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Abstract

Taking the literature on the effects of experience on M&A performance, | draw a model
with the intent of examining the impact of experience on the relation between distance and M&A
performance outcome. In addition, I theorize that the negative effect of distance on acquisition
performance is positively moderated by prior M&A experience. Using a sample of 156 M&As in
a time period of 7 years, it was not possible to achieve significant results to demonstrate the
theorized main hypotheses. Nonetheless, findings suggest that prior acquisition experience helps
reduce the effect of cultural and economic distance on M&A performance.
Title: Measuring the impact of experience on the relation between distance and M&A performance.
Key Words: M&A performance, CAGE distance framework, experience advantage.

Introduction

Among the literature on mergers and acquisitions, there is evidence that prior experience
and experiential learning contribute to improve M&A performance. Nonetheless, there are
conflicting results on whether M&As create or destroy value and if there is indeed a relation
between M&A performance and experience, reflecting the limited understanding of what indeed
drives M&A transactions and its sources of gain (Seth et al., 2002). The lack of congruence in the
results represent a gap in the M&A deals literature that needs to be addressed.

Therefore, | analyzed literature on cross-border M&A and learning from experience, with
the purpose of examining the relations between performance and the influence of learning. With
the CAGE distance framework in mind, plus the literature on learning from previous experience
and how it influences the subsequent M&A performance, | developed my research question where
the aim is to explore the impact of M&A experience on the relation between each type of distance

and M&A performance. Specifically, the main argument is that previous M&A experience



influences how a company overcomes the obstacles represented by the different types of distance
through the appliance of previous learnings, therefore responding better to them, and thereby
obtaining a higher M&A performance. This reflects a moderating effect of experience on the

relationship between distance and M&A performance.
Literature Review

Cross-border Mergers & Acquisitions and Value Creation

When firms choose to expand across national borders, they normally do it to get into
different geographic locations, to access new markets (Hitt et al., 1998) or to grow and gain market
power (Anand and Singh, 1997; Barton and Sherman, 1984).

Expanding through cross-border M&A allows access to foreign countries earlier than
competitors and quickly build a strong presence outside national borders (King et al., 2004),
thereby representing a possibility to exploit foreign market opportunities (Rugman, 1979).

Additionally, this mode of entering new markets can be seen as a way of utilizing the current
capabilities that local firms already master (March, 1991) or acquiring assets, resources or technical
knowledge (Ahuja and Katila, 2001; Capron, 1999). It also allows to create synergies, such as
economies of scale and scope (Kobrin, 1991; Kogut, 1985).

Thus, it is typical to see M&A driven by a desire for growth, market power and synergies
leading to a performance improvement (Rahman et al., 2016). Nonetheless, there are conflicting
results on whether M&As create or destroy value. Consequently, there is limited understanding of
the sources that indeed lead to value creation or destruction. Seth, Song and Pettit (2002) present
asset sharing, reverse internalization of valuable intangible assets and financial diversification as
sources of value creation, and managerialism as a reason for value destruction, which may explain

the conflicting results across the literature by suggesting that both scenarios are plausible to occur.



The Effects of Learning from Experience in Mergers & Acquisitions

Also related to M&A performance improvement is past related experience. From the
literature, acquisition experience — all the M&A deals that a firm incurred before the focal
acquisition — appears as important, but may not be sufficient to improve M&A performance
(Haleblian and Finkelstein, 1999).

Some researchers claim that experienced acquirers are more successful than companies
without any acquisition experience, stating that similar acquisitions are positively related to
acquisition performance (Fowler and Schmidt, 1989; Hitt et al., 1998). Others draw a different
scenario, saying that acquisition experience may not always boost acquisition performance,
questioning whether experience is beneficial or not, which means that they didn’t find any
significant relation between them (Haleblian and Finkelstein, 1999; Kusewitt, 1985; Lubatkin,
1983; Zollo and Singh, 2004). Hayward (2002) even argues that M&A performance is influenced
by the similarity of past acquisitions, their performance and the period of time between the focal
acquisition and the following ones.

Finkelstein and Haleblian (1999, 2002) argue that a prior event may influence the
performance of a subsequent one in a positive or negative way, implying the transfer of learning
from past experiences. A positive transfer effect facilitates the performance and a negative one
inhibits it. They also argue that these transfers are affected by the similarity of events, as the higher
the compatibility, the higher the probability of successful integration and, consequently, acquisition
performance.

Therefore, a positive transfer may occur if the firm’s acquisitions are similar to each other
and if the previous acquisition experience can be generalized from one to another. When these two
assumptions are met, performance should increase. Thus, in this scenario, there is a positive relation

between previous M&A acquisition experience and M&A performance.



However, a negative transfer may arise if there is an inappropriate generalization between
two situations that seem superficially similar, but present substantial underlying differences,
leading to draw wrong inferences or to incorrectly apply knowledge from the past acquisitions, and
resulting in a negative performance.

Companies may also attempt to apply old routines to new situations, ending up in
unproductive and unsuccessful expansions for inappropriate generalization of knowledge.
However, performance may increase over time as companies start reconsidering their routines. This
also shows that knowledge is time and location specific and needs careful consideration to see if it
fits in the current situation (Nadolska and Barkema, 2007).

Summing up, past experience gives the opportunity to learn from the prior successes and
mistakes of the firm and to acquire specific know-how, therefore performing better. However,
learnings may not always apply, requiring attention to the nature, performance and timing of the
experience (Hayward, 2002; March, 1991; Penrose, 1959).

Thus, since there is no consensus on the relation between M&A performance and
experience and which factors influence this link, | set two broad competing hypothesis.
Hypothesis 1a: There is a positive relationship between previous M&A experience and M&A
performance.

Hypothesis 1b: There is a negative relationship between previous M&A experience and M&A
performance.
The CAGE Distance Framework

In 2001, Pankaj Ghemawat approached a way of evaluating cross-border opportunities
through the impact of distance attributes in international trade and how they affect the relative
attraction of a foreign market. These attributes can be manifested through four dimensions: cultural,

administrative, geographic and economic.



1. Cultural Distance

Cultural distance is determined by the country’s cultural attributes, such as different
languages, ethnicities, religions, social norms, routines and repertoires. These affect the firm’s
activities, such as the organizational design, new product development, and other aspects of
management (Kogut and Singh, 1988). In sum, this set of routines and repertoires differentiates
corporations, including the power and control structures (Brossard and Maurice, 1974), decision-
making practices (Bourgoin, 1989; Kreacic and Marsh, 1986), degree of entrepreneurship
(McGrath et al., 1992) and innovation effectiveness (Shane, 1993).

Likewise, cultural attributes influence how individuals interact between each other and with
the organization, the choices that they make, as workers or as consumers, and that represent their
preferences or trigger associations with a particular culture or a person’s identity.

So, when a firm decides to engage in foreign M&A activity, it is confronted with unfamiliar
preferences, languages, religions, values and business practices, which affect their willingness to
exchange and may lead to problems of miscommunication, tension or even acquisition failure
(Nadolska and Barkema, 2007). Therefore, it is necessary to accommodate both the target and
aquirer’s national and corporate cultures (Barkema et al., 1996). When there is a cultural proximity,
it is easier to exchange knowledge, to combine capabilities, better integrate and communicate.
Hypothesis 2a: Cultural distance has a negative effect on M&A performance.

2. Administrative Distance

According to Scott (1995), institutions are grounded in three main foundations: cultural-
cognitive, normative and regulative. Their function is to provide stability through rules, norms,
principles and routines as guidelines for social behavior.

Administrative distance is determined by historical and political associations that are the

reflection of these rules, norms and principles. The presence of political hostility or the absence of
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colonial ties, shared monetary or political associations are inducers of a higher administrative
distance. Also, government policies can act like a barrier to cross-border competition through
unilateral measures, such as tariffs, trade quotas, restriction on foreign direct investment and
favoritism in regulation and subsidies for domestic companies. An example of diminished
administrative and political distance is the European Union.

Corruption or social conflicts are also known for creating a higher administrative distance
for depressing trade and investment. Having a solid institutional infrastructure and a strong legal
system is key to surpass this.

Developed countries are known for having advanced and established institutions with
powerful market factors, few governmental interferences and efficient contract enforcement
mechanisms. On the other hand, developing countries are more likely to have more simplistic
institutions, thus higher risks and less support (Wu, 2014).

Furthermore, different levels of development reflect dissimilar levels of law enforcement
that include labor laws and environmental measures. A permissive law allows to easily restructure
the firm’s processes and its workforce. A strict law will make those processes more difficult, for
presenting higher restrictions, such as costs associated with laying off workers.

In sum, the laws in rule and the political situation of the country are important factors,
especially in labor terms by representing the need to adapt workforce and processes.

Hypothesis 2b: Administrative distance has a negative effect on M&A performance.

3. Geographic Distance

Broadly, the further a country is, the harder it is to conduct business with.

Geographic distance includes natural attributes, such as the physical size of the country,
average distance to borders, access to water ways and oceans, topography, climate, and man-made

features, as for example transportation and communication infrastructures. These infrastructures
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allow the exchange of human, financial and physical resources, and to connect individuals to jobs,
assets to manufacturing plants and products to markets.

Developed infrastructures help improve production and related service facilities, reduce
transaction and exchange costs, offer employment opportunities, and therefore leading to an
increase of efficacy and productivity. On the opposite scenario, an underdeveloped infrastructure
creates the impossibility of achieving a sustainable development, inducing a decrease in the
performance (Hasan et al., 2016).

Despite the importance of transportations and communication infrastructures for the
understanding of geographic distance, Ragozzino and Reuer (2011) argue that in general a remote
acquirer is more likely to face problematic situations than a nearby one. An acquirer that is close
to its target is in a better position to evaluate and integrate a target’s key resources, whereas an
acquirer that is far away from its target is in a position where it is likely to lack key partnerships
and suffer from information asymmetries.

Hypothesis 2c: Geographic distance has a negative effect on M&A performance.

4. Economic Distance

Economic distance is determined by differences in consumers’ income, costs, quality of
natural, financial and human resources, infrastructures, information and knowledge. The wealth is
the most important indicator for this type of distance, having a positive impact on the engagement
in cross-border economic activities.

When internationalizing to a country with a similar economic profile, it is easier for the
firm to replicate the already existing business model and to directly apply its processes and
knowledge. For this reason, companies that rely on expertise, economies of scale and
standardization focus on these features in order to sustain its competitive advantage. If in contrast

the country presents a dissimilar profile, the company must adapt its business model. Nonetheless,
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in industries where labor costs are important, having different economic profiles is seen as an
attractive feature (Wu, 2014).

Thus, the similarity of the economy is a factor for the development and the performance of
the M&A, influencing the easiness of applying the business model, processes and products in the
new market. The smaller the similarity between economic profiles, the higher the economic
distance and the harder the adaptation, influencing negatively the M&A performance.

Hypothesis 2d: Economical distance has a negative effect on M&A performance.
The Impact of Mergers & Acquisitions Experience on the Effect of Distance

When firms choose to engage in cross-border M&A, they will face diverse obstacles, some
represented by distance, and to which they have to adjust.

Previous M&A experience is a learning source to help perform the needed adjustment. This
previous experience tells the firm what works and does not work for a specific set of factors in
place and time, which means that it can be applied if the context in which the M&A happens is
similar.

Moreover, higher experience, manifested through more previous M&As, gives the
possibility to obtain more and specific knowledge about different markets and related factors.
Consequently, it also allows to develop M&A capabilities, helping the creation of value (Barkema
and Schijven, 2008) and that will be indeed useful to overcome the negative effects of the obstacles.

Therefore, regardless of the similarity between the focal deal and the past ones, experience
should help attenuate the distance factor as it would be easier and more efficient to overcome
problems and differences, reflecting a better M&A performance.

Hypothesis 3a: M&A experience moderates positively the negative effect of cultural distance on

the M&A performance.
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Hypothesis 3b: M&A experience moderates positively the negative effect of administrative distance
on the M&A performance.
Hypothesis 3c: M&A experience moderates positively the negative effect of geographic distance
on the M&A performance.
Hypothesis 3d: M&A experience moderates positively the negative effect of economic distance on

the M&A performance.
Model

From here on, the aim will be to explore if the previous M&A experience will be useful to
overcome the negative effects of distance on M&A performance, as set in the research question.

The following figure summarizes the hypotheses explained and established above.

Cultural Distance —_—

Administrative Distance BV \lcrger & Acquisition
— I, Performance
Geographic Distance |

Economic Distance

Previous Merger &

Acquisition Experience

Figure 1: Relations between the variables and the moderator role of previous M&A experience
Methodology

Sample

For testing the hypotheses set above, | obtained a sample of complete M&A deals from
Thompson Reuters Eikon database. This sample is composed of US based companies, publicly
traded, that engaged in international M&A in Brazil, China or Germany during a 7-year time

period, from 2008 to 2014. The target countries where chosen in order to include representatives
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of different continents that possess a high level of M&A activity and different levels of each of the
4 types of distance.

After, to compute the dependent variable, | obtained stock market data from Thompson
Reuters Eikon database, including each firm’s stock prices and from S&P500 as a proxy of the US
market stock prices.

To calculate the independent variables, I used the Hofstede’s official website to collect
cultural data, the World Bank Open Data as a source for administrative and economic data, and
GeoDataSource for the geographic data. The cultural data was not available for different years, so
the same value was considered for all the time period.

Finally, Thompson Reuters Eikon database was also used to compile the control variables.
Dependent Variable

M&A Performance

M&A performance is the wealth created by the M&A activity, which can be measured
through the resulting unexpected returns. The abnormal returns are computed as the difference
between the actual stock market and the expected return that would be given by the performance
of that market (Finkelstein and Haleblian, 2002; Haleblian and Finkelstein, 1999).

AR; =R; -(0;+B.Rp)
Where i: stock, t: day, Ri,t: Return on stock, Rm,t: Return on market portfolio, ai: Constant, Bi:
Beta of stock
Equation 1: Abnormal Returns

To perform this calculation, 1 used event study methodology, as the value implications of

an M&A investment decision in the firm can be anticipated in a measurement window (Anand and

Khanna, 2000; Kale et al., 2002; Park, 2004).
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To establish this measurement window, it was considered a trade-off between the
implications of the length of the time interval. On one hand, a small time frame may not allow to
capture early market reactions to the announcement or even information leakages before it. On the
other hand, a large time frame may absorb information unrelated to the M&A in question,
contaminating the results. With this in mind, | calculated the abnormal returns using the market
model with an estimation window of 250 days and an event window of 21 days, centered on the

event date (Cuypers et al., 2016).

Estimation Window Event Window

) |
|
| |

Event Date

Figure 2: Event Study Window
CAR= z AR;,
i=1

Where t: day; i: stock, CARt: Cumulative Abnormal Return on stock, ARi,t: Abnormal Return on
stock, n: number of stocks in the event window
Equation 2: Cumulative Abnormal Returns
Independent Variables

Previous M&A Experience

Essentially, previous M&A experience is the sum of all M&As that the sample firms made
during the 10-year time interval before the focal acquisition (Haleblian and Finkelstein, 1999). If
during this time period the firm did not perform any M&A activity beyond the focal acquisition, |
considered that this company does not possess any previous M&A experience, since the sum in

this case is equal to zero.
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Cultural Distance

Cultural distance can be measured as the degree of difference between the cultural norms
of the acquirer nation and of the target countries in question (Kogut and Singh, 1988). In this way,
drawing on the formula that Kogut and Singh defined based on the Hofstede’s national cultural
scores, | used a composite index to estimate the deviation between the US and the target nations
under analysis, Brazil, China and Germany (Morosini et al., 1998). All 6 cultural scales where
taken into consideration: power distance, individualism, femininity/masculinity, uncertainty

avoidance, long-term orientation, restraint/indulgence.

6
Z(Sic'SiUS)z
=

Where c: country S: score of the Hofstede’s it national cultural scale

Equation 3: Cultural Distance

Administrative Distance

To calculate the administrative distance, | measured the political dissimilarity between the
US and the target countries in a Euclidian distance, using the governance indicators set by the

World Bank (Heuchemer et al., 2008).
AD.=

6
Z(Sic'siUS)z
p

Where c: country S: score of the i'" governance indicator

Equation 4: Administrative Distance
These 6 indicators capture the impact of government policies and political factors. Voice

and accountability captures citizens’ political participation, and freedom of expression and
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association. Political stability and absence of violence measures the likelihood of political
instability and violence motivated by politics. Government effectiveness captures the perception
of the quality of public and civil services, the degree of pressure independence, the quality of policy
formulation and implementation, and government’s credibility. Regulatory quality captures the
government’s ability to formulate and implement policies and regulations. Rule of law captures
agents’ confidence in the rules of the society, in the quality of contract enforcement, in property
rights, the police and the courts. It also measures the likelihood of crime and violence. At last,
control and corruption captures perceptions on the exercise of public power to the detriment of
private purposes.

Geographic Distance

The geographic distance between the acquirer and the target can be determined in a
simplistic form by measuring the distance between the countries of origin and acquisition. This
distance was scaled in kilometers and between the capital of the acquiring firm’s country of origin
and the capital of the acquired firm’s country.

Economic Distance

The economic distance was measured through the difference between the acquiring firm’s
country gross domestic product per capita, based on purchasing power parity at current
international dollars, and the acquired firm’s respective one. The advantage is that GDP at PPP
takes into account local prices and the inflation rate, which means that it considers different costs
of living, allowing a fairer comparison between the countries.

ED_.=GDPy5-GDP,
Where c: country

Equation 5: Economic Distance
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Control Variables

In order to control for factors that may influence the value creation, | set control variables
for factors at the acquirer and deal level.

First, to control for the acquirer firms’ performance, | gathered net income data from the
last twelve months prior to the focal acquisition. Second, to control for the absolute size of the
acquirer, 1 used the total assets in thousands of US dollars in the year of the focal acquisition.
Third, 1 controlled for the relatedness between the acquirer and the target, by creating a dummy
variable based on 2-digit SIC codes. The dummy took the value 1 if both parties were active in the
same 2-digit code and 0 otherwise. Forth, in order to apprehend any differences attributable to the
stock exchange of the acquirers, | decided to use dummy variables coded 1 if the firm is listed on
the NYSE and 0 if listed on NASDAQ. Fifth, to control for the method of payment, | use dummy
variables coded 1 if a cash offer was used and 0 otherwise, and 1 if a stock offer was made and 0
otherwise. In the case of a hybrid payment composed by cash and stock, both dummies took the
value 1 (Cuypers et al., 2016). Sixth, because friendly acquisitions facilitate integration and reduce
information asymmetries (Reuer and Ragozzino, 2008), | created a control variable for deal
attitude, with a dummy variable coded 1 if the attitude was friendly and 0 otherwise. Seventh and
final, 1 controlled the deal value, using the total amount in millions of US dollars paid to the target
by the acquirer, since research shows that the size of the acquisition influences the subsequent
performance (Kitching, 1967; Kusewitt, 1985).

Model testing specifications
To test the hypotheses, | used a simple ordinary least squares regression analysis.
In the graph 1 (appendix 1) it is possible to observe that the variance of observations across

the sample is not the same, reflecting the existence of heteroscedasticity. Thus, in order to avoid
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inefficiency of the independent variables, biased standard errors and consequently biased

inferences, | used robust standard errors.
Results

Table 1 (appendix 2) presents descriptive statistics — means and standard deviations — and
correlations for the variables of the model. Table 2 below presents the results.

The mean of acquisition performance is approximately zero, explained by the small
standard deviation and the fact that 50 percent of the deals resulted in positive acquisition
performance (against 50% with negative acquisition performance). Furthermore, during the 10-
year period prior to the focal acquisition, each sample firm performed an average of 11 M&As,
representing around 1 M&A per year. However, the standard deviation is high, which suggests that
this type of experience is more common to some companies than others.

The correlation between acquisition performance and acquisition experience is positive,
which provides preliminary evidence to the support of hypothesis 1a. Moreover, the positive
correlation between all types of distance and acquisition performance also suggest preliminary
evidence that backs up hypotheses 2a, b, ¢ and d.

The magnitude of the correlations between the independent variables is high, specifically
between the distances, indicating the existence of multicollinearity that can lead to less reliable p-
values.

In hypotheses 1a and 1b | argue that M&A performance depends on previous M&A
experience, predicting a positive relation in 1a and a negative one in 1b. Results reported in Model
1, Table 2, show a small and positive coefficient for acquisition experience, although not
significant. This result is consistent with other studies that did not find any significant relation

between the two (Kusewitt, 1985; Lubatkin, 1983; Zollo and Singh, 2004). Thus, the results do not
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provide support to any of these hypotheses. Model 2 illustrates a similar result. Models 3 to 6 show
a negative coefficient, but all also non-significant.

Hypotheses 2a, 2b, 2c and 2d predict a negative impact of each type of distance on M&A
performance. | tested these predictions in Model 2, Table 2, by adding the direct effect of cultural,
administrative, geographic and economic distances on M&A performance. Models 3 to 6 also
include these effects and show similar results to the ones in Model 2.

Cultural distance presents a positive coefficient of 0,035 that is not in line with the
predictions and it is not statistically significant. Therefore, | cannot confirm hypothesis 2a.

Administrative distance presents a negative coefficient, in this case of -0,008, which is
consistent with the hypothesis 2b, but does not present any statistic relevance.

Regarding geographic distance, it also presents a negative coefficient, although very small
and non-significant to accept the hypothesis 2c.

Finally, economic distance shows a small and positive coefficient, close to zero, not
statistically significant, which does not provide reasonable evidence to support the respective
hypothesis, 2d.

The hypothesized moderating effects were tested in Models 3 to 6, one at a time. Model 3
verified this effect over cultural distance reported by hypothesis 3a, presenting a positive
coefficient, even though small, with a p-value of 0,097. Hypothesis 3b was tested in Model 4,
showing a positive effect consistent with the expectations, but with a p-value superior to 0,1. Model
5 confirmed hypothesis 3c by presenting a positive effect, despite very small, with a p-value of
0,095. Lastly, there was no statistical significance in Model 6 to prove hypothesis 3d.

It is also important to state that even though reported R-squares are relatively low, in other
studies where abnormal returns are used as the dependent variable show equally low R-squares

(Gomes-Mejia, 1992; Haleblian and Finkelstein, 1999; Lubatkin and Chatterjee, 1991; Travlos,
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Dependent Variable: M&A Performance

Model1 Model2 Model3 Model4 Model5 Model 6
Constant -0,109 -0,450 -0,401 -0,445 -0,406 -0,452
(0,068)  (0,781)  (0,778)  (0,772)  (0,777)  (0,774)
Friendly Attitude 0,109 0,111 0,097 0,098 0,097 0,100
(0,067)  (0,067)  (0,065)  (0,065)  (0,065)  (0,066)
Cash Payment -0,015 -0,015 -0,013 -0,012 -0,013 -0,012
(0,012)  (0,014)  (0,013)  (0,013)  (0,013)  (0,013)
Stock Payment 0,053 0,053 0,057¢ 0,054+ 0,057+ 0,052
(0,029)  (0,030)  (0,030)  (0,030)  (0,030)  (0,031)
Acquirer NYSE Listed 0,016 0,015 0,016 0,016 0,016 0,016
(0,013)  (0,015)  (0,015)  (0,015)  (0,015)  (0,015)
Relatedness 0,004 0,003 0,005 0,004 0,005 0,004
(0,013)  (0,013)  (0,013)  (0,013)  (0,013)  (0,013)
Deal Value -2,1E-05¢ -2,0E-05 -2,1E-05 -2,2E-05¢ -2,2E-05 -2,2E-05e
(1,3E-05) (1,3E-05) (1,3E-05) (1,2E-05) (1,3E-05) (1,2E-05)
Acquirer Profitability -9,7e-07  -1,1E-06 -15E-06° -13E-06° -15E-06° -1,2E-06
(7,3E-07) (7,9E-07) (7,8E-07) (7,9E-07) (7,8E-07) (7,9E-07)
Acquirer Size 3,4E-08e° 3,7E-08 2,5E-08 2,5E-08 2,5E-08 2,7E-08
(2,0E-08) (2,2E-08) (2,2E-08) (2,2E-08) (2,2E-08) (2,2E-08)
H1 M&A Experience 3,8E-05 2,7E-05 -0,003  -6,8E-04 -0,002 -7,6E-04
(5,0E-04) (5,0E-04)  (0,002) (6,8E-04)  (0,001) (7,0E-04)
H2a Cultural Distance 0,035 0,035 0,037 0,036 0,038
(0,084) (0,084) (0,083) (0,084)  (0,084)
H2b Administrative -0,008 -0,005 -0,013 -0,005 -0,007
Distance (0,039) (0,038) (0,039) (0,038) (0,038)
H2c Geographic -3,0E-04 -3,1E-04 -3,2E-04 -3,2E-04 -3,3E-04
Distance (7,4E-04) (7,3E-04) (7,3E-04) (7,3E-04) (7,3E-04)
H2d Economic 3,1E-06 29E-06 3,2E-06  29E-06  2,7E-06
Distance (5,5E-06) (5,4E-06) (54E-06) (5,4E-06) (5,4E-06)
H3a M&A Experience 4,4E-05¢
x Cultural Distance (2,6E-05)
H3b M&A Experience 4,5E-04
x Administrative (2,7E-04)
Distance
H3c M&A Experience 3,7E-07.
x Geographic Distance (2,2E-07)
H3d M&A Experience 4,9E-08
x Economic Distance (3,1E-08)
n 156 156 156 156 156 156
R-squared 0,160 0,163 0,173 0,172 0,173 0,172
p-value 0,001 0,015 0,014 0,014 0,014 0,015

Estimated coefficients are in bold. Standard errors are in parentheses. ¢ Indicates a p-value

bellow 0,1.

Table 2: Determinants of M&A Performance
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1987). Therefore, the results appear to fall within similar types of studies. Nonetheless, the R-
squares are still higher in comparison, probably a result from the multicollinearity between the

independent variables already mentioned above.
Discussion

By seeking to understand if previous M&A experience is useful to overcome some types of
distance better than others, | examined the relations elaborated.

Despite not finding any linear relation between prior experience and M&A performance,
this study contributes to the research on organizational learning by supporting the argument that
experience does not lead necessarily to a strictly positive or negative acquisition outcome. Indeed,
it is likely that the relation between experience and performance is more complex. Experience may
be subjected to the existence of similarity or to an optimal level to be relevant.

Moreover, the contributions also extend to the indirect impact of experience on the
acquisition performance, here through types of distance. The findings suggest that prior M&A
experience may be useful to overcome the effects of cultural and economic distance. However, the
direct effects of distances on M&A performance could not be proven and, therefore, the results do
not support my main arguments.

These non-findings may have arisen from various reasons, some of which presented below.

First, there is a possibility that the effect of distance may be more complex than anticipated,
for instance it can be non-linear or companies may possess an optimal level of distance that they
can handle, which means that it would only be possible to observe a negative impact when firms
deviate from that point.

Regarding cultural distance, Germany and Brazil look alike when looking at the numbers,

but when separating the scores, it is possible to see that they are very different in terms of power
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to distance and long-term orientation. It is possible that some of the Hofstede’s cultural scores
represent higher obstacles to M&A performance than others, which by being treated identically
leads to misleading results.

Administrative distance may have suffered from the same problem. China and Brazil look
similarly distant to the acquirer nation, but when looking at the 6 indicators it is noticeable that
they present opposite scenarios regarding voice and accountability, and regulatory quality.

Furthermore, China and Brazil also look economically similar in terms of GDP per capita
PPP, but China has been presenting increasing GDPs and economic growth, indicating the rise of
a possible economic power unequal to Brazil.

Hence, the false similarity resultant from the distance computations may be the reason
behind the lack of results regarding the direct effects of distance.

Limitations

There are several limitations in this study that should be addressed and represent
opportunities for future research.

First, | only used the United States, for its high levels of M&A activity, as the acquirer
nation of the firms in the sample. Also, | only choose 3 representative countries for the target
nations. By narrowing the countries in the study, the obtained results reflect only the adjacent
realities and which may not necessarily represent an overall perspective. The use of a broader
country mix would better reflect an international scenario to try to achieve results in the direction
of better replicate the effects of distance on M&A performance. Therefore, it would be interesting
to broaden the country set and see if different results are achieved.

Second, I only used M&A experience as a source of learning. Other studies examined other
forms of learning (e.g. Martin and Salomon, 2003; Salomon and Martin, 2008) that would be

interesting to approach and would allow a closer approximation to reality.
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Third, the use of cumulative abnormal returns merely reflects market reactions and only
represents a short-term impact, which does not necessarily characterize the overall M&A
performance. Future research could gain by exploring long-term impact on performance.

Forth, as | used physical distance as a proxy for geographic distance, the values were taken
as constant over time. Cultural distance had a similar treatment, for a lack of availability of values
over time for the Hofstede’s national cultural scores. The use of constant values represents a
limitation for not necessarily reflecting the country’s situation at the respective moment in time. In
future research would be interesting to use different proxies and see if the results differ.

Fifth, the high correlation between the independent variables also represents a limitation,
which was already discussed above. Furthermore, there may not be enough variance on distance,
first because all deals from the same country present equal or almost equal levels of distance, and
second because 2 out of the 3 target country have similar distances to the US — Brazil and Germany
are similar culturally and geographically distant; China and Germany are similar administratively
distant; China and Brazil are similar economically distant.

Lastly, I did not use any control variables for the target firms, which may be useful to

achieve better and more realistic results.
Conclusion

This study began with the idea that the impact of distance on M&A performance can be
overcome through experience from prior M&A activity. Although many of the effects here are not
significant, this study provides a base for future research with the possibility to address the attached
limitations. Nonetheless, findings indicate that M&A experience helps surpass cultural and
geographic distances, which suggest a better comprehension and performance under different

cultural and natural attributes.
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