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This doctoral dissertation consists of three stdigat discuss several aspects of the international
development of the private equity industry. We tsthis dissertation with an introductory chapteatth
introduces our research topic. Chapter 2, 3 andedept each of the three studies. The final chapter

discusses the main findings and contributions efstindies.

Chapter 1: Introduction

Private equity (PE) emerged in the 1970s and 198Qke United States and became an important
financing source for unquoted companies. Althoudfe fradual internationalization is a major
development within the private equity industrystibpic has only recently been addressed in academi
literature (Wright, Pruthi & Lockett, 2005). The gjoof this dissertation is to increase our undediteg

of international PE transactions. We hereby foaushe one hand on the drivers of PE investors'szros
border activities and on the other hand on theseaitinternational transactions. In this introdugto
chapter, we will first describe the PE market irdiidn to the development of cross-border PE. A
particular emphasis will be given to internatioR# transactions as an interesting research sdting
academics and the state of the current literatuterims of its contributions and gaps. Thereater will
outline the main theoretical contributions of tHissertation. This is followed by a detailed explion of

the research setting. A summary of the dissertatiodies concludes this introduction.

1.1 Setting the scene: Private equity investing

Private equity investors are financial intermedisrihat acquire unquoted firms for a limited tineeigd,
generally for about five to seven years. They hbreadly two different business models. The first
investment strategy is to finance young, entreprgakventures with a high risk and a high growth
potential. These are often excluded from most aalesources of capital such as bank loans or stock
markets. This investment strategy is typically@alenture capital or early stage investing. A REstor
takes an equity stake in these firms. A secondsimvent strategy is to acquire and restructure kstiail
firms in close cooperation with its management.sTikithe buyout investment market. Buyouts are, in
contrast to early stage investments, often higéeiaged during their PE ownership (Landstrém, 007
What characterizes both business models are tiw sélection of these investments and a detailed

assessment of information asymmetrigstween the private equity investor and the marsagé the

! The first category is often defined as the ventagital investment market and the second as theubylater stage
or private equity market. Venture capital and pevaquity are however often substituted and carergdly be
considered as synonyms (Wright & Robbie, 1998).

% Information asymmetry entails that one party hasemar superior information that another party. Thippens
often in private equity investments where manag¢genge more information about a firm than the ownees the
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company (Cressy, Munari & Malipiero, 2007; Metri€kYasuda, 2011). PE investors are furthermore
highly involved in the management of these compattieough close monitoring and guidance. Finally,
the returns of the investment are gained at theoéige investment when the company is sold, eitimer
through an IPO, or - in most cases- through aniaitiun (Wright & Robbie, 1998).

The development of the PE industry started in 8i&0% in the United States. It is driven by an iaseein
investment opportunities, tax incentives and byitiseeasing commitment of pension funds and financi
institutions (Landstrom, 2007). The UK has becotne $econd most important PE region since the
beginning of the 1980s. Over the past 20 yearsni&sting spread out towards Continental Europeitand
is currently developing in emerging regions suctEastern Europe, Asia and Latin America (Wright et
al., 2005).

To further highlight the importance of PE transams, consider the following figures. In 2010, €203
billion was invested globally in the PE industrysgdite difficult economic conditions. In 2008, glbba
investing even amounted for € 364 bn. The totaéstment volume of PE transactions (both early and
later stage investments) worldwide between 2000281 is estimated at € 2,046 billion and more than
130,000 transactions. Later stage investments atdou almost 70% of the total investment volume
compared to 30% for early stage investments owagetlyears. As investment amounts in the early stage
market are generally much smaller than later stages, the venture capital market accounts with more
than 94,000 investments for 71% of all investmetasypared to 38,000 investments in the buyout nharke
(29% of the total number). US has the largest itmest volume of all countries and corresponds toemo
than half of the total number of private equityéstments between 2000 and 2010. The development of
the European market between 2000 and 2010 is afssiderable with more than 38,000 PE investments
(29% of the total number) and a total investmentime of € 1030 billion, which corresponds to 50% of
the global investment value. Within Europe, UK li argest PE market and accounts for 25% of all

European investments (Thomson One, 2012).

1.2. International private equity transactions

The emphasis of PE investors on a reduction ofrimddion asymmetries explains the advantage of
proximity (Mason, 2007). More specifically, in ordgelect the most promising investment opportusiitie
obtaining high quality information is essential.ighnformation is however mostly locally available
through direct or indirect contacts with intermeidia, investors and consultants (Sérenson & Stuart,

2001). Local presence remains highly important rurine investment as well. PE investors devote

private equity investors). Potentially, the lackimbrmation could be harmful because one partytelie advantage
of the lack of information of the other party.



substantial time in monitoring and value addingivites which requires close guidance, board
representativeness and frequent contacts with itine &nd its management (Wright et al., 2005).
Familiarity with the firm and with local practiceand regulations are important in this respect,
notwithstanding the need for a specialized knowedfyjlocal stakeholders such as suppliers, managers
and local regulations (Makela & Maula, 2005; Mas200Q7). Finally, the sale of PE backed companies
benefits from proximity, because acquirers facesgrially lower acquisition costs when they are
located closely to the PE investment or the selffiginvestor (Hursti & Maula, 2007; Jaaskelainen &
Maula, 2008).

Because of the benefits of local presence, non-edtiminvestments were only a small fraction of the
total investment activity before the early 1990sa(li@gart, De Prijcker & Bose, 2010). This has change
substantially since then. In order to highlight thgportance of cross-border private equity trarieast a
brief overview of the international developmenttloé private equity industry between 2000 and 2@10 i
provided in Table 1. This table details the numiiemvestments as well as the total investmente:alu
Panel A of Table 1 shows the annual trend in irtgonal private equity. Panel B presents the
international development of the venture capital Boyout investment market and Panel C shows the
regional spread of international private equityesiments. This overview is based on Thomson One

database on worldwide venture capital and buyargsiments (Thomson One, 2012).
Insert Table 1.1. around here

Panel A of Table 1 shows that both the number tdrivational as well as domestic investments has
increased substantially since 2000. As a resudirethis a relatively stable trend in the proportmin
international private equity investments of abod#2 However, the total international investmentuvoé

has risen substantially from about 70% in 2000 twarthan 80% of the global private equity valueisTh
stresses the highly international orientation a¥gie equity market. It also indicates that crosedbr

investments are on average much larger than damegéstments.

Panel B of Table 1 shows that internationalizat®righly important in both segments of the private
equity industry: the relative number of internatibinvestments in the venture capital market isab¢u
the buyout market. However, in terms of the totalestment value, the buyout market is more
internationally oriented: 78% of the total investin@olume in the buyout market is related to cross-
border deals compared to 70% in the venture camisaket. Interestingly, the distribution of crossder
investing varies substantially across differengeéarcountry regions. This is presented in PanalVGile
only 14% of the North American PE investments aeslenby cross-border investors, this is almost 35%

in Europe. Asia and the Middle East are even muernationally oriented. The latter is mainly doeah



attractive Israelian VC market. Most internationalestments occur in Continental Europe (42%),
followed by North America (34%) and Asia (16%). BMoAmerica, Europe and Asia also account for the
highest international investment value: 51% ofttital cross-border investment volume occurs in geyo
17% of all international investments occur in Aaiad 14% of the cross-border deals are investedithN
American firms. In these regions, cross-border Rtantce accounts for more thdh of the total
investment volume. In sum, our findings show thats-border private equity has become a crucidl par

of the global private equity market.

Given the benefits of proximity, the importancetiod cross-border private equity industry is parachix
This raises the interesting question how crossdioRE investors cope with the complexity of non-
domestic investing (Mason, 2007). As a result, stosrder investing receives increasing attentiomfr
business scholars. While this research field wawost non-existing 10 years ago, there are currently
growing number of publications in the area of croseder PE. These studies are not solely relevant f
PE scholars but apply to a broader audience iratba of international business: both private ecaiitg
international business scholars focus on the effadft information asymmetries. The information
asymmetries in PE investing and internationalizatioiginate from different sources however. Whereas
the PE literature focuses on the information asytrieebetween the managers of a firm and the m@ivat
equity owners, internationalization theory stresseformation asymmetries between local and
international actors as a result of distant ancumilfar markets. More specifically, cross-bordetoes are
not as privileged as domestic ones in their actessrds local information. This derives from the
geographical distance but also from a differentural language and institutional context. For cross
border actors, this complicates the incorporatiériocal market conditions. Hence, the information
disadvantages between the managers of a firm anBEhowners are particularly pronounced in a cross-
border context. This makes international PE traisas a highly interesting research setting.

Academic studies in the area of cross-border PHsfagenerally on three types of phenomena. One
research stream examines the motives of interratiBf transactions and the preferred investment
regions. These studies show that PE investors glgdinternationalize towards regions with an
increasing geographical, cultural and regulatosgatice (Alhorr, Moore & Payne, 2008; Manigart et al
2010). Moreover, PE investors favor internatiorslan towards more institutionally developed coigstr

as this creates a more investor-friendly climatthwmore transparency and less information asymesetri
between PE owners and its management (Guler & &wiR2010). When cross-border PE investors enter
distant or less institutionally developed regioBey alleviate information asymmetries through
international experience, a focus in later stagestments and close cooperation with local PE toves

A close cooperation with local PE investors mainlgcurs under the form of a combined equity
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investment by local and international PE investeingch is known under the term local syndicationi(Da
Hoje & Kassicieh, 2011; Chemmanur, Hull & Krishn@912; Meuleman & Wright, 2011; Tykvova &
Schertler, 2006). A second research stream exphaims cross-border PE investors need to adapt their
investment strategy to compensate for the lack rmfwhkedge of local market conditions such as the
different levels of ownership protection. Both Ibayndication and staffing with local managers is
important herein (Tykvova & Schertler, 2006; PrutMright & Meyer, 2009). Cross-border PE investors
furthermore focus on different aspects of monitpramd value adding than domestic investors. They
prefer strategic monitoring and advice which isera® guarantee across distance than monitorirtheof
operational activities (Pruthi, Wright & Lockett)@3). The third research stream focuses on theomés

of international private equity. While cross-bordRi investors may help their investments to impleme
an internationalization strategy, the remotenessamfinternational investor and his limited local
experience could potentially be harmful (Hursti 8&atda, 2007; Makela & Maula, 2005, 2006). Recent
findings therefore stress the benefits of a logadgation for the growth and success of the invesit,
particularly for early stage investments and fovestments in emerging markets (Dai et al. 2011;
Chemmanur et al., 2012; Devigne, Vanacker, Manig§dPaeleman, 2011).

In sum, there is notable research on institutidaetors and local syndication in this researchdfidlhis
contrasts to a lack of understanding on the effe€térm-specific heterogeneity for cross-border PE
investing. More specifically, we know very littldaut the influence of PE investors’ resource basthe
international investment strategy or on the outc®nud internationalization. The three doctoral
dissertation studies aim to address this reseaagh p each of these, we examine whether the PE
investor’s resources alleviate the information asytries within different aspects of cross-border PE

investing.
1.3. Integrating the international business literature with the resource-based view of the firm

The focus on PE investors’ resources explains kg dissertation lies at the intersection betwden t
international business literature and the resoheased view of the firm (RBV). The RBV argues that a
sustained competitive advantage derives from ressuthat are valuable, rare, inimitable and not
substitutable (Barney, 1991). Clearly, within tleatext of the resource-based view, an importarganesh
guestion is: under which conditions do the resauofehe firm influence the performance of corpiona

in cross-border activities? In particular, the rese-based view is considered as the main theatetic
ground to explain how corporations can reduce tmepdexity of internationalization (Peng, 2001).

Initially, the RBV was a context-free theory; thetgntial influence of environmental conditions de t

value of resources was not taken into account. Meweecent findings do show that the charactessdf
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the business environment are an important moderatothe relationship between resources and
performance (Holcomb, Holms & Connelly, 2009). imf@tion asymmetries are a very important aspect
herein. Resources (and strategies) that are valuetdaler low information asymmetries may becomeevalu
destructive under high information asymmetries eind versa (Brush & Artz, 1999). In order to addres
these issues, management scholars increasingly admmtingent resource-based view perspectives Thi
theory combines insights from RBV and the contiroyethieory. The latter posits that a firm’'s compedit
advantage originates from a proper alignment with ¢ontext in which it operates (Aragén-Correa &
Sharma, 2003).

In this dissertation, we will apply the same applo@and examine the effectiveness of resources for
international PE investments, an activity charaoter by severe information asymmetries. A central
research question within this dissertation is whettesources that are developed within a particular
international context create a competitive advantddpis is an interesting question as there anently
contradicting expectations on the benefits of cxnrspecific resources under high information
asymmetries. One the one hand, large informatigmamtries create severe issues for managers to make
decisions and to assess the consequences of tisodsdhey make. Under these conditions, managers
become more risk averse and rely primarily on resmithat have proven to be valuable in a particula
context (Aragon-Correa & Sharma, 2003). Moreovercantext-specific resources are ready to exploit
and relatively easy to apply, they help firm toateea competitive advantage under large information
asymmetries (Carpenter & Frederickson, 2001, Ara@drrea & Sharma, 2003). On the other hand,
context-specific resources are less generally egige and they might create a rather narrow mindset
This bounds the firm from potentially relevant inf@tion. It may also limit the search towards npvel
potentially more effective mechanisms how to ddédctively with the information disadvantages in
international activities (Chetty, Eriksson & Lindge2006; Miller & Shamsie, 1996).

Through a focus on internationalization of PE inges the studies within this dissertation aim & g
better view on the effectiveness of context-specifesources in a context of high information
asymmetries. More specifically, in the first studg focus on the relationship between PE investors’
context-specific resources and the decision tofapinternationalization as a value creating stygtdn

the second and third study, we examine whetheregbspecific resources influence the outcomes of a
cross-border investment strategy, and the exihef investments in particular. As such, we disegia

the effect of context-resources on performancetintosteps. First, we focus on the relationshipvieen
context-specific resources and internationalizati®acond, we study the influence of context-specifi

resources on the success of private equity inv@stooss-border investment strategy. This provides



with a richer understanding of the influence of Rivestors’ context-specific resources and the

mechanisms through which these resources crealestiuct value.

1.4. Overview of the research questions and objectives

Table 2 gives a schematic overview of the thresedtation studies. It indicates the aspects ofseros
border investing, the levels of information asynmiest and the resources that are examined. The first
study focuses on the international investmentexgsatThe second and third study look at acquisitixits
after cross-border PE ownership. While the secondysexamines the effect of cross-border ownership
on the type of acquisition exit, the third studygdees on the effect of cross-border ownership en th
likelihood of a domestic versus an internationajuasition exit. Hereunder, the contributions of thecse
dissertation studies to the international busitiessture and to the resource-based view are mqila

Insert Table 1.2. around here

1.4.1. Study 1: The influence of experiential, fited and external knowledge on the internatioregian
of private equity investors

In this study, we examine whether PE investors shvacross borders in addition to the extent of
international investments. It aims to advance tbetingent resource-based view through its focus on
context-specific, foreign knowledge as a driverimdkrnationalization. Building on insights from the
resource-based view and international businegstitee; it examines which sources of foreign knalgke
matter most for cross-border investing. Currenthere is no consensus herein. While international
business scholars embedded in the process-basediiaternationalization highlight the importancé
internally developed knowledge for internationdii@a (Johanson & Vahlne, 1977), insights from the
new venture internationalization studies suggeat thlevant foreign market knowledge may originate
from outside the firm as well (e.g. Oviatt & McDalfj 1994). We therefore focus on both internal as
well as external sources of foreign knowledge: filewel experiential knowledge acquired through
previous foreign investments, inherited knowleddwough the prior working experience of its
management and external knowledge through foregwark partners. The research question in this
study is thereforeWhat is the effect of experiential, inherited axtieenal knowledge accumulation on

the likelihood and extent of cross-border acquisisi of private equity investors?

1.4.2. Study 2: Acquisition exits of cross-bordeydwuts: Differentiating between financial and ségit
acquisitions

The second study differentiates between stratagicfimancial acquisition exits of cross-border butgo

After the first part that examines the influence cobss-border buyout growth and efficiency on the
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acquisition type, this study focuses on the roleP&f investor reputation in the exit process. More
specifically, it examines how the reputation of ga#ling international private equity investor gaduce
the information asymmetries in the sale of crossieobuyouts. These information asymmetries origina
from the uncertainty of strategic and financial &ogrs in the reliability of the target's financial
information. This uncertainty is due to the privatal international ownership of the cross-borderape

equity investor prior to the acquisition exit (Belisck, Deloof & Manigart, 2009, Fang, 2005).

The contingencies on the reduction of informatisgnametries through reputation are not are not fully
understood however (Rhee & Valdez, 2009). Scholacseasingly highlight the segmentation of
reputation towards different industries (e.g. H2004), but it is unknown whether context-specific
reputation can reduce the information problemsoddifin owned businesses. For this reason, we egamin
the effectiveness of general as well as contextiipaypes reputation. With respect to contextefie
reputation, both country-specific reputation (reputation within the investment country) and irtdys
specific reputation (i.e. reputation within the @stment industry) are studied. The research questithe
second dissertation study is therefd@an the overall, country-specific and industry-sfieceputation of

the private equity investor reduce the informatiasymmetries in acquisition exits of cross-border

buyouts?

1.4.3. Study 3: Cross-border financial intermediatand domestic acquisitions: The role of host tigun
experience

The focus of the third study is the information tco§ domestic acquirers in the acquisition process
internationally owned firms. While cross-borderdiirtial intermediaries, such as PE investors, may be
particularly advantageous for cross-border acgsiitthiey are less able than local intermediarigedace

the information problems of domestic acquirers.sTikithe result of a lower integration of crosseleor
financial intermediaries in local information netks. This creates a liability of foreignness (Hymer
1976).

International business scholars have stressedeaefits of context-specific resources and in paldidy
host country experience (i.e. experience in thenttgwf the acquisition target) as a critical ressuto
overcome the liability of foreignness of financsdrvice providers (Zaheer & Mosakowski, 1997). As
such, we expect this to be important for finandidermediaries to reduce the information costs of
domestic acquirers. However, within this literatusream, there is an increasing debate on the
effectiveness of host country experience acroderdifit business contexts (Nachum, 2003). As atresul
we study domestic acquirers’ connectivity towamtsal information channels as a contingency effect o

the influence of intermediaries’ host country expeace. In a first step, we examine the social aspkc
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connectivity. We thereby focus on the access talladormation through informal business networks
(Davidsson & Honig, 2003). A second part focusestloa institutional aspect of connectivity. This
investigates the impact of connectivity with altetime financial intermediaries across differentelevof
financial market development (Johnson, 2004). dsearch question in this study is therefakéat is
the effect of host country experience of cross-ofihancial intermediaries on the information cosff
domestic acquirers? Is the effect of host counkyegence contingent on the connectivity of dornesti

acquirers towards local sources of information?

1.5. Empirical setting: The European private equity market

This dissertation focuses on international PE #etisns in Europe, particularly in Western Europe.
While the first study examines the internationafeistment strategy of European PE investors, thenskec
and third study focus on deals located in Europé wicross-border owner. Europe is second lardést P
market after the United States (Lerner et al., 2008 it tends to mirror the US with an increasmgnber

of large and experienced investors and a mature faising market (Alhorr et al., 2008; Manigartagt
2010).

The European PE market is a preferable researtingséd study cross-border PE transactions due to
better data availability in addition to its intetiomal orientation. The figures on cross-borderesting

illustrate the internationalization of the Europd@B industry. Over the period 2000-2010, 35% of all
European private equity transactions were suppdstedoreign investors. In terms of deal value, the
international orientation is even more notable @%b 70f the total transaction volume originates from

cross-border investments (see Table 1 supra).

Although data on European private equity investmesmd other private companies is much more
available in Europe compared to the United States,of the main constraints of PE researchers resmai
the access to relevant information. Moreover, imi@tion on the investment strategy and international
orientation of these investors is difficult to dbtaData are therefore drawn from multiple datarses.
Each study combines a hand collected dataset wifttrmnation from other, more widely available

databases.

The first study uses survey information on PE itmesoriginating from 5 European countries: Belgium
Germany, the Netherlands, Sweden and the UK Thesatries were chosen because they cover a
substantial and diverse part of the European PEkehaMoreover, these countries are considered
increasingly mature PE investor markets, coverifegrge proportion of the cross-border investorthia
region (Manigart et al. 2010; Schertler & Tykvo2®11). Our sample combines the early and lateestag



investment market. Information is collected throsgiveys by a lack of publicly available information
many variables of interest such as investor fuzd sr the number and international experience ef th
investment managers. This is added with informatiom the Zephyr (Bureau van Dijk) database which

contains detailed information on PE transactionfscam 1997.

The second and third study focus on internatioraaidactions within the later stage, buyout investme
market. They use the database from the Centre fomalgement Buy-out Research as the primary data
source (CMBOR). This is a unique, hand-collecte@dsit on European buyout transactions. It covers th
entire population of UK PE transactions as from lteginning of the 1980s in addition to the entire
population on Continental European deals as froenbiginning of the 1990s. From this database, we
collected individual deal characteristics on crbesder buyout transactions during the period 199742
within 6 different countries: Belgium, France, {tathe Netherlands, Spain and Sweden that havedexit
through an acquisition. Unquoted companies locaté¢kese countries are interesting data sourctsegs
provide detailed annual account information. The BEKMR data are then combined with other data
sources. Annual account information is obtainednfrthe Amadeus database (Bureau van Dijk), the
Datastream database provides information on busingde effects and the World Bank data covers data
on the institutional development. By combining thdifferent sources, we were able to constructiguen

and rich dataset for the three dissertation studies

1.6. A summary of the three dissertation studies

1.6.1. Study 1: The influence of experiential, fited and external knowledge on the internatioregian

of private equity investors

Principal topic

The increasing globalization is one of the most angnt developments in the professional service
industry. International activities are however assed with a steep increase of information asymiemst
(Filatotchev & Wright, 2011). These are particylagronounced in professional services, due to the
inherent difficulties for outsiders to verify theaity of the service ex-ante and to monitor theapest
(Sanchez-Peinado & Pla-Barber, 2006; von Nordehf|y2010). Despite these adverse circumstances, our
knowledge of how professional service firms dedhvimformation asymmetries in cross-border acegti

is still limited. PE investors’ cross-border adiies are an interesting example of professionalicer
firms’ recent global development. Their value diregtctivities reside to a large extent in theiiligbto
address information asymmetries and agency isdues.latter are heavily influenced by local market

conditions and practices (Filatotchev & Wright, 2D1
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A central theme in international business rese&dhe importance of foreign knowledge accumulation
that helps firms to deal with internationalizationcertainties (Yli-Renko, et al., 2002). The gofthis
study is to understand how foreign knowledge acdatimn influences cross-border activities under
conditions of large information asymmetries thatrelcterize the internationalization of professional
service firms and PE investors in particular. Eamtgrnationalization theorists recognized the intguace

of internal knowledge development (Johanson & VahltB77). Subsequent findings from new venture
internationalization studies (e.g. Oviatt & McDollgal994) showed that relevant foreign market
knowledge may originate from outside the focal fiam well (e.g. Autio, 2005; Johanson & Vahine,
2009). We therefore focus on both internal andresiesources of foreign knowledge accumulatiorhia t
study: firm-level experiential knowledge acquireldrough previous foreign investments, inherited
knowledge through the prior foreign work experienfés management and external knowledge through
its foreign network partners. We empirically testather they increase the likelihood and the nunatber

international investments of cross-border ventaygtal firms.

Method

The hypotheses are tested using a representatinplesaof PE investors in five European countries:
Belgium, Germany, the Netherlands, Sweden and thet) Kingdom. Our unique hand-collected dataset
combines information from questionnaires and amlhdata sources. Information concerning inherited
knowledge was, together with the control variabtetlected through postal or e-mail surveys withise
managers or managing partners as key respondemessdmple was identified through national and
European PE associations. Non-member firms thataacPE investors were added. Information on
international investment partners and internatiemadstments required to compute the network véggab
and the dependent variables was obtained from dphyE-Bureau Van Dijk commercial database. This
resulted in a final sample of 110 usable respoifs&8.83% of the original sample): 17 Belgian, 28
German, 6 Dutch, 15 Swedish and 44 UK PE investfs.adopted a Heckman two-stage model to
analyze the cross-border investment activitiesirRestors, estimating first the probability of/é@sting
cross-border in a selection equation and, condition investing cross-border, estimating the nunadfer
cross-border investments (Estrin, Meyer, Wright@i&nho, 2008; Heckman, 1979).

Findings

Our findings stress the positive effect of forelgrowledge accumulation on PE investors’ internation
investment behavior. Experiential knowledge haargd effect on international investment activitytbim
terms of the likelihood and the extent of interoadl investments. Inherited knowledge through mewi

international activities of its managers is impottas well, particularly for the likelihood of bein
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international. Our results on external knowledgeuamulation point at the importance of the foreign
network structure and particularly at the differesichetween the number of international partners
(network range) and the intensity of the cooperatiwith these partners. While the range of the
international network does not have a significaffiéat on the likelihood of being international, the
intensity of cooperation negatively affects it.dmtational PE investors with intense foreign nekwor
relationships are more likely to become domestinalfy, external knowledge accumulation does not
affect the extent of international activities. Ttgg, these results highlight the importance ofegigntial
and inherited knowledge to overcome the informat@symmetries inherent in the international

investment behavior of professional services arf@Ebfnvestors in particular.

1.6.2: _S_tudy 2: Acquisition exits of cross-bordeydwuts: Differentiating between financial and ségit
acquisitions

Principal topic

Continental Europe has become an attractive invagtmegion for cross-border private equity investor
despite the lack of a flourishing stock market (Mewan & Wright, 2009). In order to understand their
preference for Continental Europe, it is crucialirtorease our knowledge of acquisition exits ofssro
border buyouts that provide an alternative to IR@seThis paper aims to address this knowledgeayab
differentiates between strategic acquisitions (alted trade sales) and financial acquisitionso(@alled
secondary buyouts). In a first step, we examinethédrehe value creating mechanisms of the crosddvor
PE investor prior to divestment explain the differes between financial and strategic acquisitiblee
specifically, we study the effect of growth andi@éincy during the cross-border buyout as drivethef
acquisition type. In a second step, we focus orrédaction of information problems inherent in gade
of cross-border buyouts. We examine whether thatatipn of the cross-border PE investor can altevia
these information problems. We also differenticgenteen different types of reputation in this stutlye
effectiveness of overall as well as country-speafid industry-specific reputation is examined.sAsh,
we test whether the effect of reputation in theuotidn of information costs is segmented across s

and industries.

Method

We focus on acquisition exits of cross-border btiydacated in Continental Europe. As a result sf it
bank oriented financial system, acquisitions aeedbminant exit mechanism for buyouts in this ragio
They correspond to more than 90% of all succeshfi@stments by PE investors (Black & Gilson, 1998;
CMBOR, 2008). The acquisitions in our sample amnidied through the database of the Centre for
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Management Buyout Research (CMBOR) which is reghedea comprehensive source of information on
acquisition exits in Europe. Our dataset coverssstmrder buyout exits located in six countries:
Belgium, France, Italy, the Netherlands, Spain 8neéden. The database covers the sale of investments
that were made between 1997 and 2004. In ordee tmduded in our sample, an acquisition needs to
occur before the end of 2008. Our final samplessisbrof 180 acquisition exits: 83 strategic acdigBi

exits and 97 financial acquisition exits. A combioa of logit analysis and seemingly unrelated

estimations is used to obtain our results.

Findings

The results indicate substantial distinctions betwstrategic compared to financial acquisitionsstFive
show that cross-border buyout growth increasesptbbability of a strategic compared to a financial
acquisition. The opposite effect is found for a#ficcy, which decreases the probability of a stiateg
compared to a financial acquisition. Moreover, éndings stress the role of the selling PE investor
reputation in the reduction of information problems a result, both overall as well as country-#jec
and industry-specific reputation strengthen thati@hship between efficiency and the type of adtjois
exit of cross-border buyouts. Country-specific tafion also increases the effect of growth on the
acquisition type. Finally, our findings indicateattcountry-specific reputation has the strongegiaich of

the three reputation measures in our study.

1.6.3. Study 3: Cross-border financial intermediatand domestic acquisitions: The role of host tigun
experience

Principal topic

Financial intermediaries, such as financial investdelp to spread information thereby substastiall
reducing the information costs of acquirers (Chemma Fulghieri, 1994). A substantial number of
financial intermediaries originate from cross-bardegions. Their large and geographically dispersed
network increases the spread of information towdaieign acquirers (Jaaskelainen & Maula, 2008;
Ragozzino & Reuer, 2011). This contrasts to doroestguirers who favor domestic intermediaries which
are more embedded in the host country informatetwarks (Granovetter, 1985; Zaheer & Mosakowski,
1997). This creates an important liability of fapeness for cross-border financial intermediaries.

In this study, we focus on the transfer of inforimatbetween cross-border financial intermediaried a
domestic acquirers. We examine how cross-bordanéial intermediaries can alleviate their liabilitfy

foreignness towards domestic acquirers throughehidgvels of host country experience. The latter is
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defined as the experience acquired by the finarioigrmediary through prior business deals in the
country of the target company (Chetty, Eriksson i@dbergh, 2006). First, we investigate whether host
country experience increases the likelihood of enelktic over an international acquisition through a
reduction of domestic acquirers’ information codis.a second step, we study domestic acquirers’
connectivity towards local information channels as contingency effect on the influence of
intermediaries’ host country experience. On the daed, we examine the moderating effect of
connectivity through informal business contactsween the domestic acquirer and the cross-border
financial intermediary. We therefore investigateettiter the influence of host country experienceediff
between financial acquirers - that operate withie same informal business network as financial
intermediaries - and strategic buyers — with lessaldished network connections to financial
intermediaries. On the other hand, we study thearadihg effect of the domestic acquirers’ connéigtiv

towards alternative financial intermediaries untigher levels of financial market development.

Method

Our hypotheses are tested on a unigue and haretmal sample of 296 acquisitions that were guided b
cross-border financial intermediaries. More spealfy, the acquisition targets were financed byoa-n
domestic private equity investor prior to the asgign. Given the substantial equity stake by these
investors, they are highly involved in the acqigsitprocess of the firms they guide. Acquirers ¢lfiere
attach a particularly high importance to the infation spread by these intermediaries (Fitza & Dean,
2009). We furthermore concentrate on the Contihdbtmopean market, as this market is increasingly
internationally oriented with a high number of balbmestic and international acquisitions, a lange a
diverse set of cross-border private equity invesstoraddition to a substantial variation of indtdnal

characteristics (Meuleman & Wright, 2011).

Findings

Our findings support the positive effect of hosticiny experience of cross-border financial interragds
on the likelihood of a domestic acquisition. Thdueed liability of foreignness originates from gter
embeddedness of financial intermediaries withinltieal market and an increased transfer of infolonat
towards domestic acquirers (Coval & Moskowitz, 1988heer & Mosakowski, 1997). In addition, we
stress the moderating effect of domestic acqui@shectivity towards local sources of informatitvie
thereby show the effect of domestic acquirers’ emtinity to the financial intermediary through
information business networks as well as the cairictowards alternative financial intermediaries

through higher levels of host country financial kedrdevelopment.
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1.8. Tables

TABLE 1.1.: OVERVIEW OF THE INTERNATIONAL PRIVATE E QUITY MARKET

Panel A: Yearly trend in the number and value of inernational private equity investments between
2000 and 2010 (Source: Thomson One)

Al: Number of international investments

2000 2001 2004 2003 2004 2006 2004 2007 2008 2000 2010 Total
#Intemationall ¢ 25 3 165 god 959 1,033 3381 3,848 4359 4137 2,630 3/158.29
investments
#Domestic | 7506 4873 2,954 4131 4458 11601 11,91( 12,601 12,168 8,574 10,55001,35
Investments
Total 23578 6,038 3,644 5071 5491 14,982 15,75{ 16,970 16,305 11,104 13,70132,64
investments
% Inter-
national 25.58% 19.29% 18.94% 18.73% 18.819%4 22.57% 24.429 25.75% 25.37% 22.78% 23.02%:23.59%
investments
A2: Value of international investments

2000 2001 2002 200B 2004 200§ 2006 200F 2008 2009 2014 Total
International
investment | 89,248 58,410 43,875 59,77464,794 129,798 199,544 284,801 291,8361,86{ 164,1111,548,05
value
Domestic
investment | 38,554 24,413 24,650 34,98641,14] 48,255 47,382 71,385 72,928 54,487 39|38¥07,52:
value
Total
investment | 127,802 82,823 68,525 94,71005,94] 178,048 246,926 356,186 364,7@46,35] 203,4982,045 57
value
% Inter-
national 69.83% 70.529% 64.03% 63.11%61.16% 72.90% 80.81% 79.96% 80.01%674.829% 80.65% 75.68%
investments

The amounts are expressed in million €.

Panel B: International private equity investments @r investment type (Source: Thomson One)

B1: Number of international investments

Venture capital investments Buyout investments
# International investments 22,229 9,061
# Domestic investments 72,213 29,145
Total investmentss 94,442 38,206
% International investments 23.54% 23.72%

B2: Value of international investments

Venture capital investment

n

Buyout investments

International investment value 437,717 1,110,334
Domestic investment value 191,642 305,882
Total investment value 629,359 1,416,216
% International investments 69.55% 78.40%

The amounts are expressed in million €.
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Panel C: International private equity investments gr target country region (Source: Thomson One)

C1: Number of international investments

r?altinotﬁgl .# Domestig . Total %irll?/teesrtnrﬁggpsailn inte(,-)/rongftitoor:g:
investments Investments investments target region| investments
Total North America 10,541 64,148 74,689 14.11% 33.69%
us 9,007 55,601 64,608 13.94% 28.79%
North America excl. US 1,534 8,547 10,081 15.22% 4.90%
Total Europe 13,18D 24,871 38,051 34.64% 42.12%
UK 2,880 6,599 9,479 30.38% 9.20%
Western & Northern Europe (excl. UK 8,092 14,934 23,026 35.14% 25.86%
Southern Europe 1,111 2,535 3,646 30.47% 3.55%
Eastern Europe & former USSR 1,097 803 1,900 57.74% 3.51%
Middle East 1,059 947 2,006 52.79% 3.38%
Total Asia 4,948 8,423 13,371 37.01% 15.81%
China 2,056 2,953 5,009 41.05% 6.57%
Asia (excl. China) 2,892 5,470 8,362 34.59% 9.24%
Oceania 526 2,074 2,600 20.23% 1.68%
Rest of the world 1,036 895 1,931 53.65% 3.31%
Total 31,290 101,358 132,648 23.59% 100.00%
C2: Value of international investments
_ Valu_e of Value o_f _ Total _% International int;/rong];igjntg:
international - domestiq investment investment va}lue investment
investments investments value| intarget region value
Total North America 222,033 41,821 263,854 84.15% 14.34%
us 177,006 20,611 197,617 89.57% 11.43%
North America excl. US 45,027, 21,210 66,237 67.98% 2.91%
Total Europe 791,358 238,865 1,030,223 76.81% 51.12%
UK 118,621 21,368 139,989 84.74% 7.66%
Western & Northern Europe (excl. UK 457,326 148,363 605,689 75.51% 29.54%
Southern Europe 118,364 42,679 161,043 73.50% 7.65%
Eastern Europe & former USSR 97,047 26,455 123,502 78.58% 6.27%
Middle East 47,589 33,697 81,286 58.55% 3.07%
Total Asia 269,061 123,658 392,719 68.51% 17.38%
China 65,817 45,926 111,743 58.90% 4.25%
Asia (excl. China) 203,244 77,732 280,976 72.34% 13.13%
Oceania 74,131 27,541 101,672 72.91% 4.79%
Rest of the world 143,879 31,942 175,821 81.83% 9.29%
Total 1,548,051 497,524 2,045,575 75.68% 100.00%

The amounts are expressed in million €.
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TABLE 1.2.: OVERVIEW OF THE THREE DISSERTATION STUD IES

Title study The influence of | Acquisition exits of cros- | Cross-border financial
experiential, inherited and | border buyouts: | intermediation and
external knowledge on the Differentiating  between | domestic  acquisitions:
internationalization of | financial and strategic| The role of host country
private equity investors acquisitions experience

Main concern | The informatior| The informatior| The informatior
asymmetries of privateasymmetries in acquisitionasymmetries in  th
equity investors in exits of cross-borderacquisition exits of cross

international compared toinvestments:

domestic investments

The

uncertainty abou
governance quality an
financial statemen
information of

internationally owned

portfolio companies

2 border investments: Th
t role
dprivate equity investor
t on

of

the reduction o
information costs toward
domestic acquirers

D
e
cross-border
5
f
S

Unit of | Acquirer: private equit)| Portfolio firm: acquisitior| Portfolio firm:
analysis investor target acquisition target
Role private | Acquirel Seller/ financia| Seller/ financia
equity investor intermediary intermediary
Resource: Foreign knowledg/| Reputation: overal | Host country experien
Main variable | accumulation through country-specific and
of the study experiential, inherited angdindustry-specific reputation

external knowledge
Research What is the effect ( Can the overall, count- | What is the effect of hc
guestion experiential, inherited andspecific and industryr country experience af

external
accumulation

likelihood and extent afreduce
crossborder private equity

investments?

knowledge specific reputation of thecross-border  financia
on the private  equity  investor intermediaries on the
the informationinformation  costs  of

asymmetries in acquisitiondomestic acquirers? Is

exits of  cross-borderthe effect of host country
buyouts?? experience contingent gn

the connectivity  of

domestic acquirers

towards local sources of

information?
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2.1. Abstract

This paper examines the effect of different typdsinternational knowledge accumulation on the
internationalization of private equity investors a particular type of professional service firfige
distinguish between experiential knowledge acquitedugh previous activities, inherited knowledge
through the management team and external knowlddigmigh network partners. Hypotheses are
developed for both the likelihood and the numbecrots-border investments. The hand collected elatas
comprises a combination of survey and archival data unique sample of 110 private equity investors
from five different European countries. Analysedidate a positive effect of experiential and inteati
knowledge on internationalization, but external \hemige has limited impact. Intense international
contacts even decrease international activitiegyeffwer, these results highlight the importance of
experiential and inherited knowledge to overcomdorimation asymmetries inherent in the

internationalization of professional service firraad of private equity investors in particular.

2.2. Introduction

Increasing globalization is one of the most impatridevelopments in the professional service ingustr
Over the last thirty years, professional serviagendi have benefited from the possibilities of foreig
activities for growth and diversification (Contract Kundu & Hsu, 2003; Hitt, Uhlenbruck & Shimizu,
2006). International activities are however asgedavith a steep increase of information asymmetrie
(Filatotchev & Wright, 2011). These are particufagronounced in professional services, due to the
knowledge-intensity of these activities and thesheimt difficulties for customers to verify the qguabf

the services ex-ante and to monitor them ex-postindlSez-Peinado & Pla-Barber, 2006; von
Nordenflycht, 2010). Despite these adverse circant&s, our knowledge of how professional service
firms deal with information asymmetries in crosgd®r activities is still limited. Private equity EP
firms’ cross-border investment activities are areliesting example of professional service firmgerd
global development. PE investors’ value creatintiviéies reside to a large extent in their ability
address information asymmetries and agency isgues.latter are heavily influenced by local market
conditions and practices (Filatotchev & Wright, 2D1

A central theme in international business rese&rthe importance of foreign knowledge accumulation
that helps firms to deal with internationalizationcertainties (Yli-Renko, Autio & Tontti, 2002). &h
goal of this paper is to understand how foreignviledge accumulation influences cross-border a@#vit
under conditions of large information asymmetridgmtt characterize the internationalization of
professional service firms and PE investors inigadr. Early internationalization theorists recizgul

the importance of internal knowledge developmeph&hson & Vahine, 1977). Subsequent findings
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from new venture internationalization studies (€yiatt & McDougall, 1994) showed that relevant
foreign market knowledge may originate from outdide focal firm as well (e.g. Autio, 2005; Johanson
& Vahlne, 2009). We therefore focus on both intéraad external sources of foreign knowledge
accumulation in this study: firm-level experientishowledge acquired through previous foreign
investments, inherited knowledge through the pfaeign work experience of its management and

external knowledge through its foreign network pers.

A unique hand-collected international dataset cainlgi survey and archival data from 110 PE investors
in five European countries is used as empiricdlrgetA broad definition of PE is used, includingesl,
start-up capital and later stage deals such asobtsy{Wright & Robbie, 1998). Our results stress th
positive effect of foreign knowledge accumulation the international investment behavior of PE
investors. Experiential knowledge has a large effecinternational investment activity both in terof

the likelihood and the extent of international istveents. Inherited knowledge through previous
international activities of its managers is impottas well, particularly for the likelihood of bein
international. Our results on external knowledgeuawulation point to the importance of the foreign
network structure and particularly to the differemcbetween the number of international partners
(network range) and the intensity of the cooperatwith these partners. While the range of the
international network does not have a significaiféce on the likelihood of being international, the
intensity of cooperation negatively affects it.emational PE investors with intense foreign nekwor
relationships are more likely to become domestinalfy, external knowledge accumulation does not

affect the extent of international activities.

Our study makes several contributions. This papdvamces our understanding of international
professional services. As internationalization ssaxiated with a steep increase of information
asymmetries and agency problems, it is interestmgstudy the effects of foreign knowledge
accumulation in a setting where these issues atiydarly pronounced (Shertler & Tykvova, 2011). |
addition, our results increase our knowledge onitiernational development of PE investors. While
previous research has mainly focused on the effefciaformation asymmetries on the behaviour and
outcome of PE investors outside their home coufgny. Chemmanur, Hull & Krishnan, 2010; Devigne,
Vanacker, Manigart & Paeleman, forthcoming), thiapgr focuses on the effects of information
asymmetries and agency risks on the internaticetidia pattern of PE investors.

The paper is organized as follows. We first devebop theoretical framework including hypotheses,
followed by a description of the research method thie presentation of our results. Thereafter,iffigs!
are discussed and the paper concludes with imjglicat
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2.3. Theory development and hypotheses

Cross-border activities increase information asytnie® and agency risks (Filatotchev & Wright, 2Q11)
making a firm’'s knowledge base especially importéat overcoming these risks. Knowledge on
operating in foreign markets may be accumulatedutlin three different sources: (i) firm level
experiential knowledge, developed through previousrnational activities, (ii) inherited knowledge,
acquired by individual managers through their prasimanagerial experience in an international ente
and (iii) external international knowledge accest@dugh a firm’'s network of foreign co-investment

partners.

Information asymmetries and agency risks are ealhedmportant for private equity investors, asythe
typically specialize in managing these risks thioegreful screening and due diligence before ivgst
and through actively monitoring the venture aftee tnvestment (Manigart et al., 2006). PE investors
pursue different strategies to mitigate higher leeé information asymmetries and agency risksross-
border investments. For example, they may inveshame information-transparent firms (Dai, Hoje &
Kassicieh, forthcoming), use more staged finan¢@igemmanur et al., 2010) or seek cooperation with a
domestic co-investment partner (Meuleman & Wridtil1l; Devigne et al., forthcoming). We expand
below how the three different sources of knowledge also help to overcome problems of information

asymmetries and agency risks in cross-border P&tment activities.

2.3.1. Experiential knowledge

Experiential knowledge is acquired and developdtinian organization through its previous expenrenc
International experience has traditionally beenppsed as one of the primary sources of knowledge
accumulation for international development (Johan&dvahine, 1977): internationalization is regarded
as a learning process where firms create proce#tombledge about how to handle higher agency risks
and monitoring costs that accompany the higherntamiogies of international activities (Chetty, Esgion

& Lindbergh, 2006). Experiential knowledge can leadficial in a PE context to assess opportunitigs a
to mitigate information asymmetries. This gradualgsults in a smoother incorporation of general
internationalization knowledge within the firm, jtogely affecting the perception about its ability
further engage in cross-border activities (Cohebe&inthal, 1990). As a result of this learning es,
firms that develop general internationalization \emige through past international experiences are
expected to further increase their commitment tsye even more international activities (Johanson &
Vahine, 1977).
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The importance of experiential knowledge for redgciinformation asymmetries in cross-border
investments has been recognized in the PE inddsbryexample, PE investors are less likely to sysiei
with domestic partners when they have more internat experience (Meuleman & Wright, 2011). This
suggests that international experience alleviatgfermation asymmetries and monitoring costs.
Moreover, investments in international knowledgeeal@pment through previous international activities
are not recoverable. This is expected to strengtherpositive relationship between past internation
experience and future international investmenviiets. Hence we propose:

H1: Experiential knowledge increases the cross-boat investment activities of PE investors.

2.3.2. Inherited knowledge

In addition to internal knowledge development, wpeet the international operations of professional
service firms to be positively related with thaihérited knowledge (Huber, 1991). Inherited knogked
refers to the previous international work expereen€their managers (Sambharya, 1996) and congsbut
to a stronger understanding of foreign marketss Tihcreases domain familiarity (Cohen & Levinthal,
1990) and enables the development of schemataefding with increasing information asymmetries in
foreign markets (Takeuchi, Tesluk & Yun, 2005). &\gh, investors with more inherited knowledge are
expected to be more capable of managing interredtioperations and to have a better risk perception
concerning foreign market activities (Bruneel, Rénko & Clarysse, 2010). This is particularly
important for professional service firms where frefessionalization of a firm's workforce largely
determines the quality of the services providedn(Wordenflycht, 2010). Its human capital base is
therefore important for the implementation of looahrket conditions in different investment regions
(Hitt et al., 2006). In addition, managers witheimtational experience will have better risk peroeyst
and a more positive attitude towards cross-bordeivides (Herrmann & Datta, 2006). This will
encourage firms to collect and integrate informatabout international opportunities (Erramilli, 199
and make them more aggressive in committing retergsources to international operations (Novicevic
& Harvey, 2001).

Inherited knowledge has proven to reduce infornmatisymmetries in the PE industry. For example, PE
investors with more experienced managers, hende mitre inherited knowledge, provide more value-
adding activities thereby improving the success ddttheir portfolio firms (Botazzi, Da Rin & Hellam,
2008). In the context of international investingreign market knowledge gained through the expeeien
of PE investors’ managers increases their atterttammrds agency issues and market risks which they

perceive as more manageable and controllable (Rakeyphausen-Aufsess & Fischer, 2009). In
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addition, PE investors with a stronger human cpitge learn how to compete with more established
investors in foreign regions (Meuleman & Wright12), enhancing their willingness and ability toest
internationally. Therefore, we hypothesize:

H2: Inherited knowledge increases the cross-bordénvestment activities of PE investors.

2.3.3. External knowledge

An increasing stream of international businessditee stresses the importance of networks forigare
knowledge accumulation (Yli-Renko et al., 2002).céing to Johanson & Vahine (2009), knowledge
accumulation through foreign partners does nothsg@evide an opportunity to use or copy the extant
knowledge from others, it may result in the develept of new knowledge as well. It can hence provide
an incentive to internationalize, with or withohetaid from the external network partner (Koza &vire
1999).

For PE investors, relevant network relationshipgioate mainly from syndicated deals with investinen
partners. Syndication entails a combined equitg#tment which requires substantial commitments and
frequent interactions of investors (Wright & Lodke2003). We expect that network partners are also
important as a source of external knowledge abotgrnational markets. There are two mechanisms
through which external network relations may exparRE investor's knowledge base. First, PE investor
depend on the knowledge base of their internaticaahvestors during shared activities. Secondresha
investments, whether they are local or internatiomay create ability to access and incorporateveait
knowledge about non-domestic environments front theérnational partners (Bruneel et al., 2010).

A foreign network structure is characterized byhbtbite number of partners (or the network range) and
the strength of the ties with the partners (orrieework intensity) (Uzzi, 1997). We explain beloavh

the range and the intensity of the foreign netwmiky contribute to external knowledge accumulation
(De Clercg & Dimov, 2008; Watson, 2007).

Foreign network range is defined as the numberiftdrdnt non-domestic co-investment partners (Zhao
& Aram, 1995). We expect that it influences ex-amf®rmation asymmetries and ex-post monitoring
issues through several mechanisms. First, haviagge international network increases the potemtial
deal reciprocity thereby reducing information asyatmes in deal sourcing across distance (Sorenson &
Stuart, 2001). Second, it diminishes post-investnirdormation asymmetries, particularly if the peet

in the target country is willing to take the ledkeyigne et al., forthcoming; Meuleman & Wright, 201
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Third, more foreign partners offer more opportwstto acquire knowledge on how to deal with diffiere
market conditions, skills and approaches in foreigvestments (Lavie & Miller, 2008). This may
incentivize PE investors to internationalize, eithge a sole investor or with the aid of other panrtn

The intensity of the relationship with internatibrizartners is also expected to impact knowledge
accumulation (Uzzi, 1997) and ultimately internatib investment activity. Professional service firms
often repeat interactions with the same partnenedoice transaction costs and behavioral unceytaint
inherent in the intangible nature of the serviewlered (Hitt et al., 2006; Meuleman, Lockett, Niamni
and Wright, 2010; Wright & Lockett, 2003). Intensetworks signal a higher trust and restrain
opportunistic behavior (Wright & Lockett, 2003), riuer reducing information asymmetries and
monitoring costs (De Clercq & Dimov, 2008; Meulemanal., 2010). A more intense network of
relationships hence leads to a higher willingnesinvest across distance (Sorenson & Stuart, 2001).
Moreover, repeated exchanges facilitate the floradwledge and in particular the acquisition ofittac
information (Lane & Lubatkin, 1998; Uzzi, 1997). Asresult, the firm may be dislodged from its
competency traps, stimulating new solutions (Hittak, 2006; Lavie & Miller, 2008). Hence, we
hypothesize:

H3: External knowledge through foreign network range and foreign network intensity increases the

cross-border investment activities of PE investors.

2.4 Research method

2.4.1. Sample

The hypotheses are tested using a representatmplesaf PE investors in five European countries:
Belgium, Germany, the Netherlands, Sweden and thiget! Kingdom. These countries are chosen
because they are major PE markets that cover dasiilas and diverse part of Europe (Manigart, De
Waele, Wright, Robbie, Desbriéres, Sapienza & Bewrk 2002). More specifically, according to the
EPEA statistics for 2000-2005, these countries medidetween 59.5% and 71.6% of all funds that were
invested by European private equity investors (EPBB06). In addition, these five countries are
considered as attractive or very attractive PE stment regions in Europe (Groh, von Liechtenst&in,
Lieser, 2010). In particular, UK is listed as thesnattractive European investment country, folldveg
Sweden on the fourth, the Netherlands on the sby&drmany on the ninth and Belgium on the twelfth
place (Groh et al., 2010). Finally, the countrieour sample reflect levels of R&D intensity thiher
equaled (Belgium, Netherlands, UK) or largely extmk (Germany and Sweden) European averages
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during the time frame of our research (Eurosta®820This indicates the substantial innovation cépa

of the countries in our sample.

Our unique hand-collected dataset combines infoamdtom questionnaires and archival data sources.
Information concerning inherited knowledge was.etbgr with the control variables, collected through
postal or e-mail surveys (in the other countrieghveenior managers or managing partners as key
respondents. The sample was identified throughomatiand European PE associations. Non-member
firms that act as PE investors were added. Thisge® resulted in 189 responses (response rate of
34.30%) which compares favorably with rates rembrie other recent questionnaires (Cycyota &
Harrison, 2006).

Information on international investment partnersl amternational investments required to compute the
network variables and the dependent variables wataired from the Zephyr-Bureau Van Dijk
commercial database. This database has a strorguyrapean focus and is thus well suited to develop
the variables of interest. We omitted 53 casestdumissing data in the Zephyr database, 20 casesodu
incomplete survey data and six cases due to ubkel@ata. This resulted in a final sample of 110 usable
responses (=18.83% of the original sample): 17iBe]@8 German, 6 Dutch, 15 Swedish and 44 UK PE

investors.

The questionnaires were administered in 2002 inltkeand in 2003 in the other countries (Belgium,
Germany, The Netherlands and Sweden). To avoidnpatebiases from cross-sectional research, the
dependent variables are measured in a later timedphan the independent variables. Hence, ordgxr
border investments between 2002-2004 (for the U 2003-2005 (for the other countries) are taken

into account.

Overall, our sample is broadly representative @f plopulation with some explicable differences. The
sample contains proportionally more British firm@.00% versus 27.40%), while the proportion of

Dutch PE companies in our sample is somewhat 04605 versus 11.43%). The overrepresentation of
UK PE investors is not surprising as these firms an average larger and more international than
Continental European firms, which increases theirdency to respond to the survey and to have
information recorded in Zephyr. Compared to thedpean PE population, the sample contains more
(semi-)captive (33.64% versus 26.30%) and lesspieiigent firms (56.36% versus 66.90%) (EVCA,

2004). Table 2.1. describes all variables, bothtHertotal sample and for the subsamples of domasti

international PE investors, and bivariate statistiamparing domestic and international firms.
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2.4.2. Variables

2.4.2.1. Dependent variable: Cross-border investimetivity

We acknowledge the multidimensional nature of ctmmsler investment activity. As the projects
undertaken by professional service firms requiientland context adapted solutions, they are more
vulnerable to increasing complexity and excessiwegiance costs to manage the information
asymmetries in having a larger number of proje€msnfractor et al., 2003; O’Farrell, Wood & Zheng,
1998). For this reason, we measure the effect aof \ariables on two different outcomes of
internationalization. First, we model the likelitb@f investing internationally. A dummy variable
international PE investotakes the value of 1 if the PE investor made attleae investment outside the
country where its headquarters are located andld ifivestments were domestic. The sample congrise
66 (60%) domestic and 44 (40%) international PEestments (see Table 2.1.). Second, we model the
degree of international activity, conditional onvimg made at least one cross-border investment.
Therefore, thenumber (No) of international investmentsade by PE investments with at least one
international investment is recorded. InternatioR& investors made on average 6.93 cross-border
investments. As this variable is skewed, a logdi@mation is used in further analyses. Analyzioghb

the likelihood of investing cross-border and, ctindial on investing cross-border, the extent of the
international investment activity allows for a mdirge-grained understanding of the impact of didfar

sources of knowledge on international activities.

2.4.2.2. Independent variables

In line with the dependent variable, we incorpotate effect of experiential knowledge through poes
international activities using two variablea: dummy variable of experiential knowledg®licating
whether the PE investor was international in trevipus period and a variable that measesggeriential
knowledge in terms of the number (No) of previodernational dealsBoth are obtained from the
Zephyr database. An average PE investor made Bo$%-border investments in the period 2001-2002 (or
2000-2001 for UK PE investors). This variable iswkd and therefore log transformed.

Inherited knowledge is a self-reported variablespmdents indicated the percentage of executiviés wi
international work experience prior to their cutr@osition. This variable quantifies the culturalda
regulatory knowledge obtained together with thelitgbto build relevant expertise, organizational
learning and a global mindset (Sambharya, 189Bh average, 45% (median 37%) of the executives

have international work experience.
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External knowledge is measured through foreign agkwange and foreign network intensity. These
variables are derived using information from th@lAg database, based upon investments during 2001-
2002 (for UK PE investors: 2000-200Boreign network rangds defined as the number of foreign
syndication partners with at least one co-investméth the focal PE investor, and is on averag®.74%

it is skewed, the log of this variable is usedhe tinalyses. To avoid missing values for firms etith

international syndication partners, a constant)(8.added.

Foreign network intensitguantifies PE investors’ tendency to work multipilees with the same foreign
investor. We first counted the number of investraghe focal PE investor made together with the same
foreign investor. If the firm made at most one nweestment together with all foreign syndication
partners, its network intensity is set to 0. If firen had more than one co-investment with at |eamst
foreign partner, the average number of co-investsger foreign partner was calculated. Foreign
network intensity is equal to that average minue.ofts such, we calculate the average number of
subsequent investments with the same foreign parfiee example, if a PE investor with four foreign
syndication partners made two investments withiforeyndication partners A and C and one investment
with syndication partner B and D, it has an avenagsvork intensity of 0.50 =[(2+1+2+1)/4 — 1]. The
average foreign network intensity in our sample.@.

2.4.2.3. Control variables

In line with previous research, we control fovestment stage focusistinguishing between early stage
and later stage investors (Hall & Tu, 2003). Ffgwen firms invest in later stage deals, with 4@&ting

in both early and later stage deals. We furthelugteefund sizeand thenumber of investment executives
in our analyses to capture the influence of sizal(& Tu, 2003) and general human resources (Hitl.e
2006). The average PE investor has a fund siz&%0 €nillion and has 9.59 investment executives. The
log of these two measures is included. We alsoit@tkeaccount if the PE investor is governmenttezla

or not (dummy variablePublic PE investdr because government related firms may have a fooed
investment strategy. Finally, we controlled for tbegin of the PE investor by including a dummy
variable UK PE investoy taking the value of 1 if the PE investor is Bifitj as the UK PE market
developed earlier than in Continental Europe. Asoasequence, British PE investors are on average
larger and invest more internationally. This valéatontributes towards capturing the UK PE marleet a

the most mature and the Continental European deariieing at similar stages of development.
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2.4.2.4. Heterogeneity across different countries

We tested for regional differences in the indepenhdend dependent variables. While neither the
likelihood nor the number of international investitgesignificantly differ across regions, there soene
regional differences in terms of experiential antierited knowledge. More specifically, while the
likelihood of having international experience does differ between regions, Dutch and UK PE investo
have marginally significantly higher levels of exjatial knowledge in terms of the number of prexso
international activities (average of 4.17, medi&@.60 and average of 2.55, median of 0.00 respgji
Interestingly, Dutch and British PE investors hasignificantly lower levels of inherited knowledge
(average and median of respectively 0.27 and MR%he Netherlands and an average and median of
respectively 0.37 and 0.25 for the UK). Swedish iBfestors have the highest level of inherited
knowledge in our sample with an average value @b @nd a median value of 0.80. Belgian and Dutch
PE investors also have levels of inherited knowdeegceeding the sample average. Differences insterm
of external knowledge were not significant acrd&sdountries in our sample.

2.4.3. Comparison of international versus domeBEcinvestors

Table 2.1. presents bivariate statistics distingoig between domestic and international PE investit
independent variables differ significantly betweba subsample of domestic versus internationalsfirm
75% of the international PE investors have developgperiential knowledge through international
experience in the previous time period, comparedniy 15% for domestic PE investors. International
investors made on average more international imests in the previous period (4.80 compared t0)0.42
In addition, 56% of the executives of internatioffdt investors have international work experience,
compared to 39% for domestic PE investors. Intéynat PE investors have a higher foreign network
range (16.89 compared to 2.06) and cooperate mithetlre same foreign network partner (0.08 versus
0.06) than domestic PE investors. This implies thigrnational PE investors make on average a secon
investment with 1 out of 12 foreign network partheompared to 1 out of 15 for domestic firms. In
addition, international PE investors have a sigatffitly larger fund size (€984 million compared 232
million) and employ significantly more investmenanagers (14.18 versus 6.53). They do not differ
significantly in terms of investment stage, thegandion of public PE investors and the proportidtu&
investors.
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2.4.4. Method of analysis

We eschewed employing a zero inflated negativerbiabregression model as this method may cause
substantial discrepancies in small to medium sigaahples (Gujarati, 2003) and because test results
showed that the log transformation of the dependanmiable is not skewed. Instead, we adopted a
Heckman two-stage model to analyze the cross-bondestment activities of PE investors, estimating
first the probability of investing cross-borderdrselection equation and, conditional on investirags-
border, estimating the number of cross-border imvests (Estrin, Meyer, Wright & Foliano, 2008;
Heckman, 1979). The latter is estimated througlD&® regression which includes the ‘inverse Mills
ratio’, an estimate based on the selection regrasthat measures the existence of international
investments (Li & Prabhala, 2007). To avoid mullioearity issues, there should be at least one
instrument that affects the probability of foreigiwestments, but not the number of foreign invesitsie
We therefore include whether the PE investor isesgoment-related or not in the selection equatisn, a
most public PE investors have a purely domestiado8eing a government related PE investor should
therefore only impact the selection equation. Femtlexperiential knowledge is measured through a
dummy variable in the first step and through a icommius variable (log number of cross-border

investments in the previous time period) in theogecstep of the analyses.

Table 2.2. provides an overview of the correlatibeswveen the variables. With respect to the control
variables in our study, there is a high correlatietween the number of investment executives and fu
size. For this reason, two separate models amaatstil: the first model includes fund size only, le/tihe
second model includes the number of investmentuixes only. Concerning the correlations between
our independent variables, there is no correlapfiosblem between the two measures of experiential
knowledge as they are used in different regressieps. Table 2.2. furthermore shows that expeakenti
knowledge is highly correlated with external knodde in terms of the foreign network range. Thisds
surprising as firms that invest abroad are morelyfiko co-invest with a larger range of non-dontesti
partners. There is also a positive and significamtelation between experiential knowledge and the
intensity of foreign network relationships but thss relatively low. Variance inflation factors were
calculated and range between 1.16 and 4.07. Tiee tadrroborate the limited threat of multicollimia

Insert Table 2.2. around here
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2.5. Results

The results of the multivariate analyses are ptesein Table 2.3. Model | includes fund size anddglo

Il includes the number of investment executivemdiators of the size of the PE investor. The thefihd
columns in each model show the regressions thasfon the control variables only. In line with pgois
findings, PE investors with larger investment furshel more investment managers are more likely to
invest across borders (e.g. Hall & Tu, 2003). Wighiermore find that PE investors who invest solely
later stage deals are less inclined to operatenatienally compared to PE investors with a purdyea
stage or a more generalist approach. These effeetbowever only significant in the control models.
Moreover, the Mills ratio is not significant in masodels. Consequently, we conclude that the result
would not change substantially if the second stephe regression was estimated through an OLS
regression, but that inclusion of the Mills rat®oriecessary due to the potential of a bias (Esetril.,
2008).

Insert Table 2.3. around here

The right hand columns in each Model present tigeessions including the independent variables. The
multivariate analyses provide strong support fqudtiesis 1, which predicts that PE investors witiren
experiential knowledge will be more internatior2dth the likelihood of investing internationallydthe
number of international investments are signifia(i<0.01) and positively associated with expei@n
knowledge developed in the previous period. Thesanfdnvesting internationally are around 7.5 times
higher (7.45 in Model | and 7.83 in Model fijor PE investors with cross-border investing eiqrere in
the previous period. In addition, a percentageeiase in international investment experience igedlto

an increase in international investments of 0.42cqm (0.47 in Model 1), conditional on being
international. This implies that for an averageifnational PE investor with two international inveents

in the previous period, having an additional ing&tional investment will increase the number of
international investments in the subsequent pewviith 21%. The latter shows the high impact of
experiential knowledge on the cross-border actisitf PE investors, both in terms of the numberthad
likelihood of international investing.

Hypothesis 2 suggests that PE investors with murerited knowledge will be more international. Teabl
2.3. shows a significantly (p<0.05) positive efféttthe first step of the Heckman regression. More
specifically, for an average firm with 10 investrhemanagers of which 45% have international
experience, adding one investment manager withmat®nal experience increases the odds of being

international by on average 18.7 % (Model I) or22% (Model 11). The influence of this variable dret
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number of international investments is also sumub({p<0.10). Adding one investment manager with
international experience to an average internalti®a investor increases its number of international
investments by 3.6% (Model 1) or 3.9% (Model Il)ItHough inherited knowledge matters for both
aspects of cross-border investing in our studynatre strongly affects the likelihood of cross-barde
investing than the number of cross-border investmedverall, our findings provide strong support fo

hypothesis 2.

Hypothesis 3 suggests a positive relationship batwexternal knowledge and the PE investor’'s cross-
border investment behavior. The results howeveicatd that external knowledge measured as foreign
network range does not have a significant impactthan likelihood of international investing if PE
investor fund size is taken into account (ModelWhen the number of executives is included in the
regression model, the variable is positive andifiggmt at a 10% level. Foreign network range i$ no
significantly related to the number of internatibimwvestments. Overall, these results do not contine
expected positive association between external leunye in terms of the foreign network range and PE
investors’ cross-border investment activities. didiion, in contrast to hypothesis 3, PE investoith a
more intense foreign network have a significanpiy@.05) lower probability of investing internatidiya

The economic effect of this relationship is sub&nThe average PE investor in our sample has a
foreign network intensity of 0.07 which equals arrage number of subsequent investment with one out
of fourteen non-domestic network partners. If desbts foreign network intensity, it would decreése
odds of being international by 30.30%. Furthergeign network intensity is not associated with the
number of international investments, conditionalitvesting internationally. Hypothesis 3 is hencg n

supported.

As the findings relating to foreign network intelgsgo against expectations, additional analyses wer
performed to further investigate its negative fefahip with the likelihood of investing internatially.
The foreign network intensity variable is therefgmit in two: a first variable measures foreigrweerk
intensity for firms that were international in theevious period, while a second variable measumesgn
network intensity for firms that were domestic. Teal2.4. provides the results. Firms with previous
international experience significantly decreasdrthbeopensity to remain international if they haae
larger foreign network intensity. The negative effef foreign network intensity is far less impantdor
firms with no international experience in the pgsirs, however.

Insert Table 2.4. around here

36



2.6. Discussion and implications

The high information asymmetries of professionabise firms’ activities pose major challenges foeit
internationalization. Through a focus on the PRigidy, we highlight the effect of three differenusces

of knowledge accumulation that originate internatly externally to the firm. We thereby consider
internationalization in terms of both the likelitband the number of cross-border investments. These
findings are of interest for several reasons.

2.6.1. Theoretical implications

First, this study responds to a call for more regea@n the international development of profesdiona
service firms (Hitt et al.,, 2006). Despite the Bssurelated to cross-border activities, many law,
accountancy or private equity investors have becioteenational and even global players. Our finding

have shown how different types of foreign knowledgeumulation differentially compensate for the
problems arising from investing internationally.

Second, our findings contribute to the internatiorfausiness literature. We highlight the
complementarities between early internationalizatioeorists that largely focus on internal knowkedg
development (e.g. Johanson & Vahlne, 1977) anditliings from “new venture internationalization”
studies that stress the impact of inherited knogéde@.g. Oviatt & McDougall, 1994). Our findingsosh
that, under conditions of severe information asymnie® both sources of knowledge accumulation are
important. More specifically, the large and positiffects of experiential knowledge indicate thedlohg
with the potential issues of different local instibnal contexts is a learning process. Knowleddpeiited
through a PE investor's investment managers als dma important and positive influence on its
international activities. This relationship is stgest in terms of the likelihood of internationavesting.
Professional service firms with international aapoms but with limited international experiencenca
hence build upon inherited knowledge through hinngnagers with international experience to reduce

the information asymmetries of cross-border adtigit

Third, our findings advance network theory. Ouruits stress the multidimensionality of network
relationships through the different effects of fgnenetwork range and foreign network intensity. tDa
one hand, we fail to find a consistent effect akefgn network range on internationalization aciéat
Hence, while having a broad range of internatiopattners may be beneficial for servicing local
companies with international operations (Devignalgtforthcoming), it does not necessarily indtive
service firm to internationalize. On the other haodr results suggest that foreign network intgnisit
negatively related to the likelihood of investingernationally, but not to the number of internasib

investments. This adds to reservations concerningvarly positive view about the influence of inden
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network relationships for international developmé@djala, 2009). While intense networks reduce the
transaction costs of activities characterized lghHevels of information asymmetry, they could ilasel
firms from other sources of external knowledge {Rénko et al., 2002). As professional service firms
with strong ties can easily turn to familiar parg)ehis could create a preference to search irtbieie
established information channels which negativeffiecés knowledge-intensive firms’ international
growth (Chetty & Agndal, 2007). In general, ouruks indicate that professional service firms shoul
balance the costs and benefits of working withtedipartners with the benefits of developing a reént
position in a larger network (Meuleman et al., 20Hrms that want to continue to invest internasily
may be particularly hampered. This does not nedgssmply that international network partners
decrease the propensity to be international. HoweRE investors are less likely to be internatiahal

they have especially intense relationships witlir tledsting international partners.

Fourth, this paper contributes to the PE literatumeaddition to earlier findings that indicatedwho
internal and external sources of knowledge mayarfte the success rate of PE investor involvement
(De Clercq & Dimov, 2008), we explain the effecttbbse resources on the investment strategy itself
through a focus on international investment adéigitWe also add to the knowledge on internati®al
transactions. While previous research has mainlgiatl the outcomes of international investment
behavior in terms of their involvement in value iddactivities or the exit pattern of these invesiis
(e.g. Chemmanur et al., 2010; Dai et al., forthamhi this paper focuses on the determinants of the

international investment strategy.

2.6.2. Managerial implications

Our results have important managerial implicatiftmigrofessional service firms in general, and
for PE investors in particular. Our findings indeathat professional service firms with
international aspirations should focus on sevesatees of foreign knowledge accumulation as

each of these sources may influence internatideaalopment.

In addition, although@ademic research has stressed the need for a ewdlegpped human resource
function in multinational organizations (Reiche08), only a small number of firms do focus on
global talent sourcing and management (Collingsjlliiea & Dowling, 2009). Given the
importance of executives with cross-border workiexperience, professional service firms
should pro-actively develop a human resource manegethat specializes in the search and

retention of international management talent.
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Furthermore, PE investors with international asjgres have to reflect on their cooperation with non
domestic syndication partners. While they may pmewa first contact with international markets, dver

intensive contacts may constrain the continuityheir international development. Hence, this mawer

a suboptimal strategy. Knowledge—intensive firmsudth, in contrast, actively build a broad social

network fostering international development (YlifiRe et al., 2002).

2.6.3. Limitations and future research directions

This research is not without limitations, which yides avenues for future research. We measured
international exposure in terms of the existencd #re number of international investments. While
beyond the scope of our current study, future swudiould consider additional outcomes such as the
number of countries in which the firm has interoaéil investments or its mode of entry in internaaio
markets. In addition, despite the care taken tdeaehrigor, the operationalization of the indepartde
variables entails some limitations. Due to lackdafa, we were only able to measure experiential and
external knowledge over a limited time period as #ephyr database only started in 1997 and its
coverage is rather low in the first years. Our apph hence implies that the effects of experieainal
external knowledge fade away over time. It wouldriieresting to understand the longevity of theeff

of experiential and external knowledge, howevenaly, external knowledge might be gained through
other network partners, for example domestic syatiin partners that have relevant international
investment experience, international shareholderseovice providers such as lawyers or consultants.
Future research could test to what extent thedeqrarare substitutes for foreign syndication pagnor

whether they complement them in different ways.

2.7. Conclusion

Through the focus on private equity investors, thaper studied the effects of foreign knowledge
accumulation on the international development ofgssional service firms. Using a unique intermatlo
dataset, we have shown that dealing with the ise@acomplexities of international investing is a
learning process where professional services hyldn their experiential knowledge. In addition to
internal sources of knowledge accumulation, inbdriknowledge and external knowledge had also an
influence on cross-border investments. In sum, gaper has advanced our understanding of how
different types of knowledge enable or constraialidg with severe information asymmetries and agenc

issues inherent in the international activitiegntdingible service providers.
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2.8. Notes

1. For each of the cases, we checked whether thew hady low number of national, international or
total investments. If one of these figures was \lewy according to the database, we checked other
sources (firms’ websites, newspaper articles, ..ensure that the data provided by the database were
reliable. For six PE investors, this was not theec&lence, these cases were omitted.

2. An alternative approach is to collect informatiom thhe foreign work experience of its executives
from the website of the PE investor. This informatis however often unavailable or incomplete
(Patzelt et al., 2009), especially in the contdxdwr study. We therefore rely on survey informatio

3. The calculation of the economic significance of agiables of the selection model is based on the
corresponding logit model instead of a probit model a probit model, the evaluation of the
economic effect depends on the chosen start vidusddition, the interpretation of an odds ratio is
far less tedious than the interpretation of thdfaments of a probit model (Gujarati, 2003).
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2.10. Tables

TABLE 2.1.:INTERNATIONAL VERSUS DOMESTIC PE INVESTO R CHARACTERISTICS

Total sample International PE investors DomesticiREestors

N Mean Med. S.D. Min.  Max. N Mean Med. S.D. Min. xMaN Mean Med. S.D. Min. Max.
International (Dummy) 110 .40 0 94 0 1
No of international investmerits 44 6.93 4.50 7.94 1 38
Experiential knowledge through 110 .39 0 .49 0 1 44 75. 1 A4 0 1 66 A5 0 .36 0 1 *
previous international
Experiential knowledge through 110 2.17 0 5.35 0 31 44 4.80.50 7.50 0 31 66 42 0 1.72 0 13 *
the number of previous
Inherited knowledge 110 45 .37 .35 0 1 44 .56 .60 .37 0 166 .39 .33 31 0 1 ¢
External knowledge through 110 7.99 1 19.48 0 121 44  16.89 005. 28.06 0 121 66 206 O 5.11 0 28
foreign network rangl
External knowledge through 110 .07 0 17 0 1 44 08. O 13 0 50 66 .06 0 190 1 *
foreign network intensity
Later stage deals included 110 .52 1 .50 0 1 44 50. .50 .51 0 1 66 .53 1 500 1
(Dummy)
Both stages included (Dummy) 110 42 0 .50 0 1 44 41 0 .50 0 1 66 42 0 .50 0 1
No of investment executives 110 9.59 6 10.82 1 70 44 14.18 9 15.06 2 70 66 6.53 5 4.73 1 26*
Fund sizé 104 550 139 1223 2 9200 44 984 355 1696 22 9260 232 69 520 2 3750 **
Public PE investor (Dummy) 110 .05 0 .23 0 1 44 .02 0 .15 0 1 66 .08 0 27 0 1
UK PE investor (Dummy) 110 .40 0 9.4 0 1 44 48 0 .50 0 166 .35 0 48 0 1

" The logarithm of this measure is included in thetivariate analyses.
Significance levels indicate test results fromeliéinces between international and domestic PEtonge&Chi-square tests or Mann-Whitney tests).
Significant at (**) 1%, (*) 5% or 1110% on a two-tailed test.
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TABLE 2.2.: CORRELATION MATRIX OF THE VARIABLES INC LUDED IN THE REGRESSIONS

1. 2. 3. 4. 5. 6. 7. 9 10.
1. Experiential knowledge through previous 1.00
2. Experiential knowledge through the number .85 1.00
3. Inherited knowledge A2 .10 1.00
4. External knowledge through foreign network.72 .76 A5 1.00
5. External knowledge through foreign network.21 .30 -.03 46 1.00
6.Later stage deals included (Dummy) .02 .06 -.35 -.09 -11 1.00
7.Both stages included (Dummy) .07 .10 -.25 -.02 -.05 .82 1.00
8.No of investment executives .40 49 -11 44 .10 .32 22 1.00
9.Fund size A7 .54 -11 .49 19 .36 22 .84 1.00
10.Public PE investor (Dummy) -.19 -.16 -.12 -.07 -.02 -.09 -.04 .03 -.06 1.00
11.UK PE investor (Dummy) A4 15 -.19 .06 .09 42 .40 .34 .38 -.20

All correlations with absolute values above 0.18 significant (p<0.05).
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TABLE 2.3.: RESULTS OF THE MULTIVARIATE REGRESSION ANALYSES (HECKMAN TWO-STEP ANALYSES)

Step 1: Internationalization (Dumn Model Il
Experientialknowledge (Dummy 1.1€ (.44)* 1.2C (.4L1)*
Inherited knowledc 1.04 (.52)* 1.2C (.51)*
External knowledge: Foreign network ra 41 (.28) A4S (.26) 1
External knowledge: Foreign network inten -3.2z (1.38)* -2.91 (1.31)*
Later stage deals included (Dummy) -1.26  (.52)* 64-. (.65) -.82 (.48)t -20 (.61)
Both stages included (Dumn .5€ (.50) -01 (.59 28 (.48 -21 (.58
No of investment executives 1.82 (.46)** 04. (.62)t
Fund siz: 1.1€ (.24)* 74 (.31)*

Public PE investor (Dummy) -1.06 (.68) -.08 (.76) -.89 (.63) 16 (.72)
UK PEinvesto (Dummy) -14 (.33) 43 (.39) A2 (.31 .61 (.38)
Intercep -2.21 (49) -2.47 (.75)** -1.48 (.37 -2.1% (.67)*
Step 2: Number of internationinvestmen Model Il

Experiential knowledge (No international de A2 ((12)** A7 (L13)*
Inherited knowledc 3€ (.119)1 3¢ (211
External knowledge: Foreign network ra -01 (.12 .0€ (.13)
External knowledge: Foreign network intensity 06-. (.65) -.06 (.68)
Later stage deals included (Dumr -.65 (.40)1 -15 (.22) -33 (371 A1 ((22)
Both stages included (Dummy) 25 (.27) -.06 (.20) .05 (.27) -22 (.21)
No of investment executiv 1.24 (.61 A% (L22)*
Fund size .87 (.32*) 41 (13)**

UK PE investo (Dummy) -25 (.16) -07 (.14 -.07 (.18)** .0t (.15)
Intercep -1.61 (1.00 -75 (43)1 -.8€ (.95 -.3€ (.40
Mills ratio .5C (.44) 37 (.24) .52 (.52 A1 (.25t
Wald tes 33.97 ** 50.57 ** 22,91 ** 41.82 **

N 104 104 110 110

Regression coefficients are displayed in the tadtbndard errors in parentheses.
Significant at (**) 1%, (*) 5% orT010% on a two-tailed test



TABLE 2.4.: SENSITIVITY ANALYSIS: DETAILED ANALYSES OF FOREIGN NETWORK INTENSITY (PROBIT ANALYSES)

Step 1: Internationalization (Dummy) Model | Mbdte

Experiential knowledge (Dummy) 1.24 (.48)* .28 (.46)**
Inherited knowledge 1.08 (.53)* 1.22 (.52)*
External knowledge: Foreign network range .389Y. A7 (2Nt
External knowledge: Foreign network intensity f& P -3.39 (1.44)* -3.01 (1.37)*
investors that were international in the previoasqd

External knowledge: Foreign network intensity R -2.22 (2.61) -2.39 (2.43)
investors that were domestic in the previous period

Later stage deals included (Dummy) -1.26  (.52)* 62-. (.65) -82 (48)t -18 (.62)
Both stages included (Dummy) .56 (.50) -.01 (.59) .28 (.48) -21 (.58)
No of investment executives 1.82 (.46)** 1.0862)t
Fund size 1.16 (.24)** 74 (.32)*

Public PE investor (Dummy) -1.06 (.68) =12 (.77) -.89 (.63) A4 (.73)
UK PE investor (Dummy) -14  (.33) 42 (.39) .12.31) .61 (.38)
Intercept -2.21  (.49) -2.54 (.78)** -1.48 (.37) -2.15 (.88)
LR Chi2 32.74 60.17 ** 22.10 59.82 **
Log likelihood -54.48 -40.77 -62.98 -44.12

N 104 104 110 110

Regression coefficients are displayed in the tadtbndard errors in parentheses.
Significant at (**) 1%, (*) 5% or 1110% on a two-tailed test.
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3.1. Abstract

This paper studies the exits of cross-border bisydiMe focus on the differences between financidl an
strategic acquisition exits in addition to the mmf@tion problems of these acquirers. Using a unique
dataset of Continental European buyouts divestettdss-border private equity investors, buyout ghow
increases the likelihood of a strategic compared tinancial acquisition. Efficiency increases the
likelihood of a financial compared to a strategogaisition. In addition, the reputation of the sl
cross-border PE investor decreases the informatioblems of potential acquirers substantially. Both
overall as well as specific measures of reputatisuch as country-specific and industry-specific
reputation are important herein. Country-speciégputation has the largest impact of all reputation
measures. In sum, this paper advances our undéirsgaimow private equity investors divest their sros
border buyouts through acquisition.

3.2.Introduction

Continental Europe has become an attractive invagtmegion for cross-border private equity (PE)
investors, despite the lack of a flourishing stowkrket that enables these cross-border investamsttior

an IPO exit (Meuleman & Wright, 2009). In orderunderstand their preference for Continental Europe,
it is crucial to increase our knowledge on acquisiexits of cross-border buyouts. Cross-bordemhtyy
exits are however confronted with substantial imfation problems. As these firms are internationally
owned and privately held prior to exit, potentiafjairers are confronted with substantial uncerigént
The governance quality of the selling PE invessoexpected to be lower for cross-border compared to
domestic buyouts and the reliability of informatiom the acquisition target is more difficult to gaatee.
Moreover, up till now, there is a limited understang on the functioning of acquisitions as a susfids

exit mechanism, both for cross-border buyout eagtsvell as for buyout exits in general.

This paper aims to address these two knowledge gafifferentiates between strategic acquisiti¢aiso
called trade sales) and financial acquisitionso(aslled secondary buyouts). In a first step, wela@r

the relationship between the value creating meshaiof the buyout and the type of acquisition exit.
More specifically, we study the effect of growthdaefficiency during the buyout as value creating
mechanisms. We thereby examine whether the distincbrporate governance mechanisms of strategic
versus financial acquirers play a role herein. Beeond step, we focus on the reduction of infoionat
problems inherent in the sale of cross-border btsydt¥e examine whether the reputation of the cross-
border PE investor can alleviate these informapimblems. We also differentiate between differgpes

of reputation in this study. The effectiveness wérall as well as country-specific and industryesfie
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reputation is examined. As such, we test whethereffect of reputation in the reduction of inforinat

costs is segmented across countries and industries.

Our sample consists of 180 exits of cross-bordgobts in six Continental European countries: Betgiu
France, the Netherlands, Italy, Spain and Swedhag. r€sults indicate substantial distinctions betwee
strategic compared to financial acquisitions. Ficsbss-border buyout growth increases the proibabil

a strategic compared to a financial acquisitione Tdpposite effect is found for efficiency, which
decreases the probability of a strategic comparedfinancial acquisition. Moreover, our findingeess
the role of the selling PE investor’s reputatioritia reduction of information problems. As a redodith
overall as well as country-specific and industreaific reputation strengthen the relationship betve
efficiency and the type of acquisition exit of cdsorder buyouts. Country-specific reputation also
increases the effect of growth on the acquisitigret Finally, our findings indicate that countryesic

reputation has the strongest impact of the thrpetation measures in our study.

This study contributes to several strands of litee First, our research advances the entrepriaheur
finance literature. It addresses the knowledgeayapacquisition exits of cross-border buyouts. Hhigly
also responds to a call for more research on atiquixits in general (Nikoskelainen & Wright, 200
Our focus on the distinctions between strategic &ndncial acquisitions contributes to a better
understanding on acquisition exits and to a bdétewledge of the increasing importance of financial
acquisition exits. Second, we extend existing imsigin the role of reputation in the reduction of
information problems. While the effect of reputatis mainly examined in IPOs (e.g. Lee & Wahal,
2004), we study how the reputation of the sellimgnfis important for acquisitions. Third, this stud
advances international business theory. This titegastream mainly focuses on international exgamsi
while there is little interest in the exit of intational activities. However, within an evolutiopar
perspective of internationalization, exits of crbssder equity stakes are an essential part of the
international business strategy (Birkinshaw & Hod®98). Fourth, this paper contributes to the
divestment literature. Divestments are often asgediwith poor performance although a substangel p
is done for strategic reasons rather than fail®ginjizu & Hitt, 2005; Brauer, 2006). As divesting i
essential in the strategy of cross-border PE iovesthis setting will increase our understandinghcs

phenomenon. More specifically, our study will detiaé potential acquisition channels.

The paper proceeds as follows. The next sectiorldps hypotheses on the relationship between the
value creating strategy of the divesting firm ahd type of acquisition in addition to the effecttbé

divesting firm’s reputation to reduce informationoblems acquisitions. Thereafter, we describe our
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research method followed by the empirical resuftour analyses. We end with our discussion and

conclusion.

3.3. Hypotheses devel opment

3.3.1. Differentiating between financial and stgiteacquisitions: A corporate governance perspectiv

Financial acquisition exits differ substantiallpfin strategic acquisition exits. This does not sodgiply

to cross-border buyout exits, it generally accouotsall buyout exits. Particularly the governance
structure post-acquisition varies substantiallyMeetn both acquisition types. On the one hand,anfiral
acquisition is a subsequent, secondary buyoutdcdios by a novel private equity investor (Sudaasan

& Nwagodoh, 2005). The acquired firm will contint@ operate as a stand-alone entity and the novel
private equity investor can build upon the corpmr@bvernance mechanisms that were installed by the
previous PE investor (Bonini, 2010, Sousa, 2018)s Tmplies a strong alignment of incentives betwee
owners and managers through substantial managenidtly stakes, active monitoring and a reduction of
agency costs through a high leverage (AchleitnefFigge, 2011; Jensen, 1986). As a result of these
governance mechanisms, private equity investoregpert in the reduction of value destructing over-
investment issues (Jensen, 1986). In additionntivel PE investor provides access to a wide netwbrk
business partnerships and managers that stimubtee \creation in a secondary buyout (Wright,
Hoskisson, Busenitz & Dial, 2000). As high debtdklsvare an essential part of the private equity
investor’'s governance mechanisms, the access aodial resources post-acquisition will however be
rather limited (Bonini, 2010).

On the other hand, strategic acquirers intend tegnate the target into the acquiring company which
initiates a radical change in the post-buyout go&ece structure. Through the integration into gdar

group, the target can build upon the resources camabilities that have been developed within the
acquirer (Camerlynck, Ooghe & De Langhe, 2005)akaial resources are also more widely available

through the access towards the internal capitaketaf the strategic acquirer (Deloof, 1998).

In this section, we will argue that differencesviEdn the governance structures of financial contptre
strategic acquirers determine the type of acqaisitWe thereby examine the strategic fit between th
value creating mechanisms of the buyout prior tquésition and the post-acquisition governance

structure.

We focus on the pre-acquisition levels of growtld &fficiency which are the two main value creating
mechanisms during a buyout (Makela & Maula, 200%igtit et al., 2000). First, prior to acquisitionitex

54



the private equity investor has provided the buymatess to a wide range of network contacts ancahum
capital (Makeld & Maula, 2005). This may have stiated growth opportunities (Wright et al., 2000;
Devigne, Vanacker, Manigart & Paeleman, 2011). B8dcthe use of a high leverage combined with
managerial equity stakes by the private equity sSisMecreates a managerial focus on efficiency glens
1986). Although growth and efficiency are not milljuexclusive and go often hand in hand, theretsxis
some heterogeneity between buyouts prior to ad@prisiMeuleman, Amess, Wright & Scholes, 2009).
We will explain how this heterogeneity explains thipe of acquisition in the following paragraphseW
will first argue that growth achieved in the buyaill increase the probability of a strategic comgzhto

a financial acquisition. Second, we explain the&fbf efficiency on the acquisition type. The angunts
that will be explained hereunder with respect ® iinain effect of growth and efficiency on the tygfe
acquisition exit are not solely relevant for acgiga exits of cross-border buyouts. In contralsgyt are

more generally applicable to all buyout exits.
3.3.1.1. Growth and the acquisition type

For strategic acquirers, acquisitions are oftensimred as a tool to solve the mismatch between the
availability of value creating growth projects atite financial resources that finance these prajects
Hence, firms with a lot of financial resources dintited internal growth projects will look for exteal
growth through acquisition (Camerlynck, Ooghe & Dsnghe, 2005). Cash rich strategic acquirers are
therefore interested in firms with a high growtheptial. They are expected to target firms withighh
current growth as a driver of future growth (HeymBeloof & Ooghe, 2008).

The acquisition of buyouts with a high growth wliklp strategic acquirers to achieve their growth
objectives. Particularly the combination of pastouwce access by the preceding PE owner and future
resource access by the strategic acquirers mayesfigther growth (Lavie & Miller, 2008). Moreover,
while growth opportunities in the preceding buybat to be achieved with restricted financial resesy

the access to the acquirer’'s internal capital markay stimulate growth mechanisms that were

previously unavailable by lack of funds.

Financial acquirers of buyouts also provide noesburce access, which stimulates value creatingtigro
(Wright et al., 2000). However, in contrast to &gdc acquirers, financial acquirers build upon shene
tools and governance mechanisms to stimulate gré@slisa, 2010). As a result, the PE investor may
have already extracted the most value creating trowportunities that can be achieved under a kuyou
structure (Bonini, 2010). It is hence questionablesther the buyout firm can sustain value creating

growth under restricted availability of financialsources (Achleitner & Figge, 2011).
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Due to the difficulties to sustain growth levelseafa financial acquisition of a buyout, we expttt
financial acquirers will have a lower focus on gtwas an acquisition motive than strategic acgsiioér

cross-border buyouts. This leads to the followiggdthesis:

Hla: Cross-border buyout growth will increase the ikelihood of a strategic compared to a financial

acquisition.
3.3.1.2. Efficiency and the acquisition type

Prior to acquisition, the introduction of corporatevernance mechanisms that stimulate efficiency in
buyout is a lengthy process. The focus on effigieisclikely to sustain post-acquisition if the aocgu
uses the same governance mechanisms. As a resslihdneficial for financial acquirers to buildamp
the efforts of the selling private equity investBar this reason, financial acquirers are expetdedcus

on buyouts that have proven to work efficiently e@nthe preceding buyout structure. In that way, the
financial acquirer can benefit from the lower riglofile of the acquisition target which enablesnthi
introduce even higher debt levels as a corporatergance mechanism (Achleitner & Figge, 2011). This
will continue the focus on efficiencies within tfiem and lead to substantial tax shield benefitsu&,
2010; Bonini, 2010).

Although the acquisition of efficient companiesalso beneficial for strategic acquirers, we expeetr
interest to be somewhat lower. In order to maingaimanagerial focus on efficiencies, it is importan
establish strong corporate governance that disgesrenanagers from value destructing growth projects
post-acquisition (Muscarella & Vetsuypens, 199@)at8gic acquires are however less expert in tke us
of corporate governance mechanisms that preventiovestments compared to financial acquirers
whose business model is centered around a strapgrede governance (Jensen, 1986; Wright, Amess,
Weir & Girma, 2009). We therefore expect that thee@cquisition level of efficiency is less importdor

strategic compared to financial acquirers of bugotihis leads to the following hypothesis:

H1b: Cross-border buyout efficiency will decrease he likelihood of a strategic compared to a

financial acquisition.

3.3.2. The reputation of the selling private equityestor and the type of acquisition

Acquisitions of cross-border buyouts suffer howdvem severe information problems. As these buyouts
are internationally owned prior to acquisition, rdhés a high uncertainty whether the selling firadh
been able to ensure the quality monitoring andqunadity of financial information across borders (iga

& Kim, 2010; Morsfield & Tan, 2006). This createsportant information problems between targets and
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potential acquirers, even after a thorough dugetice of the target. Moreover, as buyouts are taliva
owned pre-acquisition, they face even more infoimnagproblems because the reliability of their fingh

information is lower for private than for listedrapanies (Burgstahler, Hail & Leuz, 2006).

Information problems can create substantial inifficy issues in the acquisition process of crosddyo
buyouts. They reduce the interest of potential smecgisubstantially thereby creating a rather Eahipool
of financial and strategic acquirers. Substantiéériest in the acquisition target by both finaneatl
strategic acquirers is however a necessary condiiothe efficient flow of cross-border buyoutsvards

novel owners (Fidrmuc, Roosenboom, Paap & TeunjsX&tP).

Hereunder, we will describe how the reputationhaf selling cross-border private equity investor can
alleviate these information problems. We will argbat reputation certifies the financial informatiof
cross-border buyouts, thereby reducing the unceytasf potential acquirers. This will increase the
interest of potential acquirers substantially andrgntees an efficient functioning of acquisitioarkets.

As such, reputation ensures that growth will inseethe probability of a strategic acquisition ahdtt
efficiency increases the probability of a financetquisition. In contrast, under high information
problems, the limited availability of potential abars creates market inefficiencies which forcesss-

border investors to sell the firm to whoever tisaavailable.

We focus on the effect of overall reputation aslvesl on the fragmentation of reputation towards
countries and industries. As a result, our hypabeaBscuss the effect of overall reputation, cqurdnd

industry-specific reputation.
3.3.2.1. Overall reputation of the selling privatgiity investor

The overall reputation of the selling PE investan decrease the information problems in an actpnsit
Reputable cross-border PE investors guaranteehaguiglity of governance during the buyout. They are
also expected to use reliable financial informatiena monitoring tool (Beuselinck, Deloof & Manigar
2009; Demiroglu & James, 2010). This will certifyetinformation on the value creating mechanisms of
cross-border buyouts (Fang, 2005; Felix, Tan & Meld, 2005).

As overall reputation reduces the information peofid of potential acquirers, it is an important ttmol
attract a larger pool of potential acquirers whaddvances market efficiency. This implies that olera
reputation increases the positive (negative) eftéajrowth (efficiency) on the likelihood of a stegic

compared to a financial acquisition of cross-botaerouts. This leads to the following hypothesis:
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H2a: The positive effect of growth on the likelihod of a strategic compared to a financial
acquisition is higher for acquisition exits of cros-border PE investors with a high overall

reputation.

H2b: The negative effect of efficiency on the likdtood of a strategic compared to a financial
acquisition is higher for acquisition exits of cros-border PE investors with a high overall

reputation.
3.3.2.2. Country-specific reputation of the sellpriyate equity investor

Although the overall reputation of the cross-borgdwate equity investor ensures an overall ability
reduce information problems, it does not signal tiwbiethe seller has been able to alleviate theegsgu
cross-border ownership prior to acquisition. Croseder private equity investors have to incorporate
national idiosyncrasies with respect to taxati@gutations, financial market development and tteallo
business style (Bruton, Fried & Manigart, 2005)eYare also less familiar with the local marketriga

& Kim, 2010). Even with all communication advanceyss-border investing is expected to complicate a
PE investor's governance and monitoring during lhgout (Dai, Jo & Kassicieh, 2011; Sorenson &
Stuart, 2001). As a result, the effect of reputatia the decrease of information problems is exquetti

be reduced in foreign regions (Kang & Stulz, 199¢, Pollock & Jin, 2011).

We argue that cross-border buyouts will benefitrfriine association with a selling PE investor tla &
high country-specific reputation (i.e. a high regtittn in the country of the acquisition target) e$d PE
investors are expected to bear the increasing obstonitoring and specialized guidance across dxsrd
(Fang, 2005; Kang & Kim, 2010; Makela & Maula, 20®&uthi, Wright & Lockett, 2003). This will
alleviate the credibility issues in the qualityfifancial information towards potential acquirekéaikela

& Maula, 2006). The reduced information problemsfioghs sold by cross-border PE investors with a
high country-specific reputation will strengtheretlpositive (negative) association between growth

(efficiency) and the likelihood of a strategic @imcial) acquisition. We hence propose:

H3a: The positive effect of growth on the likelihod of a strategic compared to a financial
acquisition is higher for acquisition exits of cros-border PE investors with a high country-specific

reputation.

H3b: The negative effect of efficiency on the lik¢hood of a strategic compared to a financial
acquisition is higher for acquisition exits of cros-border PE investors with a high country-specific

reputation.
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3.3.2.3. Industry-specific reputation of the segjljprivate equity investor

We also expect industry-specific reputation (ihe teputation in the industry of the acquisitioryéd) of
the selling cross-border PE investor to be imparanthe reduction of information problems. Thiteet

is grounded in the specialized knowledge of pragluntarkets and competition in that industry (Hsu,
2004) which decreases the issues of cross-bordeaterequity investing (Mékeld & Maula, 2006;
Sorenson & Stuart, 2001). As a result, cross-bohdgouts are associated with skilled monitoring of
their cross-border private equity investors and en@liable financial information (Beuselinck et, al.
2009; Cotter & Peck, 2001; Cressy, Munari & Malipie2007). This will decrease the information
problems of potential acquirers. We therefore ekfieat buyouts sold by cross-border PE investoth wi
a high industry-specific reputation will be mordeabo attract acquirer types that are in line wihbir
own characteristics. We hence propose:

H4a: The positive effect of growth on the likelihod of a strategic compared to a financial
acquisition is higher for acquisition exits of cros-border PE investors with a high industry-specific

reputation.

H4b: The negative effect of efficiency on the lik#tood of a strategic compared to a financial
acquisition is higher for acquisition exits of cros-border PE investors with a high industry-specific
reputation.

Figure 3.1.presents a graphical summary of our thgses

Insert Figure 3.1. around here

3.4.Research method

3.4.1. Data and sample

We focus on acquisition exits of cross-border batydacated in Continental Europe. As a result sf it
bank oriented financial system, acquisitions aredbminant exit mechanism for buyouts in this regio

They correspond to more than 90% of all successfits by PE investors (Black & Gilson, 1998;
CMBOR, 2008).
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The acquisitions in our sample are identified tigtothe database of the Centre for Management Buyout
Research (CMBOR). This is a hand-collected datalths¢ retrieves its information through a
combination of semi-annual surveys to private gqimvestors in addition to business press info.sehe
surveys obtain a maximum response rate as respinceseive a free copy of a quarterly review of
aggregate market trends. It is therefore regardeal @mprehensive source of information on acdupiisit
exits in Europe. Our dataset covers exits locaiesix countries: Belgium, France, Italy, the Nelieds,
Spain and Sweden. Acquisition targets in these ttiesnprovide detailed annual account information,

necessary for our research.

As we focus on acquisitions of cross-border buyowts only include buyouts sold by cross-border PE
investors. Therefore, we incorporate exits of ctomgler PE investors that act either as the siRgle
investor or as the lead PE investor. Informatioritenlead investor is also retrieved through theBONR
database. For the limited number of deals wheresrtfaan one lead investor is involved, we assume tha
the most reputable investor acts as the actualitetdiee deal. The database covers the sale oftimesds
that were made between 1997 and 2004. In ordee timduded in our sample, an acquisition needs to
occur before the end of 2008. The latter makes thatewe were able to collect sufficient information

the cross-border buyout at time of acquisition.eRiir sample initially consists of 396 acquisitio268
financial and 188 strategic acquisitions. Informaton the characteristics of these firms was foiand
180 of these acquisition exits. This hence redubhessample size to 45% of its initial size with 97
financial and 83 strategic acquisitions.

In order to assess potential sample selection hias;ompared the characteristics of the initial ganof

396 acquisitions with the final sample of 180 asiigns for which accounting information could be
obtained. The proportion of financial compared trategic acquisitions (46% versus 54%) is highly in
line with the initial sample (47% versus 53%). Aage and median company values (measured at time of
investment) are furthermore highly similar (average median of respectively €142 mio and €50 mio fo
the initial sample versus average and median o6 €ii® and €50 mio for the final sample). Finallp, n
significant differences were found in terms of gmeportional distribution of the different counsier the
average value of the private equity reputation megssin our sample. This suggests that the fimalpéa

is not prone to selection bhiases.
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3.4.2. Variables

3.4.2.1. Dependent variable

The dependent variable in our analyses is binadyimgicates whether the cross-border buyout is sold
a strategic or a financial acquirer. A value o Aitributed if the buyout is sold to a strategiglarer and

0 if the buyout is sold to a financial acquirer.

3.4.2.2.Independent variables

We have two different sets of independent variableieh are on the one hand the growth and effigienc
of the divested buyout and the reputation of thingePE investor on the other hand.

On the one hand, we focus growth andefficiency Our data are obtained through the Amadeus daabas
(Bureau Van Dijk) and are based on the financetieshents of the target in the pre-acquisition yearr.
measures are controlled for inflation, with 1994tles baseline price level. We winsorized the indflat
corrected measures at 5 and 95% percentBeswth is operationalized as the growth in sales. Sales
growth is the preferred growth measure in entregueally oriented companies such as buyouts (Delmar
Davidsson & Gartner; 2003). Moreover, sales gragthilso more relevant than asset or employee growth
in inter-industry studies. As the pattern of empl®wnd total asset growth depends on a firm’s {adrat
capital intensity, firms from different industri@say be very heterogeneous in terms of their taakta
and employee growth (Weinzimmer, Nystrom & FreemE®98). We measure growth as the relative
annual growth in sales over the three years pregdtie acquisition. When data on sales growth theer
final three years were missing, we calculated tlwvth figures over the final two yeargfficiencyis
measured as EBITDA (Opler & Titman, 1993) and ndized by the book value of total assets (Lang,
Stulz & Walking, 1991). Our efficiency measure henincorporates the amounts of assets needed to
generate operating cash flow. This measure is smmiwith previously-used variables in buyout &Esd
(e.g. Cressy et al., 2007; Sudarsanam & Nwagodifg)2

Reputationmeasures of the selling PE investor are based ecdmplete CMBOR database of buyout
investments, not solely those that were examingkimthis particular sample. In line with recenidies

on reputational effects in the buyout market (Degiu & James, 2010)pverall reputation is
operationalized as the market share (in percentaigd)e selling private equity investor over thestpa
three years prior to the year of exit, calculatedhe number of investments of the private equitse$tor

as a proportion of all buyout investments. A thyear window is preferred as a shorter window is
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vulnerable for business cycle effects and a lomgedow measures experience instead of reputation. T
test the effect ofountry-specific reputatignve measured the market share (in percentagéeddélling
private equity investor as a proportion of all butytnvestments in the country of the acquisitiomyéa
We finally measuréndustry-specific reputatianNVe therefore focus on the investments in the strgiof
the acquisition target. We categorize the investmehPE investors within 14 different industrigis

categorization derives from the European Ventungit@b& Private Equity Association (EVCA, 2009).

3.4.2.3.Control variables

Several control variables are included in the naaliate analyses. We control for syndication aslead

PE investors could influence the acquisition editéskelainen & Maula, 2008). We include whether the
selling private equity investor syndicated withetleross-border investors or with at least one dtime
PE investor. We incorporate the size of the crassdr buyout, measured by the log of total asgettsea
1994 price level. This measure is winsorized at3hend 95% percentile. The source of the buyout is
incorporated as well with three categories: divestts, private & family firms and the reference grou
contains secondary buyouts, public-to-private tatiens and privatizations. We also take into antou
whether the cross-border buyout operates in a teigh industry. Both the source of the buyout ara th
industry determine the susceptibility towards gtowind efficiency which may influence the type of
acquisition exit (Jensen, 1986; Meuleman et al0920We furthermore control for business cycle &ffe

as financial and strategic acquisitions are higldgendent on macro-economic conditions. Therethee,
loan spread and the total deal value of acquisitinrthe host country (as a % of the GDP) are takien
account. The loan spread is operationalized throhglaverage loan spread between 3 and 6 montirs pri
to exit, calculated as the difference between titerést rates on government bonds and BBB ratee lar
non-financial corporations in the European Monetdnjon for loans with a 5-7 years duration (Sousa,
2010). The total value of acquisitions is obtailecugh the Zephyr database (Bureau Van Dijk) and
divided by the GDP (obtained from the World Bari¥preover, we insert a quadratic time variable for
testing the effect of the holding period as theuéitions in our sample suggest a quadratic harated

We also control for the location of the acquisittanget with France as the reference categoryntralo
variable that incorporates exits located in Spaith léaly, and a second control variable with elotsated

in Belgium, the Netherlands and Sweden. These threaps represent differences in the maturity and
attractiveness of the local private equity mark®tere specifically, according to the venture cdpitiad
private equity attractiveness index, Belgium, thethérlands and Sweden are considered as the three
most attractive private equity markets, followedHrance and finally Italy and Spain are considered

countries with a relatively low attractiveness wittContinental Europe (Groh, von Liechtenstein &
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Lieser, 2010). We finally incorporate the directeef of the three different reputation measureshef

selling private equity investor in our regressions.

3.4.3. Sample description

Table 3.1. provides a description of our sample. phéssent descriptive statistics for the total sanudl
acquisitions and for the subsamples of financial atvategic acquisitions. We also present bivariate
statistics on the differences between the two sulmg. This shows that 24 percent of our acquisition
concern the exits of cross-border PE investmerds were syndicated with a domestic private equity
investor. Furthermore, 13 percent of the acquisiégits are sold by cross-border PE investors whiew

syndicated with other cross-border PE investors.

In addition, strategic acquisitions have a medial tasset value of €37 mio which is lower thamficial
acquisitions (€80 mio). This difference is sigrafit on a 1% level. Most acquisition exits originfien

a divestment (40 percent), 34 percent were prigatepanies (including family firms) prior to the s
border buyout. The cross-border buyouts that oamiginfrom secondary buyouts, delistings or
privatisations account for 24 percent of our sampless-border buyouts of family firms are sigrafitly
more likely be sold to strategic acquirers (p<0.I®)e opposite is found for the cross-border busybiat
originate from a secondary buyout, delisting ovatization; they are more sold to financial acqaire
(p<0.05). 19 percent of our acquisition targetsamtive in a high-tech industry. This is, in linétwthe
EVCA definitions, defined as ICT and biotech firmidigh tech firms exit more through strategic
acquisitions (p<0.05). We also provide informatmmthe loan spread in Continental Europe at time of
acquisition. The average value of the spread w8% Percent and this was relatively equal between
financial and strategic acquisitions. The totalldedue of acquisitions in the host country is aerage
5% of the GDP. Moreover, the holding period indésathat a cross-border buyout in our sample takes
about 4 years to divest. The holding period is 4€&s for financial acquisitions which is compéeeto
strategic acquisitions with 4.16 years. 51 peroénhe acquisition exits originate from Francelyitand
Spain account each for 13 percent, the Netherltond® percent, and Sweden and Belgium for 7 percent

Cross-border buyouts located in Spain are more aitéd to strategic acquisitions (p<0.10).
Insert Table 3.1. around here

Table 3.1. also indicates the descriptive statisticour main variables. The average growth eqlial%
(median 3%) and the level of efficiency is on agerdl1% (median 11%). While the difference in
efficiency between financial and strategic acqigisg is significant on a 1% level in bivariate stits,
growth does not significantly differ between thesgegories. With respect to the reputation measaores
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our study, a selling private equity investor hasamarage overall market share of 1.82 percent @nedi
0.95%). The country-specific reputation is on agera.52 % (median 1.43%) while the average industry
specific reputation equals 2.14% (median 1.01%)s&horder PE investors selling to strategic aegslir
have a significantly higher country-specific repigta (p<0.05). Other reputation measures are not

statistically different between financial and stigit acquisitions.

3.4.4. Hypothesis testing procedure

Logistic regressions are used to model the proibaliff a strategic versus a financial acquisition,
clustering on the selling PE investor (Froot, 19%9)st, we test the main effect of growth andaiéincy

on the type of acquisition. Second, we analyzenivelerating effect of overall, country-specific and
industry-specific reputation through the seemingtyelated estimation procedure (Weesie, 1999). In
order to do so, we first perform a median splitlef sample, separating cross-border buyouts sold by
reputable PE investors from those sold by lesstadpel ones. As we have three different measures of
reputation, a median split procedure is repeatecefeh reputation measure, resulting in three gaire
subsamples. This estimation procedure jointly estt® the effect in both subsamples. It combines the
estimation results of the logit regressions ofghlkesamples into a single covariance matrix coitigofior
clustered standard errors per cross-border PE tmve$hereafter, using a Wald test, equality of
coefficients is statistically tested between thiessumples (Weesie, 1999).

This estimation method is preferred to the inclnsid interaction terms in logit analyses. Unlike )L
estimating interaction terms in a logit regressdwes not result in a constant coefficient acro$s al
observations. In contrast, the magnitude and tjre @i an interaction term are a function of notycthie
coefficient for the interaction, also the coeffitig for each interacted variable and the valuesliahe

variables play a role (Hoetker, 2007).

A correlation matrix for the dependent, independmmd continuous control measures is presented in
Table 3.2. This matrix indicates the low correlatidoetween the variables included in our analysds w
the exception of our reputation measures. In ogiression models that combine all reputation measure
we therefore insert orthogonalized variables u#imgGram-Schmidt procedure (Saville & Wood, 1991).
This technique “partials out” the common varianoeating transformed variables that are uncorrelate
with one another.

Insert Table 3.2. around here
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3.5.Empirical results

3.5.1. Main analyses

Table 3.3. presents the results of our multivargistics on the probability of being sold toteategic
compared to a financial acquirer. Our first mod&lsents the results from the main effects of groavith
efficiency. Models 2 to 7 show the results of teeraingly unrelated estimations. Model 2 and 3 exém
the likelihood of a strategic compared to a finaheicquisition in the subsample of exits sold byssr
border private equity investors with respectivelfigh and a low overall reputation. Model 4 and 5
present the results of the logit analyses, baseal median split of country-specific reputation dimelly
model 6 and 7 are based on a median split of tthesiny-specific reputation of the selling privatpuity
investor. For models 2 to 7, Table 3.3. also indisathe results of the Wald test for equality of
coefficients within different subsamples. This Waddt enables us to compare the effect of growth an
efficiency between exits of PE investors with ahhigrsus a low reputation. As such, we test hyEathe
2, 3 and 4. One-tailed tests are reported for ngxized effects.

Insert Table 3.3. around here

With respect to the control variables, the reshighlight that small cross-border buyouts, buydhest
originate from a corporate divestment and buyduds operate in a high tech industry are more likely
be sold to a strategic rather than to a finanaguaer. Cross-border buyouts that are sold dulkii€A
waves are also more likely to end up as a strategeisition. In addition, there is a quadratieetfof
holding time on the type of acquisition. Other ghfes, including the main effect of the PE investor
reputation (overall, country-specific as well adustry-specific reputation) are not significantiyated to
the type of acquisition.

The performance measures indicate a positive efiéctirowth (p<0.10) and a negative effect of
efficiency (p<0.05) on the likelihood of a strategicquisition, providing marginal support for hylpesis
la and strong support or hypothesis 1b. Modelsd®?3acompare the likelihood of a strategic acquisiti
in the subsamples of buyouts supported by privatiteinvestors with a high compared to a low ollera
reputation. Model 2 indicates that efficiency (@34). is again highly related to the likelihood of a
strategic acquisition. Growth is no longer sigréfit in this smaller sample. For firms sold by cross
border PE investors with a low overall reputatitinere is only a marginally significant relationship
between the growth of the firm (p<0.10) and theetyd acquisition. If we compare the values of the
coefficients for our target firm characteristichgtWald test indicates that efficiency is indeedreno

strongly related to the type of acquisition (p<Q.@rowth does not differ between the two subsample
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This provides strong support for hypothesis 2b,oltlypsis 2a is not supported. Models 4 and 5 present
the relationship between target firm charactessdiod the type of acquisition, based on a medikinasp
country-specific reputation. The results of thesaedets indicate that both growth (p<0.01) as well as
efficiency (p<0.01) are strongly significant in thggh country-specific reputation subsample, witilis

is not the case if the buyouts was sold by a cbosder private equity investor with a low country-
specific reputation. Based on the Wald test, tla@eestrong differences between both subsamples with
respect to the effect of efficiency (p<0.01) andvgh (p<0.05) on the type of acquisition Hences thi
provides strong support for hypothesis 3a and 3tallly, model 6 and 7 present the findings of the
median split of industry-specific reputation. Inretsubsample of buyouts sold by cross-border private
equity investors with a high industry-specific regtion, efficiency (p<0.01) strongly decreases the
probability of a strategic compared to a finanaiedjuisition. Growth was not found to matter. Intcast,

in the low industry-specific reputation subsampéthrer growth nor efficiency influence the type of
acquisition. The Wald test indicates that efficigie significantly more related to the type of aisiiion

in the subsample of buyouts supported by invesigils a high industry-specific reputation (p<0.01),
providing strong support for hypothesis 4b. The erating effect of industry-specific reputation e t
relationship between growth and the type of actjais{hypothesis 4a) was not supported.

3.5.2. Post-hoc analysis

As a post-hoc analysis, we compare the relativeoitapce of three different reputation measures as a
moderating variable in Table 3.4. We therefore yw®alwhether the moderating effect of overall
reputation, country-specific reputation and indgsipecific reputation are equally strong or not. &/t

this through seemingly unrelated regressions, compalifferent subsamples of acquisitions sold by
cross-border PE investors with respectively a tdgérall, a high country-specific and a high industr
specific reputation. More specifically, model 1 ghdstimate the likelihood of a strategic compdoed
financial acquisition in the subsamples of acqigis sold by respectively PE investors with a high
overall reputation and a high country-specific tagion. Model 3 and 4 estimate the likelihood of a
strategic acquisition in the subsamples of acdaistsold by PE investors with a high overall corepa

to a high industry-specific reputation. Finally, deb 5 and 6 estimate the likelihood of a strategic
acquisition in the subsamples of acquisitions dmldcross-border PE investors with a high industry-
specific versus a high country-specific reputatidie also report the Wald test that compares the
coefficients of growth and efficiency between thdsamples. Based on model 1 and 2, we find that the
effect of growth on the type of acquisition is mamgortant in the subsample of acquisitions soldaby

cross-border PE investor with a high country-specibmpared to a high overall reputation. The vafie
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the Wald test is significant on a 1% level. Theefffof efficiency on the type of acquisition dick iiffer
between the two subsamples. With respect to thierdifce between overall and industry-specific
reputation of the selling PE investor (Model 3 @dour findings do not indicate significant diféeices
between the effect of growth or efficiency betwebe two subsamples. Both subsamples suggest a
negative effect of efficiency on the type of acgios while growth is not significant. Moreover,eh
Wald test does not indicate any significant diffexe between both subsamples. Finally, model 5 and 6
report the effect of growth and efficiency in theébsamples of acquisitions sold by cross-border PE
investor with a high industry-specific versus a hhigountry-specific reputation. While growth is
important in the subsample of acquisitions solélwyoss-border PE investor with a high country-gigec
reputation, growth is not significant in the subgéamof acquisitions sold by PE investors with ahhig
industry-specific reputation. The Wald test furthere indicates that the effect of growth is sigmifitly
different between both subsamples (p<0.10). Thatinageffect of efficiency on the type of acquisiti

was supported in both subsamples. Based on the #&tldno differences between the subsamples were

found.

Based on the different models in Table 3.4., couspecific reputation has a stronger impact on the
relationship between growth and the type of actjaisithan the two other types of reputation. The
moderating effect of efficiency is not significanttifferent between the three different types of
reputation. This suggests that country-specifiaitafion is more important as a moderating variise
overall and industry-specific reputation.

Insert Table 3.4. around here

In sum, our findings indicate a marginally sigréfit positive effect of growth and a significantly
negative effect of efficiency on the likelihood ef strategic compared to a financial acquisition.
Moreover, the negative effect of efficiency on thpe of acquisition is stronger for buyouts solday
reputable cross-border investor. Both overall a agecountry-specific and industry-specific reiata
strengthen the effect of efficiency. In additiohetpositive influence of growth is also strongethié
selling cross-border PE investor has a high cowsyiecific reputation. The moderating effect of aler
and industry-specific reputation is not significaihis indicates that country-specific reputaticas la
more extensive moderating influence on the relatigm between the value creating mechanisms and the
type of acquisition exit of cross-border buyoutdieTlatter is confirmed in our post-hoc analysis,
indicating that country-specific reputation is margortant than overall and industry-specific rejian

as a moderating variable on the effect of growthhentype of acquisition.
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Figure 3.2. serves to clarify the interaction effecf our three reputation measures on the infleesfc
growth and efficiency on the acquisition type. Awmwn in panel A, the probability of a financial
acquisition increases more by higher levels otifficy of the selling cross-border PE investoranagh
overall reputation. Panel B and C furthermore iaticthe larger impact of respectively growth and
efficiency for high levels of country-specific regption. Finally, the higher influence of efficienagross

high levels of industry-specific reputation is shoiw Panel D.
Insert Figure 3.2. around here

The economic significance of our effects is suldghnThis interpretation is based on a differefte
odds ratios between the values of the 75th compartte 25th percentile of growth and efficienciyst

of all, the coefficient of model 1 indicates thabss-border buyouts with a large growth increasdér th
odds of a strategic acquisition with 12%; the odfiirms with a high efficiency decrease with 89¥he
latter indicates that efficiency is both statidlicas well as economically more important thanvgio
Second, the moderating effect of overall, counfrgeific and industry-specific reputation on the
relationship between efficiency and the type ofuisition exits is considerable. While more effidien
buyouts decrease their odds of a strategic comparexd financial acquisition with 250% if they are
supported by a private equity investor with a hayterall reputation, those supported by less refeitab
private equity investors show even an increase @8th Likewise, the odds ratio for efficient buyouts
sold by PE investors with a high country-speciéputation decrease 258% in the high country-smecifi
reputation subsample in contrast to efficient buyadhat increase their odds of a financial acqoisit
with 22% in the low country-specific reputation sample. In a similar vein, the odds of a strategic
acquisition for efficient firms drop with 208% ihe high industry-specific reputation subsample whsr
they only drop with 17% in the low industry-specifeputation subsample. Third, our results inditiade
the likelihood of a strategic acquisition riseshv2% for cross-border buyouts with a higher groimth
the subsample of acquisitions supported by inveswith a high country-specific reputation. This
contrasts to an increase with only 1% within the tmuntry-specific reputation subsample.

3.5.3. Robustness checks

We have performed several robustness checks tootdaot the sensitivity of our analyses. First, we
controlled for a selection effect in our models. ri¥lepecifically, we analyzed the effect of potdntia
differences between buyouts sold by reputable gelests reputable private equity investors. Our majo
concern here was that this selection effect canfldénce the hypothesized relationships betweewttro

and efficiency on the type of acquisition (Heckma®79). Our robustness checks indicated that bsyout
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exited by more reputable investors do not diffeterms of growth and efficiency from buyouts soid b
less reputable investors. In addition, we contebfter the selection effect as an additional vagahlour
models. This selection effect did not alter ourdiitgs, suggesting that our results are not drivgn b
selection.

Moreover, we analyzed whether our findings areariby the country of exit. Frist, we tested potnti
differences in terms of target firm characteristimtween domestic and cross-border acquirers. This
suggests that domestic acquisition targets havéglaeh efficiency. Growth does not differ between
domestic and cross-border acquisition exits. Secardanalyzed the moderating effect of the couafry
exit on the relationship between target firm chemastics and the type of acquisition exit. Thiggests
that the behavior of domestic acquirers is not iigantly different from cross-border acquirerseth
effect of growth and efficiency does not differ.iffh the inclusion of the country of exit as a coht
variable in our models did also not alter our finghi. This indicates that the country of exit doatsdrive

our results.

In addition, an alternative explanation for the ifjes moderating effect of reputation is that less
reputable investors face higher fund pressures &a&&ahal, 2004). They face more issues to attract
additional funds and may therefore suffer to adamxtent from the need to improve their track réco
through acquisition exits on short term (Gomper896). This might create the preference of less
reputable investors to opt for an earlier and kge maximizing type of exit. In contrast, repuéab
investors can wait till there is substantial inggrieom different parties to exit the cross-bordeyouts in
their portfolio. In order to test for this alterinat explanation, we checked for potential effects o
reputation on the time-to-exit. Both bivariate andltivariate analyses indicate however that regdatab
investors exit their buyouts earlier. These findidg not provide evidence for the effect of funegsures

on acquisition exits.

Finally, as financial acquisitions of buyouts hdecome increasingly popular over the years, wedest
its potential effect on our findings. 71% of thegaisitions in our sample occur within the period290
2008. The others occur in the period 1999-2004oudin bivariate and multivariate analyses, we checke
for the potential effect of timing on our resulthis did not indicate a significant main effecttiofiing on
the likelihood of a financial compared to a strategrquisition. Moreover, the year of acquisitioved

not moderate the relationship between target finaracteristics and the type of acquisition exit.

There are two alternative estimation proceduretesd our findings that are, for several reasons, no
applied in this research setting. First, an altiévaao test the moderating effect of reputatiomoisise a
correction procedure in logit analyses with modegavariables. This computes the marginal effeca of
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change in two interacted variables through theefffitpostestimation command in STATA (Norton,
Wang & Ai, 2004). This method makes it possibletéast moderating effects of continuous variables
without the loss of information on intragroup véina as in the split sample procedure. Unfortunatel
the inteff command does not work in a model withltiple interactions terms that include the same
independent variable (Seymour, 2011). In this ne$esgetting, this is hence not a suitable estimatio
procedure. A second alternative method of analysigld be to use competing risk models to test our
hypotheses. These analyze the combined effectasrofasiables on the type and timing of the exitefh
do not allow us to separate the effects on exit gpd the exit timing. In contrast, the goal of thiiudy
lies solely on the type of acquisition exit, notttye timing. The timing of the exit is thereforelyonsed

as a control variable in our study. Hence, we rejhar results based on logistic regressions.

3.6. Discussion and conclusion

This paper studies the differences between statagd financial acquisition exits of cross-border
buyouts. Our findings support the argumentatiort the differences between strategic and financial
acquisitions result from varying value creating hedsms during the cross-border buyout. More
specifically, cross-border buyout growth increatfes likelihood of strategic compared to a financial
acquisition while efficiency has the opposite effethe latter increases the probability of a finahc
acquisition. The effect of efficiency on the typeagquisition exit is higher if the divesting crdssrder

PE investor has a high reputation. Both the oveth# industry-specific and particularly the coyntr
specific reputation play a role herein. Moreoveourttry-specific reputation also strengthens the
relationship between efficiency and the type ofuagitjon. In sum, this paper advances our undeditgn
how private equity investors divest their crossdeorbuyouts through acquisition. These findings are

interesting for a number of reasons.

First, we contribute to the entrepreneurship ltte@ Although PE investors dominantly opt for
acquisitions to exit their cross-border buyout stwgents, there is a limited understanding in the
differences between strategic and financial actioins of cross-border buyouts and of buyouts inegain
(Sudarsanam & Nwagodoh, 2005). Based on insightsn fthe acquisition and the international
entrepreneurship literature, we indicate that thkier creating mechanisms during the buyout explain
these differences. Strategic acquirers opt for btsyavith a higher growth while financial acquireng
more interested in efficiencies. In addition, thputation of the selling PE investor is in impottarol to

reduce information costs in acquisition exits obss-border buyouts. Particularly country-specific
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reputation was found to matter. Moreover, our firgdi contribute to a better knowledge on the iningas
attractiveness of financial acquisition exits ofybut firms, i.e. the secondary buyouts (Bonini, @01
Achleitner & Figge, 2011). These are not the egfttast resort, although this is often mentionedha
popular media (Sousa, 2010). Instead, they offgobis that operate efficiently under the governance
mechanisms of a private equity investor the opmpitstito continue within a buyout governance struetu

while they provide the selling private equity int@sa mechanism to end his current engagement.

Second, our findings contribute to the literatuneiformation costs in acquisitions. As previousdgts
have mainly focused on acquisition contracts orhods of payment as mechanisms to alleviate
information problems in acquisitions, the effectrgputation on information problems in acquisitiosis

an underdeveloped research topic (Ragozzino & R&l(Hr1). In contrast, the effect of reputation on
information problems is mainly examined in alteiveatfinancial transactions such as IPOs. Through a
focus on acquisitions of internally owned firms,igfhare associated with high information costs, our
study details how the reputation of the sellingnfidecreases the information problems in acquistion
First, the reputation of the selling cross-bordevestor reduces information costs through a higher
credibility of financial information. Second, ountérnational setting enables us to increase our
understanding on the fragmentation of reputaticgceRt findings indicate that reputation is segntnte
towards different areas of expertise (e.g. JensdRo§, 2008; Rhee & Valdez, 2009). As a result, the
effect of reputation is often considered to be siduspecific (Hsu, 2004). Reputation is also seuer
across countries. More specifically, country-sgeaiéputation signals the ability of expertise,dibdity

and specialized guidance of the foreign owner withiparticular region. As such, acquisitions sojd b
cross-border investors with a high country-specifeputation are associated with a decrease in
information costs.

Third, we contribute to international business tigday exploring the exit of cross-border operatioHisis

is an essential part of the internationalizatioatsfyy (Birkinshaw & Hood, 1998; Santangelo & Meyer
2011). Our findings stress the role of the selliingn within this process as his value creating teigst
prior to exit determines the type of acquisitionofgover, we extend existing knowledge on the benefi
of local specialization. While the process basegbm of internationalization highlights that local
specialization leads to an increased commitmenrdtdsva particular country (Johanson & Vahine, 1977)
our findings suggest that it is also important the divestment of cross-border activities. More
specifically, a higher level of country-specifigotgation as a result of local specialization redutte
information problems in the sale of cross-bordesrapons.
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3.8. Tablesand figures

TABLE 3.1.: DESCRIPTIVE STATISTICS FOR THE SAMPLE A ND FOR THE TWO SUBGROUPS OF
STRATEGIC AND FINANCIAL ACQUISITIONS

Strategic Financial

Sample acquisition acquisition
Variable Av.  Med. Av. Med. Av. Med.
Sample description
Syndication with domestic invesfor 0.24 0.20 0.27
Syndication with other international investbrs 0.13 0.11 0.15
Size (in € 000) 129709 52547 95502 37269 158979 80189+
Source: divestmeht 0.40 0.42 0.38
Source: family or private firfn 0.34 0.41 0.28 t
Source: secondary buyout, privatization or 0.24 0.16 0.32 *
listed firnt
High tech industry 0.19 0.27 0.13 *
Loan spread 0.87 0.77 0.90 0.79 0.84 0.7%
M&A activity 0.05 0.04 0.05 0.04 0.05 0.0%
Holding time in years 4.09 3.63 4.16 3.50 4.03 3.6Y
Location: Belgiun 0.07 0.06 0.08
Location: Franck 0.51 0.47 0.55
Location: Italy 0.13 0.16 0.10
Location: Netherlands 0.08 0.07 0.09
Location: Spaih 0.13 0.18 0.09 t
Location: Swedéh 0.07 0.06 0.08
Dependent variables
Growth 0.17 0.03 0.23 0.06 0.12 0.02
Efficiency (in %) 11.27 11.47 9.12 6.49 13.11 12.5B**
Reputation of the divesting PE owner
Overall reputation 1.82 0.9p 1.90 0.95 1.75 0.9%
Country-specific reputation 2.51 143 2.87 2.22 2.20 1.3B*
Industry-specific reputation 2.14 1.01 2.37 1.01 1.94 1.00
N 180 83 97

This table provides a description of our samplbwfouts in addition to the subgroups of buyouts éxit through a
financial or a strategic acquisition. For each afalé, we present average (Av.) and median (Meduegeexcept for
the dummy variables. For these variables, we regp@rtrelative proportion. We also present the tesaf the
bivarate test statistics between these two subgroup

** indicates p<0.01, * indicates p<0.0&jndicates p<0.1 (One-tailed tests for hypotheseféekts)

®This is a dummy variable.
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TABLE 3.2.: CORRELATIONS FOR THE DEPENDENT, INDEPEN DENT AND CONTINUOUS CONTROL VARIABLES

1 2 3 4 5 6 7 8 9 10
1 Secondary buyout 1.00
2 Size (in € 000) 0.20 1.00
3 Loan spread -0.07 -0.05 1.00
4  M&A activity -0.00 0.16 -0.15 1.00
5 Holding time in years -0.04 -0.16 0.04 0.15 1.00
6  Growth -0.09 0.04 0.01 -0.17 -0.16 1.00
7  Efficiency 0.20 -0.15 -0.04 -0.16 0.08 -0.02 1.00
8  Overall reputation -0.03 -0.32 0.15 -0.24 -0.04 .040 0.07 1.00
9  Country-specific reputation -0.09 -0.33 0.22 2. -0.11 0.04 0.04 0.77 1.00
10 Industry-specific reputation -0.0v -0.28 0.11 .29 -0.09 0.12 -001 088 0.67 1.00

All correlations with absolute values above 0.1d significant (p<0.05)
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TABLE 3.3.: LOGIT REGRESSIONS FOR THE DIFFERENCES BETWEEN STRATEGIC AND FINANCIAL ACQUISITIONS

=]

(1) ) @3) (@) (5) (6) ()
Dependent variable: Strategic versys High overall Low overall High country- Low country- High industry- Low industry-
financial acquisition Full sample reputation reputation specific reputation specific reputation specific reputation specific reputatio
Coef. S.D. | Coef. S.D. Coef. S.D. | Coef. S.D. Coef. S.D. | Coef. S.D. Coef. S.D.
Independenvariables
Growth 0.392 + (0.259)-0.164  (0.526) 0.641 t+ (0.487) 1.467 ** (0.627) 0.026  (0.373)| 0.265 (0.530) 0.415  (0.388)
Efficiency -0.058 * (0.032) -0.173** (0.029) 0.002 (0.027)-0.160 ** (0.033) 0.015 (0.030)| -0.142 ** (0.038) -0.011  (0.026)
Control variables
Syndication with domestic investor | -0.373  (0.385) 0.780 + (0.424) -0.982 (0.811) 0.520 (0.689) -1.082 + (0.648)| 0.450 (0.664)-0.890  (0.593)
Syndication with other international | -0.350  (0.575) 1.595 (1.141)-0.027 (0.702)-3.367 ** (0.97) 0.173 (0.639)| 0.042 (0.731)-0.164  (0.680)
investors
Size -0.337 * (0.137) -0.870 * (0.389) -0.373 (0.244)-0.323 (0.231) -0.396 + (0.221)| -0.519 + (0.301) -0.309  (0.205)
Source: Divestment 0.741 + (0.414)-0.232  (0.798) 1.347 * (0.654) 0.457 (0.788) 0.829  (0.633)| 0.612 (0.627) 0.845  (0.598)
Source: Family or private firm 0.667 (0.500Q)0.955 (0.783) 0.094  (0.945) 0.695 (0.621) 0.117  (0.983)| 1.448 * (0.573) 0.139 (0.773)
High tech industry 0.939 *(0.396) 2.311 ** (0.460) 0.412 (0.541) 2.320 ** (0.686) 0.793  (0.727)| 2.475 ** (0.917) 0.510 (0.458)
Loan spread 0.488 (0.421)1.141 (0.761) 0.237  (0.717) 0.089 (0.498) 1.284 + (0.760)| 0.191 (0.748) 0.612  (0.553)
M&A activity 12.140 + (7.226) 25.640 + (14.560)12.540 (11.47)18.710  (13.510)14.230 (13.35)|21.840 (13.78) 10.430 (8.860)
Holding time in years 0.029 (0.086)-0.122  (0.144) 0.033 (0.125) 0.056 (0.179) 0.001  (0.108)| 0.105 (0.098) 0.018  (0.121)
Holding time in years squared 0.103 **(0.040) 0.183 + (0.094) 0.115 + (0.065) 0.103 (0.064) 0.132 * (0.055)| 0.153 + (0.078) 0.131 * (0.066)
Location: Belgium, Netherlands, -0.634 (0.463)-0.868  (0.598) -1.718 * (0.828)-0.915 (0.702) -0.796  (0.696)| -1.039 (1.050) -0.654  (0.670)
Location: Spain, Italy 0.389 (0.466)0.834 (0.635) 0.037 (0.681) 0.211 (0.458) 0.116  (0.726)| 0.797 (0.720) 0.178  (0.724)
Overall reputatiof -0.015 (0.124 0.384 * (0.190) -0.635 (1.067)| 0.281 t (0.158) -0.387 (0.922)
Country-specific reputatich 0.111 (0.139)-0.013  (0.105) 1.846 ** (0.656 0.164 (0.202)0.255  (0.685)
Industry-specific reputatich -0.033 (0.127) 0.417 + (0.227) -1.038 + (0.542) 0.447 * (0.215) -0.499 (0.345)
Constant 2.161 (1.5759)6.977 * (3.240) 2.564 (3.232) 3.160 (2.696) 0.951  (3.257)| 3.612 (3.157) 1.454  (2.577)
Observations 180 91 89 88 92 88 92
chi-square test 43.44 ** 48.06 ** 30.19 * 44.42 ** 25.37 * 39.11 ** 18.10
\Wald tests for equality of coefficients
Growth 1.27 3.95 * 0.06
Efficiency 19.03 ** 13.40 ** 12.13 **

Estimated coefficients for the logit regressionsattompare the characteristics of buyout exiteubgh strategic versus financial acquisitions. (Deleat variable equals 1 in the

case of a strategic acquisition). We model thd fiear before exit. Standard errors are clusteergpvate equity investor.

& This variable is orthogonalized

** p<0.01, * p<0.05,t p<0.1 (One-tailed tests for hypothesized effects)
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TABLE 3.4.: LOGIT REGRESSIONS FOR THE DIFFERENCES BETWEEN STRATEGIC AND FINANCIAL ACQUISITIONS: COMPAR ISON BETWEEN
DIFFERENT TYPES OF REPUTATION

(1) ?) ©) @) (5) (6)
Dependent variable: Strategic versus financialHigh overall High country- High overall High industry- High industry- High country-
acquisition reputation specific reputation reputation specifc reputation specific reputation specific reputatior
Coef. S.D. Coef. S.D| Coef. S.D. Coef. S.D. | Coef. S.D. Coef. S.D.
Independent variabl
Growth -0.164 (0.532) 1.467 * (0.636)| -0.164 (0.533) 0.265 (0.538)| 0.265 (0.534) 1.467 ** (0.633)
Efficiency -0.173 ** (0.029) -0.160 ** (0.034)| -0.173 ** (0.029) -0.142 ** (0.039)| -0.142 ** (0.038) -0.160 ** (0.034)
Control variables
Syndication with domestic investor 0.780 (0.430) 0.520 (0.698) 0.780 + (0.431) 0.450 (0.674)| 0.450 (0.670) 0.520 (0.695)
Syndication with other international investor$.595 (1.156) -3.367 ** (0.983)| 1.595 (1.158) 0.042 (0.742)| 0.042 (0.738)-3.367 ** (0.978)
Size -0.870 * (0.394) -0.323 (0.234)| -0.870 * (0.395) -0.519 + (0.306)| -0.519 + (0.304) -0.323 (0.233)
Source: Divestment -0.232 (0.809) 0.457 (0.798) -0.232 (0.810) 0.612 (0.637)| 0.612 (0.633) 0.457 (0.795)
Source: Family or private firm 0.955 (0.793).695 (0.629) 0.955 (0.794) 1.448 * (0.581)| 1.448 * (0.578) 0.695 (0.626)
High tech industry 2.311 *%0.466) 2.320 ** (0.695)| 2.311 ** (0.467) 2.475 ** (0.930)| 2.475 ** (0.924) 2.320 ** (0.692)
Loan spread 1.141 (0.771p.089 (0.504) 1.141 (0.772) 0.191 (0.759)| 0.191 (0.754) 0.089 (0.502)
M&A activity 25.640 t+ (14.750)18.710 (13.680)25.640 t (14.770)21.840 (13.980)21.840 (13.890)18.710 (13.620
Holding time in years -0.122 (0.146) 0.056 (0.181)-0.122 (0.146) 0.105 (0.100)| 0.105 (0.099) 0.056 (0.180)
Holding time in years squared 0.183 (0.095) 0.103 (0.064) 0.183 + (0.095) 0.153 + (0.079)| 0.153 + (0.079) 0.103 (0.064)
Location: Belgium, Netherlands, Sweden -0.868 (0.606) -0.915 (0.711)| -0.868 (0.607) -1.039 (1.066)| -1.039 (1.059) -0.915 (0.708)
Location: Spain, Italy 0.834 (0.643p.211 (0.464) 0.834 (0.645) 0.797 (0.731)| 0.797 (0.726) 0.211 (0.462)
Overall reputatiof -0.013 (0.106) -0.013 (0.107) 0.164 (0.205)| 0.164 (0.204)
Country-specific reputatich 0.417 t (0.230) 0.447 ** (0.218)| 0.417 + (0.231) 0.447* (0.217)
Industry-specific reputatich 0.384 ** (0.193) 0.281 + (0.161)| 0.281 + (0.160) 0.384 * (0.192)
Constant 6.977 * (3.282) 3.160 (2.731) 6.977 * (3.288) 3.612 (3.203)| 3.612 (3.183) 3.160 (2.718)
Observations 91 88 91 88 88 88
\Wald tests for equality of coefficients
Growth 5.70 * 0.47 2.40 t
Efficiency 0.15 1.19 0.38

Estimated coefficients for the logit regressionscttompare the characteristics of buyout exiteubgh strategic versus financial acquisitions. (Deleat variable equals 1 in the
case of a strategic acquisition). We model the fipar before exit. Standard errors are clusteezgpvate equity investor

& This variable is orthogonalized

** p<0.01, * p<0.05,t p<0.1 (One-tailed tests for hypothesized effects)
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FIGURE 3.1.: THEORETICAL MODEL
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FIGURE 3.2: THE PROBABILITY OF A STRATEGIC ACQUISIT ION AS A FUNCTION OF
GROWTH AND EFFICIENCY ACROSS DIFFERENT LEVELS OF RE PUTATION
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Panel C: The probability of a strategic acquisiti@na function of efficiency across different levef
country-specific reputation
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Panel D: The probability of a strategic acquisitasa function of efficiency across different levef
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4.1. Abstract

This paper studies the effect of host country erpee of cross-border financial intermediaries lo@ t
probability of a domestic versus an internationajuasition. Using a unique dataset of 296 Contiakent
European acquisitions guided by cross-border iegity investors, this paper shows how host ecgunt
experience enhances local information transferudfindocal embeddedness. This reduces the informatio
costs of domestic acquirers which increases theatibty of a domestic acquisition. The positivéeet

of cross-border private equity investors’ host dourexperience on the probability of a domestic
acquisition is higher for financial than for strgite acquisitions. This is the result of increasimegwork
connections between private equity investors andnfiial acquirers compared to strategic acquirers.
Finally, host country experience is less positivabsociated with a domestic acquisition under highe
levels of host country financial market developmertie increased accessibility of local information
within more developed financial markets substitdtesbenefits of local information transfer by cses

border intermediaries with higher levels of hoatraoy experience.

4.2. Introduction

Financial intermediaries, such as private equitedtors, help to spread information thereby sultisign
reducing the information costs of acquirers (Chemuma Fulghieri, 1994). In the currently globalized
economy, a substantial number of financial interiewées originate from cross-border regions. Their
geographically dispersed network increases theadpoé information towards foreign acquirers thereby
facilitating cross-border acquisitions (Jaaskelaide Maula, 2008; Ragozzino & Reuer, 2009). In
contrast, domestic acquirers favor domestic intéiares which are more embedded in the host country
information networks (Granovetter, 1985; Zaheer &ddkowski, 1997). This creates an important
liability of foreignness for cross-border financiatermediaries whose access to domestic netwarlls a
domestic acquirers is more limited. In order to ensthnd the effectiveness of cross-border financial
intermediaries for domestic acquirers, it is cruttaanalyze how cross-border financial intermedir

overcome their liability of foreignness.

In this study, we focus on the transfer of inforimatbetween cross-border financial intermediariesd a
domestic acquirers. We examine how cross-bordanéial intermediaries can alleviate their liabilitfy
foreignness towards domestic acquirers throughehitgvels of host country experience. This is dafin
as the experience acquired by the financial intdiamg through prior business deals in the countrthe
target company (Chetty, Eriksson & Lindbergh, 200Birst, we investigate whether host country
experience increases the likelihood of a domestir an international acquisition through a reductd
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domestic acquirers’ information costs. Second, wacentrate on domestic acquirers’ connections
towards different sources of local information. \@eamine whether this moderates the positive infleen
of local information transfer by cross-border fingh intermediaries with more host country expece&n
On the one hand, we examine the moderating effédiusiness connections between the domestic
acquirer and the cross-border financial intermgdisive therefore investigate whether the influente o
host country experience differs between financiediuirers - that operate within the same business
network as financial intermediaries - and stratdgigers — with less established network connections
financial intermediaries. On the other hand, weceottrate on financial market development which
increases the connections of domestic acquirefs alternative, domestic financial intermediariese W
examine whether the increased access of informatiotocal acquisition targets under higher levdls o
financial market development substitutes for tHeativeness of host country experience on the tamtuc

of domestic acquirers’ information costs.

The hypotheses are tested on a unique and haretteollsample of 296 acquisitions that are suppéged
cross-border financial intermediaries. More spealfy, we examine acquisition exits of cross-border
buyouts sold by cross-border private equity invest@iven the substantial equity stake of theseapei
equity investors, they are highly involved in thegaisition process. Acquirers therefore attach a
particularly high importance to the information epd by these intermediaries (Fitza & Dean, 2009. W
concentrate on the Continental Europe, as thiore increasingly internationally oriented witthigh
number of both domestic and international acqoisgj a large and diverse set of cross-border grivat
equity investors in addition to a substantial vioia of financial market development (Meuleman &
Wright, 2011).

Our findings highlight the positive effect of hosbuntry experience of cross-border financial
intermediaries on the likelihood of a domestic asitjon. It reduces the financial intermediarigghiility

of foreignness through increased local informatioansfer towards domestic acquirers (Coval &
Moskowitz, 1999; Zaheer & Mosakowski, 1997). Morenv the positive effect of financial
intermediaries’ host country experience is largerfinancial than for strategic acquisitions. Fipathe
positive effect of host country experience on thebpbility of a domestic acquisition is lower under

higher levels of financial market development.

This study has important contributions for the ilip of foreignness literature. The high levels of
internationalization within the financial serviaedustry have challenged existing insights on thbility

of foreignness. More specifically, recent findirdgs/e shown that in many industries, such as ttan il
intermediation industry, foreign entrants are nuwuerand perform often better than purely domestic
firms. This calls for additional research whethkere are indeed benefits of increased host country
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experience in highly internationally oriented inttigs (Nachum, 2010). Our study addresses the foeed
a better insight in this phenomenon. Second, autlysenlarges the liability of foreignness literatur
through the introduction of a contingency perspectiAs embeddedness within local information
channels explains the benefits of host country eepee (Zaheer & Mosakowski, 1997), this raises the
guestion whether domestic acquirers’ connectivityards these local information channels affects the
benefits of host country experience. Third, we dbate to network theory. The focus of this papeta
examine whether the benefits of a network for imfation transfer depend on the relative importarfce o
different information networks. This contrasts tosnstudies that only examine the effect of infdiora
transfer within a sole information network (Bur@9R). Finally, our study extends the home biasditee

in acquisitions. While most studies highlight thelationship between cross-border financial
intermediation and the information costs of intdioraal acquirers (e.g. Jaaskeldinen & Maula, 2008,
impact of cross-border financial intermediationthe information costs of cross-border acquirergeis

not fully understood.

The remainder of this paper proceeds as follows.fWge develop our theoretical framework including
hypotheses. Thereafter, we describe our researthoth@nd present our results. The paper ends with a

discussion and conclusion.

4.3. Theory development and hypotheses

The role of financial intermediaries in acquisitois to spread information on the acquisition terge
However, as information is bounded across geogcaplications, domestic intermediaries are bethe a
than cross-border intermediaries to spread infaonatwards domestic acquirers (Granovetter, 1985;
Zaheer & Mosakowski, 1997). We study how a crossido financial intermediary can alleviate its

liability of foreignness.

We argue that cross-border financial intermediadaa ease local information transfer to domestic
acquirers through increasing levels of host coumtxgerience. This will increase the likelihood of a
domestic compared to a cross-border acquisitiontebl@r, we expect that the effect of host country
experience on local information transfer dependshenconnectivity of domestic acquirers towardsaloc

sources of information. In other words, we studyethler local information transfer by cross-border
intermediaries is more valuable for domestic aagsirthat are well-connected to the financial
intermediary and that are less connected to aligemanformation channels (Burt, 1992). We thereby
focus on social as well as institutional aspectcainectivity. First, we examine the impact of loca

network connections between the cross-border finhimtermediary and the domestic acquirer. Second,

we concentrate on the institutional aspect of cotivigy. More specifically, we study whether higher
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levels of financial market development create aebedccess of information towards local acquirers
through alternative information channels. We examimhether this alternative information transfer
substitutes for local information transfer of crisder financial intermediaries with increasingdis of

host-country experience. We will expand hereaftethe expected relationships.

4.3.1. Host country experience of the financiatintediary

Cross-border financial intermediaries with increase/estment experience in the host country grdglual
develop a wide range of connections with domestiora such as legal or strategic advisors, investme
banks, operating companies and domestic privatdyeiguestors (Cumming, Fleming & Schwienbacher,
2009; Nachum, 2003). In addition, host country edgeee enhances familiarity with the local cultarel
business style (Zaheer, 1995). The combinatiorochll connections and familiarity within the region
increase the local embeddedness of the cross-bfindercial intermediary (Slangen & Hennart, 2008).
This is highly important for the transfer of infoation on the acquisition target towards domestic
acquirers. Through local embeddedness, financigrrmediaries can effectively contact domestic
acquirers through direct or indirect informatioranhels and reduce their information costs. We fosze
expect that the likelihood of an acquisition byoadl acquirer increases with higher levels of foiah
intermediaries’ host country experience.

H1: Host country experience of cross-border finangil intermediaries increases the likelihood of a

domestic acquisition.

4.3.2. The impact of connectivity towards locabinfation channels

In this section, we examine whether the benefitsirmfreased information transfer by financial
intermediaries through host country experience néman the connections of domestic acquirers towards
local information channels. We incorporate two aspef connectivity. First, we stress the socigleas

of connectivity. We thereby focus on the netwoilkat tconnect domestic acquirers with the cross-tvorde
financial intermediary (Davidsson & Honig, 2003)ec®nd, we examine the institutional aspect of
connectivity and more specifically the impact afdincial market development. We thereby stress the
increased access to alternative information sowndscal acquisition targets under higher levélbast
country financial market development (Johnson, 20@bth the moderating influence of business

networks as well as financial market developmeskjdained hereafter.
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4.3.2.1. Host country experience and business mkswvo

Financial intermediaries with higher levels of hasuntry experience are more strongly integrated in
local business networks. These network meetings ofbse contacts that are an important mecharasm f

local information transfer towards potential acqrsr(Uzzi, 1999; Zaheer & Mosakowski, 1997).

Different types of acquirers operate however ifiedént business networks (Chuang & Lee, 2011). We
therefore expect the effect of financial intermeidisl host country experience to vary between faian
acquirers (i.e. private equity investors) and efyat acquirers (i.e. corporate firms). There is kmp
evidence of strong connections between financigliaers and financial intermediaries operatinghia t
same country or region (Guler & Guillén, 2010; $m@n & Stuart, 2001). Financial intermediaries with
higher levels of host country experience are tloeeséxpected to effectively reduce the informatoats

of domestic financial acquirers (Sorenson & Stuz01).

Financial intermediaries have less direct connastiwith strategic acquirers. In the absence ofeclos
connections between strategic acquirers and finhimtermediaries, the value of host country exgrere

of financial intermediaries for local informatioransfer is expected to be lower (Uzzi, 1997). Fertthe
targets of strategic acquirers often operate with@ir own business network, as these targets faza o
customers or suppliers (in vertical acquisitions) competitors (in horizontal acquisitions). Hence,
domestic strategic acquirers have more network ingetand hence relevant firsthand information with
their acquisition targets (Bruneel, Yli-Renko & 6lsse, 2010). This is less the case for financial
acquirers. Strategic acquirers therefore rely mssinfo from financial intermediaries to localizacda
evaluate acquisition targets. As a result, the fitsnef host country experience of the financial
intermediary on the likelihood of a domestic acijiais are expected to be higher for financial tHan

strategic acquisitions. This leads to the followingothesis:

H2: The positive effect of host country experiencef the financial intermediary on the likelihood of

a domestic acquisition is higher for financial tharfor strategic acquisitions.

4.3.2.2. Host country experience and financial redevelopment

Financial market development creates a more infoomdriendly environment (Hazarika, Nahata &
Tandon, 2009). This environment is the result dfigher number and a better expertise of domestic
financial intermediaries, such as local investmbahkers and consultants, operating in developed
financial markets (Hyun & Kim, 2010). These locatermediaries are primarily embedded within

domestic information networks. Through these infation networks, domestic financial intermediaries
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generate substantial information about local adtpristargets. These information networks also émab
domestic financial intermediaries to transfer ralgvinformation towards potential, domestic acgsire
As a result, these domestic intermediaries createalternative source of information for domestic
acquirers (Johnson, 2004; Meuleman & Wright, 2011).

We argue that this alternative information chardedreases the information costs of domestic aaguire
substantially. This channel substitutes for thevrimfation transfer by cross-border intermediarieth wi
increasing levels of host country experience. Hemee expect the effect of host country experience o
the probability of a domestic acquisition to be éovat increasing levels of financial market deveiept
(Filatotchev & Wright, 2012; Johnson, 2004).

In contrast, under lower levels of financial marketzelopment, domestic acquirers are more dependent
upon information transfer from cross-border finahéntermediaries. Under these conditions, increasi
levels of host country experience are more high#yued. We therefore expect that host country
experience has a larger effect on the likelihoodh afomestic acquisition within host countries with

lower level of financial market development. Werdfere hypothesize:

H3: The positive effect of host country experiencef the financial intermediary on the likelihood of
a domestic acquisition decreases at higher levelsfmancial market development.

Figure 4.1. summarizes the hypothesized relatipsshi

Insert Figure 4.1. around here

4.4. Research method

4.4.1. Empirical setting and sample

Our hypotheses are empirically tested within a $armp acquisitions supported by cross-border peivat
equity investors as non-domestic financial interizeels. Cross-border private equity investors are a
important information source for acquirers givereithsubstantial equity stake and their strong
involvement in the management of the acquisitioge We study acquisitions within Continental
Europe as it has highly internationally orienteketaver and private equity markets (Meuleman & Wkigh

2011; Wright, Pruthi & Lockett, 2005).
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The acquisitions in our sample are identified tigfothe database of the Centre for Management Buyout
Research (CMBOR). This hand-collected databasieves its information through semi-annual surveys
in addition to business press info. These survédyaim a high response rate as private equity iovest
receive a free copy of a quarterly review of aggtegnarket trends. This database is thereforededas

a comprehensive source of information on Europeavate equity transactions in general and on

acquisitions supported by cross-border privatetgdguawvestors in particular.

A private equity investor is considered cross-bpiti#s head offices are located in a differentuotyy
from the head offices of his investment. In additieve only included acquisitions where the crossibo
private equity investor was the leading privateigguavestor, not the syndicate partner. This egida is
the result of the lower involvement of non-domestjadication partners in the management and sale of
the acquisition target compared to leading forgigmate equity investors. If there is more than trad

private equity investor involved, we assume thastneputable investor acts as the lead investor.

Our dataset covers acquisitions of target firmsated in six countries: Belgium, France, ltaly, the
Netherlands, Spain and Sweden. These six courdreeselected to have a large and diverse spread on
domestic and cross-border acquisitions and on dyosgfer private equity involvement (EVCA, 2010;
Groh, von Liechtenstein & Lieser, 2010). The das&bfurthermore covers acquisitions where the cross-
border private equity investor initiated its invehlient during the period 1997 - 2004.

Our sample initially consists of 401 acquisitiorzeked by cross-border financial intermediaries aibed
information on the origin of the acquirers was fdufor 379 acquisitions (95%). 42% of these are
domestic acquisitions. This proportion is somewlaatier for financial (46%) compared to strategic
acquisitions (38%). Information on the completeafetariables was found for 296 of these acquisgjo
reducing our sample with 22%. The proportion of dstit compared to cross-border acquisitions remains
unchanged in the final sample (42%) as well asptioportion of domestically syndicated deals, or the
proportion of Anglo-Saxon PE investors. Moreovée faiverage levels of host country experience, deal
value and duration also do not significantly diffetween the initial and the final sample. Thegesome
significant differences between the characteristi€ghe initial and the final sample, although thes
variations remain small. More specifically, the @is@tions that were not included in the final saenpl
differ slightly with the acquisitions in the finahmple in terms of the age of the financial intediagy (an
average of 11 compared to 12 years), the propodfi@mmestic ownership prior to financial intermeayi
involvement (93% compared to 79%) and the propomibstrategic acquisitions (36% compared to 54%).
This indicates the limited risk of sample selectiats.
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4.4.2. Variables

An overview of the variable definitions is providedTable 4.1. These variables are explained iaidet
hereunder. Table 4.2. presents the descriptiviststatof the variables used in the multivariatalgses,
including comparisons between domestic and crossebb@cquisitions.

Insert Table 4.1. around here

Insert Table 4.2. around here

4.4.2.1. Dependent variable: Domestic acquisition

The dependent variable is binary and indicates hdrethe firm is bought by a domestic or a foreign
acquirer. An acquirer is considered domestic ifhieadquarter is located in the same country as the
headquarter of the acquisition target. A value & attributed for a domestic acquisition and Odaross-

border acquisition. 42% of our acquisitions are dstic.

4.4.2.2. Independent variables

Host country experiends operationalized as the total number of priaeity transactions in the country
of the acquisition target, either as a lead or aommlead investor, until the pre-acquisition ye@n
average, a private equity investor has investe20ifirms in the host country until the year priorthe
acquisition. The logarithm of this variable is takas the marginal effect of host country experieisce
expected to decrease (De Clercq & Dimov, 2008).

Financial versus strategic acquisitiaa a dummy variable indicating whether the acqusea strategic
(i.e. a corporate firm) or a financial acquiree (ianother private equity investor). A value o hitributed

if it is a financial acquirer and O if it is a diegic acquirer. 54% of the firms are sold to a fiicial

acquirer; 46% to a strategic acquirer.

Financial market developmeist measured as the market capitalization of lifiteas (in % of GDP). This
is an important indicator of the development of financial markets within in a country (Black & &dn,

1998). Within our sample, the mean market capasibn of listed companies equals 83% of the GDP.
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4.4.2.3. Control variables

Several control variables that reflect the diffeenbetween domestic versus cross-border acquoisitie
included in the multivariate statistics. One setvafiables accounts for the heterogeneity among the
acquisitions in our sample. These variables aral \wdue, the duration of private equity involverpehe
source of the deal, domestic ownership prior togte equity involvement and syndication with other
private equity investors. First, we include theunaklog of target firm value as larger deals assllikely
acquired domestically (Balsvic & Haller, 2010). $h$ measured at the start of the cross-bordeateriv
equity investor’s involvement. The measure is adgidor inflation rates with the 1994 price levels
base level. The deal value is on average €145 onithé acquisitions in our sample. Second, we thke
natural log of the duration of private equity inv@inent prior to acquisition into account (measured
number of months), which is on average 47 monthss Variable incorporates potential differencethim
time to contract domestic versus international aegsi (Boeh, 2011). Third, the source of the dbat t
initiates private equity involvement is incorpotelistinguishing between family or private de&6%

of the firms in our sample) and other sources saghdivestments, secondary buyouts, delistings and
privatizations. Family or private deals may havifedént strategic orientations and governance &ssue
than other deals which influences the attractivenesards domestic or international acquirers (Dej
Vanacker, Manigart & Paeleman, 2011; Scholes, Wriglesthead & Bruining, 2010). Fourth, we take
into account whether the acquisition target was ekiiwally (79%) or internationally (21%) owned prio
to cross-border private equity involvement. Fifthe incorporate whether the foreign private equity
investor syndicated with local private equity inwes in the focal deal. 22% of the acquisitions ever
supported by a combination both domestic and doosder investors.

Next to the private equity investor's host coungxperience, the analyses control for its overall
experience (measured during the year prior to tmeedtic or foreign acquisition of the target firgice
experienced private equity investors are expedaidsetmore internationally oriented (Hall & Tu, 2003
Hence, they may search more actively for crosséyoadquirers. This is operationalized as the lothef
age of the private equity investor. The age is werage 12 years. In order to control for the stewng
development of US and UK private equity market® tiummies are created, taking the value of 1 when
the private equity investor originates from the (8¢%) and the US (14%) respectively. These vargable
indicate the dominance of Anglo-Saxon intermedsirethe Continental European cross-border private

equity market.

Finally, we control for the potential effect of theisiness environment. We incorporate business cycl
effects, the importance of local acquisitions, tleelopment of the local private equity market #mel

smarket openness. Business cycle effects are nesbfupugh the return of the Europe’s Morgan Stanle
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Capital International index (MSCI index) 3 to 6 nfmprior to acquisition (Cumming, 2008; Groh et al
2010). The mean value of this variable is 1%. Weéhpect to the importance of local acquisitions, we
include the number of domestic acquisitions asopgution of the total number of acquisitions withire
host country in the year prior to acquisition. Tdeerage of this value is 70%. On the other hand, we
control for the development of the local privataliggmarket through the cumulative number of prvat
equity investments within the host country unté year prior to acquisition (Gompers, Kovner, Ler&e
Scharfstein, 2008). This measure incorporates thesldpment of the local private equity market in
addition to the mechanic increase in host countpegence of a cross-border private equity invester
time. This is on average 1179 investments. Finafigrket openness is operationalized as the amdunt o
foreign direct investments in the host country ascgportion of GDP. This averages 4.11% of the GDP.

Table 4.2. shows the results of the bivariate sttedi comparing domestic and cross-border acaurisiti
targets. The host country experience of the forpigrate equity investor is significantly largertime case

of a domestic acquisition. Moreover, host countiyarficial market development is also positively
associated with the likelihood of a domestic adtjois This effect is marginally significant.
Interestingly, domestic acquisitions are more oftlamestically owned prior to the private equity
investment and are more often syndicated by a awatibn of domestic and cross-border private equity
investors. The proportion of domestic acquisitiadhs, cumulative number of private equity investraent
the host country and the openness of the econommyalao positively related to the likelihood of a

domestic acquisition.

4.4.3. Method of analyses

Logistic regressions are used to model the prolaloif a domestic versus an international acquisiti
clustering on private equity investors (Froot, 198Bhe final sample consists of 296 acquisitions
supported by 79 private equity investors. First,te& the main effect of host country experiencehen
likelihood of a domestic acquisition. Second, walgre the moderating effect of the type of acquirer
(hypothesis 2) and the host country financial madevelopment (hypothesis 3) through the seemingly
unrelated estimation procedure (Weesie, 1999). Mspecifically, we divide the sample into two
subsamples of on the one hand financial versutegttaacquisitions (hypothesis 2) and on the oftaerd

a median split of the sample based on the levelinahcial market development (hypothesis 3). As a
result, we separate between levels of host codimaycial market development above and below 82% of
the GDP (i.e. the median value). Thereafter, teigvation procedure jointly analyzes the effechoét
country experience on the likelihood of a domeatiquisition within both subsamples. It combines the
estimation results of the subsamples into a sieghariance matrix controlling for clustered stamdar
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errors per financial intermediary. The differendecoefficients between both subsamples is stadiltyic
tested through a Wald test.

The seemingly unrelated estimation procedure ifepe to the inclusion of interaction terms initog
analyses. Unlike OLS, estimating interaction teiims logit regression does not result in a constant
coefficient across all observations. In contrasé magnitude and the sign of an interaction terenaar
function of not only the coefficient for the intetmn, but also of the coefficients for each intteal

variable and the values of all the variables (HeetR007).

A correlation matrix for the dependent, independert continuous control measures is presentedbteTa
4.3. It indicates that correlations between théaldes included in the analyses are low and deroted
0.50 except from the correlation between the lewéleverall and host country experience. All models
were rerun, excluding the effect of overall expecie This does not alter the results that will leEsented
hereafter. The variance inflating factor scoretfoe full model indicates that multicollinearity i®t an

issue. The mean VIF score for this model equals arl the maximum individual VIF score is 1.73.

Insert Table 4.3. around here

4.5. Results

Table 4.4. presents the results of the multivarséddistics. Model 1 is the baseline model thaieges
the influence of the control variables on the pholitst of a domestic acquisition. Model 2 adds thain
effect of host country experience. Model 3 tillQimate the likelihood of a domestic acquisitiothivi a
particular subsample, based on the seemingly uettlastimation procedure. Model 3 estimates the
likelihood of a domestic acquisition in the subs#ergd financial acquisitions whereas model 4 shtives
results of the subsample of strategic acquisitibhsdel 5 and 6 analyze the probability of a dongesti
acquisition within the subsamples of a low versusigh financial market development. A split sample
procedure is used to divide the sample in two pd@dble 4.4. also indicates the results of the Wdtl to
examine the equality of coefficients of host coyngxperience between financial and strategic
acquisitions on the one hand and between low vdnigls financial market development on the other

hand. One-tailed tests are used to analyze hypn#ukesffects.

With respect to our control variables, the multiate analyses indicate that acquisition targetgpstted
by highly experienced private equity investors e likely to be acquired by cross-border firmhisT
is in line with earlier research that associatgsedrnced cross-border financial intermediarie vait
increased probability of a cross-border acquisitid@éaskelainen & Maula, 2008). Our findings suggest
that it is particularly their high overall exper@nwhich plays a role in the spread of informatowards
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cross-border acquirers. UK private equity investmes also more likely to sell across borders. Meeeo
the cumulative number of investments in a partictdgion over time and the openness of the maitket a
influence the acquirer country. Finally, deal seulsnd domestic ownership prior to private equity
involvement are significantly positively associatedthe likelihood of a domestic acquisition untter

levels of host country financial market development

The main effect of host country experience is aredyin model 2. The model indicates that host agunt
experience significantly increases the probabdita domestic acquisition (p <0.01). This providesng
support for hypothesis 1. Models 3 and 4 compaee litkelihood of a domestic acquisition in the
subsamples of respectively financial and strategamuisitions. While host country experience
significantly increases the probability of a donestquisition in the subsample of financial aciigiss
(p<0.01), it is not significant in the subsamplestftegic acquisitions. The Wald test indicates the
coefficients of host country experience are sigatffitlly different (p<0.05) between both subsamples,
thereby supporting hypothesis 2. Finally, modeh8 & analyze the likelihood of a domestic acquisiin

the subsamples of high versus low financial madetelopment. In accordance with hypothesis 3, host
country experience is more positively associateti thie likelihood of a domestic acquisition undewér
levels of institutional development (p<0.01 verg@s$.10). This is also confirmed by the resultshaf t

Wald test for equality of coefficients (p<0.01). ptyhesis 3 is hence supported.
Insert Table 4.4. around here

Figure 4.2. serves to clarify the interaction effeaf the acquisition type and the level of finahecnarket
development. As shown in panel A, host country eégpee has a larger influence on the probability of
domestic acquisition in the subsample of financtahpared to strategic acquisitions. Panel B funiuze

indicates the larger impact of host country expereunder lower levels of financial market develepin
Insert Figure 4.2. around here

The economic significance of our effects is sulisarnhis interpretation is based on a comparisbtine
odds of a domestic acquisition betweer!" Zhd the 28 percentile of host country experience. This
corresponds to a comparison of acquisition targagpported by cross-border financial intermedianigh

21 versus two prior investments within the hostrdou More specifically, the coefficient of hosturtry
experience in model 2 corresponds to an odds cdtib.67. This implies that the odds of a domestic
acquisition for targets supported by a financiatimediary with 21 prior host country investments a
154% higher than the odds of targets supportedrbgseborder financial intermediaries with only two
prior host country investments. Moreover, withiee ttubsample of financial acquisitions, the odda of

97



domestic acquisition at higher levels of host coumixperience increase with 236%, while this isyonl
76% in the subsample of strategic acquisitions.il&fty, the odds of a domestic acquisition are 418%
higher for targets supported by cross-border firdnintermediaries with 21 prior host country
investments compared to those supported by craskebdinancial intermediaries with only two prior
investments within the host country. This contrastan odds increase with 95% in the subsample of a

high financial market development.

In order to test the robustness of our findings,pe@gform several sensitivity tests. First, we coinfor
sample selection effects. Therefore, we incorpoeateelection step to test whether potential intteren
differences between the firms supported by prieafeity investors with a high compared to a low host
country experience could alter our findings. Oulestion model combines the effect of target firm
characteristics (deal value, the duration of pavatuity involvement, the source of the deal, ddimes
ownership prior to financial intermediary involvemtgsyndication with other private equity inves)ars
addition to the origin and overall experience df firivate equity investor and the type of acquigiti
Moreover, the selection step incorporates busiogds effects, the characteristics of the localuggition
and private equity market, the market opennessfiaadcial market development indirectly through a
combination of country and year dummies. If we #ukl selection step in our main analyses, our result

are similar. Hence, selection does not drive audifigs.

Second, there is an alternative mechanism tohesibderating effect of acquisition type on the baed
and the level of financial market development om ¢ither hand. This mechanism uses a logit analysis
with interaction terms in addition to a correctiprocedure that computes the interaction effectuno
the “inteff” postestimation command in STATA (NomtoWang & Ai, 2004). This correction procedure
calculates a corrected interaction effect for ealatervation, which depends on the estimated cosific
of the main effects and the estimated probability this observation. In appendix 4.1., we repoet th
average interaction effects in addition to theieleof significance and the percentage of obseruatfor
which this interaction effect is significant (Betes & Zou, 2009). These findings are generalljiria
with our main analyses presented in Table 4.4t,Rine findings indicate a significantly higher et of
host country experience in the case of a finaraglisition (p<0.05) and under lower levels of ficial
market development (p<0.05). Moreover, the modegatifect of acquisition type is significant in 63%o
our observations. The moderating effect of finanaiarket development is significant in 74% of the

observations. These findings provide again sugpottypotheses 2 and 3.
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4.6. Discussion and conclusion

This paper studies the impact of cross-border firimntermediaries on the information costs of dstit
acquirers. We build on the liability of foreignneli®rature and examine the effect of host country
experience on the likelihood of a domestic acdoisithrough increased local information transfere W
also investigate whether the impact of host couetxperience is contingent on the connectivity of
domestic acquirers towards local information ché&né/e study the influence of connectivity through
network relationships as well as the impact of emtinity across different levels of financial marke

development.

Multivariate logistic regressions on the acquisitiexits of internationally financed buyouts suppmut
central argument that cross-border financial ingsti@ries with more experience in the host country
increase the probability of a domestic acquisitibhese intermediaries become more locally embedded
and are better connected towards local informatibrannels. Moreover, the effect of financial
intermediaries’ host country experience is largerfinancial than for strategic acquisitions. THerives
from the increased transfer of information betwdemestic financial acquirers and cross-border firen
intermediaries with higher levels of host countiperience. This transfer occurs through business
network connections. In contrast, network conndégtignd information transfer between cross-border
financial intermediaries and strategic acquirergoiger. Finally, in more developed financial masket
domestic acquirers are highly connected towardsrradtive sources of information on the local
acquisition target. These sources substitute ferrthe of cross-border financial intermediariestlie
reduction of information costs. Therefore, domeatiquirers depend less upon the cross-border fadanc
intermediary as a source of information. The pesigffect of host country experience on the prdigbi

of a domestic acquisition is therefore lower urugher levels of financial market development.

Our findings contribute to a better understandifgtioe liability of foreignness. The increasing
international orientation of firms has challengen existing knowledge on the liability of foreigrsse In
many industries, foreign entrants perform evenebdttan purely domestic firms (Nachum, 2003, 2010).
Our findings suggest that even in highly internaaidy oriented industries such as the financiavises
industry, liability of foreignness is still imporia More specifically, certain activities, such dmmestic
information transfer depend highly upon local endsthess. This explains the benefits of host country
experience. In addition, we introduce a contingepeyspective within the liability of foreignness
literature. We indicate that the benefits of inseghlocal information transfer through higher levef
host country experience depend upon the environrmenthich the cross-border firm operates. The

business networks and the institutional contextiwithe host country are important in this respect.
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Moreover, our findings contribute to network theomyarlier studies stress the ability to spread
information as a result of the network position 181992, 2007). More specifically, actors are d&ett
positioned if they are able to spread informatiowards many actors within a particular network #nd
they possess information that is less availablethgr actors within the network. However, as ecanom
actors operate in many networks, the benefits odillinformation transfer do not solely depend oa th
position within a particular information networketse benefits also depend on the relative impagtahc
the information network itself compared to alteiveatinformation networks. This is often ignoredtire
literature. In addition, in order to examine th&atige importance of an information network, we ddug
incorporate also institutional factors. In institutal contexts that hamper the access to localcesuof
information, local information transfer through wetk relationships becomes more important (Johnson,
2004).

There are a number of limitations in our study thaggest avenues for further research. First,indmgs

are obtained from a sample of private equity inmessas financial intermediaries. There are mangaes

to believe that the mechanisms through which fir@nmtermediaries spread information towards
domestic acquirers are more generally applicabtilitfonal research could however further explom th
generalizability of our findings. Second, foreignvéstors may reduce their liability of foreignndss
syndicating with domestic partners. Although we emtpdomestic syndication partners to reduce the
information costs of domestic acquirers, this d@ffeanostly not significant in our multivariate dyses.
Several reasons could explain why we do not fineféact of domestic syndication on the country xif.e
One the one hand, this points at the dominancéeidad investor over its syndication partnershm t
search for an acquisition exit. On the other haimel effect of domestic syndication could also vappn

the motives for syndication. More specifically, digation could be a tool for domestic private eguit
investors to get foreign market access in subsemgyeicated deals. As such, these domestic inkgesto
might have a lower focus on the domestic marketembiher syndication partners play a more effective
role in the reduction of information costs. Furthesearch could examine this in more detail. Ttindre
are limitations as a result of data availabilitpr Example, we measure the size of the acquired ifir
terms of the original deal value at the initiatiof the financial intermediary’s involvement. This
corresponds largely to the acquisition price whiglonly limitedly available. Moreover, our measuafe
overall experience of the financial intermediarp&sed upon the initial investment made in Eurdyogh(
Continental and Anglo-Saxon European countries). Myeever did not obtain information on deals
outside Europe. Especially for private equity inees that originate from countries outside Europe,

may underestimate their overall experience.
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For practitioners, our findings highlight the imporce of local market specialization for cross-kord
financial intermediaries. In contrast to earlieudsés who mainly consider cross-border financial
intermediaries as a tool to reduce the informatiosts of foreign acquirers, cross-border internrézia
can also reduce the information costs of domestigiigers. As domestic firms account for a subsshnti
proportion of the acquirer companies, it is cruaiat to limit their attention towards international
acquirers when aiming for a successful acquisitinraddition, our results stress the long termatffef
cross-border private equity involvement. While srbsrder private equity investors are often appredc
in order to enhance growth and strategic developiftakelda & Maula, 2005; Devigne et al., 2011), our
findings demonstrate the long term effects of clumsler private equity ownership. More specifically
private equity investors have an important rolglay in the sale of their investments and theyuierice

which firms will remain internationally owned ordmme domestic.
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4.8. Tables and figures

TABLE 4.1.: VARIABLE DEFINITION

Variable

Definition

Host country experience
financial intermediary

Logarithm of the cumulative number of deals a fitiahintermediary was involved i
the country of the portfolio firm- Source: CMBOR

Financial acquisition

Dummy variable indicating if the buyout was soldadfinancial (i.e. private equity
investor versus a strategic buyer - Source: CMBOR

Financial market
development

Market capitalization of listed firms in the yearigr to acquisition (in % of GDP)}

Source: World Bank

Control measures

Deal value

Logarithm of the firm value, measuredhat start of the involvement of the financ
intermediary in € (1994 price level) - Source: CMBO

al

Duration (months)

Logarithm of the time range (ionths) between start and end of the cross-bo
financial intermediary’s involvement - Source: CMBO

rder

Source: family or private
deal

A distinction is made between buyouts that originom a private or family firm an
other buyout sources (divestments, secondary bsyopublic-to-private deals
receiverships, privatizations) - Source: CMBOR

o

Domestic ownership
prior to buyout

Dummy variable indicating whether the portfolionfirvas owned by domestic vers
international shareholders prior to the cross-bobdgout - Source: CMBOR

Syndication with
domestic investor

Dummy variable that highlights if the cross-borggivate equity investor syndicate
with at least one domestic investor in the dealur8e: CMBOR

Overall experience
financial intermediary

Logarithm age of the financial intermediary - S@ir€ MBOR

UK

Dummy variable indicating if the financial inteediary originates from the UK
Source: CMBOR

us

Dummy variable indicating if the financial inteediary originates from the US - Sourg
CMBOR

MSCI return index
(Europe)

The return of the Europe Morgan Stanley Capitarmational index 3 till 6 months prig
to acquisition- Source: Datastream

=

Proportion domestic
acquisitions

Relative proportion of the number of domestic coregato the number of totz
acquisitions within the host country during therypaor to acquisition — Source: Zeph
(Bureau van Dijk)

il

Cumulative number of
investments in local PE
industry

Logarithm cumulative number of investments in thizgie equity industry of the hos

country prior to the year of acquisition - SourédBOR

—

D

Market openness

Foreign direct investments, névirsf in the year prior to acquisition (in % of GBH
Source: World Bank

~
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TABLE 4.2.: SAMPLE DESCRIPTION

Total sample

Domestic acquisitions

Cross-borderuigitions

N Mean Med. S.D. N  Mean Med. S.D. N Mean Med. S.D.

Domestic acquisition 296 042 0 0.49

Host country experience financial intermedfary 296 19.56 7 27.7424 26.87 1350 33.15172 1428 5 21.67**
Financial acquisition 296 054 0 0.5024 0.59 1 0.49172 051 1 0.50
Legal development 296 131 1.39 0.38124 1.28 1.40 0.37 172 133 1.36 0.38
Financial market development 296 82.87 82.32 22.66 124 79.87 7584 2271172 85.03 82.32 2245+t
Deal value (in € mid) 296 14455  54.27 234.20 124 130.88 47.00 238.79 172 154.40 70.73 231.04
Duration (months) 296 46.81 42 22.84 124 47.55 4550 21.87 172 46.28 415 23.56
Source: family or private deal 296 0.30 0 0.46 124 0.35 0 0.48172 027 O 0.44
Domestic ownership prior to buyout 296 0.79 1 041 124 0.84 1 0.37172 076 1 0.43%t
Syndication with domestic investor 296 0.22 0 0.41 124 0.27 0 0.45172 017 O 0.38*
Overall experience financial intermediary 296 12.45 14 4.84 124 12.47 14 5.11172  12.43 13 4.65
UK 296 0.67 1 0.47 124 0.62 1 0.49172 070 1 0.46
usS 296 0.14 0 0.34 124 0.14 0 0.35172 013 O 0.34
MSCI return index (Europe) 296 0.01 0.04 0.09 124 0.02 0.04 0.08 172 0.01 0.04 0.10
Proportion domestic acquisitions 296 0.70 0.70 0.07 124 0.71 0.71 0.06 172 0.69 0.70 0.07 t
Cumulative number of investments in local PE inddst296 1179.21  765.00 842.27 124 1386.35 1623 860.73172 1029 653 798.38**
Market openness 296 411 3.17 6.03124 2.74 240 1.99 172 510 3.20 7.58 **

" The log of this measure is included in the muliate analyses.

Significance levels indicate test results fronfatiénces between domestic and international ad¢iguisi(Chi-square tests or Mann-Whitney tests).
Significant at (**) 1%, (*) 5% orTo 10% (one-tailed tests for hypothesized effects)
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TABLE 4.3.: PAIRWISE CORRELATION COEFFICIENTS OF TH E DEPENDENT, INDEPENDENT AND CONTINUOUS

CONTROL VARIABLES
1. 2. 3. 4. 5. 6. 7. 8. 9. 10.

1. Domestic acquisition 1.00

2. Host country experience 0.21 1.00

3. Financial acquisition 0.08 0.02 1.00

4. Financial market development -0.11 0.01 0.03 010

5. Deal value -0.09 -0.26 0.17 0.06 1.00

6. Duration (months) 0.04 019 0.17 0.08 0.03 1.00

7. Overall experience financial intermediary -0.00.55 0.13 0.06 0.08 0.29 1.00

8. MSCI return index Europe 0.08 -0.03 0.05 0.00 060. 0.04 0.00 1.00

9. Proportion domestic acquisitions 0.12 0.5 0.10.01 0.14 039 0.21 0.09 1.00

10. Cumulative number of investments in local Pdustry 022 039 017 0.09 003 020 0.17 0.06 0.31.00
11. Market openness -0.19 -0.21 -0.03 0.13 -0.01 -0.09 -0.01 -0.18 10.40.43

All correlations with absolute values above 0.14 significant (p<0.05)
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TABLE 4.4.: MULTIVARIATE LOGISTIC REGRESSIONS THAT MODEL THE LIKELIHOOD OF A DOMESTIC EXIT

(1) 2) 3) (4) ©) (6)
Full sample Full sample Financial Strategic Low financial High financial
acquisition acquisition market market
development development

Coef. S.D.| Coef. S.D| Coef. S.D. Coef. S.D. fCoe S.D. Coef. S.D.
Host country experience 0.512 **(0.142) 0.705 **(0.217) 0.284 (0.179) 1.034 **(0.267) 0.344 +(0.202
Financial acquisition 0.324 (0.320) 0.404 (0.333 0.096 (0.426)0.664 (0.529
Financial market development -0.005 (0.007) -0.005 (0.008) 0.007 (0.009)-0.010 (0.014
Deal value -0.112  (0.113) 0.025 (0.092)-0.053 (0.142) 0.167 (0.138) 0.095 (0.141) 0.110 (0.157
Duration (months) 0.007 (0.214)-0.036  (0.212) -0.409  (0.378) 0.147 (0.308)-0.126  (0.350) 0.085 (0.292
Source: Family or private deal 0.313 (0.325) 0.291 (0.324) 0.319 (0.418) 0.799 (0.625) 1.040 **(0.368) -0.253  (0.445
Domestic ownership prior to buyou0.384 (0.285) 0.411 (0.300) 0.528 (0.386)-0.430  (0.649) 0.967 * (0.389) -0.012 (0.521
Syndication with domestic investgr0.342 (0.232) 0.344 (0.224) 0.629 (0.405)-0.396  (0.413) 0.607 (0.375) 0.227 (0.384
Overall experience of the financial .0.156  (0.296) -0.748 * (0.306) -0.539  (0.642) -0.745 * (0.369) -1.177 ** (0.410) -0.649  (0.528
intermediary
UK -0.675 + (0.371) -1.132 ** (0.390) -0.924 + (0.480) -1.475 * (0.619) -1.511 * (0.677) -1.067 + (0.545
us -0.504  (0.501) -0.555 (0.494) 0.143 (0.740)-1.447 * (0.658) -0.545 (0.817) -0.889  (0.746
MSCI return index (Europe) 0.795 (1.293) 1.195 (1.380) 1.252 (1.877) 2.834 (2.198) 2.338 (1.828) 1.479 (1.880
Proportion domestic acquisitions | 0.460 (2.009) 1.016 (2.296)) 1.469 (4.519) 0.796 (2.672) 0.420 (3.614) 4.545 (4.446
Cumulative number of investments0.464 * (0.185) 0.260 (0.176)) 0.259 (0.217) 0.384 (0.302) 0.139 (0.293) 0.365 +(0.208
Market openness -0.122 + (0.068) -0.112  (0.075) -0.027  (0.057) -0.266 * (0.126) -0.268 + (0.145) -0.028  (0.098
Constant -2.323  (1.467)-1.175 (1.795) -1.862 (3.888) -0.796  (2.377) -0.261  (2.223) -5.585 (3.916
Observations 296 296 160 136 138 158
chi-square test 28.36 * 53.26 ** 37.16 ** 34.56 ** 55.75 ** 21.04
\Wald test for equality of coefficien
of host country experience between 4.10 6.15
seemingly unrelated regressions
p-value Wald test (one tailed) 0.021 0.007

Estimated coeffcients for the logit regressionsochifdompare the characteristics of domestic vemsseborder acquisitions. (Dependent variable equah the

case of a domestic acquisition.) Standard err@lastered per financial intermediary
** p<0.01, * p<0.05, T p<0.1 (one-tailed tests fypothesized effects)
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FIGURE 4.1.: CONCEPTUAL MODEL

Host country experience of the financial

intermediary

Financial versus strategic acquisition

H2
—>

Host country financial market development

H3
—

v

H1

Domestic versus cross-border acquisition
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FIGURE 4.2.: THE PROBABILITY OF A DOMESTIC ACQUISIT ION AS A FUNCTION OF
HOST COUNTRY EXPERIENCE

Panel A: The probability of a domestic acquisitionfinancial versus strategic acquisitions

Financial acquisitions Strategic acquisitions

Predicted probability of a domestic acquisition
Predicted probability of a domestic acquisition

o+ o

2 o 2 4 6 2 0 2 4 6

Natural log of host country experience Natural log of host country experience
Contribution of covariates at the mean Contribution of covariates at the mean

Panel B: The probability of a domestic acquisitionlow versus high levels of financial market
development

Low financial market development High financial market development

1
1
4 .6 8 1
1 ! 1 !

Predicted probability of a domestic acquisition
2

Predicted probability of a domestic acquisition

o+ o4

T T T T T T T T T T

-2 0 2 4 6 -2 0 2 4 6

Natural log of host country experience Natural log of host country experience
Contribution of covariates at the mean Contribution of covariates at the mean
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4.9. Appendix 1

OVERVIEW INTERACTION EFFECTS USING THE “INTEFF” COR RECTION PROCEDURE
(Norton et al., 2004)

Mean interaction effe | % of observations with a significant interactiorm3

Host country experience* Financial 0.07Zz* 69%
acquisition
Host country experience * Financial -0.00z* 74%

market development
ISignificance based on a 5% level (one-tailed test)
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Chapter 5: Conclusion

The goal of this dissertation is to provide anghsiin international private equity (PE) transagtioDue

to the difficulties to guarantee the quality of éstment selection and managerial involvement across
borders, cross-border investments were traditignafily a small fraction of the total private equity
investment activity. This has changed dramaticaler the last 20 years. As a result, non-domestic
investments account for more than 70% of the tedalsaction volume between 2000 and 2010 (Thomson
One, 2012).

The importance of cross-border investing raisesgtiestion whether resources enable the privateyequi
investor to manage the difficulties of cross-borieesting. In each study, the focus lies primacitythe
effect of context-specific resources. These areurees that are adapted to the specific, internatio
context. This final chapter summarizes the mairdifigs and the academic contributions of these
dissertation studies. Furthermore, the limitatiand avenues for further research will be discushis.

conclusion ends with managerial implications.

5.1. Main findings

The goal of this dissertation is to examine whett@rtext-specific resources influence the inteometi
activities of private equity investors. The firétidy concentrates on the international investmeategy

of the private equity investor. The second anddtistudy explore the performance of international
activities, with a focus on acquisition exits obgs-border buyouts. We concentrate on differerssyqf
context-specific resources across these studiesf{iiigh study is centered on context-specific krexge,

the second study examines the impact of contexdfspesputation and finally, the third study foasson
context-specific experience. A summary of the memlifigs is presented in Table 1 and discussed
hereunder.

Insert Table 5.1. around here

The first study concentrates on the role of corggecific knowledge in the international investment
strategy. More specifically, we examine the rol&kiedwledge that is adjusted to the foreign, inteéamal
context (i.e. foreign knowledge accumulation). Wetdbute to the debate on the effectiveness f thi
resource. Currently, there is no consensus withéninternational business literature whether effect
sources of foreign knowledge accumulation residerirally or externally to the firm. Our hypothesse
tested on a sample of 110 European PE investorkniin two-staged regressions are used to examine
the influence of different sources of context-sfiecforeign knowledge accumulation on the likelitsb
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and on the number of international investments. @aults show that both internal as well as externa
sources of foreign knowledge are important for sfesrder activities: internal knowledge, also aille
experiential knowledge as well as external, inkdritnowledge stimulate both the likelihood as vesll
the number of cross-border investments. Interndyeloped, experiential knowledge has however a
larger positive impact on internationalization thamerited knowledge. In addition, contrary to our
hypothesis, external foreign knowledge access tirdbe network partners of the private equity inemes
does not have the expected positive influence osseborder investments. The range of foreign nétwor
is not related to international activities whileetliintensity of the relationship negatively affetie
likelihood of cross-border investing. Especialljeimational private equity investors that wantdotaue
their cross-border activities are hampered by tiensity of their foreign network. As a result, vaitie
equity investors should balance the benefits ofkimgr with familiar non-domestic partners with the
importance of building a central position in a Ergetwork (Meuleman, Manigart, Lockett & Wright,
2010).

In the second and third study, we explore the an&= of international activities, with a focus on
acquisition exits of cross-border investments. €hatral question was how context-specific resources
alleviate the information problems of acquirersttbay internationally owned portfolio firms. In the
second study, we compare the role of overall withtext-specific resources as a tool to reduce the
information asymmetries inherent in the sale ofssrborder buyouts. With respect to context-specific
reputation, we examine the effectiveness of refutabuild through active presence in the investment
country (i.e. country-specific reputation) as wagl the effectiveness of reputation that is buithimi the
particular industry of investment (i.e. industryesffic reputation). In order to do so, we integrtie
literature on information problems with insightsrir the resource-based view and international bssine
theory. Our findings are based on 180 acquisitigits eof internationally financed buyouts located in
Continental Europe. They stress the benefits oh bmterall as well as context-specific sources of
reputation for the reduction of information asymriest in the sale of cross-border buyouts. Whereas
overall reputation certifies the general expertis@rivate equity investors, county-specific andustry-
specific reputation signal the ability to adequatelonitor investments in a particular country and
industry. As such, both overall as well as spediffies of reputation matter. Country-specific ration

has even a larger impact than alternative typesmitation. Hence, our second study shows the \#lue
reputation that is adjusted to the particular, ifprecontext on the reduction of information asymmest

The third study explores the experience a crosddvoprivate equity investor in the country of
investment, also defined as host country experiéiweebuild on the liability of foreignness literaguand

argue that host country experience enables firmgptead more information about the acquisitiondarg
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towards local, domestic acquirers. As such, hoghtyo(i.e. investment country) experience is expeto
increase the probability of a domestic comparedrtdnternational acquisition. In addition, followgira
contingency theory logic, we explore whether th@aet of host country experience is depends on the
connectivity of domestic acquirers towards localoimation channels. We study the influence of
connectivity through network relationships as veallthe impact of connectivity across different leaf
financial market development. Logit analyses basee sample of 296 acquisition exits of cross-borde
buyouts results in the following findings. Firshig study shows the positive effect of host country
experience: it can overcome the liability of formigss of the selling private equity investor. This
stimulates the transfer of local information towsadbmestic acquirers and results in a higher pittyab
of a domestic acquisition exits. Second, we shat the effect of financial intermediaries’ host oty
experience is contingent upon the connectivity amhdstic acquirers towards local information chasinel
Both network connections between domestic finaradgjuirers and cross-border private equity investor
as well as connections between alternative findimdi@armediaries and domestic acquirers under wdiffe
levels of financial market development play a fudeein.

5.2. Academic contributions

This dissertation contributes to academic litematur various ways. In the following paragraphs, we
indicate the main implications for the resourceeobasiew, international business theory, the finainci
intermediation literature and the entrepreneunmrice literature.

5.2.1. Implications for the resource-based view

Above all, the three studies contribute to the nes®-based view, and more specifically to the cgant
resource-based view, an upcoming research streamairagement literature. The resource-based view
argues that a competitive advantage derives fraourees that are valuable, rare and non-substi¢utab
and it is traditionally a context-free theory (Bayn1991). However, the context-specific resourasebl
view emphasizes the need for a more integratedoappr It states that business scholars have to
incorporate the characteristics of the generalriassi environment as a driver of the relationshipden

the firm's resources and its performance. An emritental condition that requires particular attemi®
information asymmetry. This makes it more difficidt companies to anticipate success or to estithate
effectiveness of their resource base (Brush & Ar899). Given the substantial information asymrestri

in internationalization and in private equity inting, our research setting is highly relevant taraine

the effectiveness of resources under substanf@himation asymmetries.
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The central research question in this dissertatowhether context-specific resources enable fitms
operate under large information asymmetriisere are currently contradicting argumentationstten
benefits of context-specific resources under higformation asymmetries. On the one hand, managers
depend primarily on context-specific resourceshay have proven their value under severe informatio
asymmetries. As they are relatively easy to apply easy to exploit, these resources help the firm t
increase and sustain their competitive advantagep@dter & Frederickson, 2001, Aragdn-Correa &
Sharma, 2003). On the other hand, context-spe@Bources may create a pitfall for firms once they
neglect the potential benefit of resources obtawgtin other contexts (Chetty, Eriksson & Lindberg
2006; Miller & Shamsie, 1996).

Based on a setting of international private equityesting, the studies in this dissertation gerlgral
support the argumentation that context-specificoueses are valuable under severe information
asymmetries.These context-specific resources create the pévoemif expertise in international
operations, both by the firm itself as well as tsythird parties. More specifically, in the firstidy of this
dissertation, we show that firms rely heavily omtext-specific knowledge once they are confrontét w
severe information asymmetries (Carpenter & Fre#ledn, 2001, Aragon-Correa & Sharma, 2003). It
stimulates firms to internationalize as they coesithemselves better able to succeed. This knowlexg
gained through previous international experienceéhieyfirm or by the managers of the firm. In aduiti
the results of the second and third study sugdstcontext-specific resources improve the outcoafies
international activities. While our second indicatbat context-specific reputation is found to beren
important than overall reputation to certify theperise in international operations towards thiedgtips,
the third study shows that context-specific experée enhances the access towards local sources of
information. Hence, these resources contribute taobally to the success of international operation
under severe information asymmetries. In sum, imglirffgs show that context-specific resources pmvid
the firm certain benefits that are difficult to alst through general resources.

Furthermore, we show that a contingency perspeateeds to be incorporated within different levels.
This was particularly stressed in the third stuflpur dissertation: while context-specific expedemay
help the firm to deal with certain aspects of thsibess environment, the importance of its effegetds

on other environmental conditions. As a result,terspecific, host country experience becomes more
important for local information transfer if the titstional business context itself limits the accds

relevant information.

Another aspect that has been addressed in thiertligon is the influence of internally versus emédly
developed context-specific resources. Based orfindings which are obtained within a cross-border
context, we stress the importance of internal dguekent to overcome substantial information
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asymmetriesFirst, the internally developed, context-speciisources that were examined in the three
studies of this dissertation- which are contextejmeknowledge, reputation and experience- wete al
found to be important for cross-border private gquivesting. Second, the findings of our firstdstu

highlight that internally developed resources amrarimportant than externally developed ones when i
comes to the decision to internationalize. Our ifigd therefore imply that, under severe information
asymmetries, managers depend primarily under ressuhat have been integrated within the firm and

that are easier to apply. External resources agsiheportant.

However, our findings do not suggest that firmshwitore context-specific resources are unconditipnal
better in their international activities. As higitited by earlier theorists embedded in the continge
resource-based view, the value of resources depamasvironmental conditions as well as on firms’
value creating strategies (Brush & Artz, 1999)tHis respect, we indicate in our third study thanhs

with different levels of context-specific resourdeave different value creating strategiellore
specifically, while firms with a larger level of atext-specific experience create value from their
international activities through the use of thaicdl information network, firms with lower levels o
context-specific experience rely more on intermalobusiness contacts. Hence, we can conclude that
context-specific resources can be an importantcgoaf competitive advantage under large information
asymmetries. However, the effect of context-speaifisources under severe information asymmetries

depends on the business context as well as the eetating strategies of the firm.

5.2.2. Implications for the international busindissrature

This dissertation also advances the internationaibess literature by providing a richer understamgd

on the liability of foreignneshis posits that firms face additional difficukigzhen operating in a foreign
market. These difficulties originate from two diff@t reasons: a lack of knowledge how to conduct
business in foreign regions and the lack of infaramaby third parties (such as customers or sum)lia

the expertise of a firm across borders. These ssslecrease by higher levels of context-specific

experience (Nachum, 2003).

We increase our understanding on the role of coisjgecific experience to influence both the lack of
knowledge and the lack of information by third pEstabout the expertise in cross-border operations.
First, the findings of our first study nuance thmrdnant role of experience for developing knowledge
foreign market operationsManagerial knowledge that was developed outsidefitine (also called
inherited knowledge) is also beneficial as it iraes familiarity with the market and helps to depel

schemata for dealing with the issues of cross-lvandesting (Takeuchi, Tesluk & Yun, 2005).
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Second, this dissertation has disentangled the amsms how increase the information towards third
parties about the expertise in foreign operatiofitis depends from the integration within local
information channels as well as from the abilitystgnal quality in a particular region. Both mecisams

are studied independently in this dissertation.hWeéspect to the integration within local infornoati
channels, the third study of this dissertation sstg that the benefits of local market embeddedness
through context-specific experience are moderatednvironmental conditions such as the institutiona
context or network characteristics. This extenddiezafindings that focus on the main effect of
institutions or network relationships on the li#tlyilof foreignness. The moderating impact was, to o
knowledge, not yet examined. With respect to théfimation of quality in a particular region, tlsecond
study stresses the impact of context-specific et rather than the impact of context-specific
experience. Whereas the certification effect olitafion is generally acknowledged in management and

finance literature, this has not yet been expla®d mechanism to reduce the liability of foreigme

5.2.3. Implications for the financial intermediatititerature

In addition, we advance the literature on the global developnantinancial intermediation Earlier
research has demonstrated the crucial role of stoekket liquidity for financial intermediary
development in general and for private equity itimgsin particular (Black & Gilson, 1998). Private
equity has however become an important financirg fior entrepreneurial firms in regions that lack a
flourishing stock market such as in Continentaldper. Our findings shed light on this phenomenon. We
show howacquisition exits are an important alternative exiechanism for later stage investments that
enable a successful outcome of private equity tmgesn bank oriented financial systemsterestingly,
these regions even attract increasing interest fnom-domestic financial intermediaries. Our sample
shows that particularly private equity investorattbrigin from liquid stock market regions suchl#s

and US are highly interested in these regions.

Our findings furthermore focus on the behavior ofitomestic financial intermediarieBirst, we show
that foreign private equity investors adapt to lanatitutional conditions: the exit mechanismstthee
used by these investors correspond largely to Ilm@aket conditions. IPO exits were highly uncommon,
in contrast to the exits within the country of anigf these cross-border financial intermediariscond,
local integration through host country experienséniportant for the success of acquisition exitst th
differ substantially from IPOs (Jaaskeldinen & MaW008). As the success of acquisition exits dégpen
on close contacts between acquirers and finandi@etmediaries, host country experience is important

decrease information costs, particularly for finahacquisitions.
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Finally, our findings enhance our understanding on crosddbofinancial intermediation as an initiator
of sustained international ownership or n@thile we do show that a substantial proportiothef cross-
border buyouts in our sample remain internationaiyned, this is not necessarily the case for ajbht
investments. Given the differences between domeatid international owners for the strategic

development of the acquisition targets, futureaes®eshould take this heterogeneity into account.
5.2.4. Implications for the entrepreneurial finarliterature

Furthermorethis dissertation contributes to the entreprenelufiil@ance literature in two wayd-irst, we
expand existing knowledge on the paradox of theemsing internationalization in the private equity
market: the importance of cross-border investingtrests to the benefits of proximity for the qualif
selection and for managerial involvement (MasonQ7200ur findings show that dealing with the
challenges of international investing calls for antext-specific resource base, even in highly
internationally oriented financial markets such @sntinental EuropgAlhorr, Moore & Payne, 2008)
We indicate that both the international investmsinategy as well as the outcomes of international
investing therefore benefit substantially from rases adjusted to the international environment.

Second, weaddress the knowledge gap on acquisition exitsugiobts.We highlight the distinctions
between financial and strategic acquisitions imgeof growth and efficiency. Financial acquirerséa
higher interest than strategic acquirers in efficiewhile they are less interested in growth. Tdlso
contributes to a better knowledge on the increaattrgctiveness of financial acquisition exits ofybut
firms, i.e. secondary buyouts. Given the higheicigfficy of financial acquisition exits compared to

strategic acquisitions, we contrast the supposttianfinancial acquisitions are ‘the exit of lassort’.

This dissertation also challenges existing suppmsstabout the temporariness of buyouts and theltuy
cycle (e.g. Bruton, Keels & Scifres, 2002). For an isiag number of firms, a buyout is the preferred
organizational structure. Especially firms that aunerable to free cash flow issues benefit framgl
term private equity ownership. They are hence ilaly to give up the benefits of private equity

ownership and exit preferably through a finanaistéad of a strategic acquisition.
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5.3. Limitations and avenues for further research

This section sets out to discuss some theoretimhh@ethodological issues that suggest some avdoues
further research. | will thereby reflect on botkahetical as well as methodological limitations.

5.3.1. Theoretical limitations in the resource-bésgew and international business literature

5.3.1.1. Towards a contingent resource-based view&genda for the future.

For a while the resource-based view (RBV) is onthefdominant theoretical frameworks in management
literature (Hoskisson, Hitt, Wan & Yiu, 1999): iat been used as an umbrella for examining the
relationship between resources, strategies andrpehce. While this offered a wide range of insghit
has led to some critics on the value of this theagywell. One of these critics is that the RBV &ad
resulted in a large variety of findings but thaffatls to integrate this variety into a more intatgd
framework on the effectiveness of resources acragsus contexts. It is therefore sometimes peezkiv
as an ad hoc paradigm (Lado, Boyd, Wright & Krad06). In order to address this criticism, manageri
scholars should pay more attention to contingeactofs. Both the existence of environmental cooni

as well as different value creating strategies rmdluence the relationship between resources and
performance (Aragon-Correa & Sharma, 2003, Brushr&, 1999). This criticism is addressed within the
contingent resource-based view which hence creat@esore overall picture of the effectiveness of
resources. As an advanced theoretical paradigrheofdsource-based view, the contingency resource-
based view would benefit however from additionale@ch on a broad range of environmental conditions
and value creating strategies other than the existef large information asymmetries that have tiben

focus within our studies.

An additional note relates to the degree of cordpeificity needed for the adjustment to a paldicu
context. In this dissertation, we have studied béheffects of resources developed through intieme
activities as well as resources developed througivitees within a particular country. They may kav
different effects however. International resouroerghe one hand create more general capabilitiestho
deal with diverse contexts and with the actors afmy in foreign regions. Country-specific resogrom

the other hand create idiosyncratic capabilitiew @ cope with country-specific issues (Li & Mayer,
2009). There is however limited knowledge on tHéedénces between the effectiveness of both resourc
types (Chetty et al., 2006). Institutional factare expected to influence the needs for higherdeok
specificity, but future research could provide arenfine-grained view on e.g. the different rolehofme
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and host country institutions (Filatotchev & Wrigi2012). Other contextual factors are also yetdo b

examined.

A better integration of the contingency factors Woailso increase our knowledge of the balance laiwe
the value creating versus value destroying effettesources. In this dissertation, we found faaregle
that intense cooperation with foreign network tielsd creates an important cost for private equity
investors. It potentially leads to insulation ahd tack of access towards other external networta@is.
However, the balance between the value creatingvalug destroying effects of resources differs ssro
environmental conditions (Van Houtte, 2012). Inigeding this balance under a wide range of
contingencies substantially enlarge our understandif the relationship between resources and
performance.

5.3.1.2. Novel perspectives on the effects of irdonal ownership

In this dissertation, we did not examine the relahip between target firm characteristics and the
benefits of international compared to domestic awimi@. The different governance styles of domestic
compared to international owners may appeal tewifit types of firms however. Compared to domestic
owners, international acquirers are on the one kesglequipped to monitor the firm closely: they l@ss
committed to the region and place a lower empl@sigperational involvement (Boddewyn, 1983; Pruthi,
Wright & Lockett, 2003). On the other hand, theergie within a broader network of potential busines
partners and managers, which increases flexiklitg responsiveness to rapidly changing market ¢srend
(Devigne, Vanacker, Manigart & Paeleman, 2011).sTlupic leads to various avenues for further
research. First, firms operating in volatile busme&nvironments for example might benefit more from
international ownership in order to enhance th@ead their knowledge base and to accelerate irtirayva
(Lavie & Miller, 2008). Second, there is a limiteshderstanding on potential life cycle effects oa th
benefits of domestic versus international ownersBgrlier research highlighted that start-up busses
benefit more from the close monitoring whereasrirgonal investors are more beneficial at further
stages of development (Devigne et al., 2011). Thedenited knowledge however on the benefits of
international compared to domestic ownership wimnsfevolve from a more developing towards a more
mature state: a higher cash flow generation reguiliferent strategic involvement and an adjusted
governance style of the owners (Jensen, 1986) simidar vein, buyouts operate under different stagf
development. More specifically, there are substardifferences in terms of the appropriateness of
different governance and financial structures betwgrowth oriented, entrepreneurial buyouts conmtbare
to stable, efficiency driven buyouts (Wright, RabbirThomson & Starkey, 1994; Wright, Hoskisson,
Busenitz & Dial, 2000). Further research could eixenthis more in-depth to create a better insighhe
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benefits of cross-border compared to domestic ostmerfor different types of buyouts. Third, a final
avenue relates to the conditions that make firmeensasceptible for subsequent international contpare
to domestic ownership after the initial foreign @wmimas exited his involvement. Further researchdcou
for example compare the value creating mechanidnmst@l versus subsequent international owners in

addition to the returns that are gained from thaiue creating strategies.

5.3.2. Methodological limitations: Sample, variabknd method of analysis

5.3.2.1. Sample: discussion of the internal validixternal validity and the time frame used inshalies

A first potential limitation of the dissertationlages to thenternal validity of our studies. This potentially
suffers from the inclusion of multiple geographitadations and investment stages. One might aruate t
they both influence the information asymmetriesrioss-border activities, a central theme in oueaesh
(Hall & Tu, 2003; Wright, Pruthi & Lokett, 2005).ddeunder, we examine its potential limitationstfor
internal validity of in each of our studies, stagtiwith the effect of multiple geographical locaiso

In the first study, the internal validity may suffieom the various levels of development and coiitipat

in the private equity investor home region. Thigeptially affects their tendency to internationaliz
(Wright et al., 2005). These regions might alséediin terms of their foreign knowledge accumulatitn
order to address this issue, we incorporated whettee private equity investor was British or nos, a
Anglo-Saxon investors origin from a more internadity oriented private equity market. We also
compared the international orientation and levdldooeign knowledge accumulation within different
countries. This did not result in substantial diffeces between the countries in our sample. ThHisrise
not expected to alter our findings. With respecthi® second study, the interest of financial comgdo
strategic acquirers may be higher in flourishiniyate equity markets. The development of local quev
equity markets varies however in our researchrgetBivariate statistics indicate that Spanish sleaé
indeed somewhat less likely to end up in a secgndaryout (p<0.10). Other countries are not
significantly different. In order to guarantee th&ernal validity of our findings, we therefore orporated
the location of the buyout as a control variablethe third study, the inclusion of different intess
countries may affect the probability of a domestampared to an international acquisition. This is
however mainly related to the institutional devetemt, such as the financial market development of a
particular country. This is addressed within theottetical and empirical framework of our study.sAgh,

we believe that the internal validity of our thstlidy is guaranteed.
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A second threat to the internal validity of our gdenis related to the incorporation of multiple éstment
stages which is the case in the first study. Fatyestage investments, the levels of information
asymmetries are much higher which may increaseirtfemation asymmetries inherent in distant
investing (Hall & Tu, 2003). We therefore incorpiae its potential effect as a control variable ur o
study. Bivariate statistics show that in our samgiie likelihood of internationalization and theéés of
foreign knowledge accumulation are not significardifferent for investors with an exclusive focus o
the early stage market. In addition, in multivagiatatistics, the investment stage does not infleeur

findings.

A second potential limitation is related &xternal validity More specifically, the geographical and
investment stage coverage of our studies may rettiecgeneralization of our findings. First, theceffof
geographical coverage is explained, followed byittiience of investment stage coverage on external
validity.

There are several reasons to assume that thedsdinour first study are generalizable towardegtors
outside Europe. Earlier studies show that the mattawnalization of the private equity investorddals a
highly standard pattern. Both US, UK or Continetatopean firms internationalize first towards cew
with a low geographical and institutional distarfbéanigart et al., 2009). Moreover, within our sagpl
we show that UK investors act in accordance tdQbetinental European countries in our sample, despi
their institutional differences. Concerning themwt study, | acknowledge the potential limitatiamshe
generalizability of the findings. This is due t@ tparticularities of the Continental European miavleere
IPOs are scarce. In Anglo-Saxon markets, IPOs attdrd and very important exit mechanism that
provide on average the highest returns (Nikoskelai& Wright, 2007; Sudarsanam & Nwagodoh, 2005).
As a result, there are some indications that inkstwiented financial markets, IPOs are a preferait

for portfolio companies with a large size, a higvgth or a high leverage (Sudarsanam & Nwagodoh,
2005; Sousa, 2010). In the Continental Europeankehathese firms have to search for other exit
opportunities. However, the limited studies avddahat compare IPOs with other exit options in kg
Saxon markets show that the differences in terneffiiency and growth between financial and styate
acquisitions are consistent with our findings (Ssdaam & Nwagodoh, 2005). Finally, a potential élire
in the external validity of the third study origiea from the limitations in the heterogeneity ire th
institutional context of our sample. Our findingsttwrespect to the influence of financial market
development on the country of exit are solely basedcquisitions in civil law countries that havieaer
financial market development than common law caoestrDespite this, our measures of financial market
development do vary substantially in our sampleaa®sult of the heterogeneity within Continental

Europe. This warrants the external validity.
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A second threat to the external validity relatetheinvestment stages covered in our studiessébend
and third study focus on the later stage investrmeatket. The later stage market is however highly
specific in terms of the importance of financiabjaisitions as an exit mechanisms. In the earlyestag
investment market, a sellout of the existing peveguity investor is more exceptional, particuldfihat
private equity investor has not yet invested in poetfolio company. However, the beneficial effeofs
reputation and experience to decrease informasgmanetries and information costs in the exits ofyea
stage firms have been acknowledged in earlier stufB.g. Megginson & Weiss, 1991; Jaaskeldinen &
Maula, 2008). | therefore believe that the insigbtswhich our findings are based, are also appléctor
early stage investments.

Finally, | acknowledge the limitations inherenttire time frameof the first and second study. The first
study only accounts for the influence of knowledgeumulation within a time period of three yeats. |
also incorporates the effect of experiential andrimal knowledge over a restricted time period tueck

of data. This approach hence implies that the &ffetforeign knowledge accumulation fade away over
time. Future research could verify the longevitytloé effects of foreign knowledge development. A
potential limitation to the time frame adopted fre tsecond study relates to the increasing popylafit
secondary buyouts. Through bivariate and multitar@nalyses, we checked for the potential effect of
timing on our results. Fortunately, this did nadicate an effect of effect of timing on the likeditd of a

financial compare to a strategic acquisition exit.

5.3.2.2. Variables

There are some limitations related to theasurement of the variablased in our studies. First of all, we
do not control for the impact of an office preseabeoad. There is however an increasing awarehass t
this can alleviate the information asymmetries ¥gie equity investors across borders (Meuleman &
Wright, 2011). Future research could incorporateetiver it increases the number of cross-border
investments of international private equity investm addition to the type and country of acquisitof
private equity backed companies. Moreover, thet fatsidy only incorporates the effect of foreign
knowledge accumulation through non-domestic netwpdktners. Professional service firms could
however also develop relevant knowledge throughedim network partners with foreign experience. It
would be interesting to analyze whether these ssuof external knowledge complement of substitote f
the external knowledge accumulated through foreigtwork partners. Moreover, the second and third
study of this dissertation measure respectivelytaon and experience of the private equity inmest
through the CMBOR database that incorporates Earope/estments, including UK, Continental Europe

and Central European countries. For financial metiaries that originate from countries outsidedper
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we may underestimate their overall and industryesipereputation in addition to their overall expsrce.
The private equity investors however only accowntaf limited proportion of all acquisition exits aur
sample, respectively for 15% of all acquisitionghie second study and for 14% of all acquisitionthie
third study. Most of these investors are US priveqeity investors. Excluding investments that ineol
non-European investors does not alter our mainirfgs] indicating that the potential effect of this

limitation is expected to be low.

5.3.2.3. Method of analysis

Since the dependent variables of our second arighidy are binary, we employ logit analyses.rieo

to test the moderating effects in these studiesrelied on seemingly unrelated estimations rathant
including interaction terms. As highlighted in thestudies, estimating interaction terms in a logit
regression does not result in a constant coefti@eross all observations. In contrast, the madeitand
the sign of the moderating effect are a functiomatf only the coefficient for the interaction, talso the
coefficients for each interacted variable and thkies of all the variables. As a result, the iniclusof
interaction terms in logit regressions may henctemi@lly lead towards erroneous results (Hoetker,
2007).

The seemingly unrelated estimation procedure is@magd after a split sample procedure. Concernieg th
moderating effects of continuous variables, our @anis hence divided between groups with a high
compared to a low reputation —for the second studybetween groups with a high or a low level of
institutional development —for the third study. Wit group variation in the different subsamplebesce
not fully incorporated in our studies. A second hatdsm to test moderating effect of a variableoiitl
analyses is to use a correction procedure that stegpghe marginal effect of a change in two intie@dc
variables through the “inteff” postestimation conmdain STATA (Norton, Wang & Ai, 2004). This
method makes it possible to analyze moderatingcesffef continuous variables without the loss of
information on intragroup variation as in the sgitmple procedure. Unfortunately, the inteff comdhan
does not work in a model with multiple interactidaems that include the same independent varidbiis.
issue is yet to be further addressed in statistessarch (Seymour, 2011).

5.4. Practical implications

The findings presented in the three studies hawerakpracticaimplications for private equity investors
First, our findings are of interest for private equity @stors that consider cross-border investikighile
we highlight that international investing is a l@ag process; private equity investors with intdiorzal
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aspirations should also proactively focus on gldhkdnt management. The integration of managets wit
foreign experiences helps to deal with the increpsbmplexity of selecting and monitoring crossetsor
investments. We also stress the benefits of lopakialization. Gaining experience and a building
reputation through active presence within the agunf investment is highly valued. It increases the
ability to monitor an investment and certifies ydacal expertise towards potential acquirers. #oal
connects the cross-border private equity invesiaatds domestic acquirers. Second highlight the
benefits of reputation and experienftg private equity investors that exit their butguwWhile earlier
findings mainly stress their effects on IPO exitddefginson & Weiss, 1991), we suggest that both
experience and reputation are highly important doquisition exits as well. Thirdhis dissertation
explains the increasing popularity of secondary duig. Despite the presumption of the popular media
that they are exits of last resort, this is aneéasingly attractive mechanism to keep firms tharaie
efficiently under the governance of private equityestors and it offers the existing private equity

investor an ability to exit his investment.

Our findings have furthermoramplications for entrepreneursThey have to reckon the long term
consequences of their private equity investor sielecMore specifically, the private equity investor has
an important role in the exit of a buyout as iteafs the type and origin of the acquirer substiytia
Given the impact of acquirer type and origin on strategy, employment, productivity and wages ef th
acquired firm (Hege, Lovo, Slovin & Sushka, 2013l€ik & Haller, 2010), investor selection will
indirectly influence the long term perspectivesgtsd company’s management and employees. Moreover,
entrepreneurial companies should not solely focustlie overall reputation and experience when
selecting a particular private equity investout also look at the specialization of these itmessand their

achievements within a particular region.

For policy makers, these studies provide additionalghts on the effect of the institutional cohtix
private equity investingWWe show that acquisition exits can develop agradteve exit mechanism for
later stage investments in regions with illiquidcit markets. As such, we highlight the importantea o
well-functioning acquisition climate in order tdrarct international private equity investors. Farthore,
our findings stress the need for financial marketedopment to promote international private equity
investing. Under higher levels of financial marketvelopment, it is much easier for cross-borderapei

equity investors to operate in a novel country.
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5.6. Tables

TABLE 5.1.: OVERVIEW FINDINGS OF THE THREE DISSERTA TION STUDIES

Title study | The influence of| Acquisition exits of cross-| Cross-border financial
experiential, inherited and | border buyouts: | intermediation and
external knowledge on the| Differentiating  between | domestic acquisitions: The
internationalization of | financial and strategic| role of host country
private equity investors acquisitions experience

Dependent | The internatioalization of| The difference betwee| The difference betwee

variable private equity investors (thefinancial and  strategicdomestic and international
likelihood and the extent gfacquisition exits of acquisitions of
international activities) internationally owned internationally owned

buyouts buyouts

Independent | Foreign knowledg/| Reputation: overal | Host country experien

variables accumulation through country-specific and
experiential, inherited andindustry-specific reputation
external knowledge

Unit of | Acquirer: private equit| Portfolio firm: acquisitior| Portfolio firm: acquisitior

analysis investor target target

Overview H1 supported: Experienti| HL  supported: Overa| H1 supported: Host count

findings foreign knowledge increaseseputation of the cross-experience of the cross-

the internationalization ofborder PE investor reducedorder PE investor increases

private equity investors the information| the likelihood of a domestic

asymmetries in the
acquisition exits of crosg
border buyouts

H2 supported: Inherited
foreign knowledge increasedH2 supported: Country-
the internationalization of specific reputation of the

private equity investors cross-border PE investorof a domestic acquisition is

reduces the information

H3 not supported: External
foreign knowledge does notH3 supported: Industry-

increase the specific reputation of the
internationalization of cross-border PE investor
private equity investors reduces the information

asymmetries in the

acquisition exits of crosg
border buyouts

asymmetries in the connectivity of domesti¢
acquisition exits of crosg-acquirers towards local
border buyouts sources of information.

acquisition exit

D

H2 supported: The positiv
effect of host country
experience on the likelihoo

o

contingent on the

\14
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Nederlandstalige samenvatting (Summary in
Dutch)

Private equity investeerders of durfkapitalistejm avesteringsmaatschappijen die zich specialiséne

de financiering of overname van niet-beursgenoteertiernemingen met het doel deze op middellange
termijn door te verkopen, meestal na een periode ¥aot 7 jaar. Hun investeringsaanpak wordt
gekenmerkt door een strikte selectie en actieveelbiling van hun participatie. Om een sterke
betrokkenheid binnen de participatie optimaal teagderen, richtten private equity ondernemingeh zic

traditioneel voornamelijk op lokale investeringsogpniteiten.

Ondanks de voordelen van een lokale investeringr e laatste twee decennia een sterke toename van
het aantal buitenlandse participaties binnen dexf@iequity sector. Bijgevolg waren meer dan éénijbp
transacties in de periode 2000-2010 internationialeesteringen. Bovendien zijn internationale
investeringen gemiddeld véél grotere transacti@gradoor de internationale private equity markdetijs
dezelfde periode meer dan 70% van de globale trtHesmarde vertegenwoordigde. De drang tot
diversificatie en de toenemende concurrentie oplo#tale markt zijn hiervan enkele onderliggende
oorzaken. Een internationale durfkapitalist diectiter om te gaan met de potentiéle moeilijkheden va
het investeren over lange afstand. Daarom bestudtierdoctoraal proefschrift in welke mate de
aanpassing van de durfkapitalist aan de internalortontext het internationaal investeringsgedrag
bepaalt. We focussen ons hierbij zowel op de o@mrzaks op de gevolgen van internationalisering.

Een eerste studie onderzoekt de relatie tusseintezhationaal investeringsgedrag en de kennis over
internationalisering. We onderzoeken zowel de kewlié men haalt uit eigen internationale ervaringen
alsook uit de samenwerking met buitenlandse parteerde eerdere internationale werkervaring van het
investeringsmanagement. Onze resultaten bevestigerbelang aan van een behoorlijke kennis over
internationalisering. De kennis uit eigen interoadile ervaring speelt de grootste rol, maar ook de
ervaringen van het investeringsmanagement hebbebeaangrijke invioed. Een opmerkelijke bevinding
van het onderzoek is het effect van een internatibnetwerk op het investeringsgedrag: een zeenset
samenwerking met steeds dezelfde internationaléngrar reduceert de internationalisering van een
durfkapitalist. Dit leidt namelijk tot een isolegrwaardoor men interessante investeringsopporiterite

aan zich voorbij laat gaan.

In de tweede en derde studie wordt de aandachth@ren naar de gevolgen van het internationaal
investeringsgedrag. We richten ons meerbepaalceokoop van een internationale participatie im ee

management buyout. In een management buyout werdioaderneming beheerd door een combinatie
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van managers en durfkapitalisten die tot doel heluleze participatie op middellange termijn zelf diwo
verkopen. In de tweede en derde studie richten mgedan ook specifiek op het verkoopproces van de
management buyout door de internationale privatgtydnvesteerder. In een tweede studie ligt de
klemtoon op de verschillende types van verkoop.diderzoeken de verschillen tussen de verkoop van
aan een nieuwe durfkapitalist (een secondary bliymeérzijds en aan een niet-financiéle, onderneming
anderzijds. We tonen aan dat een secondary buyoatalv is weggelegd voor participaties in
ondernemingen met een hoge efficiéntie in tegdimgiabt de verkoop aan een strategische spelerbiii
speelt de groei van de buyout een grote rol. Weestbovendien vast dat buitenlandse investeentets
een hoge reputatie er beter in slagen om een kepénden die aansluit bij het profiel van de ireeing.
Naast de invloed van algemene reputatie blijkt dekreputatie binnen de sector en voornamelijk de
reputatie binnen het land van investering een iebsiffect te hebben op de verkoop van een
internationale participatie. Dit laatste wijst opttbelang van lokale verankering voor internatienal

durfkapitalisten.

Een derde studie tenslotte onderzoekt de natieitaliin de kopers van deze internationale partieipa

In dit onderzoek focussen we specifiek op de ral lekale ervaring voor een internationale durfkaigst.

Uit onze resultaten blijkt dat lokale ervaring ddormatiekosten van een binnenlandse koper reduceer
waardoor de kans op een verkoop aan een lokalersmeneemt. Hierbij mogen we niet uit het oog
verliezen dat het effect van lokale ervaring nietlle omstandigheden even sterk is. De voordedan v
lokale ervaring spelen voornamelijk een rol in dekoop aan andere durfkapitalisten. De verkoop aan
niet-financiéle spelers is minder gedreven doorlal@le ervaring van de verkoper aangezien niet-
financiéle spelers in mindere mate beroep doenuofabpitalisten als een bron van informatie. Daasta
blijkt de invloed van lokale ervaring toe te nenieeen minder gunstige institutionele context. Aezign

een moeilijke institutionele context de nood aaforimatie van lokale kopers verhoogt, hechten deze
kopers een groter belang aan de informatie die deanternationale durfkapitalisten verspreid wordt

Deze drie studies geven een beter inzicht in deenavaarop een durfkapitalist zich kan aanpassen aa
een internationale omgeving. Deze studies bevestigeze hypothese dat de aanpassing van de
investeerder aan de specifieke, internationaleextreen grote rol heeft op de oorzaken en gevolgen

het internationaal investeringsgedrag.
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