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Executive Summary 

 

This study attempted to map out the patterns of  cross border M&As (CBMAs) in 

the APEC region, and empirically verify the determinants of  CBMAs, focusing on 

the role of  trade cost. Despite the increasing levels of  CBMAs in the APEC region, 

its determinants and impacts in the region, especially in the less developed econo-

mies of  the region, remain under-researched. This study hopes to contribute to 

filling this gap in the literature.  

The empirical analysis shows that cross border mergers increased with the size of  

the two countries involved, as expected. While multilateral trade cost in general had 

a positive effect on bilateral CBMA, indicating reduction of  overall non-horizontal 

biddings from competing countries, the effect becomes negative as proportion of  

horizontal mergers increases. This implies that high trade cost encourages tariff-

jumping, horizontal CBMA from other competing countries. In the case of  bilat-

eral trade cost, number of  CBMA decreases as trade cost increases in general, re-

flecting the high degree of  non-horizontal CBMA in the APEC region. However, 

this became positive, as proportion of  horizontal CBMA increased. This implies 

that for horizontal mergers, again, tariff  jumping rather than comparative ad-

vantage was the more important motivation. 

Contrary to expectations, trade liberalization and market integration in the APEC 

region is shown to have a negative effect on CBMA from non-APEC member 

countries. APEC economies are heavily dependent on each other as a source of  

foreign investment and that cross border M&As are largely a regional affair. This 

suggests that CBMA in the APEC region is closely related to the regional vertical 

division of  labor, and that, firms in the region are using CBMA as an instrument 

for restructuring and reorganizing across the region as trade liberalization and mar-

ket integration have progressed in the APEC. It would be therefore important to 

explore the role of  CBMAs in this restructuring process at a more micro level, such 

as at the level of  production networks, and making comparisons across different 

industries. 

 

Keywords: cross border M&A, trade cost, economic integration 
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Characteristics and Determinants of  
Cross Border Mergers in the APEC Region 

 

 

Mikyung Yun 

 
 
 
 

I. Introduction  
 
 
 

Although cross border mergers (CBMAs) have become an increasingly popu-

lar mode of  conducting foreign direct investment worldwide, its determinants 

and impacts in the APEC region, especially in the less developed economies of  

the region, remain under-researched. Until recently, theories of  international trade 

and foreign direct investment with a focus on Greenfield FDI have been ill 

equipped to analyze the determinants and impacts of  cross border M&As. Fur-

ther, most studies have focused on industrialized economies and little evidence 

have been gathered for developing countries, although the motivations and un-

derlying dynamics driving cross-border M&As may be different for developing 

countries. New theories of  international trade and foreign direct investment, as 

well as greater availability of  data now enable a more detailed examination of  the 

nature of  cross border mergers in the APEC region, especially those involving 
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developing countries.  

This study hopes to fill the gap in the literature by mapping out where and 

how cross border mergers and acquisitions involving APEC economies have oc-

curred, and explore their characteristics and determinants. The study is especially 

interested in the impact of  regional integration (ie, increasing trade and financial 

liberalization) on the choice of  entry mode, especially in the developing countries 

of  the APEC region. More specifically, this paper estimates the role of  trade cost 

on CBMA inflows to the 16 developing APEC economies during 2000-2010. The 

paper also explores whether the investor is from a member of  the APEC makes 

any difference in the likelihood of  CBMA occurring.  

In the next section, the general trend of  trade patterns and foreign direct in-

vestment, including the patterns of  CBMA in the APEC region. Then in Section 

3, the effect of  trade cost and regional economic integration on CBMAs is ana-

lysed.  

 



 

 

 

II. Patterns of Economic Integration  
in the APEC Region 

 

 

 

1. Trends in Trade and FDI  

 

APEC is a region that is highly integrated through global production networks, 

especially among Asian economies of  the region. This shows up in the rise of  

intermediate goods trade with the increase of  FDI in the region. The sharp in-

crease of  FDI flows to Asia since the mid-1980s was accompanied by an in-

crease in Asia’s share in the exports of  intermediate goods from 26% in 1995 

to 35% in 2009 (IDE-JETRO and WTO 2011: 50).  

Using 1992-1994 data, Otsubo and Umemura (2003) show that overall intra-

APEC FDI flows is positively correlated with intra APEC trade. Around 83% of  

inward FDI flows to China came from the Asian NIEs (ANIEs) during the 

period of  1992-94, while at the same time, China sourced more than 60% of  

her imports from the ANIEs. On the other hand, ANIEs directed 18% of  

their exports to China. While ASEAN4 economies sourced their FDI in-

flows from ANIEs (46%), North America (25%), and Japan (22%), their ex-

ports were directed to ANIEs (32%), North America (29%), and Japan (26%), 

showing strong correlation with FDI inflows from these export destinations. 

All of  this leads Otsubo and Umemura (2003) to conclude that the APEC has 

been a significant regional integrating force, even more so than many other poli-

cy-driven FTAs. 
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2. Mapping Cross Border M&As in the APEC Region 

 

Cross-border M&As (CBMAs) increased dramatically in the APEC econo-

mies in the 1990s. The value of  cross-border M&A sales in APEC increased by 

more than 10 times, rising from 41 billion dollars in 1991 to 435 billion dollars in 

2000 (in 1995 constant US dollar prices). The value of  cross-border purchases 

increased nearly five times, rising from 40 billion dollars to 235 billion dollars 

during the same period (Chen and Findlay 2003).  

APEC economies account for a large percentage of  world cross-border M&As. 

From 1991 to 2000, APEC economies accounted for 45 per cent of  the world total 

value of  cross border M&A sales and for 31 per cent of  the world total value of  

cross-border M&A purchases. The main contributor to this statistic is the US, but 

Canada, Australia, Japan, China, Korea and Mexico are other major participants 

within the APEC. While cross-border M&As in APEC have been mainly concen-

trated in industrial economies, they have also increased dramatically since the mid 

1990s in the APEC developing economies. Some of  the major causes of  such a 

dramatic increase have been the Asian financial crisis and large-scale privatization 

programs implemented in some of  these APEC economies (Chen and Findlay 2003). 

The post crisis trend has been less well documented. To gain an insight on the 

more recent patterns of  intra-APEC CBMA, this paper makes use of  the Thom-

son Financial Securities database on M&As. The focus is on 16 APEC developing 

economies (including Asian NIEs)1, and the benchmark analysis will be done 

with respect to cross border M&A inflows to these economies as targets. 

During 2000-2011, the Thomson Financial Securities reports 16,026 complet-

 
1 China, Mexico, Hong Kong, Russian Federation, South Korea, Philippines, Taiwan, Malaysia, Thailand, 

Singapore, Indonesia, Vietnam, Chile, Papua New Guinea, Peru and Brunei.  
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ed deals targeting these 16 developing APEC economies from 115 acquiring 

countries, in and out of  APEC. Excluding 1,417 cases for which the acquiring 

country is unknown, 66.33% of  total acquisitions were undertaken by countries 

from within the APEC region (9,690 CBMA cases). Acquisitions by US and Jap-

anese firms, together taking up 22.65% of  CBMAs of  which acquirer nations are 

known, form an important source of  investment funds in the region. 

By value, these deals amount to a total transaction value of  456,228.9 million 

dollars. This excludes the 7,478 cases for which transaction value is unknown and 

is treated as missing. This gives an average value of  53.37 million dollars per deal. 

The largest deal by transaction value was 997 million dollars (the acquisition of  

Shinhan Financial Group Ltd. by BNP Paribas SA of  France for 5.6% of  shares. 

Based on transaction value, the proportion of  of  acquiring party originating from 

other APEC economies out of  total reaches 65.83%, which is a figure similar to 

that calculated based on number of  CBMAs.2 

Focusing more closely upon the 9,690 cases of  intra-APEC CBMA, some in-

teresting characteristics emerge. Following Otsubo and Umemura (2003)’s sub-

grouping of  APEC economies, North America (US and Canada) formed over 33% 

of  all intra-APEC CBMAs flowing into the 16 developing economies of  the 

APEC. Australia and New Zealand together accounted for less than 5%, while 

Japan alone constituted over 8% of  the total (see Table 1).  

 
2 Foreign investment is usually taken to be direct investment if  a single foreign entity owns more than 10%, a 

minimum level of ownership regarded as necessary to influence managerial decisions. The data set under 

this study includes minority stock acquisitions of below 10%. Minority stakes acquisitions are important for 

strategic alliances, technology licensing, and sub-contracting relationships, which are all major tools of cor-

porate restructuring and reorganization of production within and across borders. Since one of the main 

motivations of M&As are restructuring, it would be reasonable to include minority stock acquisitions in the 

sample under the study. 
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Table 1. CBMA: Developed APEC Economies to Developing APEC Economies 

(2000-2011, cumulative) 
(Unit: cases, %) 

 
North America Japan ANZ Total 

China 873 169 81 1,123 

ASEAN4 256 233 119 608 

ANIEs 876 301 190 1,367 

Americas 935 23 56 1,014 

Others 260 620 36 358 

Total 3,200 (33.02) 788 (8.13) 482(4.97) 4,470 (46.13) 

Intra-APEC Total 
   

9,690 (100) 

Note: 1. APEC country sub-groupings are as follows: 
ASEAN4 = Indonesia, Malaysia, Philippines and Thailand. 
ANIES = Hong Kong, Korea, Singapore, and Taiwan. 
Americas = Chile, Mexico, Peru. 
ANZ=Australia, New Zealand. 
Others = Brunei, Papau New Guinea, Russian Federation, Viet Nam. 

2. Numbers in (  ) are percentage of  total intra-APEC CBMA cases by country sub-groups. 

 

Table 2 shows that China has become a significant acquirer in the region, con-

stituting more than 4% of  total acquisitions undertaken in the 16 developing 

APEC economies other than China. Another large investing bloc in the region is 

the Asian NIEs (Hong Kong, Korea, Singapore, Taiwan), constituting more than 

38% of  the total. These figures show that APEC economies are important inves-

tors for each other. 

Among the developing economies of  the APEC, most significant transactions 

are undertaken between ANIEs and other APEC developing economies, except 

the Americas. Transpacific transactions are to date, marginal. Developed acquir-

ing economies of  APEC show different sub-regional concentrations to their devel-

oping counterpart acquirers. North America’s acquisitions were mostly concentrat-

ed in China, ANIEs and the Americas, while Japan and Australia/New Zealand 

concentrated in the ANIEs as well as ASEAN countries compared to other regions. 
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Table 2. CBMAs among Developing Economies of APEC 
(Unit: cases, %) 

  Target 

 
 

China ASEAN4 ANIEs Americas 
Other Target 

countries 
Total 

Acquirer 

China   35 366 9 11 
421 

 (4.34) 

ASEAN4 95 281 569 7 52 
1004 

(10.36) 

ANIEs 1,778 1,008 696 22 192 
3,696 

(38.14) 

Americas 4 2 0 58 3 
67 

(0.69) 

Other acquir-
ing countries 

1,130  693  1,381  1,016  282  
4,502 

(46.46)  

Total 
3,007 

(31.03) 
2,019 

(20.84) 
3,012 

(31.08) 
1,112  

(11.48) 
540 

(5.57)  
9,690  
(100) 

Note: 1. APEC economy sub-groupings are as in Table 2.  
2. Other acquiring countries include other target countries + developed APEC economies. 
3. Numbers in (  ) are percentage of  total intra-APEC CBMA cases by acquiring and target country or 

country sub-groups. 

 

Most of  the CBMAs undertaken in the APEC region are of  vertical or con-

glomerate nature. Only 29.63% of  the 9,690 CBMA cases undertaken in 16 devel-

oping APEC economies were horizontal.3 This is slightly less than the global 

average of  32% for CBMAs for the period 1990-2001. Average for total global 

M&As including domestic M&As is slightly higher, at around 42% (Hijzen et al. 2008). 

Of  the non-horizontal CBMAs in the APEC region, it is difficult to tell 

whether they are mostly conglomerate, off-shoring or export-platform motivated 

investments with the current level of  data. Hijzen et al. (2008) shows that for the 

US, most of  the non-horizontal mergers occurring across 4-digit SIC industries 

are conglomerate mergers without buyer-supplier links as in vertical mergers. The 

 
3 Here, a CBMA is deemed to be horizontal if the industry classification to which the acquiring firm belongs 

to is identical with the industry classification of the target firm. The Thomson Financial M&A data base 

adopts the US SIC industry classification at the 4 digit level.  
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extent of  vertical CBMAs however, are likely to be larger for the APEC region, 

given the highly developed global production network of  the region, character-

ized by vertical specialization in tasks as discussed in the last section. 

It is interesting to note that the proportion of  horizontal mergers is lowest in 

Japan, ANIEs and ASEAN4 as shown in Table 3. This suggests that vertical pro-

duction network (production value chain) among these sub-groups in the region 

are most developed, confirming some of  the recent observations in the literature 

(Han and Lee 2012). Cross border M&As could also be an alternative to Green-

field investment with greater trade liberalization in the region as Neary (2007) 

suggests. In Section 3, this paper empirically analyses the determinants of  

CBMAs in the APEC region, especially focusing on the role of  trade cost.  

 

 

Table 3. Form of CBMA in the APEC region 

Acquiring Country/Sub-region Horizontal (%) 

North America 31.90 

Japan 28.05 

ANZ 40.87 

ANIEs 25.75 

ASEAN4 29.58 

China 35.63 

Americas 35.82 

 

 
 



 
 
 
 

 

III. Determinants of CBMAs in the APEC Region:  
the Role of Trade Cost 

 
 
 

1. Theoretical Background 

 

The well known proximity-concentration trade off  theory predicts that higher 

fixed costs favour exports over FDI while higher trade costs favour FDI over 

exports, giving rise to a positive correlation between FDI and trade cost (ie, FDI 

and trade are substitutes).4 However this holds true only for horizontal FDI. In a 

vertical FDI with buyer-seller links, fall in trade costs will encourage, rather than 

discourage FDI. Further, if  the FDI is of  an export platform type, the fall in 

trade costs between countries through forming a free trade area, will encourage 

rather than discourage FDI into the free trade area from outside the free trade 

area, to avoid trade diversion effect.5  

Hijzen et al. (2008) extends the tariff-jumping FDI argument over to cross 

border mergers and acquisitions (CBMA), by differentiating the motivation be-

tween horizontal mergers versus non-horizontal mergers.6 According to them, 

 
4 For empirical evidence supporting this claim, see Brainard 1997, Carr et al. 2001 and Blonigen et al. 2003.  
5 For a general discussion of knowledge capital model attempting to resolve the opposing effects of trade 

cost on FDI depending on whether it is horizontal or vertical, see Carr et al. 2001 and Markusen (2002). For 

a recent study on the effect of trading blocs on FDI, see Lim, H.J. (2012).  
6 For other studies exploring the effect of economic integration on CBMAs, see Bjorvat (2004) who show 

that economic integration may trigger cross-border acquisitions by reducing the business stealing effect and 

by reducing the reservation price of the target firm. This is in contrast to the well established result that due 

to business stealing effect mergers in integrated markets are not likely to be profitable. Kim (2009)’s model 

also shows that preferential trade agreements increase an MNC’s incentive to access foreign markets 

through M&A over Greenfield investment. Coeurdacier et al. (2009) shows empirically that economic inte-
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while a horizontal merger is typically driven by market access considerations (just 

as in a green field direct investment), it is not so for non-horizontal mergers. It is 

suggested that there is an “ability-proximity trade-off.” Conglomerate mergers 

may yield important efficiency gains when the acquiring firm has an advantage in 

managing the target’s firm resources, but this may be deterred by trade costs in 

the form of  informational barriers (cultural and physical distance). Similar kind 

of  trade off  may be applicable for horizontal and vertical mergers as well. In the 

horizontal case, multinationals may have better technology than local firms which 

enable them to enter through CBMA, but there may be technology transfer cost. 

For vertical CBMAs, there may be significant efficiency gains from lower cost of  

production, but it will involve transportation and other trade costs (eg, high tariff  

in target countries against intermediate goods imports or high tariff  in acquisition 

countries on final goods import). This implies that while the effect of  trade cost is 

strictly negative for non-horizontal mergers for which only the “ability-proximity” 

trade off  applies, the effect on horizontal mergers, for which both the “ability-

proximity” trade off  as well as “proximity-concentration” apply, will be ambiguous.  

In contrast, Neary (2007) points out that even when FDI is of  horizontal na-

ture, lower trade costs can lead to greater FDI when it takes the form of  cross 

border mergers rather than green field investment. This is because trade liberali-

zation results in domestic and foreign firms competing together in the integrated 

market. His model shows that there are conditions under which low cost foreign 

firms and high cost domestic firms coexist. Then, the larger (low cost) foreign 

                                                                                                       

gration in Europe has been accompanied by increasing CBMA. However, Breinlich (2008) failed to find 

any robust result of tariff reductions under US-Canada Free Trade Agreement leading to greater incidence 

of CBMA, although it did seem to stimulate domestic mergers within Canada. But none of these studies 

differentiate between horizontal and vertical CBMAs, even though the same issue that plagued the debate 

about the difference between horizontal and vertical FDI may apply to CBMA in a similar way. 
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firms have an incentive to profitably acquire the smaller (inefficient) domestic 

firm. Therefore, cross border M&A increases with trade liberalization and moves 

in the direction of  trade flows. Thus, Neary argues that cross border M&As are 

“instruments of  comparative advantage.” Neary (2007) suggests that increasing pro-

portion of  CBMA in FDI may explain why historically low trade cost during the 

1990s was accompanied by increasing FDI, even when most of  it were horizontal 

in nature. Normally, horizontal FDI should be discouraged by low trade cost.7 

The theoretical predictions regarding the effect of  trade cost and comparative 

advantage on the likelihood of  CBMA occurring can be summarized as in Table 4.  

In the following, this paper empirically tests the above theories by examining 

the effect of  trade cost and the effect of  the APEC as a “regional bloc” on 

CBMA inflows to the 16 developing economies of  the APEC during 2000-2010.  

In light of  theory, CBMA may show a different pattern in response to changes in 

trade cost to green field FDI (as Neary (2007) suggests), and there may be differ-

ences depending on the type of  CBMA (as Hijzen et al. (2008) suggests).  

 

Table 4. Theoretical Predictions Regarding the Effect of Trade Cost on CBMA 

Theory 
Effect of trade cost on CBMA 

Non-horizontal CBMA Horizontal CBMA 

Ability-proximity trade off negative negative 

Concentration-proximity trade-off negative positive 

Comparative advantage 
(of the acquirer country) 

Negative 

 
7 The proportion of CBMA in FDI inflows to developed countries reached 88.96% for the period of  

1997-2001 (Brakman et al. 2005: 3). Brakman et al. (2005) is one of the first empirical tests of this argu-

ment that CBMA is an “instrument of comparative advantage,” by showing that acquiring firms tend to 

operate in sectors in which the source country has a revealed comparative advantage measured by the 

Balassa Index. More recently, Tekin-Koru (2011) examined Swedish MNEs and found that both CBMA 

and exporting are encouraged by falling trade costs. 
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2. Empirical Methodology  

 

 

2.1. Hypotheses and Variables 
 

 

Following the empirical methodology of  Hijzen et al (2008), this paper esti-

mates the following model to explore the issues discussed above8: 

 
CBMAklt = α0  + α1lnGDPkt + α2lnGDPlt - α3lnBTClk  

+ α4 HBTClk + α5lnMTClw - α6 HMTClw + α7 MCkt 

+ α8nonAPEC + α9Time + eklt 

 

The main hypothesis of  the model is that the likelihood of  firms in country k 

undertaking a CBMA in country l at time t depends on the economic sizes of  the 

two countries, bilateral trade cost between the two countries and multilateral trade 

cost between the target country and competing bidding countries other than the 

source country k. 

The likelihood of  an M&A undertaken increases with the number of  poten-

tial bidding and target firms available for transaction in the market for firms. It is 

reasonable to suppose that the number of  such potential firms is directly propor-

tional to the respective economic size of  the two countries, giving the model its 

gravity like characteristics. 

In a world with significant trade costs, the valuation of  the target firm by the 

acquiring firm will depend on trade cost represented by the variable BTC (Bilateral 

 
8 The country level model estimated here is a modified version of the industry level model of Hijzen et al. 

For details on their theoretical model and empirical approach, see Hijzen et al. (2008). 
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Trade Coast). How trade cost affects the mode of  entry into foreign market de-

pends in turn on different theories as explained in the preceding sub-section. Ac-

cording to the ability-proximity trade off  thesis, trade cost will have a negative 

effect on all types of  CBMAs. On the other hand, the concentration-proximity 

trade off  thesis predicts a positive effect only on horizontal mergers. To test for 

the two predictions simultaneously, a separate variable HBTC, representing the 

trade cost for horizontal mergers, is introduced. This measures the effect of  bi-

lateral trade cost for horizontal mergers separately from that of  non-horizontal 

mergers. The effect of  bilateral trade cost on CBMA is therefore the combined 

effect of  (α4 - α3 ).  In general, trade cost affects CBMAs negatively, but as the 

proportion of  horizontal M&A increases, the tariff-jumping effect may dominate 

and overall trade cost on CBMA may become positive. 

The likelihood of  a CBMA occurring also depends on the extent of  competi-

tion from competing bidders from countries w, other than the source country k. 

There will be tariff  jumping effect on merger bidding from these countries and 

this will depend on the multilateral trade cost between these countries and the 

target country l, which is represented by the variable MTClw (Multilateral Trade 

Cost). Since this poses greater competition for k country bidders, high multilat-

eral trade cost will indirectly have a negative effect on bilateral cross border mer-

gers from k to l. In addition, it can be reasonably supposed that the likely effect 

of  multilateral trade cost will also be different depending on whether it is hori-

zontal or vertical. The preceding discussion implies that the indirect effect of  

multilateral trade cost on bilateral CBMA between k and l will likely to be nega-

tive in the case of  horizontal biddings from other competing countries, while it 

would likely to be positive in the case of  vertical biddings which will be discour-

aged with increasing multilateral trade cost. Again, to distinguish the two oppos-
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ing effects, HMTClw, representing multilateral trade cost in the case of  horizontal 

mergers, is introduced. 

To test for the hypothesis that regional integration leads to increased foreign 

direct investment (which includes CBMA) from outside the region to avoid trade 

diversion effect, the variable nonAPEC is introduced. This variable is generated by 

interacting a dummy variable taking a value of  1 when the acquiring country is a 

non-APEC member economy with multilateral trade cost. This variable is ex-

pected to be positive, since increasing trade cost should lead to greater CBMA 

from out of  the APEC region. While this variable may tell us whether APEC has 

induced the formation of  a regional “trade bloc,” this effect is not expected to be 

very significant since APEC is an open system that does not erect barriers against 

non-members. 

The literature shows that financial variables, such as market capitalization in 

the acquiring country, are an important factor affecting cross border mergers. It is 

suggested that the stock market is a source of  finance to carry out mergers 

abroad and that a strong stock market also gives CEOs the confidence to pursue 

mergers. Di Giovani (2005) shows empirically that market capitalization, more so 

than credits to the private sector, is an important stimulant of  CBMAs. This pa-

per therefore includes the ratio of  stock market capitalization to GDP as one of  

the explanatory variables.  

Lastly, a dummy variable Time is introduced to take account of  the peculiar 

feature of  the region that may affect CBMA activity. Several APEC countries 

were impacted by the Asian financial crisis in the late 1990s. Years immediately 

following the crisis may have seen an unusually high level of  both cross border 

and domestic M&As, as many bankrupt and restructuring firms became available 

for sale, sometimes at fire sale prices and sometimes at low prices due to currency 
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depreciation in some of  these countries. The time dummy takes a value of  1 for 

the years 2006-2011. If  the CBMA activity was mainly due to the financial crisis 

and not a persistent phenomenon, then the later period of  2006-2011 by which 

time most of  the impacted countries would have recovered should see less num-

ber of  CBMAs compared to the years immediately after the crisis. 

This study estimates the determinants of  the CBMA in the developing econ-

omies of  the APEC at the country level, rather than at the industry level due to 

difficulties in acquiring industry level data for all countries. It is a panel consisting 

of  16 target APEC economies and 111 acquiring economies from within and 

outside the APEC region, for the period from 2000 to 2011 which gives a total of  

21,312 observations, after eliminating domestic mergers.  

Since the dependent variable, number of  CBMAs is a discreet counting varia-

ble, the estimation technique used are panel Poisson and negative binomial re-

gression models. These techniques have been widely used in the literature to es-

timate count dependent variable. The Poisson model makes a very restrictive as-

sumption that the conditional mean of  the dependent variable is equal to its vari-

ance, and may not work very well when there is over-dispersion in the data. In 

this case, the negative binomial estimation which generalizes the Poisson model 

to allow for over-dispersion can be used.9  

 
9 For a discussion on Poisson and negative binomial regressions models, see Brakman et al. (2005). The many 

zeros observed for the dependent variable has been of concern to some authors regarding the possibility 

of censoring and used tobit censored regression models (eg, Hijzen et al. (2008) undertakes a tobit censored 

model on the transaction value of CBMAs as a robusticity check for their negative binomial estimations, 

while Hyun and Kim (2010) adopts the tobit censoring model for their main estimation). Further 

robusticity check is not done in this study, but takes some comfort in noting that while general results are 

similar to that of Hijzen et al., they did not find wide differences between negative binomial and tobit esti-

mations. 
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3. Variable Construction and Data 

 

The dependent variable is the total number of  CBMAs in the target country l 

undertaken by the firms in source country k, during the year t. The CBMA data is 

from the Thomson Financial database. The number of  CBMA undertaken de-

pends on the potential number of  available bidder and target firms, and this is 

directly proportional to the economic sizes of  the two countries, measured by 

GDP in current dollars. These two variables are predicted to be positively corre-

lated with number of  CBMAs. Data on GDP is acquired from the World Develop-

ment Indicator of  the World Bank. 

For trade cost, this study uses tariff  based data and bilateral distance data, as 

in most gravity equation based studies. For multilateral trade cost, the average 

tariff  ranking and non-tariff-barrier ranking given by the Economic Freedom World 

Index are used. This data for APEC economies are acquired from the <www.apec.or> 

for years 2000 to 2009. This data is more likely to capture trade cost in a compre-

hensive way and measure changes over time better than the actual levels of  tariffs 

which are available for only a few number of  years and show little variation over 

time. More importantly, since this analysis is done at the country level, averaging 

actual tariff  values to a highly aggregated level may not be very meaningful. In 

addition, tariffs do not capture the effects of  other non-tariff  barriers. For bilat-

eral trade cost, bilateral distance from the CEPII gravity data base is used. 

The trade cost data are interacted with proportion of  horizontal CBMAs rep-

resented by HI, to distinguish the effect of  horizontal mergers from non-

horizontal mergers. The above discussion on theories of  determinants of  CBMA 

shows that the effect of  bilateral trade cost is a priori ambiguous. Given that the 

majority of  CBMAs in the APEC region are non-horizontal, it is expected to be 



III. Determinants of CBMAs in the APEC Region: the Role of Trade Cost 23 

 

 

negative for the given data set for overall bilateral trade cost, whereas it may in-

crease and become positive as proportion of  horizontal CBMA increases. How-

ever, if  the comparative advantage theory of  CBMA is true, the interacted varia-

ble should remain negative even when proportion of  horizontal mergers be-

comes very high. Proportion of  horizontal CBMA is calculated as the total num-

ber of  horizontal M&A divided by the total number of  CBMA undertaken in the 

year t. HI takes the value of  zero when no horizontal mergers were undertaken. 

Table 5 presents the summary statistics for the variables and definitions of  the 

variables. 

 

 

Table 5. Summary Statistics of Variables 

Variable 
Predicted 
outcome 

Obs. Mean Std. Dev. Min Max 

CBMAklt: total num-
ber of CBMA in year 
t, in l by k. 

 21,132 0.68 4.49 0 253 

GDPlt (current US$) + 19,371 4.22 x 10
11

 8.07 x 10
11

 293,712 5.93 x 10
12

 

GDPlt (current US$) + 17,227 4.49 x 10
11

 1.42 x 10
12

 293,712 1.46 x 10
13

 

MCk: (market  
capitalization)/GDP 

+ 14,136 66.46 68.87 0.10 617.01 

BTCklt: bilateral 
trade cost measured 
by distance. 

-/+ 20,172 9,669.46 4,797.51 60.77 19,951.16 

MTClwt: multilateral 
trade cost measured 
by rankings of  
average multilateral 
tariff and non tariff 
trade barriers. 

Tariff 
ranking: - 

15,299 8.41 0.90 5.78 10 

NTB 
ranking: - 

14,300 6.39 1.49 3.67 9.43 

HI: (number of 
horizontal mergers)/ 
(number of total 
CBMAs) 

+ 2,947 1.46 2.93 0 43 
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4. Estimation Results  

 

Table 6 shows the results from the estimation. The first three columns show 

the results from the Poisson (random effects) estimations. Column 1 uses the 

specification excluding market capitalization. In Columns 1 and 2, MFN tariff  

ranking is used for multilateral trade cost whereas in Column 3 non-tariff-barrier 

ranking is used. Most of  the variables are significant at the 1% level, and show 

the expected signs, although bilateral trade cost interacted with proportion of  

horizontal mergers become insignificant when the specification includes market 

capitalization. Possibly, horizontal mergers are driven more by financial considera-

tions than production reorganization considerations, so that including market 

capitalization variable reduces the explanatory power of  horizontal mergers. 

Cross border mergers increased with the size of  the two countries involved as 

expected. While multilateral trade cost in general had a positive effect on bilateral 

CBMA, indicating that increased multilateral cost reduced overall non-horizontal 

biddings from competing countries, the effect becomes negative as proportion of  

horizontal mergers increases. This implies that high trade cost encourages tariff-

jumping, horizontal CBMA from other competing countries. The combined ef-

fect is given by (α5 – α6 ) which ranges from 0.987 to 0.181 for the Poisson re-

gressions (Columns 2 and 3) and 0.573 to -0.188 for negative binomial regres-

sions (Columns 5 and 6). That is, the overall effect of  multilateral trade cost on 

CBMA seems to be generally positive, but we cannot be overly certain. 

The bilateral trade cost shows an opposite result from that of  multilateral 

trade cost as expected. Number of  CBMA decreases as trade cost increases in 

general, reflecting the high degree of  non-horizontal CBMA in the APEC region. 

However, this became positive, as proportion of  horizontal CBMA increased. This 
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Table 6. Determinants of CBMA in the APEC Developing Economies 

  Y = number of CBMA 

 
Column 1 
(Poisson) 

Column 2 
(Poisson) 

Column 3 
(Poisson) 

Column 4 
(negative 
binomial) 

Column 5 
(negative 
binomial) 

Column 6 
(negative 
binomial) 

Source  
country  
industry size 
(GDP) 

0.077 
(0.011)*** 

0.078 
(0.011)*** 

0.074 
(0.010)*** 

0.036 
(0.011)*** 

0.041 
(0.111)*** 

0.034*** 
(0.011) 

Host country 
industry size 
(GDP) 

0.101 
(0.014)*** 

0.102 
(0.014)*** 

0.106 
(0.014) 

0.063 
(0.014)*** 

0.068 
(0.015)*** 

0.069 
(0.015)*** 

Multilateral 
Trade cost: 
all merger 
types 

1.762 
(0.206)*** 

1.679 
(0.206)*** 

0.320 
(0.101)*** 

1.414 
(0.261)*** 

1.426 
(0.258)*** 

0.711 
(0.127)*** 

Multilateral 
Trade cost: 
Horizontal 

-0.735 
(0.070)*** 

-0.692 
(0.070)*** 

-0.639 
(0.078)*** 

-0.894 
(0.091)*** 

-0.853 
(0.091)*** 

-0.899 
(0.105)*** 

Bilateral trade 
cost:  
all merger 
types 

-0.345 
(0.070)*** 

-0.348 
(0.071)*** 

-0.257 
(0.069)*** 

-0.395 
(0.089)*** 

-0.422 
(0.089)*** 

-0.376 
(0.089)*** 

Bilateral 
Trade cost: 
horizontal 

0.092 
(0.051)* 

0.060 
(0.051) 

-0.031 
(0.049) 

0.255 
(0.079)*** 

0.237 
(0.078)*** 

0.177 
(0.078)** 

Market  
Capitalization 

 
0.141 

(0.031)*** 
0.162 

(0.031)*** 
 

0.194 
(0.032)*** 

0.199 
(0.038)*** 

Non-APEC 
-0.066 

(0.010)*** 
-0.055 

(0.010)*** 
-0.054 

(0.010)*** 
-0.036 

(0.009)*** 
-0.029 

(0.009)** 
-0.026 

(0.009)** 

Time period 
0.147 

(0.024)*** 
0.141 

(0.024)*** 
0.185 

(0.024)*** 
0.137 

(0.033)*** 
0.124 

(0.032)*** 
0.130 

(0.034)*** 

Constant 
-3.757 

(0.711)*** 
-4.070 

(0.714)*** 
-1.470 

(0.582)** 
-1.124 
(0.801) 

-1.964 
(0.817)** 

-0.222 
(0.596)*** 

 

N = 1283 
Wald Chi2 : 

939.69 
Log likelihood: 

-3301.410 

N = 1267 
Wald Chi2 : 

958.99 
Log likelihood: 

-3268.030 

N = 1252 
Wald Chi2 : 

875.66 
Log likelihood: 

-3286.815 

N = 1283 
Wald Chi2 : 

497.68 
Log likelihood: 

-3054.476 

N = 1267 
Wald Chi2 : 

528.90 
Log likelihood: 

-3017.734 

N = 1252 
Wald Chi2 : 

493.77 
Log likelihood: 

-3005.153 

Note: Numbers in brackets are standard errors. ***, **, and * represent significance at the level of  1%, 5% and 
10%, respectively. 
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implies that for horizontal mergers, tariff  jumping, rather than comparative ad-

vantage, was the more important motivation. The combined effect here is given 

by (α4 – α3 ), which ranges from -0.288 in the Poisson regression to -0.185 and -

0.199 in the negative binomial regressions, suggesting that in general, trade costs 

had a negative impact on CBMA. 

Contrary to expectations, trade liberalization and market integration in the 

APEC region is shown to have a negative effect on CBMA from non-APEC 

member countries. That is, as discussed in Section 3, APEC economies are heavi-

ly dependent on each other as a source of  foreign investment and that cross bor-

der M&As is largely a regional affair. This implies that CBMA in the APEC re-

gion is closely related to the regional vertical division of  labor, and that, firms in 

the region are using CBMA as an instrument for restructuring and reorganizing 

across the region as trade liberalization and market integration have progressed in 

the APEC.  This result suggests that it would be worthwhile to explore the role 

of  CBMAs in the regional economic integration more deeply, examining repre-

sentative M&A cases at the level of  production networks. 

Market capitalization is shown to be highly significant in explaining CBMAs 

and the time dummy is also strongly significant and positive. That is, the increase 

in CBMA was not a temporary phenomenon due to impact of  the Asian financial 

crisis, but is a long lasting reorganizing response to changing trade cost in the 

region. 

The negative binomial estimation is a more general form of  the Poisson esti-

mation, and results from these estimations are shown in Columns 4~6. The spec-

ification excludes market capitalization in Colum 4, uses MFN tariff  ranking as 

proxy for bilateral trade cost in Column 5, and uses non-tariff-barriers ranking in 

Column 6. This time, all the variables of  interest are significant at the 1% level. 
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Only the constant term is insignificant when market capitalization is not included. 

The size of  coefficients changes very little, and more importantly, the signs of  the 

coefficients do not change. The estimation results are therefore fairly robust over 

different specifications and estimation techniques. 

 



 
 
 
 
 

 

IV. Conclusion 
 

 

 

This study attempted to map out the patterns of  cross border M&As in the 

APEC region, and empirically verify the determinants of  CBMAs, focusing on 

the role of  trade cost. Despite the increasing levels of  CBMAs in the APEC re-

gion, its determinants and impacts in the region, especially in the less developed 

economies of  the region, remain under-researched. This study hopes to contrib-

ute to filling this gap in the literature.  

The general trend of  FDI and trade show that the APEC region is tightly knit 

in a highly developed global production network, with high dependence on re-

gional members as source of  investment, source of  intermediate materials and a 

market for final goods. The patterns of  CBMA, with its regional concentrations 

and high levels of  non-horizontal mergers seem to mirror the general trend of  

FDI and intermediate goods trade noted in previous literature. That is, CBMA in 

the APEC region that occurred in response to increasing trade liberalization and 

market integration seems, first and foremost, of  the reorganizing investment type 

rather than being used as an instrument of  comparative advantage as suggested 

by Neary.  

This expectation is also born out by the empirical study undertaken in Section 

4. The estimation results show that cross border mergers increased with the size 

of  the two countries involved, as expected. In this study, economic size implies 

greater number of  potential target and acquiring firms available for merger trans-

actions. While multilateral trade cost in general had a positive effect on bilateral 

CBMA, indicating reduction of  overall non-horizontal biddings from competing 
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countries, the effect becomes negative as proportion of  horizontal mergers in-

creases. This implies that high trade cost encourages tariff-jumping, horizontal 

CBMA from other competing countries.  

The bilateral trade cost shows an opposite relationship with CBMA. Number 

of  CBMA decreases as trade cost increases in general, reflecting the high degree 

of  non-horizontal CBMA in the APEC region. However, this became positive, as 

proportion of  horizontal CBMA increased. This implies that for horizontal mer-

gers, tariff  jumping, rather than comparative advantage, was the more important 

motivation. 

Contrary to expectations, trade liberalization and market integration in the 

APEC region is shown to have a negative effect on CBMA from non-APEC 

member countries. APEC economies are heavily dependent on each other as a 

source of  foreign investment and that cross border M&As is largely a regional 

affair. This suggests that CBMA in the APEC region is closely related to the re-

gional vertical division of  labor, and that, firms in the region are using CBMA as 

an instrument for restructuring and reorganizing across the region as trade liber-

alization and market integration have progressed in the APEC. It would be there-

fore important to explore the role of  CBMAs in this restructuring process at a 

more micro level, such as at the level of  production networks, and making com-

parisons across different industries. 

The present study on CBMA and its determinants in the APEC region con-

tributes to the literature which has been few and far between. However, this study 

is limited in many ways and should be regarded only as preliminary. Although it 

has shown that CBMA is being used as an important tool of  reorganizing pro-

duction activities in the region, it was not able to measure the actual impact on 

economic growth, productivity or technology transfers through CBMA. Further, 
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given that the nature of  “trade cost” affecting mode of  entry decision may be 

potentially very wide in scope, ranging from cultural differences and technology 

transfer cost, including these costs more explicitly in the model would enable a 

richer analysis. Moreover, if  the study was undertaken at the level of  industries, or 

at the level of  production networks, it could have shed a more detailed insight on 

the nature of  CBMAs in the APEC region which seem to have a significant role 

in the process of  restructuring and reorganizing productive activities in the region 

as economic integration progresses. These tasks are relegated to future research.  
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국문요약 

 

 

APEC 지역에서 국경간 인수합병이 크게 증가하는 추세를 보이고 있으나 그 결정요인

이나 영향에 대한 연구는 거의 없는 실정이다. 이 지역 개도국의 경우에는 더욱 그러

하다. 이에 이 보고서는 이러한 연구 공백을 메우고자 APEC 지역 경제에서의 국경간 

인수합병 결정요인을 무역비용을 중심으로 중력모델 유형의 분석틀을 이용하여 분석

하였다. 

계량분석 결과 예상대로 투자국과 유치국의 경제규모(여기서는 기업시장에서 거래될 

수 있는 기업 수의 대리변수)가 클수록 국경간 인수합병 수가 증가하는 것으로 나타났

다. 다자간 무역비용은 제3국으로부터의 인수합병 시도에 부정적 영향을 미침으로써 

투자국으로부터의 국경간 인수합병은 증가하는 것으로 나타났다. 그러나 수평형 인수

합병의 비중이 늘어남에 따라 그 영향은 부정적인 것으로 바뀐다. 이는 수평적 인수합

병의 경우 관세회피 동기가 강하여 다자간 무역비용 증가는 제3국으로부터의 인수합

병을 오히려 촉진하기 때문인 것으로 추정된다. 반면, 양자 무역비용은 정반대의 결과

를 보인다. 이 경우 무역비용이 증가할수록 국경간 인수합병 수는 감소하는 것으로 나

타나는데 이는 APEC 지역에서 국경간 인수합병이 대체로 수직적 인수합병임을 시사

한다. 그러나 마찬가지로 관세회피 동기가 강한 수평형 인수합병의 비중이 증가할수

록 인수합병의 수는 무역비용과 정의 관계를 보이는 것으로 나타났다.  

예상과는 달리 무역자유화와 시장통합은 APEC 역외로부터의 국경간 인수합병에 부정

적 영향을 미치는 것으로 나타났다. 이는 APEC 지역의 국경간 인수합병은 대체로 수

직적이며, 역내 수직적 노동분업과 밀접한 관계가 있음을 시사한다. 즉, 투자국 기업

의 비교우위에 의한 시장 독점화 목적보다는 역내 생산체계의 구조조정 목적이 더 강

한 것으로 해석할 수 있다. 따라서 산업수준 또는 생산 네트워크 차원에서 보다 미시

적 분석을 수행하는 것이 국제 인수합병이 역내 생산 구조조정 및 노동분업에 미치는 

영향을 더 분명히 밝혀줄 것으로 기대된다. 본 연구는 그러한 후속연구를 위한 기초 

연구로서 의미가 있다 할 것이다. 

 

핵심용어: 국경간 인수합병, 무역비용, 경제통합  
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