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Abstract: M&As have been regarded significantly as an alternative entry mode in facilitating firms’
internalization strategy. Limited studies uncover the integrative role of M&As on the firms’ financial
performance from various market perspectives. This study explores the relationship between M&As
and their financial outcomes from developed and emerging markets. It provides evidence that
internalization through M&As has a significant impact on the aggregate market value in both
developed and emerging markets, and emerging markets can learn from the varying impact of
innovation activities on financial performance in developed markets. This study provides location
and time selection strategies for multinational firms seeking cross-border M&As.
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1. Introduction

Recent studies on mergers and acquisitions (M&As) activities have abundantly ex-
plored their impact on marketing through market share [1], economic growth [2], re-
search and development (R&D) intensity and growth [3], innovation [4,5], and operating
performance [4]. However, while the vast amount of literature discusses the significance
of such causal relationships as well as the extent to which M&A plays a critical role in the
growth and expansion strategy, its insight on internalization strategy with respect to the
level of economic development is limited.

Internalization is regarded as a strategic decision that fundamentally affects the in-
volved firms and their internal and external operations [5]. Specifically, M&A activity
has been significantly regarded as an alternative entry mode to the facilitation of firms’
internalization strategy [6]. It has gained further attention in human resource management
as well for its enablement of strengthening ties between firms through the integration of
greater strategic and operational agility [7].

Specifically, in periods of disruption such as those caused by COVID-19, the need for
a resilient and agile collaborative network is stronger than ever. An internalization strategy
for market growth and expansion is attenuated by firms to enhance the collaborative and
creative business environment. To that end, this study aims to explore the following: (1) the
impact of M&A transactions on financial performance differing by the level of economic
development; and (2) the pattern in the relationship between M&A transactions and finan-
cial performance with information (time)-lag perspectives. In addition to M&A activities,
various internalization indicators of innovation activities are incorporated to examine their
impact on aggregate market value according to the level of economic development. In
parallel, in focusing on the M&A activity, this study will provide insights on location and
time selection for multinational firms seeking cross-border M&A opportunities as part of
the internalization strategy for sustainable growth.

The implementation of internalization strategies not only enables the target firm to
benefit from the merger, but also allows its country to be the beneficiary. Firms often make
location-specific decisions prior to merging, acquiring, or even setting up new plants and
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divisions abroad [8–10]. These decisions can lead to a significant economic impact on
recipient locations [6].

This study contributes to the existing literature on innovation and internalization
strategies in three ways. First, this study identifies the managerial benefit of including
M&A activities as variables affecting economic performance. By validating the importance
of M&A activities in improving financial performance at a county level, firms can strate-
gically consider foreign private and/or public targets for strategic investments. Second,
this study provides market-specific insights for investment-planning decisions. While
M&A activities mainly affect financial performance for both the developed and emerging
markets, their degree of impact differs depending on innovation capacities. Third, the
time perspective in strategic investment planning is incorporated, based on each market’s
time-lag characteristics. As a result, this study offers practical implications to strategic
investors who need to understand the time-lag perspective of the relationship between
M&A activities and aggregate market values by the level of economic development.

The rest of the paper is structured in the following manner. Section 2 provides a
literature background on M&A-driven perspectives of internalization and location selection
studies. Research design, data, and empirical results are described in Section 3. The study’s
findings and its managerial benefits are discussed, and suggestions for future research are
provided in Sections 4 and 5, respectively.

2. Literature Review
2.1. M&A-Driven Internalization and the Location Selection

Internalization has become the key to a firm’s growth through external opportunities [6].
Firms cannot gain a competitive advantage with internal capabilities alone (i.e., R&D activ-
ities), and may suffer from escalating costs and the speed and complexity of technology
developments without external advancement opportunities [11,12]. Among various opera-
tional activities for internalization, M&A transactions have gained attention as a prominent
mode in facilitating internalization strategies.

Investment through M&A is considered an efficient gain of assets that are already
established [13]. Through transactions, the acquiring firm is able to gain the target firm’s
resources, including its knowledge base, technology, human resources, and even the new
market entry advantage in a local country [14]. Target firms also benefit from the transaction
by gaining an opportunity to improve productivity while maximizing the return of the
firm’s human and technological capital [5]. These studies agree with Guadalupe et al.’s [8]
finding that involved firms increase technology adoption as a result of newly acquired
access to a larger market. Consequently, the pertinent role of M&A transactions in value
creation processes has gained a general consensus among various disciplines such as
economics, marketing, and technology management [15–17]. M&A activities are often
perceived as firms’ innovative efforts in unifying technology, and a common strategic
approach to improve market shares [18].

However, external growth via M&A activities requires effort in making strategic deci-
sions related to affiliating with firms in a new location or setting up entirely new production
plants overseas [6]. For example, foreign investments offer a means to strengthen a spe-
cialization in the core business. In the UK context, a foreign presence leads to a positive
impact on service employment [10]; in the Spanish context, manufacturing firms expect to
increase process innovation and product innovation by acquiring foreign technologies [8].
These studies collectively imply that the selection of locations, regions, and countries has
become pertinent to obtaining an enabling environment for business sustainability and
opportunities to attract global investments over time. Moreover, the degree of impact of
international acquisitions for the firms from the emerging countries has been investigated
for its asymmetric outcomes compared to the firms from the developed countries [19]. By
addressing the trend of international acquisitions or M&As and their outcomes in various
countries, this study aims to fill the research gap in innovation-driven internalization
strategies and their outcomes in emerging and developed markets.
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The advantage of strategic M&A based on a location includes various positive effects
by transferring a firm’s “routines, resources, and capabilities” and ultimately creating
synergies [20]. While prior studies largely contribute to the understanding of the location
choice for foreign investment, and its impact on economic growth and innovation, few
studies focus on multi-country cases [6]. To that end, this study attempts to distinguish
between the differences in financial performance caused by varying efforts in economic
growth and innovation.

2.2. M&A Activities from an International Economics Perspective

The studies on M&A growth mainly take two perspectives: (i) neoclassical theory
concerning the driver of M&A activities, and (ii) endogenous growth theory concerning
the impact of M&A activities [21]. This study adopts the latter stream to advance an under-
standing of the contingent effect of M&A activities based on the uncertainty of economic
policy and the environment. For example, Christou and Gupta [22] recently investigated the
role of economic policy uncertainty in ten OECD (Organization for Economic Co-operation
and Development) countries and highlighted the importance of pooling information prior
to forecasting market performance based on a measure of economic uncertainty. They also
noted the need for an investigation of the distinct characteristics of developing regions
such as BRICS (Brazil, Russia, India, China, and South Africa). In this regard, the potential
for the varying impact of M&A activities among countries must be explored for a strategic
international expansion.

A large number of foreign direct investment (FDI) studies find location choice to be an
important driver of international business activities [23]. Wilson and Vencatachellum [24]
noted that M&As contribute to the expansion of FDI in developed countries, and that policy
makers should strengthen and improve the efficiency of the domestic financial market
for an overall improvement in the economic growth rate. Similarly, Kinateder et al. [25]
found that firms from BRICS and other emerging economies strive to internalize resources
by combining country-specific advantages (i.e., domestic endowments) and firm-specific
advantages (i.e., own operational capabilities) [25,26]. These trends have led to designing
strategic economic policies and mitigating uncertainty to attract foreign investments such
as cross-border M&A opportunities.

For example, Yilmaz and Tanyeri [27] found that while M&A delivers value for
both the target and acquirer shareholders, its abnormal returns are higher in developed
countries than in emerging markets. The authors note that such differences may be due
to the differences in market efficiency, which are dependent on differences in the legal
environment and/or political and economic uncertainty. The shareholder expectation of
returns from M&A activities differs between developed and emerging countries mainly
due to the stability of the firms’ internalization approaches, supported by its rooted country
economy [19].

Moreover, existing studies indicated that internalization strategies differ between
developing and developed countries [19]. Bertrand and Zuniga [28] found that the signifi-
cance of M&A activity on innovation performance may differ for OECD countries. Guillén
and Garcia-Canal [29] found that while traditional multinational firms from developed
countries tend to take an incremental internalization approach, emerging country firms
“expand globally with a dizzying pace.” Consequently, the effect of M&A is predicted to
be conditional on the economic environment of the merging firms [30]. Thus, this study
aims to investigate the relationship between M&A activities and their expected return or
performance, particularly among developed and developing countries.

3. Research Design, Data, and Empirical Results
3.1. Research Design
3.1.1. M&A Theory and Research Hypotheses

This study is based on an M&A’s endogenous growth theory that concerns the impact
of M&A activities on economic growth. An endogenous growth theory argues that eco-
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nomic growth is generated from within a system as a direct result of internal processes. An
M&A activity is one of the innovation-driven internalization processes of a company.

A company can either grow through the internal investment such as creating new
capital or grow externally through the M&A, which has become a very common growth
strategy by a company. In the USA, the M&A expenditures have averaged around 5% of
the annual GDP in the last few decades [31], and M&A transactions and deal value have
gone beyond previous heights in 2021. Accordingly, the M&A activity is not only important
at the firm level, but also significant at the aggregate level.

This study is primarily interested in the relationship between M&A activities and
their financial outcomes from the dual perspectives of developed and emerging markets.
The main research question is “Do M&A activities affect aggregate market value? If so,
does it depend on the level of economic development?”. Based on the above theory, it
is expected that M&A activities have a significant effect on the aggregate market value
through two channels: market capitalization and total enterprise value. Therefore, this
study proposes the following hypotheses and explores the impact of M&A activities on the
aggregate market value differing by the level of economic development.

H1: M&A activities are positively related to aggregate market values.

In addition to the M&A activities, this study considers three innovation-driven inter-
nalization indicators: gross domestic expenditure on R&D, the number of patents, and the
global innovation index. The related hypotheses are as follows.

H2: The gross domestic expenditure on R&D is positively related to aggregate market values.

H3: The number of patents is positively related to aggregate market values.

H4: The global innovation index is positively related to aggregate market values.

3.1.2. Correlation Analysis between M&A Transactions and Aggregate Market Value

This study focuses on M&A activity among innovation-driven internalization efforts
by companies. First, a two-sided t-test is conducted to examine the significance of the
relationship between M&A activities and two financial values by the level of economic
development. The economic development level is classified with developed and emerging
markets. The links between M&A activities and two financial values of all publicly traded
companies in 10 countries associated with two economies are examined to identify how the
effects of M&A differ by country. In particular, the M&A values employed include the total
number and transaction value of M&As in the last 10 years (2009–2018) in each country.
For the aggregate market value for each country, the market capitalization (MC) and total
enterprise value (TEV) of all publicly traded companies in each country are evaluated. To
test the significance of the relationships (Hypothesis H1), the following null hypothesis
is investigated:

H0 : ρ = 0 vs. H1 : ρ 6= 0 (1)

This study then re-examines the hypothesis by taking the time differences into consid-
eration (from lag 0 to lag 3). The values of M&A and the aggregate market and its overall
impacts can appear with time differences. Thus, the additional analysis is recommended
to address the timeliness of M&A activities coming into effect before the market observes
the actual convergence [32]. Through additional investigations, this study aims to analyze
the impact of M&As on the economic performance of each country, and to propose a
time-sensitive strategic investment decision.

3.1.3. Selection of Primary Variables

This study is primarily interested in understanding the pattern in the relationship
between M&A transactions and their financial outcomes from the dual perspectives of
developed and emerging markets. In addition to M&A activities (the number and value of
each transaction), various internalization indicators of innovation activities are included:
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gross domestic expenditure on R&D (GERD) as a percentage of the gross domestic product
(GDP) for the degree of the market’s expenditure on R&D; the number of patents for
the market’s performance of innovation outcomes; and the global innovation index (GII),
representing an annual ranking of countries by their capacity and success in innovation,
published by the World Intellectual Property Organization.

Another economic variable related to the aggregate market value can be considered.
It is well known that M&A is closely related to employment, and a number of previous
studies explored the potential benefits of M&A activities on employment [33–35]. On
the contrary, M&A activities produce the potential drawbacks in terms of employment
and employee morale, which can in turn affect the company’s financial performance and
overall market value [36]. Given the objective of this study on exploring the innovation-
driven internalization strategies and their outcome variables, this study focuses on the five
innovation-related variables in model (2).

Given the correlation analysis results, a regression analysis is conducted to identify
key variables in the stock market value for two groups of markets: developed and emerging
markets. This paper examines whether M&A and innovation activities have significant
linear effects on the stock market value (MC or TEV) in developed and emerging markets
(Hypothesis H1, H2, H3, and H4). MC and TEV are investigated as the aggregate stock
market value indicators to consider for firms’ assets and debts simultaneously. Other
market value indicators, such as the price-to-earnings ratio (PER), are excluded to remain
within the study’s scope in understanding the innovation pattern and its outcome in terms
of the aggregate market value among developed and emerging markets.

For this, the following OLS regression model is used:

Yt = α + β1X1t + β2X2t + β3X3t + β4X4t + β5X5t + Country FE + Year FE + εt (2)

where dependent variable (Yt) is the market capitalization (MC) or total enterprise value
(TEV) of developed markets and emerging markets. The five regressors are the number of
M&A (X1t), the M&A transaction value (X2t), the proportion of GERD to GDP (X3t), the
number of patents (X4t), and the GII (X5t) of developed markets and emerging markets.
Country FE and Year FE are included to control the fixed country effect and fixed year
effect, and to ensure the reliability of the results after excluding the fixed country effect and
fixed time effect.

Once significant variables of M&A and innovation activities are selected by the regres-
sion analysis, the Granger (1969) causality test is conducted to evaluate the existence of
causality from M&A or innovation activities to MC or TEV in developed and emerging
markets (Hypothesis H1, H2, H3, and H4). To test simple causality from x to y, it is ex-
amined whether the lagged values of x in the regression of y on lagged values of x and y
significantly reduce the error variance. For each cross-section variable i and time period t,
the following model is used:

yi,t = ∑p
k=1 βkyi,t−k + ∑p

k=0 θkxi,t−k + ui,t (3)

where u is normally distributed with ui,t = αi + εi,t, p is the number of lags, and εi,t are i.i.d.(
0, σ2). A Wald test is applied to test the null hypothesis, H0 : θ0 = θ1 = · · · = θp = 0.

3.2. Data and Summary Statistics

Using data from the S&P Capital IQ platform database, this study obtains the quarterly
number and transaction value of M&As in 10 countries from 2009 to 2018. This study selects
five developed markets in Canada, France, Germany, UK, and the USA, as well as the
five emerging markets in BRICS, i.e., Brazil, Russia, India, China, and South Africa. This
study collects the quarterly data of two financial values including the market capitalization
(MC) and total enterprise value (TEV) of all publicly traded companies in each country.
Using the S&P database, the frequency and the values of M&A are extracted for each
country. Then two financial figures are summarized on country levels with the removal
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of the outlier effect from the analysis. The total M&A transaction values are estimated
based on the multiplication of the M&A numbers and the averaged M&A transaction
values. Similar approaches are applied to the MC and TEV of the firms in each country
(i.e., multiplication of average value and the number of firms). Table 1 summarizes the
sample distribution of the number and transaction value of M&As by country ζi (i = 1:
Canada; 2: France; 3: Germany; 4: UK; 5: USA; 6: Brazil; 7: China; 8: India; 9: Russia; 10:
South Africa).

Table 1. Sample distribution.

Panel A: Number of M&As by Country ζi *.

Year ζ1 ζ2 ζ3 ζ4 ζ5 ζ6 ζ7 ζ8 ζ9 ζ10

2009 739 213 202 339 1604 72 495 231 171 98
2010 958 268 173 425 2226 97 727 375 188 100
2011 999 290 222 475 2362 132 763 311 190 76
2012 813 263 198 422 2202 105 695 247 156 78
2013 721 237 168 469 2235 71 832 213 123 108
2014 864 242 233 491 2558 39 1155 253 98 89
2015 779 267 237 586 2408 59 1527 267 77 102
2016 1002 306 238 515 2167 53 1261 313 81 97
2017 1391 353 232 523 2346 69 1101 310 72 101
2018 1463 327 253 515 2585 84 960 329 74 60

Average 973 277 216 476 2269 78 952 285 123 91

Standard Deviation 260 43 29 68 274 27 310 51 49 15

Panel B: Transaction value of M&A by country ζi*(USD Million).

Year ζ1 ζ2 ζ3 ζ4 ζ5 ζ6 ζ7 ζ8 ζ9 ζ10

2009 5958 6300 6120 4517 27,475 5076 10,728 1893 5404 405
2010 10,855 8861 6554 9429 40,864 7525 17,235 2634 1160 1469
2011 15,372 7436 7052 8015 51,663 5123 10,966 1747 1041 703
2012 12,256 6164 9328 7987 50,761 5337 13,337 2173 1049 667
2013 6214 6009 5538 9244 54,763 2098 21,311 1456 4763 1135
2014 14,086 7127 8192 9895 72,150 1258 26,800 2598 1969 897
2015 8438 1814 10,749 13,008 55,231 4044 34,956 2356 1430 774
2016 7809 15,175 10,017 12,574 57,313 3392 36,791 2748 3755 784
2017 11,058 12,693 12,660 20,936 62,086 3779 31,277 3825 1304 1597
2018 9717 16,748 14,822 19,122 71,786 3299 20,710 2825 1660 829

Average 10,176 8833 9103 11,473 54,409 4093 22,411 2426 2354 926

Standard Deviation 3166 4636 3020 5118 13,394 1783 9677 670 1650 370

* i = 1: Canada; 2: France; 3: Germany; 4: UK; 5: USA; 6: Brazil; 7: China; 8: India; 9: Russia; 10: South Africa.

The sample distribution of the number of M&As by country and year is reported in
Panel A. The average number of M&As across the 10 countries ranges from 78 in Brazil to
2269 in the USA per year. Panel B reports the sample distribution of the transaction values
of M&As by country and year. The average transaction values across the 10 countries range
from USD 926 million in South Africa to USD 54,409 million in the USA per year. Overall,
two main initial observations can be made: the frequency of M&A activities differs between
developed and emerging markets; and the degree of impact between M&A activities
and financial performance may differ on a country level considering the variability of
M&A activities.

3.3. Empirical Results
3.3.1. Results of Correlation Analysis

Tables 2 and 3 present the results analyses by country from two different panels:
(A) M&A numbers, and (B) M&A transaction values. By considering three instances of time
lags (totaling four time periods, lag 0, l, 2, and 3), a total of 16 correlations are observed for



Systems 2023, 11, 16 7 of 15

each country. The general correlational pattern with the data shows that: (i) most of the
countries except for Russia denote a significant correlation between M&A activities and
financial outcomes; and (ii) there exists a potential pattern among emerging and developed
markets. For example, while developed markets such as Canada, France, Germany, UK,
and the USA show an average of 13 ± 3 correlated relationships, emerging markets such
as Brazil, China, India, Russia, and South Africa show an average of 8 ± 5 correlated
relationships with a p-value less than 0.05. Notably, Germany, UK, the USA, and China
show a total of 16 positive relationships between M&A activities and financial performance
across all time-lag periods; Canada, Brazil, India, and Russia show fewer than 10 positive
correlated relationships ranging from 0 to 8 among the observed relationships.

By understanding the M&A experience and its effect on developed markets, other
emerging markets that share a similar expectation of market growth can benefit, especially
with regard to the internalization strategy. Therefore, this study observes the M&A activities
and their trends from the dual perspectives of developed markets and emerging markets.
This aligns with previous studies’ recommendations on benchmarking from the experience
of reforming countries as a significant research avenue [37,38].

3.3.2. Results of Regression Analysis and the Granger Causality Test

The results of the regression analysis for developed and emerging markets are reported
in Table 4, where it can be seen that the number of M&A and M&A transaction values are
significantly related to the stock market and enterprise value (MC and TEV) in developed
markets. Interestingly, however, the M&A frequency is found to decrease MC and TEV,
whereas the transaction value of M&A increases them. This result implies that the M&A
frequency and transaction value adversely affect MC and TEV in developed markets. In
contrast, only the M&A transaction value is found to be positively significantly correlated
to MC and TEV in emerging markets. The M&A frequency is not found to be significant
for MC and TEV in emerging markets. It is interesting to note that the proportion of R&D
expenditures to GDP (GERD/GDP) is found to be negatively significantly correlated to
MC and TEV in developed markets, whereas those in emerging markets are not found to
be significant. The number of patents is found to play a positive role in MC and TEV in
both developed and emerging markets, whereas GII is not significantly related to MC and
TEV in developed and emerging markets.

Table 4 reports the estimated coefficients with corresponding p-values of the OLS regres-
sion model Yt = α + β1X1t + β2X2t + β3X3t + β4X4t + β5X5t + Country FE + Year FE + εt
where the dependent variable (Yt) is the market capitalization (MC) or total enterprise
value (TEV) of developed markets and emerging markets. The five regressors are the
number of M&A (X1t), the M&A transaction value (X2t), the proportion of GERD to GDP
(X3t), the number of patents (X4t), and the GII (X5t) of developed markets and emerging
markets. The levels of significance are indicated by * and ** for 5% and 1%, respectively.

For the identification of directional causality from M&A or innovation activities to
MC and TEV in developed and emerging markets, the Granger (1969) causality test is
used. Since GII is not found to be significantly related to MC and TEV in developed and
emerging markets, it is excluded from the Granger causality test. Table 5 shows the Wald
test statistics and corresponding p-values for testing the unidirectional causal relation at
lags 1, 2, and 3 between M&A or innovation variables and MC or TEV in developed and
emerging markets.

The results of the causality test in developed markets in Panel A show that causality
between the selected variables is more significant with two or three lags than one lag in
model (3). The causation is determined from the number of M&A to MC and TEV at a
5% significance level at two lags. This study also determines the causation from the M&A
transaction value (number of patents) to MC and TEV at a 1% significance level at two
and three lags. The proportion of R&D expenditures to GDP (GERD/GDP) is not found to
cause MC or TEV. In particular, causality from the number of patents to TEV is found to be
significant at a 1% level at one, two, and three lags.



Systems 2023, 11, 16 8 of 15

Table 2. Results of correlation analysis for developed markets.

Lag 0 Lag 1 Lag2 Lag3

Correlation t−Statistics p−Value Correlation t−Statistics p−Value Correlation t−Statistics p−Value Correlation t−Statistics p−Value

Panel A: Number of M&A and two financial values

Canada
MC 0.7358 6.6977 0.0000 0.5588 4.0989 0.0002 0.4536 3.0541 0.0042 0.4079 2.6432 0.0122
TEV 0.6495 5.2652 0.0000 0.3731 2.4458 0.0193 0.2862 1.7923 0.0815 0.2445 1.4914 0.1448

France
MC 0.3911 2.6199 0.0126 0.5541 4.0492 0.0003 0.4786 3.2703 0.0024 0.4467 2.9540 0.0056
TEV 0.4033 2.7172 0.0099 0.5369 3.8712 0.0004 0.4202 2.7787 0.0086 0.4146 2.6955 0.0107

Germany MC 0.6249 4.9338 0.0000 0.6426 5.1014 0.0000 0.6776 5.5278 0.0000 0.6973 5.7559 0.0000
TEV 0.5857 4.4549 0.0001 0.5886 4.4290 0.0001 0.6268 4.8268 0.0000 0.6505 5.0663 0.0000

United
Kingdom

MC 0.4928 3.4913 0.0012 0.4920 3.4373 0.0015 0.5021 3.4839 0.0013 0.5228 3.6279 0.0009
TEV 0.4877 3.4435 0.0014 0.4893 3.4132 0.0016 0.4996 3.4608 0.0014 0.5261 3.6598 0.0008

USA
MC 0.6358 5.0785 0.0000 0.6783 5.6145 0.0000 0.7028 5.9283 0.0000 0.6911 5.6567 0.0000
TEV 0.5246 3.7981 0.0005 0.5445 3.9490 0.0003 0.5693 4.1544 0.0002 0.5922 4.3482 0.0001

Panel B: Transaction value of M&A and two financial values

Canada
MC 0.2387 1.5154 0.1379 0.0483 0.2941 0.7703 −0.1348 −0.8160 0.4198 −0.2476 −1.5121 0.1395
TEV 0.1659 1.0370 0.3063 −0.0557 −0.3396 0.7361 −0.2206 −1.3569 0.1833 −0.3264 −2.0429 0.0487

France
MC 0.4948 3.5095 0.0012 0.3787 2.4887 0.0174 0.2713 1.6914 0.0994 0.3800 2.4303 0.0204
TEV 0.3839 2.5626 0.0145 0.2714 1.7155 0.0946 0.1878 1.1475 0.2588 0.3395 2.1354 0.0398

Germany MC 0.4731 3.3103 0.0020 0.4130 2.7582 0.0090 0.3598 2.3141 0.0265 0.3790 2.4226 0.0207
TEV 0.4837 3.4069 0.0016 0.4032 2.6799 0.0109 0.3373 2.1498 0.0384 0.3761 2.4016 0.0218

United
Kingdom

MC 0.7598 7.2051 0.0000 0.7377 6.6463 0.0000 0.7090 6.0328 0.0000 0.6616 5.2201 0.0000
TEV 0.7607 7.2253 0.0000 0.7383 6.6577 0.0000 0.7063 5.9863 0.0000 0.6600 5.1971 0.0000

USA
MC 0.7025 6.0851 0.0000 0.7100 6.1329 0.0000 0.6827 5.6057 0.0000 0.6675 5.3041 0.0000
TEV 0.8551 10.1674 0.0000 0.8504 9.8311 0.0000 0.8306 8.9486 0.0000 0.8076 8.1016 0.0000

Bold figures in p-value column indicate a significant correlation at the 5% significance level.
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Table 3. Results of correlation analysis for emerging markets.

Lag 0 Lag 1 Lag2 Lag3

Correlation t−Statistics p−Value Correlation t−Statistics p−Value Correlation t−Statistics p−Value Correlation t−Statistics p−Value

Panel A: Number of M&A and two financial values

Brazil
MC 0.0992 0.6142 0.5427 −0.0872 −0.5327 0.5974 −0.2719 −1.6950 0.0987 −0.3334 −2.0922 0.0437
TEV 0.3180 2.0680 0.0455 0.1648 1.0160 0.3162 0.0087 0.0522 0.9586 −0.0287 −0.1696 0.8663

China
MC 0.8215 8.8825 0.0000 0.7983 8.0614 0.0000 0.8215 8.6443 0.0000 0.7176 6.0961 0.0000
TEV 0.8310 9.2091 0.0000 0.7963 8.0070 0.0000 0.8170 8.4995 0.0000 0.7099 5.9634 0.0000

India
MC 0.6545 5.3365 0.0000 0.6426 5.1021 0.0000 0.5936 4.4252 0.0001 0.6109 4.5644 0.0001
TEV 0.7270 6.5263 0.0000 0.7062 6.0666 0.0000 0.6701 5.4159 0.0000 0.6677 5.3065 0.0000

Russia
MC 0.1229 0.7633 0.4500 0.0215 0.1306 0.8968 −0.0427 −0.2563 0.7992 −0.0590 −0.3496 0.7287
TEV 0.0609 0.3764 0.7087 −0.0207 −0.1261 0.9003 −0.0685 −0.4118 0.6829 −0.0858 −0.5098 0.6134

South
Africa

MC 0.5703 4.2795 0.0001 0.5715 4.2360 0.0001 0.5539 3.9919 0.0003 0.5304 3.7015 0.0007
TEV 0.5701 4.2779 0.0001 0.5755 4.2801 0.0001 0.5942 4.4325 0.0001 0.6371 4.8898 0.0000

Panel B: Transaction value of M&A and two financial values

Brazil
MC 0.2345 1.4869 0.1453 0.3474 2.2535 0.0302 0.4330 2.8821 0.0066 0.4479 2.9639 0.0054
TEV 0.0468 0.2887 0.7744 0.1697 1.0475 0.3016 0.2763 1.7248 0.0931 0.3011 1.8681 0.0701

China
MC 0.5506 4.0654 0.0002 0.5729 4.2519 0.0001 0.4829 3.3086 0.0021 0.5326 3.7233 0.0007
TEV 0.5704 4.2814 0.0001 0.5807 4.3393 0.0001 0.5004 3.4682 0.0014 0.5461 3.8569 0.0005

India
MC −0.0348 −0.2146 0.8312 −0.1854 −1.1479 0.2584 −0.1736 −1.0578 0.2972 −0.1275 −0.7602 0.4522
TEV −0.0125 −0.0772 0.9389 −0.1412 −0.8678 0.3911 −0.1574 −0.9565 0.3452 −0.0968 −0.5755 0.5686

Russia
MC 0.1359 0.8453 0.4032 −0.0177 −0.1076 0.9149 0.1753 1.0686 0.2924 −0.0911 −0.5415 0.5916
TEV 0.1557 0.9717 0.3373 −0.0332 −0.2023 0.8408 0.1845 1.1265 0.2674 −0.0880 −0.5224 0.6047

South
Africa

MC 0.5438 3.9950 0.0003 0.5278 3.7798 0.0006 0.3557 2.2835 0.0284 0.3000 1.8607 0.0712
TEV 0.5366 3.9198 0.0004 0.5007 3.5186 0.0012 0.3853 2.5051 0.0169 0.3233 2.0215 0.0509

Bold figures in p-value column indicate significant correlation at the 5% significance level.
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Table 4. Results of regression analysis for developed and emerging markets.

Panel A: Results of Developed Markets.

Dependent variable

Coefficient estimates
(p-value)

Market capitalization
(MC)

Total enterprise value
(TEV)

Market capitalization
(MC)

Total enterprise value
(TEV)

α̂ 331858 (0.1365) 134875 (0.1112) 370585 (0.1540) 154817 (0.1441)

β̂1 −457 (<0.0001) ** −1089 (<0.0001) ** −393.84 (<0.0001) ** −1461.13 (<0.0001) **

β̂2 10.58 (<0.0001) ** 24.08 (0.0173) * 20.41 (<0.0001) ** 21.51 (<0.0001) **

β̂3 −230,856 (<0.0001) ** −521,342 (0.0080) ** −170,175 (<0.0001) ** −207,253 (<0.0001) **

β̂4 9.26 (<0.0001) ** 32.02 (<0.0001) ** 9.77 (<0.0001) ** 36.27 (<0.0001) **

β̂5 5709.74 (0.1703) 23,874.62 (0.1579) 5986.68 (0.2096) 36,316.08 (0.1401)

Country FE YES YES YES YES

Year FE YES YES

Adj R2 0.9869 0.9725 0.9872 0.9748

Panel B: Results of emerging markets.

Dependent variable

Coefficient estimates
(p-value)

Market capitalization
(MC)

Total enterprise value
(TEV)

Market capitalization
(MC)

Total enterprise value
(TEV)

α̂ −140,715 (0.7540) −630,587 (0.2649) −223,816 (0.1299) −289,867 (0.2965)

β̂1 980.03 (0.2110) 1045.80 (0.1183) 1132.73 (0.1102) 1279.55 (0.1083)

β̂2 63.07 (<0.0001) ** 69.83 (<0.0001) ** 49.71 (<0.0001) ** 52.66 (<0.0001) **

β̂3 −181,407 (0.5902) 309,501 (0.4631) −642,246 (0.1712) −273,387 (0.4998)

β̂4 2.55 (0.0013) ** 2.27 (0.0083) ** 5.05 (<0.0001) ** 5.85 (<0.0001) **

β̂5 5240.68 (0.3449) 5168.32 (0.4553) −30,882.6 (0.1249) −31,264.9 (0.1553)

Country FE YES YES YES YES

Year FE YES YES

Adj R2 0.9811 0.9748 0.9832 0.9801

On the contrary, this study cannot find causality from the number of patents to MC
and TEV in emerging markets. Causation is established from the M&A transaction value
to MC and TEV at a 1% significance level at one, two, and three lags. Causality, as with
the results in developed markets, is determined from the number of M&A to MC at a
5% significance level at two lags, whereas causality from the number of M&A to TEV is
found at one, two, and three lags. In emerging markets, causality is not found from the
GERD/GDP to MC or TEV.

Table 5. Results of the pairwise Granger causality test.

Panel A: Results of Developed Markets.

Direction of causality Lag 1 Lag 2 Lag 3
Wald Test Statistics p-Value Wald Test Statistics p-Value Wald Test Statistics p-Value

Number of M&A→MC 0.04 0.8393 7.00 0.0303 * 7.01 0.0715
M&A transaction value→MC 0.46 0.4991 15.76 0.0004 ** 17.44 0.0006 **

GERD/GDP→MC 0.69 0.4052 3.01 0.2217 2.91 0.4063
Number of patents→MC 2.06 0.1515 12.10 0.0024 ** 14.07 0.0028 **
Number of M&A→ TEV 1.27 0.2589 6.63 0.0364 * 6.29 0.0982

M&A transaction value→ TEV 1.22 0.2697 23.56 <0.0001 ** 30.07 <0.0001 **
GERD/GDP→ TEV 0.87 0.3506 2.79 0.2476 2.73 0.4350

Number of patents→ TEV 13.76 0.0002 ** 22.47 <0.0001 ** 21.86 <0.0001 **
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Table 5. Cont.

Panel B: Results of emerging markets.

Direction of causality Lag 1 Lag 2 Lag 3

Wald Test Statistics p-Value Wald Test Statistics p-Value Wald Test Statistics p-Value

Number of M&A→MC 5.24 0.0221 6.29 0.0430 * 7.39 0.0604

M&A transaction value→MC 12.72 0.0004 ** 13.05 0.0015 ** 15.25 0.0016 **

GERD/GDP→MC 0.15 0.7024 0.32 0.8508 0.27 0.9653

Number of patents→MC 5.00 0.0553 4.73 0.0940 6.66 0.0835

Number of M&A→ TEV 6.55 0.0105 * 7.77 0.0205 * 8.76 0.0327 *

M&A transaction value→ TEV 17.46 <0.0001 ** 18.45 <0.0001 ** 19.57 0.0002 **

GERD/GDP→ TEV 0.52 0.4727 1.81 0.4048 1.50 0.6812

Number of patents→ TEV 2.36 0.1245 1.26 0.5318 2.81 0.4226

Table 5 shows the Wald test statistics and corresponding p-values for testing the unidirectional
causal relation at lag 1, 2, and 3 between M&A or innovation variables and MC or TEV in devel-
oped and emerging markets. The estimated model is yi,t = ∑

p
k=1 βkyi,t−k + ∑

p
k=0 θkxi,t−k + ui,t

and the null hypothesis is H0 : θ0 = θ1 = · · · = θp = 0. The levels of significance are
indicated by * and ** for 5% and 1%, respectively.

4. Discussion

With the increasing importance of M&A in foreign direct investments (FDI), this study
focuses on the contingent effects of M&A activities according to major countries’ economic
levels divided into developed and emerging markets. This study presents the following
three theoretical and managerial insights: (i) the practicality of including M&A activities as
a key variable in predicting the economic performance at a country level; (ii) the strategic
guideline for investment planning with the time nature of convergence as a consideration;
and (iii) the overall understanding of the relationship between M&A activities and two
financial values at a country level from varying economic and time-lag perspectives.

4.1. Managerial Benefit of Including M&A Activities as Variables Affecting the Country’s
Economic Performance

While there are many relatively well-established and verified methodologies for mea-
suring M&A performance at the firm level, there exist relatively few empirical studies
employing a comparative approach to analyzing M&A outcomes and effects on the econ-
omy or the market level [25,39].

As a contribution to the existing literature on the significance of M&A activities in
improving financial performance at the firm level, this study reveals that M&A activities
have primarily made a positive contribution to country-level financial performance. This
paper presents analysis results that run contrary to previous studies [21,40,41] that show
little evidence that M&A activities lead to economic growth.

However, the findings do not provide clear and consistent results or a rationale for
distinguishing the two markets clearly. It is inferred that the reasons for this rather unclear
analysis result are due to the dynamics of M&A transactions, the imperfection of the current
M&A databases, and the lack of reflection of influential exogenous variables. To derive
more accurate results, securing data without loss is a prerequisite. A methodology that can
control the exogenous variables that may confuse the correlation analysis results between
M&A activities and economic performance should be developed.

4.2. Strategic Investment Planning Based on Market-Specific Insights

In terms of the research setting, the economic effects of M&A transactions by compa-
nies from 10 major countries classified as developed and emerging markets from 2009 to
2018 were scrutinized. For the analysis, five developed markets—Canada, France, Germany,
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UK, and the USA—and five emerging markets—Brazil, China, India, Russia, and South
Africa—were selected, and the two markets’ characteristics were compared. Comparative
studies have been suggested as a useful approach to test or generalize findings and develop
theories that can be generalized to different market types [26].

The analysis results suggest that M&A activities usually significantly impact the
financial performance for both developed and emerging markets. Indeed, the extent to
which each variable describing the M&A transactions and innovation activity affects each
market segment’s financial performance is slightly different. The somewhat mixed research
results may be due to the dynamic nature of the M&A transaction itself. As mentioned
above, it is believed to be due to data source limitations and methodological challenges.
In the following section, the most important findings of this paper’s regression analysis
are highlighted.

In developed markets, both the number of M&A transactions and the value of M&A
transactions are found to have a significant effect on the stock market (MC) and enterprise
value (TEV). On the other hand, in emerging markets, only the M&A transaction value
has a significant effect on MC and TEV. It is interesting to note that the proportion of R&D
expenditures to GDP (GERD/GDP) and the number of patents is significantly correlated
to MC and TEV in developed markets. In contrast, only the number of patents is found
to play a positive role in MC and TEV in emerging markets. These results imply that the
M&A logic is generally supported in the settings of developed markets and, to a large
extent, in the setting of emerging markets. In addition, the findings show that the adopted
analytical model is mostly supported in developed markets and is partially supported in
emerging markets.

Therefore, strategic investors need to understand the current status of research ac-
tivities and technological innovation, as well as the economic level of the country in
determining M&A activities.

4.3. Strategic Investment Planning Based on Time-Lag-Specific Insights

Previous research on the role of M&A activities and their strategic management process
for desirable financial performance is still at an initial stage [42]. Our study goes beyond
simply examining the relationship between M&A activities and financial performance at
the country level and analyzes M&A activities’ impact on financial performance over the
time lag by conducting the Granger causality test. This is based on the logic that M&A
transactions affect not only the affiliated companies but also related industries and the
surrounding economy after a certain period of time. By comparing the causality from
lagged variables of M&A or innovation activities to financial value, the overall trend of
those variables’ impact on the financial outcome at the country level can be delineated.

As shown in Table 5, the results of the causality test for M&A activities are similar for
both developed and emerging markets, with some time-lag differences depending on vari-
ables. The causation is found from M&A activities to aggregate market value after a certain
time lag in both the developed and emerging markets. On the other hand, the findings on
the causality from technology innovation activities to each country’s financial performance
show contradictory results between the two markets. In developed markets, a significant
causality from the number of patents to market values is found. In contrast, there is no
causal relationship between the number of patents and market values in emerging markets.

These results offer practical implications to strategic investors who need to understand
the time-lag perspective of the relationship between M&A activities and two financial
values according to the economic level of the corresponding countries. They also support
forward-looking investment processes by delineating strategic investment planning based
on time-lag-specific insights.

5. Conclusions

We generally recognize that M&A transactions have contributed positively to the
economic growth of the company and its country. Given the lack of research on the
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relationship between M&A transactions and aggregate market values, this study examines
whether M&A activities contribute to economic performance at the country level. It
explores the statistical relationship of M&A with financial performance at the country level
over the last ten years (2009–2018) by categorizing 10 countries according to their level of
economic development. This study provides insights into the comprehensive review of the
consequences of M&A and suggests strategic investment planning that takes into account
both country and time-lag perspectives.

In sum, this study finds that M&A activities have a significant impact on financial
performance in both developed and emerging markets. Furthermore, it shows that the effect
of innovation factors on economic performance differs between developed and emerging
markets. Hence, the emerging markets can learn from the evidence of the varying impact
of innovation activities on the financial performance of the developed markets.

This study contributes to the literature of innovation and internalization strategies by
conducting systematic research on the effect of various internalization indicators of M&A
and innovation activities on economic growth through a comparative analysis between
developed and emerging countries. It provides location and time-selection strategies for
multinational firms seeking cross-border M&A opportunities as part of an internalization
strategy for sustainable growth. Empirical results in this study can offer important impli-
cations for strategic investors, which can lead to strategic investment planning based on
market-specific and time-lag-specific insights. In addition, by comparing the relationship
between M&A activities and country-level financial performances, the overall trends in
promising countries can be delineated. Such information can enable innovation policy
makers as well as strategic investors in selecting appropriate countries to cultivate and
invest in for a positive financial outcome.

However, this study has potential limitations that can be regarded as future research
issues. First, this study evaluates whether it is a developed market or an emerging market
being examined based only on the financial impact of M&A activities. More meaningful
results can be obtained by further segmenting the two markets or further analyzing the
correlation for each country. Second, this study does not include the necessary control
variables due to a lack of related data. Future researchers are recommended to include
the necessary control variables and utilize aggregate values of instrumental variables to
alleviate potential endogeneity concerns. While this study conducts a Granger causality test
with innovation activity variables and market values, further inclusion of aggregate values
would address the presence of potential endogeneity. Lastly, only M&A and innovation
activities and financial performance figures are used as analysis data in this study. If an
analysis were to reflect the country’s political and economic situation and even the global
economic crisis in the target period as exogenous variables, more meaningful analysis
results could be derived.
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