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Abstract

A growing literature documents that management quality accounts for an important
portion of the differences in productivity across firms and countries. One route
through which management practices could affect productivity is through mergers
and acquisitions. In this paper, I investigate the role of management quality on cross-
border acquisition activities and outcomes. I find that cross-border deal volume
is positively associated with management quality differences across countries and
firms. Firms with better management practices are more likely to be the acquirers.
Acquisition premia paid to the target are positively related to the difference in
management quality between the acquirer and target firms. Managers of the target
firm are more likely to quit when the acquiring firm has better management practices.
Lastly, target firms are less likely to be divested post-acquisition when acquirer
firms have better management practices. My results indicate that management as
a strategic intangible asset plays an important role in the cross-border acquisition
plans, activities and outcomes.
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1 Introduction

A growing literature in the last two decades documents that management quality may
explain an important portion of the differences in productivity across firms and countries.
While there is dispersion in productivity in both developed and developing countries,
dispersion is significantly larger in the latter (Bartelsman, Haltiwanger and Scarpetta,
2013). Bloom et al (2016) find that differences in management practices account for
30% of the cross-country total factor productivity (TFP) differences. At the firm level
Bruhn, Karlan and Schoar (2017) and Bloom et al (2013) use field experiments to show
a causal effect from improving management practices to increases in productivity. The

question, then, is what drives management practices, and how firms can improve them.

The finding that management quality differs significantly across countries (Bloom
et al. 2007, 2016) suggests that one route through which management practices can
effect productivity of firms is through cross-border mergers and acquisitions. Cross-
border acquisitions has grown notably in recent decades and the number of cross-border
deals has reached to 47% of all M&A deals in 2007 (Erel, Liao and Weisbach, 2012).
Given the large differences in management quality across countries, it is natural to ask
whether these differences are related to cross-border acquisition activity and outcomes.
In this paper, I provide novel evidence that management differences across countries are
related to the direction and volume of cross-border acquisitions. Moreover, I present
that firm-level management differences are related to the direction of deals, acquisition

gains, manager turnover and post-deal success of cross-border acquisitions.

The academic literature has contrasted two competing approaches to modeling man-
agement: “Management as design (MAD)”and “Management as a technology (MAT)”.
The design approach views each firm as different and concludes that optimal manage-

ment practices of each firm depends on the environment firm operates (Gibbons and



Roberts, 2013). As a result, there is no universally good or bad management practices
(Woodward 1958). Considering the role of management in acquisitions, the design model
does not have a prediction about which type of firms should be buyers or targets. The
main prediction of the design perspective is that the number of acquisitions and the
gains from acquisitions should increase in the similarity of the management quality of

acquirer and target firms.

Conversely, the management as a technology approach views some management prac-
tices as better than others for firms in a wide range of environments (Taylor 1911, Bloom
et al 2016). In the MAT perspective management enters a firm’s production function
like a technology factor that raise TFP. From the MAT perspective, management can

be seen as an intangible capital stock in a firm’s production function.!

The MAT perspective gives a clear prediction about the relation between manage-
ment quality and cross-border acquisitions. When combined with the internalization
theory of international expansion, the MAT model predicts that home country firms
with higher management quality should buy host country firms with lower manage-
ment quality. Internalization theory predicts that firms can create value from foreign
acquisitions by utilizing their intangible assets on the immobile assets of foreign targets
(Hymer 1976). The theory implies that an acquirer brings inherent advantages such as
knowledge-based assets or technology to the target to increase productivity or to decrease
costs. These knowledge based proprietary assets are assumed to be easily transferable
at a relatively low cost (Markusen 1995). Proprietary assets can be trademarks, patents,
human capital of employees, reputation and management capital. I propose that firms

with high management quality seek to deploy their management technology abroad via

! Bloom et al (2016) explains that they use the technology terminology instead of intangible capital
because of evidence suggesting management spillovers within and between firms (e.g. Greenstone,
Hornbeck and Moretti (2010), Atalay, Hortascu and Syverson (2014)). However, they acknowledge
that either terminology could be used and they give the example of R&D technology stock being
recorded as intangible capital input by Bureau of Economic Activity in U.S. National Accounts.



foreign acquisitions and utilize their intangible management capital on the tangible as-
sets of the target. Nocke and Yeaple (2007) develops a general equilibrium model with
heterogeneous firms and makes similar predictions regarding the nature of cross-border
acquisitions. There is also micro evidence on multinational firms transferring their man-
agement practices and organizational model to their foreign affiliates (Bloom et al (2012)
and Marin et al (2017)). Heyman et al (2016) find that the global management practices
of multinational enterprises (MNE) are significantly correlated with the productivity of
their foreign affiliates. Their study shows that a transfer of ownership of Swedish firms
from Luxembourg or Norway, which have the lowest estimated MNE management qual-
ity, to the USA, which has the highest estimated management quality, increases the
productivity of affiliate firm by 18%. Fresard et al (2017) also show that firms from
countries with higher industry specialization are more likely to buy foreign firms in
countries that are less specialized in the same industry. My results provide support
for the findings of these earlier studies, but more importantly, I provide novel evidence
that the difference in quality of management is an important factor for the acquisition
decisions and outcomes, consistent with management capital being a strategic intangi-
ble asset that MNEs utilize to create value. I show that management capital affects
the international expansion activities of the MNEs and also relate to several acquisition

outcomes such as management turnover and divestitures.

An alternative hypothesis could be that firms with lower management quality could
be more likely to buy foreign targets with high management quality to increase their own
management capital. This would predict that firms in countries with lower management
quality should be more likely to be acquirers. The literature provides some explanations
to why this alternative hypothesis is less likely. Firstly, incumbent managers of the
firms with lower management quality may have misconceptions about the quality of

their management practices. They may overestimate the quality of their management



practices, therefore fail to estimate correctly how much their firm’s performance would
improve when they adopt new management practices through acquisitions. Secondly,
managers may lack the motivation to improve management practices. They may know
that their firm has inferior management practices but do not make an effort to improve
because the lack of competition in the market gives them insufficient incentives to adopt
better management practices through acquisitions. Thirdly, improving management
quality through acquisitions may not be optimal for some firms due to costs and these
firms may prefer to improve their management practices by receiving consulting services.
Fourthly, firms with lower management quality are likely to be more constrained than
ones with higher management quality when it comes to finding resources for acquisitions.
Bruhn, Karlan and Schoar (2010) emphasize that to access inputs like capital or labor, or
the capacity to plan foreign acquisitions in our case in itself requires managerial inputs,
e.g. to forecast the capital needs of the firm, plan the process by which to approach
lenders, invest the obtained resources, etc. In other words, management itself is central
in shaping capital decisions and investment strategies of a firm. As a result, firms with
low management quality usually lack the essential management capital to prepare for
and to make strategic investments such as cross-border acquisitions. The distribution of
the management score difference and the selection analysis at the deal level suggest that

firms with lower management quality are more likely to be the target in acquisitions.

To estimate the relationship between differences in management quality and the
flow and direction of cross-border acquisitions, I employ a gravity model similar to the
ones used in the international trade literature. I follow the recent studies on cross-
border M&A literature and use a similar specification to Fresard et al (2017), Ahern
et al (2015) and Karolyi and Taboada (2015) in addition to measures of management
quality. To measure the quality of management practices I use the World Management

Survey (WMS) data collected by Bloom et al (2014) on over 11,000 firms in 34 countries



between 2004 and 2014. My WMS sample includes 25 countries with 10,128 firms for
the period 2004-2014.2 1 also use a large sample of 34,081 cross-border M&A deals
with acquirers and targets from 24 WMS countries between 2001 and 2015 cumulatively
valued at $2.9 trillion.? First, I find that countries with low management quality are more
likely to be target in cross-border acquisitions. Moreover, I find that volume of cross-
border deals between two countries increase with the difference in management quality
between the acquirer and the target. These results hold even after including a full set of
country-pair controls and time-varying acquirer country fixed effects and time-varying
target country fixed effects. The effect of management quality differences on cross-border
acquisitions is economically large. One standard deviation increase in the management
score difference is associated with 0.85 standard deviation increase in the mean cross-
border deal number in a year during the sample period. As a robustness test, I also
conduct an interregional analysis by analyzing the acquisitions between nine different
census regions in the USA. In this setting, I control for regional cultural differences,
distance, economic difference and time-varying region fixed effects. All the results from
previous cross-country level analysis hold in the interregional analysis. The effect is

economically large and statistically significant.

Then, I examine cross-border acquisitions at the deal level concentrating on the
management quality difference between the acquirer and target firms. Since only a small
portion of the survey firms participate in cross-border acquisitions, I infer management
quality by matching targets and acquirers with WMS survey firms based on country, two-

digit SIC industry and size (total assets or total employee).* Similar to country-level

21 do not have the survey data for African countries but my sample includes all of the survey ob-
servations for non-African countries. I also drop Nicaragua from my analysis due to missing many
country-pair level control variables. The USA has the highest average management score of all coun-
tries and management presents a wide dispersion across firms within all countries.

3 Deal value is missing for more than half of the deals, therefore cumulative value of the deals should
actually be bigger than $2.9 trillion.

41 do not have financial information for the half of the survey firms. Therefore I conduct a simple
matching between survey and deal firms to be able to use the total variation of survey firms’ manage-



results, I find a significant difference between the acquirer’s and target’s management
quality scores. In 66% of the deals, acquirers have better management than targets have.
T also find that the magnitude of the management quality difference between acquirer and
target is positively correlated with firms’ participation in cross-border deals controlling
for acquirer, target and country pair characteristics, and industry, country and year fixed

effects.

Greater management differences also lead to higher bid premia paid to targets. All
else equal, one standard deviation increase in the management difference is associated
with a 29 percentage point or 0.35 ¢ increase in the bid premia. Then, I examine the job
spells of target firm’s top management team and find that greater management difference
is associated with higher probability of target managers leaving the firm. This result
does not hold if I examine only CEO job spells where I do not find a significant effect.
Finally, I analyze the success of an acquisition based on whether the target is divested
during the following years after deal completion following the methodology of Kaplan
and Weisbach (1992). I find that ex-post resale probability of a target significantly
decreases by 15% to 48% when the difference in management quality increases by one

standard deviation.

This study relates to growing literature on how management practices affect firm
performance and country level productivity. As explained earlier, there are two main
views in this literature: the “best practice”view of management, upon which MAT
model is based, and the “contingecy view”which is the basis of the Design model of
management. My findings are more in line with the best practice view. Some recent
papers in this literature include Ichniowski, Shaw and Prenusshi (1997), Bertrand and
Schoar (2003), Bloom et al (2013), Bloom et al (2016), Bruhn, Karlan and Schoar (2017)

which also find support for the best practice view.

ment scores. I am in the process of collecting financials for the missing half, which will enable me to
employ a more detailed matching or estimation to predict management scores of deal firms.



My results also contribute to a growing literature in corporate finance analyzing
the determinants and outcomes of cross-border acquisitions. Recent studies show that
cultural distance decreases the volume and gains from cross-border acquisitions (Ahern
et al 2015), benefits from cross-border acquisitions are higher if there are institutional
investors (Ferreira et al 2010), regulatory differences are positively related to deal flows
and returns (Karolyi and Taboada 2015), acquisitions improve investor protection within
target firms (Rossi and Volpin 2004), and that acquirers exploit changes in exchange
rates that affect the relative market valuation (Erel et al 2012). I contribute to this
literature by showing that management quality differences across countries and firms are

significantly related to the volume, direction and gains from cross-border acquisitions.

This study also relates to the literature emphasizing the importance of intangible
assets for the expansion of multinational firms. My results provide support for the view
that management capital is a strategically important intangible asset that is utilized in
the expansion of multinational firms. Some of the recent papers in this literature empha-
size that the affiliates of US MNEs obtain higher productivity gains from information
technology investments in comparison to non-US MNEs due to their better people man-
agement practices (Bloom et al 2012), more productive French firms are more likely
than their less efficient competitors to invest in relatively tough host countries (Chen
and Moore 2010), international organization of production is fundamentally different
from one industry to another, depending crucially on the nature of firm heterogene-
ity (Nocke and Yeaple 2007), cross-border takeovers are more frequent in research and

development intensive industries (Harris and Ravenscraft 1991).



2 Data and Summary Statistics

2.1 Mergers and Acquisitions Data

To examine the relationship between management quality and cross-border acquisitions,
I build a sample of cross-border and domestic acquisitions from the Bureau van Dijk
(BvD) Zephyr database. Since my goal is to analyze the relationship between manage-
ment and cross-border acquisitions using management data from WMS database, I limit
my mergers and acquisitions sample to deals from the 24 countries that I have man-
agement data on. My sample includes deals announced and completed between 2001
and 2015. I exclude the deals in which the acquirer or the target is a financial firm
because my measure of management quality is constructed by surveying non-financial
firms. Although my acquisitions sample includes deals only from the management sur-
vey countries, my sample is quite large. For my sample period, total deal value of the
all completed non-financial cross-border deals in the Zephyr database equals to $11.7
trillion. Total deal value of my initial sample (24 countries) equals to $5.8 trillion. In
other words, my sample countries account for 50% of global cross-border acquisitions. I
consider deals in which the acquirer takes control of the target and owns more than 50%
of the target shares after deal completion. In line with the M&A literature I drop re-
structurings, rights issues, demergers, share buybacks and partial equity stake purchases
(e.g. Erel et al 2012, Fresard et al 2017, Karolyi and Taboada 2015). My final sample
includes 34,081 cross-border deals valued at $2.9 trillion in total, as well as 153,917 do-
mestic deals valued at $10.1 trillion in total. These total deal value numbers are both
an underestimation, because 58% of the cross-border acquisitions and 63% of the do-
mestic acquisitions in my sample have missing deal values. This situation is not unique
to Zephyr M&A database; for instance, in SDC Platinum database 56% of the deals

completed during my sample period have missing deal values.



Table 1 provides the total domestic and cross-border deal numbers of the sample
countries. Acquirer nations are located on the rows, target nations are located on the
columns. The countries are ordered according to their management quality. I explain
how I calculate country level management scores in the next section, Management Data.
Looking at Table 1, we quickly notice that the USA is the biggest target and acquirer
nation in cross-border acquisitions. It has also the largest domestic M&A market as
expected. We notice from the last row in Table 1 that 18% of all acquirers are foreign in
the sample. The share of foreign acquirers are the lowest in Japan (5%) and the highest
in Mexico (67%).

Figure 1 shows the top 5 cross-border M&A markets among my sample countries
considering deal numbers. We see from Figure 1 that cross-border acquisitions increased
until 2007 and dipped in 2009 after the financial crisis. USA is the biggest market for
cross-border mergers and acquisitions. It is also noticeable that the number of deals
involving Chinese targets has not yet recovered to pre-2007 levels. Figure 2 shows the
top-5 cross-border M&A markets among my sample countries based on deal values. The
first notable pattern is the sharper fluctuations in deal value in comparison with Figure
1. In Figure 2, China gives its place to Australia in the top-5 cross-border M&A markets,
since total value of cross-border deals in Australia surpass China. Another striking fact
from the comparison of two figures is that the total deal value of US targets increased
considerably between 2009 and 2014 although total deal number stayed steady. Also,

total deal value of all acquisitions announced in 2014 topped the total value from 2007.

In the deal-level analysis I investigate several questions regarding the relationship
between management differences and cross-border acquisitions. In order to obtation
accounting information I match the acquirer and target firms from the cross-border deals
sample with the BvD Amadeus and Orbis databases using BvDID numbers. Out of the

34,081 deals in my sample, I am able to get the acquirer’s accounting information for the



announcement year or the year before for 11,952 deals. Likewise, I am able to recover
accounting information of the target for 9,557 deals. Ultimately, I get the accounting
information of both acquirer and target firms for 7,701 deals. 1 also collect the stock
price data of deal firms using the ISIN codes from Thomson Reuters Datastream. The
stock price data is used for computing the bid premia. The bid premia are calculated

using the offer price and the target’s stock price ten days prior to deal announcement.

2.2 Management Data

To measure the quality of management practices, I use the World Management Survey
dataset from Bloom et al (2014).> The WMS dataset includes firm-level management
data from 34 countries and it is used in several papers.® The survey was conducted in
five waves between 2004 and 2014. The survey tool was developed by an international
consulting firm and it evaluates the management quality of firms on 18 basic management
practices in four areas namely operations, monitoring, people management and target
setting. Every surveyed firm is scored from 1 (worst) to 5 (best) on each management
practice. The scores given to 18 management practices are then averaged and assigned
to the firm as its overall management score. Survey questions and example scores taken
from the 2010 WMS instrument are given in the appendix. The survey was implemented
on medium-sized (50-5,000 workers) manufacturing firms through phone interviews with
plant managers. Medium-sized firms employ half of the manufacturing workers in survey
countries (Bloom et al 2016). To increase the accuracy of the survey, managers are not
told that they are being scored during the interviews. The interviewers also do not have
information about the performance of the firms in advance. Earlier waves include a

smaller set of countries, though the scope of the survey has expanded through time.

®1 thank the project partners and the fellows of the WMS for sharing survey data with me.
6e.g. Aghion et al 2017, Bloom et al 2013. More detail about the survey data can be found at
http://worldmanagementsurvey.org
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My initial WMS sample includes firms from 25 countries. I was not able to get the
survey data for African countries, but African firms are not very active in the cross-
border M&A market. My WMS sample includes 10,247 firms and 14,321 interviews.
The whole WMS sample (34 countries) includes 11,383 firms and 15,489 interviews, so
my sample includes 92% of the all interviews conducted. I dropped Nicaragua from
my analysis due to missing several country-pair control variables. The survey includes
both domestic firms and foreign multinational firms located in a country. For instance,
a foreign multinational named “Company X” may be headquartered in country H, but
may have plants (subsidiaries) in country P. If a subsidiary of Company X is surveyed in
country P by the WMS team, an identifier is given to that subsidiary showing that it is
owned by a foreign multinational firm. I exclude the subsidiaries of foreign multinational
firms from my management sample. The rationale behind this choice is that subsidiaries
of the foreign multinationals are more likely to represent the management quality of
their ultimate owners independently from their location. Average management score of
the foreign subsidiaries are higher than the average management score of domestic firms
(including domestic multinationals) in every country in my sample. This stylized fact
is also documented in the earlier studies that use the WMS data. This fact suggests
that multinationals transfer their management practices abroad successfully. It also
supports the predictions of the internalization theory of international expansion (Hymer
1976). After dropping foreign subsidiaries my final sample includes 7,691 firms and

10,542 interviews from 24 countries.

I compute the average management score of a country by taking weighted average of
the management scores from all interviews conducted in that country. The weight is the
employment share of the firm in its country. Table 2 presents the average management
score of all countries with the number of cross border deals. The USA has the highest

management scores of all while Argentina has the lowest. The USA is also the biggest
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target and acquirer country in cross-border acquisitions. Columns 1 and 3 show for each
country the number of manufacturing and non-financials deals respectively in which
the acquirer is from that specific country. Similarly, columns 5 and 7 show for each
country the number of manufacturing and non-financials deals respectively in which the
target is from that specific country. Columns 2, 4, 6 and 8 present the share of each
country in total cross border acquisitions. For instance, column 2 shows the share of
each country as acquirer in total cross-border deals (manufacturing). Column 4 presents
the share of each country as acquirer in total cross-border deals in which both acquirer
and target are non-financial firms. Column 9, the target ratio presents, using non-
financial deals, the ratio of the number of deals in which a country is target to the total
number of deals in which a country is either target or acquirer. Looking at the Table 2,
we notice that firms from high management quality countries make more cross-border
acquisitions. 58% of all acquirer firms come from the top five countries with the highest
management scores, however only 42% of all target firms are from the top five countries
with the highest management scores. Although only 4% of the acquirers are from the
bottom five countries with the lowest management scores, 15% of the targets are from
the bottom five countries with the lowest management scores. Ireland and Greece are
outliers in Table 2, since both countries are more likely to be the acquirer in cross-border
acquisitions although they have low management scores. Figure 3 also shows that Target
Ratio is negatively correlated with the management scores. To sum up, in cross-border
acquisitions firms from countries with greater management quality are more likely to be
the acquirers while firms from lower management quality countries are more likely to be

the targets.

In the deal level analysis, I need the management scores for the deal firms but only a
small portion of the management survey firms show up in the cross-border acquisitions

sample. 369 WMS firms show up as an acquirer while 108 WMS firms show up as
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a target in the cross-border deals sample. In this study, I match the deal firms to
survey firms based on their country and industry (two-digit SIC), then I identify the
survey firm that is closest to the deal firm in terms of its size (total assets or total
employee number) and assign the management score of the closest survey firm to the
deal firm. The WMS survey is conducted only with manufacturing firms, therefore I
cannot match non-manufacturing deal firms on their industry code. I match them on
their country and then identify the closest survey firm in terms of size and assign the
management score of the closest survey firm to the deal firm. The main reason that
I apply this simple matching to the survey firms and the deal firms is the shortage of
accounting information.” Unfortunately, I am missing accounting information for half of
the management survey firms. Some of these firms have no accounting information in the
Orbis database. More importantly, for the majority of the missing survey firms, unique
firm identifiers have changed or canceled, and as a result I cannot retrieve accounting
information from the BvD Orbis database. For instance, the USA has 836 unique firms in
my WMS sample but I am able to retrieve accounting information only for 15 US firms.
The WMS itself provides the total employee numbers and SIC codes of almost all survey
firms, therefore I use them and the total assets account (if available) in matching . For
now, I choose to keep all the 7,691 firms in my WMS sample and do the simple matching
I described above. Nevertheless, I have contacted the data vendor and I am going to
employ a detailed matching or a machine learning algorithm to predict management

scores of the deal firms when I get the missing accounting data for survey firms.

" One can try to predict the management scores of the deal firms via regression analysis. Alternatively,
one can also predict the management scores of the deal firms by using machine learning algorithms.
The WMS sample firms can be used to train the machine learning algorithm, and then the management
scores of the deal firms can be predicted. All of these methods require accounting information to some
extent.
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2.3 Other Determinants of Cross-Border Acquisitions

Previous research has shown that there are several other factors that may affect the
cross-border acquisition activity. I control for these potential factors because some of
them may be correlated with the management quality. Definitions of all variables and

data sources are given in the appendix.

Culture has been shown to have a significant impact on economic outcomes and there
are several cultural measures used in the literature. For instance, Guiso, Sapienza and
Zingales (2008) finds that lower bilateral trust leads to lower economic activity between
two countries.® Ahern et al (2015) finds that greater cultural distance measured in trust,
hierarchy and individualism leads to less cross-border mergers and lower merger gains. In
my analysis I control for trust, individualism and belief in competition. These variables
are taken from the World Values Survey which is the most often applied data source
for cultural measures by economists. Other cultural variables that seem to affect cross-
border economic activities are religion and language. I obtain the primary language and
the most common religion of every country from Central Intelligence Agency’s (CIA)

World Factbook.

Previous literature has documented that the legal origin of a country is correlated
with its legal rules and regulations, as well as with economic outcomes. Several studies
in the cross-border M&A literature also shows that similarity of the legal systems across
countries is positively correlated with cross-border deal volumes between countries. I
record the legal origin of a country as English, German, French or Scandinavian using

the data from La Porta, Lopez-de-Silanes, Shleifer, and Vishny (1998).

To control for governance and development I use the governance index from Kauf-

8 They obtain their measures of trust from a set of surveys conducted by Eurobarometer and sponsored
by the European Commission.
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mann, Kraay, and Mastruzzi (2009). This index is the average of six indicators: Control
of corruption, government effectiveness, political stability and absence of violence, reg-
ulatory quality, rule of law, and voice and accountability. To control for economic and
financial development I use the log of Gross Domestic Product (GDP) per capita (log
GDP per capita) and growth rate of real GDP (GDP Growth). These measures are
taken from the World Bank's World Development Indicators database. I obtain from
the Bank for International Settlements (BIS) the record of total credit to non-financial
private sectors as a percentage of GDP (Credit to Private Non-fin Sector) in every sample
country. Froot and Stein (1991), and Erel et al (2012) presents that currency movements
may help to explain the cross-border acquisition activity. Following Erel et al (2012),
I control for the annual real bilateral exchange rate return in the year preceding the
acquisition announcement year and nominal bilateral exchange rate volatility during the
24 months preceding the announcement year. I also control for the annual real stock

market return for the year preceding the announcement year.

To control for a country’s level of trade I calculate the ratio of imports and exports to
GDP and refer to it as Openness. I also control for the bilateral trade between countries.
Bilateral trade is the maximum of bilateral import and export between a country pair.
Bilateral import (export) is calculated as the value of imports (exports) by the target
country from (to) the acquirer country as a percentage of total imports (exports) by the
target country. Barthel et al (2010) shows that foreign direct investment (FDI) flows
between country pairs are larger if they have signed a double-taxation treaty. I include
an indicator variable in my analysis to record if two countries have signed a double-
taxation treaty before or on the announcement year. These measures are calculated

using the data from United Nations’ World Integration Trade Solution database.

Lastly, geographical distance is one of the most often used factors in the theoretical

models and empirical studies in trade literature (Eaton and Kortum, 2002). International
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trade and cross-border M&A studies show that greater geographical distance reduces the
economic activity between country-pairs. To account for geographical distance, I include
the log of the great circle distance in kilometers (log Distance) between the capitals of
country pairs as a control. I also include an indicator variable to record if two countries
share any borders. These variables are obtained from the Centre D'Etudes Prospectives

et D'Informations Internationales (CEPII) database.

2.4 Summary Statistics

Table 3 presents the summary statistics of variables. In my analysis, all country level
variables are absorbed by time-varying country fixed effects, but I still present the sum-
mary statistics of the country level variables in Panel A to provide a full picture of the

sample.

Country-pair level variables are presented in panel B. I have 24 countries and 15
years of sample period, resulting in a panel with 8,280 (24x23x15) country-pair-year
observations. For a country pair (j,i) in year t, cross-border deal volume is the total
number of deals in year t from the acquirer nation j to the target nation i. Cross-border
ratio equals to cross-border deal volume in year t between the acquirer nation j and
the target nation i divided by the total number of deals in the target nation i in year
t. My main sample includes all deals in which both the acquirer and the target are
non-financial firms. I also have a restricted sample of deals with only manufacturing
firms. The mean cross-border deal volume is 4.16 and the median is zero. As would
be expected, cross-border acquisitions are concentrated between certain country pairs.
Similar to other cross-border M&A studies, it is very common that most of the country
pairs have no mergers at all. For instance, both Fresard et al (2017), and Karolyi and

Taboada (2015) report that close to 90% of their possible cross-border pairs have zero
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deals. In my main sample, there is no deal in 54% of the country-pair-years. The
share of country-pair-year observations with no deals increase to 69% in the restricted
manufacturing sample. From panel B, we observe that 36% of the pairs have the same
religion and 35% have the same legal system. Double-tax treaties are also very common

(76%) between countries.

Deal level variables are presented in the panel C. A quick glance at panel C, reveals
that acquirers have better management than targets in most deals. A simple t-test
shows that the management quality difference between the acquirer and the target is
significantly positive at the 1% statistical significance level. There are also similarities
between the acquirer and target firms such as 43% of the acquirer and the target firms
belonging to the same three-digit SIC industry. Looking at the financials we see that
targets on average have higher cash and debt in their balance sheet in comparison to
acquirers. On average targets have lower returns on their assets which is consistent with
the prediction that more productive firms should be more likely to be the acquirers in

cross-border acquisitions. Additionally, the acquirers are larger than the targets.

3 Country-Level Analysis
In this section, I present the empirical strategy and the results at the country-pair level,

then I replicate the country-pair level analysis on the US data, by considering acquisitions

across nine US regions.
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3.1 Management Quality and The Direction of Cross-Border Acquisi-

tions

In this subsection, I show how management quality of a country and the country’s role
as either acquirer or target in cross-border acquisitions are related. As illustrated in
Figure 3, while management quality of a country increases, the country becomes more

likely to be the acquirer in cross-border acquisitions.

For the analysis, I arrange my dataset to create a panel of 8,280 (24x23x15) country-
pair-year observations. For every country pair (j,i) in year t, I compute the pair-level
target ratio of country i as the total number of cross-border acquisitions in which the
acquirer is from country j and the target is from country i (j#i) as a proportion of
all cross-border acquisitions between country j and country i in year t. This ratio is
computed in a similar way as the target ratio in Figure 3 is computed. Only difference
is that this ratio is computed for each country-pair-year while the ratio in Figure 3 is
computed once for each country for the whole sample period. If there are no cross-border
deals between country j and country i in a given year, I drop that country-pair-year
observation in this part of my analysis. In this way, I compute the pair-level target ratio
for 5,160 country-pair-year observations. I compute the management score difference
between the acquirer and the target nations for every country pair by subtracting target
nation’s management score from acquirer nation’s management score. Acquirer (target)
nation’s management score is the weighted average management score for the acquirer
(target) nation in the WMS sample. Then, I run the pair-level target ratio on the

management score difference between the acquirer and the target.

Table 4 presents the results from tobit and fractional logit regressions. I repeat this
analysis also with ordinary least squares estimator and get identical results. All esti-

mators yield similar estimates for the relationship between the management quality and
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the direction of cross-border acquisitions. I choose to focus on the tobit and fractional
logit results because these models are more appropriate when the dependent variable is
bounded between 0 and 1. From Table 4, we see that an increase in the management
score difference is positively associated with the target nation’s target ratio. Manage-
ment score difference increases when acquirer’s management score increases or target’s
management score decreases. The results in Table 4 indicate that countries with low

management quality are more likely to be the target nation in cross-border acquisitions.

3.2 Management Quality Difference and Cross-Border Acquisitions

In this section, I conduct a more detailed analysis on the relationship between the man-
agement quality and cross-border acquisition flows. Before I move to the empirical

results, I first introduce the empirical methodology I follow throughout the analysis.

3.2.1 Empirical Specification and The Poisson Pseudo-Maximum Likelihood

Estimator

First, I arrange my data to create a panel of 8,280 (24x23x15) country-pair-year obser-
vations. Then I compute the cross-border deal volumes and cross-border ratio for every
country-pair-year observation. For each country pair (j,i) in year t, the cross-border deal
volume equals to total number of cross-border acquisitions in which the acquirer is from
country j and the target is from country i (j#i). Similarly, for each country pair (j,i)
in year t, I compute the cross-border ratio by normalizing the cross-border deal volume
between j and i by the total deal volume (cross-border and domestic) in the target nation

iin year t.

Following the recent literature on cross-border mergers and acquisitions, I apply a
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gravity model to analyze the relationship between the management quality and deal
flows.” The gravity model is one of the most used empirical models in economics to
study trade flows and cross-border investments (Anderson, 2011). In my model, cross-
border deal volume is a function of several country-pair characteristics, measured as
differences between the acquirer and target countries. The country-pair characteristics
are taken from the M&A literature and have been shown to matter for cross-border
acquisitions. Apart from the differences in management quality between the acquirer
and the target nations, I control for trust difference, individualism difference, belief in
competition difference, same religion, same language, governance index difference, same
legal system, log distance, share border, bilateral trade, openness difference, double tax
treaty, log GDP per capita difference, GDP growth difference, credit to private non-
financial sector difference, real stock market return difference, real bilateral exchange
rate return and bilateral exchange rate volatility. To capture any time-varying country
level effects, I also include time-varying acquirer and target country fixed effects in the

regressions.

My dependent variables, cross-border deal volume and cross-border ratio, are equal
to zero in 4,445 (54%) out of the 8,280 country-pair-year observations. Cross-border
acquisitions do not happen randomly on the contrary they are concentrated between
certain country pairs. Another reason that we see many country pairs with zero ac-
quisitions might be the measurement error. It is likely that data providers miss deals
between relatively small countries that have few cross-border deals every year. In this
case, measurement error depends on the covariates. Researchers conducting cross-border
M&A studies usually log-linearize the dependent variable (deal volume) and this am-
plifies the problem of zeros in the dependent variable. Jensen’s inequality implies that
expected value of the logarithm of a random variable is different from the logarithm of

its expected value E(lny)#InE(y). This inequality implies that interpreting the param-

9 See Fresard et al 2017, Ahern et al 2015, Karolyi and Taboada 2015.
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eters of log-linearized models estimated by ordinary least squares (OLS) as elasticities
can be highly misleading in the presence of heteroskedasticity. Another issue is that
researchers often keep the observations in which the dependent variable is equal to zero
and add one to the dependent variable so they can log-linearize it. These procedures
create inconsistent estimators. Silva and Tenreyro (2006) argues that gravity equations,
and, more generally, constant-elasticity models, should be estimated in their multiplica-
tive form. They recommend economists to deal with these issues by applying a Poisson
pseudo-maximum likelihood (PPML) estimator. The PPML estimator is designed to es-
timate gravity models without taking log of the dependent variable. As a result, I do not
log-transform the dependent variable when I apply the PPML estimator, but I interpret
the regression results as if the dependent is in log. It is shown in simulations that the
PPML performs considerably better than other commonly used estimators in gravity
regressions (Silva and Tenreyro 2011). PPML does not require the data to follow a pois-
son distribution. As long as the conditional mean is correctly specified, PPML provides
consistent estimates. PPML is used in many recent studies in the trade literature and
it’s becoming widespread in other areas of economics employing gravity regressions.!”
Although my main approach is to employ the PPML estimator, I also repeat my analysis
using the ordinary least squares estimator and provide the OLS results together with

the PPML results.

In the country level analysis, I run the following panel gravity regression that in

exponential form is given by:

CBjir = exp(a+ BAMS;_; +vXj—it + Vit + vit) +Ejit (1)

where CBj;; is the cross-border deal volume or cross-border ratio, AMS;_; is the man-

agement score difference between the acquirer nation j and the target nation i, X;_;; is

10¢ g. Anderson et al, 2016, Fally, 2015, Karolyi and Taboada, 2015.
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the set of country-pair controls, v;; are time-varying acquirer country fixed effects, v;;

are time-varying target country fixed effects, and ¢;;; is the error term.

To derive the PPML estimator, I re-write my gravity equation in a more compact
form:

CBjiy =exp(Zj_ium) + €ji (2)

where Z;_;; includes all independent variables and CB;;; is cross-border deal volume
as before. The PPML estimator is a Generalized Method of Moments (GMM) estimator

that solves the following optimization problem!!

ﬁ = argh maxz [CBj,i,t X (Zj—i,th) — exp (Zj—i,th)] (3)
Jyist

which is equivalent to solving:

n

> [CBjis — exp (Zj—i4M)] Zj—in = 0. (4)

Jriyt

3.2.2 Management Quality Difference, Acquisition Direction and Volume

Results

Before I move to the regression results, Figure 4 shows that the average management
score difference between the acquirer and the target nations in cross-border acquisitions
is always positive throughout the sample period. I calculate the average management
difference in year t by summing up the management differences in all cross-border deals
and dividing this total difference by the total number of cross-border deals. Figure 4
supports the previous results that on average acquirer nations have better management

practices than target nations.

11 See Silva and Tenreyro, 2007.
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Table 5 presents the results from PPML and OLS estimation of equation (1). Firstly,
I find that predictions of the “management as design” (MAD) approach does not hold in
cross-border acquisitions. MAD view predicts that the number of deals would increase
in the similarity of management scores. In other words, MAD view would predict the
absolute management difference variable in model 1 and 2 to be significantly negatively
correlated with the cross-border deal volume. On the other hand, I find that the vol-
ume of cross-border acquisitions between two countries is positively correlated with the
difference in management quality as “management as technology” view predicts. As
the management quality difference between the acquirer and target increases, the cross-
border deal volume grows, all else equal. The results in Table 5 supports the previous
finding that acquirers are more likely to come from countries with better management

practices.

The results in Table 5 are both economically and statistically significant. From
Model 7, I compute that one standard deviation increase in the management difference
(equals to difference between Germany and Portugal) is associated with a 0.85 standard

deviation increase in the cross-border deal volume.!'?

When 1 restrict my sample to
deals from the manufacturing sector as in model 4, a one ¢ increase in the management
difference is associated with a 0.19 ¢ increase in cross-border deal volume. Although
results from OLS regressions can be misleading in gravity models, I present them in
Table 5 for comparison. The dependent variable is in log in OLS regressions to make it
compatible with PPML. Since more than half of my country-pair-year observations have
zero cross-border mergers, I add 1 to all cross-border deal volumes before taking log of

the deal volumes. In fact, adding 1 to all deal numbers may bias OLS results which

is another reason to rely on PPML instead of OLS in gravity models. In column 8, a

12 The mean cross-border deal volume is 4.116 and the o of the cross-border deal volume is 14.769. So
given the coefficient on management difference (4.123), one o increase in the management difference
(0.339) is associated with 305% ( 100 (¢*123*0-33% _1)) increase in the mean cross-border deal volume
from 4.116 to 16.669 or a 0.85 o ((16.669 — 4.116)/14.769) increase.
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one o increase in the management difference is associated with a 0.58 o increase in the

cross-border deal volume.™3

The coefficients for other control variables are largely consistent with the earlier
literature. Consistent with Ahern et al. (2015), distance in trust between countries is
negatively correlated with the cross-border deal volumes. The governance difference is
also negatively associated with the cross-border deal volumes. Recall that the governance
index is an average of six indicators: voice and accountability, regulatory quality, political
stability, government effectiveness, rule of law, and control of corruption. Acquirers
abstain from making acquisitions in countries where these governance indicators are
low. Bilateral trade is positively correlated with the deal volumes in all models except
model 2 and 7 in which it is statistically insignificant. In line with the earlier studies
in cross-border M&A, geographical distance decreases the deal volume. Additionally,
country pairs that share the same religion, same language and same legal system have
more cross-border deals. On average, acquirer nations have higher per capita income
than targets. Acquirers are more likely to make acquisitions if credit supply in the target

nation (as a percentage of GDP) is worse than it is in the acquirer nation.

Following the literature on cross-border acquisitions, I also compute the cross-border
ratio for each country pair and repeat my main analysis using cross-border ratio instead
of deal volume. This way, I implicitly control for factors that may affect the volume of
both domestic deals and cross-border deals. Figure 5 presents the scatter plots of the
cross-border ratio and management difference from every country-pair-year observation

through the sample period which clearly shows a positive correlation between the cross-

131n column 8, the mean log(1+ C-B deal volume) is 0.75 and the standard deviation of log(1+ C-B
deal volume) is 1.042. So given the coefficient on management difference (1.389), one o increase in
the management difference (0.339) is associated with 60% ( 100 * (e*-389%0-339 _ 1)) increase in log(1+
C-B deal volume) from 0.75 to 1.201 or a 0.43 o increase. The log(1+ C-B deal volume) equals to
1.632 when C-B deal volume equals to 4.116 (mean), and one o increase in the management difference
is associated with 60% increase in log(1+ C-B deal volume) from 1.632 to 2.614. When log(1+ C-B
deal volume) is 2.614, C-B deal volume is 12.652 ( €25'* — 1). So one o increase in the management
difference is associated with a 0.58 o ((12.652 — 4.116)/14.769) increase in C-B deal volume in OLS.
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border ratio and the management difference.

The regression results for the relation between the cross-border ratio and manage-
ment difference is given in Table 6 and are very similar to earlier results. One ¢ increase
in the management difference is associated with a 2.69 ¢ increase in the mean cross-
border ratio (0.014). In the restricted manufacturing sample, one o increase in the
management difference is associated with a 1.06 ¢ increase in the mean cross-border
ratio (0.016).'* The estimated changes in the cross-border ratio may seem high but
one reason for the large changes is that the standard deviation of the cross-border ratio
(0.036) is relatively small. As we see from Table 5 and Table 6, the positive relation
between the management difference and cross-border deal flows holds for both normal-
ized and non-normalized deals numbers even after controlling for a multitude of other

factors.

3.3 Regional Analysis in the USA

Following Ahern et al. (2015), I repeat the earlier cross-border acquisitions analysis using
a sample of acquisitions across different regions within the USA. Analyzing US domestic
acquisitions allows me to control for many national factors that may affect cross-border
acquisitions, since these should not vary within the USA. I divide the country into
9 different regions using the regional divisions definition of the United States Census

Bureau.1®

I calculate the regional culture variables from the World Values Survey. I also com-

pute regional GDP and GDP per capita values to account for differences in economic

14 The mean cross-border ratio is 0.016 in the manufacturing sample. The o of the cross-border ratio
is 0.049. Given the coefficient (4.267) in Table 6 Model 2, one ¢ increase in the management difference
(0.339) is associated with 325% ( 100  (e*267*9-339 _ 1)) increase in the mean cross-border ratio from
0.016 to 0.068 or a 1.06 o ((0.068 — 0.016)/0.049) increase.

15 The region definitions can be found at https://www.census.gov
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development. Additionally, I include the geographic distance and share border variables
in the regional analysis. Table 7 presents the US regional analysis results. Model 1 and
2 presents the results for the cross-region ratio while Model 3 and 4 presents the results
for the cross-region deal volume. The cross-region deal volume for each region pair j,i
(j#1) in year t is equal to the total number of deals in which the acquirer is from region
j and the target is from region i. The cross-region ratio for a pair j,i in year t is equal
to the cross-region deal volume divided by the total number of domestic deals in which

the target is from region i. In model 5, I present the results from the OLS regression.

My results support the findings of Ahern et al. (2015). Cultural distance, mainly
trust distance, and geographical distance are negatively correlated with cross-regional
deal volumes. Acquirers are more likely to come from regions producing bigger economic
output. In model 4, one ¢ increase in the management difference is associated with a
0.61 o increase in the cross-regional deal volume. Hence, I confirm the results of the
country level analysis by showing that the same relationship between the management

quality differences and the acquisition flows holds in domestic deals in the USA.

4 Deal Level Analysis

The results at the country-pair level provide strong evidence that cross-border acqui-
sitions flow from countries with better management practices to countries with worse
management practices on average. In this section, I provide more evidence at the deal
level regarding the direction of M&A flows, and investigate several other outcome vari-
ables such as merger gains, post merger success and manager job spells. As explained
in the data section, I match the deal firms to World Management Survey firms based
on their country, industry and size, then I assign the management score of the closest

WMS firm to the deal firm. Summary statistics of the deal firms are given in Panel C
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of Table 3. The distribution of the management score difference at the deal level shows
that acquirers are expected to have better management practices than targets. More-
over, results of a simple t-test show that the management score difference between the

acquirer and the target is significantly positive at the 1% statistical significance level.

4.1 Deal Level Selection

I investigate at the deal level whether difference in management quality is associated
with the participation of firms in cross-border acquisitions. In this analysis I investigate
whether the results from aggregate level analysis is supported at the deal level after

controlling for firm characteristics, as well as country and industry characteristics.

I follow Fresard et al (2017) and create an artificial sample that comprises all possi-
ble and actual transactions constructed from all firms participating in the cross-border
transactions. I pair each acquirer that acquired a firm in an industry, let’s say “321”(US
SIC 3 digit), in year t to each target in the same industry (321) and year t. The rationale
behind the pairing is that conditional on participating in a cross-border transaction, an
acquirer (target) could have found it more valuable to acquire (be acquired by) other
targets (acquirers) in the same industry. To control for firm characteristics I keep the
deals in which I have accounting data on the acquirer and target. As a result of the pair-
ing, I get 108,362 distinct acquirer-target pairs with 6,233 of these pairs corresponding
to actual cross-border acquisitions. Using this sample, I estimate both probit and linear
probability models to measure the probability of observing an actual transaction as a
function of the management difference. The dependent variable is a dummy variable
that is equal to 1 if a given pair of firms (acquirer-target) pair up in an actual transac-
tion and 0 otherwise. I control for acquirer and target firm characteristics (listing status,

cash to assets, debt to assets, relative size and return on assets), country-pair variables
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from Table 5, as well as industry, country and year fixed effects.

Table 8 presents the regression results from probit and linear probability models.
The results are consistent with the earlier findings. Transactions are more likely to hap-
pen when the management difference between the acquirer and the target is large. The
marginal effect of the management difference on the probability of deal is 2% in model
2. Although the coefficients seem small, the relationship between the management dif-
ference and deal probability stays significant even after including the full set of controls.
The results so far support the proposition that management capital is a strategically
important intangible asset for acquirers, who pick targets in cross-border acquisitions
with the intention to create value by deploying their mobile management capital on the

assets of the target.

4.2 Bid Premia

In this section, I investigate if the acquisition premia paid to the target is related to
the management quality difference across firms. As discussed earlier, the internalization
theory implies that cross-border acquisitions should be realized when expected gains from
controlling target’s assets and utilizing acquirer’s mobile assets is positive. Acquirers
proceed cross-border deals if they expect to create value at the target through changes
that would increase productivity of the target. As a result, I would expect the bid premia
to be positively correlated with the management distance. The earlier results showed
that cross-border acquisitions are not randomly assigned. On the contrary, several factors
affect the probability of a deal actually happening. I account for the selection bias in
acquisitions by running a two-stage Heckman model. Firstly, I run a probit model using
the country-pair control variables from Table 5. In the probit analysis, the dependent

variable equals to one if there is at least one cross-border deal between the acquirer
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nation and the target nation in year t, otherwise the dependent variable is set to zero.
For each country pair, I calculate the predicted probability of a cross-border acquisition
using the probit model. Then I calculate an inverse Mill’s ratio using the predicted
probabilities and include this inverse Mill’s ratio in the bid premia regressions to deal
with selection bias. Like Ahern et al. (2015), I use double tax treaties and bilateral
investment treaties as instruments for the likelihood of cross-border acquisitions and
exclude them from bid premia regressions. These treaties act as gateways to inhibit the
incidence of acquisitions, however they less likely have a direct effect on the acquisition

gains. These treaties are signed usually for political reasons.

Following earlier studies, I calculate the bid premia to proxy for acquisition gains.'®

I calculate the bid premia using the price acquirer offered relative to the target's stock
price 10 days prior to deal announcements. As shown in the summary statistics table,

average bid premia is 43.5%.

Table 9 presents the results of the analysis of bid premia. As we expected, man-
agement difference is positively associated with the bid premia paid to the target by
the acquirer. The results are economically and statistically significant after controlling
for a full set of factors that could affect the acquisition gains. One ¢ increase in the
management difference (0.7) is associated with a 29 percentage point or 0.35 o increase
in the bid premia in model 2. Similarly, one ¢ increase in the management distance is
associated with a 7 percentage point or 0.09 ¢ increase in the bid premia in model 4.
The corresponding OLS estimates without the Heckman correction are also statistically
significant and similar in magnitude. I also test the prediction of the management as
design perspective for the bid premia but do not present it here to save space. The MAD
model predicts that the bid premia should be significantly negatively related to the ab-

solute management difference but I find that the relation is insignificant. In conclusion,

16 See Betton et al 2008 for a detailed survey of the corporate takeover studies.
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targets receive a higher bid premia from the acquirers with better management practices

that might create more value through improving target’s management practices.

4.3 Manager Job Spells

As discussed in the introduction, the management as a technology (MAT) approach
views some management practices as better than others for firms in a wide range of
environments. For instance, promoting hardworking and competent employees to senior
positions, demoting incompetent employees are management practices that should be
beneficial to most businesses. The majority of the 18 questions in the World Management
Survey are reserved for human resource practices such as finding talents for the firm,
making room for the talents in the firm, developing talents, creating a high performance
culture, performance tracking, performance review and goal setting. As a result, firms
with higher management scores have better human resource practices and are better
at choosing and making proper use of the right employees. Consequently, in cross-
border deals we would expect the management difference to be positively associated
with manager turnover at the target firm after deal completion. To shed light on this

relationship, I investigate manager job spells at the target firm post-acquisition.

I have historical records of the managers and board members of European firms. 1
get this information from the historical discs of BvD Amadeus database for my sample
period. I know the starting and exiting years of managers with their titles. I have
manager characteristics only for the latest years, therefore I cannot include them in my
analysis. I conduct this analysis at the manager level. I investigate the members of
the top management team who has been working at the target firms since t-1, one year
prior to acquisition completion year, or since earlier. Among these managers, I identify

ones who quit their job before year t+2, so this subset of managers quit their job (or
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forced to leave) at the deal completion year t or t+1. This subset of managers make my
treatment set. My control sample includes all managers who have been employed at the

target firm since t-1 and still work at the target by the end of year t+2.

Table 10 presents the results of manager job spells analysis. Managers at the target
firms are more likely to quit their job if the acquirer firm has better management prac-
tices. Although the coefficients are small, the relationship stays significant in most of
the models even after controlling for various factors. The marginal effect of management
score difference in model 2 is 3.3% which is close to the coefficient in the OLS estimation,
model 6. However, I do not find an effect for the CEO job spells. This may be due to
small sample size or that acquirers prefer to keep target CEOs while making necessary

improvements at the target firms.

4.4 Acquisition Success - Divestiture of the Target

In the last section of deal-level analysis, I investigate how the divestiture of an acquired
target is related to the management quality difference between deal firms. Kaplan and
Weisbach (1992) investigate a sample of acquisitions completed between 1971 and 1982,
and find that acquirers divested 44% of the target firms by the end of 1989. Moreover, by
relating the initial stock market reactions of the acquisitions to subsequent divestitures,
they conclude that 34% to 50% of the divestitures were value destroying. Returning
to the hypothesis for the drivers of cross-border acquisitions, one would like to know
how the difference in the quality of management is related to ultimate deal success.
Acquirers buy targets with the expectation to increase productivity and create value by
utilizing intangible and tangible assets in the most productive ways possible. The greater
the management difference, the more value can potentially be created from management

practice improvements. I would not expect acquirers to divest targets in a short period of
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time unless the acquisition is unsuccessful or they receive a high offer price for the target.
As a result, I would expect the probability of divestiture to be negatively correlated with

the management quality difference.

To answer this question, I identify all the targets that are divested after the deal
completion. I define a target as divested if more than 50% of the target shares are sold
to another firm. If global ultimate owners of the new and old acquirers are the same
firm, I do not identify this sale as a divestiture. Following Kaplan and Weisbach (1992),
I compare the sale value of the divestiture deflated by the world index with the initial
purchase price and find that 55% of the divestitures are value destroying. One drawback
of this analysis is that I do not observe the interim cash flows between the purchase and

resale of the target by the acquirer.

Table 11 presents the estimates from the divestiture analysis. To account for the
right-censoring of more recent deals, I employ a Cox proportional hazard model to esti-
mate the likelihood of divestitures. Consistent with the hypothesis above, the probability
of divestiture is negatively correlated with the management difference. Target firms are
less likely to be sold if the acquirer has superior management practices. If management
difference increases by one o (0.8), then the divestiture probability decreases approxi-
mately by 15% in model 5 and 48% in model 6.7 To conclude, acquirers with better
management practices are less likely to divest targets consistent with acquirers with
better management practices being more successful at integrating targets and realizing

expected gains from the acquisitions.

17 Proportional-hazards assumption necessary for the Cox Model is satisfied graphically and also nu-
merically on the basis of Schoenfeld residuals.

32



5 Conclusion

This paper investigates the role of management quality on the cross-border acquisition
activities and outcomes. I show that differences in the quality of management practices
matter for explaining the deal flow, direction, selection and value creation of cross-border
acquisitions. Moreover, I show that differences in the quality of management practices
are important in explaining manager job spells and divestitures of the targets in cross-
border mergers and acquisitions. My study relates to the growing literature on how
management practices affect firm performance and country level productivity and on

the determinants of cross-border acquisitions.

I find that cross-border deal volumes are positively associated with the management
quality differences across countries and firms. Countries and firms with better manage-
ment practices are more likely to be acquirers in cross-border acquisitions. Acquirers
pay a higher premia to the targets as the difference in management quality across firms
increases. Managers of the target firm are more likely to quit if the target is acquired
by a firm that has higher management quality. In addition, target firms are less likely

to be divested post acquisition when acquirer firms have better management practices.

My results shed light on two competing views in modeling management: “best prac-
tice” upon which MAT model is based on, and “contingency view” upon which Design
model is based on. My results provide support for the predictions of the best practice
view. The MAT model combined with the internalization theory of international ex-
pansion helps to explain the role of management in cross-border M&A transactions. In
conclusion, management as a strategic intangible asset plays an important role in the

cross-border acquisition plans, activities and outcomes.
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Figure 4: Average management score difference by year including all sample deals.
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Table 2: Average Management Scores of the Countries and the Shares in Cross-Border

Deals

Column 1: No of deals as acquirer (Mfg); column 2: No of deals as acquirer as a % of total cross-border deals
(Mfg); column 3: No of deals as acquirer; column 4: No of deals as acquirer as a % of total cross-border deals;
column 5: No of deals as target (Mfg); column 6: No of deals as target as a % of total cross-border deals (Mfg);
column 7: No of deals as target; column 8: No of deals as target as a % of total cross-border deals; column 9:
Target ratio (ratio of number of deals in which a country is target to total number of deals in which a country is
either target or acquirer); column 10: Management score

CountryCode 1 2 3 4 5 6 7 8 9 10
us 3449  31.3% 10819 31.7% 2179 19.8% 7023  20.6% 39.4% 3.45
JpP 840 7.6% 1789 5.2% 160 1.5% 412 1.2% 18.7% 3.38
AU 173 1.6% 1167 3.4% 281 2.6% 1432 42%  55.1% 3.34
DE 1051 9.5% 2264 6.6% 1079 9.8% 2646 7.8%  53.9% 3.33
CA 737 6.7% 3567  10.5% 760 6.9% 2889 8.5%  44.7%  3.30
SE 557 5.1% 1191 3.5% 232 2.1% 786 2.3%  39.8% 3.29
GB 1083 9.8% 4862 14.3% 1307 11.9% 4986 14.6% 50.6% 3.18
FR 900 8.2% 2750 8.1% 736 6.7% 1943 5.7%  41.4%  3.13
SG 165 1.5% 588 1.7% 74 0.7% 419 1.2%  41.6%  3.09
1T 495 4.5% 964 2.8% 520 4.7% 1238 3.6%  56.2%  3.08
PT 56 0.5% 160 0.5% 107 1.0% 313 0.9% 66.2% 3.00
ES 323 2.9% 994 2.9% 387 3.5% 1239 3.6%  55.5% 2.93
NZ 83 0.8% 234 0.7% 87 0.8% 468 1.4%  66.7% 2.93
MX 90 0.8% 182 0.5% 272 2.5% 720 21%  79.8% 2.93
CL 28 0.3% 100 0.3% 71 0.6% 380 1.1% 792% 2.86
CO 21 0.2% 52 0.2% 55 0.5% 247 0.7%  82.6% 2.83
GR 48 0.4% 101 0.3% 20 0.2% 88 0.3%  46.6%  2.82
PL 43 0.4% 92 0.3% 177 1.6% 463 1.4% 83.4% 2.82
IN 278 2.5% 799 2.3% 490 4.4% 1284 3.8% 61.6% 2.80
BR 93 0.8% 179 0.5% 469 4.3% 1210 3.6%  87.1% 2.77
CN 195 1.8% 341 1.0% 1210 11.0% 2601 7.6%  88.4% 2.75
1E 258 2.3% 790 2.3% 114 1.0% 591 1.7%  428% 2.73
TR 30 0.3% 55 0.2% 116 1.1% 307 0.9%  84.8% 2.73
AR 16 0.1% 41 0.1% 109 1.0% 396 1.2%  90.6%  2.69

Total Cross- 11012 34081 11012 34081

Border Deals
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Table 3: Summary Statistics

This table presents counts, means, medians, standard deviations, mins and max for each variable. Observations are at the
country-year level in Panel A, the country-pair-year level in Panel B, and deal-level in Panel C. All variables are defined
in Appendix.

Count Mean Median Standard Min Max
deviation
Panel A: Country-Level Variables
Management score 24 3.01 2.93 0.24 2.69 3.45
Trust 24 1.69 1.70 0.15 1.34 1.92
Individualism 24 5.28 5.37 0.55 4.26 6.26
Belief in competition 24 3.96 3.94 0.46 3.25 4.90
Governance index 360 0.82 1.15 0.77 -0.67 1.87
Opennes 360 0.70 0.55 0.69 0.16 4.02
log GDP per capita 360 9.92 10.37 0.98 6.67 11.09
GDP growth 360 0.03 0.03 0.04 -0.11 0.26
Credit to private non-fin sector 360 1.26 1.34 0.64 0.17 3.24
Real stock market return 360 0.08 0.05 0.31 -1.55 1.82
Panel B: Country-Pair Level Variables
Cross-Border deal volume 8,280 4.16 0.00 14.83 0.00 230.00
Cross-Border deal volume (mfg) 8,280 1.35 0.00 4.55 0.00 60.00
Cross-Border ratio 8,280 0.01 0.00 0.04 0.00 0.50
Cross-Border ratio (mfg) 8,280 0.02 0.00 0.05 0.00 1.00
A Management 8,280 0.00 0.00 0.34 -0.75 0.75
Absolute (A management) 8,280 0.28 0.24 0.20 0.00 0.75
Absolute (A trust) 8,280 0.17 0.15 0.12 0.00 0.58
Absolute (A individualism) 8,280 0.62 0.54 0.46 0.01 2.01
Absolute (A belief in competition) 8,280 0.53 0.49 0.37 0.00 1.65
Same religion 8,280 0.36 0.00 0.48 0.00 1.00
Same language 8,280 0.12 0.00 0.32 0.00 1.00
A Governance index 8,280 0.00 0.00 1.11 -2.45 2.45
Same legal system 8,280 0.35 0.00 0.48 0.00 1.00
log Distance 8,280 8.78 9.07 0.87 5.84 9.88
Share border 8,280 0.05 0.00 0.21 0.00 1.00
Bilateral trade 8,280 0.03 0.01 0.07 0.00 0.89
A Openness 8,280 0.00 0.00 0.99 -3.81 3.81
Double tax treaty 8,280 0.76 1.00 0.43 0.00 1.00
A log GDP per capita 8,280 0.00 0.00 1.41 -4.07 4.07
A GDP growth 8,280 0.00 0.00 0.05 -0.30 0.30
A Credit to private non-fin sector 8,280 0.00 0.00 0.91 -3.06 3.06
A Real stock market return 8,280 0.00 0.00 0.34 -1.96 1.96
Real exchange rate return 8,280 0.01 0.00 0.16 -0.70 2.31
Exchange rate volatility 8,280 0.03 0.03 0.02 0.00 0.19
Panel C: Deal Level Variables Count Mean Median Standard Min Max P5 P25 P75
deviation
Acquirer management score 15,274 3.16 3.17 0.55 1.22 4.78 2.25 2.78 3.50
Target management score 15,274 2.88 2.89 0.58 1.06 4.78 1.78 2.56 3.22
A Management 15,274 0.29 0.28 0.79 -2.92 3.09 -1.00 -0.22 0.79
log Deal value 6,802 17.29 17.25 2.08 5.67 24.98 13.99 16.01 18.60
Cash payment 15,274 0.22 0.00 0.41 0.00 1.00 0.00 0.00 0.00
Stock payment 15,274 0.05 0.00 0.22 0.00 1.00 0.00 0.00 0.00
Same industry 15,274 0.43 0.00 0.50 0.00 1.00 0.00 0.00 1.00
Acquirer’s initial stake 14,444 4.73 0.00 16.37 0.00 99.87 0.00 0.00 0.00
Acquirer’s final stake 14,596 96.81 100.00 10.79 50.00 100.00 67.00 100.00 100.00
Aquirer cash to assets 11,708 0.15 0.09 0.17 0.00 0.89 0.00 0.04 0.19
Target cash to assets 9,080 0.17 0.09 0.21 0.00 1.00 0.00 0.02 0.24
Aquirer debt to assets 11,952 0.58 0.57 0.31 0.02 2.46 0.15 0.41 0.71
Target debt to assets 9,557 0.72 0.64 0.67 0.00 5.56 0.11 0.42 0.86
Acquirer ROA 11,671 0.02 0.07 0.32 -2.56 0.42 -0.27 0.02 0.11
Target ROA 8,151 -0.03 0.04 0.58 -3.97 1.26 -0.74 -0.05 0.15
Relative size 7,701 15190.99 40.24 125731.20 0.02 1218934.00 0.84 8.09 229.47
Aquirer average employee number 13,045 17843.86 1870.00 53787.66 0.00 1939667.00 11.73 237.31 10480.00
Target average employee number 11,910 408.49 57.67 2160.21 0.00 77225.00 3.00 18.07 179.70
Bid premium 646 0.44 0.25 0.78 -0.38 5.90 -0.04 0.11 0.49

41



Table 4: Management Quality and the Direction of Cross-Border Acquisitions

This table presents the estimates of Tobit and Fractional Logit regressions of the pair-level target ratio on manage-
ment score difference. For a country pair, management score difference equals to acquirer nation’s management
score minus target nation’s management score. For every country-pair j and i (j#i) in year t over the 2001-2015
period, dependent variable pair-level target ratio is the proportion of cross-border deals in which the acquirer is
from country j and the target is from country i to all cross-border deals between j and i in year t. If there is not
any cross-border deals between country j and country i in a year, I drop that country-pair-year observation from
the analysis. I repeat this analysis also with ordinary least squares (OLS) estimator and get identical results.
All estimators yield similar estimates for the relationship between the management quality and the direction of
cross-border acquisitions. Here I focus on the tobit and fractional logit results because these models are more
appropriate when the dependent variable is bounded between 0 and 1. Standard errors are clustered at the
acquirer-target country-pair level and reported in parentheses. Significance at the 10%, 5%, and 1% is indicated
by *, ** and *** respectively.

Pair-Level Target Ratio

Tobit Tobit Fractional Logit  Fractional Logit
(1) (2) (3) (4)
A Management 1.038%**  1.669*** 2.763*** 5.371%**
(0.067) (0.335) (0.069) (1.269)
constant 0.500%*** 0.500 -0.000 -0.000
(0.019) (0.337) (0.022) (1.299)
Acquirer Country x Year FE No Yes No Yes
Target Country x Year FE No Yes No Yes
N 5160 5160 5160 5160
Pseudo R-squared 0.15 0.44 0.15 0.33
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Table 6: Management Quality Difference and the Cross-Border Ratio

The table shows estimates from panel regressions of majority cross-border acquisitions by country-pair-year (equa-
tion (1) in the text) using the PPML estimator proposed by Silva and Tenreyro (2006). The dependent variable is
the annual cross-border ratio for each country pair over the 2001—2015 period —the total number of cross-border
acquisitions in year t in which the acquirer is from country j and the target is from country i (j#i) as a proportion
A indicates the difference between
the acquirer nation and the target nation for a variable. The variable of interest A Management indicates the
difference in management quality between the acquirer and the target country. Definitions of all variables are given
in Appendix A. Standard errors are clustered at the acquirer-target country-pair level and reported in parentheses.
Significance at the 10%, 5%, and 1% is indicated by *, ** and *** respectively.

of all domestic and cross-border acquisitions in target country i in year t.

C-B ratio (Mfg) C-B ratio (Mfg) C-B ratio C-B ratio
PPML PPML PPML PPML
(1) (2) (3) (4)
A Management 2.479*** 4.267F** 2.462%** 6.117%*%*
(0.263) (0.835) (0.254) (0.844)
Absolute (A trust) -0.661 -2.692%** -0.866 -1.896%**
(0.652) (0.618) (0.589) (0.623)
Absolute (A individualism) -0.179 -0.191* -0.212 -0.084
(0.149) (0.106) (0.140) (0.097)
Absolute (A belief in competition) 0.395%** 0.286** 0.165 0.156
(0.195) (0.139) (0.187) (0.116)
A Governance index -0.170 -1.145% -0.082 1.421%%%
(0.115) (0.620) (0.117) (0.329)
Bilateral trade 3.413*** 0.037 2.860%** -0.131
(0.456) (0.391) (0.434) (0.392)
A Openness -0.148%** 0.031 0.221%** 1.046%**
(0.056) (0.175) (0.053) (0.156)
log Distance -0.345%** -0.744%** 0.420%** -0.801%**
(0.064) (0.075) (0.061) (0.072)
Share border -0.300 0.240 -0.395 0.019
(0.296) (0.173) (0.252) (0.155)
Same legal system 0.295* 0.442%** 0.086 0.335%**
(0.171) (0.118) (0.163) (0.104)
Same religion 0.196 0.185* 0.276%* 0.286%**
(0.126) (0.103) (0.125) (0.091)
Same language 0.408** 0.456%** 0.927*** 0.874%**
(0.192) (0.165) (0.171) (0.148)
Double tax treaty 0.283 0.395%** 0.097 0.393%**
(0.217) (0.147) (0.158) (0.106)
A log GDP per capita 0.063 0.316 0.194** 0.827***
(0.079) (0.491) (0.082) (0.218)
A GDP growth 1.951% 2.782%**
(1.162) (0.834)
A Credit to private non-fin sector 0.242%** 0.900%** 0.316%** 0.911%**
(0.070) (0.223) (0.066) (0.154)
A Real stock market return 0.128 -0.345 0.003 0.340
(0.094) (0.509) (0.115) (0.401)
Real exchange rate return 0.270* -3.764 0.341%** -0.151
(0.158) (2.855) (0.121) (1.267)
Exchange rate volatility -1.169 7.900* -2.670 -2.299
(2.424) (4.723) (1.999) (3.539)
constant -2.255%** 0.014 1.546%** 1.437%*
(0.634) (0.749) (0.596) (0.721)
Acquirer Country x Year FE No Yes No Yes
Target Country x Year FE No Yes No Yes
N 8257 7577 8280 8165
Pseudo R-squared 0.36 0.62 0.48 0.74
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Table 7: Regional Analysis in the USA

The table shows estimates from panel regressions of majority cross-regional acquisitions by region-pair-year in the
USA using the PPML estimator proposed by Silva and Tenreyro (2006). Additionally, estimates from the OLS
estimator is given in columns 5. The dependent variables are the annual cross-region deal volume and the annual
cross-region ratio for each region pair over the 2001—2015 period. Cross-region deal volume for each region pair
j,1 (j#1) in year t equals to total number of deals in which the acquirer is from region j and the target is from region
i. Cross-region ratio for each pair j,i in year t equals to cross-region deal volume divided by the total number of
domestic deals in which the target is from region i. A indicates the difference between the acquirer region and
the target region for a variable. The variable of interest A Management indicates the difference in management
quality between the acquirer and the target region. Definitions of all variables are given in Appendix A. Standard
errors are clustered at the acquirer-target region-pair level and reported in parentheses. Significance at the 10%,
5%, and 1% is indicated by *, ** and *** respectively.

C-Rratio C-Rratio C-R deal volume C-R deal volume log(C-R deal volume)

PPML PPML PPML PPML OLS
(1) 2) 3) (4) (5)
A Management -0.264 1.554%%* 0.033 3.994%** 5.266%**
(0.299) (0.535) (0.553) (0.619) (0.768)
Absolute (A trust) -4.359*%*F*F  _3.036%** -8.726%** -2.342%* -3.259%**
(0.828) (0.586) (1.497) (0.939) (0.824)
Absolute (A individualism) 0.903%** 0.397 1.798%** 0.292 0.247
(0.344) (0.264) (0.636) (0.226) (0.463)
Absolute (A belief in competition) 0.096 -0.182 0.978* -0.031 -0.660*
(0.283) (0.234) (0.546) (0.203) (0.354)
log Distance -0.197FFF  _0.187*** -0.235%** -0.184*** -0.175%**
(0.019) (0.012) (0.045) (0.012) (0.018)
Share border 0.174%* 0.184*** 0.048 0.140%** 0.245%**
(0.072) (0.039) (0.121) (0.046) (0.037)
A log GDP 0.449%** 0.768%** 0.012 0.937%** 0.964%**
(0.067) (0.147) (0.107) (0.200) (0.208)
A log GDP per capita 0.142 0.309 -0.087 -0.347 -0.260
(0.244) (0.285) (0.420) (0.315) (0.388)
constant -1.164%F%  _1.561*** 4.819%** 3.210%** 2.883%**
(0.106) (0.130) (0.284) (0.161) (0.212)
Acquirer Region x Year FE No Yes No Yes Yes
Target Region x Year FE No Yes No Yes Yes
N 1215 1215 1215 1215 1212
Pseudo R-squared 0.84 0.93 0.49 0.97
R-squared 0.92
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Table 9: Bid Premia

The table presents estimates from OLS regressions on the premiums paid to targets by acquirers. I compute the
bid premia using the price acquirer offered relative to the target's stock price 10 days prior to deal announcements.
Estimations include the country-pair controls used in the baseline gravity model estimations in Table 5. Moreover,
estimations include acquirer and target characteristics (listing status, cash to assets, debt to assets, relative size,
return on assets, previous year stock return), deal-level controls (log deal value, cash payment, stock payment,
same industry, acquirer’s initial stake, acquirer’s final stake), as well as industry, country and year fixed effects. A
self-selection variable, inverse Mills ratio, is computed and included in all regressions to mitigate the selection bias.
A constant is included in each specification but not reported in the table. The variable of interest A Management
indicates the difference in management quality between the acquirer and the target firm. Definitions of all variables
are given in Appendix A. Standard errors are clustered at the acquirer-target country-pair level and reported in
parentheses. Significance at the 10%, 5%, and 1% is indicated by *, ** and *** respectively.

Bid Premia (Mfg) Bid Premia (Mfg) Bid Premia Bid Premia

OLS OLS OLS OLS
(1) (2) (3) (4)
A Management 0.222%* 0.413** 0.095** 0.095**
(0.110) (0.204) (0.040) (0.046)
Acquirer Controls No Yes No Yes
Target Controls No Yes No Yes
Deal Controls No Yes No Yes
Country-Pair Controls Yes Yes Yes Yes
Acquirer Country FE Yes Yes Yes Yes
Target Country FE Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
Acquirer Industry FE No Yes No Yes
Target Industry FE No Yes No Yes
N 244 143 646 412
R-squared 0.38 0.84 0.28 0.61
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Appendices

Appendix A: Definition of the Variables
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