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Cultural distance and cross-border bank M&A'’s

Master Thesis Financial Economics
J.J.N. Beemsterboer

Abstract:

| study how cultural differences between counthlsience cross-border bank M&A flows and
the stock price reaction of the merger around tirancement date. | use a sample of 1,176
cross-border bank deals announced in the perio@-2025. Moreover, | obtain 745 cumulative
abnormal returns of acquiring banks and 172 cunwalabnormal returns of target banks.
Additionally, besides conventional measures ofuwelt| include a new measurement of cultural
distance based upon individual survey data of callistance that controls for intra-country
cultural variation. First of all, | find that cultal distance has a negative effect on cross-border
bank M&A flows. Hence, cultural distance is a barifior cross-border bank M&A activity. In
practice, larger cultural distance lowers the philiig that a bank will engage in a cross-border
merger. Secondly, | find that cultural distanceegatively associated with the stock price
reaction of acquiring banks around the announcentetiet of the merger. On the other hand,
apart from several cultural values, cultural disehas a positive robust relationship with the
stock price reaction of the target banks aroundatirouncement date. This suggests that the
market perceives cultural distance as a barrietti®acquirer and an opportunity for the target
bank.

1] would like to express my gratitude to my supesvislitra Dwarkasing for the helpful comments, reksaand
constructive advice during the process of this era$iesis. Moreover, | want to express great gidgito my family
and all my friends who provided support. With thiaster thesis | conclude a wonderfull period duvitgch | have
met a lot of fantastic people and which broughtfraey Groningen and Seoul to Rotterdam.



“At bottom every man knows well enough that heusigue being, only once on this earth; and
by no extraordinary chance will such a marveloysbturesque piece of diversity in unity as he

is, ever be put together a second time” FriedridetXsche.

1. Introduction

Since the beginning of the 1990’s changes in telcigycand regulation have led to a substantial
increase in bank mergers and acquisitions (M&Aivagt(Amel et al.,2004). This international
consolidation of banks has led to changes of firmamearket’s strurcture all over the world.
Moreover, considering banks, cross-border M&A aeerhost important form of entrance in
international expansions (Caiazza et all, 2014 xi@lsly, banks engage in cross-border
expansion to pursue potential synergy gains of @tics of scale, economies of scope, risk and
revue diversification. (Berger et al., 2001) Howe\ke literature does not find evidence of these
potential synergy gains (Correa, 2009). The litmetrgues that barriers in the form of
institutional, cultural and economic difference$viEen countries prevent potential synergies
from realizing. (Vander Vennet, 2004; Correa, 2068)wever, besides the role of common
language, the role of cultural differences hashsa&n studied intensively in the literature on
bank M&A. Nevertheless, the effect of cultural diste has been studied intensively on overall
cross-border M&A. In fact, the literature on théeet of cultural distance on overall cross-border
merger argues that cultural differences are indeledrrier (Stahl and Voigt, 2008). However,
Chakrabarti et al. (2005) state that cultural diseapotentially has a positive effect on cross-
border M&A in the long run. In this paper, | empally examine the effect of cultural distance
on cross-border bank M&A flows. Furthermore, | idBnthe relationship between cultural
distance and the stock price reaction of the taagdtthe acquiring banks around the merger’s
announcement date. Recent large bank mergers stavwwultural differences can be a barrier or
beneficial. The acquisition of Lehman BrothersAtsan and European braches by the Japanese
Nomura showed that cultural differences can beradvan post-merger integration. On the other

hand, cultural differences were overcome by BNRbR@arwhen they acquired Fortis Belgium.

The general theory on cultural distance is thaividdals prefer similar cultural values with

corresponding practices (Hofstede, 2001). Cultarelte defined as the collective mental



programming of a group of people that creates aallttalues which lead to human behavior and
practices (Hofstede, 1981). In case of a crossdydvikA, two different cultures, corporate or
national, have to integrate and cooperate. Hehesgtdifferences between two cultures is
measured by the distance in cultural values. Naedultural values shapes human behavior
(Hofstede, 2001) and as a result it affects ecoo@mactices (Stultz and Williamson, 2003).
Consequently, in case of a cross-border mergeerdiiit cultures with different practices collide.
Correa (2009) suggests that this collusion of caffus a barrier in bank M&A that prevent
potential synergies from realizing. Moreover, imgeal Stahl and Voigt (2008) find that cultural
distance has a negative effect on the cross-b®i&x flows. Interestingly, they find that

cultural distance has positive effect on the siarge reaction of the target company and a
negative effect on the stock price reaction ofabguiring company. Additionally, Amel et al.
(2004) find that there is an increase in valuetdoget banks in a merger. However, this is offset

by a decrease in the value of the acquiring banks.

Obviously, a critical feature of studying the effe€ culture on cross-border M&A'’s the
measurement of cultural distance. Clearly, cultsir@n abstract institution and hard to quantify.
Nevertheless, the dimensions of Hofstede (19801 RidOcombination with the cultural distance
index of Kogut and Singh (1988) have been widebdus the cross-border M&A literature
(Stahl and Voigt, 2008). Although, this framewoislproven its validity it comes with several
limitations. Shenkar (2001) presents several er@gregarding this framework. Among other
things he states that this framework assumes thattges are culturally homogeneous. Clearly,
culture in countries can be different per regioenkk, countries are culturally heterogeneous. In
fact, Au (2000) claims that intra-country cultuvaliation is important. Beugelsdijk et al. (2015)
find that cultural distance that controls for intauntry cultural variatiohoutperforms the
Euclidean cultural distance measurement of Kogdt@ingh (1988). Hence, | create a cultural
distance measurement that controls for intra-cquniltural variation. In detail, | obtain
individual level data of around 80 countries frdme World Value Survey (WVS) based on three
different questions that each represent a culuadale. | use the cultural values trust,
individualism and hierarchy from Ahern et al. (2p1ext | measure the cultural distance for

each cultural value between all available counttiesletail, | use the Jensen-Shannon distance

2Intra-county cultural variation is equal to cultlineterogeneity in a country



to control for intra-country cultural variation. Flnermore, | use the conventional Euclidean
distancé measurement. Note that the Euclidean distancemtuasapture intra-country cultural
variation and as a result assumes cultural homatyemighin countries. Furthermore, besides,
these Euclidean distances, | use the Euclideaaraies of the six cultural dimensions of

Hofstede (2001) and overall cultural distance mesments.

Mainly, | use these cultural distances to examihatveffect culture has on cross-border bank
M&A flows. In other words, what is the effect ofltwral distance in the decision of a bank to
engage in a cross-border merger. Additionallysd these cultural distances to examine the
relationship between cultural distance and thekspoice reaction of target and acquiring banks
around the announcement date of the merger. Irobtaik M&A data for 1,176 cross border
bank mergers in the period 1990-2015 for aroundiB@rent countries. First of all, | create an
equivalent of the gravity model of trade with criesder M&A flows as dependent variable,
cultural distances as independent variable anatrcbwith a set of country characteristics
differences and other distance measures. Secdreflfimate the effect of cultural distance on
the stock price reaction of the merger around tirancement date. | use an event study to
calculate the cumulative abnormal returns of thgeigand acquiring banks two days prior and
after the announcement of the bank merger. Nasdelthe cultural distances and controls from
the gravity model to examine the relationship betveultural distance and the stock price
reaction of the target and the acquiring banksraddbe announcement date.

This thesis contributes to the existing literaturseveral ways. First of all, as stated before, th
effect of culture in cross-border bank M&A is ntiidied intensively. Several papers (Correa,
2009; Vander Vennet, 2004) claim that culture meier that prevent synergies from realizing,
however this thesis tests this claim more intengieurthermore, the cross-border bank M&A
literature finds many determinants on M&A activagd stock price reactions including culture.
However, proxies of culture are usually are vemnygtdy defined. In most papers, cultural
distance is measured by a dummy variable of larg(iégrolyi and Taboada, 2015; Correa,
2009). While language is a feature of culturepiesinot represent any cultural value. This paper

goes beyond defining culture as language and iesladrepresentative set of cultural values for

3 The distance between two points. In this caselitance between the cultural mean score betwegdwntries.
Hence | call it mean based distance.



companies as more refined measures of culture.ngggditerature on cultural distance
challenges the intensively used measure of cultlistdnce from Kogut and Singh (1988) and
Hofstede (1980). Shenkar (2001) states severawes including the assumption of country
homogeneity within this measurement. This paperawgs on this by including a measurement
that controls for intra-country cultural variatidfurthermore, none have used the Jensen-
Shannon (J-S) distance as a measurement of culistahce that controls for intra country
cultural heterogeneity. | improve upon previousrhture dealing with cultural distances and
financial outcomes by using the Jensen-Shannoaraist(Cha, 2007) to calculate cultural

distances in this paper.

Regarding the findings of this paper. First of kdl|/ine with the literature, | find that cultural
distance is a barrier in cross-border bank M&A foun fact, | find that overall cultural distance
and individual cultural value distances have aificant negative effect on cross-border bank
M&A activity in the period of 1990-2015. Secondlyijnd that the cultural distance is negatively
associated with the stock price reaction of theumety banks. On the other hand, cultural
distance is positively associated with the stoekepreaction of the target banks around the
announcement date. With respect to the literatbre finding suggests that the value enhancing
of target banks and decrease of stock value iseded with cultural distance. In short, cultural
distance is as a barrier for banks to engage mssdorder M&A. Furthermore, larger cultural
difference is perceived positively for targets aedatively for acquirers by the stock market.

The remainder of this paper is organized as folldwsection 1, | describe the theory and
literature on culture, cultural distance and itaswement issues, cross-border M&A'’s and
cross-border bank M&A's. In section 2, | discuss lypotheses regarding the effect of culture
on cross-border bank M&A's in section 3. | prestiiet data and the methods used to test the
hypotheses in section 4. The results are discussszttion 5. Finally, | present a conclusion and

discussion of this paper in section 6.

2. Literature review

In this literature review | discuss related literat First of all, | discuss the definition of auk.
In detail, | describe that culture can be descriwgd cultural values which lead to human

behavior. Consequently, differences in culturalreallead to different behavior. This difference



in cultural values can be captured with culturatance. In the second part | discuss cultural
distance. Especially, | discuss the measurememesssf cultural distance in the literature of
cross-border M&A. Thirdly, | discuss how culturasthnce affects general M&A flows and
stock price reaction in previous studies. Finaltjdcuss the literature of bank M&A.

2.1 Culture

According to Hofstede (1980), culture is the cdilex programming of the mind that
distinguishes the members of one group or categioayother. The category can refer to
nations, regions, religion, etc. In fact, everyiundual has a consistent pattern of thinking,
feeling and acting that was learned during thésr. Hofstede calls these patterns mental
programs. In depth, mental programming is the plai individual’'s conditioning that is shared
with other members of a group, region or countrgwidver, it is not shared with individuals of a
different group, region or country. An obvious exaenof collective mental programming is
language.

These mental programs consist of three levelst &irall, universal is the one shared by all
individuals and is most likely inherent geneticaBecondly, collective is the grouping of
individuals. Thirdly, the individual personalityh&@ mechanisms by which the mental programs
are revealed is in terms of values held by coNestior individuals. In fact, values are feelings
with a direction: Trust versus distrust, Individsait versus collectivism, hierarchy versus
egalitarianism (Ahern et al, 2012; Hofstede, 19B€hwartz, 1992). Notably, these cultural
values are key drivers of human behavior. (Hofs@@l, Van Hoorn, Ahern et all 2012) In
fact, several papers prove that cultural valuescatiuman behavior in terms of economic
decision making. (Guiso, Sapienza, and Singald¥;.20abellini, 2010). In detail, Grinblatt and
Keloharju (2001) for example find that the indivadstock holding home bias in Finland exists
This is the tendency to hold a disproportional amti@i home country investments in an
individual’'s portfolio. Hence, individual investopsefer home country stocks without a legimate
economical reasorfurthermore, Stulz and Williamson (2003) use religas a proxy for culture
and explain why legal protection for shareholderd ereditors differ across countries. They find
that Protestant countries protect the rights odlitoes more efficiently than most Catholic
countries. Moreover, Guiso, Sapienza and Zinga@8g) study the effect of trust on stock
market participation. They show that higher lew#lsust leads to more participation in the



stock market. Thus, individual's economic decisiars affected by national cultures through
cultural values.

Hofstede (1980) created a framework to captureiseilvith cultural valu€'sby using cultural
working values from 117,000 IBM employees acrossaiintries. In fact, this paper identifies
four different national cultural dimensions: powdgstance, individualism, uncertainty avoidance
and masculinity. In a later stage long term origataand indulgence versus restraint were added
to the set of dimensions (Hofstede, 2001). In dgtawer distance shows the degree to which
the inequality of power is accepted by less poweanfembers of a society. In other words, by
how much is the hierarchy in a country acceptetheymembers. Secondly, individualism
versus collectivism describes the tradeoff betwaemdividualistic society and a socially
society. Members of an individualistic society otdie care of themselves and their relatives.
On the other hand, members of a collective so@styintegrated in a cohesive group which
protects and helps them in exchange for loyaltyrdlyy masculinity versus femininity describes
to which extent a society is more masculine or fend. Masculinity represents heroism,
achievement, assertiveness and a more competioretg. A Feminine society prefers
cooperation modesty, caring for the weak and quafitife. Finally, Uncertainty avoidance
shows the level of endurance of a society towanalsiguity and uncertainty. Furthermore,
Hofstede (2001) adds long term orientation andlgehce versus restraint as new cultural
values. First of all, long term orientation shows tevel of thrift and the education as a way to
prepare for the future. Secondly, indulgence versagaint represents the level of free
gratification of enjoying live and having fun.

Furthermore Ahern et al. (2012) use three diffecattiiural values in their study of the effect of
cultural distance on M&A flows and performancefdot, they use proxies for individualism,
hierarchy and trust. In detail, trust is the degro@ on another person to fulfill a commitment
either implicit or explicit. Note that individualis and hierarch also appear in Hofstede’s (1980)
and Schwarz (1992) cultural values.

Clearly, cultural values that are directly relatedvorking values may be a better representation
of cultural distance compared to national cultaliatance. Notably, Hofstede (1980,2001)
cultural dimensions are in fact working values #metefore suitable to use in this setting. In

detail, Chakrabarti et al. (2009) for example fitllst the cultural distances on the overall score

4 The cultural dimensions of Hofstede (1980, 200#&)ia fact cultural values.



of Hofstede’s dimension have a negative effecthenshort term. However, in the long term
cultural distance has a positive effect. Furtheeméihern et al (2012) find that individualism,
trust and hierarchy have a negative effect on doosder M&A flows and performance.
Therefore, | focus on the cultural values that haeen identified as important in previous
studies. These cultural values include: trust\Miadialism, hierarchy, masculinity and
uncertainty avoidance long term orientation andiigence versus restraint.

Furthermore, managers are the individuals who nia&elecisions that lead to certain M&A
flows and M&A returns. Notably, national cultures capture firm’s culture. Ahern et al (2012)
state that of all CEQ’s of companies headquarterdide United states 97.7% are nationals of
the United states. Furthermore, for board memlessnumber is 95.8%. Moreover, regarding
European companies 90% of the German, 85% of techrand 91 of Italian CEQO'’s are from
the country where the company is headquartere result, | assume that that country level

measures of culture are appropriate proxies fdurallvalues held by managers of a company.

In sum, culture is the collective mental programgnaf a group of people. Furthermore, cultural
values are created by culture. Consequently, thi@seral values are key drivers of human
behavior and economic decision making. Culturaliealdiffer across countries therefore
individual’s economic behavior is likely to diffess well. This difference is the cultural distance

between countries.
2.2 Cultural distance

Cultural distance is a widely used measurementtermational business studies. Cultural
distance measures the absolute cultural differbeb&een a country pair based on one or
multiple cultural values. Kogut and Singh (1988yaduced cultural distance and use Hofstede’s
(1980) four cultural values to construct absolutkural distances. Henceforward, these cultural
distances are used to study the entry mode of colepa a new market. The study finds that
larger cultural distance deters entry by acquisitimich more than by green-field or Joint
venture. Hence, Kogut and Singh find that cultdiatance has a negative effect on international

business integration. Their explanation for thigling is that

Distance in culture can be measured with a singhauwdtiple cultural values. Kogut and Singh
(1988) use the four values of Hofstede. On therdtaad, Ahern et al (2012) focus on distances

of three different cultural values. They find theaiger distance of trust, hierarchy and



individualism between countries leads to lower M&Numes and lower announcement returns.
Furthermore, Siegel et al. (2011) find that largiéateral egalitarian distance is negatively

associated with cross border equity and bond isasand mergers and acquisitions.

2.3 Measurement issues of cultural distance
The majority of studies that focus on the effectwture on M&A use the Kogut and Singh
(1988) index of Hofstede’s (1980) cultural dimemsi@s a measure for cultural distance.
However, several fragilities appear in the quacdiiion of culture and the measurement of
cultural distance (Karolyi, 2015; Shenkar, 200mh)fdct, both the cultural values of Hofstede
(1980) and the cultural distance index of Kogut &mihh (1988) are debatable. First of all, as
stated before the proxy of culture is based orcthieiral dimensions of Hofstede (1980).
Secondly, the framework of cultural distance isdaasn the paper of Kogut and Singh (1998).
They use the absolute difference of Hofstede’ sucaltvalues. In other words, they use a model
that measures the average absolute difference aalloiogir Hofstede measures of cultural
distance. Hofstede (1980) its measurement of ailtucombination with the cultural distance
framework of Kogut and Singh (1998) is implementechany cross-border cultural distance
studies (Stahl and Voigt, 2008).
Notably, Shenkar (2001) presents several critigegarding this combination of measurement of
culture and cultural distance framework. Shenk@01 emphasizes that the measurement of
culture is a complex, subtle and intangible proc&bsrefore, creating a measure capturing the
distance between cultures is a challenge. Consdgu8henkar (2001) lists several critiques
that discusses the conceptual properties and theoohaogical properties on how cultural
distance could be improved. In detail, the critgjgan be divided in two part. Firstly, he
critiques the conceptual properties of Hofsted&8Q)9The list of conceptual critiques includes:

(1) The illusion of symmetry, in which cultural distafrom country A to B is not the same
as the distance from B to A. For example, theremigmpirical support that cultural
distance for German'’s towards Austria is equah®dultural distance of Austria towards
Germany.

(2) The illusion of stability, in which culture is agsad to be constant over time. In depth,
all papers that use the cultural values of Hofsteake their proxy of culture on a survey
conducted between 1967 and 1973.



(3) The illusion of linearity is the assumption thattatal distance has a linear relation with
economic decisions.

(4) The illusion of causality is the assumption thdture is the only determinant of distance.

(5) The illusion of discordance is the assumption thétural distance can have a positive

effect or extremes on both side of a cultural value

Secondly, he critiques the methodological propgithe cultural distance index of Kogut and
Singh (1988). These critiques includes:

(1) The assumption of homogeneity, the measures asmeltcultural distance assume that
there is no cultural variation within a country.€eTtultural distance framework of Kogut
and Singh measures the absolute differences afratiltalues between country’s
averages. This is due to the fact that Hofstedg i@orts the average score of each
country. Individual scores of countries culturalues are not available in Hofstede’s
data.

(2) The assumption of equivalence, in which Kogut amdjis assume that the weight of
each cultural value is equal. However, Hofsted@() $tates that uncertainty is

potentially the most important dimension.

In this paper | mainly focus on improving on thewsption of the homogeneity critique by
incorporating cultural value data based upon irtliad survey data. Additionally, | also take into
account the illusion of causality and illusion tdlslity when empirically assessing the effect of
culture on M&A flows and cross-border merger anraament returns. First of all, the critique

on the assumption of homogeneity relates to thietiet Hofstede’s scores on cultural values are
country averages. Consequently, measuring distagtweeen two country averages implies that
the cultural distance is equal for a complete pafanh. In practice, cultures are heterogeneous.
For example, the cultural distance for the Fremeraking part of Belgium is smaller towards
France than the Dutch speaking part of Belgium igadwards France. Au (2001) studies
cultural distance which control for intra cultukariation (i.e. country cultural heterogeneity).

Au (2001) finds that mean baseahd variance based factors are not equal. Additlipn
Beugelsdijk et al. (2015) finds that their variat@sed measure of cultural distance outperforms

5 Euclidean distance
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the mean based Kogut and Singh (1998) index ina@xpl foreign affiliate sales of US
multinational firms. Moreover, Van Hoorn (2015) anporates intra cultural variation into
working values. Van Hoorn (2015) finds that inttdteral variation is substantially more
important the Euclidean distance between countries.
In sum, all papers based on Hofstede’s culturakdsions assume homogeneity in a country.
However, cultural distance that controls for coymtitra cultural variation describes a different
story with respect to economic decision makingpractice, with respect to M&A, a company
can acquire a target that is in a segment thdvsecto the home country. Consequently, the
cultural distance is lower than predicted by thembased distance. In fact, intra cultural
variation focuses on similarities between sub gsoofpcountries rather than absolute distance.
Therefore, I include a cultural distance measuaé ¢bntrols for intra cultural variation. Clearly,
| do not state that results of the mean basedralidiistance are wrong. Merely, that cultural
distance measured that controls for intra-countitfucal variation can present new insights with
respect to studies which assume country homogeneity

2.4 M&A'’s and Culture

The effect of cultural distance on mergers and stipns has been debated intensively in the
M&A literature (Stahl and Voigt, 2008). The litesa¢ can be divided into two streams. First of
all, a large set of papers claims that that culha® a negative effect on cross-border M&A flows
and performance. This stream is established byguheral distance hypothesis of Hofstede
(1980). Which states that costs of cultural coniraateases with larger cultural distance between
two countries. In other words, it suggests thatucal distances increases the cost of integration
of cultural collision during the post-acquisitioarpd. (Kogut and Singh, 1988). On the other
hand, the other stream opposes this view, theyndllaat culture has a positive effect (Morosini
et al., 1998) or no effect on cross-border M&A fand performance Stahl and Voigt (2005).
Regarding the positive effect of cultural distanocecross-border M&A. This stream suggests
that the acquirer enhances due to the fact thatralidistance provides the acquirer with a
diverse set of new routines and skills that wesvipmusly not available to the acquirer.

(Morosini et al., 1998; Chakrabarti et al., 2005)

In perspective, Stahl and Voigt (2008) presentsetiaMtudy on the effect of cultural distance on
M&A performance. Mainly, they argue that relatioipshetween cultural distance and M&A
performance is more complex than described by aharal distance hypothesis (1980). They

11



emphasis that the contradicting findings in theréiture is due to the fact that the different
studies use different levels of measures of culfpeeformance and focal point of organization.
Hence, Stahl and Voigt (2008) find that culturatdnce is negatively related with sociocultural
integration outcomes. In detail, they find that thagnitude of this relationship depends on the
cultural dimension. Hence, this suggests that alldistance is a barrier for the M&A
integration process. Secondly, they find that theen opposing relationship for cultural
distance with the stock price reaction of the taegel the stock price reaction of the acquiring
firm. In fact, they find that cultural distance resegative relationship with the stock price
reaction of the acquiring firm. On the other haihey find that cultural distance has a positive
relationship with the stock price reaction of taeget firm. Finally, they find that the degree of
relatedness increases the magnitude of the negatat@nship of culture with synergy
realization. Additionally, regarding the differesceutcomes of different cultural dimensions
they recommend the use of alternative culturabdist measures.
Additionally, Chakrabarti et al. (2009) find thatlwral distance has a negative effect on
announcement returns of cross-border M&A'’s (i.arskerm). On the other hand, cultural
distance has a positive effect on the long termrnetross-border M&A'’s.

2.5 Bank M&A'’s

In line with the literature of overall cross-bordd&A, the bank M&A literature mainly
considers the determinants of bank M&A flows arel performance of bank M&A'’s in terms of
realizing synergy gains and the stock price reasti&irst of all, size is an important determinant
of cross-border bank acquisition flows. In fact,ank level, the overall consensus on the
determinants of domestic bank M&A'’s is that largad more efficient banks acquire smaller
and less efficient banks. Furthermore, acquiringkbaend to come from countries with a larger
GDP relative to the target (Vander Vennet, 200datz et al., 2014) Secondly, on country
level, bank M&A activity is higher for country paithat are economically, geographically,
legally and institutionally closer (Buch and Delo2@04).Thirdly, regarding bank M&A
performance, in general Letetit et al. (2004) fihdt bank M&A'’s are significantly value
enhancing for targets and much less for acquiretsrims of the stock price reaction. In
perspective, Amel et al. (2004) state that larger more efficient banks acquire relatively
smaller and less efficient banks. However, improgets in efficiency of the cross-border bank
M&A is limited. In detail, bank M&A do not improvprofit and cost efficiency. The positive

12



stock price reaction of target banks is offseth®y/egative stock price reaction of the acquiring
banks. As a result, bank M&A’s do not generate strerider value. However, on one hand,
Vander Vennet (2004) finds that bank cross-bord&AM improve efficiency in profitability.
Hankir et all (2011) shows that this is due tofdnet that the market positively perceives the
increase in market power of a bank M&A. On the otend, Vander Vennet (2004) find that
potential gains are not realized in terms of openal efficiency. Additionally, Correa (2009)
tests whether there is evidence for either theajlabvantage hypothesis or the home field
hypothesis. The home field hypothesis claims tloatekstic owned banks are more efficient
compared to the foreign owned banks. This duedatst of managing institutional, cultural and
economic distances. On the other hand, the glomdthesis claims that cross-border banks
have the ability to overcome these distance reletsts due to superior management skills,
technology and diversification of risks Hence, @ar2009) finds the acquirer is not able to
increase the performance of the foreign acquiredk belative to the domestic owned bank. As a
result, he finds weak support for the global hypsth. Consequently, difficulties arise in
improving efficiency of foreign acquired banks doecountry institutional, cultural and
economic differences. In sum, the general litemafunds that bank M&A’s do not improve cost
argues that synergy gains and share-holder valpmiaments are not achieved due differences
in language, culture, currency and regulationsedalj Karolyi and Taboada (2015) finds that an
institutional difference of bilateral differencesriegulation levels affects cross-border bank
acquisition flows and performance. Notably, cultaliatance has not been studied explicitly to
explain the suggested cultural barrier. Nevertlslssme papers have included culture as a
variable in their analyses. However, they all @s®lage as a proxy for culture. (Karolyi and
Taboada, 2015; Correa, 2009; Focarelli and Poz26l01) Interestingly, having a common
language has a positive effect on cross border bagkisition flows (Karolyi and Taboada,
2015). Notably, this paper will generate a theoedtstronger proxy for cultural distance and
therefore improve upon the previous literature idgalvith cultural distance and bank M&A's.
As stated before, Karolyi and Taboada (2015) fwvidence that in cross-border bank
acquisitions the acquirer comes from a regulatikietsr country compared to the target. These
findings were conducted with different instrumentatiables. In order to control for
endogeneity concerns they use government ownersysfematic banking crisis and years of

independence as instrumental variable.
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Interestingly, as stated in the internet appendikarolyi and Taboada (2015), they find that the
distance in cultural dimensions uncertainty avoadamasculinity and individualism of
Hofstede (1980) all have a relationship with thgutatory variables. This suggests, that
regulatory differences could be an outcome of caltdifferences. Notably, in order to control

for this effect | include regulatory differencesath models.

3. Hypothesis development

This paper contributes to the aforementioned liteeain several ways. First of all, it extensively
explores the effect of cultural distance on crossder bank M&A flows and stock price
reactions. Secondly, next to the fundamental Kaguit Singh and Hofstede (1980) cultural
distance framework, | incorporate a new framewbek tontrols intra-country cultural variation
The aim of this paper is to examine the effectudfural distance between countries on cross-
border bank M&A flows. Additionally, this paper emanes the relationship of cultural distance
with stock price returns of the target and acqgitsanks around the announcement of the
merger. As stated before, a cross-border bank M&glies that two banks from different
countries and therefore cultures merge and consdgu®ve to cooperate from that time on. As
stated in the literature, culture can be measuyetuliural values, for example the cultural
dimensions of Hofstede (1980). Furthermore, thediem@l values are key drivers of human
behavior and practices. As a result, differenturaltvalues lead to different human behavior and
practices. Regarding a cross-border merger, twWerdifit cultures with corresponding cultural
values and therefore different practices join aadehto cooperate. This clash of cultures can
lead to different outcomes. In cross-border mergegeneral the effect of this clash is
debatable. Nevertheless, in this paper, cross-bbategk M&A flows (activity) focusses on the
point of view of how banks perceive cultural distas in their acquisition behavior. If banks
perceive cultural distance as a barrier (opporititen cultural distance has a negative
(positive) effect on the probability of a cross-ber bank acquisition to occur. In other words,
how does cultural distance affect the decisionarids to acquire a foreign bank? On the other
hand, the stock price reaction around the annoueneof the cross-border bank merger reflects
how the market prices cultural distances in crazskér bank M&A. In other words, does the
market prices the clash of cultures negativelyjtp@sty or not at all?
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As stated before, several papers find that culdisthnce matter in M&A. Moreover, bank

M&A literature suggest that culture is a barrieatthbrevents the realization of cross-border bank
synergies. Notably, the bank M&A literature claithat there are barriers that prevent banks
from realizing synergy gains (Correa, 2009). AltgbuStahl and Voigt (2008) find that culture

is a barrier Morosini et al. (1998) state thatwudt distance has a positive effect on cross-border
M&A activity. In order to examine the effect of tutal distance on cross-border bank M&A

flows the first set of hypothesis contains:
Hypothesis la:Cultural distance has a negative effect on crossiobank M&A flows.
Hypothesis 1b:Cultural distance has a positive effect on crosedbobank M&A flows.

Again, regarding the literature, the literature atels whether the relationship on the stock price
reaction of the cross-border M&A is positive or agge. Amel et al. (2004) and Stahl and Voigt
(2008) find that the stock price reaction of tasgstpositively and that the stock price reaction
of the acquirers is negatively. However, if thishie case, what is the relationship with culture

and the stock price reaction. As a result the sg¢se of hypothesis are:

Hypothesis 2a:Cultural distance is negatively associated withssrdorder bank M&A stock

price reactions around the announcement date ofrteeger.

Hypothesis 2b:Cultural distance is positively associated withssdoorder bank M&A price

reaction around the announcement date of the merger

4. Data Collection

Clearly, regarding the hypotheses, this researotbealivided in two parts. First of all,
determining the effect of cultural distance on srbsrder bank M&A flows. Secondly,
determining the effect of cultural distance on srbsrder M&A stock price reaction.
Quantifying all terms is crucial. In this part Isteibe the research design. In depth, | state what
the origins of the data are and motivate how tha taconstructed.

4.1 Bank M&A data
| extract a broad data sample of domestic and dyosder bank acquisitions from Thompson
Financial's securities data corporation (SDC) dasab In line with the literature (Karolyi and

Taboada, 2015) | select bank acquisitions in wkhehacquirer is a bank holding company or a
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commercial bank. Target banks include commerciakbabank holdings, all insurance
companies, mortgage and nonmortgage loan brokdrseurities brokerage companies.
Furthermore, | exclude privatizations, leverageduy, spinoffs, recapitalizations, self-tenders,
exchange offers and repurchases. | keep acqusiitiowhich the acquirer had a minority control
before the acquisition (< 50%) and has a majoitytiol after the acquisition (>50%). This
sample contains 8128 domestic and cross-bordes daabunced between 01/01/1990 and
12/31/2015. In detail, 1,176 (14%) of the dealsaoss-border deals and 6,952 (86%) are
domestic deals.

Panel B of table 1 shows the 25 most active taagdtacquiring countries on the total number of
cross-bank M&A'’s from the data sample. It showd tha United States (127), United Kingdom
(86) and France (56) are the three largest tamgettoes for bank M&A'’s. Furthermore, the top
three of home countries of acquirers consist oh€eg105), United Kingdom (81) and Germany
(75). Panel A of table 1 shows the 30 largest taauiring and domestic in terms of bank
M&A deal value. Furthermore, figure 1 shows theelepments in total number, total value,
average and the division of cross-border, domesiittotal bank M&A deals over the period
1990 and 2000. The total number of M&A’s grew radpid the 1990’s from 131 in 1990 to 360
in 1998 to remain between 300 and 400 for the degade. However, the total number of cross-
border M&A did not grow as fast as domestic bank M&ross-border bank M&A peaked in
2001 around the internet bubble and around beferdéinancial crisis of 2007 to bound back to
1990 numbers after this crisis. Furthermore, tha tollar value of bank M&A shows that
cross-border value of bank M&A peaked in 2000 add62 Clearly, before the internet bubble
and financial crisis. The average value of domestit cross-border deals per year shows that in
the 1990’s the values moved similar to a peak 0028nd to a bottom in 2002/2003. However,
after 2003 the domestic deals reached a peak i& 200 fell to an early 1990’s values in 2013.
In fact, the peak of average domestic deal vall®908 is due to mergers initiated by the
government to keep the financial system stai@e. the other hand, cross-border deal average
deal values grew to a peak in 2015. Consequehtyshare of cross-border deal value in the
world shows the same development. In fact, peaikirp01, 2007 and 2015.

8 In the United States Bank of America acquired Mdrynch with a value of $48,766 million and LlogdrBS
group acquired HBOS with a value of $25,439 milliorihe United Kingdom.
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Additionally, | merge the bank M&A data with stopkice data from Datastream. The abnormal
return is cumulated two days before and two dalgs #ie announcement date. As a result, due
to data availability | obtain the cumulative abnairstock price return (CAR) around the
announcement date of the M&A of 745 acquirers ar@titargets. Table 2 shows the average
return, standard deviation and number of obsematior each target and acquiring country over
the observation period 1990-2015. Furthermore,roiigg panel B | perform &test wheter the
CAR of target and acquiring banks is significardifferent than zero and with respect to each
other. Panel B of table 2 reports that the ave@@R for target banks is significantly larger than
the CAR for acquiring banks. Furhtermore, in linkw&tahl and Voigt (2008), the CAR of
target banks is significantly positive. AlthoughetCAR of acquiring banks is negative it is not
statistically significant. Nevertheless, table ®wh the development of the average target and
acquirers CAR per year over the observation pefiodetail, figure 1 shows that the target
bank’s CAR is mainly positive with exceptions in9ll9 1996 and 2010. On the other hand, the
CAR of the acquiring banks is negative in the p@fA8998-2006 and tops in 2009, 2012 and
2014. After merging CAR data with the control vates data | keep 225 observations for the
acquirers CAR and 65 observations for the targ&R.C

4.2 Cultural distance
4.2.1WVS

Quantifying culture is a challenging and difficpliocess. | obtain my cultural value data from
Hofstede (1980, 2001) and from the World Value 8urfWVS). | create a mean based distance
measure on the Hofstede values and on the WVSh®ather hand, by using individual level
data from WVS individual data | create a measurdragaultural distance that controls for intra
country cultural heterogeneity.

| extract cultural values data from The World Vatgrvey (WVS). Due to the fact that this data
is available on individual level and available foultiple points in time. Note, that this is not the
case for data of Hofstede (1980). The World Valbes/ey (WVS) is a database with
respondents on questions that can be related o \wees and motivations. It consist of six
waves consisting of ranges from 1981-1984, 198%2,19994-1998, 1999-2004, 2005-2008 and
2009-2014, over 100,000 respondents, around 10ftwes, and involves around 250 items on
perceptions of life, the environment, work and ol identity. For example, one question in the
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WVS | use is: How proud are you to be your nationafityith respondent options ranging from
very proud (responding 4) to not at all proud (mesping 1). In the United States 61% of the
people respond that they are very proud and 0.8%orel that they are not at all proud. Hence,
the WVS database is a perfect tool to construceasarement to control for within country
heterogeneity in a cultural distance variable.

Additionally, the World Value Survey is availabler imultiple points in time. Consequently, the
critique of illusion of stability (Shenkar, 200E)improved upon. In fact, | use the third till the
sixth wave, representing a period ranging from 1993014. Although, the second wave
represents the first five years in my data satsnbt included. Due to the fact that the second
wave contains around 10 countries, of which 4 apjmetihe bank M&A dataset.

Following Ahern et al. (2012), | extract the cuibivalues trust, individualism and hierarchy
from the world values survey. First of all, to meastrust | use the following survey question
from the WVS:

Generally speaking, would you say that most peagtebe trusted or that you need to be very
careful in dealing with people?

1. Most people can be trusted

2. Need to be very careful
Secondly, to measure individualism | use the foitapsurvey question from the WVS:

How would you place your views on this scale? 1mag@u completely agree with the statement
on the left; 10 means you agree completely witrstaement on the right; and if your views fall

somewhere in between, you can choose any numbeteen.

Incomes should We need larger income diffeagnc

be made more equal. as incentives for individual effort.
1 2 3 4 5 6 7 8 9 10
In which, individualistic counties select the sed@ption and collective counties select the first

option.

Thirdly, to measure hierarchy | use the following\ey question from the WVS:
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People have different ideas about following indtiarts at work. Some say that one should
follow one’s superior’s instructions even when does not fully agree with them. Others say
that one should follow one’s superior’s instructsaonly when one is convinced that they are
right. With which of these two opinions do you &fre

1. Should follow instructions

2. Must be convinced first

In which people that chose the first option aredrehical and people who chose the second
option are supposed to be egalitarian.

Notably, this question is only available for thedhand fourth wave. In other words, it is only
possible to proxy for hierarchy from 1994 till 200zhis limits the amount of available data.
Furthermore, each wave consist of a specific raigeuntries. Consequently, assuming that
hierarchy is constant for the remaining does nqrove the amount of data. As a result,

hierarchy has a substantially lower amount of @@ data compared to individualism and trust.
4.2.2 Hofstede

Although, the measurement of culture by Hofste®8Q) is prone to critiques itis a
fundamental work in the literature on cultural diste (Stahl and Voigt, 2008).

| obtain all six cultural values from Hofstede'dal@ase. Which contain, power distance,
individualism versus collectivism, masculinity vessfemininity, uncertainty avoidance, long
term orientation and indulgence versus restraint.

Ahern et al. (2012) state that the questions floenWVS proxy for the same individualism and
hierarchy as Hofstede’s dimensions of individualigrcollectivism and power distance.
However, both measures contain of different quastid herefore they can be seen as different
measures. In detail, Hofstede measures individuahgh four different questions. In which
larger job security and the amount of respect abthirom the job shifts towards individualism.
On the other hand, more time for personal life hadng an interesting job shifts a society
towards a collective society. As a result, thesestjans are different than the question from
WVS. This question focusses mainly on the relabietween income and incentives. Secondly,
power distance questions is larger if responsdseang consulted by your boss and fear to
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contradict a boss is larger. Moreover, power distars smaller when respect for a boss and the
preference for one boss is larger. The correspgngiirestion in the WVS is similar to one
feature of Hofstede’s question. Furthermore, theetations between Hofstede’s power distance
and the mean based difference and Jensen-Sharstanadi of Hierarchy from WVS

respectively -0.01 and 0.14. Regarding individumaltbese correlations are 0.04 and 0.13. Given
these points, the data obtained from the WVS amuh tHofstede capture different features of
cultural values.

4.2.3 Instrumental variable

Notably, culture and economics may have effectamhether. In other words, it is possible that
cultural values of countries are affected crossiboactivity. Moreover, there may be omitted
variables in the empirical analyses that may afbeth cross-border M&A flows as well as
cultural distances consequently. To address thaseeens, as well as the possibility that the
cultural distance variable captures some measureenen, | instrument the main cultural values
in order to control for such issues as reverseatysind endogeneity in general. In detail, in
order to find a causal link, | use religious dis@ametween country pairs from Spolaore and
Wacziarg (2016) as an instrument for the culturstlashce variables. Clearly, one may argue that
religion may have an effect on cross-border M&Aisough other channels than my measures of
cultural distance. In my findings | present thadliidnal tests, present that the instrumental
variable appears to have significant explanatorygyoThe first stage F test supports whether
the instrument is relevant and whether | am unabteject the joint null hypothesis that the
instrumental variable has no explanatory power.édwer, | use the Woolridge (1995) test that
indicates whether the variables are in fact endogenA possibility for future research would be
to condition upon these other channels in the aogbianalyses. A direct effect of religious
distance as set many centuries ago on current-barger M&A flows seems highly unlikely.

In detail, Guiso et al. (2006) defines culturelasse customary beliefs and values that ethnic,
religious and social groups transmit relatively haweged from generation to generation. With
respect to Hofstede’s measures this definitionudtiuice has the focus on the transition of culture
from generation to generation. Valid factors thet be treated as time invariant and that are
transmitted from a generation on the next genarasieeligion. In other words, religion is given
to an individual, it is relatively hard to changea short time span. New religious practices are
adopted only in long time periods (i.e. centuri€)nsequently, religious distance are suitable
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instruments for cultural value distance. Using ¢heariables as instruments for cultural distance
is justified, given that country religion is set myacenturies ago and therefore current cross-
border M&A flow is unlikely to have a direct effech these outcomes. Moreover, it can be
expected that religion is related to my measurezuttéiral distance as they capture the time
invariant parts of culture which is also suppoffiedn the empirical results in the first stage of

2SLS regression.
4.3 Control variables

In addition, other variables can influence bothssrborder bank flows and performance. First of
all, I derive my model to examine the effect oftatdl distance on cross-border bank M&A
flows from the gravity model of trade (Tinberge®62). In line with the trade literature | obtain
GDP per capita and GDP per capita growth from WBddk database (World Development
Indicators). Furthermore, weighted distance betwsemtries from Mayer and Zignago (2011)
is used to control for geographical distance. Mweepl include indicator variables for countries
that have the same language, share a border asel ¢bantries that have had a colonial link.
Regarding bilateral trade flows | extract importadiiom the International Monetary Fund’s
(IMF) direction of trade data bank (DOT). Tradewkare the log of imports from the acquiring
countryj to the target country An average of all six indicators of governanceyttaan, Kraay
and Mastruzzi., 2009) is used to create one gowemendicator. | include real stock market
returns and real exchange returns according todtial (2012). Furthermore, according to Beck
and Demirguc-Kunt (2009) bank industry conditiorett@r. Henceforward, to control for
banking sector conditions | use bank private crpdivided by the banking sector relative to the
country’s GDP to control for the size of the baektsr and the assets of the top three banks with
respect to all commercial banks as a measure fik t@ncentration. Finally, due to the fact that
besides the instrumental variables presented inliiaand Taboada (2015) they use the four
dimensions of Hofstede (1980) as alternative imsénts for regulatory arbitrage. They find that
using the alternative cultural dimensions as ims#mnts is in line with regulatory arbitrage.
Consequently, to control for the effect of regutgtdistance | include the first principal
component (PCA) measure of regulation from Karalydl Taboada (2015). In detail, this is

constructed as the first principal component (PG#the four indexes of Barth et al. (2013).
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5. Methodology

| create a model to examine how cultural distarifexts the volume and frequency of cross-
border bank M&A's. In order to do this | createrayty model of trade to capture cross-border
bank M&A flows. Furthermore, | create a model t@emne how cultural distance affects the
stock price reactions of the acquirer and target ofoss-border bank M&A. In order to do this |

calculate the cumulative abnormal returns in amestudy.

In order to capture cross-border M&A flows | calate the cross-border ratio. On the other hand,
| capture cross-border bank M&A performance by wlalitng the cumulative abnormal returns
(CAR) of the target and the acquirer banks arolecahnouncement day of the acquisition.
Notably, the main determinant in this study is erdt distance. | calculate cultural distance on
several cultural values which are stated beforéadh regarding the critiques on the current
literature (Shenkar, 2001) | create a distance émaank that controls for within country cultural
heterogeneity. In order to capture intra cultuegiiation in a distance framework | use the
Jensen-Shannon distance. Additionally, following literature | compute the Kogut and Singh
(1988) and cultural distances of Hofstede’s (128M1) cultural dimensions as a benchmark
against the Jensen-Shannon distance. Furthermooeydute several overall measures of
cultural distance using the first principal componanalysis (PCA). All these measurements as

well as the control variables can be found in thgable list (appendix D)
5.1 Cultural distances

As stated before, | will measure cultural distanttd the assumption of country cultural
homogeneity and with the assumption of culturaétegeneity in a country. | obtain cultural
values from the World Value Survey (WVS) and Halst¢Hofstede,2001) database. Since, the
WVS contains individual level data it is only pdssito create a cultural distance measurement
with the WVS data. Nevertheless, | create a meabatecontrols for intra-country cultural
distance using both the WVS and the Hofstede dlafact, these are Euclidean distances based
on the cultural value mean of a country. Consedueintreate two mean-based measurements.
The widely used Kogut and Singh (1988) culturatadise on Hofstede’s dimensions. Moreover,
following Ahern et al. (2012) | create a mean basdtural distance measure on the cultural
values obtained from the WVS. Kogut and Singh (32&# the following formula to measure

cultural distance:
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CD;; = Z {<¥> /43 (1)
i=1

Where:CDij = Cultural distance between counignd country (i#j), D i,j= Cultural dimension
D in countryi,j, varrD= variance of cultural dimensid.

Note that cultural dimensions are the six cultdiaiension$ of Hofstede. Furthermore, the
variance of cultural dimension D is for the Dimamsitself. In other words, it is not the variance

of the dimension in country target countryr acquiring country.

The second mean based cultural distance measinoensAhern et al (2012) on the cultural
values from the WVS. The cultural distance of trusdividualism, hierarchy and each

dimension of Hofstede (1980, 2001) is calculatedheyfollowing equation:
A cultural value = |Xj — Xi | (2)
In which, Xi, j average score of cultural value X in acquiringrioyj or target country (i#).

Note that cultural value X is either trust, indivalism or hierarchy or one dimension of
Hofstede (1980). The previous two equations ark Absolute Euclidean distances. Which can
be best described as the distance between twosp@bviously, these two points are in both
equations the average score of a cultural val@edountry. Moreover, cultural distance is either

high or low it is not negative.

Next, in order to create a cultural distance meathat controls for intra country cultural
variation | will use the Jensen-Shannon (J-S) dgdCha, 2007). This distance measure is
derived from the Jensen-Shannon divergence. TreedeéBhannon distance is used to measure
the difference between two probability distribugsoim detail, the J-S distance is a modification
from the more generally known Kullback-Leibler digence (1951). Moreover, the J-S distance
uses a method to make the Kullback-Leibler divecgesymmetric. (Cha, 2007). The formula of

the Jensen-Shannon distance is:

Jensen Shannon distance = \/% >4 P ln (&) +¥%.,Q; In (i) (3)

Pi+Q; Pi+Q;

" Hofstede (1980,2001) cultural values include: Pogstance, individualism vs collectivism, mascitiirvs
femininity, uncertainty avoidance, long term orarin and indulgence vs restraint.
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Whered is the number of bins of the vector,i®the value of country probability vector P,iQ
is valuej of country probability vector Q. Hence, this formwalculates the distance between
probability vector P and probability vector Q. lmst paper P and Q represent the score
distribution of a question from the world valueay for country P and country Q countries.

As stated before, | use a questions from the Widaldie Survey (WVS) that can be related to
trust, individualism and hierarchy. These questiomsnd between 1-2 for trust and hierarchy or
1-10 for individualism. For example, for “individlism” the question bounds between 1 and
10. In which 1 represents low individualism andnigh individualism. Given all responses, |

will create a probability distribution vector foaeh country, each WVS question and each WVS
wave. For example, appendix E shows that for thdividualism” question in wave 5 (i.e. 2005-
2009¥. The Jensen-Shannon distance measures the digtagmeh bin of the vector. As a result,
the Jensen-Shannon distance of individualism betwlez Netherlands and the United States in
the period 2005 till 2009 is 0.07. Clearly, thefeliénce in perception of individualism is low
between the Netherlands and the U.S. Furthermizee]lénsen-Shannon distance between
Germany and the Netherlands is 0.19 and the JeBisannon distance between the United States
and Germany is 0.16. With respect to the mean baisézhce the cultural distance are 0.02, 0.12
and 0.10. Hence, | test in table 8 of Appendix Etlikr the Jensen-Shannon distance and
Euclidean distance of trust, individualism and &iehy are significantly different. Indeed, | find
that both measurements are statistically signitigadifferent.

Clearly, the Jensen-Shannon distance measurese¢hambetween two probability
distributions. Consequently, if the probabilitytdisution vectors P and Q are identical the J-S
distance is 0. On the other hand, if vector P atdor Q do not overlap the J-S distance is 1.
Since, the vectors | use are on the same inteovahtues higher than 0.50 are reported. As a
result, a high similarity of the probability diditition results in a low J-S distance and low

similarity of the probability distribution resulis a high J-S distance.

Importantly, due to the fact that the Jensen-Shamistance varies over time and is not a mean
based distance measure the illusion of stabilitythe assumption of intra-country cultural
homogeneity both do not hold. Hence, the Jensent®imadistance varies over time and controls

8 The Netherlands has a probability distributiontgeof: (0.08, 0.05, 0.09, 0.08, 0.14, 0.12, 00.94, 0.04, 0.06)
and the United States: (0.12, 0.05, 0.09, 0.08%,@112, 0.13, 0.15, 0.04, 0.07).
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for intra-country cultural heterogeneity. Howeue illusion of symmetry still hold in all
distance measures. In fact, the cultural distamtleeoNetherlands to Germany is equal to the

distance of Germany to the Netherlands.

Furthermore, all the cultural distances are absatumbers. Consequently, a large number of
cultural distance means that two countries areillimore disperse. This notion is important
with respect to the gravity model of trade.

In order to capture the combined effect of différeutural values | create several overall culture
measurements. In detail, | perform the principahponent analysis (PCA) on all Jensen-
Shannon cultural distance measures, all mean-l{&setidean) WVS cultural value distances,
all six Hofstede dimensions and of all culturalued. As a result, | calculate the first principal
component of all important cultural values. In dletanclude the J-S distances of trust and
individualism and all of Hofstede’s cultural dimémss excluding individualism. Moreover, as
stated before | capture overall culture by calengathe Kogut and Singh (1988) cultural

distance framework.
5.2 Cross-border bank M&A flows

| first examine how cultural distance of severdtunal values and indexes influence cross-
border bank M&A flows. In order to capture crosgd®y bank acquisition flows and incorporate
it in a gravity model | compute a cross-borderaati country pairs. In fact, for each country
pair, | calculate the cross border ratio, whicthes total number of cross-border bank
acquisitions in yeatrin which the target is from countryand the acquirer comes from country
j(i#)) divided by all majority domestic and cross-bordank acquisitions in target counirin
yeart. Hence, the cross-border ratio is the proportiomward cross-border bank M&A flows
relative to all bank M&A activity. In this way | edrol for factors that influence cross-border
and domestic M&A. In case of zero cross border kaotlvity for target in yeart, these
observations are excluddelrthermore, this measure is consistent with dtiefiterature on
cross-border M&A flows (Erel et al, 2012; Karolynéa Taboada, 2015)

In order to capture cross border bank M&A flowslimate the cross-border ratio by using a
gravity model. The gravity is originally from Tintzgen (1962). The gravity model of trade
explains the amount of bilateral trade by the eannanass (GDP) and the geographic distance
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between country pairs. In which, economic massahassitive effect and distance a negative
effect on the amount of bilateral trade. Clearhavity models of trade are the most widely used
models in the international trade literature. Imsthe gravity model is a perfect method to
estimate bilateral flows. In perspective, instetbilateral trade flows | use the gravity model to
estimate bilateral bank acquisition flows. Notallyth respect to the original gravity model of
trade | use the cross-border ratio instead of tflades and cultural distance instead of

geographical distance.

Clearly, the objective is to determine the effdatwdtural distance on cross-border bank M&A
flows. Consequently, | run a panel regression aerifvom the gravity model of trade. Which is

as follows:
Cross — border ratio; j, = a + Bcultural distancej;, + yAX;_;j; + 6 +9; + 1, + €j_;r (4)

Where theCross — border ratio, ;. is the ratio of the total number of cross-bordank
acquisitions in target countnandacquirer is from country(j#i) in yeart, divided by the total
number of domestic and cross-border bank acquisitiio target countryin yeart. | exclude

data if a target country has of zero cross-bordeklkacquisitions in yedr

Bcultural distance; ;. is a vector of variables that measure the culisthnce between target
countryi and acquirer countryin yeart. Note, the distance is an absolute number and with
respect to the control variables not the differeme®veen target countryand acquirer country

In detail, cultural distance can either be the Kand Singh (1988) index, the absolute
difference of average country scores or the JeSé@mnon distancaX;_; . is a vector of

control variables that measure the difference betvmacquirer countriyand target countriyin

yeart. This vector consist of the difference of the ndtlogarithm of the GDP per capita and

the difference of GDP growth. Furthermore, theat#hce in governance is measured with the
overall index from Kaufmann et al. (2009). Furtherm | use bank credit relative to GDP as the
proxy for the size of the banking sector. | measheemarket share of the largest three banks as
a proxy for bank industry concentration. | useithports from target countiyfrom acquiring
countryj as a proxy for bilateral trade. Moreover, regagdime gravity model of trade | use
weighted distance of distance from Zignago (20d19antrol for geographical distance.
Following Erel et al. (2012) | include real stoclarket and real exchange return differences

between target countryand acquirer countryin yeart. Furthermore, | include three dummy
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variables that indicate if target countrgnd acquirer countriyshare a border, have the same
language and a dummy variable that indicates itthentry pair ever had a colonial link. Finally,
following Karolyi and Taboada (2015) | include tlrst principal component (PCA) to capture
differences in overall regulation inde, ¥; represents the target and acquirer country fixed
effects in order to control for any other time inaat country characteristics. Furthermore, in

order to control for overall market conditions tha¢ not captured | uge for year fixed effects.

| estimate the gravity model of M&A flows using & different estimations. First of all,
ordinary least square estimation of the model$¢ondly, the Poisson Pseudo maximum
likelihood (PPML) estimator of the gravity modehiidly, the two stage least square (2SLS)
regression with an instrumental variable. As stéefre, | instrument the cultural value
distances and overall cultural distances by thgioels distance from Spolaore and Wacziarg
(2016). Certainly, the Poisson Pseudo maximumihkeld (PPML) is a debatable estimation.
However, for this set of data the PPML estimaticakes perfect sense due to the large set of
zero’s in the dependent variable. Note that theeddent variable is the ratio of bank
acquisitions of a country pair in a given year. @bgly, many country pairs do not have any
bank acquisitions in a given year. In fact, only o the 17.000 observations of the dependent
variable cross border ratio is larger than zeroaAesult, 99.96 % of the dependent variable in
the total data set and 83% of the dependent varialihe estimations is zero. Santos Silva and
Tenreyo (2006) present the Poisson pseudo maxinketihbod estimator (PPML) as a solution
for this problem. They show that the PPML estimapoovides consistent estimates of the
original nonlinear gravity model under the assuopthat the gravity model contains the correct
set of explanatory variables. Moreover, PPML estiioms are commonly used in count data
models and has proved to do well in other modelk wiarge set of zeroes (Santos Silva and
Tenreyo, 2011). Furthermore, explanatory varialdegfficients have a different interpretation
compared to those in an OLS estimation. The caeffts in a PPML model means that if the
explanatory variabl@i increases with one standard deviation the depenaeiable increases

(decreases if the coefficient is negative) by adiaof e Bi*sdi.
5.3 Cross-border bank M&A performance

Next, in order to examine the effect of culturatdnce on cross-border bank performance |
measure the stock price reaction on the date ajlameement. Hence, | calculate the cumulative
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abnormal returns (CAR) of both the acquirers angetiz around the announcement day. | create
a market model with the MSCI world index to estientite real returns. Consequently, the actual

return is described as follows:
Rijkt = ai]-k + ﬂl’ijWt + Ei]'kt t = —260, ,—3 (5)

In which, R, is the daily stock return for either the targetioquirerk. Furthermore, each deal
consist of a target coming from counirgnd, the acquiring country coming from countriis
the day in the event windo\,,. is the MSCI world index ang . is the abnormal return.

Hence, the abnormal returns are calculated overtevieadow t =(-2, +2). The cumulative
abnormal return (CAR) is computed in the followingy:

+2
CARGE™ = ) (o) ©)

| use the MSCI world index to estimate the retuwha target or acquirer due to fact that
abnormal returns have to be compared on an intenatevel. In sum, in the estimation
windowt= (-260, ..., -3) | estimate the normal returns of tlpda (@) and betaff) of the target
or acquirer. Consequently, | estimate the abnorstalns in the event window by calculating
the difference between the real returns and thenalbestimated returns. Next, the abnormal

returns are cumulated over the event petio@2,...,+2).

Clearly, the objective is to determine the effdatutural distance on the stock price reaction of
the target and acquirer. Consequently, | estinfaestock price reaction on the announcement

day with the following regression model:
CAR; i = a+ Pcultural distancej;; + yAXj_j; + 6 +9; + 7 + € ks (7)

In which, CAR; ; x + is the the cumulative abnormal return for acquaretarget bank in yeart
and in which the target bank is from countgand the acquirer is from counfry

Bcultural distance; ;. is the set of cultural distances mentioned befévethermore,

YAX;_;. is a set of control variables that represent cquettaracteristic distances. These are
similar to those used to estimate the cross-baatir in equation (4)5;, 9; represents the target

and acquirer country fixed effects in order to cohtor any other time invariant country

28



characteristics. Furthermore, in order to contooldverall market conditions that are not

captured | use, for year fixed effects.

Finally, | estimate the equation (7) with ordindegst square regressions. In which the
dependent variable is the cumulative abnormal mstaround the announcement date of the
merger of either the target bank or acquiring blarffurthermore, all independent variables are
differences between target counitignd acquiring countryin yeart. Clearly, the variables of

cultural distance are absolute distances.

6. Results & analysis
6.1.1 Cross-border M&A activity

All the models in all tables are estimated by eamimtry-pair per year. Independent variables
are the differences between acquirer counémyd target countryin yeart. The dependent
variable is the Cross-border ratio (CBR). Thishis tatio of cross-border bank acquisitions in
target country which originates from acquiring countrgf all bank acquisitions in target
countryi in yeart. This method aggregates cross-border acquisitiawsfloy country pairs

during the sample period 1990-20Moreover, all estimations include target countoguaring
country and year fixed effects and the standamreare clustered by the target country in all
estimations. As a result, the t-statistics in bsaseobust. Moreover, any time series variation is
suppressed due the fact that target country, anguwountry and year fixed effects and standard
errors are clustered by the target country. Funtioee, in each estimate one cultural value
distance is measured. Note, the description ofaalhbles can be found in the variable list in
Appendix D. Additionally, | present an overview lalof the statistical and economic

significance in table 8.

Table 3 presents the results of the OLS estimdtionf all models. Panel A reports the models
that include the Euclidean and Jensen-Shannondistance of the individual cultural values

from the WVS. Model 2 - 4 present the cultural @ngtes measured by using the Jensen-Shannon
distance and model 5-7 show the cultural distaneessured by using the Euclidian distance. In
all models the coefficient of bilateral trade haggnificant positive coefficient at conventional
levels. Moreover, a country pair sharing the saangliage, country pairs that have a colonial

link and the coefficient of GDP per capita all havsignificant positive coefficient at
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conventional levels. Moreover, these results aom@ically significant. A standard deviation
increase (1.63) in the distance of log of GDP pgita is related to a 2.45 percent increase of the
cross-border ratio (25% of its standard deviatiéunythermore, a one standard deviation increase
(2.33) increase in the log of bilateral trade soggated with a 1.56 percent increase of the cross-
border ratio (15% of its standard deviation). Hynahe magnitudes of the common language

and former colony variables are 0.83% percent asgef cross-border ratio with a one standard
deviation increase in common language and 0.92%ase for former colonial link. Which
represents 9.03% and 9.75% of the standard dewiafithe cross border ratio. In sum larger
differences in GDP, higher bilateral trade, the sdamguage and a former colonial link have a
positive effect on the cross-border M&A flows imrtes of the cross-border ratio. In line with the
literature (Correa 2009; Amel et al.,2004) thesdifigs suggest that acquiring banks tend to
come from more developed countries. Moreover,atnghthat cross border bank activity is

higher for countries that have higher bilateradi&#lows and share the same language.

Turning to the distances of the cultural values\dP& of table 3 present the Jensen-Shannon
and the Euclidean distance of trust. Both meadumes a negative statistical significant
coefficient. Moreover, these results are econonyicgnificant. In detail, regarding the robust
coefficient distance in trust values measured witghJ-S-distance (-0.042), a one standard
deviation increase in this distance (0.108, whechpproximately the distance between the US
and Argentina) is related with a 0.51 decreasbenctoss-border ratio. This is 5.22 percent of
the standard deviation of the cross border ratiothiermore, regarding the robust coefficient of
the Euclidean distance of trust (-0.006), a onedsied deviation increase in this distance of trust
is related with a 0.62% decrease in the cross-boadi®. In perspective this is 6.5 percent of the
standard deviation of the Cross-border ratio. Cguertly, these results suggests that cross
border bank acquisition activity is negatively atted by a higher difference in trust between
countries. In practice, this means that banks fookargets in countries with similar value of

trust.

Furthermore, the J-S distance of individualism da®sitive statistical significant coefficient. In
fact, the robust coefficient of the Jensen-Sharthstance in individualism (0.054) implies that a
one standard deviation increase in the J-S distahicelividualism (0.09, around the distance of
the United States and Switzerland) is related @ih50 percent increase in the cross-border
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ratio. Which is 5.09 percent of the standard demmeabf the cross-border ratio. Note that the
significance is low. These results could suggest ¢hoss border bank acquisitions are positively
affected by a higher distance of individualismsimm, this suggests that banks are interested in

countries with different values of individualism.

However, both measurements of cultural distana@lues of hierarchy are not significant. As
stated before, the responding question of hieraicbyly available in wave 2 and wave 3 of the
WVS. As a result, only 1,640 country pairs of data available. This subset of data presents
different coefficients of the control variables quened to the other estimations. In model (4) and
(7) the coefficients of bilateral trade and coldhiizk and the real exchange rate are positively

significant.

Panel B of table 3 shows the ordinary least squeayeession estimations of the Euclidian
distance of each dimension of Hofstede (1980, 2000g coefficient of GDP and bilateral trade
is significant positive in all six estimations. Comon language coefficient is positively
significant in estimations 1-3 and 5-6. Furthermaie coefficient colonial link significantly
positive in estimation 2. The magnitudes of theseffccients are comparable to those in panel
A. Finally, none of Hofstede’s cultural distanceads a significant effect on the cross-border

ratio.

Panel C of table 3 present the results of the GigBesssion estimates of the six different overall
cultural measures. In line with the estimationpamel A the coefficients of GDP per capita
distance, bilateral trade and common language aaugnificant positive effect at conventional
levels. On the other hand, estimation 1 and 2 gdiitferent results due to the fact that both
overall measurements includes the distance of titieyaConsequently, the number of
observations is lower. All statistical significargefficient have a comparable magnitude to those
in Panel A and are therefore economically signific&inally, none of the overall cultural

distance coefficients are statistically significanany model.

Panel A of table 4 shows the results of the Poigs®udo maximum likelihood (PPML)
estimations from Santos Silva and Silvana (200&) #ie cross border ratio as the dependent
variable. Panel A shows the models that includeEiididean and Jensen-Shannon (J-S)
distance of the individual cultural values from IMYS. Estimations 4 and 7 report the results

for both measurements of distance in hierarchyil&inssues appear with respect to panel A in
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table 3. Nevertheless, both distance measuremehtsrarchy are insignificant. On the other
hand, in model the coefficients of distance in@i2P per capita, bilateral trade and common
language are all positively significant at convenél levels. Moreover, these coefficients are
economically significant. The magnitude of sigraint PPML coefficients should be interpreted
as a @ "SP'times increase in the mean of the dependent vari@oinsequently, the robust
coefficient of log GDP per capita implies that walone standard deviation increase in log GDP
per capita distance (1.45) is related with a 1&itgnt higher cross-border ratio. Furthermore,
the effect of a one standard deviation increadelateral trade (2.1) is associated with a 9.7
percent higher cross-border ratio. In practicdine with the findings of the OLS estimations 3,
acquirers tend to come from countries with largBfRGer capita numbers, larger bilateral trade

between countries and a common language havevmosifect on cross border bank activity.

Turning to the distances of cultural values, theliflian distance measure of trust has a negative
coefficient of -0.31 at statistically conventioteVels. This robust coefficient implies that a one
standard deviation increase (0.14 around the disthatween Japan and Latvia) is related to a
0.5% lower Cross-border ratio. This is 5.1 peradrihe standard deviation of the cross-border
ratio. Moreover, distance in trust measured byltsedistance has a negative coefficient but
statistically insignificant. Finally, the coeffigieof individualism measured by the J-S distance
has a significant positive coefficient of 5.237.nde, this robust coefficient implies that a one
standard increase of distance in individualism mesksby the J-S distance (approximately the
distance between the United States and the Philyspiis related to a 1.41 percent increase in
the cross-border ratio. Which is 12.51 percento$iandard deviation. In sum, the Euclidian
distance and the J-S distance of individualisnm igne with the results of the OLS estimation.
On the other hand, with respect to the J-S distahtreist in the OLS estimation, the PPML

estimation is not statistically significant.

Panel B shows the results of the PPML estimatidniseodistance in the six cultural dimensions
of Hofstede (1980, 2001). The results of the cdiaoiables are comparable to those in panel A
in terms of significance and magnitude. These tesuk in line with the previous tables.

Notably, both the coefficient of individualism atite coefficient of masculinity have a
statistically significant negative coefficient. Shiobust coefficient (-0.306) implies that a one
standard deviation increase in the distance o¥iddalism is related with a 0.5 percent decrease
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in the cross-border ratio (5.36% of the standardatien of the CBR). On the other hand the
coefficient of distance of masculinity is -0.231dastatistically significant. This robust

coefficient implies that a one percent increasth@standard deviation of distance in masculinity
values is associated with a 0.4 percent decreast@amdard deviation (4.2% of the standard
deviation of CBR). This suggests that a higheragise in cultural values of individualism versus
collectivism and masculinity vs felinity has a nega effect on cross-border bank acquisition

activity.

Panel C of table 4 shows the result of the PPMkaggjon estimates of the overall cultural
distance measurements. Again, estimation 1 anészpt biased results due to a lower number
of observations in hierarchy. Furthermore, in kvith previous estimations, the coefficients of
distance in GDP per capita, bilateral trade andmomlanguage have a statistical significant
positive coefficient and are economically signifitaNotably, the coefficient of real exchange
rate return has a positive significant coefficiantonventional levels. Finally, the Kogut and
Singh (1988) index of cultural distance has a &tiatlly significant negative coefficient of 0.249
Regarding this coefficient (0.249), a one standiwation increase in the Kogut and Singh
(1988) index of cultural distance (1.24 arounddistance between France and Germany) is
related with a 0.58 percent decrease in the crotebratio. This decrease is 5.32% of the
standard deviation of the cross border ratio. Meeegthe first principal component (PCA) of
the six Hofstede cultural dimensions has a negawetficient that is significant at conventional
levels. This robust coefficient implies that a at@ndard deviation increase in the overall
cultural distance of all six Hofstede cultural dms@®ns (1.43 around the distance of the
Netherlands and Peru) is associated with a 0.48&pedecrease of the cross-border ratio (4.54%
of its standard deviation). These findings sugyest cultural distance tends to have a negative

effect on cross-border bank acquisition flows.

Table 6 shows the 2SLS regressions results ofsaiiices with the cross-border ratio as the
dependent variable. All cultural value distancesiastrumented using religious distance from
Spolaore and Wacziarg (2016). All models reportsbeond stage coefficients of independent
variables, the first stage instrumental variablefficient of the religious distance, the
corresponding P-value of the robust t-statistist Stage F statistic, and the endogeneity test P-
value of Wooldridge (1995) in order to evaluate taédity of the model. Clearly, no instrument
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is perfect. Nevertheless, | assume that if the $itage F statistic and Woolridge test are
significant that religious distance as an instrutakevariable appears to present significant

explanatory power on cultural distance.

Panel A shows the Euclidean and J-S distance ahthieidual cultural values from the WVS
results. The coefficient of religious distancehe first stage regression is significantly positive
at conventional levels. Furthermore, the first stigstatistic is significant at a 5% level and
Woolridge (1995) test of endogeneity indicates thatvariables are in fact endogenous. In
detail, the coefficient in the second stage regpess negative and statistically significant. This
coefficient (-0.219) implies that a one standaxt@ase in distance of trust measured by the J-S
distance (0.11) is related with a 1.44 percentehes® of the cross-border ratio. In perspective,
this is 68% of the standard deviation of the dependariable (CBR). Furthermore, none of the
other J-S distance coefficients have a significaafficient. Regarding model 4, the coefficient
of religious distance in the first stage regresssosignificantly positive at conventional levels.
Furthermore, the first stage F statistic is sigaifit at a 5% level and Woolridge (1995) test of
endogeneity is significant. Furthermore, the coedfit of the second stage regression of the
Euclidean distance of trust is statistical sigmifitat the 5% level. This coefficient (-0.174)
implies that a one standard deviation increasherBuclidean distance of trust (0.14) is related
to a 2.52 percent lower cross border ratio. Ingeesve, this is 127% of the standard deviation
of the cross-border ratio. In sum, the instrumemntsbit significant explanatory power for
distances in cultural values. Furthermore, theifigsl are statistically and economically
significant. In practice, that a higher distancen®®n countries has a negative effect on cross
border bank acquisitions flows between these camtNotably, the magnitude of distance in
trust that controls for intra cultural variationlesver compared to the magnitude

Panel B shows the results of the 2SLS regressiimates of the six Hofstede (1980, 2001)
cultural dimensions distances. First of all, molalhows the results of distance in the power
distance index. The first stage regression coefficof religious distance is positive and
statistically significant. Moreover, the first seaf-statistic of the null hypothesis that the
instrument has no explanatory power for the cultuabue distances can be rejected at the 1%
level. Furthermore, the Woolridge (1995) test gndicant at 1%. The second stage regression
coefficient of distance in the power index hasaistically significant negative coefficient. This
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robust coefficient (-0.027) implies that a one dd deviation in distance of the power distance
index is related to a 2.87 decrease in the crosdeboatio. In perspective, this is 139% of the
standard deviation of the cross-border ratio. M@&gthows the results of the distance of the
uncertainty avoidance. The first stage coefficigfimeligious distance is positive and significant
at conventional level and the first stage F-stiagstignificant at the 1% level. Moreover, the
endogeneity test is significant at 10% level. Teeond stage regression coefficient of distance
in uncertainty avoidance is significantly negatateconventional levels. This robust coefficient
(-0.019) implies that a one standard deviationegase in the uncertainty avoidance distance is
related with a decrease of 3.28 percent of thesdoosder ratio. Consequently, this is 94% of the
standard deviation of the cross-border ratio. jmdistance in long term orientation has a
significant positive coefficient. However, the fistage F-statistic is low and argues that the
instruments do not have significant explanatory @ofer cultural value distance. In sum, these
results present a negative effect of distanceamthwer index and distance in uncertainty
avoidance on cross-border bank acquisition flowdactt, the magnitude of distance in the power
distance index is stronger than distance in unicgytavoidance. In practice, banks prefer
countries with similar power distance and uncetyatultural value levels in case of cross-
border acquisitions. Larger distance between atcppair in these cultural values negatively

affects the change of a cross-border bank merger frappening.

Table 5 presents the results of the 2SLS estimmatbthe overall cultural distance variables.
First of all, regarding model (3) with the KogutdaBingh (1988) index, the first stage coefficient
of the instrumental variable religious distance aasatistically significant positive coefficiertt a
conventional levels. Moreover, the first stagedistic is significant at the 1% level and the
endogeneity test of Woolridge (1995) is significatte second stage coefficient of the Kogut
and Singh index is negative and statistically gigant at conventional levels. The robust
coefficient of the Kogut and Singh index (-0.01mpiies that a one standard deviation increase
(1.23) is related with a 2.11 percent lower crossdbr ratio. Which is 21% of the standard
deviation of the cross-border ratio (CBR).

Secondly, regarding model (5) with the first prpadicomponent (PCA) of all cultural distances,
the first stage coefficients of the instrumentaiafales is positive and statistical significang th
F-statistic is significant at the 1% level and émelogeneity test of Woolridge (1995) is
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significant at the 10% level. Furthermore, the miagle of the coefficient of all cultural

distances (-0.013) results in a 1.78 percent dserehthe cross-border ratio. Which is 18% of
the standard deviation of the cross-border rathese results show that the overall cultural
distances of the Kogut and Singh (1988) cultursiatice index and the first principal component
(PCA) of all cultural value distances have negaéffect on cross-border bank acquisition flows.
In practice, this means that the likelihood of @assrborder bank merger is lower when the

cultural distance between a country pair increases.

In sum, | use two different distance methods ireotd capture distance in values of each
cultural value between countries. The Euclideatade controls for country cultural
homogeneity and the Jensen-Shannon distance cofdrahtra-country cultural variation.
However, due to a lack of observations hierarchgsdwt have a significant relationship or
effect on either the cross border bank acquisiimns or stock returns around the

announcement date.
6.1.2 Findings per cultural value

First of all, in the OLS regression both measureamsehtrust have a similar robust coefficient.
However, the relationship’s economic magnitude \thi cross-border ratio of the Euclidean
distance of trust is three times stronger comptodlde Jensen-Shannon distance of trust.
Secondly, in the Poisson Pseudo maximum likelin@d@ML) estimation only the Euclidean
distance has a statistically and economical sicguifi relationship with the cross-border ratio.
Finally, the two stage least square regressiomasibns on both measurements of trust have a
statistical significant negative effect on the sr®rder ratio. Moreover, the magnitude of both
distances are relatively similar. Although, botlvéa statistically significant relationship the
economic significance is different with respectte cross-border ratio. Notably, the
instrumented variables of trust show the similagate effect on the cross-border ratio.
Nevertheless, differences trust have a negativeeedfin the cross-border ratio. In sum, higher

distance in trust values affects cross-border A&l flows negatively.

Secondly, regarding individualism obtained from (#&/S), only the Jensen-Shannon distance
has a robust significant positive relationship with cross-border ratio. Furthermore, the
magnitude of the relationship is larger in the BomsPseudo maximum likelihood (PPML)

estimation. However, both distances of individual&re not significant when they are
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instrumented by religious distance. Therefore, @ighistance in individualism does not have an
effect on cross border bank acquisition activitpwever, there is a positive relationship with
larger distance in individualism and cross-bordamlkbacquisition flows. A possible explanation
could be found in Chan and Cheung (2016), the sket individualism leads to more
extraversion which in turn lead to more M&A actwifThis positive relationship is a possible

explanation of overconfidence of CEQ’s. This ovafaence leads to more M&A activity.

Turning to the individual cultural dimensions of fdiede (1980, 2001). Individualism measured
by Hofstede (1980) has significant negative refegiop with the cross-border ratio according to
the PPML estimation. Furthermore, when instrumebteceligious distance individualism of
Hofstede (1980) has a significant negative effecth@ cross-border ratio. As stated before,
individualism from the WVS is different from thedividualism of Hofstede (2001). This
explains the difference in relation and effect lo@ ¢ross-border ratio. Clearly, a higher distance

of individualism of Hofstede has a negative effattcross-border bank acquisition flows.

In the PPML estimation higher distance in the mhsity versus felinity has a negative
relationship with the cross-border ratio. Howewenen instrumented masculinity does not have
a significant effect. Furthermore, higher distaimcéhe power distance index and in uncertainty
avoidance has a statistically and economicallyi@amt negative effect on the cross-border

ratio.

Regarding the overall measurements of culturahdis, the PPML estimation show that the
Kogut and Singh index and the first principal comgat (PCA) of all six Hofstede’s dimension
distances has a negative relationship with crosddsdank acquisition flows. Furthermore,
when the overall cultural distances are instruntkbiereligious distance they appear to have a

negative effect on cross-border bank acquisitidiviae

In sum, due to all the findings of the distanceghefindividual cultural distances and the
distances of the overall cultural distance. | canatude that overall cultural distance has a
negative effect on cross-border bank acquisitiatisity. Banks perceive cultural distance
negatively in their decision to acquire a foreigmk. Consequently, | reject Hypothesis 2b and |
cannot reject hypothesis 2a. In detail, largeragisé in Hofstede’s cultural dimensions of
individualism, power distance, uncertainty avoidaaad both measures of trust and overall

measures of culture have a negative effect on dros$er bank M&A flows.
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6.2 Stock price reaction

All estimations are ordinarily least square regm@sson the cumulative return of either the
target bank or the acquiring bank. In all estimadithe dependent variable is the cumulative
abnormal return (CAR) equation (6) of either thguaing banks or target banks. Target
country, acquiring country and year fixed effeats iacluded in all estimations. Furthermore, the
standard errors are clustered by the target counl results from the estimation (7) of the
cumulative abnormal returns of the acquiring baanesreported in table 6 . Furthermore, the
cumulative abnormal returns of target banks arerted in table 7. As stated before, due to data
limitation the number of observation in the estimiag ranges between 88 and 225 for the
acquiring banks and around 40 to 70 for target baNkvertheless, | present several significant
results in the tables. Additionally, | present aemwiew table of the statistical significance in
table 8.

6.2.1 Acquiring banks

Table 6 reports the ordinary leas square estimatath the acquiring bank’s cumulative
abnormal return (CAR) around the announcement®agel A reports the empirical findings
using the distances of the cultural values obtafred the WVS. Larger distance in governance
levels between countries has a statistically sicgmiit positive coefficient at conventional levels.
Furthermore, larger amount of bilateral trade, damgeographic distance and differences in real
exchange return all have a statistically signiftaaggative coefficient at conventional levels. In
practice these results suggest that higher goveenlawels in the acquiring country has a
positive relationship with the CAR. Furthermoregiter bilateral trade and higher geographic
distance has a negative relationship with CAR. I§inkigher real exchange returns in the target
country results in lower CAR’s. Notably, none oé ttultural distance measures on the cultural
values of the WVS have a significant effect on¢beulative abnormal return of the acquiring
bank.

Panel B of table 6 shows the estimates of themtisgof the individual Hofstede (1980, 2001)

cultural dimensions. First of all, the results lné tontrol variables are similar to those reported
in panel A. However, sharing a border has statictinificant positive coefficient in estimation
1 and 3. Furthermore, geographical distance coeffi¢s insignificant in these estimations.

Finally, the coefficient of the power distance irde-0.009 and statistically significant at
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conventional levels. This result suggest that adriglifference in power distance results in a 1%
lower CAR for the acquiring bank. This coefficiemiplies that a one standard decrease increase
in the power distance index distance between twmnires is related to a 1.1 percent decrease of
the CAR around the announcement date. This is dr80f0 of the standard deviation of the
standard deviation acquirer bank’s CAR. In comarjghis magnitude is larger than the

statistically significant coefficient of common loe@r and real exchange rate return.

Panel C of table 6 displays the estimates of tlegadlcultural distances on the CAR for the
acquiring banks. Columns 1 and 2 report differestlts for the control variables compared to
panel A. This is due to the fact that hierarchyw@uded in the overall culture measurements for
the J-S distance and the Euclidian distance. Neeleds, estimations 3-6 show similar results in
significance and magnitude to those reported irepAnHowever, the coefficient of GDP has a
positive significant coefficient of 0.032 and itsgnificant at conventional levels. Furthermore,
the coefficient of common language has a negatatestcally significant coefficient ranging
between 0.02 and 0.025 at conventional levelstimesion 3, 4 and 6. Turning to the overall
cultural distances, the Kogut and Singh (1988) xniul#s a negative statistical significant
coefficient of -0.014 at conventional levels. Trobust coefficient implies that a one standard
deviation increase of the Kogut and Singh (1988ginis related to 1.52 decrease of the CAR
(42% of its standard deviation). In perspective thagnitude is stronger than that of common
border, common language and distance in real egehaeturn. Secondly, the first principal
component (PCA) of the distances on the six Ho&s{@d80, 2001) cultural dimensions has a
negative statistically significant coefficient atnventional levels, This robust coefficient implies
that a one standard deviation increase of thegdhiatipal component (PCA) of all Hofstede’s
cultural dimension distances (1988) is related.42 Hecrease of the CAR (39% of its standard
deviation). In perspective this magnitude is stearthan that of common border, common
language and distance in real exchange returnll¥itize first principal component (PCA) of

the distance of all cultural values has a staafifisignificant negative coefficient at
conventional levels. In practice, this means taegér cultural distance between countries has a
negative effect on the cumulative abnormal retafrthe acquiring bank. This robust coefficient
implies that a one standard deviation increasbefitst principal component (PCA) of all

cultural value is related to 1.41 decrease of tAR €39% of its standard deviation). In
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perspective this magnitude is stronger than thabaimon border, common language and

distance in real exchange return.

In sum, larger overall cultural distance is negatiassociated with acquiring bank’s cumulative

abnormal returns around the announcement date.
6.2.2 Target banks

Table 7 reports the models with OLS estimationshentarget bank’s cumulative abnormal
returns (CAR) around the announcement. Panel Artgfiee results of the Euclidian and J-S
distance on the cultural values trust and indiviidonaobtained from the WVS. Hierarchy is not
included due to low amount of observations. Althoutye observations ranging of 64 on the
remaining estimations is relatively low the R-seubof 0.81 suggest that a large part of the
variation is explained by the estimations. Furthemenmany individual variables have a
significant coefficient. First of all, in the est@tion without a cultural distance variable (1) the
coefficient of GDP per capita difference, distanmt&DP growth, geographical distance, having
common border, difference in real market return diffeérence the real exchange return all have
a statistically negative significant coefficientcanventional levels. The coefficient of difference
in bank concentration has a positive statisticsiliyificant coefficient at conventional levels.

Additionally, all these coefficients are economiigalignificant.

Regarding the distances of cultural values on tAR ©f the target bank, both coefficient
measures of trust are significantly negative. Fifsll, estimation (2) shows that the Jensen-
Shannon distance of trust has a statistically megatgnificant coefficient of -5.325 at
conventional levels. This coefficient implies tlaabne standard deviation increase (0.08) is
related to a 43.18 percent decrease in the cumealabnormal return. This is 170% of the
standard deviation of CAR. This is relatively abstyer effect in comparison to the other
statistical significant coefficients of GDP growadhd regulation. Secondly, the Euclidean
distance of trust has a significant negative coigffit of -2.778 at a statistical conventional level
This coefficient implies that a one standard desmaincrease in the Euclidean distance of trust
(0.10) is related to a 29.41 percent decreaseeiiciimulative abnormal return. This is 122% of
the standard deviation. In comparison to the oskegistical significant coefficients this effect is
larger than the effects of regulation, real markéirn and real exchange return distances.

Finally, the Euclidean distance coefficient of midualism has a statistical negative significant
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of -6.509 at conventional levels. This robust coefht implies that a one standard deviation
increase in individualism is related with a 64.@3qent decrease of the CAR. Which is 267% of
its standard deviation. In perspective, only diseaim GDP per capita, bilateral trade and
geographic distance have a stronger relationshipuin, higher difference in values of trust has
a negative effect on the cumulative abnormal retdithe target banks assuming both cultural
homogeneity and cultural heterogeneity. Furthermooatrolling for intra-country cultural
homogeneity, larger distance in individualism hamgative relationship with the cumulative

abnormal return.

Panel B of Table 7 shows the estimations of thersliidual of Hofstede’s (1980, 2001)

cultural dimension distances. Three cultural distésncoefficients are statistical significant in
this table. In detail, estimation 1 shows that poiwdex distance has a statistically negative
significant coefficient of -0.603 at conventionaVéls. This robust coefficient implies that with a
one standard deviation increase of the distantieeipower distance index (1.20) is related with
a 73 percent decrease in the CAR. This is arouB28s standard deviation. In comparison,
this relationship is larger than the statisticghgiicant coefficients of common border and
distance in regulation. Furthermore, individualidistance has a statistically significant positive
coefficient at conventional levels. This robustfticent implies that a one standard deviation
increase in distance of individualism is relatethva 44.74 percent increase in the CAR. Which
is 186% of its standard deviation. In perspectikis effect is larger than the statistical
significant coefficients of distance in GDP growtbéal market return, real exchange rate return
and regulation. Finally, the coefficient of uncértg avoidance distance is 0.622 and statistically
significant at conventional levels. Regarding tmlsust coefficient a one standard deviation
increase in distance of uncertainty avoidancel&ed with a 61.55 percent increase in the CAR.
Which is 252% of its standard deviation. In perspeconly the statistical significant

coefficients of distances in GDP per capita, bamkcentration, bank credit to GDP and

geographical distance have a stronger magnitudkettigadistance in uncertainty avoidance.

These results show that larger distance in the pdiseance index has a negative relationship
with the cumulative abnormal return of target bar@s the other hand, larger distance in
individualism and uncertainty avoidance is poslinessociated with the cumulative abnormal
return of target banks.
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Panel C of Table 7 reports the estimates resultiseobverall cultural distance measures on the
cumulative abnormal return of target banks. Thdfmment of the Kogut and Singh (1988) index
is negative and statistically significant at convemal levels. Regarding this robust coefficient a
one standard deviation increase in distance oKtdgut and Singh (1988) index is related with a
130 percent increase in the CAR. Which is 5.44 sitaeger than its standard deviation. In
perspective, only the statistical significant caréints of distances in GDP per capita,
geographical distance, common language and commaebhave a stronger magnitude than
the Kogut and Singh (1988) index.

Furthermore, the coefficient of the first princigaimponent (PCA) of all six cultural dimensions
distances of Hofstede (1980, 2001) has a statlistisignificant coefficient of 0.52 at
conventional levels. The magnitude of this coediintiis related to 104% increase in the
cumulative abnormal return. This is more than 4e8rthe standard deviation of the CAR. In
perspective, only the statistically significant ffaéent of distances of GDP per capita,
governance, bilateral trade and geographic distare&arger than the first principal of all six
Hofstede (1980) distances. Finally, the coefficigintirst principal component (PCA) of all
cultural distances is 5.731 and statistically gigant at conventional levels. In perspective only
the robust coefficients of GDP per capita, crealiGDP, bilateral trade and geographic distance
are larger than this coefficient. In sum, overadlasures of cultural distance have a positive
relation with the cumulative return of target barkstably, besides trust and power distance this
effect is opposite to the effect of cultural distaron the cumulative abnormal return of acquiring

banks
6.3. Acquirers vs targets

In sum, in line with Stahl and Voigt (2008) I fitldat cultural distance is negatively associated
with the cumulative abnormal returns of the acagtbanks. Moreover, in line with the
literature, cultural distance is positively asstaibwith the cumulative abnormal return of the
target banks. Regarding Letetit et all. (2004)itteeease in value for targets and decrease of

value for acquires tends to come from culturalatise.

In detail, regarding the cultural values obtainexhf the WVS, | do not find a significant
relationship with the acquiring bank’s cumulatil@armal returns. Nevertheless, both distance

measurements of trust have negative statisticaghjifscant effect on target bank’s cumulative
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abnormal returns around the announcement datebNpthe relationship of the Jensen-
Shannon is 1.45 times higher compared to the Eemfidlistance. Therefore, | conclude that
higher distance in trust values is negatively assed with target bank’s cumulative abnormal
return around the announcement date. In detadl affiect is stronger in the method that controls
for country cultural heterogeneity. Hence, thisgagis that this relationship is stronger than

captured with the cultural distance its conventionadel.

More interesting are the differences between tmeutative abnormal returns of the target and
acquiring banks in the cultural dimension distarmfddofstede. Although, power distance has a
statistical and economical significant negativatieh with the cumulative abnormal returns of
the target and the acquiring banks, the distancaaertainty avoidance and individualism is
only significant for the target banks. As a resutipnclude that higher distance of individualism
and uncertainty avoidance is positively relatechwiite cumulative abnormal return of target

banks.

Notably, interesting results also arise in the allebbust measurements of cultural distance.
The relationship of the Kogut and Singh index (1988 first principal component (PCA) of all
six Hofstede’s dimensions and the first principainponent (PCA) of all cultural values is
negative with respect to the cumulative abnormalrns of the acquiring banks. However, this
relationship is positive with the cumulative abnatmeturns of the target banks around the

announcement date.

In practice these findings suggest that the mahdeks positively about higher distance of these
cultural values for the side of the target bank timicks negatively about higher distance for the
acquiring bank. In perspective, the literatureestdhat possible synergy gains in a bank merger
are not realized. In fact, Correa (2009) suggestchlture is a possible barrier that prevents
synergies from realizing. Indeed, in line with therature, | find that culture is indeed a barrier
However, this barrier is a barrier for the acqurivank. Obviously, the market is aware of this
barrier and prices it as a risk. As a result, difihat culture is negatively associated with the
stock price reaction of the acquiring banks. Onater hand, in line with the literature, | find
that culture is positively associated with the étrganks. Correa (2009) states that target banks

are relatively smaller and less efficient. Henbe, market tends to price cultural differences
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positively due to the fact that the target bank lsaenhanced with the culture of the acquiring
bank.

In practice, the result of a cross-border mergénas two different cultures merge and have to
cooperate from that time on. Consequently, it issgae that the market prices the practices of
the acquiring bank, that will be available to theget bank after the merger, positively for the
target. On the other hand, the acquiring bank rasdsponsibility of merging the two banks.
Consequently, the market prices this obligatioa ask and as a result the relationship is
negative. Nevertheless, individual cultural valistahces of trust, power distance have a
significant negative relationship with the targedfeck price reaction. For the acquiring bank’s

only power distance has a significant negativetiaiahip.
6.4. Country cultural homogeneity vs cultural heggneity

Furthermore, focusing on the specific statistiogihicant cultural values and their magnitudes
present some interesting findings. First of all ¢héural distance based obtained from the world
value survey (WVS). Which are trust, individualigmd hierarchy. Cultures are not
homogeneous (Shenkar, 2001). Hence, | measuresl ¢bheiral distances with the Jensen-
Shannon distance which in turn holds for cultuetenogeneity. As stated before, the results of
the two different distances in trust show that asag for cultural heterogeneity can present
different results. Although, the effect of bothdrulistances are similarly negative on cross-
border bank M&A activity, the magnitude of the tedaship with the cumulative abnormal

return of the target bank is different. In facs@a®sing country heterogeneity presents a stronger
negative relationship of distance of trust anddteek price reaction of the bank. Furthermore,
controlling for intra-country cultural variation the distance of individualism obtained from the
WVS presents a positive relationship with crossdbeobank M&A activity while controlling for
country cultural homogeneity does not presentgmifsiant relationship. As a result, |1 conclude
that controlling for intra-country cultural hetemeity presents different results compared to the

controlling for country cultural homogeneity.
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7. Conclusion & discussion
7.1 Main findings

This study examines the effect of cultural distaoceross-border bank M&A flows. In other
words, how does cultural distance affect the denisif a bank to engage in a cross-border
merger? Moreover, it contributes by identifying tle&ationship between cultural distance and
cross-border stock price reactions of the targdtaauiring bank around the announcement
date. In other words, how is cultural distance aeisgéed by the market around the announcement
of a bank merger? | examine the role of culturatadice with conventional measurements of
cultural distance and with an improved measurerttettcontrols for intra-country cultural

variation.

First of all, | find that cultural distance hasegative effect on cross-border bank M&A activity.
Hence, in line with Stahl and Voigt (2008) | firleht cultural distance is a barrier for cross-
border bank M&A flows. As suggested by Correa (20@48s finding suggests that cultural

distance may explain the unrealized synergy gains.

Secondly, | find that cultural distance is negdivassociated with the cumulative abnormal
return of acquiring banks around the merger’s dagnnouncement. On the other hand, besides
distance in trust values, cultural distance istpady associated with the cumulative abnormal
return of target banks around the announcement Hatece, as found by Amel et al. (2004),
these findings suggest that cultural distance mx@aé the positive cumulative abnormal

returns of targets and negative cumulative abnoretalns of acquirers around the

announcement of the targets.

In line with the literature (Stahl and Voigt, 20@orrea, 2009) | find that cultural distance is a
barrier for cross border bank M&A flows. Neverttedel think that if a company has the ability
to overcome this barrier it has a competitive atg®. Regarding the different in stock price
reactions between the target and the acquiringdartie market reacts negatively to the
acquiring bank due to the fact that the culturatatice is a risk factor due to the fact that the
acquiring bank is responsible for the merger. @nather hand, the literature states that targets
are smaller and less efficient. The market reaas#tipely because it perceives that the culture of
the acquiring bank can enhance the target bank.
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7.2 Further research

Luckily, research is a never completely perfect enfdct a never ending story. Therefore this
paper provides some interesting avenues for furtemarch. First of all this thesis takes into
account within country cultural heterogeneity forete cultural values. Still, the cultural
dimensions from Hofstede (1980, 2001) assume wabimtry homogeneity. Although,
Hofstede (2001) claims that there are no differeneeesults | find that there are difference in
magnitude for distances in trust and differencesignificance in distances of individualism. The
World Value Survey is a valid database in which ynqnestions related to work, religion,
politics and the role of women appear. Therefdreould be possible to find similar questions to
those of Hofstede (1980, 2001). Secondly, | haverotled for the assumption of causality by
estimating the cross-border ratio with a two sti@gst square regression with instrumental
variables. However, estimating the target and asyubank’s cumulative abnormal returns did
not present any significant results. Moreover,aibtritiques of Shenkar (2001) have been
incorporated in this paper. In fact, all distanassume symmetry, a linear relation, and some
part of discordance. Thirdly, Chakrabarti et alq2pfind that long term effects differ from short
term effects. For performance | only mention stpdke reactions. Furthermore, bank specific
indicators could be integrated in the gravity mddehe future. Finally, In line with Karolyi
(2015), I call forcaveat emptorThere are fragilities in the construction of mangss-border
studies that incorporate cultural distances. Tloeegthese measurements should be improved

because differences in cultures can help to exglaiss-border activities of companies.
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Appendix B. Summary statistics on main variables

This table presents the summary statistics of tam wariables. In panel A | report the
descriptive statistics and in panel B | presentcireelation matrix. The independent variables
that are differences (j-i) between acquiring countyyand target country of the are; log of

GDP per capita, percentage growth of GDP per cagiteernance index of all six Kaufman et al
(2009) governance indicators, the assets of théht@e banks as a share of all commercial
banks, private credit provided by the banking seasoa percentage of GDP, annual real stock
market return, annual real exchange return. Bediiterences between country pairs, | proxy for
the bilateral trade link by log of imports from thequiring country to the target country
Furthermore, | include indicator variables for wiegta country pair share the same language,
have a common border or have had a colonial linkredver, the geographic distance of
weighted distance from Mayer and Zignago (2011pdrding the cultural distance variables |
include the Jensen-Shannon and Euclidean distafoestural variables trust, individualism and
hierarchy obtained from the World Value Survey (WV&include the Euclidean distances of
all six cultural dimensions of Hofstede (1980, 2DMoreover, | include overall cultural
distance indices based on individual cultural valistances. In detail, these are conducted as the
first principal component (PCA) or the Kogut anai@i (1988) index of cultural distance.
Furhtermore, | present the statistics of the imsemtal variable religious distance from Spolaore
and Wacziarg (2016). Finally, 1 list the summamtistics of the dependent variables annual
cross-border ratio of each country pair and thewdative abnormal returns of the acquiring and
the target banks two trading days prior and afterannouncement date.

Panel A. Descriptive statistics of country levelighles

Obs Mean Median 95% Std. Dev. Min Max
AGDP per capita(log) 16,563 0.095 0.066 3.130 1.826 -5.593 5.593
AGDP per capita growth (%) 16,527 -0.058 -0.022 7.470 5.222 -52.988 32.566
AGovernancegi 17,139 0.033 0.030 2.070 1.235 -3.200 3.914
ABank concentration 16,258 2.81 3.40 49.88 28.80 -78.60 78.60
ABank credit to GDR 16,057 1.68 2.74 133.36 77.30 -248.88 231.81
Bilateral trade 13,133 19.57 19.91 23.88 2.98 2.18 26.87
Distance 15,485 0.038 0.000 0.000 0.191 0.000 1.000
Contiguous 15,485 0.104 0.000 1.000 0.305 0.000 1.000
Same language 15,485 0.020 0.000 0.000 0.140 0.000 1.000
Colonial link 15,485 8.626 8.990 9.700 0.923 5.195 9.886
ARegulation;i 9,235 -0.001 0.002 1.950 1.161 -3.507 3.547
AReal stock market retugn 11,532 -0.001 0.001 0.194 0.131 -1.552 0.764
AReal exchange rate retyin 10,238 0.016 0.003 0.194 0.347 -1.374 3.229
Trust (Jensen-Shannon) 15,072 0.155 0.133 0.367 110.1  0.000 0.538
Individualism (Jensen Shannon) 15,379 0.227 0.211 4110 0.103 0.035 0.796
Hierarchy (Jensen-Shannon) 6,523 0.131 0.113 0.312 0.093 0.001 0.451
Trust (Euclidean) 17,224 0.195 0.163 0.479 0.145  000. 0.713
Individualism(Euclidean) 17,224 0.126 0.106 0.302 .09 0.000 0.468
Hierarchy (Euclidean) 8,295 0.139 0.119 0.326 0.100 0.000 0.484
Power distance index 11,927 2.758 2.995 4.007 0.994 0.000 4.466
Individualism 11,941 3.046 3.258 4.204 0.988 0.000 4.443
Masculinity 11,910 2.709 2.944 4.025 0.990 0.000 4.500
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Uncertainty avoidance index 11,916 2.884 3.001 4.043 0.985 0.000 4.500
Long term orientation 15,238 2.947 3.169 4,134 1.021 -5.291 4.605
Indulgence versus retraint 15,180 2.848 3.117 4.057 1.082 -2.521 4.605
WVS - Jensen-Shannon (PCA) 6,519 0.000 0.174 1.683 1.041 -2.442 3.604
WVS -Mean-based (PCA) 8,295 0.000 0.024 1.608 1.036 -6.200 5.421
Kogut and Singh 12,466 1.973 1.793 4.372 1.331 0.017 8.060
Hofstede (PCA) 11,081 0.000 0.174 1.684 1.279 -4.568 2.285
Cultural distance overall (PCA) 10,227 0.000 0.124 1.938 1.269 -4.820 3.164
Religious distance 7,151 0.811 0.875 0.996 0.178 22D. 0.999
Cross-border ratjg 17,224 0.015 0.000 0.500 0.098 0.000 1.000
CAR Acquiring banks 504 -0.003 0.000 0.051 0.038 0.191 0.354
CAR Target banks 124 0.086 0.027 0.413 0.197 0.79 0.749
Panel B: correlation matrix

(2) Cross-border ratjp (18) Trust (Euclidean)

(2) AGDP per capita(log) (29) Individualism(Euclidean)

3) AGDP per capita growth (%) (20) Hierarchy (Euclidean)

(4) AGovernancei (21) Power distance index

(5) ABank concentratiop (22) Individualism

(6) ABank credit to GDR; (23) Masculinity

@) Bilateral trade (24) Uncertainty avoidancedrd

(8) Distance (25) Long term orientation

(9) Contiguous (26) Indulgence versus restraint

(20) Colonial link (27) WVS - Jensen-Shannon (PCA)

(12) Same language (28) WVS -Mean-based (PCA)

(12) ARegulationi. (29) Kogut and Singh

(13) AReal stock market retupn (30) Hofstede (PCA)

(14) AReal exchange rate retysn (31) Cultural distance overall (PCA)

(15) Trust (Jensen-Shannon) 32) Religious distance

(16) Individualism (Jensen Shannon) (33) CAR target banks

a7 Hierarchy (Jensen-Shannon) (34) CAR Acquigetds
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Appendix C. Main tables and figures

Table 1. Completed cross-border and domestic bank &JA by target and acquiring country

This table shows the descriptive statistics otaihpleted bank M&A with available information imet
dataset in the period 1990-2015. A bank M&A is ded if the acquirer is a commercial bank or bank
holding and the targets may also be insurance coiepamortgage bankers and security brokers. Panel
reports the statistics of the acquiring banks aartepB reports the statistics of the target bamnks. left

Panel A: Acquiring countries

Number of bank M&A's

Bank M&A value in Billion U.Dollar($)

Cross-

Cross- Cross- Cross- border
Acquirers: border Domestic Total border (%) | border Domestic  Total (%)
France 105 153 258 41% 33.43 77.04 110.46 30%
United 81 76 157 52% 67.85 133.29 201.14 34%
Kingdom
Germany 75 200 275 27% 49.16 57.78 106.94 46%
Switzerland 74 130 204 36% 41.80 47.62 89.43 47%
United States 73 4,394 4,467 1.6% 52.34 1,270.67323101 4%
Netherlands 70 33 103 68% 41.84 1341 55.24 76%
Spain 57 166 223 26% 56.65 68.16 124.80 45%
Canada 50 87 137 37% 48.18 25.54 73.71 65%
Belgium 47 30 77 61% 36.50 49.59 86.09 42%
Italy 43 378 421 10% 25.10 201.07 226.17 11%
Austria 38 38 76 50% 8.29 1.43 9.72 85%
Australia 28 52 80 35% 6.91 47.45 54.36 13%
Russian Fed 27 156 183 15% 5.17 7.18 12.35 42%
Portugal 26 24 50 52% 0.86 4.50 5.36 16.13%
Sweden 26 31 57 46% 12.43 6.02 18.45 67%
Greece 23 23 46 50% 3.03 5.63 8.66 35%
Japan 21 219 240 9% 7.46 289.33 296.79 3%
Luxembourg 21 10 31 68% 1.30 0.09 1.38 94%
China 18 9 27 67% 9.54 5.62 15.15 63%
South Africa 18 25 43 42% 0.60 11.86 12.46 5%
Hong Kong 14 19 33 42% 0.45 3.28 3.73 12%
Denmark 13 72 85 15% 8.32 9.46 17.77 47%
Hungary 13 19 32 41% 1.92 0.77 2.69 71%
Iceland 13 6 19 68% 231 0.39 2.71 86%
South Korea 12 32 44 27% 0.16 9.92 10.08 1.5%
Other 275 869 1,124 25%
Total: 1,261 7,251 8,492 15% 522 2,347 2,869 18%

part of the table shows the number of deals byiroagd the right panel shows the value of the daals

origin.
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Panel B: target countries

Number of bank M&A's

Bank M&A value in Billion U.Dollar($)

Cross- Cross- Cross- Cross-border
targets: border Domestic Total border (%) | border Domestic  Total (%)
United States 127 4,394 4,521 3% 180.09 1,270.67450176 12%
United 86 76 162 53% 60.63 133.29 193.92 31%
Kingdom
France 56 153 209 27% 27.34 77.04 104.38 26%
Germany 45 200 245 18% 35.63 57.78 93.41 38%
Russian Fed 36 156 192 19% 6.99 7.18 14.17 49%
Brazil 35 66 101 35% 11.25 32.51 43.76 26%
Ukraine 33 13 46 72% 7.63 0.39 8.02 95%
Italy 32 378 410 8% 17.08 201.07 218.15 8%
Switzerland 32 130 162 20% 2.03 47.62 49.65 4%
Spain 30 166 196 15% 4.12 68.16 72.28 6%
Turkey 30 24 54 56% 20.17 1.33 2151 94%
Hong Kong 27 19 46 59% 18.52 3.28 21.80 85%
Netherlands 26 33 59 44% 18.13 13.41 31.54 57%
Poland 23 43 66 35% 9.26 3.21 12.47 74%
Argentina 21 38 59 36% 3.24 1.98 5.22 62%
Australia 21 52 73 29% 2.59 47.45 50.04 5%
Belgium 19 30 49 39% 5.88 49.59 55.47 11%
Taiwan 19 23 42 45% 3.05 12.56 15.61 20%
Indonesia 18 26 44 41% 0.07 0.98 1.05 6%
Luxembourg 17 10 27 63% 5.75 0.09 5.84 98%
Denmark 16 72 88 18% 6.73 9.46 16.19 42%
Romania 16 7 23 70% 0.28 0.05 0.33 84%
Austria 14 38 52 27% 8.47 1.43 9.90 86%
Ireland-Rep 14 10 24 58% 2.25 3.24 5.49 41%
Portugal 14 24 38 37% 4.88 4.50 9.37 52%
Other 454 1,070 1,504 30%
Total: 1,261 7,251 8,492 15% 462 2,048 2,510 18%
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Table 2. Cumulative abnormal return of target and aquiring banks around the
announcement date.

This table shows the cumulative abnormal returnREfor target and acquiring banks two days
before and two days after the announcement ofdh& merger. The Car is calculated by using
equation (5) and (6). Panel A reports the averagje @ger year in the left part for the acquiring
banks and in the right part for the target banksidPB reports the test of differences. In detalil,
whether the difference between the CAR of acquicogntryj is different from target country
Moreover, in line with Stahl and Voigt (2008), whet target bank CAR is significantly negative
and acquiring bank CAR is significantly positive.

Panel A: average Cumulative abnormal returns par ye

Acquirers: Targets:
Year Mean Sd N mean sd N
1991 0.20% 0.021 12 -4.41% 1
1992 -0.14% 0.019 17 9.66% 1
1993 -0.45% 0.018 8 0
1994 1.05% 0.012 5 0.92% 1
1995 -0.73% 0.040 18 14.57% 0.266 6
1996 0.55% 0.032 26 -5.39% 0.323 5
1997 -0.36% 0.030 41 8.83% 0.228 8
1998 -0.89% 0.047 42 2.89% 0.124 10
1999 -0.28% 0.052 35 11.82% 0.192 18
2000 0.03% 0.046 51 15.64% 0.233 16
2001 -0.95% 0.037 57 14.16% 0.271 12
2002 -0.23% 0.030 21 5.16% 0.073 5
2003 -0.26% 0.023 29 12.12% 0.136 4
2004 0.09% 0.038 36 9.52% 0.106 11
2005 -0.57% 0.021 48 6.77% 0.083 7
2006 -0.90% 0.038 75 5.55% 0.105 20
2007 -0.40% 0.027 65 5.87% 0.157 14
2008 1.22% 0.060 43 26.54% 0.316 9
2009 1.73% 0.047 16 5.61% 0.066 5
2010 -0.62% 0.027 28 -7.81% 0.485 4
2011 -0.27% 0.033 19 -0.11% 0.002 2
2012 1.75% 0.025 18 20.46% 0.229 3
2013 0.10% 0.031 11 0.23% 0.151 4
2014 3.45% 0.063 13 12.63% 0.132 3
2015 -0.48% 0.025 11 4.25% 0.095 3
Mean -0.15% 0.001 745 9.11% 0.015 172

Panel B: test of differences

Tests: Difference t-statistic P-value

Difference CAR; -9.26% -11.74 0.00

CAR target >0 9.11% 5.59 0.00

CAR acquirer<0 -0.15% -1.08 0.13
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Figure 1. Average cumulative abnormal returns of aquiring and target banks.

These figures graphs the data of panel A. Whithesdevelopment of the average cumulative abnormal
returns of the acquiring and the target banks theperiod 1990-2015.
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Table 3. OLS regression analysis of the determinasitof cross-border bank M&A.

The table shows the ordinary least square regmessibcross-border bank M&A by country pair
and years over the period 1990-2015. The dependeiable is the annual cross-border ratio of
each country pair. Which is the number cross-bobdek acquisitions in target countrirom
acquiring country (i) in yeart divided by the total number of bank acquisitionsauntryi in
yeart. | exclude targetsfor which there is no cross-border bank acquisiiotwvity in yeatt.
Independent control variables are either the défiees1 (j-i) or the absolute difference between
acquiring country and target country The independent cultural distance variables bselate
differences between acquiring counitnd target countriy This table includes three different
sets of cultural distance variables. In panel lkclude the Jensen-Shannon and Euclidean
distances of cultural variables obtained from therM/Value Survey (WVS). In panel B, |
include the Euclidean distances of all six cultaliahensions of Hofstede (1980, 2001). Finally,
in panel C, I include overall cultural distanceig®es based on individual cultural value
distances. Additionally, | control with differencgqj-i) between acquiring countjyand target
countryi of the; log of GDP per capita, percentage growWwtGDP per capita, governance index
of all six Kaufman et al (2009) governance indicatthe assets of the top three banks as a share
of all commercial banks, private credit providedtbg banking sector as a percentage of GDP,
annual real stock market return, annual real exghaeturn. Beside differences between country
pairs, | proxy for the bilateral trade link by lo§imports from the acquiring countyyo the

target country. Furthermore, | include indicator variables fore#ler a country pair share the
same language, have a common border or have haldraat link. Finally, | control with the
geographic distance of weighted distance from Mayelr Zignago (2011). Detailed information
of each variable can be found in the variable dpson list. | include acquiring country, target
country and year fixed effects in all estimates elodter standard errors by target country. |
report the R-squared and number of observationterblkedasticity robuststatistics are
reported in parentheses. With respect to signifiedavels at 10%, 5% and 1% level | indicate it
Wlth *’ **, *kk
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Panel A: OLS regression

Independent variables:
AGDP per capit;

AGDP per capita growth (%)
AGovernance;

ABank concentratiop
ABank credit to GDR
Bilateral trade

Distance

Contiguous

Same language

Colonial link

ARegulation;

AReal stock market return
AReal exchange rate retysin

Jensen-Shannon distances:
Trust

Individualism
Hierarchy

Mean based distances:
Trust

Individualism

Hierarchy

Observations
R-squared
Target FE
Acquirer FE
Year FE

Dependent variable: Cross-border rafjo

(1) (2 €) (4) (5) (6) )
0.013** 0.015** 0.015** 0.000 0.013** 0.013** -0.®
(2.15) (2.26) (2.28) (0.00) (2.09) (2.16) (-0.112)
-0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000
(-0.50) (-0.56) (-0.69) (-0.02) (-0.44) (-0.50) 0@1)
-0.001 -0.000 -0.000 -0.005 -0.000 -0.001 0.006
(-0.18) (-0.03) (-0.02) (-0.32) (-0.05) (-0.17) 40)
-0.000 -0.000 -0.000 0.000 -0.000 -0.000 0.000
(-1.03) (-0.89) (-0.95) (2.10) (-0.98) (-1.02) 19)
-0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000
(-1.13) (-1.22) (-1.26) (-0.93) (-1.07) (-1.13) 0(F1)
0.006*** 0.007*** 0.007*** 0.009**  0.006*** 0.006*** 0.009***
(3.06) (2.91) (3.07) (2.30) (2.76) (3.07) (2.83)
-0.006 -0.005 -0.005 -0.003 -0.006 -0.006 -0.003
(-1.19) (-0.94) (-1.02) (-0.33) (-1.28) (-1.18) 0@3)
0.012 0.011 0.012 -0.004 0.010 0.012 0%0.0
(0.94) (0.87) (0.91) (-0.14) (0.82) (0.96) (0.24)
0.027** 0.027** 0.029** 0.039** 0.026  0.027* 0.031**
(2.34) (2.41) (2.52) (2.21) (2.31) (2.35) (2.26)
0.156** 0.166** 0.166** -0.034 0.159* 0.155** -0.033
(2.34) (2.34) (2.34) (-1.10) (2.37) (2.32) (-1.24)
0.001 0.001 0.001 -0.006 0.001 0.001 -0.002
(0.40) (0.25) (0.29) (-0.60) (0.41) (0.40) (-0.31)
-0.001 -0.000 -0.000 -0.004 -0.001 -0.001 -0.003
(-0.38) (-0.06) (-0.05) (-0.70) (-0.33) (-0.38) 0.66)
0.001 0.002 0.002 0.025** 0.001 0.001 0.024***
(0.20) (0.34) (0.37) (2.24) (0.14) (0.19) (2.94)
-0.047**
(-2.03)
0.054**
(2.16)
0.071
(1.26)
-0.045**
(-2.19)
0.013
(0.48)
0.023
(0.73)
4,459 4,225 4,224 1,640 4,459 4,459 9151,
0.089 0.094 0.094 0.122 0.092 0.089 0.099
Yes Yes Yes Yes Yes Yes Yes
Yes Yes Yes Yes Yes Yes Yes
Yes Yes Yes Yes Yes Yes Yes

Robust t-statistics in parentheses
** p<0.01, ** p<0.05, * p<0.1
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Panel B: OLS regression

Independent variables:
AGDP per capitai

AGDP per capita growth (%)
AGovernancei

ABank concentratiop
ABank credit to GDR
Bilateral trade

Distance

Contiguous

Same language

Colonial link
ARegulation

AReal stock market return

AReal exchange rate retysn

Power distance index
Individualism

Masculinity

Uncertainty avoidance index
Long term orientation
Indulgence versus retraint
Observations

R-squared

Target country fixed effects

Acquirer country fixed effects
Year country fixed effects

Dependent variable: Cross-border rafjio

(1) (2 ) (4) (5) (6)
0.013** 0.011* 0.013** 0.013** 0.013** 0.013**
(2.04) (1.90) (2.11) (2.05) (2.17) (2.13)
-0.000 -0.000 -0.000 -0.000 -0.000 -0.000
(-0.23) (-0.33) (-0.24) (-0.12) (-0.30) (-0.38)
-0.002 -0.002 -0.001 -0.004 -0.003 -0.004
(-0.33) (-0.28) (-0.23) (-0.49) (-0.54) (-0.59)
-0.000 -0.000 -0.000 -0.000 -0.000 -0.000
(-0.43) (-0.34) (-0.33) (-0.59) (-1.04) (-1.06)
-0.000 -0.000 -0.000 -0.000 -0.000 -0.000
(-0.96) (-0.94) (-0.90) (-0.72) (-1.12) (-1.14)
0.008*** 0.010*** 0.009*** 0.008** 0.008*** 0.008***
(3.09) (3.62) (3.17) (3.13) (3.38) (3.34)
-0.003 -0.002 -0.004 -0.004 -0.005 -0.004
(-0.63) (-0.46) (-0.72) (-0.87) (-0.92) (-0.80)
0.014 0.013 0.015 0.016 0.013 0.013
(0.91) (0.90) (0.99) (1.04) (1.04) (2.03)
0.025** 0.024** 0.028** 0.018 0.025**  0.025**
(2.29) (2.19) (2.49) (1.68) (2.23) (2.26)
0.217 0.257* 0.212 0.220 0.166 0.166
(1.64) (1.82) (1.60) (1.67) (1.56) (1.55)
0.001 0.001 0.001 0.001 0.001 0.001
(0.27) (0.26) (0.31) (0.30) (0.32) (0.27)
0.000 -0.001 0.000 0.002 -0.001 -0.001
(0.03) (-0.15) (0.03) (0.47) (-0.31) (-0.30)
0.004 0.004 0.003 0.004 0.001 0.002
(0.72) (0.65) (0.54) (0.62) (0.22) (0.31)
-0.000
(-0.18)
-0.001
(-0.27)
-0.005
(-1.57)
-0.001
(-0.29)
0.002
(1.04)
-0.001
(-0.25)
4,000 4,016 3,978 4,001 4,362 4,357
0.096 0.097 0.099 0.093 0.088 0.088
Yes Yes Yes Yes Yes sYe
Yes Yes Yes Yes Yes Yes
Yes Yes Yes Yes Yes Yes

Robust t-statistics in parentheses

% n<0.01, ** p<0.05, * p<0.1
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Panel C: OLS regression

Independent variables:
AGDP per capita;

AGDP per capita growth (%)
AGovernancei

ABank concentratiop
ABank credit to GDR
Bilateral trade

Distance

Contiguous

Same language

Colonial link

ARegulation;

AReal stock market return
AReal exchange rate retysn

Culture distance overall:
WVS - Jensen-Shannon (PCA)

WVS -Mean-based (PCA)
Kogut and Singh

Hofstede (PCA)

Cultural distance overall (PCA)
Observations

R-squared

Target country fixed effects

Acquirer country fixed effects
Year country fixed effects

Dependent variable: Cross-border rajio

(1) (2 €) (4) (5)
0.001 -0.002 0.012** 0.012* 0.014~
(0.04) (-0.12) (2.04) (2.92) (2.01)
-0.000 -0.000 -0.000 -0.000 -0.000
(-0.07) (-0.18) (-0.09) (-0.06) (-0.16)
-0.005 0.007 -0.001 -0.005 -0.005
(-0.34) (0.45) (-0.16) (-0.73) (-0.69)
0.000 0.000 -0.000 -0.000 -0.000
(2.07) (0.88) (-0.79) (-0.61) (-0.63)
-0.000 -0.000 -0.000 -0.000 -0.000
(-0.92) (-0.72) (-0.78) (-0.79) (-0.83)
0.009** 0.008*** 0.008*** 0.008*** 0.008**
(2.33) (2.81) (3.20) (2.78) (2.71)
-0.002 -0.003 -0.003 -0.004 -0.004
(-0.29) (-0.35) (-0.69) (-0.82) (-0.73)
-0.004 0.007 0.012 0.020 0.020
(-0.15) (0.35) (0.97) (2.11) (1.12)
0.038** 0.029** 0.022** 0.021** 0.023
(2.17) (2.18) (2.16) (2.18) (2.25)
-0.035 -0.033 0.216 0.255* 0.215
(-1.05) (-1.23) (1.65) (1.81) (1.61)
-0.006 -0.003 0.001 0.001 0.000
(-0.59) (-0.35) (0.42) (0.23) (0.13)
-0.003 -0.003 -0.001 0.001 0.002
(-0.58) (-0.61) (-0.13) (0.26) (0.44)
0.025** 0.025*** 0.004 0.004 0.005
(2.25) (3.14) (0.65) (0.75) (0.76)
-0.001
(-0.24)
-0.003
(-0.93)
-0.003
(-1.52)
-0.001
(-0.45)
-0.001
(-0.41)
1,639 1,915 4,253 3,823 3,728
0.119 0.100 0.092 0.100 0.099
Yes Yes Yes Yes Yes
Yes Yes Yes Yes Yes
Yes Yes Yes Yes Yes

Robust t-statistics in parentheses

% n<0.01, ** p<0.05, * p<0.1
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Table 4. Poisson-Pseudo Maximum Likelihood (PPML)s&imation analysis of the
determinants of cross-border bank M&A.

The table shows the Poisson-Pseudo Maximum Liketdh®PML) of cross-border bank M&A
by country pair and years over the period 1990-20h% dependent variable is the annual cross-
border ratio of each country pair. Which is the bbemcross-border bank acquisitions in target
countryi from acquiring country (i#j) in yeart divided by the total number of bank acquisitions
in countryi in yeart. | exclude targetsfor which there is no cross-border bank acquisition
activity in yeart. Independent control variables are either the diffees1(j-i) or the absolute
difference between acquiring counjrgnd target country The independent cultural distance
variables are absolute differences between acguianintry] and target country This table
includes three different sets of cultural distamagables. In panel A, | include the Jensen-
Shannon and Euclidean distances of cultural vasabbtained from the World Value Survey
(WVS). In panel B, I include the Euclidean distasmoéall six cultural dimensions of Hofstede
(1980,2001). Finally, in panel C, I include ovemlltural distance indices based on individual
cultural value distances. Additionally, | controitlvdifferences/(j-i) between acquiring country
j and target country in the; log of GDP per capita, percentage growtGoP per capita,
governance index of all six Kaufman et al (2009Yagoance indicators, the assets of the top
three banks as a share of all commercial bankg&tercredit provided by the banking sector as a
percentage of GDP, annual real stock market reaumnual real exchange return. Beside
differences between country pairs, | proxy for bilateral trade link by log of imports from the
acquiring country to the target country Furthermore, | include indicator variables foretlner

a country pair share the same language, have a carborder or have had a colonial link.
Finally, I control with the geographic distancewdighted distance from Mayer and Zignago
(2011). Detailed information of each variable carfdcund in the variable description list. |
include acquiring country, target country and yieaad effects in all estimates and cluster
standard errors by target country. | report thegRased and the number of observations.
Heteroskedasticity robusgtstatistics are reported in parentheses. With réspesgnificance
levels at 10%, 5% and 1% level | indicate it with™, ***,
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Panel A: Poisson Pseudo Maximum Likelihood Estiorati

Dependent variable: Cross-border rajo

Independent variables: (1) (2) 3) (4) (5) (6) (7)
AGDP per capita; 1.294* 1.465** 1.522%* 2.502 1.220** 1.309** 1.22
(2.22) (2.47) (2.80) (1.57) (2.05) (2.23) (1.10)
AGDP per capita growth -0.045 -0.053 -0.062 0.037 -0.045 -0.040 0.069
(-0.55) (-0.63) (-0.78) (0.16) (-0.54) (-0.49) 39)
AGovernance -0.292 -0.233 -0.291 -4.824* -0.216 -0.413 -2.036
(-0.48) (-0.40) (-0.50) (-1.69) (-0.37) (-0.64) 0.95)
ABank concentratiop -0.494 -0.330 -0.247 2.264** -0.475 -0.473 1.322
(-1.08) (-0.80) (-0.66) (2.33) (-1.06) (-1.02) q0)
ABank credit to GDR -0.093 -0.340 -0.399 -1.333 -0.123 -0.103 -1.083
(-0.22) (-0.91) (-1.18) (-1.52) (-0.30) (-0.25) 169)
Bilateral trade 0.831*** (.733*** 0.796*** 1.531%* 0.738*** 0.850*** 1.404%**
(5.47) (4.60) (4.98) (4.53) (4.81) (5.62) (5.43)
Distance -0.215 -0.256 -0.309 0.555 -0.311 -0.214 41D
(-0.98) (-1.17) (-1.35) (1.47) (-1.38) (-0.99) 98)
Contiguous 0.128 0.200 0.037 -0.457 0.130 0.101 488).
(0.42) (0.64) (0.12) (-0.66) (0.41) (0.35) (-1.07)
Same language 1.278*** 1.263*** 1.566*** 2.212%*x 1.208*** 1.333%** 1.580***
(4.18) (4.07) (5.57) (3.89) (3.81) (4.20) (2.90)
ARegulationj 0.010 -0.063 -0.043 -1.080* -0.011 0.007 -0.660
(0.05) (-0.28) (-0.20) (-1.76) (-0.05) (0.03) t2)
AReal stock market retupn -0.227 -0.194 -0.153 -1.676 -0.237 -0.221 -1.232
(-0.48) (-0.42) (-0.34) (-1.13) (-0.51) (-0.47) 109)
AReal exchange rate retysn ~ 0.337 0.461 0.516 6.970%** 0.236 0.303 4.706**
(0.52) (0.69) (0.78) (3.64) (0.35) (0.47) (2.17)
Jensen-Shannon distances:
Trust -1.826
(-1.51)
Individualism 5.237***
(3.01)
Hierarchy 5.277
(1.47)
Mean based distances:
Trust -2.156**
(-2.35)
Individualism 2.511
(0.95)
Hierarchy -0.081
(-0.03)
Observations 2,961 2,814 2,825 895 2,961 2,961 91,05
R-squared 0.283 0.296 0.298 0.634 0.295 0.284 0.434
Target country fixed effects Yes Yes Yes Yes Yes sYe Yes
Acquirer country fixed Yes Yes Yes Yes Yes Yes Yes
effects
Year country fixed effects Yes Yes Yes Yes Yes Yes Yes

Robust z-statistics in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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Panel B: Poisson Pseudo Maximum Likelihood Estiomati

Dependent variable: Cross-border rafjio

Independent variables: (€] (2 (3) 4 (5) (6)
AGDP per capita 1.475* 1.457* 1.554* 1.308** 1.255** 1.265**
(2.44) (2.44) (2.36) (2.20) (2.20) (2.17)
AGDP per capita growth (%) -0.057 -0.057 -0.035 -0.097 -0.048 -0.044
J-l
(-0.61) (-0.63) (-0.45) (-0.87) (-0.57) (-0.50)
AGovernancei -0.348 -0.271 -0.299 -0.431 -0.338 -0.414
(-0.55) (-0.46) (-0.55) (-0.75) (-0.59) (-0.72)
ABank concentratiop -0.107 -0.110 -0.135 -0.177 -0.522 -0.514
(-0.25) (-0.26) (-0.33) (-0.44) (-1.11) (-1.08)
ABank credit to GDR -0.375 -0.342 -0.203 0.065 -0.124 -0.123
(-0.76) (-0.65) (-0.40) (0.16) (-0.29) (-0.27)
Bilateral trade 0.849*** 0.895*** 0.823** 0.833* 0.828** 0.808**
(4.39) (4.65) (4.54) (3.96) (4.78) (4.52)
Distance -0.255 -0.183 -0.301 -0.241 -0.237 -0.190
(-1.00) (-0.72) (-1.18) (-0.95) (-1.06) (-0.85)
Contiguous 0.113 0.123 -0.057 0.139 0.155 0.192
(0.31) (0.39) (-0.19) (0.36) (0.52) (0.64)
Same language 1.361*** 1.062*** 1.422%* 1.149%* .260*** 1.334%*
(3.83) (2.99) (5.00) (3.11) (3.92) (3.97)
ARegulationj -0.062 -0.033 -0.027 -0.040 -0.003 -0.017
(-0.25) (-0.13) (-0.11) (-0.17) (-0.01) (-0.07)
AReal stock market return -0.217 -0.211 -0.180 0.058 -0.194 -0.198
(-0.45) (-0.45) (-0.41) (0.12) (-0.42) (-0.42)
AReal exchange rate retysn 0.904* 1.016* 0.901 0.878 0.256 0.421
(1.70) (1.95) (1.59) (1.52) (0.38) (0.62)
Power distance index 0.015
(0.14)
Individualism -0.306**
(-2.08)
Masculinity -0.231**
(-2.20)
Uncertainty avoidance index -0.079
(-0.56)
Long term orientation 0.141
(0.94)
Indulgence versus restraint -0.122
(-1.51)
Observations 2,662 2,676 2,656 2,667 2,895 2,877
R-squared 0.320 0.313 0.330 0.304 0.286 0.284
Target country fixed effects Yes Yes Yes Yes Yes sYe
Acquirer country fixed Yes Yes Yes Yes Yes Yes
effects
Year country fixed effects Yes Yes Yes Yes Yes Yes

Robust z-statistics in parentheses
** p<0.01, ** p<0.05, * p<0.1
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Panel C: Poisson Pseudo Maximul Likelihood Estiomati

Independent variables:
AGDP per capita;

AGDP per capita growth (%)
AGovernancei

ABank concentratiop
ABank credit to GDR
Bilateral trade

Distance

Contiguous

Same language
ARegulation;

AReal stock market retupn

AReal exchange rate retysn

Culture distance overall:
WVS - Jensen-Shannon (PCA)

WVS -Mean-based (PCA)
Kogut and Singh

Hofstede (PCA)

Cultural distance overall (PCA)
Observations

R-squared

Target country fixed effects

Acquirer country fixed effects
Year country fixed effects

Dependent variable: Cross-border rajio

(1) (2 3) (4) (5)
2.579 1.126 1.233* 1.459% 1.453%
(1.59) (1.01) (2.18) (2.26) (2.27)
0.034 0.070 -0.026 -0.072 -0.074
(0.16) (0.34) (-0.30) (-0.69) (-0.71)

-4.711* -1.820 -0.208 -0.541 -0.650
(-1.73) (-0.82) (-0.38) (-0.76) (-0.95)
2.317% 1.487 -0.410 -0.246 -0.207
(2.38) (1.01) (-0.85) (-0.58) (-0.49)
-1.390 -1.089 -0.039 0.051 0.089
(-1.56) (-1.58) (-0.09) (0.11) (0.19)
1.720%* 1.280%* 0.747%* 0.785* 0.811%+
(5.06) (4.45) (4.17) (3.58) (3.62)
0.705* 0.219 -0.214 -0.285 -0.255
(1.67) (0.53) (-0.94) (-1.09) (-0.92)
-0.112 -0.256 0.168 0.149 0.178
(-0.19) (-0.51) (0.56) (0.34) (0.41)
2.248%* 1.565%* 1.028** 1.235%* BO3HH
(4.22) (2.66) (3.30) (3.74) (3.76)
-1.049* -0.685 -0.007 -0.074 -0.106
(-1.67) (-1.15) (-0.03) (-0.28) (-0.40)
-1.696 -1.233 -0.235 0.095 0.113
(-1.14) (-1.07) (-0.53) (0.19) (0.23)
7.114% 4.913% 0.725 1.023* 1.034*
(3.97) (2.26) (1.31) (1.87) (1.82)
0.376
(1.52)
-0.283
(-0.67)
-0.249%
(-2.30)
-0.184*
(-1.84)
-0.053
(-0.53)
895 1,059 2,854 2,551 2,496
0.632 0.425 0.290 0.327 0.327

Yes Yes Yes Yes Yes

Yes Yes Yes Yes Yes

Yes Yes Yes Yes Yes

Robust z-statistics in parentheses
** p<0.01, ** p<0.05, * p<0.1
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Table 5. Two-stage least square (2SLS) regressiostienates analysis of the determinants of
cross-border bank M&A.

The table shows the two-stage least square (2SL.&pss-border bank M&A by country pair
and years over the period 1990-2015. The dependeiable is the annual cross-border ratio of
each country pair. Which is the number cross-bobdek acquisitions in target countrirom
acquiring country (i) in yeart divided by the total number of bank acquisitionsantryi in
yeart. | exclude targetsfor which there is no cross-border bank acquisigiotwvity in yeatt.
Independent control variables are either the défiees1(j-i) or the absolute difference between
acquiring country and target country The independent cultural distance variables bselate
differences between acquiring counitignd target countriy This table includes three different
sets of cultural distance variables. In panel liclude the Jensen-Shannon and Euclidean
distances of cultural variables obtained from therM/Value Survey (WVS). In panel B, |
include the Euclidean distances of all six cultaliahensions of Hofstede (1980,2001). Finally,
in panel C, I include overall cultural distanceig®es based on individual cultural value
distances. Additionally, | control with differencg§-i) between acquiring countjyand target
countryi in the; log of GDP per capita, percentage growWtGDP per capita, governance index
of all six Kaufman et al (2009) governance indicatthe assets of the top three banks as a share
of all commercial banks, private credit providedtbg banking sector as a percentage of GDP,
annual real stock market return, annual real exghaeturn. Beside differences between country
pairs, | proxy for the bilateral trade link by lo§imports from the acquiring countyyo the
target country. Furthermore, | include indicator variables fore#lrer a country pair share the
same language, have a common border or have haldraat link. Finally, | control with the
geographic distance of weighted distance from Mayek Zignago (2011). Regarding
endogeneity concerns, | instrument the culturabdise variables using religious distance from
Spolaore and Wacziarg (2016). Detailed informatibeach variable can be found in the
variable description list. | include acquiring coyn target country and year fixed effects in all
estimates and cluster standard errors by targettgou report the R-squared, the number of
observations, the first stage coefficient of raig distance with it's robuststatistics, the F
statistic of the first stage regression and itgegponding p-value, the partial R squared. Finally
| report the endogeneity test of Woolridge (1999)is test determines whether endogenous
regressors in the model are in fact exogenoukeli¥oolridge test is significant then the
variables being tested are endogenuous. Hettaskcity robust-statistics are reported in
parentheses. With respect to significance level®&t, 5% and 1% level | indicate it with *, **,

*k%k

65



Panel A: 2SLS regressions with instrumental vaeabl

Independent variables:
AGDP per capit;

AGDP per capita growth (%)
AGovernance;

ABank concentratiop
ABank credit to GDR
Bilateral trade

Distance

Contiguous

Same language

Colonial link

ARegulation;

AReal stock market retupn
AReal exchange rate retysn

Jensen-Shannon distances:
Trust

Individualism
Hierarchy

Euclidean distances:
Trust

Individualism
Hierarchy

Observations

R-squared

Target country fixed effects
Acquirer country fixed effects
Year country fixed effects
First stage Religious distance
T-statistic

F-statistic

P-value

partial R-squared

Woolridge test (P-value)

Dependent variable: Cross-border ratjo

(1) (2) (3) (4) (5) (6)
0.012 0.032 0.063 0.010 -0.002 0.024
(0.99) (0.60) (0.27) (0.85) (-0.02) (0.33)
0.001 0.004 0.012 0.001 -0.003 0.000
(0.39) (0.34) (0.41) (0.41) (-0.14) (0.02)
-0.036* -0.013 -0.033 -0.027* -0.151 -0.095
(-1.87) (-0.18) (-0.43) (-1.73) (-0.31) (-0.62)
-0.001 0.000 0.000 -0.000 -0.001 -0.000
(-1.62) (0.00) (0.43) (-1.52) (-0.33) (-0.22)
-0.000 -0.000 0.000 -0.000 -0.000 -0.001
(-0.59) (-0.37) (0.24) (-0.56) (-0.34) (-0.57)
0.002 -0.007 0.020 0.003 0.016 10.0
(0.33) (-0.19) (1.19) (0.75) (0.30) (1.10)
-0.002 -0.098 -0.003 0.000 0.027 -0.012
(-0.19) (-0.39) (-0.07) (0.01) (0.25) (-0.38)
0.007 0.019 0.065 0.005 -0.221 0.056
(0.45) (0.19) (0.45) (0.29) (-0.22) (0.87)
0.045 -0.141 0.202 0.050 0.821 -0.126
(0.57) (-0.31) (0.29) (0.66) (0.26) (-0.79)
0.057*** 0.105 -0.006 0.053*** 0.037 0.109
(3.04) (0.82) (-0.03) (2.81) (0.16) (1.25)
0.006 0.026 0.023 0.007 0.019 0.013
(1.40) (0.56) (0.87) (1.55) (0.41) (0.97)
0.001 0.045 0.021 0.001 -0.061 -0.015
(0.19) (0.42) (0.32) (0.08) (-0.26) (-0.47)
0.004 0.075 -0.005 0.000 0.088 -0.094
(0.14) (0.42) (-0.04) (0.01) (0.27) (-0.45)
-0.219**
(-2.04)
4.055
(0.42)
-2.400
(-0.36)
-0.174**
(-2.15)
-9.162
(-0.25)
1.457
(0.62)
1,615 1,621 600 1,707 1,707 711
0.121 -5.767 -1.806 0.114 -24.051 -0.879
Yes Yes Yes Yes Yes sYe
Yes Yes Yes Yes Yes Yes
Yes Yes Yes Yes Yes Yes
0.280** -0.014 0.025 0.356*** 0.06 -0.03
2.64 -0.41 0.45 2.64 (0.23 -0.66
(6.97) (0.17) (0.20) (7.20) (0.06) 0.5
0.012 0.68 0.65 0.01 0.81 0.47
0.07 0.00 0.00 0.07 0.00 0.01
0.05 0.40 0.31 0.04 0.03 400

Robust z-statistics in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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Panel B: 2SLS regressions with instrumental vaggbl

Independent variables:
AGDP per capitai

AGDP per capita growth (%)
AGovernancei

ABank concentratiop

ABank credit to GDR
Bilateral trade

Distance

Contiguous

Same language

Colonial link

ARegulation

AReal stock market return
AReal exchange rate retysn
Power distance index
Individualism

Masculinity

Uncertainty avoidance index
Long term orientation
Indulgence versus restraint
Observations

R-squared

Target country fixed effects
Acquirer country fixed effects
Year fixed effects

First stage Religious distance
t-statistic

F-statatistic

P-value

partial R2
Endogeneity test (p-value)

Dependent variable: Cross-border rafio

(1) (2 €) 4) (5) (6)
0.009 -0.077 -0.004 0.010 0.015 0.075
(0.84) (-0.14) (-0.09) (0.77) (2.01) (0.24)
0.002 0.004 0.003 0.002 0.001 0.007
(0.79) (0.30) (0.53) (0.78) (0.66) (0.24)
-0.036* 0.063 -0.077 -0.048** -0.038** -0.024
(-1.70) (0.10) (-1.07) (-2.41) (-2.25) (-0.29)
-0.000 0.000 -0.001 -0.000* -0.001** 0.000
(-1.17) (0.04) (-0.92) (-1.79) (-2.22) (0.09)
-0.000 0.000 -0.000 0.000 -0.000 0.000
(-0.35) (0.13) (-0.01) (0.08) (-0.63) (0.17)
0.005 -0.047 0.003 0.002 0.000 07D.
(0.90) (-0.14) (0.25) (0.45) (0.05) (-0.19)
-0.000 -0.039 0.002 -0.003 -0.023 -0.052
(-0.02) (-0.15) (0.11) (-0.35) (-1.39) (-0.19)
0.002 -0.176 0.070 0.025 0.016 0.024
(0.10) (-0.16) (0.74) (1.09) (0.82) (0.14)
0.086 0.180 0.115 0.099 0.052 0.009
(0.72) (0.27) (0.58) (0.91) (0.95) (0.03)
0.040*** -0.336 0.113 0.023 0.077*** -0.017
(2.62) (-0.15) (1.20) (1.33) (3.06) (-0.05)
0.006 -0.011 0.014 0.005 0.008* 0.008
(1.26) (-0.10) (1.42) (1.16) (1.65) (0.67)
-0.001 0.016 -0.002 0.003 -0.001 -0.011
(-0.15) (0.12) (-0.18) (0.38) (-0.17) (-0.16)
0.017 -0.003 0.001 0.010 -0.012 0.096
(0.73) (-0.03) (0.02) (0.44) (-0.412) (0.21)
-0.027*
(-1.93)
-0.439
(-0.17)
0.137
(0.63)
-0.019*
(-1.72)
0.062*
(1.80)
-0.420
(-0.22)
1,543 1,548 1,541 1,539 1,684 1,679
0.105 -11.939 -0.967 0.127 -0.084 -15.516
Yes Yes Yes Yes Yes sYe
Yes Yes Yes Yes Yes Yes
Yes Yes Yes Yes Yes Yes
2.10%** 0.119 -0.37 2.64%** -1.05* 0.14
(2.71) (0.17) (-0.62) (3.64) (-2.37) ()]
7.37 0.03 0.38 13.29 5.62 0.04
0.01 0.86 0.54 0.001 0.03 0.84
0.03 0.01 0.01 0.07 0.01 0.00
0.09 0.13 0.09 0.08 0.02 0.02

Robust z-statistics in parentheses

**k 0<0.01, ** p<0.05, * p<0.1
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Panel C: 2SLS regressions with instrumental vaembl

Independent variables:
AGDP per capita;

AGDP per capita growth (%)
AGovernancei

ABank concentratiop
ABank credit to GDR
Bilateral trade

Distance

Contiguous

Same language

Colonial link

ARegulation;

AReal stock market return
AReal exchange rate retysn

Culture distance overall:
WVS - Jensen-Shannon (PCA)

WVS -Mean-based (PCA)
Kogut and Singh

Hofstede (PCA)

Cultural distance overall (PCA)

Constant

Observations

R-squared

Target country fixed effects
Acquirer country fixed effects
Year fixed effects

First stage Religious distance
T-statistic

F-statistic

P-value

partial R2

Endogeneity test (p-value)

Dependent variable: Cross-border rafio

(1) (2 €) (4) (5)
-0.042 -0.011 0.011 0.010 0.014
(-0.80) (-0.26) (0.87) (0.82) (1.08)
-0.001 0.000 0.002 0.002 0.002
(-0.12) (0.03) (0.82) (0.75) (0.69)
0.006 0.007 -0.025 -0.042* -0.047**
(0.13) (0.26) (-1.44) (-1.93) (-2.17)
0.000 0.000 -0.000 -0.000 -0.000*
(0.33) (1.23) (-1.22) (-1.41) (-1.68)
-0.000 -0.000 -0.000 0.000 0.000
(-0.38) (-0.18) (-0.29) (0.26) (0.21)
0.014 0.003 0.004 0.002 0.003
(1.26) (0.28) (0.82) (0.39) (0.52)
0.019 -0.006 0.000 -0.002 -0.001
(0.83) (-0.42) (0.02) (-0.30) (-0.14)
0.001 0.054 0.011 0.016 0.019
(0.03) (1.04) (0.65) (0.61) (0.79)
-0.024 -0.031 0.071 0.093 0.081
(-0.64) (-1.18) (0.66) (0.87) (0.73)
0.031 0.036 0.040*** 0.018 0.035**
(0.76) (1.62) (2.78) (0.84) (2.08)
0.012* 0.004 0.007 0.005 0.005
(1.66) (0.69) (1.43) (0.98) (0.94)
-0.012 0.002 -0.000 0.002 0.003
(-0.69) (0.19) (-0.03) (0.32) (0.40)
0.038 0.029 0.016 0.010 0.010
(1.01) (2.03) (0.69) (0.48) (0.46)
-0.065
(-1.27)
-0.037
(-1.04)
-0.017*
(-1.89)
-0.019
(-1.56)
-0.013*
(-1.77)
-0.706 -0.109 -0.052 0.006 -0.041
(-1.62) (-0.34) (-0.27) (0.03) (-0.20)
600 711 1,635 1,474 1,433
0.041 0.113 0.132 0.135 0.142
Yes Yes Yes Yes Yes
Yes Yes Yes Yes Yes
Yes Yes Yes Yes Yes
0.94 1.43 3.00%** 372 3.69***
(1.47) (1.27) (4.94) (2.48) (3.02)
2.17 1.61 24.44 6.15 9.12
0.15 0.215 0.00 0.02 0.00
0.01 0.02 0.07 0.03 0.07
0.38 0.43 0.09 0.37 0.08

Robust z-statistics in parentheses

% p<0.01, ** p<0.05, * p<0.1
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Table 6. Ordinary leas square regression of Cumulate abnormal returns for acquiring
banks.

The table shows the results of OLS regressionsimiutative abnormal returns for acquiring
banks over the period 1990-2015. The dependerdharis the cumulative abnormal return two
trading days prior and two trading days after thecancement of the acquisition of acquiring
banks. Abnormal returns are the real returns agfjusith by the expected returns. The expected
returns are estimated with a market model usindt8€1 world index as the return of the
market. The independent cultural distance variabtesabsolute differences between acquiring
countryj and target countriy This table includes three different sets of qaltdistance

variables. In panel A, | include the Jensen-Sharar@hEuclidean distances of cultural variables
obtained from the World Value Survey (WVS). In plaBgel include the Euclidean distances of
all six cultural dimensions of Hofstede (1980,20ipally, in panel C, | include overall cultural
distance indices based on individual cultural valistances. Additionally, I control with
differences(j-i) between acquiring countpyand target countriy in the; log of GDP per capita,
percentage growth of GDP per capita, governancexiodl all six Kaufman et al (2009)
governance indicators, the assets of the top thewaks as a share of all commercial banks,
private credit provided by the banking sector ae@entage of GDP, annual real stock market
return, annual real exchange return. Beside dififege between country pairs, | proxy for the
bilateral trade link by log of imports from the agng countryj to the target country
Furthermore, | include indicator variables for wieata country pair share the same language,
have a common border or have had a colonial limkalfy, | control with the geographic

distance of weighted distance from Mayer and Zign@11). ). Detailed information of each
variable can be found in the variable descriptist | include acquiring country, target country
and year fixed effects in all estimates and clustandard errors by target country. | report the R-
squared and the number of observations. Heterosteitharobustt-statistics are reported in
parentheses. With respect to significance level®%G, 5% and 1% level | indicate it with *, **,

*k%
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Panel A: OLS regression Acquiring banks

Independent variables:
AGDP per capit;

AGDP per capita growth (%)

AGovernance;

ABank concentratiop

ABank credit to GDR

Bilateral trade

Distance

Contiguous

Same language

Colonial link

ARegulation;

AReal stock market retupn

AReal exchange rate retysn

Jensen-Shannon distances:
Trust

Individualism

Hierarchy

Mean based distances:
Trust

Individualism

Hierarchy

Observations
R-squared
Target country fixed effects

Acquirer country fixed effects
Year fixed effects

Dependent variable: Cumulative abnormal return Awiog banks

) ) 3) 4) (5) (6) )
0.025 0.026 0.025 0.033 0.027 0.022 0.017
(1.58) (1.49) (1.50) (1.28) (1.62) (1.33) (0.76)
0.001 0.001 0.001 0.002 0.001 0.001 0.003
(0.44) (0.31) (0.28) (0.78) (0.40) (0.46) (1.64)

0.047**  0.045** 0.047** 0.124 0.044** 0.050** 0.105
(2.40) (2.16) (2.32) (1.22) (2.26) (2.27) (1.36)
0.000 0.000 0.000 0.000 0.000 0.000 -0.000
(1.18) (0.55) (0.90) (0.32) (0.81) (1.19) (-0.08)
-0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000
(-0.55) (-0.27) (-0.55) (-0.48) (-0.42) (-0.39) 0.26)
-0.02%* -0.024***  -0.021***  -0.039**  -0.023**  -0.022**  -0.068***
(-4.15) (-5.02) (-3.76) (-2.41) (-4.82) (-4.05) 462)
-0.019*  -0.024** -0.020* -0.005 -0.021* .009* -0.078***
(-1.91) (-2.44) (-1.85) (-0.57) (-2.01) (-1.86) 381)

0.025 0.024 0.022 0.025 0.026* 0.026 01-®.
(1.64) (1.69) (1.54) (0.93) (1.81) (1.68) (-0.55)

-0.005 -0.004 -0.003 -0.004 -0.006 .0020 0.042%**
(-0.54) (-0.41) (-0.37) (-0.30) (-0.70) (-0.19) A3)
-0.056 -0.083* -0.059 -0.061 -0.070 0.676 -0.065

(-1.40) (-1.97) (-1.27) (-1.25) (-1.67) (-1.51) 1.30)
0.006 0.008 0.007 0.006 0.006 0.005 0.002
(1.06) (1.60) (1.45) (0.38) (2.09) (0.95) (0.17)
-0.013 -0.011 -0.013 -0.002 -0.012 -0.014 0.011
(-0.67) (-0.57) (-0.68) (-0.04) (-0.61) (-0.72) .20)
-0.037*  -0.045** -0.043** -0.075 -0.040** -0.036* 0-095
(-1.93) (-2.48) (-2.31) (-1.07) (-2.21) (-1.90) 1.41)
-0.060
(-1.120)
-0.040
(-0.50)
-0.219
(-1.26)
-0.047
(-1.27)
0.080
(0.80)
0.606
(0.89)
225 221 221 88 225 225 90
0.324 0.318 0.315 0.597 0.329 0.327 0.602
Yes Yes Yes Yes Yes sYe Yes
Yes Yes Yes Yes Yes Yes Yes
Yes Yes Yes Yes Yes Yes Yes
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Panel B: OLS regression Acquiring banks

Independent variables:
AGDP per capita;

AGDP per capita growth (%)
AGovernancei

ABank concentratiop
ABank credit to GDR
Bilateral trade

Distance

Contiguous

Same language

Colonial link

ARegulation

AReal stock market return
AReal exchange rate retysn
Power distance index
Individualism

Masculinity

Uncertainty avoidance index
Long term orientation
Indulgence versus retraint
Observations

R-squared

Target country fixed effects

Acquirer country fixed effects
Year fixed effects

Dependent variable: Cumulative abnormal return Ao banks

(1) (2 €) 4) (5) (6)
0.028 0.026 0.022 0.028 0.024 0.024
(1.43) (1.43) (2.02) (1.48) (1.54) (1.50)
0.001 0.001 0.001 0.001 0.001 0.001
(0.35) (0.33) (0.42) (0.34) (0.45) (0.43)
0.039* 0.046** 0.052* 0.039* 0.046** 0.052**
(1.88) (2.20) (2.03) (1.72) (2.37) (2.26)
0.000 0.000 0.000 0.000 0.000 0.000
(0.23) (0.87) (1.26) (0.54) (1.26) (1.12)
-0.000 -0.000 -0.000 -0.000 -0.000 -0.000
(-0.28) (-0.45) (-0.48) (-0.26) (-0.56) (-0.57)
-0.022*** -0.022*** -0.018*** -0.Q5*** -0.023*** -0.021***
(-3.39) (-4.26) (-2.79) (-5.15) (-3.94) (-4.23)
-0.018 -0.022** -0.015 -0.025** -0.022* .0a8*
(-1.53) (-2.14) (-1.30) (-2.56) (-1.92) (-1.83)
0.023* 0.020 0.027* 0.020 0.027* 0.026
(1.90) (1.43) (2.79) (1.64) (1.74) (1.68)
-0.007 -0.005 -0.011 -0.009 -0.006 .0040
(-0.78) (-0.37) (-1.03) (-0.79) (-0.71) (-0.52)
-0.055 -0.067 -0.037 -0.077* -0.057 0.059
(-1.16) (-1.59) (-0.92) (-1.85) (-1.45) (-1.44)
0.008 0.008 0.008 0.008 0.006 0.007
(1.60) (1.48) (1.42) (1.48) (1.15) (1.40)
-0.009 -0.011 -0.011 -0.009 -0.012 -0.013
(-0.47) (-0.60) (-0.62) (-0.47) (-0.62) (-0.67)
-0.049** -0.042** -0.038** -0.046** -0.036* -0.036*
(-2.52) (-2.23) (-2.22) (-2.22) (-1.88) (-1.94)
-0.009***
(-2.92)
-0.001
(-0.17)
-0.007
(-0.75)
-0.007
(-1.02)
0.004
(0.76)
0.002
(0.60)
213 217 214 215 222 220
0.339 0.315 0.331 0.317 0.326 0.328
Yes Yes Yes Yes Yes sYe
Yes Yes Yes Yes Yes Yes
Yes Yes Yes Yes Yes Yes

Robust t-statistics in parentheses

% n<0.01, ** p<0.05, * p<0.1
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Panel C: OLS regression Acquiring banks

Independent variables:
AGDP per capit;

AGDP per capita growth (%)
AGovernance;

ABank concentratiop
ABank credit to GDR
Bilateral trade

Distance

Contiguous

Same language
ARegulation;

AReal stock market retupn
AReal exchange rate retysin

Culture distance overall:
WVS - Jensen-Shannon (PCA)

WVS -Mean-based (PCA)
Kogut and Singh

Hofstede (PCA)

Cultural distance overall (PCA)
Observations

R-squared

Target country fixed effects

Acquirer country fixed effects
Year fixed effects

Dependent variable: Cumulative abnormal return Ao banks

(1) (2) () 4) (5)
0.020 0.030 0.032* 0.025 0.022
(0.97) (0.96) (1.86) (1.04) (0.97)
0.003 0.002 0.001 0.001 0.000
(2.19) (0.72) (0.55) (0.32) (0.27)
0.116 0.119 0.033* 0.049* 0.053*
(2.22) (0.89) (2.01) (1.73) (21.96)
0.000 0.000 0.000 0.000 0.000
(0.12) (0.58) (0.39) (0.85) (0.80)
-0.000 -0.000 -0.000 -0.000 -0.000
(-0.10) (-0.39) (-0.00) (-0.36) (-0.40)
-0.066*** -0.009 -0.026*** -0.023* -0.024***
(-4.53) (-0.55) (-3.89) (-3.39) (-3.44)
-0.028* 0.012 -0.025** -0.019 -0.017
(-2.02) (0.17) (-2.15) (-1.58) (-1.42)
0.076 -0.071 0.030* 0.023* 0.027*
(1.49) (-1.58) (2.02) (1.74) (2.99)
0.030 0.025 -0.022** -0.025%*** -0.920
(2.01) (1.21) (-2.06) (-2.77) (-2.13)
0.003 0.003 0.006 0.006 0.006
(0.19) (0.14) (1.16) (0.96) (2.01)
0.003 0.009 -0.009 -0.009 -0.010
(0.07) (0.16) (-0.49) (-0.47) (-0.55)
-0.081 -0.062 -0.038* -0.041** -0.043**
(-1.22) (-1.06) (-1.90) (-2.08) (-2.20)
0.040
(2.30)
0.039
(0.59)
-0.014%***
(-2.82)
-0.007**
(-2.10)
-0.008***
(-2.81)
88 90 221 205 204
0.603 0.579 0.352 0.350 0.353
Yes Yes Yes Yes Yes
Yes Yes Yes Yes Yes
Yes Yes Yes Yes Yes

Robust t-statistics in parentheses
** p<0.01, ** p<0.05, * p<0.1
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Table 7. Ordinary least square regression of cumutave abnormal returns (CAR) of target
banks.

The table shows the results of OLS regressionsimiuéative abnormal returns of target banks
over the period 1990-2015. The dependent variailee cumulative abnormal return two
trading days prior and two trading days after thecancement of the acquisition of acquiring
banks. Abnormal returns are the real returns agjusith by the expected returns. The expected
returns are estimated with a market model usindt8€1 world index as the return of the
market. The independent cultural distance variabtesabsolute differences between acquiring
countryj and target countriy This table includes three different sets of qaltdistance

variables. In panel A, | include the Jensen-Sharar@hEuclidean distances of cultural variables
obtained from the World Value Survey (WVS). In plaBgel include the Euclidean distances of
all six cultural dimensions of Hofstede (1980,20ipally, in panel C, | include overall cultural
distance indices based on individual cultural valistances. Additionally, | control with
differences(j-i) between acquiring countpyand target countriy in the; log of GDP per capita,
percentage growth of GDP per capita, governancexiodl all six Kaufman et al (2009)
governance indicators, the assets of the top thewaks as a share of all commercial banks,
private credit provided by the banking sector ae@entage of GDP, annual real stock market
return, annual real exchange return. Beside dififege between country pairs, | proxy for the
bilateral trade link by log of imports from the agng countryj to the target country
Furthermore, | include indicator variables for wieata country pair share the same language,
have a common border or have had a colonial limkalfy, | control with the geographic

distance of weighted distance from Mayer and Zign@11). ). Detailed information of each
variable can be found in the variable descriptist | include acquiring country, target country
and year fixed effects in all estimates and clustandard errors by target country. | report the R-
squared and the number of observations. Heterosteitharobustt-statistics are reported in
parentheses. With respect to significance level®%G, 5% and 1% level | indicate it with *, **,

*k%
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Panel A: OLS regression Target banks

Dependent variable: Cumulative abnormal returnetialbginks

Independent variables: (1) ) 3) 4) 5)
AGDP per capita; -1.206** -0.138 -1.619%** -0.636** -0.907*+*
(-2.50) (-0.24) (-3.06) (-2.77) (-4.79)
AGDP per capita growth (%) -0.027* 0.075* -0.055 0.032 -0.001
(-1.73) (2.03) (-1.15) (2.01) (-0.05)
AGovernanceg 1.115 -0.086 0.946 -0.087 -0.029
(1.29) (-0.10) (0.98) (-0.10) (-0.04)
ABank concentratiop 0.026* -0.019 0.044 0.009** 0.018***
(2.91) (-1.36) (1.48) (2.51) (4.75)
ABank credit to GDR; -0.013 0.016 -0.021 -0.001 -0.008***
(-1.66) (1.69) (-1.44) (-0.53) (-3.41)
Bilateral trade -0.320 0.199 -0.551 -0.290* -03857
(-1.10) (0.97) (-1.29) (-2.03) (-2.49)
Distance -0.874* 0.776 -0.824** -0.545* -0.860***
(-1.72) (1.55) (-2.49) (-1.82) (-2.98)
Contiguous -0.934* 0.742 -0.294 -0.577 -0.864**
(-1.94) (1.20) (-0.39) (-1.16) (-2.35)
Same language -0.100 0.030 -0.262 0.253 -0.001
(-0.49) (0.17) (-1.38) (1.56) (-0.01)
Colonial link -1.519 2.109 -0.123 -0.481 0.719
(-0.95) (1.68) (-0.05) (-0.46) (0.62)
ARegulation;.i 0.066 -0.295* 0.129 -0.150%** 0.025
(0.69) (-1.81) (1.16) (-3.17) (0.45)
AReal stock market return -0.958** 0.232 -1.305** -0.316* -0.586***
(-2.43) (0.58) (-2.38) (-1.90) (-5.01)
AReal exchange rate retysn -2.031** 1.204 -3.269 -1.079*** -1.774%*
(-2.62) (1.06) (-1.63) (-3.19) (-5.99)
Jensen-Shannon distances:
Trust -5.325**
(-2.52)
Individualism -3.830
(-0.71)
Mean based distances:
Trust -2.778**
(-2.76)
Individualism -6.509***
(-3.87)
Observations 65 64 64 65 65
R-squared 0.804 0.814 0.806 0.818 0.821
Target country fixed effects Yes Yes Yes Yes Yes
Acquirer country fixed effects Yes Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes Yes

Robust t-statistics in parentheses
#*% n<0.01, ** p<0.05, * p<0.1
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Panel B: OLS regression target banks

Dependent variable: Cumulative abnormal returnetalbginks

Independent variables: (1) (2) (3) (4) (5) (6)
AGDP per capita -0.031 -1.714%* -0.313 -1.180*** -1.288*** -1.188*
(-0.06) (-13.91) (-0.49) (-1.97) (-3.37) (-2.39)
AGDP per capita growth (%) 0.085 -0.023*** 0.025 -0.064*** -0.032 -0.025
(1.45) (-3.05) (0.45) (-6.92) (-1.63) (-1.08)
AGovernancei -0.172 -0.752%** 0.947 0.059*** 0.675 0.765
(-0.16) (-2.93) (1.24) (4.53) (0.75) (0.78)
ABank concentratiop -0.010 0.025*** 0.011 0.036*** 0.039** 0.019
(-1.40) (6.43) (0.57) (7.81) (2.54) (2.09)
ABank credit to GDR 0.013* -0.014%** -0.001 -0.016*** -0.015%** -0.009
(2.05) (-6.73) (-0.08) (-6.14) (-2.89) (-0.95)
Bilateral trade -0.018 -1.392%** 0.245 -0.204*** 0:297 -0.452
(-0.14) (-11.36) (0.42) (-4.98) (-1.41) (-1.17)
Distance -0.089 -3.325%* 0.537 -1.103*** -0.457 .3D8
(-0.18) (-13.79) (0.36) (-8.87) (-1.37) (-1.53)
Contiguous -1.056* -2.702%** -0.624 -1.114%* -0.22 -1.211*
(-1.99) (-26.64) (-0.74) (-1.73) (-0.59) (-1.96)
Same language 0.479 1.710%** 0.600 0.168*** -0.214 0.118
(1.58) (14.49) (2.03) (5.09) (-1.65) (0.38)
Colonial link -0.432 -3.952%* -0.091 0.168*** -080 -2.108
(-0.35) (-8.46) (-0.07) (3.30) (-0.30) (-0.88)
ARegulationj -0.472** 0.219%** -0.248 0.132%*= -0.067 0.077
(-2.59) (5.96) (-0.87) (4.86) (-0.41) (0.70)
AReal stock market return 0.194 -0.712%* -0.471 -1.098*** -1.098*** -0.800
(0.66) (-6.06) (-0.94) (-7.10) (-4.70) (-1.59)
AReal exchange rate retysn 0.536 -3.082*+* -0.605 -2.591%* -2.607*+* -1.681
(0.66) (-11.57) (-0.39) (-8.81) (-3.75) (-1.50)
Power distance index -0.603**
(-2.10)
Individualism 0.422***
(14.09)
Masculinity 0.368
(1.18)
Uncertainty avoidance index 0.622***
(9.38)
Long term orientation -0.208
(-1.23)
Indulgence versus retraint 0.073
(1.33)
Observations 60 62 61 60 63 63
R-squared 0.808 0.817 0.801 0.818 0.802 0.801
Target country fixed effects Yes Yes Yes Yes Yes sYe
Acquirer country fixed effects Yes Yes Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes Yes Yes

Robust t-statistics in parentheses
#*% n<0.01, ** p<0.05, * p<0.1
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Panel C: OLS regression target banks

Dependent variable: Cumulative abnormal returnetialbginks

Independent variables: (1) (2) (3) (4) (5)
AGDP per capitg -0.219%+* -0.219*** -1.630*** -1.607*+* -11.18*+*
(-1.37) (-7.01) (-5.73) (-5.13) (-7.70)
AGDP per capita growth (%) 0.086*** 0.086*** -0.050%*** -0.04 1%+ -1.082%**
(1.18) (4.27) (-3.85) (-1.64) (-7.06)
AGovernance -0.279%+* -0.279%+* -0.213 -1.694 -3.19%**
(-1.28) (-1.94) (-0.58) (-2.75) (-6.03)
ABank concentratiop -0.032*** -0.032*** 0.045*** 0.013*** 0.332%**
(-5.83) (-1.80) (5.13) (1.32) (625)
ABank credit to GDR; 0.008*** 0.008*** -0.014x+* -0.010*** -0.274x+*
(1.62) (2.96) (-4.00) (-1.23) (-6.88)
Bilateral trade 0.255*** 0.255%* -0.579%+* -1.237* -7.12%
(1.22) (2.26) (-4.96) (-3.04) (-7.06)
Distance 0.859*** -1.669*+* -1.805*** -3.272%x* -2188***
(1.20) (-3.45) (-7.19) (-3.60) (-7.32)
Contiguous -0.480*** -0.652*+* -3.483*** -2.084*x* -10.69***
(-7.82) (--3.52) (-6.20) (-6.07) (-7.94)
Same language 1.132%** -0.701 %+ 3471 1.409%** 1.31%*
(6.97) (-1.14) (5.48) (4.22) (7.9)
ARegulationj 0.399*** 0.399** -0.113 0.455%* 6.77**
(7.19) (3.64) (-1.54) (2.34) (7.6)
AReal stock market return 0.160*** 0.160*** -1.162%* -0.580*** -9.69***
(1.86) (3.21) (-7.13) (-2.86) (-7.28)
AReal exchange rate retysn 2.101%** 2.101 %+ -2.969*** -2.174%** -29.91%**
(1.81) (7.28) (-6.11) (-2.10) (-6.99)
Culture distance overall:
WVS - Jensen-Shannon (PCA) 0.402***
(2.75)
WVS -Mean-based (PCA) -0.843***
(-1.64)
Kogut and Singh 1.154%**
(5.29)
Hofstede (PCA) 0.520***
(4.08)
Cultural distance overall (PCA) 5.731%**
(7.45)
Observations 25 27 63 58 58
R-squared 0.813 0.815 0.812 0.817 0.817
Target country fixed effects Yes Yes Yes Yes Yes
Acquirer country fixed effects Yes Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes Yes

Robust t-statistics in parentheses
#*% n<0.01, ** p<0.05, * p<0.1
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Table 8. Statistical and economic significancef cultural distance variables

This table shows the statistical significance ingdaA. The table reports the coefficients of all the
cultural value distances for all different modélke ordinary least square regression (OLS), the
Poisson-Pseudo maximum likelihood estimator (PPNHg,two stage least square regression
with instrumental variables (2SLS). CAR is the culemive abnormal return for 2 trading days
before and after the announcement date of the mefigee coefficients are significant at ***
p<0.01, ** p<0.05, * p<0.1. Panel B reports themmmic magnitude of all the cultural value
distances for all different models. The percentagesalculated by the following equation:

Magnitude =

Bi*SDi
SDy ’

In whichpi is the robust coefficient of independent variab®Diis the standard deviation of
independent variablie And SDy is the standard deviation of the dependent varialtlee
standard deviation of the dependent varigbRistances of cultural values are the independent
variable and the cross-border ratio or the tar§acquiring bank’s cumulative abnormal return.
The magnitudes can be compared within models (adif) but not between models (horizontal)

Panel A: Statistical significance CBR CAR CAR
Cross-border ratio i,j target Acquirer
Model: OLS | PPML [ 2SLS oLS oLS
Cultural value | Measurement
Trust Jensen-Shannon  -0.047*f -1.826 -0.426*f* -5.42** 0.852
Euclidian -0.045** | -2.156** | -0.325*** -0.148** 0.00
Individualism Jensen-Shannon  0.054** 5.237**% 4,055 -4.359 -3.03
Euclidian 0.001 0.002 0.298 0.139 0.001
Hierarchy Jensen-Shannon  0.071 5.277 -2.400 N/A N/A
Euclidian 0.002 -0.046 0.056 N/A N/A
Hofstede
Power Euclidian -0.000 0.015 -0.039**4 -0.579* -0.009%F
Distance
Individualism Euclidian -0.001 -0.306** | -0.035**1 | 0.419*** -0.001
Masculinity Euclidian -0.005 -0.231** | -0.126 0.336 -0.006
Uncertainty Euclidian -0.001 -0.079 -0.033** 0.622** -0.005
avoidance
Long term Euclidian 0.002 0.141 -0.044 -0.207 0.004
orientation
| Euclidian -0.001 -0.122 -0.106 0.073 0.002
ndulgence
Culture
overall
Culture JS PCA -0.001 0.375 -0.062 0.402 0.039
Culture mean | PCA -0.003 -0.282 -0.035 -0.843 0.039
Hofstede Kogut & Singh -0.004 -0.249**  -0.032** J106*** -0.013**
Hofstede 6 PCA -0.001 -0.184* -0.020%** 0.520*** -0.007**
All values PCA -0.001 -0.053 -0.021** 5.731%** -
0.008***
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Panel B: economic significance (magnitudes)

CBR

Cross-border ratio i,j

Model: oLS | PPML Y

Cultural value Measurement
Trust Jensen-Shannon -5.19% -44.81%

rus Euclidian 15.1% 5.12% -45.60%

. . Jensen-Shannon 5.14% 12.51%
Individualism —
Euclidian

Hierarch Jensen-Shannon

: y Euclidian
Hofstede
Power Distance Euclidian -39.46%
Individualism Euclidian -5.25% -33.39%
Masculinity Euclidian -4.21%
Uncertainty Euclidian -32.29%
avoidance
Long term orientation Euclidian
Indulgence Euclidian
Culture overall
Culture JS PCA
Culture mean PCA
Hofstede Kogut & Singh -5.31% -38.73%
Hofstede 6 PCA -4.53% -26.10%
All values PCA -27.49%
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Appendix D: Variable list

Dependent Variables:

Definition:

Cross-border ratig:

Cumulative abnormal
return:

the total number of majority cross-border bao§Lasitions in yeatin
which the target is from countiyand the acquirer from countjy#j), as
a proportion of all majority domestic and crossedwrbank acquisitions
in target country in yeart.

Cumulative abnormal returns two days prior and dags after the
announcement of the acquisition. We obtain abnoretalns by
estimating a market model using a world marketxrfdem 260 to 3
days prior to the announcement of the acquisition.

Control variables:

Definition:

GDP per capita

GDP per capita growth

Governance index

Bank concentration:

Bank credit to GDP:

Bilateral trade:

Distance:

Logarithm of real GDP (current Bsdivided by the average
population. Source: World Development Indicators

Annual percentage growth in real GDP. Source: WDdgelopment
Indicators.

The average of all six Kaufmann et al. (2009) goseace indicators:
political stability; voice and accountability; gomenent effectiveness;
regulatory quality; control of corruption, and ralelaw. Each of the
indices ranges from -2.5 to 2.5, with higher valunekcating better
governance.

Assets of the three largest banks as a share cdralnercial banks’
assets. Source: Beck and Demirglc-Kunt (2009). tésdabtained from
the World Bank’s Global Financial Development Datséy described in
Cihak et al. (2012).

Private credit by deposit money banks as a peafe®@DP. Source:
Beck and Demirgiig-Kunt (2009). Updates obtainethftbe World
Bank’s Global Financial Development Database deedrinCihak et al.
(2012).

Maximum of bilateral imports, exports between tvooiatries. Bilateral
imports (exports) are calculated as the total vafueports (exports) by
a target's country from an acquirer's country psogortion of total
imports by the target's country. Source: IMF's Blien of Trade
Statistics.

Log of the circle distance (in km) between the ddas' capitals.
Source: Mayer and Zignago (2011).
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Language:

Contiguous:

Colonial link:

Regulation:

Indicator variable equal to 1 when a country phares the same
language. Source: Mayer and Zignago (2011).

Indicator variable equal to one if a country phiaies a border. Source:
Mayer and Zignago (2011).

Indicator variable equal to one wheegountry pair ever had a colonial
link. Source: Mayer and Zignago (2011).

An index of overall regulatory qualiigised on the first principal
component of activity restriction, capital regubetj supervisory power
and private monitoring. (Karolyi and Taboada., 208®urce: Barth et
al. (2013)

Real exchange rate returnsAnnual real bilateral U.S. dollar exchange retdime nominal exchange

rate is corrected by the 2000 constant dollar cowsyrice index.
Source: Thomson financial’'s Datastream.

Real stock market returns: Annual real stock market return. Local currencyrtoustock market

return indices are corrected by the 2000 constalldrdconsumer price
index. Source: Thomson financial’'s Datastream

Cultural variables Definition:
WVS:
Trust(WVS): The degree to which people in a couttimk they can trust other

Individualism (WVS)

persons in their country. Source: The world valuey

The degree to which people icoantry thing that there needs to be
larger income differences as incentive for indiabteffort. Source: The
world value survey

Hierarchy (WVS) The degree to which people in antguhave to be convinces to follow
instructions of their superior. Source: The waddue survey
Hofstede Definition:

Power distance index

Individualism versus
collectivism:

The degree to which the inggud power is accepted by less powerful
members of a society. Source Hofstede(1980)

The degree of an individualistic society. Membdrarmindividualistic
society only take care of themselves and theitivels. On the other
hand, members of a collective society are integrate cohesive group
which protects and helps them in exchange for tgy&lource
Hofstede(1980)
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Masculinity versus
femininity:

Uncertainty avoidance:

Long term orientation:

To which extent a society is more masculine or féng. Masculinity
represents heroism, achievement, assertiveness motde competitive
society. A Feminine society prefers cooperation estyl caring for the
weak and quality of life. Source Hofstede(1980)

The degree of uncomfortigbilf a society towards ambiguity and
uncertainty. Source Hofstede(1980)

The level of thrift and th@ucation as a way to prepare for the future.
Source Hofstede(2001)

Indulgence versus restraint:  The level of freeifjcation of enjoying live and having fun. Source

Hofstede(2001)

Overall Cultural distance

Definition:

Jensen-Shannon index:

Euclidean index:

Kogut and Singh index:

Hofstede six index:

All cultural values index:

Religious distance
weighted:

The first principal compb(ie@A) of the Jensen- Shannon distances
(equation XX) of trust, individualism and hierarcfy/VS).

The first principal component (B@#Athe Euclidean distances of trust,
individualism and hierarchy (WVS)

The Kogut and Singh (19&8jucal distance index. Based on the power
index, individualism, masculinity and uncertaintyoaance of Hofstede
(1980)

The first principal componehalb six cultural dimensions of Hofstede
(1980, 2001)

The first principal compent of the Jensen-Shannon distances of trust
and individualism and all six Hofstede (1980, 200dltural dimensions.

Distance among countries based on their religipole®re and
Wacziarg (2016) use an approach based on religieas to measure the
distance between major world religions.
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Appendix E. Jensen-Shannon distance versus Euclideaistance
Figure 2. Jensen-Shannon distance the Netherlands@nany:

This Figure shows the Jensen-Shannon (J-S) distetesen The Netherlands and Germany for the
question of individualism in wave 5 of the WorldIva Survey (WVS). The J-S distance in this figwre i
0.19. While the Euclidean distance is 0.12. The lihes indicate the survace that overlaps botpltra
If this survace is larger the J-S distance is smnall

Jensen Shannon distance Netherlands-Germany

0.25
0.20
20.15
3 ~
©
o)
o
a 0.10
0.05
0.00 1 2 3 4 5 6 7 8 ‘9 ’10
Netherlands 0.08 0.05 0.09 0.08 0.14 0.12 0.19 0.14 0.04 0.06
Germany 0.14 0.10 0.18 0.12 0.15 0.09 0.09 0.09 0.03 0.02
Response

Table 9. Jensen-Shannon distance versus Euclideaistdnce

This table shows the descriptive statistics offhelidean and Jensen-Shannon distances of thealultu
values obtained from the WVS. Namely: trust, indixalism and hierarchy. | report the mean, standard
deviation and number of observation per culturdlleaistance. Moreover, | test whether the cultural
value distances are significantly different usirtg@st. | report the p-value between bracelets.

Jensen-Shannon distance Euclidean distance T-tgst
Mean Sd N Mean Sd N
Trust 0.155 0.001 15,072 0.199 0.001 15,07p (0.00)
Individualism| 0.227 0.001 15,379 0.125 0.001 15,379 (0.00
Hierarchy 0.131 0.001 6,523 0.134 0.001 6,523 (§0.02
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