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Abstract 
 

The ASEAN firms’ contribution to the worldwide CBMA sales is irrefutable evidenced by the increase in 
ASEAN CBMA sales for two consecutive years–2014 and 2015. Nevertheless, the challenge of achieving 
success in CBMA holds significant importance, particularly within the Asia-Pacific area, where the 
completion rate for such agreements stands at a mere 50%. Based on the market for corporate control 
theory and spillover effects from corporate governance, this study aims to examine the success rate of 
CBMA involving ASEAN target firms and to determine whether country-level governance standards play 
an important role in the CBMA success. This study analyse CBMA involving firms inside the ASEAN 
region, spanning from 2002 to 2013. The success rate of the CBMA, as measured by the occurrence of a 
positive return on assets (ROA) change, amounted to only 40.7% out of a total of 246 CBMA 
transactions.. The country-level corporate governance is an important determinant of the ASEAN target 
firms’ CBMA success as it creates value through positive spillover.   
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1. Introduction 

The attractiveness of cross-border mergers and acquisitions (CBMAs) in creating value to the 

firms by increasing the market share and acquiring target firms’ competitive advantages has made it a 

preferable internationalisation strategy for firms worldwide. This was evidenced by the 28% increased of 

worldwide CBMA in the year 2014 with a value of almost USD 400 billion (United Nations Conference 

on Trade and Development, 2015). A similar trend was observed in CBMA sales and the most interesting 

fact is the upsurge of CBMA sales value in the year 2014 was mainly contributed by the increase in 

developing countries CBMA sales (52%) as opposed to developed countries (16%). One of the main 

contributors is the emerging Asian countries who are members of Association of Southeast Asian Nation 

(ASEAN). 

The popularity of firms from the ASEAN member countries as CBMA target is irrefutable. The 

World Investment Report 2016 reported that the ASEAN countries CBMA sales value increased for two 

consecutive years, 13.2% (2014) and 15.0% (2015) (United Nations Conference on Trade and 

Development, 2016). The statistic indicated that the establishment of ASEAN Economic Community 

(AEC), which focused on the regional integration among ASEAN member countries (The ASEAN 

Secretariat & United Nations Conference on Trade and Development, 2015) boosted the inbound 

investment by firms from foreign countries through CBMAs. The ASEAN firms’ CBMA sales value in 

the year 2015 is almost USD 10 billion. 

The issue of CBMA success is crucial, specifically in the Asia-Pacific region because only one out 

of two deals is successfully completed (Thomson One Banker, 2016). Since one third of merger and 

acquisition (M&A) in Asia-Pacific took place in ASEAN (Yang, 2014), the CBMA success involving 

ASEAN target firms is at risk. With the extensive involvement of ASEAN firms as target in CBMA, does 

it creates value to the ASEAN target firms; hence, a successful CBMA? The question on CBMA success 

is important because the failure of CBMA deals is not only detrimental to the ASEAN target firm itself 

but also to the attractiveness of ASEAN as an investment hub. Therefore, it is imperative to determine the 

influencing factors of ASEAN target firm’s CBMA success.  

A CBMA main feature, which is the cross-border transaction, expose firms to risks related to 

country characteristics; for instance, the difference between ASEAN target country and bidding country 

in various aspects, such as corporate governance, currency, culture or geography. Since ASEAN countries 

are emerging countries and one of the features of emerging market is poor corporate governance 

(Lebedev et al., 2015; Yen et al., 2013), does the country-level corporate governance difference between 

the ASEAN target and bidding countries hinders or facilitates CBMA success? This question has not been 

explored despite the expansive involvement of ASEAN firms as CBMA target. 

Grounded on the market for corporate control theory and corporate governance spillover 

introduced by Martynova and Renneboog (2008), this study used the CBMA transactions involving six 

most active ASEAN CBMA target countries from the year 2002 to 2013, to examine the performance 

impact of CBMA on ASEAN target firms as a measure of CBMA success. Additionally, this study also 

examines the role of differences in country-level corporate governance as the driver to CBMA success for 

ASEAN target firms.  
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This current study differs from previous studies in a few aspects. First, this study focus on the 

long-term performance impact of CBMA instead of the short-term wealth effect, which was used 

extensively in the extant CBMA literature. Second, the focus on the country-level difference (corporate 

governance) as determinants of CBMA success diverges from previous studies, which mainly examined 

the firm-specific or deal characteristic factors. Lastly, this study provides a new insight of whether 

corporate governance spillover is applicable in ASEAN emerging countries.  

The remainder of this paper is organised as follows: the subsequent section offers the literature 

review and research hypotheses, followed by the description of data, sample, and research design. The 

succeeding section presents the results and discussion, and the last section concludes the paper.    

2. Literature Review and Hypothesis Development 

There are two elements of CBMA drawing the attention of CBMA researchers; the firms’ 

performance following CBMA and the determinants of the firms’ performance. The investigation of the 

firms’ performance following CBMA is vital because it represents the value creation as a result of 

CBMA. The creations of value manifested through the improvement in firms’ performance alongside the 

completion of a deal signify the CBMA success.  

The majority of previous CBMA literature (Ahouansou, 2010; Bris & Cabolis, 2008; Dang & 

Henry, 2016; Ferreira et al., 2010; Goergen & Renneboog, 2004; Gregory & O’Donohoe, 2014; Harris & 

Ravenscraft, 1991; Martynova & Renneboog, 2008; Smimou, 2015; Williams & Liao, 2008; Zhu & Jog, 

2012) focused on the value creation following CBMA by examining the target shareholder wealth effect 

surrounding the date of CBMA announcement. Cumulative abnormal returns accrued to the shareholders 

represent value creation as a result of CBMA announcement.   

On the other hand, Kaczmarek and Ruigrok (2013) suggested that the value of management 

decision such as CBMA would be better reflected in the accounting performance. However, little 

attention (Chari et al., 2010; Song et al., 2010a; Song et al., 2010b) was allotted to the investigation of 

accounting performance as a measure for CBMA success of target firms. Therefore, this present study 

utilised the long-term firms’ accounting performance to measure the ASEAN target firms’ CBMA 

success. This measure is deemed more appropriate as the synergy will take years to materialise in CBMA 

(Rao-Nicholson et al., 2015).  

This study posits that there will be an improvement in the ASEAN target firms’ long-term 

accounting performance following CBMA, hence a high CBMA success rate. According to the market for 

corporate control theory, CBMA is undertaken to discipline the target firm’s management or to an 

extreme extent, to remove an incompetent target manager. The market for corporate control through 

CBMA is more pronounced in ASEAN member countries where there is a poor corporate governance 

(Lebedev et al., 2015; Yen et al., 2013). The reason for this occurrence is because ASEAN countries are 

emerging countries with a less developed institutional environment (Boubakri et al., 2005; Grigorieva & 

Petrunina, 2015).  

Second, since Mat Rahim and Ali (2016) found that the majority of the bidder for ASEAN target 

firms are from countries with a higher corporate governance standard, it is expected that CBMA will lead 

to an improvement in the ASEAN target firms’ corporate governance standard as suggested by positive 
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spillover hypothesis. Consequently, these two factors will lead to an improvement of the ASEAN target 

firms’ performance following CBMA and hence, a CBMA success.  In fact, previous studies by Song et 

al. (2010b) and Song et al. (2010a) examined the ASEAN firms which have recorded a marginal 

improvement in the target firms’ performance following CBMAs. The above arguments lead to the 

following hypothesis: 

H1: There is an improvement in the ASEAN target firms’ performance following CBMAs. 

 

On top of examining the firms’ performance following the CBMA as a measure of CBMA 

success, the CBMA literature also examined the factors or determinants of firms’ performance after 

CBMA. Evidently, the firms spent an enormous amount of fund for the acquisition, thus it is vital to 

distinguish the causative factors to the CBMA success. So far, previous studies of CBMA literature had 

explored the firm-specific factors and deal characteristics factors to ascertain the determinants of firms’ 

performance. There is limited evidence available for the country-specific factors even though they are 

plausibly the main factors affecting firms’ performance in CBMA. The reason is because there are risks 

attributed to a cross-border transaction such as CBMA due to the countries differences, namely the 

corporate governance, exchange rate, culture, and geography (Koerniadi et al., 2015; Lobo et al., 2015). 

For the ASEAN target firms, the country-level corporate governance would undoubtedly be 

influencing the firms’ performance following CBMA, hence a CBMA success. This is due to the fact that 

even though the corporate governance in emerging countries such as the ASEAN member countries is 

poor, they have been a popular target for merger and acquisition by foreign firms. Martynova and 

Renneboog (2008) asserted that the country-level corporate governance can create value and positively 

affect the firms’ performance following CBMA in two ways – positive spillover and bootstrapping – 

subject to the differences between the target and bidding firms’ country-level corporate governance.  

The positive spillover could only occur when the bidder’s country-level corporate governance is 

stronger that the target’s country-level corporate governance. When the bidding firm acquired a target, the 

bidding firm will “spillover” its’ good country-level corporate governance to the target firm. This would 

result in a positive improvement in the target’s corporate governance and thus create value to the target 

which then improves the firms’ performance and eventually result in a CBMA success. Chari et al. (2010) 

posited that the improvement in a target’s corporate governance could occur in the target’s legal and 

accounting standard when it adheres to the bidding’s country corporate governance requirement. 

In regard to ASEAN target firms with a poor corporate governance standard, the bidding firms 

from a better-governed country willingness to acquire them suggested that the acquisition purpose is 

related to the market for corporate control. The market for corporate control theory is consistent with the 

positive spillover hypothesis because both mechanisms would result in a better target firms’ corporate 

governance practice. For instance, the market for corporate control through CBMA would discipline the 

target firms by removing the incompetent managers or by aligning the managers and shareholders interest 

due to fear of being CBMA target (Hillier et al., 2011).  

The positive spillover hypothesis was supported by numerous studies (Ahouansou, 2010; Basuil, 

2011; Jory & Ngo, 2011; Yen et al., 2013) but the debate on its’ effect on the firms’ performance 

following CBMA persist. Martynova and Renneboog (2008) reported an improvement in the firms’ 
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performance for both the target and bidding firms as a result of positive spillover. However, Danbolt and 

Maciver (2012) stated that only target firms benefited from positive spillover in CBMA. Meanwhile, 

Thenmozhi and Narayanan (2016) suggested that the difference magnitude between the target and bidder 

country-level corporate governance (governance gap) plays an important role in determining whether 

positive spillover could transpire or otherwise. A target’s too poor country-level corporate governance 

could pose a challenge for the bidding firm to instill good corporate governance practice in the target 

firm. 

Mat Rahim and Ali (2016) reported that there is a wide range of an average corporate governance 

score for ASEAN member countries – from the lowest at −0.57 (Indonesia) to the highest at 1.5 

(Singapore). Therefore, based on the contention made by Thenmozhi and Narayanan (2016) it would be 

difficult to discipline the target from Indonesia because of the wide governance gap. In fact, it would 

impose a negative effect on the CBMA success as the bidder would have to incur a substantial cost to 

execute a corporate control. However, the same bidding firm would experience fewer difficulties to 

spillover its good country-level corporate governance when acquiring the target firm from Singapore as 

the governance gap is small; it will create value by improving the firms’ performance and positively 

impact on the CBMA success. These arguments suggest an inverted-u relationship between governance 

gap and CBMA success, thus, the second hypothesis is: 

H2: For CBMAs where the bidding country-level corporate governance is better than the target, 

there is a non-linear relationship between governance gap and CBMA success.    

 

Another means the country-level corporate governance could affect the firms’ performance in 

CBMA is through bootstrapping hypothesis (Martynova & Renneboog, 2008). Bootstrapping occurs 

when the bidding firm is from a country with a poorer corporate governance than the target. Similar to 

positive spillover hypothesis, the bootstrapping hypothesis could be explained by the market for corporate 

control theory. When the bidder from a poorly governed country acquired a target with good country-

level corporate governance, the control obtained by the bidder would result in adherence (bootstrapping) 

to the target country’s good corporate governance standard. This is corroborated by the censoring-based 

hypothesis by Wang and Xie (2009) who argued that the bidder willingness to pay a high premium to 

acquire a better-governed target implies the expectation of a higher return from the acquisition, which 

possibly could outweigh the acquisition cost. Therefore, both bootstrapping hypothesis and censoring-

based hypothesis would result in value creation, thus positively affect the CBMA success.  

Even though the bootstrapping hypothesis was supported by previous studies (Bhagat et al., 2011; 

Yen et al., 2013), Thenmozhi and Narayanan (2016) claimed that a bidder would be unable to bootstrap 

itself to the target’s country-level corporate governance if the standard is too high and the distant is too 

wide from the bidder’s country-level corporate governance. High compliance cost needs to be incurred by 

the bidder indicating the negative impact of a large governance gap on the firms’ performance and 

CBMA success. On the other hand, a small governance gap would facilitate the bidder to adhere to the 

target’s better country-level corporate governance standard. Consequently, bootstrapping would take 

place, create value to the firms and positively affect the CBMA success. Owing to the wide range of 

average corporate governance score of the ASEAN member countries (Mat Rahim & Ali, 2016), it is 
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expected that there is an inverted-u relationship between governance gap and CBMA success for CBMA 

involving a better-governed ASEAN target and a bidder from poorer country-level corporate governance. 

Therefore, the third hypothesis of the study is: 

 

H3: For CBMAs where the target country-level corporate governance is better than bidder, there is 

a non-linear relationship between governance gap and CBMA success. 

3. Data and Methodology 

3.1. Sample 

The CBMAs sample involving ASEAN member countries as target firms were extracted from the 

population of all CBMAs involving ASEAN firms in Thomson One Banker Database. This study focused 

on target from six ASEAN member countries (Indonesia, Malaysia, Philippines, Singapore, Thailand and 

Vietnam) because they are the most active CBMA players in this region. The selected CBMA involving 

ASEAN firms as the target were announced and completed between the years 2002 and 2013. The 

selection of sample ends in the year 2013 to enable the computation of long-term (three years) accounting 

performance following CBMA, as the proxy for CBMA success.  

Other criteria for the final sample selection are the completion of the deal by the end of the sample 

period and ASEAN target firms are public listed companies which are not classified under financial 

industries. Additionally, the CBMA in which the target completed more than one transaction in the same 

financial year is also excluded. The last criteria is the availability of financial data in Thomson Reuters 

DataStream for one year prior to the completion year and three years following completion year. 

The total numbers of CBMA transactions which satisfy the sample selection criteria are 246 

transactions. Table 1 presents the sample distribution by the country of target firms. Table 1 suggests that 

Indonesia is the most popular target country among ASEAN member countries, followed by Singapore 

and Malaysia. Even though the Philippines is the least popular target country, its average value of 

transaction is the highest at USD 217.06 million. The top 5 bidder nations indicated that the majority of 

bidding firms are from developed countries, such as the United Kingdom, Japan, and the United States. 

This also suggests the possibility of a positive spillover of country-level corporate governance standard to 

the ASEAN target firms. 

 

Table 1.  Sample Distribution by Country 
Nationality of 
Target Firm 

N Value of Transaction ($ million) Top 5 Bidder Nation 
Mean Median  Min Max 

Indonesia 71 178.11 37.47 0.15 1,912.80 Singapore 
Malaysia 

Hong Kong 
United Kingdom 

Japan 
Malaysia 35 37.00 14.84 1.02 421.57 Singapore 

Japan 
United States 

Australia 
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Hong Kong 
Philippines 16 217.06 65.57 0.77 1,387.93 Japan 

Singapore 
United States 
Hong Kong 
South Korea 

Singapore 65 103.99 14.52 0.34 2,210.73 Hong Kong 
Japan 

Malaysia 
United States 

United Kingdom 
Thailand 33 135.60 9.58 0.02 3,658.85 Hong Kong 

Singapore 
Japan 

United States 
Malaysia 

Vietnam 26 10.90 3.13 0.04 80.58 Singapore 
Japan 

United Kingdom 
Hong Kong 

Taiwan 
 

The 246 sample is then segregated into two mutually exclusive sub-samples. The first sub-sample 

comprised CBMA where the bidding country has a better corporate governance standard than the ASEAN 

target country (positive spillover sub-sample, with a sample size of 185) and the second sub-sample 

comprised CBMA where the bidding country has a poorer corporate governance standard than the 

ASEAN target country (bootstrapping sub-sample, with a sample of size 61). 

3.2. CBMA Success 

CBMA success is the dependent variable of this study. A CBMA is considered a success not only 

when it is completed, but also when it created value to the ASEAN target firms through an improvement 

in the firms’ performance following CBMA as compared to before CBMA. Therefore, in this study, the 

changes in the ASEAN target firms’ performance after CBMA is the proxy for the CBMA success.  

This study utilised the return on assets (ROA) as the measure of the firms’ performance as it is 

internationally comparable (Klimek, 2014; Song et al., 2010b). ROA is calculated by deflating earnings 

before interest, taxes, depreciation, and amortisation (EBITDA) by the total asset. The changes in the 

ASEAN target firms’ ROA is calculated by deducting ROA in the financial year prior to the completion 

of the CBMA transaction from the average ROA of the target firms three years following CBMA 

completion (Jory & Ngo, 2011; Wang & Xie, 2009).  

3.3. Country-level Corporate Governance (CGI) 

This study utilised the World Governance Indicator (WGI) as the measure for country-level 

corporate governance. WGI was developed by Kaufmann et al. (2011) and it has been used in many 

studies (Chen et al., 2009; Ellis et al., 2011; Hur et al., 2011; Jory & Ngo, 2011; Lim et al., 2016; Tunyi 

& Ntim, 2016) as a measure for country-level corporate governance due to the consistent measurement 
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throughout the country. Additionally, WGI would result in a more accurate measurement because the 

index is time-variant.  

WGI index comprises six governance indicators, namely the Voice and Accountability, Political 

Stability, Government Effectiveness, Regulatory Quality, Rule of Law, and Control of Corruption. These 

indicators are the result of combination views of numerous enterprises, citizen, and expert survey 

respondents in the industrial and developing countries (The World Bank Group, 2015). The six 

governance indicators scores fell between −2.5 and +2.5 and a higher score indicates a stronger corporate 

governance environment. Since there is a high correlation between the six governance indicators for a 

particular country, a country-level corporate governance index (CGI) was constructed based on the 

summation of all scores (Chen et al., 2009; Lim et al., 2016). The CGI score range is between −15.00 and 

15.00. Another variable, namely the governance gap (CGIG) was constructed by calculating the 

difference between the target and bidding country-level corporate governance. 

3.4. Control Variables 

Previous CBMA literature reported that the firm-specific factors and deal characteristic factors are 

important determinants of CBMA success. These factors are firm’s size (Basuil, 2011; Du & Boateng, 

2015; Martynova & Renneboog, 2008; Sharma & Raat, 2016; Song et al., 2010a; Wu et al., 2016),  firm’s 

leverage (Thao Ngo et al., 2014), firms’ financial advantage (Changqi & Ningling, 2010; Du & Boateng, 

2015; Song et al., 2010a), transaction size (Aybar & Ficici, 2009; Aybar & Thanakijsombat, 2015; Bhagat 

et al., 2011), advisor (Lowinski et al., 2004), and relatedness (Aybar & Ficici, 2009; Corhay & Rad, 2000; 

Jory & Ngo, 2011; Song et al., 2010a). Therefore, this study aims to examine the impact of country-level 

corporate governance on CBMA success, controlling the firm-specific and deal characteristic factors. 

3.5. Methodology 

This study uses cross-sectional regression to examine the impact of country-level corporate 

governance on CBMA success, controlling the firm-specific and deal characteristic factors. Specifically, 

this study regresses the ASEAN target firms’ performance change (ROA): 

 

𝑅𝑅𝑂𝑂𝑂𝑂  𝑐𝑐ℎ𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎 =  𝛼𝛼 + 𝛽𝛽1𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶 + 𝛽𝛽2𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶2  + ∑ 𝛽𝛽𝑘𝑘 𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝑘𝑘  + 𝜀𝜀    (1) 

 

For the robustness test, the market-based performance change namely the Tobin’s Q is used as the 

measurement of the ASEAN target firms’ performance. Tobin’s Q is calculated by deflating the sum of 

market capitalisation, preferred stock, and total liabilities by the total asset. 

4. Results and Discussions 

Table 2 and Table 3 present the descriptive statistic of CGI for positive spillover and bootstrapping 

sub-sample. Based on Table 2, the mean CGI for bidding firm (CGIB) of positive spillover sub-sample is 

7.41 is much higher than the mean CGI of ASEAN target firm (CGIT), which is −1.37. The paired sample 
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t-test indicated that the difference is 8.78, which is significant at 1% level, as shown in Table 4. The result 

indicates that ASEAN target firms were acquired by bidding firms from countries with a significantly 

better country-level corporate governance. This further indicates that there is a possibility of positive 

spillover occurrence which could lead to an improvement of the ASEAN target firms’ performance, hence 

a CBMA success.  

Table 3 presents the descriptive statistic of bootstrapping sub-sample. In contrast with positive 

spillover sub-sample, the mean CGI of bidding firm (CGIB) is much lower than the mean CGI of ASEAN 

target firm (CGIT). Table 4 reports the difference of 5.21 is significant at 1% level. This means that the 

bidding firms from country with poor country-level corporate governance acquired target firms from 

ASEAN countries with significantly better country-level corporate governance, which implied the 

possibility of bootstrapping occurring.   

 

Table 2.  Descriptive statistics and correlation table for Positive Spillover Sub-sample (sample size:185) 
Var
iabl

e 
Descriptive statistic Correlation Matrix 

  Me
an 

Me
d SD Mi

n Max 
C
GI
B 

CG
IT 

CG
IG 

CG
IG2 

TS
IZ
E 

TL
EV
E 

RA
GE 

TT
QY
1 

TR 
VA
LU
E 

ADV
ISO
R 

REL
ATE

D 

CGI
B 

7.4
090 

8.6
058 

2.8
929 

-
2.0
24
4 

10.8
675 

1.
00
0 

.25
1*
* 

.61
4*
* 

.58
0*
* 

0.0
60 

-
0.0
15 

0.1
02 

-
0.0
25 

-
0.022 

-
0.128 

CGI
T 

-
1.3
714 

-
2.6
696 

2.8
815 

-
5.5
80
1 

8.91
71  1.0

00 

-
.61
0*
* 

-
.60
4*
* 

-
0.0
71 

-
0.0
96 

-
0.0
15 

-
0.0
86 

-
0.008 

-
0.121 

CGI
G 

8.7
804 

10.
000
6 

3.5
327 

0.2
70
4 

15.7
872   1.0

00 

.96
8*
* 

0.1
07 

0.0
66 

0.0
96 

0.0
49 

-
0.011 

-
0.007 

CGI
G2 

48.
332
9 

17.
931
1 

58.
800
1 

0.0
04
1 

183.
685
0 

   1.0
00 

0.1
04 

0.1
07 

0.0
65 

-
0.0
03 

0.022  

 

Table 3.  Descriptive statistics and correlation table for Bootstrapping Sub-sample (sample size:61) 
Vari
able Descriptive statistic Correlation Matrix 

 
Me
an 

Me
d 

SD 
Mi
n 

Max 
C
GI

B 

C
GI

T 

CG
IG 

CG
IG2 

TS
IZ
E 

TL
EV
E 

RA
GE 

TT
QY
1 

TR 
VA
LU
E 

ADV
ISOR 

REL
ATE

D 

CGI
B 

3.32
33 

3.05
93 

4.77
18 

-
4.3
35
4 

8.97
33 

1.
00
0 

.2
71
* 

-
.91
4*
* 

-
.88
3*
* 

0.1
42 

-
0.1
07 

-
.26
3* 

0.00
7 

0.001 -
0.166 

CGI
T 

8.53
37 

8.88
72 

1.95
55 

-
2.8
16
3 

9.51
14 

 
1.
00
0 

0.1
43 

0.1
57 

-
0.0
11 

-
0.1
26 

0.0
06 

0.06
7 

-
0.020 

0.178 
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CGI
G 

5.21
04 

4.23
45 

4.64
09 

0.0
64
1 

13.5
530 

  1.0
00 

.97
4*
* 

-
0.1
51 

0.0
57 

.27
3* 

0.02
1 

-
0.010 

0.246 

CGI
G2 

48.3
329 

17.9
311 

58.8
001 

0.0
04
1 

183.
6850    

1.0
00 

-
0.1
44 

0.0
92 

.30
4* 

0.02
1 

-
0.029 0.225 

**. Correlation is significant at the 0.01 level (2-tailed). 
*. Correlation is significant at the 0.05 level (2-tailed). 

 

Table 2 and Table 3 also present the mean of governance gap (CGIG) for both sub-samples. The 

mean CGIG for positive spillover sub-sample which is 8.78 is higher than bootstrapping sub-sample, i.e. 

5.21. Figure 1 depicts the distribution of governance gap (CGIG) for both sub-samples, divided into three 

categories. There is a significant difference in the distribution of CGIG for both sub-samples. For the 

positive spillover sub-sample, half of the ASEAN target firms (50.27%) were acquired by bidder from 

countries with much better country-level corporate governance, evidenced by the classification in large 

governance gap (CGIG) which is “10 and above” category. In contrast, for the bootstrapping sub-sample, 

half of the ASEAN target firms (50.82%) were acquired by bidder from poorly governed countries, which 

is quite identical to ASEAN country-level corporate governance. 

 

Table 4.  Governance indices by the bidder/target country 

 Positive Spillover Bootstrapping 
Positive Spillover - 

Bootstrapping 

 Mean 
value 

t-stat Mean 
value 

t-stat Mean 
value 

t-stat 

Bidder country 7.41  3.32  4.09*** 6.32 
Target country -1.37  8.53  -9.91*** 30.20 
Difference Bidder - Target 8.78*** 33.81 -5.21*** -8.77   
N 185  61    
Notes: ***, ** and * stand for statistical significance at the 1%, 5% and 10% level, respectively. 

 

 

 The distribution of Governance Gap (CGIG) Figure 1. 
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4.1.  The CBMA success of ASEAN target firms 

Table 5 presents the return on assets (ROA) of ASEAN target firms a year prior to CBMA 

completion and the average of three years following CBMA completion. Prior to the completion of 

CBMA deal, the mean of ROA is 11.60. However, the result indicated that the long-term performance of 

ASEAN target firms deteriorate following CBMA completion with the average ROA for three years 

following CBMA completion is 7.40. The mean ROA change (−4.20) was tested for significance using 

both the t-test and Wilcoxon Signed Rank Test. The result from t-test and Wilcoxon Signed Rank Test 

indicates that the deterioration in ASEAN target firms’ performance after CBMA as compared to before 

CBMA completion is significant at 10% level and 1% level respectively. In addition, only 40.7% (100) of 

the CBMA transactions recorded a positive ROA change while the remaining 59.3% (146) recorded a 

negative ROA change. 

 

Table 5.  Return on Assets (ROA) of ASEAN Target Firm 

 
ROA -1 Average 

ROA+3 
T-test Wilcoxon Signed Rank 

Test 
 t Sig. Z Sig. 

N 246 246     
Minimum -64.24 -280.63     
Maximum 434.89 75.80     
Mean 11.60 7.40 -1.72* 0.09 -3.03*** 0.00 
Std. Deviation 31.30 22.92     
Notes: ***, ** and * stand for statistical significance at the 1%, 5% and 10% level, respectively. 

 

Therefore, Hypothesis 1, which posited that there is an improvement in ASEAN target firms’ 

performance following CBMAs, is not supported. This result contradicts with the findings by previous 

Asian countries studies (Song et al., 2010a, 2010b). Nevertheless, it is important to note that the 

improvement in target firm’s performance in one of the studies is marginal with less than 1 threshold 

(Song et al., 2010b).  

4.2. The impact of country-level corporate governance on the CBMA success 

Table 6 and Table 7 present the result of cross-sectional regression analysis for positive spillover 

and bootstrapping sub-samples, respectively. The change in ROA is the dependent variable and each of 

the country-level corporate governance indexes is the independent variables. The indexes are (1) bidding 

country corporate governance index (CGIB), (2) target country corporate governance index (CGIT), (3) 

the difference between target and bidding country corporate governance index, which is the governance 

gap (CGIG), and (4) the square of governance gap (CGIG2).  

 

Table 6.  Impact of country-level corporate governance on ROA change: Positive Spillover Sub-sample 
(sample size:185) 

Model Number Model 1.1 Model 1.2 Model 1.3 Model 1.4 
  β t β t β t β t 
Constant -6.16 -0.26 -9.81 -0.42 -12.86 -0.49 -9.24 -2.67 
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Country-specific factors        
CGIB -0.64 -0.85       
CGIT   -1.05 -0.96     
CGIG     0.28 0.40 4.70 1.58 
CGIG2       4.91** 2.03 
Control Variables        
TSIZE 0.78 0.18 0.15 0.03 0.03 0.01 0.55 0.15 

TLEVERAGE -
56.65** 

-2.55 -
57.11** 

-2.58 -
56.28** 

-2.53 -
24.42*** 

-2.66 

TTQ-1 -4.26 -1.51 -4.44 -1.52 -4.63 -1.58 -6.28 -1.60 
TRVALUE 5.31 1.17 5.47 1.20 5.80 1.20 4.65 1.08 
ADVISOR -14.64 -0.99 -14.38 -0.99 -14.61 -0.99 -14.62 -1.00 
RELATED 4.39 0.97 4.06 0.97 4.88 1.07 3.55 0.81 
         
N  185  185  185  185 
R2  39.86%  40.15%  39.73%  41.21% 
F  16.76***  16.97***  16.67***  15.42*** 
Durbin-Watson  1.81  1.81  1.82  1.85 
Notes: ***, ** and * stand for statistical significance at the 1%, 5% and 10% level, respectively. 

 

Table 7.  Impact of country-level corporate governance on ROA change: Bootstrapping Sub-sample 
(sample size:61) 

Model Number Model 2.1 Model 2.2 Model 2.3 Model 2.4 
  β t β t β t β t 
Constant 0.69 0.04 -3.42 -0.13 1.17 0.06 -3.35 -0.84 
Country-specific factors        
CGIB 0.08 0.21       
CGIT   0.68* 1.87     
CGIG     0.05 0.13 -1.21 -0.50 
CGIG2       3.59 1.42 
Control Variables        
TSIZE 2.19 0.55 2.69 0.62 2.48 0.61 1.67 0.48 
TLEVERAGE 25.07*** 3.56 26.01*** 4.50 25.10*** 3.56 5.85*** 4.00 
TTQ-1 -4.07 -1.53 -4.27 -1.58 -4.29 -1.59 -3.17* -1.71 
TRVALUE -2.54 -0.60 -3.09 -0.51 -2.77 -0.65 -1.94 -0.41 
ADVISOR -1.83 -0.43 -1.79 -0.52 -1.83 -0.43 -1.08 -0.32 
RELATED -3.02 -0.82 -3.71 -0.96 -3.28 -0.87 -2.82 -0.73 
         
N  61  61  61  61 
R2  20.86%  21.71%  20.82%  23.43% 
F  2.00*  2.10*  1.99*  1.99* 
Durbin-Watson  2.12  2.12  2.13  2.19 
Notes: ***, ** and * stand for statistical significance at the 1%, 5% and 10% level, respectively. 

 

The correlations between variables are presented in Table 2 and Table 3. Both Table 2 and Table 3 

reported a significant correlation between CGIG and CGIG2 and this is expected as CGIG2 is the square 

term of CGIG. Another significantly high correlation was found between CGIG and CGIB in Table 3. 

However, these two variables were tested separately in different regression. All the regression models 
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reported a Durbin-Watson statistic of approximately close to 2.0. Therefore, there is no autocorrelation 

issue in the regression analysis. The heteroscedasticity issue in the estimation of regression model has 

been addressed using White’s adjustment procedure. 

The result for positive spillover sub-sample is presented in Table 6. The bidder country-level 

corporate governance index (CGIB) is the independent variable in the first regression model (Model 1.1) 

test. The coefficient of CGIB is negative and this is contrary to the positive spillover hypothesis, though it 

is not significant. The coefficient of CGIT is negative (Model 1.2). Even though the coefficient is not 

significant, the negative coefficient implied that positive spillover could occur because a lower CGIT 

suggests a higher possibility of CBMA success. When CGIG is tested in Model 1.3, the coefficient is 

positive and not significant. Nevertheless, it indicates that it is possible for positive spillover to occur and 

positively affect CBMA success. 

Since this study hypothesised a non-linear relationship, CGIG2 was added in Model 1.4. The result 

shows that there is a significant positive relationship between CGIG2 and ROA change, at 5% significant 

level. This indicates that positive spillover occurs in CBMA involving ASEAN firms as the target and 

positively affects the CBMA success. Therefore, the result suggests that when a firm from a better-

governed country acquired ASEAN firms, there is a spillover of better corporate governance from bidding 

to ASEAN target firms. Consequently, it improves the ASEAN target firm’s corporate governance, 

resulting in an improvement in firms’ performance following CBMA completion and CBMA success. 

This study hypothesised a non-linear relationship (inverted-u shape) between governance gap and 

CBMA success. However, the results suggest a u-shaped relationship between governance gap and 

CBMA success, as depicted in Figure 2. Therefore, hypothesis 2 is not supported. This contradictory 

result might be due to the magnitude of the governance gap (CGIG) itself. According to Table 2, the 

maximum CGIG value is only 15.79, half of the possible maximum gap of 30 (the difference between the 

maximum of 15 for the bidder and minimum −15 for the target). Therefore, this study could not capture 

the negative impact of ‘large’ governance gap (20 and above) as hypothesised in hypothesis 2.  

 

 

 The quadratic effect of CGIG and CGIG2 (Positive Spillover sub-sample) Figure 2. 
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However, it is important to note that this study demonstrates that the acquisition of ASEAN firm 

by a firm from better country-level corporate governance could drive CBMA success by creating value 

through positive spillover. In addition, according to Figure 2, the magnitude of CGIG should be 

substantial enough because a small corporate governance improvement could adversely affect CBMA 

success. 

The result for bootstrapping sub-sample is presented in Table 7. It is interesting to note that the 

coefficient of CGIT in Model 2.2 is significantly positive, at 10% level. The positive coefficient suggests 

that the better the ASEAN target country-level corporate governance, the higher the possibility of CBMA 

success and this could have resulted from the bootstrapping effect. This is corroborated by the positive 

coefficient of CGIG in Model 2.3. Even though the results are insignificant, they suggest that the better 

the target country-level corporate governance, the higher the ROA change due to bootstrapping effect and 

thus, the higher the possibility of CBMA success.  

In Model 2.4, the square of governance gap (CGIG2) was added to the regression to test the non-

linear effect as posited in Hypothesis 3. The result contradicted with the hypothesis, where a small 

governance gap (CGIG) negatively affects the ROA change while a large governance gap (CGIG) 

positively impacts the ROA change. In addition, both coefficients are insignificant. Therefore, Hypothesis 

3 is also not supported.  

The insignificant and contradictory result might be due to the magnitude of the governance gap 

(CGIG) itself. According to Table 3, the maximum CGIG value is only 13.55, less than half of the 

possible maximum gap of 30 (the difference between the maximum of 15 for target and minimum −15 for 

bidder). Furthermore, Figure 1 indicated that half of the CGIG value for bootstrapping sub-sample is less 

than 5.0. Therefore, the compliance cost that a bidder would have to spend to bootstrap itself to the 

ASEAN target country-level corporate governance would outweigh the minimal improvement in bidder’s 

corporate governance as the difference in governance gap is very small. However, bootstrapping could 

take place when the CGIG is large enough to give a sufficient improvement in the bidders’ corporate 

governance.   

4.3. Robustness test 

Table 8 presents the robustness test for the positive spillover of the sub-sample, using Tobin’s Q 

changes as the dependent variable. The result is consistent with the earlier regression model. However, it 

is interesting to note that the coefficient for CGIG in Model 3.3 is positive, though it is not significant. 

This result indicates that there is a possibility for spillover of bidder country-level corporate governance 

to ASEAN target firms and this positive spillover could positively affect the Tobin’s Q change and hence, 

a CBMA success. For the bootstrapping sub-sample, the results presented in Table 9 are consistent with 

an earlier regression model with ROA change as the dependent variable. However, the result in regression 

Model 4.3 and Model 4.4 signify that a large governance gap could adversely affect CBMA success for 

bootstrapping sub-sample. 
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Table 8.  Impact of country-level corporate governance on Tobin's Q change: Positive Spillover Sub-
sample (sample size:185) 

Model Number Model 3.1 Model 3.2 Model 3.3 Model 3.4 
  β t β t β t β t 
Constant 1.40 1.24 1.54 1.39 1.16 1.03 0.08 0.48 
Country-specific factors        
CGIB 0.01 0.29       
CGIT   -0.06 -1.34     
CGIG     0.05 1.27 0.09 0.71 
CGIG2       -0.10 -1.07 
Control Variables        
TSIZE 0.03 0.10 0.02 0.08 0.00 0.01 -0.01 0.24 
TLEVERAGE -0.43 -0.56 -0.47 -0.64 -0.43 -0.59 -0.15 0.31 
TROA-1 -0.01 -1.52 -0.01 -1.58 -0.01 -1.61 -0.48* 0.28 
TRVALUE -0.17 -0.73 -0.18 -0.79 -0.17 -0.72 -0.14 0.21 
ADVISOR 0.49 1.59 0.50 1.63 0.51 1.65 0.51* 0.31 
RELATED 0.04 0.15 -0.02 -0.07 0.03 0.11 0.06 0.25 
         
N  185  185  185  185 
R2  12.08%  13.02%  12.93%  13.32% 
F  3.47***  3.78***  3.75***  3.38*** 
Durbin-Watson  2.35  2.35  2.36  2.36 
Notes: ***, ** and * stand for statistical significance at the 1%, 5% and 10% level, respectively. 
         

 

Table 9.  Impact of country-level corporate governance on Tobin's Q change: Bootstrapping Sub-sample 
(sample size:61) 

Model Number Model 4.1 Model 4.2 Model 4.3 Model 4.4 
  β t β t β t β t 
Constant -1.65* -1.97 -1.46** -2.06 -1.48* -1.79 0.23** 2.16 
Country-specific factors        
CGIB 0.02 1.61       
CGIT   -0.01 -0.80     
CGIG     -0.03* -1.85 -0.06 -0.72 
CGIG2       -0.17* -1.80 
Control Variables        
TSIZE -0.09 -0.51 -0.03 -0.17 -0.11 -0.67 -0.08 -0.60 
TLEVERAGE -0.80*** -2.71 -0.85*** -3.28 -0.83*** -2.86 -0.18*** -2.75 
TROA-1 -0.03*** -5.19 -0.03*** -4.09 -0.03*** -5.25 -0.40*** -4.32 
TRVALUE 0.34* 1.88 0.31 1.64 0.37** 2.04 0.26* 1.89 
ADVISOR -0.09 -0.52 -0.09 -0.60 -0.09 -0.53 -0.13 -0.99 
RELATED -0.18 -1.11 -0.21 -1.41 -0.15 -0.91 -0.16 -1.05 
         
N  61  61  61  61 
R2  39.07%  36.20%  39.96%  42.42% 
F  4.86***  4.30***  5.04***  4.79*** 
Durbin-Watson  2.02  1.94  2.04  2.06 
Notes: ***, ** and * stand for statistical significance at the 1%, 5% and 10% level, respectively 
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5. Conclusion 

The increase in CBMA sales by ASEAN firms for two consecutive years indicates the popularity 

of CBMA as an external growth strategy among the ASEAN firms. However, the low percentage of deal 

completion and the CBMA failure in creating value trigger an interest in examining whether CBMA 

conducted by ASEAN firms will succeed or otherwise. The fact that ASEAN member countries are 

emerging countries with inferior corporate governance made it even more interesting to examine whether 

the country-level factor could affect the success of CBMA involving ASEAN target firms. 

CBMA transactions involving ASEAN firms as target which was announced and completed from 

the year 2002 to 2013, were analysed. The empirical results reported that there is a significant decline in 

the ASEAN target firms’ performance as measured by the long-term accounting performance, namely the 

ROA. The CBMA success rate in which there was a positive ROA change, was only 40.7% out of 246 

CBMA transactions.  

The role of country-level corporate governance in influencing CBMA success was examined by 

segregating the sample into two sub-samples – positive spillover and bootstrapping. The results indicate 

that the difference in country-level corporate governance between bidder and ASEAN target country 

could create value and thus positively affect CBMA success through positive spillover. There is no 

evidence of value creation through bootstrapping and therefore, no significant impact on CBMA success.  

This study contributes to the CBMA literature by examining the country-level factor of corporate 

governance, instead of focusing on firm-specific or deal-specific factors, as determinants of CBMA 

success, which have been widely discussed in M&A literature. Additionally, companies seeking to 

acquire firms from other countries to improve their corporate governance should ensure that an 

appropriate governance gap exists (i.e., not too small of a gap) to ensure they can capture the benefits 

from the corporate governance differences between the two countries of the bidder and the target. 

This study comes with limitation. No segregation of samples was made between ASEAN and non-

ASEAN or developed and emerging country bidding firms. Perhaps a segregation of the samples could 

provide more insight on how country-level corporate governance could create value in CBMA, thus affect 

the CBMA success. Further research should be undertaken to provide an additional insight into the 

limited CBMA literature on the role of country-level corporate governance in CBMA success.   
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