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Abstract:

There is an increasing amount of cross-border investments. This paper investigates which
macroeconomic determinants of emerging markets influence the allocation of M&A amount
in deals where EURO15 countries are the acquirer and emerging markets the target. The total
M&A amount involved in this research is $435 billion spread over 2550 deals. The data
period is January 1995 — December 2007. An empirical research using is performed to
determine significant macroeconomic factors. Based on this empirical evidence it can be
concluded that the development of emerging markets, information costs to access an emerging
market, political stability of an emerging market and the population of an emerging market
are of significant influence on the allocation of M&A deals where EURO15 countries are the
acquirer and emerging markets the target.
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1. Introduction

The amount of cross border investments has grown over the past few years. According to data
gathered from the database from the World Bank Indicators (WBI)' the absolute amount of
global foreign investments has increased over the last years (figure 1.1). Not only the absolute
value but also the relative value of international investments is growing: countries receive a
higher percentage of investment inflows (figure 1.2). These investment flows are
opportunities for emerging markets to attract financial inflows. The question is when an
emerging market is actually attractive to invest in. So which macro economic factors or
country characteristics of emerging markets are of significant importance to receive
international investments? These are questions all emerging markets have to deal with when

they want to attract foreign investments.

Figure 1.1. Global net foreign direct investment (US Dollar billion) in the period 1992-2007.
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Source: World Bank Development Indicators, 2008

Much research has already been conducted to identify factors that determine the allocation of

international investment flows. Colonial links, cultural proximity and legal systems are

! See World Bank Development Indicators, 2008



examples of factors that have been used in these researches (Buch & DelLong 2001, Guillen &
Tschoegl 1999).

This research however aims to identify macro-economic characteristics of emerging markets
that significantly influence the allocation of mergers and acquisitions (M&A) amount in deals
where the first 15 members of the European Union (EURO15) countries are the acquirer and
emerging markets the target.

Most similar researches have focused on determinants for foreign direct investments and not
on mergers and acquisitions in specifically?. Rossi and Volpin (2003) are one of the few
researchers who performed a comparable research to determinants of cross-country mergers
and acquisitions. Nonetheless, they solely concentrated on laws and regulations across
countries. This thesis also takes these determinants into account, but in addition uses more
determinants compared to the latter research. Also Buch and DeLong (2001) explored for
cross-border M&A. However, their focus was confined to the banking industry. This research
includes cross-border M&A in all industries

None of the previous researches into determinants of FDI centered on investment flows from
one block of countries to another block of countries: the focus has been on FDI from one
country to a block of countries (Guillen and Tschoegl 1999, Yamori 1997, Loree and
Guisinger 1995) or on investment flows within a country (Coughlin et al. 2008).

Traits of novelty of this thesis compared to papers with similar backgrounds lies therefore in
the following:

e A research to determinants of investment flows between two blocks of countries

(EURO15 countries and emerging markets). A study about factors for cross-border
investments between EURO15 countries and emerging markets has never been
performed before;

e A research where cross-border mergers & acquisitions are used to measure cross-
border investments instead of the commonly used FDI. Compared to the few previous
studies that did the same this research uses more determinants and takes all industries

into account instead of one.

2 The difference between FDI and Cross-border M&A is explained in section 2.



Figure 1.2 Global foreign direct investment, net inflows (% of GDP) in the period 1992-2007.
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Source: World Bank Development Indicators

This brings us to the formulation of the research question:

“Which macroeconomic determinants of emerging markets influence the allocation of M&A
amount in deals where EURO15 countries are the acquirer and emerging markets the
target?”

To answer the main research question, the following sub-questions will need to be answered:
e What macroeconomic determinants are found in literature?
e What macroeconomic determinants are of influence on cross-border M&A activity

from EURO15 to emerging markets?

A literature review and an empirical research are performed to answer these questions. This
research is structured as follows: First, section 2 will give an overview of studies with a
similar research background. Then section 3 will elaborate on the assumptions made, method
and M&A data used. Furthermore, section 4 focuses on the data explanatory variables and
their hypotheses. Section explains methodology used to perform the empirical research. The



results of the empirical research and hence the answer on accepting or rejecting hypotheses
will be described in section 6. Finally, section 7 contains the conclusion of this thesis.



2. Literature Review

A short literature overview of macroeconomic determinants for Foreign Direct Investments
(“FDI) is described in this section. Several studies have been conducted about determining
factors that have a significant effect on the allocation of FDI. The components of FDI are
equity capital, reinvested earnings and other capital (including, but not limited to M&A and
intra-company loans). Cross-border mergers and acquisitions are thus a component of FDI
(Calderon et al., 2004). Countries do not always collect data for each of the abovementioned
components. As a result reported data on FDI are not fully comparable across countries.
Particularly data on reinvested earnings, the collection of which depends on company surveys,
often go unreported by many countries®. Because cross-border M&A deals are reported by
several databases (e.g. Thomson One Banker) these figures can be compared. For this reason
M&A deals are used in this research as a proxy to measure cross-border investments instead
of FDI. Because of the strong focus in the field on FDI, this chapter also relies on researches
that explain factors for FDI. There is little literature that centers on M&A specifically.
Another reason to use M&A is because there is less empirical research concentrated on
macroeconomic factors of cross-border investments and much more on industry specific
factors (Herrero and Simon, 2003). Especially factors for the banking industry are highlighted
in most of the literature.

An overview will be given of the most used macroeconomic factors to determine cross-border
investments. These mostly used macroeconomic factors are: the development of a country, the
information costs of a country, the political stability of a country, the economic stability of a
country, the economic growth of a country and the population of a country. Each of these

determinants will be described with results from several researches.

® Definition of UNCTAD (United Nations Conference on Trade and Development).



2.1 Development of a country

Reuber et al. (1972) performed a research about the difference of cross-border investments
into developed and less developed countries. Their findings show that foreign investment
flows into developed countries are relatively high compared to developing ones. Gross
Domestic Product (“GDP”) per capita is often used to measure the development of a country.
Loree and Guisinger (1995) used GDP per capita as a factor to attract investments. They used
GDP per capita figures from the World Bank database. The researchers conducted a into the
location of new US direct investments abroad and determined the effect of several factors on
the allocation of cross-border US investments. They concluded that GDP per capita is one of
the major variables for equity investments from the US. According to them there is a positive
relationship between the GDP per capita and the attractiveness off a country to invest in.
Therefore the wealth of a country or the development of a country is a factor that determines
cross-border investments. This finding is supported by the researches of Dunning (1981),
Herrero and Simon (2003) and Galindo, Micco and Serra (2003). Dunning (1981) interpreted
in his research an investment-development cycle. He concluded that “it suggests that a
country’s international investment position is related to its level of development as measured
by its Gross National Product per capita”. Herrero and Simon (2003) reviewed the theoretical
literature that explains FDI and the empirical results of determinants of FDI. They concluded
that the development of a country and their financial sector are key factors for the location of
foreign investments. Galindo, Micco and Serra (2003) used the GDP per capita level of a
country as a factor in their model to explain international investments. They also found a
positive relationship. Consequently one can conclude that a high GDP per capita is a proxy

for a developed country.

2.2 Information costs

There have been several studies that used proxies for information costs to explain factors of
foreign investments. For example, Johanson and Vahlne (1977) conducted a research in the
increasing foreign market commitments. According to them, foreign investments start with
small investments in countries with a small “psychic distance’. Investments grow gradually as
the experience with the other country grows. ‘Psychic distance’ is defined as “The sum of
factors preventing the flow of information from and to the market”. Examples of these factors
are among others differences in education, business practices, language and culture. Dunning



conducted several researches to determine factors that affect FDI flows. In his book,
published in 1993, he indicates e.g. barriers to trade, physical distance and transportation costs
as factors that determine the location of FDI. Therefore, according to Dunning, a negative
relationship between information costs and the amount of cross-border investments can be
drawn. Loree and Guisinger (1995) and Berger et al. (1999) conclude the same relationship in
their studies. The former states: “FDI levels may be higher between home and host countries
where similarity eases the cultural dimension of business relations”. They used a composite
index for each country to measure the cultural deviation from the US. Despite the fact that a
negative relationship was found, they nonetheless expect that the relationship will diminish
with time because of the globalization trend. The latter examined the consolidation of
financial institutions in Europe. Besides finding motives and consequences of consolidation,
they also found that consolidation across borders is limited by geographic and cultural
distance. Cultural patterns and geographic restrictions inhibit consolidation across borders in
Europe. Also differences in accounting systems and settlement methods have a negative effect
on consolidation.

In addition, Buch and DeLong (2001) and Focarelli and Pozzolo (2001) found evidence that
point to a negative relationship between cross-border investments and information costs. This
is due to the outcome of Buchs and Delong’s empirical research about factors of international
bank mergers. They concluded that geographic and cultural distance tends to hold back
merger activities. Focarelli and Pozzolo (2001) do not use geographic or cultural distance to
measure the information costs of a cross-border investment. As an alternative they use the
degree of trade openness of a country as a proxy. They measured this proxy by the ratio of
export to GDP. Galindo, Micco and Serra (2003) corroborate the negative relationship in their
research to explain cross-border banking activity. According to their research differences in
legal origin, colonial links and language are factors that explain investments of banks in
certain regions or countries. A more specific research by Guillén and Tschoegl (1999), about
the expansion of Spanish retail banks into Latin America, states that the common language
and the historical relationships played a significant role for Spanish retail banks to expand in
Latin America and not in other parts of the world.

Nevertheless not all researchers conclude the same. According to Levitt (1983) the
preferences and tastes of consumers in different countries are converging to a global norm.

This implies a decreasing effect of cultural difference on cross-border investments. Sethi et al.
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(2003) forecast that the low-wage advantage of developing countries will eventually favor

them above their cultural difference to receive foreign investments.

2.3 Political stability

The political climate of a country is also used in different researches as a determinant for
foreign investments. When a country becomes more politically stable, the uncertainty of
potential investors reduces and this may increase the level of foreign investments in that
country. Loree and Guisinger (1995) and Sethi et al. (2003) see political stability as a
significant determinant of FDI. They measured political (in)stability with a country composite
score. The higher a country scored, the lower the risk of an investment and hence a higher
FDI. Political stability is a significant factor for cross-border investments not only for
developing countries, but also for developed countries ( Singh and Jun, 1995). Asiedu (2006)
focused his research specifically on Africa. He found that countries with a stable political
environment attracted more foreign investments. Galindo, Micco and Serra (2003) used
indexes of corruption to proxy political stability. They found that differences in corruption
have a negative effect on cross-border investment flows. Berger et al. (1999) also suggested
that political factors have, next to the abovementioned information costs factors, an impact on

cross-border investments.

2.4 Economic stability

Not only political stability but also economic stability is taken into consideration in the
literature about factors that determine cross-border investments. According to The World
Investment Report of UNCTAD (1997) Western Europe was the only region in the world that
was attracting cross-border investments from the US in the 1970s and 1980s. Reasons were
that Western Europe outperformed other regions in the world when it comes to economic
stability, infrastructure quality and investment policies. Therefore one can state that the role of
good investing conditions is of significant importance. According to UNCTAD (1997) an
open economy, low wages, a stable currency and an educated and skilled work force are main
proxies for economic stability and thus for attracting cross-border investments. Also Focarelli
and Pozzolo (2001), Yamori (1998), Sethi et al (2003) and Rossi and Volpin (2004) see
economic stability as a factor that determines the allocation of a cross-border investment.
Focarelli and Pozzolo (2001) use inflation as a proxy for economic stability in their study.
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Yamori (1998) uses the investment risk level of country as a proxy to determine cross-border
investments from Japanese financial institutions. His empirical research concluded that a
country with a high investment risk level receives fewer investments than a country with a
low investment risk level.

Sethi et al. (2003) performed an empirical research about FDI flows from the United States to
Europe and Asia. According to them most of the FDI from the United States still flows to
Western European countries because of the high wealth, political and economic stability and
close cultural proximity. To measure political and economic stability they used a composite
variable developed by the Association for Investment Management and Research (1996). The
composite variable indicates financial and political risks of countries. However they expect
that Asian countries will become more popular because of their relatively low wages and
because companies become more efficiency consious (Sethi et al, 2003).

Rossi and Volpin (2004) performed a study into determinants of M&A around the world.
They focused on differences in laws and regulations across countries and found that the
volume of M&A activity is significantly larger in countries with better accounting standards
and stronger shareholder protection. This indicates that countries with better governance
policies attract more M&A activity. In addition, the quality of governance policies are also
indication of the economic stability of a country.

2.5 Economic growth

In existing literature the economic growth of a country is often used as a proxy to attract
cross-border investments. There is no consensus about the effect of economic growth on the
location of foreign investments. On the one hand Focarelli and Pozzolo (2001) and Yamori
(1998) claim that (expected) economic growth is a driving force in locating FDI. The
conclusion of Focarelli and Pozollo (2001) applies to patterns of international bank mergers in
OECD countries. They found a positive relationship between economic growth of a country
and the attractiveness to receive investments. On the other hand, Yamori (1998) concludes
that there is a negative and significant relationship between economic growth and the level of
received investments. Here the proxy used for economic growth is the change in Gross
National Product of a country. His conclusion applies to cross-border investments from

Japanese financial institutions.
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2.6 Population

Buch and Delong (2001) investigated the motives for international bank mergers in the period
1978-2001. They found that population has, next to information costs and regulations, a
positive significant influence on locating cross-border investments.

Focarelli and Pozzolo (2001) also use population as a factor in their research to explain
patterns of cross-border bank mergers and shareholdings in OECD countries. They argue that
countries with a smaller population tend to have a more open economy and hence receive
more cross-border investments. However it must be noted that their empirical research does

not deliver significant evidence for this hypothesis.
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3. Data

This section will give an overview of the method and assumptions used to find the M&A data
for the empirical research. The empirical part of this thesis covers mergers and acquisitions
where the EURO15 countries are the acquiring nation and emerging markets the target nation.
The time period concerns January 1995 until December 2007. This entails a total M&A
amount of $435 billion in 2550 deals (see table 3.1.1.).

3.1 Data period
The chosen timeframe is from January 1995 until December 2007. This because of the
availability of data and the total amount of cross-border M&A.

3.2 Countries

3.2.1 EURO15

Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg,
Netherlands, Portugal, Spain, Sweden and the United Kingdom were part of the European
Union in 1995 and are the acquiring countries in cross-border M&A deals. They are referred
to as “EURO15”. Some of the countries that joined the European Union after 1995 were still
indicated as “emerging markets” in 2007 (e.g. Czech Republic). The abovementioned fifteen
countries are chosen because they are economically stronger than most of the countries that
joined the European Union after 1995. The majority also has a similar currency (Euro) and
form an economic block because of economic cooperation. In the chosen timeframe for the
empirical research Portugal and Greece were a marked as emerging markets for a couple of
years. During these years Portugal and Greece were considered emerging markets and
resultantly not part of the EURO15.

3.2.2 Emerging markets
Emerging markets are the target countries in M&A deals in this empirical research. Emerging
markets are defined as the country members of the MSCI Barra Emerging Markets Index in
the period between 1 January 1995 — 31 December 2007. The MSCI Barra Emerging Markets

-14 -



Index is defined as “a free float-adjusted market capitalization index that is designed to
measure equity market performance in the global emerging markets” (MSCI Barra, 2009)".
MSCI Barra is a leading provider of investment decision support tools to investment
institutions worldwide. Since 2007 the MSCI Barra Emerging Markets Index includes the
following countries: Argentina, Brazil, Chile, China, Colombia, Czech Republic, Egypt,
Hungary, India, Indonesia, Israel, Jordan, Korea, Malaysia, Mexico, Morocco, Pakistan, Peru,
Philippines, Poland, Russia, South Africa, Thailand and Turkey. However in the period from
January 1995 until December 2007 the member countries of the Emerging Market Index did
not continuously include all of the abovementioned countries. When collecting the M&A data
the listed countries of the MSCI Barra Emerging Markets Index were corrected for
fluctuations. Table 3.2.1 gives an overview of the listed countries in the MSCI Barra
Emerging Markets Index in the period of January 1995 until December 2007. For all the
countries mentioned in this table, M&A data were collected based on the period they were
listed on the MSCI Barra Emerging Markets Index”.

1 January is used as a start or end date in the data collection. Annual aggregated data of cross-
border mergers & acquisitions is collected on this manner. Because all factors used in the
empirical analyses to explain international investments are annual measures, only this data

can be used.

* http://www.mscibarra.com/products/indices/licd/em.html

> Greece and Portugal are special countries due to the fact that they both are on the one hand a country
member of the EURO15 and on the other hand considered to be an emerging market during a certain period of
the sample time period. This means that Greece is considered an emerging market from 1 January 1995 until 1
January 2001. From 1 January 2001 until 31 December 2007 Greece is part of the EURO15 sample. Thus, found
cross-border mergers & acquisitions data for Greece is partly taken into account in the EURO15 sample and
partly in the emerging markets sample. The same holds for Portugal. Portugal is considered an emerging
market in the timeframe from 1 January 1995 until 1 January 1997. As of 1 January 1997 until 31 December
2007 Portugal is part of the EURO15 sample.
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Table 3.2.1 Country members of the MSCI Barra Emerging Markets Index in the period 1-Jan-1995 until 31-Dec
-2008
The index member period gives the start and the end date of a country membership. The used period for data

collection contains the start and the end date that a country is picked in the data sample for this research.

Country Index member period Used period for collecting data
Start End Start End

Argentina o 1-anc1988  29-May-2003 1-Jan-1935 1-Jan-2008
Brazil o888 o 1-Jan-13935 1-Jan-2008
Chile o IeandEEs 1-Jan-1935 1-Jan-2008
Lhina o 3Sepd996 o 1-Jan-1337 1-Jan-2008
Lolombia 2Feb-1994 1-Jan-1935 1-Jan-2008
Lzech Republic ~  3:Sepd996 - .. .. 1-Jan-1337 1-Jan-2008
Eaypt o IRune2000 1-Jan-2002 1-Jan-2008
Greece ... .....0dan1988  31-May-2001 1-Jan-13935 1-Jan-2001,
Hungary o 3Sepd996 1-Jan-1937 1-Jan-2008
India 2Feb1994 1-Jan-1335 1-Jan-2008
Indonesia 1-Sep1983 1-Jan-1935 1-Jan-2008
dsrael 2May-1395 1-an-1995 1-Jan-2008
dordan . .0dand1988 25Mov2008 1-Jan-1935 1-Jan-2008
Korea . Tan-1392 Ll 1-an-1995 1-Jan-2008
Malaysia 1-Jan-1933 30-Mov-1998 1-Jan-1995 1-Jan-19493
s une20000 e 1-Jan-2001 1-Jan-2008
Mexico o Mani¥88 - 1-Jan-1395  1-Jan-2008
Morocco o Idun2000 - 1-Jan-2002 1-Jan-2008
Pakistan 2Feb-19394  31-Dec2008 1-Jan-1395  1-Jan-2008
Reu Zfeb 1994 o 1-an-1335 1-Jan-2008
Fhilippines ___ _Idan-1988 - 1-Jan-1395  1-Jan-2008
Foland . . ZMay- 1995 o 1-an-1336 1-Jan-2008
FPortugal . Idan-1988  30-MNow1337 1-Jan-1395  T-Jan-1997
Russia . ] 1Dec1997 o 1-Jan-1338 1-Jan-2008
South-Africa eMay-1995 - 1-Jan-13%6  1-Jan-2008
Snlanka Z2feb-1934  31-May-2000 1-an-1335 1-Jan-2001
Tawan 0 3Sepl®9e - 1-Jan-1397  1-Jan-2008
Jhalland o Idanc1¥88 - 1-an-1335 1-Jan-2008
Turkey ] 1-Sep 1989 - 1-Jan-1395  1-Jan-2008
Yenezuela 2-Feb-1994  31-May-2006 1-Jan-1995 1-Jan-2006

Source: MSCI Barra Emerging Markets Index Methodology (May 2009)
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3.3 Cross-border mergers & acquisition data

The database provided by Thomson One Banker is utilized to find all the cross-border
mergers and acquisitions deals between EURO15 and emerging markets. To find these deals
in the period 1 January 1995 until 31 December 2007, the EURO15 countries have been
marked as acquiring nations and the emerging markets as target nations. The data employed is
the actual time the merger or the acquisition was marked as “effective”. By retrieving the data
on a year-by-year basis, it was possible to include the fluctuation of listed countries in the
MSCI Emerging Markets Index and it enabled to take the special position for Portugal and
Greece into account. Cross-border mergers and acquisitions data have been searched for a
year-by-year basis. By taking all above steps into account this sample contains $435 Billion of
total transaction value in 2550 deals in the period 1-1-1995 until 31-12-2007.

Table 3.1.1. shows all transactions between EURO15 countries and emerging markets. This
table reveals some interesting patterns:

1. The total number of deals and the total transaction value to countries located near
EURO15 countries is relatively high:

e The highest number of deals to emerging markets is to Poland. This entails a
total of 337 deals with a transaction value of $28,244 million. Neighbor
country Germany hast the largest contribution with 67 deals. Poland is situated
near EUROL5 countries.

e Also investments from neighboring countries to another European emerging
market, Czech Republic, are relatively high. Austria invests the highest amount
of their cross-border M&A flows to emerging markets in Czech Republic
($2,659 million).

e Greece spends almost all their cross-border M&A investments to emerging
markets in neighbor country Turkey. $5.331 million is invested into Turkey.
This is more than 90% of the total M&A investments of Greece into all 28
emerging markets ($5,872 million).

e Morocco receives their second highest investment from EUROL5 countries
from Spain ($2,098 million). Spain is also located near Morocco.

-17-



2. The total number of deals and the total transaction value to countries with a high
population is relatively high

e China, India, Indonesia, Brazil and Russia are with respectively an average
population of 1.3 billion, 1.0 billion, 209 million, 177 million and 145 million
the highest populated emerging markets®. Compared to most other emerging
markets China, India, Brazil and Russia are often a target of cross-border
investments from EUROL5 countries. The aggregated amount of $156,473
million transaction value and a total of 819 deals is relatively high compared to
the transaction value ($434,844 million) and total number of deals (2519) to all
28 emerging markets.

3. The total number of deals and the total transaction value to countries with similar
languages is relatively high

e Most deals from Spain in emerging markets are located in Latin America.
Spanish is the native language of these countries’. Argentina leads with 84
deals ($34,811 million), Brazil in 77 deals ($36,595 million), Mexico in 53
deals ($15,455 million), Chile in 46 deals ($8,545 million), Colombia in 23
deals ($7,382 million), Peru in 12 deals ($2,937 million) and Venezuela in 10
deals ($2,069 million).

e Portugal invests almost all of their cross-border M&A investments to emerging
markets in Brazil. The total M&A amount spent in Brazil is $9,309 million.
This is more than 85% of the total M&A amount spent by Portugal to
emerging markets (total = $10,912 million). The native language of Brazil is
Portuguese.

e South Africa and India are the most selected target for cross-border M&A deals
in emerging markets from the UK. The UK was 100 times in India and 110
times in South Africa the acquiring nation of M&A transactions. The total

® See table A.6. The average population is measured based on the population in the time period 1995 — 2007.

" Except Brazil. In Brazil Spanish is widely spoken.
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M&A value invested in India was $17,156 million and in South Africa $16.195
million. English is an official language in both India and South Africa®.

4. Other notable observations

e Luxembourg invested a total of $11,440 million in South Africa. This in only 3
deals. A relatively high amount compared to the number of deals. This can be
attributed to the $11,078 million deal between DB Investments (Luxembourg)
and De Beers Consolidated Mines (South Africa)®.

¥ Source: Website www.nationsonline.org/oneworld (2010)

% The third biggest deal measured in US Dollars of the total overview of deals of table 3.1.1. The biggest deals

are:

Repsol SA (Spain) - YPF SA (Argentina). Deal value: $13,151 million
Vodafone Group PLC (UK) — Hutchison Essar Ltd (India). Deal value: $12,748 million

DB Investments (Luxembourg) — De Beers Consolidated Mines (South Africa). Deal value: $11,078
million

Telefonica SA (Spain) - Telecommunicacoes de Sao Paulo (Brazil). Deal value: $10,213 million
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Table 3.1.1 Overview of mergers and acquisitions between EUROL5 and emerging merkets
This table provides an overview of the number and the total value of mergers and acquisition between EURO15 countries and emerging merkets. The columns give the acquiring country and the rows the target country ofan investment. The first colum per target nation provides the number of deals and the second column the total deal value. The accumulated total provides the total number of deals and the

total transaction value per acquiring country and the total for EUROL5. The period used is 1-1-1995 till 1-1-2008. All deals for which transaction values are known are present.

Austria Denmark France Germany Greece Ireland Italy Luxembourg Netherlands Portugal Spain Sweden UK Total EURO15
#deals  $milion #deals  $milion #deals  $milion #deals Smilion #deals $milion #deals $milion #deals Smilion #deals Smillion #deals Smilion #deals $milion #deals $milion #deals Smillion #deals Smilion #deals $milion #deals  $milion #deals S million

Argentina 2 84 5 215 0 0 0 0 28 3,550 2 57 1 1 1 26 12 841 1 5 5 1,008 1 18 84 34811 1 58 R 1,775) 175 42,459

1 75 7 6,172 5 8 4 972 4 8,584 15 846 0 0 3 131 7 4,647 7 904 18 9,958 35 9,309 7 365% 5 415 4 7,753 282 86,445
Chile 0 0 0 0 0 0 0 0 5 108 5 888 0 0 0 0 2 506 0 0 5 1,084 0 0 46 8545 1 61 17 2,650 81 13,842
China 2 3 12 1,154 4 39 6 42 23 1,769 14 745 2 15 2 26 9 369 2 693 18 664 0 0 5 705 6 124 61 8,067 166 15,115
Colombia 0 0 0 0 0 0 1 3 4 1,069 0 0 0 0 0 0 0 0 2 488 4 22 0 0 23 7382 2 65 6 5,190 42 14,419
Czech Republic 2 2,659 3 1,150 2 58 1 15 6 1778 24 4,099 0 0 3 89 3 106 3 228 15 1,552 0 0 5 4,981 4 179 37 6,252 127 23,146
Egypt 0 0 0 0 0 0 0 0 6 1,484 0 0 1 23 0 0 1 1,600 0 0 1 287 0 0 0 0 0 0 4 31 13 4131
Greece 0 0 0 0 0 0 0 0 2 267 2 445 0 0 6 467 0 0 2 14 1 31 0 0 0 0 4 552 17 2,176
Hungary 9 2,470 4 846 0 0 4 248 10 1784 15 5119 0 0 1 90 5 393 4 31 10 388 0 0 2 5 4 12 20 mn 88 12,158
India 2 9 6 9 6 67 4 34 23 79 36 1,253 0 0 1 34 9 232 3 76 34 677 0 0 5 95 7 290 100 17,156 246 20,820
Indonesia 0 0 0 0 0 0 0 0 3 60 7 1,156 0 0 0 0 0 0 1 40 13 1163 0 0 0 0 0 0 15 1,224 39 3,643
Israel 1 20 4 20 1 31 0 0 10 212 16 341 0 0 2 205 7 987 0 0 4 253 0 0 0 0 3 164 24 879 70 2,907
Jordan 0 0 0 0 0 0 0 0 2 610 0 0 0 0 0 0 0 0 0 0 0 0 0 0 2 60 0 0 1 2, 5 690
Korea 0 0 5 423 2 57 1 0 2 4178 16 2,817 0 0 1 214 0 0 1 30 13 6,249 0 0 3 23 5 82 26 5,090 9% 19,163
Malaysia 0 0 3 4 7 151 1 15 3 19 5 358 0 0 1 75 0 0 0 0 5 264 0 0 4 2 2 455 12 157 43 1737
Mexico 1 52 1 13 6 8 1 33 3 354 5 234 0 0 2 4 2 221 1 1,440 12 4,716 0 0 53 15455 5 839 24 4533 116 27,943
Morocco 0 0 0 0 0 0 0 0 1 2,407 0 0 0 0 0 0 0 0 0 0 0 0 1 7 3 2,098 0 0 2 2] 17 4,534
Pakistan 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 2 234 0 0 0 0 2 728 6 1.222| 10 2,184
Peru 0 0 0 0 0 0 0 0 3 48 0 0 0 0 0 0 0 0 0 0 3 91 1 1 12 2937 1 34 9 1,458] 29 4579
Philippines 0 0 0 0 0 0 0 0 2 98 3 2711 0 0 0 0 0 0 0 0 2 15 0 0 4 141 2 53 12 440 25 1,018
Poland 16 640 16 1,007 24 542 15 562 2 9,975 67 4,450 1 4 1 991 9 1171 14 664 2 3,558 3 432 13 295 30 1,505 54 2,448 337 28,244
Portugal 0 0 0 0 0 0 0 0 4 489 1 17 0 0 1 9 0 0 0 0 0 0 3 45 0 0 5 12 14 672
Russia 5 1,205 4 2,130 1 2 1 57 5 2,587 18 11,657 2 460 1 2 5 6,252 3 367 7 3191 0 0 4 302 8 5% 51 4,566 125 34,093
South-Africa 1 9 2 31 1 355 0 0 7 2,653 9 240 2 28 4 96 8 585 3 11440 13 916 0 0 2 203 6 121 110  16,1% 168 32,872
Sri Lanka 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 1 37 0 0 0 0 1 3 1 19 3 59
Thailand 1 4 8 28 2 8 4 100 12 502 6 236 0 0 0 0 0 0 0 0 7 1713 0 0 2 37 1 6 2 1,042] 65 4,376
Turkey 3 1,440 6 3927 1 47 2 131 9 929 18 1,402 6 5331 0 0 7 579 0 0 14 2,986 1 704 2 658 2 3,107 25 7,059 9 28,300
Venezuela 0 0 0 0 1 0 0 0 4 111 0 0 0 0 1 34 4 478 0 0 2 108 0 0 10 2,069 0 0 4 330 26 3130
Total 65 8,670 8 18,156 63 1484 55 3612 292 4,423 24 36,731 15 5872 35 2,045 106 19,440 45 16,406 232 41,348 43 10912 364 117,444 108 8,897 28 97,620 2519 434,855

Source: Thomson One Banker (2009)
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4. Data explanatory variables and hypotheses

The former section provided an overview of M&A deals between EURO15 countries and
emerging markets. But what are factors that determine the allocation of the cross-border
M&A deals? The literature review already gave insight into some possible answers'®.

In this the assumed factors to answer this question are elucidated. Furthermore, hypotheses
concerning these possible M&A allocation explanatory variables are formulated. To make the
hypotheses measurable proxies are used. These proxies are also explained in this section. For
every proxy a null hypothesis (Ho) and an alternative hypothesis (H;) is formulated. The Ho
hypothesis is the assertion that the proxy has no influence on the allocation of EURO15 M&A
activity in emerging markets. The alternative hypothesis is that the proxy influences these
activities. Table 4.4 provides an overview of the proxies per cross-border investment

determinant.

4.1 Development of a country

From the literature review one can retrieve that the development of a country is a common
factor used by other researchers to determine the allocation of international investment flows.
All researches concluded that a country with high development attracts more cross-border
investments than a country with relatively low development. When a country is more
developed, it will have more potential customers due to their higher income or purchasing
power. Countries with more potential customers are as a result more attractive to invest in.
Therefore the assumption is made, that when an emerging market is more developed it is
more attractive to be a target for M&A activity from EURO15 countries.

10 As stated in the literature review, there are many different factors that influence the allocation of cross-
border investments. The literature review gives insight to possible factors; however these are for the biggest
part based on FDI and not for mergers and acquisitions in particular. However due to the fact that both cross-
border mergers and acquisitions and FDI concern investments in another country, the assumption is made that

these factors are also valid for cross-border M&A.
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Table 4.1.1. Determinants, their proxies and the expected influence

This table provides an overview of the determinants that are tested for the influence on cross-border mergers and
acquisitions allocation by the model in section 6. This table also provides the proxies to measure the
determinants and the expected influence on the M&A amount emerging markets receive from EURO15
countries.

Determinant Proxy Expected influence
Development of a country

«GOP per capita Fositive
«Enrollment in primary education Puositive
Information costs
+Culture deviation Megative
Flight time Megative
Language proximify Fositive
‘Hegulations Megative
s Trade/GDF Fositive
+Taxes on intemational trade Megative

simported goods and senvices/GOP  Positive
Folitical stability

+Coruption perception index FPositive
Economic stability

sinflation Megative

‘Exchange rate fluctuation Megative
Economic growth

+GOP growth Fositive
Fopulation

Population Positve

The most used indicator for economic performance and thus for the development of a country
in other empirical researches is the GDP of a country. By comparing the GDP per capita of
countries it is possible to establish differences in economic development of a country. For this
reason, GDP per capita (US Dollar) is used as a proxy to measure the development of a
country. This data is provided by the World Bank database. The emerging markets with the
highest GDP per capita are Israel ($19,000), Greece ($16,000), Portugal ($14,000) and Korea
($13,000). The Asian emerging markets India ($384), Pakistan ($615), Indonesia ($1,000), Sri
Lanka (1,100), Philippines ($1,100) and China ($1,200)'* have the lowest GDP per capita.
Also Egypt ($1,150) and Morocco (1,400) have a relatively low GDP per capita. An overview

' The GDP of China is with $1.6 billion the highest of all emerging markets. However their population is with
approximately 1.3 billion also the highest.
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of the GDP per capita data can be found in table A.2.1 of Appendix A. This results in the
following hypotheses:

Ho: “GDP per capita of an emerging market has no influence on the allocation of M&A
activity in emerging markets of EURO15 countries”

Hi: “GDP per capita of an emerging market influences the allocation of M&A activity in
emerging markets of EURO15 countries”

Not only data that measures economic development is used, but also data that measures the
intrinsic development of the population in a country. By means of looking at the total number
of enrolments in primary education of a population, it becomes feasible to determine whether
the population of an emerging market is more educated than the population in other emerging
markets. When this relative value is higher in a country the assumption can be made that the
population is more educated and thus more developed. Almost all emerging markets have a
child population of more than 90 % who are enrolled into primary educational institutions.
Just Pakistan (62%), Morocco (83%), India (84%), Colombia (88%) and Hungary (88%) have
an enrolment of lower than 90%. In the gathered data, the net total enrolment in primary
education, is again provided for by the database of the World Bank (see appendix A, table
A.2.2). Consequently the following hypothesis can be drawn:

Ho: “The education level of an emerging market has no influence on the allocation of
M&A activity in emerging markets of EURO15 countries”

Hi: “The education level of an emerging market influences the allocation of M&A activity
in emerging markets of EURO15 countries”

4.2 Information costs
When a firm wants to invest abroad it analyses which country might be attractive to invest in.
When high costs are involved to gather information about a country, it becomes less attractive

than a country that has lower costs to gain information about. When looking at accessibility

-23-



and proximity one is able to measure the costs to gather information or do business in an
emerging market. As described in the literature review other researches already used several
indicators to measure information costs. Geographical distance, cultural differences and trade
openness are examples of indicators.

Through measuring the accessibility of an emerging market one is able to see which emerging
markets are easier to gain access compared to other countries. Here the assumption is made
that emerging markets with a higher accessibility will be a greater target of cross-border
mergers and acquisitions activity, because of the lower costs involved for the acquirer to gain
access to that emerging market.

The World Bank Development Indicators database provides four different proxies to measure
the accessibility of a country. The first one is the relative value of trade in the total gross
domestic product (GDP) of an emerging market (table A.3.1. of appendix A).

Brazil (23%), Argentina (31%) and India (31%) have the lowest relative value of trade
compared to their GDP. The sum of the import and export is higher than the GDP in 5
emerging markets (Thailand, Jordan, Czech Republic, Hungary and Malaysia).

A higher percentage indicates a more open market and consequently a lower barrier to trade.
Thus, the alternative hypothesis will be that an emerging market with a higher relative value
of trade in GDP receives more cross-border investments than an emerging market with a

lower relative value of trade in GDP:

Ho: “The relative value of trade in GDP of an emerging market has no influence on the
allocation of M&A activity in emerging markets of EURO15 countries”

Hi: “The relative value of trade in GDP of an emerging market influences the allocation of
M&A activity in emerging markets of EURO15 countries”

The second proxy is the percentage of imported goods and services of the GDP in a particular
country (table A.3.2 of appendix A). When an emerging market imports relatively more goods
and services it indicates that this emerging market is more internationally orientated and that a
relatively higher percentage of international investments streams are flowing into this country.
This is an indication that an emerging market is more accessible because of the higher relative

value of imported goods and services. This indicator also shows that Malaysia (94%),
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Hungary (65%), Czech Republic (64%), Jordan (76%) and Thailand (57%) are the most
accessible. Brazil (11%), Argentina (14%) and India (16%) show lowest accessibility. This
study tests whether an emerging market with a higher percentage of imported goods and

services is more attractive to invest in because of their lower barrier to trade:

Ho: “The imported goods and services of the GDP of an emerging market has no influence

on the allocation of M&A activity in emerging markets of EURO15 countries”

Hi: “The imported goods and services of the GDP of an emerging market influences the
allocation of M&A activity in emerging markets of EURO15 countries”

The third proxy is the “ease of doing business index”. This is an index developed by the
World Bank, which measures the regulations, concerning doing business, in a country. The
lower the score, the more friendly the regulations of that particular country (table A.3.3 of
appendix A). The World Bank only provides an “Ease of doing business” for the year 2007.
The ease of doing business climate is worst in Venezuela, Philippines, Morocco, Indonesia
and Brazil. Thailand, Korea, Malaysia, Israel and South Africa score best in the ease of doing
business index. Especially between Asian emerging markets a big difference can be noticed.
The assumption can be made that an emerging market with more friendly regulations, thus a
lower score in the index, is a more interesting target for cross-border mergers and acquisitions
activity. More friendly regulations indicate a lower barrier to invest in that emerging market
and hence a better accessibility of that emerging market:

Ho: “The ease of doing business in an emerging market has no influence on the allocation
of M&A activity in emerging markets of EURO15 countries”

Hi: “The ease of doing business in an emerging market influences the allocation of M&A
activity in emerging markets of EURO15 countries”

The last proxy to measure accessibility of an emerging market is the relative value of taxes on
international trade compared to revenues (table A.3.4 of appendix A). The Philippines (20%),

Russia (19%) and India (18%) show the highest relative value of taxes. With 0%, Greece and
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Portugal have lowest relative tax percentage, followed by Israel, Turkey and Poland with 1%.
When an emerging market asks a higher percentage of taxes on revenues, this emerging
market is less interesting to invest in. A firm prefers an investment with a lower percentage of
tax on revenues than a similar investment with a higher tax percentage on revenues. Hence,
the H; hypothesis is that the higher the tax percentage on international trade the higher the
costs to invest in that emerging market and the less attractive it is to receive cross-border

investments:

Ho: “The tax percentage on revenues in an emerging market has no influence on the

allocation of M&A activity in emerging markets of EURO15 countries”

Hi: “The tax percentage on revenues in an emerging market influences the allocation of

M&A activity in emerging markets of EURO15 countries”

Several proxies can measure the proximity of two countries. It is assumed that when countries
are closer to each other, the costs to gather information about that country are lower. Lower
costs are more attractive for a firm and hence an incentive to invest in that country. In other
researches, different proxies are used to measure the proximity between countries (see
literature review). Examples are a common culture or language.

These two variables are also used in this thesis. In addition, this research employs the flight
time between two countries as a proxy to measure proximity. When a firm in a EURO15
country intends to invest in an emerging market it will also consider whether executives can
easily travel to these countries.

The website www.convertunits.com provides data about flight time between cities'?. The
capital city of every country is used to calculate the flight time between countries. The flight
time to European emerging markets (Czech Republic, Greece, Hungary, Poland, Portugal,
Russia and Turkey) is of course the lowest. But also the flight times to Egypt (1 hour from
Greece and 3 hours from Italy), Israel (1 hour from Greece and 3 hours from Austria), Jordan
(2 hours from Greece and 3 hours from Italy) and Morocco (1 hour from Spain and Portugal
and 2 hours from France) are relatively low compared to other emerging markets (e.g. 17

12 \sww.convertunits.com/distance/
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hours from Finland to Chile and 16 hours from Sweden to Argentina). An overview of the
capitals and the flight times is provided in table A.3.5 of appendix A. The hypotheses are:

Ho: “The flight time to an emerging market has no influence on the allocation of M&A
activity in emerging markets of EURO15 countries”

Hi: “The flight time to an emerging market influences the allocation of M&A activity in
emerging markets of EURO15 countries”

When EURO15 countries and emerging markets can communicate easily it is assumed that
business relations between these countries are higher. From the website “nationsonline”*?
information has been retrieved about official languages and widely spoken languages of
countries around the world. When a EURO15 country and an emerging market have a
common official language the relation is classified as 1. Spanish is classified as 1 in 6
emerging markets: Spanish is an official language in Argentina, Chile, Colombia, Mexico,
Peru and Venezuela. This is the highest score from all official EURO15 languages. Second
place comes English, the official language of the UK and Ireland. English is an official
language in 4 emerging markets (India, Pakistan, Philippines and South Africa).

When an emerging market has a similar widely spoken language as the official language of a
EURO15 country, the classification is 0.5. English is widely spoken in 10 emerging markets.
French and Dutch are an official language in Belgium. Therefore Belgian is widely spoken in
5 emerging markets (4 French and 1 Dutch). Consequently no language proximity is classified
as 0 (see table A.3.6. of appendix A). Sweden and Denmark have no language proximity with
emerging markets at all.

The higher the classification the more chance an emerging market has to become a target in
M&A activity from EURO15 countries.

Ho: “The language proximity between EURO15 countries and an emerging market has no
influence on the allocation of M&A activity in emerging markets of EURO15 countries”

B www.nationsonline.org
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Hi: “The language proximity between EURO15 countries and an emerging market
influences the allocation of M&A activity in emerging markets of EURO15 countries”

Cultural proximity between countries can also play a major role in M&A allocation. Cultural
proximity results in lower information costs. Hofstede (1983, 2001 and 2004) did several
researches to develop a culture score in a country composite model. On his website' he
developed a ranking of four dimensions of culture per country. In this ranking 100 is the
highest and O the lowest possible score. These four culture dimensions are: Power Distance
Index, Individualism, Masculinity and Uncertainty Avoidance Index. By calculating the
difference in ranking per dimension for each country pair (e.g. Austria-Argentina or Belgium-
Brazil) it is possible to compare the culture between these countries. The average difference
of all 4 dimensions can be seen in table A.3.7 of appendix A. The cultural difference with
Sweden is relatively high for all emerging markets. The cultural difference between Spain and
the Latin American emerging markets is relatively low. This can be explained by their former
colonial link. This also explains the small score in cultural difference between Portugal and
Brazil. The hypotheses concerning the influence of culture proximity on investment flows are:

Ho: “The cultural proximity between EURO15 countries and an emerging market has no

influence on the allocation of M&A activity in emerging markets of EURO15 countries”

Hi: “The cultural proximity between EURO15 countries and an emerging market
influences the allocation of M&A activity in emerging markets of EURO15 countries”

4.3 Political stability

Political stability of a nation has been used as a factor to explain investment flows in other
researches. Those researches stated that countries with greater political stability have lower
risk of an investment. The lower the risk of an investment the more attractive the country is to
be selected as a target for foreign investments (Loree and Guisinger, 1995 and Sethi et al.,
2003). The downside risk increases a great deal when one invests in a political unstable

" www.geert-hofstede.com
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country. The assumption is made that investors are risk averse. As a result the increasing of
the downside risk overstates the increasing of the upside potential of an investment. It is thus
assumed that the higher the political risk of a country, the lower the foreign investment
inflows will be.

Corruption within a country is used as indicator for political stability. Expect is that countries
with well established laws and regulation, and a government that acts to these laws and
regulations, creates a stable business environment. A stable business environment is an
incentive for firms to invest as corroborated by Velkova (2006). She investigated corruption
in the integration of South East Europe into the EU. She concluded that countries with high
corruption pointed to a higher possibility of an unstable political environment, with unfair
competition and higher transaction costs.

The Corruption Perception Index (“CPI”) of Transparency International is used as a proxy for
corruption of a country in this research. Transparency International is the global civil society
organization that leads the fight against corruption’®. They have developed an index (CPI) to
measure corruption. The index is based on expert assessments and opinion surveys. Countries
are ranked between 0 and 10. O indicates that a country is highly corrupt and a 10 means that a
country has no known corruption at all. Indonesia, Pakistan, Russia and Venezuela are with a
ranking of 2 countries with the highest score in corruption of all emerging markets. Israel and
Chile score a ranking of 7 and are the least corrupt emerging markets. The retrieved
corruption data per emerging market can be found in table A.4.1 of appendix A.

Based on the preceding it is expect that an emerging market with a low CPI score indicates a
highly corrupted country, therefore an unstable political environment and consequently less
attractive to be selected as a target for cross-border investments, because of the higher
downside investment risk. This results in the following hypotheses:

Ho: “Corruption in an emerging market has no influence on the allocation of M&A activity

in emerging markets of EURO15 countries”

Hi: “Corruption in an emerging market influences the allocation of M&A activity in
emerging markets of EURO15 countries”

' http://www.transparency.org/about_us
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4.4 Economic stability

The economic stability of a country is also a commonly used factor to explain the location of
international investments (see section 2.4). A country with a stable economy lowers the risk
of an investment into that country and increases the likelihood of a return on the investment
(assuming investors are risk averse). The inflation rate is an example of a used proxy for
economic stability.

In this paper the inflation rate and the currency fluctuation are employed as proxies for
economic stability. Both the inflation rate and the currency fluctuation indicates the
performance of an economy. They do not only measure the general performance of an
economy, but a stable inflation rate and a low currency fluctuation also indicate that a country
possesses a solid economic policy.

The rise in consumer prices is the highest in Turkey (48%), Russia (38%) and Venezuela
(33%). These high averages are mainly caused by the high inflation rate in the period 1995-
2011. Russia had an inflation of 197% in 1995, Turkey had an average inflation of 73% in the
period 1995-2001 and Venezuela had an inflation of 100% in 1996. Morocco shows with an
average rise of 2% the lowest rise in consumer prices.

The fluctuation of the exchange rates compared to the US Dollar is the highest for the Russian
Ruble®, Indonesian Rupiah'’ and Argentine Peso™®. Both the Chinese Yuan and the Jordanian
Dinar established a fixed exchange rate with the US Dollar. Consequently both currencies
show the lowest fluctuation compared to the US Dollar.

Appendix A, table A.5.1 and table A.5.2, give an overview of respectively the inflation rate
and the exchange rate (US Dollar) of emerging markets. These figures are provided by the
World Bank database. li is assumed that a stable inflation rate and a low fluctuation in
exchange rates indicate a stable economic policy and therefore a low investment risk. As a

result, the hypotheses are formulated as follows:

1 Standard deviation of 2.1 with the exchange rate of 1995 as reference rate
'" standard deviation of 1.3 with the exchange rate of 1995 as reference rate

'8 Standard deviation of 1.0 with the exchange rate of 1995 as reference rate
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Ho: “The inflation rate in an emerging market has no influence on the allocation of M&A
activity in emerging markets of EURO15 countries”

Hi: “The inflation rate in an emerging market influences the allocation of M&A activity in

emerging markets of EURO15 countries”

Ho: “The exchange rate fluctuation in an emerging market has no influence on the
allocation of M&A activity in emerging markets of EURO15 countries”

Hi: “The exchange fluctuation rate in an emerging market influences the allocation of

M&A activity in emerging markets of EURO15 countries”

4.5 Economic growth

In the previous section it is described that research already found a relationship between the
location of foreign investments and the economic growth of a country.

When a firm wants to invest abroad it is important to know the future economic growth of a
country. Future economic growth is an indicator for future income and hence a positive
incentive for international investment flows: the higher the economic growth of a country, the
higher the probability that the market will grow and that the population of that country is able
to buy more products or services from the firm. Because it is hard to obtain non-biased future
market developments forecasts, since it is impossible to predict the future precisely, this
research looks at the growth rate in the period of 1995 - 2008.

A commonly used proxy to measure economic growth is the growth rate of the GDP per
capita. This indicator is used for economic growth. The assumption is made that the higher the
relative GDP growth per capita is, the higher the economic growth of a country will be and
the higher the economic growth, the higher the possibility to be a target of cross-border
investments.

The database of the World Bank has provided the data for the GDP growth per capita of
emerging markets in the period 1995-2008. Of all emerging markets China has the highest
GDP growth (10%) followed by India (7%). All other emerging markets show an average
annual GDP growth between 3% and 5%. An overview can be found in table A.6.. of
appendix A. The hypotheses are:
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Ho: “The GDP growth in an emerging market has no influence on the allocation of M&A

activity in emerging markets of EURO15 countries”

Hi: “The GDP growth in an emerging market influences the allocation of M&A activity in
emerging markets of EURO15 countries”

4.6 Population

Population is also used as determinant for the location of foreign investments in existing
literature. However, there is no consensus about the influence of population on the investment
decision.

Here the assumption is made that a country with a higher population will receive more cross-
border investments because a country with a higher population has a bigger market to sell
products or services. For a firm this indicates that there is a higher probability that it will sell
more and therefore earn a higher income. After all, the firm is able to reach more potential
customers.

As also mentioned in section 3.3 China, India, Indonesia, Brazil and Russia have an average
population of respectively 1.268 billion, 1.031 billion, 209 million, 177 million and 145
million and are thus the highest populated emerging markets. Jordan and Israel have a
population of respectively 5 million and 6 million and are the least populated emerging
markets. The total population per emerging market as used in this empirical research in the
period 1-1-1995 until 31-12-2007 can be found in appendix A, table A.7.1 (World
Development Indicators, World Bank). The hypotheses are:

Ho: “The population of an emerging market has no influence on the allocation of M&A

activity in emerging markets of EURO15 countries”

Hi: “The population of an emerging market influences the allocation of M&A activity in
emerging markets of EURO15 countries”
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5. Methodology

All hypotheses mentioned in the previous section are tested on validity by performing a
multiple Ordinary Least Squares (OLS) regression. With a regression technique it is possible
to model the relationship between the dependent variable and the independent variables.
While using an Ordinary Least Squares regression the sum of the squared errors® is
minimized.

However before analysing the results of the OLS regression, the regression model has to be
validated in order to produce reliable outcomes:

e Before running the regression, correlations among the independent variables have to
be corrected for (multicollinearity) to prevent that an independent variable lowers the
explanatory power of another variable. In particular the following can occur when not
corrected for multicollinearity:

o Individual independent variables give no significant influence on the dependent
variable in the regression outcome. If two independent variables are almost
perfectly related to one another, together they contain only enough information
to estimate one parameter, not two. Hence inappropriate conclusions might be
drawn (Brooks 2007);

0 The regression becomes very sensitive to small changes in the specification so
that adding or removing an explanatory variable leads to large changes in the
coefficient values or significances of other variables.

e OLS assumes that all observations have the same error variance (homoskedasticity). It
assumes that all observations are equally reliable or contain an equal amount of
information. OLS assigns an equal weight to all observations (Levy and Post 2005).
Hence one has to be aware that all variables included in the regression are equally
measured. If not heteroskedasticity occurs and the assumption of homoskedasticity is

not met.

' The deviation from all individual data points to the regression line is as low as possible.
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The higher the sample size n of the regression the more reliable the evidence is for rejecting
Ho. When looking at investments from EURO15 countries individually, there is an n of 28%°
per country but by looking at the total sum of all individual EURO15 countries there is an n of
418%,

Ho is rejected when the outcome of the p-value in the output of the regression falls below the
significance level a2 For o | use 10%, 5% and 1%2. The p-value gives the change that Ho is
true. Hence with a p-value above 10% the outcome of the regression implies that the used
determinant for international M&A flow has no significant influence on the allocation of these
investments.

In the next sections the input for the independent variable and the dependent variables of the
regression model is provided for.

5.1 Dependent variables
The regression formula is based on the following formula (1):

(1) Yij= a + Xija + &ij

Several tests are performed. All tests are performed with different dependent variables Y. The
dependent variables used as Y are explained in this section.

The first two dependent variables that are employed are LN AVERAGE M&A AMOUNT and
LN AVERAGE M&A DEALS. By calculating the average M&A amount (or deals) it is taken
into account that some emerging markets were not listed on the MSCI Barra Emerging

2 1 js 27 for M&A flows from Portugal and Greece to emerging markets. Portugal and Greece are in a part of
the data period considered as both emerging market and EURO15 country. Investments within the country are
not taken into account as this research is aimed at cross-border investments.

2L sum of n of 15 individual EURO15 countries.

22 This does not necessarily means Hy is true because Hy is not rejected, it does not prove that Hy is true. The
chance however that Hy is true is 10% or lower.

3 (1-a) displays the confidence level. The higher the confidence level the more confident one is about rejecting
Ho.
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Markets Index for the whole data period®. In addition the special status of Portugal and
Greece?® is included in the calculation of the average M&A amount and the average M&A
deals.

e LN AVERAGE M&A AMOUNT;;: The average yearly amount (in US Dollar) of

merger and acquisitions deals between each country pair. Hence AVERAGE M&A

AMOUNT indicates the yearly average amount (US Dollar) of M&A deals between
country i (acquiring EURO15 country) and country j (target emerging market) in the
period 1995 until 2007.

e LN AVERAGE M&A DEALS;*®: The average yearly number of merger and
acquisitions deals between each country pair. Hence AVERAGE M&A DEALS

indicates the yearly average number of M&A deals between country i (acquiring
EURO15 country) and country j (target emerging market) in the period 1995 until
2007,

As mentioned in section 3.3. it is noticed that emerging markets with a high population like
China, India, Brazil and Russia receive more cross-border investments than less populated
emerging markets. These emerging markets are much bigger and therefore have a bigger
chance to receive cross-border investments. A test is performed whether the regression
outcomes of the first two used dependent variables still hold after correcting the dependent
variable for population. By correcting for population it is possible to compare all emerging
markets as if they have the same size. It is expected that population will not any influence and
that the outcomes of other independent variables will show stronger or different outcomes

than the first two regression outcomes.

24 E.g. Egypt was only 5 years listed on the MSCI Barra Emerging Markets Index. The yearly average is therefore
calculated by dividing the total received M&A amount subtracted from the Thomson database (see table 3.1.1)
with 5.

% Portugal is treated as an emerging market in the period from 1-1-1995 until 1-1-1998. From 1-1-1998 until 1-
1-2008 Portugal is treated as EURO15 country.

Greece is treated as an emerging market in the period from 1-1-1995 until 1-1-2001. From 1-1-2001 until 1-1-
2008 Greece is treated as EURO15 country.

% See appendix A, table A.1 for an overview of the yearly average M&A amount and the average M&A deals
between EURO15 countries and emerging markets.
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LN AVERAGE M&A AMOUNT / POPULATION;; The average yearly amount (in
US Dollar) of merger and acquisitions deals between each country pair corrected for
the population of an emerging market. Hence AVERAGE M&A AMOUNT /
POPULATION indicates the yearly average amount (US Dollar) of M&A deals
between country i (acquiring EURO15 country) and country j (target emerging

market) relative to the population of country j (target emerging market) in the period
1995 - 2008.

A regression is also performed with a dependent variable that is corrected for GDP. This is

done because of the same reason as the correction for population. However GDP indicates the

economic size of an emerging market instead of the population size.

LN AVERAGE M&A AMOUNT / GDP;; The average yearly amount (in US Dollar)

of merger and acquisitions deals between each country pair corrected for the GDP per
Capita of an emerging market. Hence AVERAGE M&A AMOUNT / POPULATION
indicates the yearly average amount (US Dollar) of M&A deals between country i
(acquiring EURO15 country) and country j (target emerging market) relative to the
GDP per Capita of country j (target emerging market) in the period 1995 — 2008.

5.2 Independent variables
The Xj; in equation (1) is a vector of characteristics of the target emerging market j in a merger

or acquisitions deal. These characteristics are proxies to explain cross border M&A (see

section 4). Logged data for all variables that are absolute. This to prevent for

heteroskedasticity as unlogged data can grow exponentially and have an increasing

variability. This results in the following Xjj’s:

LN_GDP ; = Average GDP per Capita in the sample period;

EDUCATION ; = Average relative value of enrolment into primary education in the
sample period;

TRADE ; = Average relative value of trade compared to the GDP in the sample period,;
IMPORT ; = Average relative value of imported goods and services compared to the
GDP in the sample period;
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e LN_REGULATIONS; = Ranking in the ease of doing business index*’. The lower a

country is ranked the easier it is to do business in this country;

e TAXES ; = Average relative value of taxes on international trade compared to the
revenues in the sample period,;

e LN_FLIGHT TIME ;j= Flight time between the capitals of the countries;

e LN_CULTURE j; = Average deviation in the culture dimension score in the model of
Hofstede;

e LANGUAGE jj= Language proximity between countries;
e LN_CORRUPTION j = Average score in the Corruption Perception Index in the

sample period;

e INFLATION; = Average inflation in the sample period;

o LN EXCHANGE RATE; = Average fluctuation of the exchange rate compared to the
US Dollar in the sample period®:;
e GDP GROWTH ;= Average GDP growth in the sample period;

e LN_POPULATION j= Average population (in millions) in the sample period;

The underlying data for these proxies can be found in appendix A.

27 Ranking in the ease of doing business index of the World Bank in 2007

%8 Measured as the standard deviation of the exchange rate of the local currency compared to the US Dollar in
the period 1995 until 2007.
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6. Results

6.1 Correlation Matrix
To prevent multicollinearity, a correlation test between the independent variables is

performed before running the regression. An overview of the correlations is given in the
correlation matrix 6.1.1. Variables that are significantly correlated are indicated with (*) or
(**)? The variables TRADE and IMPORT are highly correlated (0.98). TRADE is defined as
the average relative value of trade compared to the GDP in the sample period and IMPORT is
defined as the average relative value of imported goods and services compared to the GDP in
the sample period. The high correlation can be explained as following: when a country
imports a lot of goods and services compared to its GDP it automatically has a high average
value of trade compared to the GDP. Import and export are the main components of trade. To
ensure that the explanatory power of the TRADE variable is not biased IMPORT is exluded
from the regression model.

All other significantly correlated variables cannot be explained with plausible explanations.

These are not excluded from the regression model.

n-2
k
9 70 test whether correlation is significant, it is calculated with the formula 1-r* Where n is the total
emerging markets (28). R is the correlation. When t exceeds the critical value of the t distribution the
correlation between the independent variables is significant.
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Table 6.1.1. Correlation matrix
This table provides the correlation of proxies for M&A allocation between EURO15 countries and Emerging Markets.
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EDUCATION 1.00
GDPGROWTH -0.04 1.00
IMPORT 0.20 0.02 1.00
INFLATION -0.09 -0.25 -0.30 1.00
LANGUAGE -0.37 -0.02 -0.32 -0.01 1.00
LN_CORRUPTION (.34 014 040(%) -039(% -021  1.00
LN_CULTURE -0.02 -0.20 0.00 0.14 -0.28 -0.02 1.00
LN_EXCHANGERATE 0.21 -0.12 -0.27 0.33 0.04 -0.28 -0.01 1.00
LN_FLIGHTTIME 0.04 0.23 -0.20 -0.01 0,61(**) -0.22 -0.37 0.01 1.00
LN_GDP 047(% -045  0.16 0.05 031 0,66(**) 0,38(*) 0.06 031 1.00
LN_POPULATION  -021  042(*) -0,54(**) 0.22 0.22 0,71 (*%) -0.12  0.10 044(* -059  1.00
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TRADE 0.21 0.06 098(**) -025  -030  0.36 0.01 030  -015  0.17 -0,45(%) -0,42(%) 0.01 1.00

(**) Significant at 99% confidence level
(*) Significant at 95% confidence level



6.2. Regression results

This section presents the results of the regression analysis. The expected sign of a variable,
the average sign in the regression outcome, the average coefficient and most importantly the
significance of an outcome is carefully scrutinized. The sign of a coefficient shows whether
the relationship between the dependent and the independent variable is positive or negative.
The coefficient shows the impact of the independent variable on the dependent variable.
Based on these outcomes the hypotheses formulated in section 3 are accepted or rejected.

As described in section 5 four regressions are run, where each of the regressions have a
different dependent variable. The results from the regression with the dependent variable LN
AVERAGE M&A AMOUNT are considered the most important (table 6.2.1) because it
accurately describes the cross-border M&A transaction values. The results of the regression
with the dependent variable LN AVERAGE M&A DEALS are used to confirm the results of
the first regression. These are considered less important than the former results, because
average M&A deals can give a biased result of the average cross-border investments flows.
An emerging market might be a target of a lot of deals while having low transaction values.
The results of the regression with the dependent variables LN AVERAGE M&A AMOUNT /
POPULATION (table 6.2.3) and LN AVERAGE M&A AMOUNT / GDP (table 6.2.4) are
employed to see whether the results of the first regression results also hold after the correction
of the average M&A amount for population and GDP.

The regression results in the tables 6.2.1 until 6.2.4 must be read as follows: the first column
indicates all possible proxies for cross-border investments®®. The second column contains the
expected signs. The column “EURO15 total of all individual countries” includes the
regression results of the sum of all individual 15 EURO15 countries. This results in a sample
n of 418!, The next column shows the regression results when EURO15 is considered as one
country instead of 15 individual countries. The data sample n for this regression is 28. All

% For description see section 5.2

%1 15 EURO15 countries to 28 emerging markets.
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following columns give the regression outcomes for each EURO15 country individual. Per
EURO15 country a sample n of 28% is used.

Section 5 describes that the higher the used sample in a regression the more reliable the
regression outcomes are. For that reason the results of the column “EURO15 total of all
individual countries” display the most reliable results.

The R? of the regressions results is different for each performed regression. The R for the
regression with dependent variable LN AVERAGE M&A AMOUNT for the “EURO15 total
of all individual countries” is 0.30. This indicates that 30% of the allocation of M&A activity
in emerging markets of EURO15 countries is explained with the independent variables.

6.2.1 Development of a country
To measure the development of a country two proxies are used: GDP per capita and the

enrolment in primary education. The expected sign for GDP per capita (“GDP”) is positive. It
is thus expected is that the higher the GDP per capita of an emerging market the bigger the
chance it receives more cross-border investments. The average M&A amount spent by all
EURO15 countries is significantly influenced (with a 99% confidence level) by the GDP per
capita of an emerging market. With a 7.1%> increase of the GDP per capita of an emerging
market the average M&A amount spent by EURO15 countries increases with 10%. For 13 of
the 15 EURO15 countries, GDP per capita of an emerging market shows a positive influence
on investment flows from EURO15 countries to emerging markets. For Germany and Ireland
this influence is also significant (both with a confidence level of 95%). The M&A activity in
emerging markets from Germany and Ireland increases with 10% when the GDP per capita of
an emerging market increases respectively with 12%* and 13%*. Also after correcting the
average M&A amount for population and GDP, most results show a positive (significant)

%2 1 is 27 for M&A flows from Portugal and Greece to emerging markets. Portugal and Greece are in a part of
the data period considered as both emerging market and EURO15 country. Investments within the country are
not taken into account as this research is aimed at cross-border investments.

% 1.1070.72 = 1.071. The coefficient 0.72 can be found in table 6.2.1.
% 1.1071.16 = 1.117. The coefficient 1.16 can be found in table 6.2.1.

% 1,1071.25 = 1.127. The coefficient 1.25 can be found in table 6.2.1.
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influence of GDP per capita on cross-border investments. Therefore the Ho hypothesis is
rejected and the H; hypothesis is accepted.

“GDP per capita of an emerging market influences the allocation of M&A activity in
emerging markets of EURO15 countries”

The enrolment in primary education (“EDUCATION”) shows no significant results in table
6.2.1. However, most results in this table show an expected positive link between the
enrolment in primary education in emerging markets and the average M&A amount it
receives. E.g. Denmark invests 0.01%® more M&A amount to an emerging market if the
enrolment rate of that emerging market rises with 1%. Nevertheless this outcome is not
significant The outcomes for the other EURO15 countries are also not significant.
Additionally the sign of the influence of enrolment in primary education in an emerging
market is not consistent in the other tables. After correcting the average M&A amount to
emerging markets with population most results show a negative sign. Yet, after correcting for
GDP, most results show a positive sign. The inconsistency of the sign and almost no
significant regression results in the acceptance of Ho:

“The education level of an emerging market has no influence on the allocation of M&A
activity in emerging markets of EURO15 countries”

% Exp.(0.22)/100 = 0.01 The coefficient 0.22 can be found in table 6.2.1.
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Table 6.2.1. Regression output EURO-15 — Emerging Markets

This table provides the influence of proxies on cross border M&A flows from EURO15 countries to Emerging Markets. Cross border M&A is defined

as the average amount (US Dollar) of M&A flows in the period 1-1-1995 till 31-12-2007
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Determinant ai [} [} Z 3 3 i L U] G 2 £ 3 2 g %) 7] 5
Development of a country
*EDUCATION + 10.79 1.45 1.80 1.23 0.22 1.51 2.08 -0.70 0.91 1.06 -2.63 -0.41 2.48 -1.04 1.70 -5.60 -0.89
*GDP + |0.72 *** 0.70 0.14 1.02 -0.04 0.18 0.99 1.16 ** -0.17 1.25 ** 0.87 0.32 1.11 0.26 0.31 0.74 0.86
Information costs
*CULTURE - -0.21 ** 0.21 0.12 0.03 1.42 -0.12 0.02 0.84 ** -0.23 -0.04 -1.04 -0.01 -0.16 0.10 -0.68 0.13 -0.02
*FLIGHT TIME - -0.78 *xx -1.09 ** -1.20 ¥ -1.21 0.09 -0.93 * -1.39 ** -0.84 ** -0.36 * -0.55 0.01 -0.39 -0.18 -0.18 -1.41 -0.58 -0.48
*LANGUAGE + |2.67 *** 1.97 ** 4.58 ** 0.51 0.00 0.75 5.35 ** 0.08 8.00 ***  1.86 4.88 -2.11 0.87 422 * 5.62**  0.00 0.92
*REGULATIONS - 0.22 0.05 0.15 -0.18 0.00 0.52 -0.36 1.36 -0.62 0.85 1.62 0.44 -0.39 0.89 0.24 -0.09 -0.48
*TAXES - 0.27 0.25 2.68 5.98 -6.75 -1.36 3.61 6.84 541 * -4.29 -2.54 -3.68 -0.33 -6.37 0.76 7.55 -2.27
*TRADE + ]0.25 -0.03 0.88 2.35 0.50 1.10 -0.72 2.71**  -0.29 0.42 -0.83 0.32 0.19 0.05 0.11 0.37 -1.23
Political stab
*CORRUPTION + |1.53* 2.64 * 1.57 1.96 1.53 2.54 0.36 6.80 **  1.15 -0.50 3.75 2.59 -0.67 2.18 2.00 3.28 0.66
Economic stabilit
*EXCHANGE RATE - -0.01 0.24 -0.25 0.23 -0.41 0.31 0.46 0.55 0.48 ** -0.51 -0.18 0.53 -0.51 0.22 0.02 -0.32 -0.05
*INFLATION - 3.20 *** 2.36 6.92 ** 5.25 -0.75 2.57 0.92 2.92 4,95 * 1.76 8.88 * -2.62 5.16 2.02 -1.38 5.10 2.17
Economic growth
*GDP GROWTH + |5.47 -0.72 -44.98 **  9.40 7.13 1.34 42.66 -33.25 7.12 35.69 56.86 -23.84 -2.96 -26.02 -8.19 -8.90 23.19
Population
*POPULATION + |3.43 ¥** 4.85 %% 268 ** 6.15 ** 2.02 4.16 ** 1.97 8.41 ¥  0.92 0.45 2.13 5.24* 4.11* 1.75 4.73 ** 5.10 ** 4.02 **

(***) Significant at 99% confidence level
(**) Significant at 95% confidence level
(*) Significant at 90% confidence lewel
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Table 6.2.2. Regression output EURO-15 — Emerging Markets

This table provides the influence of proxies on cross border M&A flows from EURO15 countries to Emerging Markets. Cross border M&A is defined

as the average of M&A deals where EURO15 countries are the acquirer and emerging markets the target in the period 1-1-1995 till 31-12-2007
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Development of a country
*EDUCATION + |-0.60 4.09 -3.41 -0.36 -1.81 1.03 0.15 1.47 -2.84 -0.86 -0.85 -0.99 0.25 -4.03 0.03 -0.31 2.47
*GDP + |-0.06 0.72 0.13 -0.46 -0.41 -0.21 0.90 ** -0.32 -0.29 -1.08 **  0.69 * -0.52 0.34 0.02 0.20 0.01 0.56 *
Information costs
*CULTURE - -0.01 -0.07 -0.36 0.03 1.55 -0.50 0.71 ** 0.02 0.06 -0.02 0.59 * 0.13 0.04 0.02 0.23 0.63 0.06
*FLIGHT TIME - -0.10 -1.13 ¥+ .0.24 0.02 0.44 -0.20 -0.63 ** -0.61** 0.41* 0.40 0.09 -0.03 -0.29 0.44 0.17 -0.51* -0.73 ***
*LANGUAGE + |0.58 *** 1.76 ***  -1.11 -1.00 * 0.00 1.85 1.79 -0.87 0.23 -0.42 -1.66 -0.69 0.96 2.03 1.31 ** 0.00 0.98 *
*REGULATIONS - 0.31 ** -0.05 0.62 0.38 0.48 0.87 0.38 -0.24 0.03 -0.05 0.58 0.44 0.49 0.15 1.09 ** 0.67 -0.21
*TAXES - -2.13* -0.31 -3.66 -4.19 -5.70 2.63 3.45 -0.41 -2.99 -10.39 **  2.60 0.31 -1.90 -1.34 -0.10 -3.99 1.88
*TRADE + |0.00 0.42 0.96 -0.32 0.25 -0.96 -0.62 -0.62 0.54 -0.48 0.12 0.06 0.37 1.02 -0.14 0.14 -0.11
*CORRUPTION + ]0.07 1.49 -1.56 0.09 -0.79 1.14 -0.68 0.26 0.25 -0.90 -1.65 1.80 0.45 0.06 1.48 0.12 1.94 *
Economic stab
*EXCHANGE RATE - 0.00 0.19 0.13 0.27 0.12 0.15 -0.25 -0.21 -0.24 0.10 0.05 -0.27 -0.19 0.12 0.04 0.16 0.09
*INFLATION - -0.29 1.63 -1.98 -1.30 -4.42 ** -0.91 0.26 2.03 2.27 0.96 -0.87 2.54 1.56 -0.32 -3.86 -1.57 0.59
Economic growth
*GDP GROWTH + 13.22 12.77 -2.32 1.00 -7.88 5.31 22.68 12.01 -9.16 -16.26 9.33 -2.94 18.34 12.83 -39.21 *** 13.02 5.14
Population
*POPULATION + |-0.13 3.91**  -1.30 -0.76 -1.06 -1.25 1.00 -0.02 -0.77 -2.63 -0.52 -1.03 1.17 -0.01 1.57 =  0.51 3.83 *x*

(***) Significant at 99% confidence level
(**) Significant at 95% confidence lewel
(*) Significant at 90% confidence lewel
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Table 6.2.3. Regression output EURO-15 — Emerging Markets
This table provides the influence of proxies on cross border M&A flows from EURO15 countries to Emerging Markets. Cross border M&A is defined
as the average amount (US Dollar) of M&A deals / Population where EURO15 countries are the acquirer and emerging markets the target in the

period 1-1-1995 till 31-12-2007
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Development of a country
*EDUCATION + |-3.39 ** 1.94 -6.98 -4.08 -5.75 -0.90 -4.45 -4.41 -4.71 -0.61 -3.36 -3.23 1.62 -7.45 -1.31 -4.53 -0.98
*GDP + 10.17 0.76 0.23 -0.08 -0.67 0.39 0.82 0.39 -0.65 -0.64 1.17 -0.55 0.89 0.29 -0.26 0.01 0.95
Information costs
*CULTURE - -0.18 ** 0.22 -0.33 0.30 1.61 -0.69 0.12 0.53 ** 0.33 -0.73 0.36 0.15 -0.11 0.09 -0.39 -0.33 -0.06
*FLIGHT TIME - -0.13 -1.07 *  -0.33 -0.37 0.98 * -0.25 -1.31%*  -0.68 ** 0.60 -0.25 0.24 0.18 -0.24 0.70 -0.30 0.47 -0.36
*LANGUAGE +  |1.31 % 2.08 ** 0.91 -0.60 0.00 0.82 4.62 ** -0.94 0.75 1.53 -2.63 -2.13 0.94 0.87 3.41 %+ 118 0.77
*REGULATIONS - 0.21 -0.04 0.78 0.67 0.63 1.02 -0.86 0.56 -0.36 0.13 0.77 0.11 -0.19 0.95 0.60 -6.88 -0.55
*TAXES - -5.81 *** 0.02 -7.05 -8.50 -15.28 **  1.47 4.15 0.73 2.94 -18.09 ** 2.17 -6.05 -0.91 -7.31 -11.64 1.10 -2.33
*TRADE + 10.25 0.01 2.06 2.03* 0.26 -0.20 -1.14 0.83 0.97 0.65 0.07 0.31 0.21 1.49 -1.24 -1.24 -1.15
*CORRUPTION + |-0.67 2.23 -2.41 -0.42 -1.76 0.30 -1.37 1.94 1.27 -4.14 -1.86 1.76 -0.18 1.73 -1.07 -0.89 0.22
Economic stabilit
*EXCHANGE RATE - -0.10 0.11 -0.19 0.38 -0.13 0.19 0.42 0.02 -0.67 -0.37 0.01 -0.24 -0.65 0.43 0.01 -0.36 -0.19
*<INFLATION - 1.09 2.41 2.09 1.48 -5.36 -1.46 -0.75 2.07 9.80 * 2.17 0.60 2.25 3.97 1.45 -4.51 3.81 2.10
Economic growth
*GDP GROWTH + |-25.77 *** |-13.73 -77.85* -44.90 -37.66 -18.75 18.37 -32.00 -68.92 **  -49.50 -16.83 -39.05 -28.50 2.02 -60.93 -38.23 9.89
Population
*POPULATION + |-1.89 *** 1.32 -3.35 -0.47 -4.92 ** -1.87 -2.53 -0.12 -0.95 -5.78 ¥+ 222 -1.39 0.25 1.04 -1.79 1.39 0.51

(***) Significant at 99% confidence level
(**) Significant at 95% confidence lewel
(*) Significant at 90% confidence lewel
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Table 6.2.4. Regression output EURO-15 — Emerging Markets

This table provides the influence of proxies on cross border M&A flows from EURO15 countries to Emerging Markets. Cross border M&A is defined
as the average amount (US Dollar) of M&A deals / GDP where EURO15 countries are the acquirer and emerging markets the target in the period 1-1-
1995 till 31-12-2007
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Development of a country
*EDUCATION + 16.36 -6.69 12.88 8.89 12.98 -0.24 7.63 -1.33 13.76 4.41 -9.55 0.06 6.23 14.79 -0.77 -2.47 -0.98
*GDP + |1.86 *** 0.18 -0.05 3.72 % 1.82 -0.47 1.09 3.49 * 0.65 577 * 1.05 2.15 1.75 0.46 0.28 0.53 -0.05
Information costs
*CULTURE - -0.35 0.11 0.68 -0.76 -1.53 1.74 -0.39 1.76 -0.73 0.95 -3.77 -0.51 -0.08 0.17 -1.83 1.69 -0.06
*FLIGHT TIME - -2.01 -0.10 -2.55 ¥+  .303* -1.98 -2.10 -1.38 -1.06 -2.42 -1.95 -0.25 -1.99 0.48 -2.64 -4.38 ** -0.66 -0.36
*LANGUAGE + |6.20 *** -0.69 11.25* 5,63 0.00 1.00 9.19 3.95 17.77 4.92 23.56 0.24 2.01 7.03 12.71 ** 0.00 0.77
*REGULATIONS - -0.17 2.69 -1.23 -3.19 -1.36 -1.82 -0.02 3.15 -1.37 2.00 3.54 -0.24 -1.17 0.93 -1.85 -4.08 -0.55
*TAXES - 7.67 15.66 13.34 31.86 8.72 -20.80 -0.55 17.08 18.18 11.01 -24.08 -5.13 -3.09 -3.53 17.37 31.86 -2.33
*TRADE + |1.01 0.57 -0.66 4.60 2.26 6.32 * 0.61 7.84 ** -3.08 1.56 -2.07 1.32 0.08 -3.94 591 -0.60 -1.15
Political stab
*CORRUPTION + |3.28* 9.85 5.25 1.87 4.98 1.91 2.17 17.27* 134 2.05 11.55 -0.05 -5.38 2.04 6.30 5.31 0.22
Economic stabilit
*EXCHANGE RATE - -0.40 0.84 -0.63 -0.94 -2.02 0.31 0.44 1.19 1.91 -1.42 -1.37 1.67 -1.62 -0.31 0.73 -1.34 -0.19
*<INFLATION - 6.18 ** -21.42 **  12.68 * 12.66 7.61 7.61 4.19 2.27 -1.75 2.28 25.44 * -12.53 8.77 -1.85 2.82 9.25 2.10
Economic growth
*GDP GROWTH + ]20.58 -63.35 -15.09 83.69 28.57 -29.71 80.17 -99.74 58.22 145.87 179.34* -44.49 13.95 -84.81 54.78 -27.18 9.89
Population
*POPULATION + |8.32 *** 7.25 8.70 ** 13.54* 11.87* 12.00* 0.85 21.90 *** 4.84 7.37 4.39 13.68 * 3.57 2.73 11.07 8.67 0.51

(***) Significant at 99% confidence level
(**) Significant at 95% confidence lewel
(*) Significant at 90% confidence lewel




6.2.2 Information costs

To make information costs measurable four proxies to measure the accessibility of an
emerging market and three proxies concerning proximity between an emerging market and a
EURO15 country are used.

Because the variable “IMPORT” (imported goods and services of the GDP) showed a great
correlation with the variable “TRADE” (relative value of trade in GDP) the variable
“IMPORT” is excluded from the model.

The proxy relative value of trade (“TRADE”) shows no significant results for almost all
regression outcomes. Only Germany’s result is significant (99% confidence level) in table
6.2.1. A 1% increase in the value of trade compared to the GDP of an emerging market
increases the average M&A amount from Germany with 0.15%*'. Most of the regression
results give a positive sign to this variable. This indicates a positive relation between the
relative value of trade in GDP and the cross-border investments in an emerging market.

However due to the low significance of the results Hy cannot be rejected:

“The relative value of trade in GDP of an emerging market has no influence on the
allocation of M&A activity in emerging markets of EUROL15 countries”

The sign of the relation between the ease of doing business in an emerging market
(“REGULATIONS”) and average M&A amount to that emerging market is inconsistent®®,
Moreover the relation is not significant for all EURO15 countries. The regression results in
the other 3 tables show some significant results, however not with the expected negative sign.
The signs are also inconsistent in these results. Therefore Hy cannot be rejected.

¥ Exp.(2.71)/100 = 0.15 The coefficient 2.71can be found in table 6.2.1.

% E.g. France rises its M&A amount to emerging markets with 0.4% (1.1070.36 = 1.004) if the ranking of an
emerging market in the ease of doing business index lowers with 1%. However Germany decreases its M&A
amount to emerging markets with 1.4% (1.1071.36 = 1.014) if the ranking of an emerging market in the ease of
doing business index lowers with 1%.
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“The ease of doing business in an emerging market has no influence on the allocation of
M&A activity in emerging markets of EURO15 countries”

Furthermore, the sign of the relation between the tax percentage on revenues (“TAXES”) in
emerging markets and average M&A amount to that emerging market is inconsistent as well.
The results in table 6.2.1 give no expected significant results, while the results in table 6.2.2
and table 6.2.3 de show expected significant results. One of these results is between the total
M&A deals of all EURO15 countries and TAXES in emerging markets. This relation has a
coefficient of -2.13 (see table 6.2.2). This means that when an emerging market lowers its tax
percentage on revenues with 1%, the average M&A deals with EURO15 countries as the
acquiring nation increases with 0.08%°°.

The significant results of table 6.2.3 underwrite the validity of performing a regression where
the average M&A amount is corrected for population. By using the average M&A amount
flows to emerging markets where all emerging markets are assumed to have the same size, the
results for TAXES are different than before the correction. Now significant results® for the
relation between the tax percentage on revenues in emerging markets and the amount of
cross-border investments to that country can be observed.

Nonetheless the results in the first table are of greatest importance. Based on this assumption,

Ho cannot be rejected.

“The tax percentage on revenues in an emerging market has no influence on the allocation

of M&A activity in emerging markets of EURO15 countries”

However, for the other three information costs proxies Hyp can be rejected. The interesting
patterns observed in section 3.3 concerning investments to emerging markets located near
EURO15 countries, are statistically confirmed by the regression results of the proxy flight
time. Almost all results in table 6.2.1 show the expected sign and 6 of the results give a
significant relation. For the total of all EURO15 countries the flight time to emerging markets
is of influence on the investment allocation with a 99% confidence level. When the flight time

% Exp.(2.13)/100 = 0.08 The coefficient 2.13 can be found in table 6.2.2.

“0 \With expected signs.
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to an emerging market is 10% lower than to another emerging market the average M&A
amount from EURO15 countries is 8% higher.

The pattern observed about Austria investing the highest amount of their cross-border M&A
flows to emerging markets in neighbour country Czech Republic is confirmed by the
significant result for the proxy flight time. Also the observation of Greece investing almost all
of their cross-border M&A amounts in Turkey is confirmed by the significant result.

The other three regression result tables show similar results. As a result Ho is rejected and H;

is accepted:

“The flight time to an emerging market influences the allocation of M&A activity in

emerging markets of EURO15 countries”

For the proxy that measures language proximity (“LANGUAGE”) similar results as for the
proxy flight time apply. Almost all regression results in table 6.2.1 show the expected sign
from which 7 are significant. This also confirms the interesting patterns explained in section
3.3. Language proximity is of significant importance (confidence level of 99%) for Spanish
cross-border investments to emerging markets. The average M&A amount from Spain to an
emerging market increases with 6%* if an emerging market scores 1% higher in the language
proximity table A.3.6. However, changes in the language proximity table are not usual.
Compared to the regression results for LANGUAGE of the other EURO15 a coefficient of
5.62 is high. The coefficient for the significant result for investments from Greece is even
higher with 8.0. This can be explained by through the relatively high M&A amount invested
in Turkey (>90%). Turkey is the only emerging market where Greek is widely spoken. The
observed pattern that Portugal invests almost their entire cross-border M&A amount in Brazil
is confirmed by the significant result for LANGUAGE in the regression for Portugal. The
native language of Brazil is Portuguese.

Because of the similar results in the other three tables Hy is rejected and Hj is accepted:

*11.1070.78 = 1.077. The coefficient -0.78 can be found in table 6.2.1.

%2 1,0175.62 = 1.058. The coefficient 5.62 can be found in table 6.2.1.
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“The language proximity between EURO15 countries and an emerging market influences
the allocation of M&A activity in emerging markets of EUROL15 countries”

Cultural proximity (“CULTURE”) between EURO15 countries and emerging markets is also
of significant influence on the allocation of M&A amount in emerging markets. The results in
table 6.2.1 show the expected sign for the culture variable for the total of EURO15 countries.
The relationship also shows a significant influence (95% confidence level). The outcome
indicates that if the cultural proximity between an emerging market and EURO15 countries
increases with the 10%, the average M&A amount from EURO15 countries to this emerging
market increases with 2%*. The conclusion of significant influence of CULTURE is also
based on the significant result for the total of EURO15 countries in table 6.2.3. Outcomes for
individual EURO15 countries however illustrate inconsistent (significant) results*. But based
on the more reliable outcome of the total of EURO15 countries, these outcomes are assumed
more valuable. Hy is rejected and H; accepted:

“The cultural proximity between EURO15 countries and an emerging market influences
the allocation of M&A activity in emerging markets of EURO15 countries”

6.2.3 Political stability
The proxy average score in the Corruption Perception Index (“LN_CORRUPTION”) is used
to measure the political stability of a country. In table 6.2.1 the results of the relationship
between the score of an emerging market in this index and the average M&A amount it
receives are positive. The level of corruption in an emerging market significantly influences
(95% confidence level) the M&A allocation from the total of all EURO15 countries. The
results for M&A amounts spent by Germany are the most significant of all EURO15
countries. Germany increases its average M&A amount to an emerging market with 7% if

an emerging market moves up 1% in the Corruption Perception Index. When correcting the

%% 1.1070.21 = 1.020. The coefficient -0.21 can be found in table 6.2.1.

*“In section 4.2. the relative high cultural proximity is observed between Spain and Latin American emerging
markets. The regression result in table 6.2.1. confirms that for Spain cultural proximity is of influence on the
M&A amount spent in an emerging market. However this relationship is not significant.

%% 1.0176.80 = 1.070. The coefficient -6.80 can be found in table 6.2.1.
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M&A amount for population (see table 6.2.3) the influence of corruption in an emerging
market show inconsistent results. Nonetheless the other tables give similar (significant)
results.

Therefore Hp is rejected. This indicates that an emerging market with a high score in the
corruption perception index, which indicates a relatively low level of corruption, receives

significantly more cross-border investments from EURO15 countries. Hy is accepted:

“Corruption in an emerging market influences the allocation of M&A activity in emerging
markets of EURO15 countries”

6.2.4 Economic stability
Two proxies measure the economic stability of an emerging market: the average inflation rate
of consumer prices (“INFLATION”) and the currency fluctuation (“EXCHANGERATE”).
Drawing conclusions about the influence of the inflation rate is difficult. On the one hand, two
out of four regression outcomes show significant results for the influence of inflation rate for
investments from the total of all EURO15 countries. On the other hand, all of these significant
results do not show the expected positive sign. This indicates that when the inflation rate of an
emerging market increase, it significantly receives a amount of M&A from EURO15
countries. For example Greece has a significant sign of +4.95. This implies that when the
average inflation rate of an emerging market rises with 1%, Greece spends 1%*° more M&A
amount in that emerging market. Comparing all inflation rate outcomes the sign of the
coefficient is not consistent.
The positive significant results are opposite to the assumed relationship. Assumed is that the
higher the inflation the lower the amount of M&A flows to emerging markets, because a low
inflation shows solid economic policy and would therefore be an attractive destination for
investments. An possible argument for the significant regression results is that high inflation
rates indicate growing consumer prices. Hence investing in a country with growing consumer
prices can be interesting, because prices of goods will rise and consequently companies make
a higher profit. However based on the inconsistent signs and unexpected significant outcomes
Ho is accepted:

4 Exp.(4.95)/100 = 1.4 The coefficient 4.95 can be found in table 6.2.1.
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“The inflation rate in an emerging market has no influence the allocation of M&A activity

in emerging markets of EURO15 countries”

The currency rate fluctuation (“EXCHANGERATE”) possesses almost no significant results.
The signs of the relationship between the currency rate fluctuation of an emerging market and
the cross-border investments it receives are not consistent. For the Netherlands the M&A
amount to an emerging market rises with 0.05%"" if the exchange rate fluctuation decreases
with 1%. This in contrast to Luxembourg where an increase of the exchange rate fluctuation
of 1% results in a 0.05%" rise of M&A amount to an emerging market. Therefore on can
conclude that the exchange rate fluctuation of an emerging market has no significant influence
on investments from EURO15. Resultantly Hy is accepted:

“The exchange rate fluctuation in an emerging market has no influence on the allocation

of M&A activity in emerging markets of EURO15 countries”

6.2.5 Economic Growth

As a proxy for economic growth of emerging markets the average GDP growth
(“GDPGROWTH?”) is used. As can be seen in the regression outcomes, GDP growth shows
almost no significant influence on cross-border investments in emerging markets by EURO15
countries. In addition the sign of the regression results are not consistent. The result for
Denmark implies that if the GDP growth of an emerging market rises with 1% the M&A
amount from Denmark to that emerging market rises with 13%*?. However for the
Netherlands a GDP growth of an emerging market of 1% lowers the M&A amount from the
Netherlands to that emerging market with 0.19%>°. Therefore Hy is accepted:

71.0170.51 = 1.005. The coefficient -0.51 can be found in table 6.2.1
%8 1.0170.53 = 1.005. The coefficient 0.53 can be found in table 6.2.1
“® Exp.(7.13)/100 = 12.5 The coefficient 7.13 can be found in table 6.2.1.

% Exp.(2.96)/100 = 0.19 The coefficient -2.96 can be found in table 6.2.1.
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“The GDP growth in an emerging market has no influence on the allocation of M&A

activity in emerging markets of EURO15 countries”

6.2.6 Population
The average population in the data period (“LN_POPULATION”) measures the population of
emerging markets. The population of an emerging market is of significant influence in
determining their M&A amount allocation for almost all EURO15 countries. E.g. Germany
increases its M&A amount to an emerging market with 8.7%>" if the population of an
emerging market grows with 1%. For Belgium the M&A amount rises with 6.5°°% and for all
EURO15 countries together the M&A amount rises with 3.5%°°. Almost all regression
outcomes are significant. The significant results in table 6.2.2 and table 6.2.4 show the similar
influence of population on the cross-border investments allocations®. Therefore it is
concluded that an emerging market with a higher population is significantly more attractive to
be a target for cross-border mergers and acquisitions activity where EURO15 countries are the

acquirer. Hy is rejected and H; accepted:

“The population of an emerging market influences the allocation of M&A activity in
emerging markets of EURO15 countries”

°1 1.0178.41 = 1.087. The coefficient 8.41 can be found in table 6.2.1
%2 1,0176.15 = 1.065. The coefficient 6.15 can be found in table 6.2.1
%% 1,0173.43 = 1.035. The coefficient 3.43 can be found in table 6.2.1

> The results in table 6.2.3. give opposite results for the independent variable POPULATION. The influence of
population on the average M&A amount allocation is in this table adjusted. The results for POPULATION in this
table are therefore meaningless.
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7. Conclusion

This paper aimed at answering the following question:

“Which macroeconomic determinants of emerging markets influence the allocation of M&A
amount in deals where EURO15 countries are the acquirer and emerging markets the
target?”’

Based on existing literature about determinants for cross-border investments it is assumed that
the following macroeconomic determinants influence the allocation of international
investments:

e Development of a country;

e Information costs;

e Political stability;

e Economic stability;

e Economic growth;

e Population.
A regression analysis was performed through using proxies to make these determinants

measurable. The regression model was as follows:

Yij = a + Xijfa + &ij

In table 7.1 a short overview of the results is provided. Based on this table the major question
of this research can be answered. The development of emerging markets, information costs to
access an emerging market (especially proximity between countries), political stability of an
emerging market and the population of an emerging market are of significant influence on the
allocation of M&A amount where EURO15 countries are the acquirer and emerging markets
the target.
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Table 7.1. Short overview of empirical research results

Determinant Proxy Expected influence Significant Sign
Dewelopment of a country

*GDP per capita Positive Yes Positive

*Enrollment in primary education Positive No Positive
Information costs

«Culture deviation Negative Yes Negative

Flight time Negative Yes Negative

sLanguage proximity Positive Yes Positive

*Regulations Negative No Negative

*Trade/GDP Positive No Positive

*Taxes on international trade Negative No Positive
Political stability

«Corruption perception index Positive Yes Positive
Economic stability

eInflation Negative No Positive

*Exchange rate fluctuation Negative No Positive
Economic growth

*GDP growth Positive No Positive
Population

*Population Positve Yes Positive

It is important to mention that the results of the model can be improved. Currently the model
has an average explanatory power of 30%. This is relatively low. If other variables are
included the explanatory power can be increased. The results can also be improved by using a
higher sample size n. The current sample size is based on average amounts of the independent
variables in the data period, because not all independent variables for all emerging markets,
were available for each individual year of the data period. The sample size will increase if one

uses data for every year.

As a suggestion for relevant and interesting further research is the same research, performed
vice versa, switching the roles of the EURO15, becoming the target nation, and emerging
markets, becoming the acquiring nation. This can be very fascinating as emerging markets are
growing in power and financial news outlets announce a lot of (speculation) of mergers or
acquisitions where emerging markets are the acquiring nation. Think for example about the

(hostile) takeover speculations of Dutch Draka by the Chinese Xinmao™.

> Source: Financieel Dagblad 20-12-2010
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Appendix A  Data per variable

.1. Overview of average M&A amount and deals

Table A LL Ovenviwof mergrs and acouisdons betveen ELRO 15and emerging merets
Thi bl provides an overvieofth yealy average umherand the yearly average value ofmergers and aouistion befween EUROLS countris and emerging marets. The colinns give the acquringcountry and the ows th targetcountry of an investent. The fist colmn pertaget naton provide the yealy average numbe ofeals and the second columtheyeary average el value. The accumulate total provides the yeary average numherof deals and theyeaty
average trnsection valu peracquiring county an the totalfor BUROLS Theperod use i 1-1:199 1 1--2008 AR deas forwhich tansacton vabesar known e present.
Austia Belgum Denmark Finland France Gemary Geece [elard iy Luxembourg Netherlands Portugal Span Sieden UK Average FUROLS
Acdedls  AvSmion Avdeals AvSmion Avdeds AvSmilon Avdeds AvSmilion Avdeels AvSmilon Avdeab AvSmilon Avdeds AvSmilon Avdesls AvSmiion Avdedls AvSmilion Avceds AvSmilion Avdeds AcSmilion Avdeals AcSmilion Avdeals AvSmilin Avceas AvSmilion Avdeds AvSmilonjdeals  Smillon

Arertina 02 § 04 00 0 00 0 . m 02 [ 01 ! 01 ! 09 [ 01 0 04 It} 01 ! 65 268 01 [ BB By W
Brazd 01 § 05 04 § 03 7 oW 12 ] 00 0 02 10 3w 05 10 T 1 59 285 04 2 L I/ R ]
Chie 00 0 00 0 00 0 00 0 04 § 04 8 00 0 00 0 02 ¥ 00 0 04 83 00 0 5 o 01 5 3 62 106
China 02 0 JR (] 04 [ 05 o7 u | 13 8 03 ! 02 ! 08 ¥ 02 63 18 60 00 0 05 [ 05 1 5% 1% 182 13%
Colombia 00 0 00 0 00 0 01 0 03 14 00 0 00 0 00 0 00 0 02 k] 03 iy 00 0 8 % 02 5 05 39 1 1109
Czech Repubic 9w 03 1 02 5 01 1 05 18 um 00 0 03 § 03 Jij 03 U “ou 00 0 05 8 04 16 R I IA()
Egypt 00 0 00 0 00 0 00 0 n w 00 0 02 [ 00 0 2’ nw 00 0 02 5 00 0 00 0 00 0 08 14 JL )
Greece 00 0 00 0 00 0 00 0 03 3 03 T 00 0 10 L} 00 0 03 ! 03 108 00 0 00 0 07 9 LI
Hungary [ 04 m 00 0 04 Al M9 | U % 00 0 01 § 05 ¥ 04 H 09 % 00 0 02 0 04 1 18 Il 80 1106
India 02 1 05 § 05 5 03 H 18 il 28 % 00 0 01 H 07 i} 02 § 28 5 00 0 04 1 13 n o1 189 160
Irdoresia 00 0 00 0 00 0 00 0 02 5 05 89 00 0 00 0 00 0 01 H 10 89 00 0 00 0 00 0 12 Y 0w
Isael 01 ! 03 ! 01 ! 00 0 08 1 12 % 00 0 02 16 05 T 00 0 03 Jul 00 0 00 0 02 3 18 9 8% W
Judan 00 0 00 0 00 0 00 0 02 a 00 0 00 0 00 0 00 0 00 0 00 0 00 0 02 5 00 0 01 N 04 8
Korea 00 0 04 B 02 [ 01 0 16 0 1 ow 00 0 01 16 00 0 01 ! 0w 4 00 0 02 ! 04 § W W 1 L
Valaysia 00 0 03 U 07 15 01 ! 03 ! 05 % 00 0 01 § 00 0 00 0 05 % 00 0 04 0 02 & 12 19 3 m
Mexico 01 [ 01 1 05 H 01 H 02 1 04 18 00 0 02 0 02 i o om [T 00 0 a1 04 ] JE 89 214
Morocco 00 0 00 0 00 0 00 0 JE ] 00 0 00 0 00 0 00 0 00 0 00 0 02 1 05 N 00 0 03 [ W T
Pakistan 00 0 00 0 00 0 00 0 00 0 00 0 00 0 00 0 00 0 00 0 02 18 00 0 00 0 02 5 05 Y 08 168
Pery 00 0 00 0 00 0 00 0 02 [ 00 0 00 0 00 0 00 0 00 0 02 1 01 1 0 % 01 H 071 nw
Philipines 00 0 00 0 00 0 00 0 02 § 02 U 00 0 00 0 00 0 00 0 02 1 00 0 03 1 02 [ 09 Y 19 It}
Poland 13 B 13 % 20 & 13 a 58 5% 9 01 1 09 83 08 % 12 5% JE I 03 b 11 B B0 g m o B W
Portgel 00 0 00 0 00 0 00 0 w % 05 5 00 0 05 5 00 0 00 0 00 0 15 4 00 0 25 f 0%
Russia 05 0 nm 01 0 1 T6 05 B 18 116 03 6 01 ! 05 65 03 i [ Y 00 0 04 kil 08 60 S0 & 26 3
SutrAfica 01 1 02 H 01 kil 00 0 [ ) 08 il 03 [ 03 § 07 L} [ X 11 T6 00 0 02 i 05 10 92 1% w1 oM
Si Larka 00 0 00 0 00 0 00 0 00 0 00 0 00 0 00 0 00 0 00 0 02 § 00 0 00 0 02 1 02 b 05 10
Traland 01 0 0§ 5% 02 1 03 § 09 ¥ 05 18 00 0 00 0 00 0 00 0 05’ 00 0 02 H 01 0 17 8 0w
Turkey 02 m 05 N 01 [ 02 10 07 s JEA 0 ™ 00 0 05 3 00 0 i n 01 64 02 5 02 m 19 8 258
Venezuela 00 0 00 0 10 0 00 0 0 m 00 0 00 0 10 U 0’ 00 0 W m 00 0 LI 00 0 04 Womow
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Source: Thamson One Banker (2009)
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A.2. Development of a country

Table A.2.1. GDP per capita
This table provides the GDP per capita of emerging markets measured in thousands $. The data period is 1995
until 2007.

[af]
W D - o g 9O = N 0 = w0 w0 I §
Argentina 8 8 8 8 8 7T 3 3 4 5 5 T 6
Brazil 5 5 5 5 3 4 3 3 3 4 5 6B T 4
Chile E F B K K 5 4 4 5 6 T 910 =
China T 11 1 1 1 1 1 1 1 2 2 2 1
Colombia 3 3 3 3 2 2 2 2 2 3 3 4 5 3
Czech Republic 5 6 6 6 6 6 6 7 91112 14 17 9
Eqypt T 11 11 2 11 1 1 1 1 2 1
Greece 12 13 13 13 12 12 12 13 18 21 22 24 25 1a
Hungary 4 4 4 & K K K 7T B1W0MINM 4 T
India o0 0 o0 0O O0OOGoOCGoO 1T T 1T 1T
Indonesia 11+ 011 11 1 1 1 2 2
Isragl 17 18 18 18 18 20 19 17 18 18 19 20 23 19
Jordan 2 2 2 2 2 2 2 2 2 2 2 31 3 2
Korea M 12 11 7 10 11 10 11 13 14 16 158 20 13
Malaysia 4 5 5 3 3 4 4 4 4 5 5 6 T 5
Mexico 34 4 4 5 6 6 68 7T 7T 8 910 a
Morocco T 11 11 1 1 1 2 2 2 2 2 1
FPakistan o1 00011t ao 1T 11111
Peru 2 2 2 2 2 2 2 2 2 3 3 3 4 2
Philippines i1 11 1 1 1 1 1 1 1 1 2 1
Paoland 4 4 4 4 4 4 5 5 6 7T 38 911 &6
Fortugal 1112 11 12 12 11 11 12 16 17 18 18 21 14
Russia 303 3 21 2 2 2 3 4 5 7 9 4
South Africa 4 4 4 3 3 3 3 2 4 5 5 5 6B 4
Sri Lanka T 11 1 1 1 1 1 1 1 1 1 2 1
Thailand 3 3 3 02 2 2 2 2 2 3 3 3 o4 3
Turkey 4 4 4 4 4 4 3 3 4 6 7T 7T 9 5
WVenezuela 3 3 4 4 4 5 5 4 3 4 5 T 8 4

Source: World Bank Development Indicators, World Bank (2009)
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Table A.2.2. School enrolment in primary education

This table provides the relative value of school enrolment in primary education of children in the period 1995
until 2007 (%). The dots in the table means that there is no information available in the World Bank
Development Indicators database.

]

[&01]

285 828858 83 885 ©
EmergingMerkets = 2 2 2 3 O S 5 § § § 8 § Z
Argentina 100 99 99 99 99 99
Brazil 91 92 94 92 90 95 94 a3
Chile ag*
China 100#
Colombia 87 89 90 89 90 g6 90 88 87 88
Czech Republic 97 93 95
Eqypt 94 93 94 94 95 96 94 94 96 94
Greece 91 92 93 94 96 98 99 100 99 a6
Hungary od 498 85 588 89 89 89 89 8d a3
India 79 79 78 83 89 8§ 89 a4
Indonesia 93 94 94 94 94 95 85 94
Israel 93 98 956 98 98 93 97 97 93
Jordan 91 92 93 94 93 91 90 92
k.orea 94 97 97 97 97 97 97 498 93 a7
Malaysia 93 97 96 95 96 99 100 a7
Mexico 97 97 97 97 98 93 98 98 93
Morocco 70 76 81 85 47 87 a7 88 89 a3
Pakistan a7 58 64 67 66 62
Peru 97 93 95 93 98 97 97 96 94 a7
Fhilippines 95 92 92 92 93 93 93 M a3
Paland 97 96 97 93 98 99 93 97 96 a7
FPortugal 98 98 94 93
Russian g2+
South Africa 93 94 92 91 90 90 88 486 91
Sri Lanka 49 100 97 99
Thailand 94 94 94
Turkey 92 89 80 90 ™ a0
Venezuela g6 493 90 93 91 92 91 91 92 90

Source: World Bank Development Indicators, World Bank (2009)
* Source: Unicef: Child Info
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A.3. Information costs

Table A.3.1. Relative value of trade
This table provides the relative value of trade compared to the GDP of an emerging market. The data period is
1995 until 2007. The dots in the table means that there is no information available.

Lok

L

2 25 223593358853 5

Emerging Markels 2 2 @ @ @ ﬁ ﬁ ﬁ ﬁ ﬁ ﬁ ﬁ ﬁ I
Argentina 20 21 23 23 21 22 22 40 39 43 44 44 45 A
Brazil 16 16 16 16 20 22 26 27 27 29 27 26 20 23
Chile 66 A6 56 A6 57 61 65 GB6 GBS T2 T4 TV 40 66
China 44 38 39 36 38 44 43 48 AT BH 69 T2 T4 A1
Colomhbia 35 36 36 3/ 36 36 37 3IFY 3% 39 38 40 38 37
Czech Republic 106 104 109 110 112 130 133 123 126 140 141 1580 1584 126
Eqyvpt 50 47 44 42 38 39 40 41 48 A8 B3 B2 BR 49
Greece 44 44 45 49 55 63 B0 AH4 53 A6 55 AR 53 A3
Hungary 89 96 109 125 131 148 143 128 125 130 134 155 159 129
India 23 22 23 024 25 27 26 30 31 38 43 47 46 N
Indonesia 64 B2 56 96 63 71 TO 5% 54 6O B4 A&7 55 G2
Israel 65 64 B4 B3 71 75 B9 T4 T5 B3 86 86 B8 T4
Jordan 125 131 121 109 104 110 109 114 116 135 147 151 157 125
korea 59 A9 BH TO T T4 T3 69 T4 84 82 8hF 90 T4
Malaysia 192 182 186 209 218 220 203 199 194 210 212 211 200 203
Mexico 58 62 B1 B4 B3 G4 57 65 52 A5 B AT 53 &Y
Morocco 61 &6 K1 53 &6 61 B1 G2 6O B4 7O 74 81 63
FPakistan a6 38 37 34 32 28 30 M 33 30 35 38 35 M
Peru a1 3 33 32 32 34 33 33 36 39 44 48 51 37
Philippines 61 90 108 111 103 109 101 101 105 106 99 895 &5 100
Paoland 44 46 51 &7 54 61 53 61 69 77 T5 81 84 63
FPortugal 64 63 B5 G7 B6 70 B8 64 B3I B5 B6 T1 T3 &7
Russian 65 48 47 AR B9 B8 B1 GO 59 AT AT hRR A2 AT
South Africa 45 48 48 60 48 63 56 62 54 A4 A6 63 BE A4
Sri Lanka 62 79 80 V8 79 89 &1 TE Y5 V9 T4 V1 B9 T8
Thailand 90 85 95 102 104 125 125 122 125 137 148 143 139 118
Turkey 31 36 39 42 39 43 51 49 47 A0 47 &0 49 44
Yenezuela 49 58 51 44 42 48 42 49 51 55 60 &7 56 &1

Source: World Bank Development Indicators, World Bank (2009)
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Table A.3.2. Relative value of imports of goods and services
This table provides the relative value of imports of goods and services compared to the GDP of emerging
markets. The data period is 1995 until 2007. The dots in the table means that there is no information available.

@

lfJ{DPh:CIC‘JCIw—Nm':rL:'J{DPH-E
Emeraing s 2 2 2 33 SEE888888 2
Argentina 0 11 13 13 12 12 10 13 14 18 19 19 20 14
Brazil 9 8 9 911 1213 13 12 13 12 12 12 11
Chile 27 29 29 30 2¥ 30 32 32 32 32 33 31 33 31
China 2118 17 16 18 21 20 23 27 31 32 32 32 24
Colombia 212121 2118 19 21 21 22 210 A 22N 2
Czech Republic 55 55 &7 55 57 66 68 62 B4 70 63 73 75 o4
Eqypt 28 26 25 26 23 23 22 23 24 30 33 32 35 27
Greece 27 27 29 30 33 38 36 33 33 3 33 34 35 32
Hungary 45 48 54 B3 GBY 7B 72 BS B5 BB B3 T8 79 865
India 1212 12 13 14 14 14 15 16 20 23 25 24 16
Indonesia 28 26 28 43 2¥ 30 31 26 23 28 30 26 25 29
lsrasl 37 36 34 33 37 38 36 38 35 42 43 43 45 38
Jordan 73 78 71 B4 B1 BB B7 67 G5 82 594 94 99 7o
Korea 30 31 33 33 32 38 36 34 36 40 40 42 45 36
Malaysia 98 90 92 94 96 101 93 91 87 95 95 94 90 94
Mexico 28 30 30 33 32 33 30 29 27 28 29 29 30 30
Maorocco 3 30 32 28 30 33 32 32 31 34 38 40 45 34
Pakistan 19 21 21 18 17 15 16 15 16 15 20 23 21 18
Peru 18 18 19 19 17 18 18 17 18 18 19 20 22 19
Philippines 44 43 59 59 51 53 52 51 56 55 52 48 42 52
Foland 21 24 27 31 30 34 31 32 36 39 3T 41 44 33
Portugal 35 35 37 38 38 41 39 36 35 36 37 39 40 37
Fussian 26 22 23 25 26 24 24 24 24 22 21 2 22 23
South Africa 22 23 23 25 23 25 26 29 26 27 28 33 35 27
Sri Lanka 46 44 44 42 43 50 44 41 41 44 41 41 40 43
Thailand 49 46 47 43 46 53 59 58 59 66 75 70 66 357
Turkey 17 20 22 20 19 23 23 24 24 26 25 2§ IT 23
\enezuela 22 21 22 2319 18 19 18 17 19 20 21 25 20

Source: World Bank Development Indicators, World Bank (2009)
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Table A.3.3. Ease of doing business index
This table provides an overview of the ease of doing business in an emerging market in 2007. Where 1 = the
most friendly regulations.

[\5
Emerging Markets =
Argentina 102
Brazil 126
Chile K
China 80
Colombia 66
Czech Repuhblic G5
Egypt 125
Greece 106
Hungary 50
India 120
Indonesia 127
lsrael a0
Jordan 94
korea 22
Malaysia 25
Mexico 42
Maorocco 129
Pakistan T4
Peru 53
Philippines 136
Foland T2
Portugal 43
Russian 112
South Africa 35
Sri Lanka 103
Thailand 19
Turkey 60
Venezuela 1745

Source: World Bank Development Indicators, World Bank (2009)
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Table A.3.4. Relative value of taxes on international trade
This table provides the relative value of taxes on international trade compared to the revenues. The data period is
1995 until 2078. The dots in the table means that there is no information available

[af]
W i - o g 9 = ™ 00 = W D e §
Argentina 14 16 16 15
Brazil 3 3 3
Chile E & 4 3 2 2 2 1 13
China T 7T 6B 6 91 9 4 81216 5 pl
Colombia F 6 4 4 4 9 & 8
Czech Repuhblic 4 4 3 2 2 2111 0 0 0 0 2
Eqypt 10 12 12 g 8 7 6 & &5 8
Greece 0 0 o0 0 0 0 0 0 0
Hungary g & 2 2 2 0 00 0 2
India 24 25 22 21 21 19 16 15 15 15 14 15 15 18
Indonesia 4 3 3 4 3 3 3 3 3 3
Israel T 1 1 1 1 1 1 1
Jordan 22 22 20 20 18 17 15 13 10 11 11 10 15
kaorea 7T 6 6 4 4 4 4 3 3 4
Malaysia 12 12 11 8 9 E B G a8
Mexico 4 4 4 4 4 4 4
Morocco 11 9 8 & 7 9
Pakistan 24 24 2217 14 1111 7 11 14 13 10 14
Peru M % 8 3 3 83 83 7 6 6 6 4 2 7
Fhilippines 29 26 21 17 18 19 17 17 17 17 18 20 20 20
FPoland 2 2 1 1 0
Fortugal 00 0 0 0 0 0o 0
Russian 9 12 19 24 29 23 19
South Africa 303 3 2 3 4 4 4 3
Sri Lanka 1717 16 15 14 11 11 12 14 15 14 15 14 14
Thailand M0 &8 7 6 6 7
Turkey 1 1 1
YVenezuela 8 7T T11 9 7 7T & 4 5 4 7

Source: World Bank Development Indicators, World Bank (2009)
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Table A.3.5. Flight time

This table provides flight time between the capitals of the EURO15 and emerging markets. On the horizontal
axis are the emerging markets and their capital cities and on the vertical axes the EURO15 countries and their
capital cities. The flight time is in hours.

PS5 £ 55 238 2% 5 8% % x
L 0O 0O W ow o E = O= 0o w2
5 2 e
=2 E = E = %

=t E,cf=s25:52568

@ 7 5 e m o £ S &5 Z E w m 2 5

= M0 O I oo 4 o0 -4 3 Jd
Argentina Buenos Aires 15 14 15 16 14 15 15 14 14 14 14 12 12 16 14
Brazil Brasilia 12 11 12 13 1112 12 11 11 11 11 910 13 1
Chile Santiago 1 15 16 17 14 16 16 14 15 156 156 13 13 16 14
China Beijing 910 % 810 9% 91010 10 1012 11 & 10
Colombia Bogota 12 11 12 13 11 12 13 10 12 11 11 9 10 12
Czech Republic Prague T 1 1 2 11 2 2 1 1 1 3 2 1 1
Eqypt Cairo 304 4 4 4 4 1 5 3 4 4 5 4 4 4
Greece Athens 2 3 3 3 3 2 4 1 2 3 4 3 3 3
Hungary Budapest T2 1 2 211 21 11 3 2 2 2
India Mew Delhi T & 7T 7 & 7 6 8% 7 8 #9100 9 7 4@
Indonesia Jakarta 13 14 13 13 14 13 12 15 13 14 14 16 15 13 14
Israel Jerusalem 304 4 4 4 4 2 5 3 4 4 5 4 4 4
Jordan Amman 304 4 4 4 4 2 5 3 4 4 5 5 4 5
Korea Seoul M0 1110 8 1110 11 11 11 11 11 13 12 9 1
Malaysia Kuala Lumpur 12 14 12 11 13 12 11 14 12 13 13 14 14 12 13
Mexico Mexico City 13 12 12 12 11 12 14 11 13 12 11 11 11 12 N
Morocco Fabat 3 03 4 65 2 3 3 3 2 3 3 1 1 4 3
Pakistan Islamahbad 6 7 7 6 7T B 5 & 6 7 7T 9 &8 7 &
Peru Lima 14 13 14 15 13 14 15 13 14 13 13 11 12 14 13
Fhilippines Manila 12 13 12 11 13 12 12 14 13 13 13 15 15 12 13
Paland VWarsaw 1T 111 11 2 3 2 1 1 3 3 1 2
FPortugal Lishon 32 3 4 2 3 4 2 2 2 2 1 4 2
Fussia Moscow 2 3 2 1 3 2 3 4 3 3 3 5 4 2 3
South-Africa Pretaria M0 11 1112 11119 12 10 11 11 10 10 12 1
Sri Lanka Kotte 910 1M 91110 311 910 10 12 1110 N
Thailand Bangkok 1112 11 10 12 11 11 12 11 11 11 13 13 10 12
Turkey Ankara 2 3 3 3 3 31 4 2 3 3 4 4 3 4
Yenezuela Caracas 110 10 11 21012 2101010 & & 11 9

Source: Website www.convertunits.com (2009)
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Table A.3.6. Language

This table provides an overview of proximity of languages between EURO15 countries and emerging markets. 1
indicates that both countries have the same official language, 0.5 indicates that the official language of the
EURO15 country is widely spoken in an emerging market and a 0 indicates no language proximity.

IS

o S
o . s S g .

= T = X
s58eggzsse Et38-.87308
2 § 58 58 93 x85 825
< m O 0wL uw o oo = - 30 zZ2 0o un n DO uW
Argentina 105 0 005 1 00505 1 0 O 1 005 1
Brazil 005 0O 005 O 005 005 O 105 005 1
Chile O 0o 0O 0O O OO OO OO O 1 0 0 1
China 0O 0 0O 0O O O OO O OOO O 0O o0 o
Colombia O 0 0O 0O O OO OO OO O 1 0 0 1
Czech Republic O 0 0O 0O O O O O O OOO O O o0 o
Egypt 005 0O 005 0O 005 0O 1 O O O 00505
Greece 0O 0 0O O O o 0O 0O 0O 0O 0O 0O 0o o o
Hungary 05 0 0 O 0OO5 O O O 1 O O O 0 o005
India O 0 0O 0o O 0O 0O1 00 O 0O 0O O0 1 1
Indonesia 005 0O O O O 0O0O5 O O0O5 0O 0O 00505
Israel 0O 0O O O O 0O 0O0O5 O O O O O 00505
Jordan 0O 0O O O O 0O 0O0O5 O O O O O 00505
Korea 0O 0O O O O 0O 0O0O5 O O O O O 00505
Malaysia 0O 0O O O O O 0O0O5 O O O O 0O 00505
Mexico O 0 0O 0O O OO OO OO O 1 0 0 1
Morocco 005 0O 005 0O O O O0O5 O O O 0 o005
Pakistan O 0o 0O 0o O 0O0O1 00 O 0 0O O0 1 1
Peru O 0 0O 0O O OO OO OO O 1 0 0 1
Philippines O 0o 0O 0o O 0O 0O1 00 O 0 0O O0 1 1
Poland O 0 0O 0O O OO OO OOO O 0 o0 o
Portugal 0O 0 0O 0O O O OO O o0 o 0O 0 O O
Russia 0O 0O 005 0O O O O O OO O O O o o
South-Africa 0 1% 0O 0 0O 0O 01 O O021* 0O 0 O 1 1
Sri Lanka 0O 0O O O O O 0O0O5 O O O O 0O 00505
Thailand 0O 0O O O O O 0O0O5 O O O O 0O 00505
Turkey 0O 0O 0O 0O O 0OO5 O O O O O O 0 o005
Venezuela O 0 0O 0O O OO OO OO O 1 0 0 1

* Assuming Afrikaans = Dutch
Source: Website www.nationsonline.org/oneworld (2010)
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Table A.3.7. Culture
This table provides an overview of the differentiation of culture in an EURO15 country and culture in an
emerging market. The lower the score the smaller culture difference between those countries.

]

s 2
] - g

EEEESEﬁE £Es8 .53 %

T =D c = E = o B = = Tt ® 2 = o=

EmergingMarkets T @ O b 0 8 EE2E 328 &6 5 %
Argentina 13 2714 3 1 7 9 98 413 3 025 3 4
Brazil 414 2513 9 0 § 8§10 312 2 124 2 3
Chile 4 2217 517 816 018 &5 4 6 916 & &
China 5231 413 917 119 6 3 7 1015 7 6
Colombia 2123 1M1 210 612 110 0 3 22 0 1
Czech Repuhblic g 112916 6 3 5§11 6 715 5 328 &5 7T
Egypt™ 132714 3 1 7 9 8 513 3 1268 3 &
Greece 12 6 33219 1 3 016 211 2010 7 32 10 N
Hungary 20 24129 T 16 8 24 B 19 23 18 15 40 13 149
India 118 22 913 412 413 1 8§ 2 521 2 10
Indonesia T 26014 12112 20 4 29 9 0 10 13 13 10 3
Israel 5231 41831017 219 6 3 8 1015 3 6
Jordan® 132714 3 1 7 9 8 513 3 1268 3 &
korea 322183 517 816 017 5 4 6 917 6 4
Malaysia 018 21 913 412 414 1 8 2 520 2 1
Mexico 12 7 3320 2 7 115 21119 9 7 32 9 N
Morocco 13 2714 3 1 7 9 98 413 3 025 3 4
Pakistan 72515 22011193 3219 8 1 91213 9 7
Feru 22020 V715 614 216 3 B 4 T 18 4 2
Philippines 514 2613 9 0 8 4 9 412 2 125 2 4
Faoland 18 1 39 26 4 13 & 2 4 16 25 15 12 37 15 17
Portugal I 1M 11T 210 612 110 0 3 22 0 2
Fussian 12 6 33219 1 3 016 211 2010 7 32 10 N
South Africa i 2d MM 11T 210 611 210 0 3 23 0 2
=i Lanka® 118 22 813 412 413 1 8§ 2 521 2 10
Thailand g 2713 02213 21 &5 2210 111 14 12 11 9
Turkey 514 2613 9 0 8 d 10 312 2 124 2 4
Venezuela T12 281 7 2 610 7 614 4 227 4 6

* Mo data available. Az=zuming 2ame as India
** No individual data available. U=ed data iz for "Arab world
Source: Cultural dimensions of Hofstede. Website www.geert-hofstede.com (2010)
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A.4. Political stability

Table A.4.1. Corruption

This table provides the score on the Corruption Perception Index per emerging market in the period 1995 till
2008°. The score ranges from 0 to 10. A 10 means that a country does not have any corruption at all and a 0
means a highly corrupted country. The dots in the table means that there is no information available.

95
1996
1997
1998
1999
2000
2004
2005
2006
2007

2001
2002
2003
Average

Emerging Markets

Argentina 524 341 281 3 3 35 35 28 25 25 28 29 29 3
Brazil 2.7 296 3.56 4 41 3.9 4 4 39 39 37 33 35 4
Chile 794 68 605 68 69 74 75 75 74 74 73 7.3 7 7
China 216 243 288 35 34 31 35 35 34 34 32 33 35 3
Colombia 344 273 223 22 29 32 38 36 3.7 38 4 39 38 3
Czech Republic . 537 52 48 46 43 39 37 39 42 43 48 52 5
Egypt . . 29 33 31 36 34 33 32 34 33 29 3
Greece 404 501 535 49 49 49 42 42 43 43 43 44 46 5
Hungary 412 486 5.18 5 52 52 53 49 48 438 5 52 53 5
India 278 263 275 29 29 28 27 27 28 28 29 33 35 3
Indonesia 194 265 2.72 2 17 17 19 19 19 2 22 24 23 2
Israel . 771 797 71 68 66 76 7.3 7 64 63 59 6.1 7
Jordan .- . 47 44 46 49 45 46 53 57 53 47 5
Korea 429 502 429 42 38 4 42 45 43 45 5 51 51 4
Malaysia 528 532 501 53 51 48 5 49 52 5 51 5 51 5
Mexico 3.18 33 266 33 34 33 3.7 36 36 36 35 33 35 3
Morocco . . . 3.7 41 47 . 37 33 32 32 32 35 4
Pakistan 2.25 1 253 27 22 . 23 26 25 21 21 22 24 2
Peru . . 45 45 44 41 4 37 35 35 33 35 4
Philippines 277 269 305 33 36 28 29 26 25 26 25 25 25 3
Poland . 557 508 46 42 41 41 4 36 35 34 37 42 4
Portugal 556 653 6.97 65 6.7 64 63 63 66 63 65 66 65 6
Russian . 258 227 24 24 21 23 27 27 28 24 25 23 2
South Africa 562 568 4.95 52 5 5 48 48 44 46 45 46 51 5
Sri Lanka - - - - - - 37 34 35 32 31 32 3
Thailand 2.79 3.33 3.06 3 32 32 32 32 33 36 38 36 33 3
Turkey 41 354 321 34 36 38 36 32 31 32 35 38 41 4
Venezuela 266 25 277 23 26 27 28 25 24 23 23 23 2 2

Source: Corruption Perception Index, Transparency International(2009)

% Belgium and Luxembourg are measured together in 1995
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A.5. Economic stability

Table A.5.1. Inflation
This table provides the relative fluctuation of the annual consumer prices. The data period is 1995 until 2007.

w

=

2 852235883885 8

Emerging Markels &2 3: @@ ﬁ ﬁ ﬁ ﬁ ﬁ ﬁ ﬁ ﬁ I
Argentina 2 01T 1t 1112613 4101 9 6
Brazil B 16 7 3 5 7 ¥ 813 T 7 4 412
Chile 8 7 6 5 3 4 4 2 3 1 3 3 4 4
China w8 311 0011 4 2 1 5 3
Colombia 21 20181911 % 8 6 7 6B 5 4 51
Czech Republic 5 9 81 2 4 5 2 0 3 2 3 3 A
Egypt 1w 7 & 4 3 3 2 3 51 &5 8 9 6
Greece 9 8 B 5 3 3 3 4 4 3 4 3 3 4
Hungary 28 24418141010 9 &5 5 7T 4 4 8 M1
India M 9 713 58 4 4 4 4 4 4 6 6B 6
Indanesia 9 § 653 20 41212 7 61013 6 13
Israel m 11 % 5 5 1 1 6 1 01 2 1 4
Jardan 2 7 3 311 2 2 2 3 3 6 5 3
Korea 4 &5 4 8 1 2 4 3 4 4 3 2 3 4
Malaysia 3 03 3 8 3 21 2 1 2 3 4 2 3
Mexico 3B/ oM AN w1 8 6 5 5 5 4 4 413
Maorocco 5 3 1 31 21 311 1 3 2 2
Pakistan 12 1M1 &6 4 4 3 3 3 7 9 8 8 7
Peru 11 12 9 7 3 4 2 0 2 4 2 2 2 5
Philippines f 8 6 9 6 4 7T 3 3 B B B 3 B
Poland 28 201512 ¥ 10 &5 2 1 4 2 1 2 8
Fortugal 4 3 2 3 2 3 4 4 3 2 2 3 3 3
Fussian 197 48 15 28 86 21 21 16 14 11 13 10 9 38
South Africa 8 7 89 7 5 &5 B 9 6 1 3 5 T B
Sri Lanka 8 1610 9 &5 61410 6 8 12 10 16 10
Thailand B 6 6 8 0 2 2 1 2 3 &5 5 2 4
Turkey g8 80 86 85 65 55 54 45 25 11 10 11 9 4§
Wenezuela G0 100 50 36 24 16 13 22 31 22 16 14 18 33

Source: World Bank Development Indicators, World Bank (2009)
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Table A.5.2. Official exchange rate

This table provides the official annual exchange rate of a country compared to the US Dollar. It also provides the
exchange rate fluctuation in the data period. Fluctuation is measured by the standard deviation of the official
annual exchange rate of a country compared to the US Dollar in the data period is 1995 until 2007. The dots in
the table means that there is no information available.

>

(O]

a)

& 8 & 3 & 8 3 s 8 & 8 8 & =

EmergingMarkets & & 3 2 K & & & & & & & o
Argentina 1 1 1 1 1 1 1 3 3 3 3 3 3 1.0
Brazil 1 1 1 1 2 2 2 3 3 3 2 2 2 0.8
Chile 397 412 419 460 509 540 635 689 691 610 560 530 522 0.3
China 8 8 8 8 8 8 8 8 8 8 8 8 8 0.0
Colombia 913 1,037 1,141 1,426 1,756 2,088 2,300 2,504 2,878 2,629 2,321 2,361 2,078 0.7
Czech Republic 27 27 32 32 35 39 38 33 28 26 24 23 20 0.2
Egypt 3 3 3 3 3 3 4 4 6 6 6 6 . 0.5
Greece 1 1 1 1 1 1 1 1 1 0.0
Hungary 126 153 187 214 237 282 286 258 224 203 200 210 184 0.4
India 32 35 36 41 43 45 a7 49 a7 45 44 45 41 0.2
Indonesia 2,249 2,342 2,909 10,014 7,855 8,422 10,261 9,311 8,577 8,939 9,705 9,159 9,141 1.3
Israel 3 3 3 4 4 4 4 5 5 4 4 4 4 0.2
Jordan 1 1 1 1 1 1 1 1 1 1 1 1 1 0.0
Korea 771 804 951 1,401 1,189 1,131 1,291 1,251 1,192 1,145 1,024 955 929 0.2
Malaysia 3 3 3 4 4 4 4 4 4 4 4 4 3 0.2
Mexico 6 8 8 9 10 9 9 10 11 11 11 11 11 0.3
Morocco 9 9 10 10 10 11 11 11 10 9 9 9 8 0.1
Pakistan 32 36 41 45 50 54 62 60 58 58 60 60 61 0.3
Peru 2 2 3 3 3 3 4 4 3 3 3 3 3 03
Philippines 26 26 29 41 39 44 51 52 54 56 55 51 46 0.4
Poland 2 3 3 3 4 4 4 4 4 4 3 3 3 03
Portugal 1 1 1 1 1 1 1 1 1 0.0
Russia 5 5 6 10 25 28 29 31 31 29 28 27 26 2.1
South Africa 4 4 5 6 6 7 9 11 8 6 6 7 7 05
Sri Lanka 51 55 59 64 71 77 89 96 97 101 100 104 111 0.4
Thailand 25 25 31 41 38 40 44 43 41 40 40 38 35 0.3
Turkey . . . . . 1 1 2 2 1 1 1 1 05
Venezuela 1 1 1 1 2 2 2 2 2 05

Source: World Bank Development Indicators, World Bank (2009)
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This table provides the annual relative GDP growth per emerging market (%). The data period is 1995 until

Table A.6.1. Relative GDP growth
2007.

A.6. Economic growth
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A.7. Population

Table A.7.1. Population
This table provides the total population per emerging market (millions). The data period is 1995 until 2007.

(O]

o

L g 5 ¥ 2 8 ¥ § 8 I 8 8 5 %

Emerging Markets & = = = = Q Q Q Q Q Q Q Q Z
Argentina 35 35 36 36 37 37 37 38 38 38 39 39 40 37
Brazil 162 164 167 169 172 174 177 179 182 184 187 189 192 177
Chile 14 15 15 15 15 15 16 16 16 16 16 16 17 16
China 1,205 1,218 1,230 1,242 1,254 1,263 1,272 1,280 1,288 1,296 1,304 1,311 1,318 1,268
Colombia 36 37 38 39 39 40 40 41 42 42 43 43 44 40
Czech Republic 10 10 10 10 10 10 10 10 10 10 10 10 10 10
Egypt 61 62 63 64 65 67 68 69 70 72 73 74 75 68
Greece 11 11 11 11 11 11 11 11 11 11 11 11 11 11
Hungary 10 10 10 10 10 10 10 10 10 10 10 10 10 10
India 932 949 965 982 999 1,016 1,032 1,049 1,064 1,080 1,095 1,110 1,125 1,031
Indonesia 193 195 198 201 204 206 209 212 215 218 221 223 226 209
Israel 6 6 6 6 6 6 6 7 7 7 7 7 7 6
Jordan 4 4 4 5 5 5 5 5 5 5 5 6 6 5
Korea 45 46 46 46 47 47 47 48 48 48 48 48 48 47
Malaysia 21 21 22 22 23 23 24 24 25 25 26 26 27 24
Mexico 91 93 94 95 97 98 99 100 101 102 103 104 105 99
Morocco 26 27 27 28 28 28 29 29 30 30 30 30 31 29
Pakistan 122 125 128 132 135 138 141 145 148 152 156 159 162 142
Peru 24 24 25 25 25 26 26 26 27 27 27 28 28 26
Philippines 69 70 72 73 75 76 78 79 81 83 85 86 88 78
Poland 39 39 39 39 39 38 38 38 38 38 38 38 38 38
Portugal 10 10 10 10 10 10 10 10 10 11 11 11 11 10
Russian 148 148 147 147 146 146 146 145 145 144 143 143 142 145
South Africa 39 40 41 42 43 44 45 45 46 46 47 47 48 44
Sri Lanka 18 18 18 18 19 19 19 19 19 19 20 20 20 19
Thailand 58 58 59 59 60 61 61 62 62 63 63 63 64 61
Turkey 62 63 64 65 66 67 69 70 71 71 72 73 74 68
Venezuela 22 23 23 23 24 24 25 25 26 26 27 27 27 25

Source: World Bank Development Indicators, World Bank (2009)
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