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ABSTRACT

International Aquisitions (IAs) have been used extensively by companies. Although IAsdiffer from
domestic aquisitions, there is not a literature review about how they differ. A literature review of
acquisitions in terms of comparison between international and domestic deals is provided in this study.
Based on the literature, it was shown that international acquisitions differ significantly from domestic
acquisitions in terms of motivations, outcomes, success factors, integration problems, information
asymmetry, and diversification. The study also identifies new aveanues for acquisition researh. The
acquisition paradox and motivation-outcome inconsistency are identified as major issues in acquisition
research, and ways to deal with these issues including using benchmarking methodology, risk-adjusted
returns, and examining motivations in different ways are provided. In addition, acquisitions by emerging
market multinationals and private companies, acquisitions of state-owned enterprises, pre-announcement

and negotiation stages are identified as understudied areas with great potential in acquisition research.
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ULUSLARARASI VE ULUSAL SiRKET SATIN ALIMLARININ KARSILASTIRILMASI:
LITERATUR OZETi VE GELECEGE DONUK ONGORULER

OZET

Uluslararast sirket satin alimlar: son yillarda olduk¢a sik kullanilmakta olmasina ragmen, bu sirket satin
alimlarmmin  ulusal sirket satin alimlarindan nasil farklilastigr  hakkinda bir literatiir taramasi
bulunmamaktadir. Bu ¢calismada, ulusal ve uluslararas: sirket satin alimlarmin karsilastiriimas: hakkinda
detayli bir literatiir taramasi yapilmaktadr. Bu literatiir taramasina dayanilarak, ulusal ve uluslararasi
sirket satin alimlarimin satin almanmin motivasyonlari, sonu¢lari, basart faktorleri, entegrasyon sorunlari,
bilgi asimetrisi ve cesitlendirme acilarindan farkliik arz ettikleri gosterilmistir. Calisma ayrica, sirket

satin alma konusundaki arastirmalar i¢in yeni perspektifler sunmaktadir. Sirket satin alma paradoksu ve
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motivasyon-sonug tutarsiziigi literatiirdeki bazi sorunlar olarak belirlenmis olup, kiyaslama metodolojisi,
riske uyarlanmis performans kriterleri ve gsirket satin alimlarinin motivasyonlarimin farkly sekilde ele
alinmasi gibi oneriler sunulmustur. Bunlara ek olarak, gelismekte olan iilkeler ve 6zel sirketler tarafindan
yvapilan sirket satin alimlary, kamu iktisadi tegebbiislerinin satilmalari, sirket satin alimlarmin duyuru
oncesi ondeki pazarlik siireci az ¢alisilmig alanlar olarak belirlenmis ve bu alandaki arastirmacilarin

dikkatlerine sunulmustur.

AnahtarSozciikler: Uluslararas: ve Ulusal Sirket Satin Alimlar, Literatiir Taramasu.

1. INTRODUCTION

There are multiple ways to grow a company. One option is to purchase another corporation. This
process is better known as an acquisition. Mergers and Acquisitions (hereafter referred to simply as
acquisitions) have become one of the most popular ways to grow today.Thousands of companies engage
in acquisitions and spend billions of dollars each year. The number and value of acquisitions peaked in
2007 (UNCTAD, 2008). In that year, there were more than 45,000 transactions, with a total value of
approximately 5.5 trillion US dollars. The total money spent on acquisitions is larger than the gross
domestic products (GDPs) of most countries. As a result of globalization and more liberal policies, we see
more international acquisitions (1A), which constitute a significant portion of all foreign direct investment
(FDI) activity around the world. 1As are one of the main vehicles for the internationalization of
multinational companies (MNCs). Although Greenfield investment still accounts for more than half of all
FDI flow, the number and value of IAs have been increasing faster than Greenfield investment
(UNCTAD, 2012).

A large body of literature on the topic of acquisitions has developed in the fields of finance,
management, economics, and accounting, which reflects the multidisciplinary nature of acquisitions. In
the light of their popularity, acquisitions were found to provide a mixed performance for acquirers
(Cartwright and Schoenberg, 2006). Despite the huge number of studies in this field, the failure rates were
found to be the same, and the real impacts of acquisitions and the underlying success factors remain
poorly understood (Rotting, 2009). Moreover, the question of why companies continue to use them, given
the high failure rates, has still not been fully answered. These might explain the increasing number of
studies published in acquisition research including the review studies. However, most of the reviews about
acquisition research focus on domestic acquisitions (DA) or take a general approach of acquisitions (e.g.,

Haleblian, Devers, McNamara, Carpenter, and Davison, 2009; Cartwright and Schoenberg, 2006;
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Shimizu, Hitt, Vaidyanath, and Pisano, 2004). Despite the increasing popularity of IAs, there is not a
recent literature about how IAs are different from DAs. The goal of this study is to review the current state
of literature on IAs and provide a review about the differences between international and domestic
acquisitions, which has not been done in earlier review studies. Building on this review, we will also

outline new directions for future acquisition research.

There are several differences between international and domestic acquisitions. 1As can be initiated
with different motivations such as stock market return or fluctuations in currency of a foreign country,
which are not antecedents for DAs. Agency costs are also more explicit in IAs compared to DAs, and they
play a more triggering role for 1As. One of the major differences between IAs and DAs are in terms of
success factors. Different from DAs, country factors such as cultural distance, institutions, etc. play a
critical role in the success of 1As. The differences between the environments of acquirer and target in 1As
make the post-acquisition integration process more complex compared to DAs. Moreover, those
differences make the information asymmetry a bigger problem for 1As than for DAs. IAs also differ from
DAs in terms of outcomes and they usually lead to lower performance than DAs. This has been attributed
to the additional complexity of IAs, post-acquisition integration problems, information asymmetry, and
agency costs. Despite these negative aspects of 1As, they provide diversification benefits which are not
available for DAs. Finally, the issues in acquisitions research are identified and directions for future
research are provided. Motivation-outcome inconsistency is a major problem in acquisition research and
we suggest using multiple measures for assessing outcomes or survey studies to understand motivations
better. These can also resolve the acquisition paradox, which still remains as an unanswered question. In
terms of the directions for future research, there is a great potential in acquisitions by emerging markets or
private firms and acquisition of state-owned enterprises, which have not been studied much. We also
identify some topics that have great potential such pre-announcement and negotiation processes, target

selection, due diligence, etc.

This study contributes to the literature in several ways. First of all, the increase in the number of
studies published on this issue has provided new findings that could change the dynamics of this stream of
literature. This review includes the most recent studies in IA research and provides new insights in the
field. Another major contribution of this study is to focus on 1As. Most importantly, unlike earlier reviews,
this review addresses differences between international and domestic acquisitions. This analysis also
addresses some issues in acquisition research and propose ways to resolve them. Finally, understudied

and novel areas in A research were identified; this opened the door to new ways of studying IAs.
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The rest of the paper proceeds as follows. In the next section, we provide an in-depth review about
the differences between international and domestic acquisitions. The topics include the motivational
differences, success factors, integration, information asymmetry, diversification, and outcomes. Next, we
identify gaps in the acquisition research and provide future directions. In the last section, we conclude the

review.
2. DIFFERENCES BETWEEN INTERNATIONAL AND DOMESTIC ACQUISITIONS

Acquisitions have received much attention in the literature, and there have been many reviews
concerning them. In one of those studies, Shimizu, Hitt, Vaidyanath, and Pisano (2004) reviewed
international acquisitions as a mode of entry, a dynamic learning process, and a value-creating strategy.
Cartwright and Schoenberg (2006), based on the literature, discussed the reasons for the high failure rate
of acquisitions. Some reviews specialize on particular aspects of acquisitions. For instance, Rotting
(2009) examined international acquisitions from the perspective of the management field. Haleblian et al.
(2009) developed a framework for examining studies about acquisitions in terms of antecedents,
moderators, and outcomes. In another review study, Shi, Sun and Prescott (2011) combined the bodies of
literature on alliance and acquisition and assessed them together. In his review of acquisitions, Vazirani
(2012) assessed the performance outcomes of acquisitions from the human resource perspective. Another
review study proposes linking existing approaches within acquisitions in order to acquire a better
understanding of them (Gomes, Angwin, Weber, and Tarba 2013).The most recent review provides
abibliometric study about mergers and acquisitions based on studies in the last 30 years (Ferreira, Santos,
de Almeida, and Reis 2014). Most of these prior literature reviews addressing acquisitions focus on
domestic acquisitions. However, an increasingly important portion of the acquisition activity in the world
is occurring between different countries. Despite many similarities between international and domestic
acquisitions, they cannot be treated the same. Therefore, it is important to make a distinction between
domestic and international acquisitions and discuss the differences between them. In this study, we discuss

the differences between international and domestic acquisitions based on the literature in this field.
2.1. Motivational differences

Firms engage in acquisitions at the optimal time: when the target is undervalued or the acquirer is
overvalued. The valuation driver of an acquisition can be the result of market valuation or exchange rates.
Country level differences play a critical role for 1As in terms of valuation driver of acquisitions.

Companies that are located in countries whose stock markets have increased in value tend to engage in
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more IAs (Erel, Liao, and Weisbach, 2012). The driver can be undervaluation of a foreign stock market as

well.

Another view that has been used mainly in the finance literature to explain the valuation
motivation of IAs is financial theory, which argues that companies take advantage of changes in the
exchange rates when making 1As. When the currency of the country where the acquirer is located
appreciates, targets in foreign countries become cheaper, and acquirers take advantage of undervalued
targets.Uddin and Boateng (2011) found that exchange rates have a significant impact on 1As undertaken
by UK companies.Georgopoulos (2008) provided similar empirical evidence for US acquisitions in
Canada. Erel, et al., (2012) also showed that there are more acquisitions by firms whose country’s
currency has appreciated. In sum, market performance and currency fluctuations of foreign countries are
important as drivers of 1As, which is not the case for DAs.

The agency view, which argues that the CEOs may not behave according to shareholders’
interests, has also been used to explain the acquisition behavior of firms (Jensen, 1986; Shleifer and
Vishny, 1989). This view posits that there is a conflict of interest between shareholders and managers,
which leads to ego-driven acquisitions by managers. According to this view, managers engage in
acquisitions for their own interests, which are not necessarily beneficial for the company. Increasing his or
her compensation is one of the motivations for a CEO to undertake an acquisition. A breadth of literature
has demonstrated that there is an increase in CEO compensation following an acquisition (Yim, 2013;
Harford and Li, 2007; Grinstein and Hribar, 2004; Bliss and Rosen, 2001). In addition to increasing
compensation, prior research has shown that CEOs tend to use acquisitions to build business empires,
increase their power, and reduce employment risk (Gomez-Mejia and Wiseman, 1997; Haleblian and
Finkelstein, 1993). As a result of increasing power, entrenched managers choose low-synergy targets and
overpay, which leads to failures in acquisitions. (Harford, Humphery-Jenner and Powell, 2012). As 1As
are larger than DAs on average, they have greater likelihood of being initiated with agency driven
motivations compared to DAs. IAs lead to larger increases in firm size and hence more increase in CEO
compensation. International acquisitions also increase the complexity of firms due to cultural differences,
information asymmetry, geographic dispersion, and exchange rates (Duru and Reeb 2002). To the extent
that complexity requires greater pay (Rosen, 1992), it follows that the CEO compensation should be
greater following IAs than with domestic acquisitions. Therefore, the agency costs for 1As are greater than

the costs for DAs. Because, CEOs can benefit from IAs more compared to DAs.

IAs are perceived to be riskier than DAs and there are also firm-level antecedents that affect the

likelihood of 1As and DAs differently. For instance, greater slack and acquisition experience increase the
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likelihood of engaging in an 1A compared to a DA (Alessandri, Cerrato, and Depperu, 2014). CEO level
factors also affect the likelihood of engaging in an 1A rather than DA. A CEO might avoid risky but high
potential 1As, which is not in the best interest of shareholders. Consistent with this argument, Matta and
Beamish (2008) found that CEOs who have more options and equity in the company have less incentive to
engage in lAs, in order to protect their own wealth. So, there are several motivations/drivers of

acquisitions that have different impact on likelihood of international and domestic acquisitions.
2.2. Success factors

One of the major differences between IAs and DAs is the success factors. Unlike domestic
acquisitions, 1As involve country-level factors that affect their success. Targets in IAs are from foreign
markets, and there are country level differences in addition to firm level differences. These country-level
factors have mainly been examined in the international business literature. The focal issue in this literature
is the compatibility of institutions between home and host countries. For instance, cultural distance, which
can be defined as a lack of cultur, al fit between countries, is one of the most-studied phenomena (e.g.
Chakrabarti,Gupta-Mukherjee,andJayaraman, 2009; Reus and Lamont, 2009; Morosini, Shane, and Singh,
1998). Geographic distance, another country-level fctor, influences the communication and integration

processes of acquisitions and has a negative impact on 1A success (Kang and Kim, 2008).

Additional country-level factors that influence the success of 1As are laws and regulations in the
host country. As common law tradition has a stronger orientation to the protection of private property
rights, it provides better investor protection compared to the civil law tradition. Consistent with this view,
Von Eije and Wiegerinck (2010) found greater bidder returns after acquisitions by common law firms
compared to the acquisitions by civil law firms. Other examples of country-level factors that affect the
success of IAs are investor protection (John, Freund, Nguyen and Vasudevan, 2010) and overall

institutional quality (Brockman, Rui, and Zou, 2013).
2.3. Post-acquisition integration

Post-acquisition integration has been viewed as a challenge for acquisitions. Integration has been
defined as the fit between the organizational cultures of the acquirer and the target, namely, the similarity
of cultural practices, administrative procedures, and personal characteristics between the two firms
(Jemison and Sitkin, 1986). This stream of literature, known as the process perspective, views integration
of acquirer and target as a determinant of success or failure in acquisitions (Haspeslagh and Jemison,
1991; Kitching, 1967). According to this view, a lack of organizational fit leads to a culture clash between

the acquirer and the target (Cartwright and Cooper, 1990). The underlying assumption of this view is that
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large cultural differences could be correlated with negative emotional and behavioral responses of
employees due to culture shock (Buono, Bowditch, and Lewis, 1985).

IAs differ from domestic acquisitions in terms of post-acquisition integration problems (Child,
Falkner, and Pitkethly, 2001). The integration of two companies is a very complex process that is difficult
to manage. Because the acquirer and the target in an 1A are from different environments, complexities and
problems in IAs are greater than in domestic acquisitions (Mukherji, Mukherji, Dibrell, and Francis,
2013). For instance, people from different cultures who speak different languages must work together
after an 1A, and their differences make it more difficult to manage the integration successfully. Employees
at acquired company are less involved in the integration process and less cooperative when the cultural
distance is great (Krug and Nigh, 2001). Cultural distance also impedes the transfer of key capabilities and
constrains communication between the workforces of the acquirer and the target (Reus and Lamont,
2009). Lack of communication can lead to employee stress and negative attitudes during integration
(Weber, Shenkar, and Raveh, 1996). Work alienation between individuals from the acquirers and the
targets in 1As negatively affect technology and knowledge sharing as well (Brannen and Peterson, 2009).
In addition, 1As have significantly more geographic distance when compared to domestic acquisitions.
Geographic distance has been shown to negatively affect communications between the acquirer and target
companies, which damages potential synergies (Kang and Kim, 2008). All these findings suggest that

there are greater integration problems in 1As compared to DAs.

IAs pose additional challenges in terms of controlling and monitoring the acquired company,
compared to DASs, even after the integration issues are resolved. For instance, accounting standards in the
host country can prevent the acquirer from conducting effective monitoring. Personal behavioral
differences due to national culture also affect controlling negatively in terms of impairing the motivation
of employees of the acquired company.Being acquired by a foreign company can increase this insecurity

more in an IA than in a domestic acquisition.
2.4. Information asymmetry

Information asymmetry is another area where 1As differ from domestic acquisitions. Information
asymmetry between the acquirer and the target has been viewed as a major problem in acquisitions and a
reason for failure. The basic notion behind this view is that the target firm possesses superior information
about its own value, which makes it difficult for the acquirer to value the target (Akerlof, 1970). This
creates a risk of overpayment for the acquirer, in addition to excessive costs during the due diligence and

negotiation processes (Reuer, Shenkar,andRagozzino, 2004).Thus, information asymmetry leads to
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overpayment or overvaluation of the target, which results with lower performance after an acquisition
(Lin, Chou, and Cheng, 2011).

IAs pose greater risks than DAs in terms of information asymmetry. This is because, in an IA,
there are more differences between two companies operating in different environments than in a DA
(Mukherji et al., 2013). If the institutions are not well developed in the host country, the information
asymmetry problem will be higher. For instance, the differences in accounting practices and disclosure
requirements in the host country can prevent the acquirer from obtaining accurate information about the
target. Information asymmetry regarding the intellectual assets of the target and the legal protection of
these assets also creates uncertainty about the returns generated after an 1A. This uncertainty lowers the
synergy potential of an IA and leads to lower returns (Moeller and Schlingemann, 2005).

2.5. Outcomes

Although there are not many studies that compare international and domestic acquisitions in terms
of outcomes, IAs are found to experience lower announcement stock returns compared to DAs (Conn,
Cosh, Guest, and Hughes, 2005; Moeller and Schlingemann, 2005). Similarly, Weche Geluebcke (2015)
found a negative effect of 1As on productivity compared to DAs in Germany. The market views IAs more
negatively than domestic acquisitions because of international risks such as currency risk, political risk,
and foreign market risk (Conn et al., 2005; Moeller and Schlingemann, 2005). In contrast with those
studies, Bertrand and Zitouna (2008) found stronger efficiency gains for IAs compared toDAs. However,

domestic acquisitions outperform international acquisitions in general.

There are several explanations for the performance differences between international and
domestic acquisitions. Most of the negative aspects of acquisitions are more explicit in 1As than in
domestic acquisitions, which affect their potential for success. For example, according to the agency
theory, CEOs use acquisitions for their own interests at the expense of shareholders’ interests. Because
IAs are larger and more complex than domestic acquisitions (Mukherji et al., 2013), they create greater
agency costs. Additionally, 1As differ from domestic acquisitions due to the complexities of operating in a
new environment as well. This new environment elicits novel risks; for instance, firms that engage in 1As
are faced with risks such as the “‘liability of foreignness’’ (Zaheer, 1995). As stated in earlier sections,
IAs pose more challenges than DAs in terms of post-acquisition integration and information asymmetry as
well, which may lead to lower performance.

IAs also have indirect effects, which are different from DAs. IAs are more complex than DAs, and

management needs to put more effort into the integration process. Devoting too much time and effort to
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the integration process may make top management unable to focus on other important decisions and may
damage the overall performance of the company (Zollo and Meier, 2008). In some other cases, the
expected synergies may be achieved, but the performance of the acquirer may not be improved due to the
negative effects of acquisition on other stakeholders such as suppliers, government, competitors,
customers, etc. (Zollo and Meier, 2008). For instance, a company may face informal sanctions by local
government after an IA if the local competitors have power over the government. Acquirers restructure the
target companies following the IAs, which can create some tension with the government and also result
with a negative public image in the host country. These indirect negative outcomes are less of an issue for

DAs where there is a more stable and certain environment.
2.6. Diversification

One of the differences between international and domestic acquisitions that favor IAs is the
diversification. Boateng, Qian, and Tianle (2008) showed that the diversification is one of the main
motivations of 1As.Companies want to diversify their earnings via 1As, and geographic diversificationhas
shown to affect performance positively (Rami'rez-Aleso'n and Espitia-Escuer, 2001). Companies which
diversify through IAs can get a competitive advantage relative to companies who engaged in domestic
acquisitions.

IAs also provide benefits in terms of location-specific advantages that are not available to
domestic acquirers. For example, 1As can be more beneficial than DAs, as they allow acquirers to have
access to the factor endowments in host countries, which in turn enhances productivity more compared to
DAs (Conyon, Girma, Thompson, and Wright, 2002). 1As can also have benefits in terms of flexibility in
dispersing production activities. Because the company has the option to locate production somewhere else,
an lA gives it more bargaining power with employees. Lommerud, Straume, and Sogard (2006) showed
that wages are lower after an 1A than a DA. So, diversification provides additional benefits in IAs in terms

of risk reduction and flexibility.
3. NEW DIRECTIONS FOR ACQUISITION RESEARCH

Although numerous acquisition studies have been accomplished, there are still many unanswered
questions and gaps in the research. The present study proposes ways of completing acquisition research

that will solve the discrepancies and understudied areas of prior research.
3.1. Motivation / outcome inconsistency

Companies engage in acquisitions for various reasons; enhancing innovativeness, improving their

value by creating synergies, accessing important resources, improving productivity, preventing
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competitors from becoming stronger, diversification, etc. On the other hand, most of the studies in the
literature examine acquisition outcomes in terms of single performance measures, and most of them
indicate high failure rates for acquisitions. However, companies have different motivations for
acquisitions, and some of these motivations may not be covered by the measures used. For instance, a
motivation for engaging in an acquisition could be improving productivity and efficiency, which may not
be reflected in stock prices in the short term. Samples that are used for empirical studies contain acquirers
with different motivations, but one dimension of performance is used to decide whether an acquisition is a
success or failure, which creates the problem of motivation/outcome inconsistency. Consistent with this
argument, Seth, Song, and Pettit (2002) suggested that a possible explanation for the conflicting findings
in the literature might be a failure to account for the different motives of each acquisition. This is a more
important problem in terms of international vs. domestic acquisitions. As stated earlier, the motivations of

international and domestic acquisitions can be different and they cannot be treated the same.

We believe that the problem of motivation/outcome inconsistency can be addressed by developing
new ways of assessing acquisition outcomes. Looking to one measure is not enough to determine whether
an acquisition is a failure or not, because no single measure can cover different motivations. A significant
number of studies have used short-term stock market reactions to acquisitions to assess their outcomes,
following the basic principles that markets are efficient and that stock prices contain all of the pertinent
information about the firms (Fama, 1970; MacKinlay, 1997). However, there is a growing body of
literature (Fama and French, 2007; Zajac and Westphal, 2004) that argues that markets are not perfectly
efficient all the times. Moreover, acquisitions are strategic actions by firms and contain different
motivations. Due to the complexity of these events, it may be misleading to assume that the potential
benefits and consequences of acquisitions are reflected in stock prices. There is empirical evidence about
the inconsistency between short-term market reaction to acquisitions and returns in the long-term (e.g.
Chang and Tsai, 2013; Oler, Harrison, and Allen, 2008). This empirical evidence shows that the short-
term reactions of markets might not assess the impacts of acquisitions appropriately; they can best indicate
the expectations of the market for the acquisition, rather than the actual value created (Haleblian et al.,
2009). Schijven and Hitt (2012) also proved that investors react to acquisitions based on the premiums
paid and available public information instead of on objective, rational-deductive assessments. Profitability
ratios have been criticized as assessing past performance but not providing insights about sustainable,
long-term, competitive advantage (Buckley, Pass, and Prescott, 1988). They may also be misleading, as
firms can forego short-term profits for long-term growth (Buckley et al., 1988), which is the case for many

acquisitions. Similarly, Custodio (2014) demonstrates how the g-based measures, which are used
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extensively to assess acquisition success, are biased. She argues that the acquired assets are usually
reported higher than the actual pre-acquisition book values, which make the post-acquisition q-measures
lower. She views this as a reason of the diversification discount and suggests subtracting goodwill from
the book value of assets to calculate q-based measures. We suggest that acquisitions need to be elaborated

beyond a single performance dimension, as they have implications for different outcomes.

Another way to address this problem and to link the motivations of companies to the outcomes of
acquisitions is to use an index that consists of various performance measures. In this way, most of the
motivations of companies will be taken into account, and the outcomes of acquisitions will be assessed
more effectively. Creating an index also has its own challenges, such as which measures to use and what
weight should be given to each measure. However, this is an area with great potential for acquisition

research.
3.2. The acquisition paradox

Despite the high failure rates reported in the literature, acquisitions have been used extensively by
companies; this discrepancy creates a paradox. Why do companies continue to engage in acquisitions at an
increasing rate, given the high failure rates in the literature? There has been a pressing need to respond to
this research lacuna. CEO overconfidence, agency costs, and managerial hubris have been widely used in
the finance literature to explain this paradox (e.g., Billet and Qian, 2008; Ismail, 2008). However,
increasing public information, which prevents opportunistic behavior, greater incentives for CEOs, and
more effective monitoring by boards make these explanations puzzling. Because, all stated changes lower
agency problems and the likelihood of opportunistic behavior of CEQOs. Therefore, this discrepancy has
not been resolved completely, and the question of why companies continue to use acquisitions remains
unanswered.

One way to resolve this discrepancy is to understand the motivations of acquisitions better. Most
of the identified motivations/antecedents of acquisitions depend on interpretations of data, but we do not
know the real motivations of managers for acquisitions. Therefore, we need a better understanding of the
motivations for acquisitions, which will lead us to assess outcomes more accurately. The best way to
assess these motivations is to use survey methodology. However, due to the difficulty of collecting survey
data from decision-makers, very few studies use this methodology in acquisition research (e.g., Zollo and
Meier, 2008; Zaheer, Castaner, and Souder, 2013). This is an understudied area with great potential for

future research.
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Another novel perspective for addressing the issue of the acquisition paradox is to use risk-
adjusted returns to assess the outcomes of acquisitions. The expected rate of return is adjusted according
to the level of risk in order to assess the attractiveness of an investment decision. Although there are huge
variations in the risk levels of acquisitions, most studies have not taken risk into consideration and have
focused only on outcomes. However, outcomes should be adjusted based on the amount of risk, and
people should expect more returns with higher risk. Risk-adjusted returns should be used in order to assess
and compare outcomes more effectively.

One of the underlying reasons for the acquisition paradox is the ambiguity of the definition of
failure, as discussed earlier. The determination of an acquisition as a failure or success is closely related to
the methodology used, which might be another way to explain the acquisition paradox. Most of studies
have compared pre- and post-acquisition performance or have examined the post-acquisition performance
alone to gauge the impacts of acquisitions. Although they are used frequently, these approaches have some
drawbacks. They do not enable us to see what would happen to either firm if they did not engage in an
acquisition. Despite econometric methods, there is no best way to determine whether a firm would
perform better if it had not engaged in an acquisition. The best way to examine the impact would be to
compare the performance of the company after engaging in an acquisition with its performance given no
acquisition. To assess the effects of the acquisition, benchmarking can be used. The propensity score
method, which is becoming increasingly popular (e.g. Brockman et al., 2013; Chang, Chung, and Jungbien
Moon, 2013), is an effective way of comparing two samples to assess the impact of an event. Using a
control sample enables us to exclude external factors that affect the performance of a company and assess
the acquisition outcome more effectively. Thus, matching methodology should be used to assess

acquisition outcomes effectively.
3.3. New trends and understudied areas

In this section, trends in acquisition are discussed, as they provide us with directions for future
research. One of the trends is the increasing number of 1As compared to DASs as a result of globalization
and global competition. According to the World Investment Report(UNCTAD, 2008) the value of IA
activity in 2007 was $1,637 billion and the 1A activity has been increasing faster than Greenfield
investment (UNCTAD, 2012). Due to the increasing number and growing importance for MNCs and their
unique characteristics that differ them from domestic acquisitions, there is a need for a better
understanding of the opportunities and challenges of 1As. One of the areas that have potential in IA
research is governance in the host country. We still do not know which governance dimensions are most

important in explaining the 1A performance. There are also relatively few studies about the impact of
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different stakeholders on IA success. In one of these studies, Fong, Lee, and Du (2013) found that Chinese
consumers exhibit attitudes that are more negative toward the post-acquisition target following an
acquisition by foreigners. We believe that stakeholders in the host country, such as non-governmental

organizations, banks, and local suppliers are worth examining in terms of their impact on IAs.

Another pattern regarding acquisition activity is the increase in involvement of MNCs from
emerging markets. Most acquisitions used to occur between developed countries. However, the percentage
of acquisitions that involve emerging countries increased from 10% to 30% in last ten years (The
Economist, 2010), whereas in 2010, the share of European countries fell to 29% (Saigol and Thomas,
2010). Most of the findings in the literature are based on public US or European acquirers. However,
emerging firm acquirers have different characteristics, and the results of prior studies cannot be
generalized to them. There is empirical evidence regarding the variations in returns based on different
sampling techniques (e.g.Capron and Shen, 2007). There are also very few studies that examine the
private acquirers, which can have different characteristics than public firms. In one of the few studies that
examine private acquirers, Bargeron,Schlingemann, Stulz, and Zutter (2008) showed why public acquirers
pay more premiums compared to private acquirers. Given the greater availability of data on emerging
markets and private firms, future acquisition studies should focus more on acquirers from emerging
countries and on acquisitions undertaken by private firms. Moreover, given the trend of privatization in
emerging and developing countries, MNCs have been increasingly acquiring state-owns enterprises. There
are very few studies that examine the acquisitions of state-owned enterprises (e.g. Jory and Ngo, 2014),

which is an understudied area.

Most of the literature has examined the antecedents and outcomes of acquisitions. Antecedents are
related to the period before the acquisition announcement, and outcomes are related to the period after the
deal is completed. There is a period between the acquisition announcement and completion when a
significant amount of negotiation is taking place. Almost 20% of announced acquisitions are withdrawn
during this period. However, we do not know much about what is happening during this time. The reasons
for withdrawn acquisition announcements and the impact of these on both the acquirer and target are
necessary research areas. In one of the very few studies that examine withdrawn acquisitions, Jacobsen
(2014) show that market reacts more positively to the withdrawal decisions related to price compared to
withdrawal decisions for other reasons. The pre-announcement period is also an understudied area and
there are very few studies about this period. In one of these studies, Luypaert and De Maeseneire (2015)

examined the drivers of deal completion and completion time. Selecting the right target is crucial for
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creating synergies and an effective integration process. The target selection process before the
announcements should be examined in future studies to answer the following questions: How do acquirers

select targets? What are the critical criteria that affect the selection of the right targets?

Acquisitionstudies usually examine a single acquisition and its impact on a company for a specific
time period. However, acquisitions are usually a part of long-term organizational plans. Instead of taking a
one-shot picture of a company, scholars should adopt a larger perspective and look at other acquisitions
and strategies of the company. Barkema and Schijven (2008) stated that, “The performance implications
of a single acquisition are dependent on that acquisition’s position within the acquirers’ acquisition
sequence. Thus, accounting for post-acquisition integration as a long-term process rather than a ‘one-shot
game’ can reveal acquirer gains that are often overlooked when examining single acquisition events.”
(Barkema and Schijven, 2008: 715). Following this notion, a series of acquisitions of firms can be
analyzed in the future. The question of which acquisitions create more value in a sequence of acquisitions

would be an interesting, future research topic.
4, CONCLUSION

Scholars from multiple fields, including management, finance, and economics have shown
increasing interest in acquisitions. As indicated earlier, acquisition research is still incomplete, and there
are a number of issues that need to be resolved. In this study, a review of acquisition research in terms of
the differences between international and domestic deals, is provided. This study has contributed to the
field of M&As in several ways. First of all, to the best of our knowledge, there is not a literature review
that compares international and domestic acquisitions. We fill this gap by reviewing studies and
comparing international and domestic acquisitions. This study proves that the international and domestic
acquisitions are not the same and they should be treated differently. There is a need for more studies that
compare international and domestic acquisitions. This comparison can be done in terms of both
motivations and outcomes of acquisitions. More importantly, the success factors of international and
domestic acquisitions can be different as some factors can affect two types of acquisitions differently.

Thus, international and domestic acquisitions should be compared in terms of success factors as well.

Our study also identifies the issues in acquisition research and provides some insights to resolve
them. One of the major problems in M&A research, the discrepancy between the findings and
practitioners’ behavior, is identified and referred as the acquisition paradox. Motivation/outcome
inconsistency is discussed as another problem in previous studies. This review raises questions about the

definition of failure for acquisitions and suggests new ways of assessing acquisition outcomes. This study
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also draws attention to trends in acquisitions and show that 1As and acquisitions done by private firms and
multinationals in emerging countries need more attention, due to their increasing use. Understudied areas,
such as the pre-announcement period, the negotiation and due diligence processes, factors that affect
acquisition completion and serial acquisitions were also identified. Despite these contributions, the study
has some limitations. This study has not any empirical analyses to examine the findings
eonomometrically. A meta-analyses about the findings of international and domestic comparisons will be
a good future research oppurtunity. As most of the existing literatiire is based on the samples from
developed countries, this literature is more applicable to developed country context. This limits the
generalizability of findings to emerging country contexts. A literature-review focused on emerging
markets acquuisitions can be another potential study for future research.
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