many of
them seem to indicate the positive impact of cross-border M&As on the host economies’
employment.*

In addition to hoping cross-border M&As and greenfield FDI to bring employment to the host
countries, the host countries also hope to see technology being transferred from the source (or
acquiring) countries. It is less a question whether the acquirers will bring advanced technology with
them, but it is more guestionable how the acquisitions or FDI will have technology spillover to the
other sectors of the host countries, such as learning by other local firms or skilled workers and
managers moving from the foreign subsidiaries to the local firms. According to the survey of the
literature by Gorg and Greenway (2004), empirical evidence has not shown strong consensus. Based
on different countries’ experiences and from different time periods, some studies find evidence that

14 While studies directly using cross-border M&A data are scant, more studies using FDI data are available.

Freenstra (1997) uses data on Mexico and find solid evidence showing that the growth in FDI (mainly by
the US multinationals) had strong effect on local labor demand. Seyf (2000), who uses data from the EU
economies, also finds that FDI are positively associated with the employment of target economies, although
the effect is small economically. However, Almeida (2007) finds that inward FDI does not have significant
effect on domestic labor market.
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technology transfer occurs®® while some others do not find clear impacts of FDI on the productivity
of domestically owned firms.*®

It is clear that reducing visible trans-border barriers, such as tax, labor movement, and capital flows,
could raise more cross-border M&A activities. Invisible barriers also play an important role in
affecting the activities. In general, better institutions and law enforcement in the host countries are
conducive to inflows of cross-border M&As. There are a lot of evidence based on FDI and
cross-border M&A data. In particular, Hur et al. (2007) empirically show that the observed disparity
in cross-border M&A inflows to developing and developed countries is fundamentally driven by the
difference in the quality of institutions between the two groups of countries.'’

> For example, Haskel et al. (2007) using the U.K. data.

1 For example, Aitken and Harrison (1999) using Venezuelan data.

7 For example, Du et al. (2008), Rossi and Volpin (2004), and Wei (2000) all find the following factors have
positive effects in attracting FDI: better protection of intellectual property rights, lower degree of
government intervention in business operations, lower level of government corruption, and better contract
enforcement.
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Appendix 1: Transaction numbers of intra-APEC cross-border M&As by economies (1980-2007)

target economy

Hon
) ) ) ) 9 ) ) ) New |[Papua N o N Republic|Chinese ) )
Australia|Brunei{Canada|Chile|China| Kong, |Indonesia|Japan|Malaysia|Mexico ] Peru |Philippines|Russia|Singapore ~_|Thailand| U.S. |Vie
. Zealand | Guinea of Korea| Taipei
China

Australia 1 162 | 29 | 108 121 81 16 64 13 745 50 14 53 15 112 10 19 36 780

Brunei 2 1 3 1 2 3 1 1 2 2

Canada 309 143 | 179 77 58 16 13 309 54 37 140 37 66 17 22 14 11 5463

chile 3 1 9 26 10

China 81 36 1 477 11 23 14 1 8 1 3 7 8 71 11 11 14 109

Hong Kong,

201 68 5 11999 62 102 124 8 33 1 2 72 3 256 62 100 96 325

China

Indonesia 23 4 8 17 4 25 5 48 5 13

Japan 182 2 77 8 | 237 180 107 88 15 25 2 2 76 13 93 129 90 175 1560
acquiring|Malaysia 161 10 22 1 84 252 157 6 19 7 3 74 1 345 10 11 92 79
economyipexico 3 10 | 15| 3 4 1 1 9 3 2 143

New Zealand 412 20 9 8 13 3 2 4 4 4 1 1 5 1 3 62

Papua N

: 4 2 1 1 1

Guinea

Peru 5 6 1

Philippines 6 4 13 19 8 1 12 1 1 13 1 7 23

Russian 3 10 1 3 1 4 2 1 2 3 1 34

Singapore 266 8 9 453 | 456 276 45 451 2 71 3 1 105 4 38 74 184 210

Republic of

32 22 2 | 101 35 24 41 10 3 2 1 5 8 15 11 12 139
Korea
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Chinese

Taipei 13 6 1 | 112 62 2 22 10 3 9 28 15 20 148
Thailand 9 2 1 30 19 27 8 13 1 2 28 1 24 2 4 25
United States | 1256 4839 | 224 | 914 | 532 106 710 130 773 242 11 108 129 222 268 430 203 155

Vietnam 4 2 1 2 1 4
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Commission for the
Supervision of Business
Indonesia N Competition(Komite
Pengawasan Persaingan

Usaha -KPPU)

Law No0.5/1999: Concerning

prohibition of monopolistic

practices and unfair business
competition(1999)

Corporation Code of the
Philippines N - Philippines Y RA 8799(The
Securities Regulation Code)

Competition Council

Vietnam v Competition Competition Law(2005)
Low Administration Department
income
economies Papua New Independent Consumer & Independent Consumer &
guinea N Competition Commission Competition Commission
-Iccc Act(2002)

I indicates that the item is explicitly present in the provisions of the Law.
% indicates that the item is implicitly present in the provisions of the Law/Act/Statutes.

Sources: UNCTAD (2000), respective competition laws, APEC Electronic Individual Action Plans (e-1AP), and APEC Competition Policy Database.



Appendix 3: Obstacles to Cross-border M&As

|. Legal Barriers

Il. Tax barriers

Il Implications of supervisory
rules and requirements

IV.Economic barmiers

V. Attitudinal barriers

& FExecuion risks

-

- Legal uncertainty

2. Opague decision making
processes

2. Legal structures

4. Limits or controls on foreign
paricipations

5. Defence mechanisms

6. Impedmentsto effective
control

7. Difficutties to sssess the
financial situation

14 Lncertainty on tax
arangements

16. Uncertainty on VAT regime

2z Concems regarding financial
stability

24 Wlisuse of supervizory powers

6. SUpenvisory approval
Processes

35, Political interference

5. Employees’ reluctance

&7 . Shareholders” acceptance of
guotation changes

zz. shareholders” and analysts’
apprehension of failure risk

bl One-off costs

. Restriction on offers

16 Exit tewe on capital gains

=3 Fragmentation of the
European capital markets

ol Ongoing costs

i

- Divargent conaumear
profection rules

12 Data protection

1. Differenzes in private [z

17. Trarsfer pricing

19, Mo ho mogensols (033
compensation

o0 Spedific domestic tex breaks
21 Discriminat ory tax treat ments

zz. Taxation on dividends

26. Divergences in supendsory
practices

=7 Mldtiole renarting
27 Wuluple reponting

require ments

29 Differert product mixes

2 Lack of middla-zize
instiiutions

32. Absence of critical size

2z Market power

24 Differences in economic
Cycles

29 Political concessions
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