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Abstract 

A central insight of institutional theory is that markets cannot operate without social 

institutions that govern economic transactions, such as laws, culture, norms, and networks. As 

these institutions are developed and mainly operate within national borders, intercountry spaces 

suffer from a lack of institutional arrangements to guide economic transactions. What, then, can 

explain the global integration of mergers and acquisitions markets over the last three decades 

from an institutionalist perspective? I argue that the upsurge of cross-border mergers and 

acquisitions was made possible by diffusions of governmental policies that directly regulate 

transactions: antitrust law and merger control. This argument sharply contrasts with deregulation 

arguments that market integrations are possible by eliminating government regulations rather 

than by creating new ones. My empirical chapters find that adoptions of antitrust law and merger 

control actually increase the volume of incoming cross-border mergers and acquisitions in 

adopter countries. Antitrust law increases foreign acquisitions by signaling that adopter countries 

conform to global norms of market-oriented reforms. Merger control facilitates foreign 

acquisitions by stipulating otherwise unclear procedures of buying companies in adopter 

countries. 
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CHAPTER 1:  

INTRODUCTION 

 
There has been ample research on international policy diffusion over the last two decades 

in sociology, international relations, economics, and other social science disciplines. 

Traditionally, national policies had been thought of as being developed within each nation 

individually, and scholars looked at domestic factors such as economic growth, population, 

political party, and labor power to explain policy decisions (Flora and Heidenheimer 1981; 

Pierson 1996; Shalev 1983; Skocpol 1992; Wilensky 1975). Over the last three decades, the 

ideas that states are not isolated but influence each other in policy decisions and that policies are 

contagious in the globalized world have been much studied. Scholars have accumulated 

abundant evidence that policies spread across nations. For example, neoliberal policies (Henisz, 

Zelner, and Guillén 2005; Simmons and Elkins 2004), political institutions (Torfason and Ingram 

2010; Wejnert 2005; Wimmer and Feinstein 2010), and criminal regulation (Frank, Camp, and 

Boutcher 2010) all travel across countries. 

Yet relatively little attention has been paid to what role these policies play in economic 

globalization (cf. Weber, Davis, and Lounsbury 2009). A lacuna in the literature is the lack of 

studies on the after-story of global policy diffusions, although the effects of diffused policies are 

well studied in domestic settings. Examples of the latter include that the downsizing of the public 

health care sector has negative effects on worker motivation in that sector (Franco, Bennett, and 

Kanfer 2002); a longer unemployment benefit duration does not solve the problem of high 

unemployment rates in Europe (Machin and Manning 1999); and neoliberal policies aggravate 

the problem of inequality (Lazzarato 2009). However, the effects of diffused policies in a global 

setting have not received much scholarly attention. 
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From the perspective of economic sociology, there is a good reason to study how newly 

adopted policies influence international economic transactions. The central tenet of economic 

sociology is that the market does not operate in a social vacuum but rather is embedded in 

various institutions such as networks, cultural values, and government policies (Burt 1992; 

Fligstein 2001; Zelizer 1994). These various social factors govern economic transactions. They 

set important terms of exchanges; for example, the limitation of goods that can be sold and 

bought, how corporations operate their businesses, how property rights are settled, deciding 

sanctions to malfeasances, decisions about exchange partners, and even effects of market prices. 

Institutionalists have different foci regarding these social factors depending on their disciplines 

and theoretical camps, but the common ground is that market transactions are governed by those 

social factors. 

The central question of this dissertation is: What are the consequences of institutional 

isomorphism among states on international economic transactions? To answer this question, I 

analyze policy diffusion’s effect on global economic transactions. 

 

Policy diffusion and economic globalization 

For institutionalists, global market transactions are an intriguing phenomenon to explain 

because there are few social factors that govern transactions between countries. Compared to 

domestic transactions, international exchanges suffer from the lack of a governmental body that 

enforces contracts, as well as from fewer legal frameworks, less dense networks, and less 

cultural consensus. The in-between space between countries is thus called an “institutional 

abyss” (Alcacer and Ingram 2013). 
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Some sociologists focus on intercountry networks as a social factor that provides 

institutional arrangements. It is the wisdom of social capital and network theorists that interactor 

relationships provide cultural affinity and trust that reduce the risk of malfeasances (Granovetter 

1985; Uzzi 1996). They scaled up this insight to a global level, and argued that country pairs 

with more contacts measured by intergovernmental organizations (IGOs) have both increased 

levels of trade (Ingram, Robinson, and Busch 2005) and foreign direct investment (Alcacer and 

Ingram 2013). This is an institutionalist view in that it focuses on the social factors that govern 

economic transactions. 

Acknowledging the importance of these in-between arrangements, this dissertation argues 

that there can be another form of institutional apparatus to facilitate international transactions: 

globally diffused government policies. If regulations for economic transactions are newly 

adopted by developing countries, and if the regulations originated from developed countries, they 

can provide, for example, a certain level of institutional familiarity for contractors from the 

developed countries. The diffusion of economic regulation means the actors will see more 

homogenous rules in international transactions, and this can possibly act as an institutional 

arrangement to reduce uncertainty or cultural gaps. 

Some economists (Buch and DeLong 2004; Chen and Findlay 2003; Evenett 2002) have 

predicted that antitrust and merger control might reduce the volume of mergers and acquisitions 

(M&As) because their primary purpose is to control anti-competitive market practices and the 

M&As through which companies can increase market share. It is intuitive to predict a negative 

impact of antitrust and merger laws on cross-border M&As. In countries with merger controls, a 

deal is not completed until it goes through a merger-review process with the relevant government 

agency. The review process can take as long as a year, is prone to arbitrariness, and is frequently 



4 

 

followed by large fines if the contracting parties close a deal that the agency later determines to 

be anticompetitive. The merger-review process, thus, does not seem likely to facilitate cross-

border M&A activities. 

This view, however, does not consider the flipside of regulation. Although these laws are 

intended to curb rather than ease M&A transactions, they can promote international deals 

because most of the acquirers are from countries that have similar laws, and newly adopted laws 

in host countries will make the acquisition process more familiar and clearer to buyers. This 

reduces legal and economic uncertainty in a foreign host country. 

This view is in line with two other sociological studies that argue government regulations 

can be conducive to global market integration. Sweet and Fligstein (2002) illustrate European 

Union (EU) market integration as an exemplary case of positive integration. The number of 

legislations on trade implemented by European Commission is positively associated with an 

increase in trade, which is counterintuitive if one thinks that the more regulations there are, the 

more obstacles there will be to inter-market trade. The emergence of the EU market occurred 

because of the collective efforts of European governments to provide a common form of 

regulation. 

Economist and sociologist Karl Polanyi made a similar argument. He explained how the 

emergence of national markets, which comprises all the markets from different regions within a 

nation, was made possible by deliberate state action in Western Europe (Polanyi 1944). Polanyi 

asserted that integration of local markets at the national level was made possible by the artificial 

stimulus of states that established mercantile systems, thus boosting their national power in 

foreign affairs. This integration is in sharp contrast to the negative integration view, which posits 
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that exchanges between different markets are facilitated by removing government regulations so 

that there is no obstacle between market participants from different regions. 

This study contributes to research on economic globalization by analyzing the facilitating 

effects of government regulations—antitrust and merger laws—on cross-border mergers and 

acquisitions (CBAs). 

 

Antitrust and merger control 

During the 1990s and 2000s, antitrust and merger laws rapidly spread across the globe. 

Antitrust law purports to promote the principle of market competition by banning anti-

competitive behaviors such as price-fixing; market allocation; abuse of dominant market power; 

price discrimination; setting market entry barriers; application of dissimilar conditions to 

equivalent transactions; and concerted practices, whether horizontal, vertical, or conglomerate. 

As shown in Figure 1.1, in 1990 less than 30 countries had antitrust, but in 2006 more than 100 

countries had such legislation. 

The scope of merger control is much narrower than antitrust. It only regulates M&A 

transactions with anticompetitive consequences. Government agencies review M&A deals to 

assess the resulting market shares. If they decide that these shares are too high and thus posit 

risks for market competition, they do not approve the deal. The trend toward adopting merger 

control is similar to that of antitrust law. The pace of the diffusion was slow before 1990 and 

then greatly increased thereafter, as shown in Figure 1.1. 

Antitrust and merger control have high degrees of similarity across the globe because the 

late adopters modeled their laws after those of the United States and European Union (Kovacic 

1998, 2000). The diffusion of these laws is an example of global isomorphism. It raises the 
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similarity of regulations across different countries, and thus can work as an institutional 

arrangement that guides cross-border transactions. 

Figure 1.1. Cumulative Number of Countries that Adopted Antitrust Law and Merger Control 

 

Chapter outline 

Chapter 1 analyzes the effect of the adoption of antitrust and merger control on the 

volume of incoming cross-border acquisitions in the adopter countries. This chapter suggests that 

the diffusion of antitrust and merger control can fill in the institutional abyss for CBA. Using 

fixed-effects models, it shows that the adoption of antitrust and merger control by a country 

significantly increases incoming cross-border acquisitions. 

Chapter 2 examines the interplay between the newly diffused laws: antitrust and merger 

control, and IGO networks on CBA. This chapter discusses that networks can be replaced by 

newly diffused domestic institutions that conform to a global norm. An IGO network’s 
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facilitating effect on CBA is diminished when a target country has antitrust. There is a consensus 

among countries that antitrust is a “good institution,” and when target countries conform to this 

norm by adopting it, an IGO network’s effect is diminished. The chapter also discusses that 

networks can complement domestic institutions. Contrary to antitrust, an IGO network’s 

facilitating effect on CBA gets larger when a target country has merger control. There is no 

consensus on whether merger control is a good or bad institution, although it posits high levels of 

uncertainty for foreign investors. When this uncertainty is present, an IGO network’s effect gets 

larger. 

Chapter 3 analyzes the learning mechanism of policy diffusion. Sociologists have 

produced rich research on four mechanisms of policy diffusion: constructivism, coercion, 

competition, and learning (Dobbin, Simmons, and Garrett 2007). Of the four, few studies 

empirically analyzed the learning mechanism. This current research is an exploratory study on 

the vicarious learning process of countries using data on the diffusion of antitrust and merger 

control across the globe. Using event history models, it finds a preliminary evidence that 

countries learn from the economic performances of peer countries that adopted antitrust and 

merger control. 
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CHAPTER 2:  

INSTITUTIONAL CONDITIONS FOR ECONOMIC GLOBALIZATION: 

EFFECTS OF ANTITRUST AND MERGER LAWS ON THE GLOBAL INTEGRATION 

OF THE ACQUISITION MARKET 

 

 

Introduction 

A central tenet of economic sociology is that the market does not operate in a vacuum, 

but rather is embedded in various institutions such as networks, cultural values, and government 

policies (Burt 1992; Zelizer 1994; Fligstein 2001). In the current globalized era, these social 

institutions are not simply found in isolated nation-states, but are transferred across nations by 

world culture (Boli and Thomas 1997; Meyer et al. 1997). The travel of social institutions across 

national boundaries makes countries isomorphic in terms of the institutions (Dobbin et al. 2007; 

Henisz et al. 2005; Torfason and Ingram 2010). In this paper, I examine how this institutional 

isomorphism contributes to economic globalization.  

In explaining international economic transactions, sociologists have focused on the 

institutional arrangements between countries. Since most norms, networks, and rules have been 

developed within the borders of individual nation-states, intercountry space is said to be an 

“institutional abyss,” lacking the institutional frameworks that support economic transactions 

(Alcacer and Ingram 2013; Ingram et al. 2005). Scholars have found that in this in-between 

space, intergovernmental organizations and bilateral agreements play important roles in 

determining transaction partners and enforcing contracts, reducing uncertainty, and bridging 

cultural gaps (Alcacer and Ingram 2013; Elkins, Guzman, and Simmons 2011; Ingram et al. 

2005).  
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While acknowledging the importance of these between-countries arrangements, I argue 

that another form of institutional apparatus can facilitate international transactions: diffusion of 

common regulatory frameworks on transactions. By way of illustration, if a developing country 

seeking an increased level of transactions with developed countries newly adopts market 

regulations resembling the developed world, it will provide institutional familiarity for 

transaction partners even without inter-governmental agreements or other formal arrangements. 

Diffusion of standard economic regulations could mean that actors will face more homogenous 

rules in international transactions, reducing transactional uncertainty.  

This paper specifically examines the effects of antitrust and merger laws—which have 

diffused rapidly across the globe since the 1990s—on the cross-border mergers and acquisitions 

(M&As) the laws are intended to regulate. Economists (Buch and DeLong 2004; Chen and 

Findlay 2003; Evenett 2002) have predicted that adoption of these regulations will reduce the 

volume of M&As because their primary purpose is to restrain rather than liberate M&A 

transactions. Under these regulations, proposed transactions that meet certain criteria must 

undergo a review process by a relevant governmental agency which can take as long as a year 

and carries a risk of disapproval if the governmental body determines that the M&A would have 

an anti-competitive effect on markets. Economists’ predictions are based on the apparently sound 

logic that antitrust and merger laws incur legal costs, slow down transactions, and create risks for 

deals being revoked.  

This view, however, does not consider the flip side of the regulations: they stipulate 

M&A procedures for adopter countries that in the past have had obscure or outlandish. Since 

most of the newly adopted antitrust and merger laws are modeled after those in the US and EU, 

the contents and form of these regulations are significantly standardized throughout the world, 
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providing legal familiarity to market participants. Moreover, these regulations set up legal 

procedures of buying companies in adopter countries which otherwise would remain unclear and 

fuzzy for foreigners. All in all, although their regulatory purpose is to control M&A transactions, 

the laws can also facilitate the transactions since they reduce the legal and economic uncertainty 

of doing business in a foreign host country. Using a cross-national and dyadic longitudinal 

dataset, I show that antitrust and merger laws indeed have facilitating rather than restrictive 

effects on the cross-border acquisitions that they are intended to regulate.  

These findings allow me to make two contributions. First, I explain an empirical 

phenomenon that eluded economic perspectives by calling on institutional sociological ones. The 

upsurge of cross-border acquisitions (CBAs) in the 1990s received much attention from financial 

scholars. Economists have tried to explain the growth of the market for CBAs with financial 

factors by arguing that companies take over foreign firms when it is profitable. For example, a 

pair of countries will have more CBAs when the acquiring country’s stock market valuation is 

elevated and target country’s is devaluated, or when the acquiring country’s currency is strong 

and that of the target country is depreciated (Erel, Liao, and Weisbach 2012; Evenett 2002). 

Also, when the tariff on the target country is high, exporting costs rise and takeovers become 

profitable (Hijzen, Görg, and Manchin 2008). However, this line of reasoning cannot explain the 

historical trends of CBAs. Relative valuation differences existed before the 1990s and in fact 

were even larger in the 1960s and 1970s. Currency differences were also higher before the 

1990s. According to the financial theory, these factors should have increased the profitability, 

and therefore the instance, of CBAs. But there were few cross-border mergers at that time. This 

discrepancy can only be explained by some dramatic change during the 1990s and 2000s. I show 
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that the rapid spread of antitrust and merger laws across the globe during that time period 

contributed to the CBA wave.  

Second, I shed light on the after-story of global policy diffusion. Whereas scholars have 

accumulated abundant evidence that government policy and business practices spread across 

nations—for example, neoliberal policies (Henisz, Zelner, and Guillén 2005; Simmons and 

Elkins 2004), political institutions (Wejnert 2005; Wimmer and Feinstein 2010), criminal 

regulation (Frank et al. 2010), and sports (Kaufman and Patterson 2005)—relatively little 

attention has been paid to the role these policies and practices play in globalization after they are 

adopted. I fill this void by describing a case where diffused policies facilitate economic 

transactions.  

In this paper, I use a cross-national longitudinal dataset to analyze how the adoption of 

antitrust and merger laws affected cross-border takeovers from 1990 to 2005 for countries that 

adopted these laws after 1990. The results demonstrate the strong positive effects of these laws 

on CBA activities. In the following section, I review recent worldwide CBA trends.  

 

The Wave of Cross-Border Acquisitions 

CBAs have been on the rise since the early 1990s. Over the decade from 1990-2000, the 

transaction value, number of deals, and number of participating countries all surged. Some 

scholars call this period the first cross-border merger wave (Black 2000). Figure 2.1 shows the 

increasing volume of CBAs worldwide. The transaction volume reached its first peak in the year 

2000 with a value of US$ 1,219 billion, a 620% increase from US$ 168 billion in 1990. After a 

slump in the mid-2000s, it reached its second peak at US$ 997 billion in 2007. The CBA share of 
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total M&A activities1 shows a similar pattern of waves and a clear generally increasing trend: 

prior to 1990 about 20% of total deals worldwide were cross-border acquisitions, and this share 

rose to 35% in 2011.  

 

Figure 2.1. Cross-border M&A Transaction Volume as in 2005 Dollars and as Share of Total Deals 

including Domestic Takeovers from 1988 to 2011 

 

Along with this increasing volume of transactions, the number of countries involved in 

CBAs has been also rising, as shown in Figure 2.2. In 1990, 50 countries were involved in cross-

border takeovers as targets. In 2012, 111 countries—more than double the 1990 figure—were 

targets of acquisitions. The number of acquirer countries has risen from 39 in 1990 to 82 in 2012, 

 

 

1 Total M&A activities mean aggregation of domestic and cross-border deals. 
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a 110% increase. It is notable that the diversity of nationalities involved in CBA has been 

steadily increasing regardless of the waves of CBA volume.  

The overall increase in CBA transaction value and the number of involved countries all 

show that national borders have been gradually dematerializing in corporate M&A activities. The 

market for corporate assets has been integrated to a global scale. In the next section, I review the 

theoretical camps that seek to explain this global phenomenon. First, I outline the economic and 

financial explanations that focus on financial factors and deregulation, then I propose my theory 

and hypotheses.  

 

Figure 2.2. The Number of Acquirer and Target Countries 

 

 

Financial Factors 

CBAs have received significant attention from scholars of economics and finance, and 

extant research has produced valuable findings on three financial conditions that drive the 
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occurrence of CBAs up or down. First, a devaluated stock market in a particular country means 

reduced prices of companies, which invites CBAs, whereas highly valuated stocks mean 

increased prices and discourage CBAs. (Erel, Liao, and Weisbach 2012; Vasconcellos and Kish 

1998). A second factor, currency depreciation or appreciation, also affects the cost of 

acquisitions. If a county’s currency is depreciated, foreign investors face reduced costs and are 

more likely to conduct acquisitions, whereas highly valued currency discourages takeovers by 

increasing the costs (Cushman 1985; Froot and Stein 1991). Third, presence of tariffs can have 

two-way effects on CBAs. A company faces two choices for entering a foreign market: exporting 

its goods to a target country or building or acquiring an operation within the target country. 

According to the “tariff-jumping” argument, a high tariff increases the cost of exporting to the 

country, making a CBA a relatively more attractive option because it bypasses the tariff barrier 

(Brainard 1993; Carr, Markusen, and Maskus 2001). A competing argument is that higher tariff 

rates discourage CBAs by shielding domestic firms from international competition and thus 

driving up their valuations (Bjorvatn 2004; Horn and Persson 2001).  

 

Deregulation 

Neoclassical economic wisdom says that market integration arises from deregulation. A 

generally accepted tenet of neoclassical economics is that the market results in an efficient 

allocation of resources, while government regulation, as a rule, does not (Stigler 1971). 

Government regulation distorts the market mechanism and generates opportunities for rent-

seeking behaviors of public officials or other powerful interest groups (Becker 1983; Peltzman 

1976). International capital movements and trade are not exempt from this skeptical view of 

government regulations: to utilize their nations’ comparative advantages, neoclassical economics 
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holds that government interventions and barriers to exchange should be eliminated, paving the 

way for integrated markets that are better off than segregated markets (Bekaert 1995; Krueger 

1998).  

This deregulation argument extends to CBAs. Evenett (2002) claims that a merger-review 

regime significantly reduces cross-border takeovers in a host country. He finds that countries 

with merger control have significantly lower incoming CBA volumes. But his findings are based 

on a cross-sectional analysis that includes data from only one year (1999); thus it cannot observe 

how a country’s CBA volume changes before and after the adoption of merger control, limiting 

its ability to draw a robust causality. Despite the prevalence of the claims that merger regulation 

will kill CBAs in numerous academic papers and business reports, the Evenett study is the one to 

date that empirically examines the effects of merger regulations on CBAs. Norbäck and Persson 

(2007) argue that a restrictive cross-border merger regime will be harmful, and advocate 

investment liberalization. Berger and Humphrey (1992) make a similar point that bank mergers 

can benefit from laxer antitrust regulations. This sentiment on merger regulations is widely 

shared in financial communities and easily observed in rhetoric in the field. This quote from a 

Washington-based antitrust attorney well summarizes the sentiment against widespread antitrust: 

"It's a nightmare just knowing every place in the world where you've got to file. . . Some of these 

countries have antitrust statutes and they don't even know what they mean” (Marc Schildkraut, as 

cited in Squeo 1998).  

 

Institutionalization and Positive Integration 

Scharpf (1999) calls the economists’ conception outlined above a negative integration 

perspective: the different markets will be integrated when the barriers separating the markets 
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from each other are removed. Motivations for profitable transactions do not have borders, and 

when the governmental regulations unnaturally blocking international trade or capital movement 

are gone, market actors will freely engage with foreign businesses, resulting in market 

integration. On the contrary, a positive integration perspective holds that the elimination of 

barriers is not enough for integrated markets. Deliberate efforts by governmental bodies are 

required to establish common or similar guiding rules in each local market so that actors from 

two different markets face clear and familiar rules with fewer discrepancies in arranging 

transactions (Scharpf 1999).  

Sweet and Fligstein (2002) point to EU market integration as a case of positive 

integration. They find that the number of regulations passed by the EU’s legislative body is 

positively associated with increases in trade, and argue that the process of reducing discrepancies 

among member states and establishing common rules was crucial for the integrated EU market. 

They conclude that the emergence of the EU market was brought about by the collective efforts 

of European national governments, legislative bodies of the EU, and interest groups to produce 

common regulations. 

This line of thought can be traced to German economist and sociologist Karl Polanyi. 

Polanyi (1944) explains how the emergence of national markets in European countries, which 

integrated all the previously separated regional markets from different provinces, was made 

possible by deliberate state actions:  

 

“Internal trade in Western Europe was actually created by the intervention 

of the state. . . . Deliberate action of the state in the fifteenth and sixteenth centuries 

foisted the mercantile system . . . thus clearing the way for a national market which 
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increasingly ignored the distinction between town and countryside as well as that 

between the various towns and provinces.” 

“The nineteenth century naively imagined that such a development was the 

natural outcome of the spreading of markets.” 

Karl Polanyi (1944). The Great Transformation. Chapter 5. 

 

Polanyi asserts that integration of local markets at the national level was only made 

possible by the artificial stimulus of states that wanted to establish mercantile systems to boost 

their national power in foreign affairs, not through the naturally expanding forces of markets. 

Likewise, Bandelj (2009) finds that when states use policy to institutionalize globalization as a 

desirable developmental strategy, these supports confer legitimacy to foreign direct investments 

(FDI), and the volume of incoming FDI increases. Normative and symbolic support by Eastern 

European governments drew capital flows into the region.  

This positive integration perspective conforms to institutional theories on the market, but 

are discordant with mainstream economics. In mainstream economics, the role of state 

interventions is limited to supporting the work of efficient market forces. This role mainly 

involves dealing with potential market failures, for example by providing infrastructure and 

solving externalities or informational asymmetries (Horwitz 2018; Peltzman 1976; Stigler 1971). 

On the contrary, in institutionalist theories, the market has co-evolved with the historical 

development of state regulations. Institutionalists have shown that business practices, 

competition, economic development, and even the conception of economic efficiency itself, 

which are often thought to have evolved solely based on the logics of the markets, have actually 

been significantly shaped by the state. For example, business practices and modes of competition 
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change over time as they cope with governmental antitrust regulations (Fligstein 1990; Dobbin 

and Dowd 2000); concepts of efficiency in economic realm were evolved resembling the 

authority structure in political realm (Dobbin 1994); the state selectively supports or discourages 

different forms of economic organizations by defining property rights (John L. Campbell and 

Lindberg 1990); economic development largely depends on the state effectiveness (Evans 1995; 

North 1990); the so-called deregulation processes in the neoliberal era from the early 1980s was 

merely a change in the way the state regulates markets—a shift toward indirect and more 

sophisticated methods—rather than actual deregulation (Krippner 2007; Vogel 1996).  

I join the institutionalists’ efforts to examine the state’s influence on markets. I especially 

examine the emergence of the global M&A market with antitrust laws and merger controls 

regulations that 1) are designed to control M&As, and 2) diffused across the globe beginning in 

the late 1980s at rapid rates. Before developing my hypotheses, I briefly describe the laws and 

their global diffusion.  

 

The Diffusion of Antitrust Laws and Merger Control 

During the period of CBA expansion in the 1990s and 2000s, antitrust and merger laws 

spread rapidly around the globe. Antitrust laws are intended to protect market competition, a core 

concept of capitalism, by prohibiting activities that are thought to harm or limit competition. The 

activities that these laws ban are generally standardized across countries: price-fixing, market 

allocation, abuse of dominant market power, price discrimination, setting market entry barriers, 

application of dissimilar conditions to equivalent transactions, and concerted practices, whether 

horizontal, vertical, or conglomerates (Kennedy 2001; Kovacic 2009; Kudrle 2006; Melamed 

1998; Posner 2009). The United States enacted the world’s first antitrust law, the Sherman Act, 
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in 1890. From this time up until World War II, other capitalist countries did not strictly ban 

cartels, and in some cases even encouraged them (Wells 2002).  

After World War II, the United States urged industrialized countries to enact antitrust 

laws, and in particular forced Japan and German to adopt them (Palim 1998; Posner 2009; Wells 

2002). It was not until the late 1980s that developing and least developed countries jumped on 

the bandwagon to adopt antitrust and merger control. (F. Kronthaler and Stephan 2007; Palim 

1998). The late adopters modeled their laws after those in the developed world (Kovacic 1998; F. 

Kronthaler and Stephan 2007; Wells 2002). For example, the Ukrainian antitrust law adopted in 

1992 has all the common elements of US antitrust laws: bans on price-fixing, allocation of 

markets, distortion of prices, setting up market entry barriers, price discrimination, concerted 

practices among different business entities, and limiting or controlling production, markets, or 

investments.2  

In the 1980s, market competition solidified its position as a global economic norm. 

Antitrust laws became a prevalent agenda in intergovernmental agreements and organizations 

such as the General Agreement on Tariffs and Trade (GATT) and the World Trade Organization 

 

 

2 Relevant Ukrainian legislation includes the Law of Ukraine on Protection of Economic Competition 

(enacted January 11, 2001); the Law of Ukraine on the Antimonopoly Committee of Ukraine (November 

26, 1993); Regulation No. 26-r of the Antimonopoly Committee of Ukraine on the Procedure for 

Obtaining the Antimonopoly Committee’s Approval for Concerted Practices (February 12, 2002); 

Regulation No. 219-r of the Cabinet of Ministers of Ukraine on the Order on Approval of Concerted 

Practices and Concentrations of Business Entities (February 28, 2002); Regulation No. 27-r of the 

Antimonopoly Committee of Ukraine on Typical Requirements to the Concerted Practices for Exemption 

from Obtaining Preliminary Approval of the Antimonopoly Committee of Ukraine (February 12, 2002); 

Regulation No. 5 of the Antimonopoly Committee of Ukraine on Rules for the Review of Applications 

and Cases on Infringements on Protection of Economic Competition (April 19, 1994); Regulation No. 49-

r of the Antimonopoly Committee of Ukraine on the Procedure for [MC: Is the part and yellow the normal 

translation of this law? It doesn’t work well grammatically in English.] Determining of Undertakings’ 

Monopoly (Dominant) Position (March5,  2002). 
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(WTO) (Fiebig 2000; Wells 2002). The International Monetary Fund (IMF) and the World Bank 

began to suggest to their borrowers that they adopt antitrust laws to enhance competition (F. 

Kronthaler and Stephan 2007). The legislation became a requirement for membership in the EU, 

and this influenced some former socialist countries to adopt the laws as well. 

Merger control is a subset of antitrust laws with the specific purpose of filtering out 

M&As with anticompetitive consequences. Under typical merger control legislation, a proposal 

for an acquisition is reviewed by a government agency, a process that takes two to six months. 

At the end of the review, the agency approves or rejects the proposal based on its assessment of 

the anticompetitive consequences of the deal. In most countries, the deal cannot be closed 

without approval from this agency.  

Figure 2.3 shows the long-term trend of adoptions of antitrust and merger control laws. 

Antitrust and merger control rapidly diffused during between 1990 and the late 2000s. Before 

1990, fewer than 30 countries had antitrust regulations. But during the 1990s, over 60 

countries—many developing and least developed countries—newly adopted laws, resulting in 

over 100 countries with antitrust regimes by 2006. Similarly, before 1990, fewer than 20 

countries had merger control, whereas in 2010 over 100 countries have it.  
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Figure 2.3. Cumulative Number of Countries that Adopted Antitrust Law and Merger Control 

 

 

The Rule-Setting Effect of Merger Control  

Merger control has been thought to discourage acquisition transactions since it makes the 

process more burdensome: it requires companies to report their proposed deal to a merger-review 

agency (over 60% of merger control regime require premerger notification), and the deal cannot 

be completed until the agency reviews the potential anti-competitive effects. Often, the lengthy 

review process draws criticism from financial commentators. For example, the Brazilian antitrust 

agency faced blame that it took too long for its review of the 2004 acquisition of Garoto, a 

Brazilian chocolate maker, by Nestlé, a Swiss food and drink giant, only to revert it after two 

years (Welsh 2004). Indian merger control has been criticized for a lengthy review process that 

can take up to 210 days; financial commentators predict that the merger control will cause 

takeover deals to dwindle (Mariniello 2013). Generally, economists predict that merger laws will 
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have a negative effect on CBAs (Buch and DeLong 2004; Chen and Findlay 2003; Evenett 

2002).  

But a merger control has another face: it clarifies the legal steps for transactions by 

stipulating formal procedures for M&As that were previously ambiguous or non-existent. Many 

developing and least-developed countries have no rules governing M&As, and those that do exist 

are obscure. Even if a country has relevant rules, they are frequently scattered across different 

sets of laws rather than written in a standalone act, making it hard to understand what the 

legitimate procedure is (Botta 2010). But with a formal merger control, the rules and tacit 

procedures are specified and become accessible to the public. This is particularly beneficial for 

foreign companies. When a developing country adopts merger laws, they become more readily 

accessible to foreign firms, since the law firms in that country publish the rules translated into 

English. In some cases, the government itself publishes the English version on the Internet. This 

rule-setting effect of a merger control will attract acquisitions from foreign companies.   

 Compared to foreign acquirers, domestic companies would not experience the procedural 

uncertainty as much since they are more familiar with the norms and customs of their corporate 

community. Rather, the lack of merger control can even be a positive factor if there are no 

requirements for notifications and review processes. Thus for domestic takeovers, I predict that 

the new burden of unavoidable formal procedures, which can take several months to navigate 

with lawyers and paperwork, will outweigh the rule-setting effects of merger control.  

 

Hypothesis 1. The adoption of merger control in a target country will decrease the 

volume of domestic acquisitions but will increase the volume of cross-border ones.  
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It may seem that merger control’s positive effects on CBAs fall in line with the quality of 

institutions argument. Leading scholars of this theoretical camp posit that good institutions, such 

as strong accounting standards and investor protections, are crucial for the development of 

financial markets. Countries with legal origins in common law tend to have more developed 

financial markets than countries with other legal traditions. This is because have higher 

accounting standards, which promote transparent information flows between companies and 

investors and better investor protection against managers, which eventually facilitates 

fundraising through stock markets (La Porta et al. 1997, 1998, 1999, 2000; Shleifer and 

Wolfenzon 2002). Under his view, merger control might be seen as an example of a quality 

institution that attracts foreign capital.   

However, merger control is more complex than good accounting standards or investor 

protection. This is rooted in the fact that governments have a substantial amount of discretion in 

the merger review process, so there is room for arbitrariness in the process of assessing a 

potential anti-competitive outcome of a takeover deal. This makes it possible that a merger 

control at times is used as a tool for interventionist governments to distort the market to their 

own interests (Kovacic 1998; Sokol 2009). Some governments want to protect “national 

champions” from being acquired by foreign investors based on nationalistic sentiments, or even 

selectively approve the deals that benefit the interest of companies they have connections to 

(Hamp-Lyons 2009; Page 1997). This is in direct contrast with so-called good quality institutions 

such as property rights and accounting standards, wherein once the rules are set out, the 

government has very limited influence. For these reasons, new adoptions of merger control laws 

have not always garnered cheers from market-oriented reformists.  
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Thus I hypothesize that the law’s effect on CBA will be not universal across adopter 

countries. More developed countries tend to have less corruption, more established rule of law, 

and better public scrutiny. Foreign investors will react to new merger control based on their 

assessment of the government. 

 

Hypothesis 2. Merger control’s effect on cross-border takeovers will be positive for 

countries over a certain level of development and negative for countries under it.   

  

The Signaling Effect of Antitrust Laws 

States set up the fundamental institutions of markets (John L. Campbell and Lindberg 

1990; North 1990). For foreign investors, a country’s institutional settings are of primary 

consideration since their funds would be under the governance of those institutions. One of the 

biggest concerns for foreign acquirers is whether they will be treated fairly compared to domestic 

firms. In many developing countries, large corporations have strong connections to government 

officials and receive preferential treatment. Incumbent corporations make attempts to protect 

their existing market shares against newcomers using anti-competitive practices (Brus 1989; 

Deese and Olson 1983; Gerber 2010).  

In this regard, international organizations such as OECD, IMF, and World Bank have 

promoted the adoption of antitrust laws in developing countries. Aside from the matter of how 

substantially the law is implemented, the simple fact of its adoption sets the general tone of a 

nation’s economic policies: market competition as the principle of organization of economic 

activities. It sends a clear signal to foreign investors that the government is for, not against, the 

market economy. Thus I hypothesize that antitrust laws will increase cross-border acquisitions. 
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Unlike merger control, antitrust is not likely to reduce domestic takeovers. In the US 

experience, in fact, it had the opposite effect. When anti-competitive arrangements among large 

competitors were banned by an antitrust law, mergers and acquisitions became a viable option 

for US companies wishing to grow in size in the late nineteenth century. When the Sherman Act 

was enacted in 1890 to ban cartels, corporations changed their growth strategies to mergers and 

acquisitions (Dobbin and Dowd 2000; Fligstein 1990; Roy 1997).  

Hypothesis 3. The adoption of antitrust law in a target country will increase the 

volume of both cross-border and domestic acquisitions.  

 

The effectiveness of signals is likely to vary across countries. Studies in economic 

sociology have found that actors rely more on signals in uncertain environments (Kollock 1994; 

Podolny 1993). Markets in less developed countries often suffer from government corruption, 

illegitimate state interventions, and cartel acquiescence among powerful market actors (Brus 

1989; Deese and Olson 1983; Gerber 2010). When these countries adopt antitrust practices, they 

will have a more positive influence on foreign investors’ decisions than those adopted by 

developed countries.  

 

Hypothesis 4. The effect of antitrust laws on cross-border acquisitions will be larger 

in less developed countries than in more developed countries.  

 

Data and Method 

I tested the hypotheses using longitudinal data from 1990 to 2005 on 87 countries with 

fixed effects models. The countries in my sample are the “late adopters” of antitrust or merger 
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laws: those that newly adopted antitrust and/or merger control laws after 1990. “Early adopters” 

that enacted both antitrust and merger control laws before 1990 are excluded because CBA data 

is only available beginning in 1990; thus it is not viable to use fixed effect modeling to compare 

CBA activity in early adopters before and after the adoption of the laws.  

I collected the data on antitrust and merger-control laws from multiple sources. First, the 

antitrust law adoption year is based on four sources: the Competition Law Database from the 

World Bank; Competition Regimes in the World, issued by the Centre for Competition, 

Investment & Economic Regulation of the Consumer Unity and Trust Society (CUTS); 

Kronthaler’s data (2007); and Anticartel Enforcement Worldwide. Each dataset covers different 

countries, so multiple data sources are needed to maximize coverage. The merger-control law 

adoption years are gathered from Worldwide Merger Notification Requirements, by Gidley and 

Paul (2009) of the law firm White & Case. This database contains extensive coverage of 215 

countries and provides information on the adoption year of the merger-review regime, whether 

the notification requirement is pre- or post-completion of the deal and mandatory or voluntary, 

and the length of the review phases.  

The volume of cross-border and domestic acquisitions is taken from the Thomson 

Reuters SDC Platinum database, which has extensive information on M&As across the globe, 

including cross-border and domestic M&As, beginning in 1985. Their data before 1990 are less 

reliable in terms of coverage, so I use data from 1990 to prevent any bias.  

Dependent variable  

The dependent variable is the volume of mergers and acquisitions, measured by numbers 

of transactions. A cross-border acquisition involves two parties, an acquirer and a target. My 

research has an inherent focus on target countries with the purpose of identifying the effects of 
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newly adopted antitrust and merger laws on M&A activity by foreign acquirers in the adopting 

country. My unit of analysis is a country-year, and the dependent variable is the number of firms 

acquired in a given country-year. I model two kinds of takeovers separately: cross-border and 

domestic deals. For example, if Country A had ten takeovers from foreign acquirers and twenty 

from domestic acquirers in a certain year, it has the value of ten for CBAs and twenty for 

domestic takeovers. 

Independent Variables 

The key independent variables are two: the adoption of antitrust law and merger control. 

They take the value of zero before the adoption year and one from the adoption year onward. 

Along with the dependent variable, each independent variable including control variables is 

measured annually. 

Control Variables 

To control for financial explanations, I include exchange rates, tariff rates, and market 

capitalizations. The higher the exchange rate for a target country, the lower the valuation of the 

country’s assets, which means cheaper prices for foreign investors. Exchange rates are measured 

as an annual average. Tariff rates are for the weighted mean of manufactured products. The 

weighted mean can capture the real effective tariff rate better than the simple mean tariff rate. 

The tariff for primary goods, not manufactured products, has limited relevance to cross-border 

takeovers. Thus, the weighted mean of tariffs for manufactured products is the most suitable 

control for this study. A higher tariff in a target country means higher costs of market entry by 

trade and can act as an incentive for foreign investors to enter the market via CBA. Market 

capitalization measures the overall valuation of companies in each country. Market capitalization 

of a company is number of shares of the company times current market price of one share. The 
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summation of these values for all listed companies generates the market capitalization of a 

country. The lower the valuation of firms in a country, the more firms will be acquired by 

foreign buyers.  

Other control variables are GDP per capita, GDP growth rate, population, and the size of 

trade as a percentage of GDP. GDP per capita measures the level of economic development 

while GDP growth rate measures the overall performance of the economy. The size of trade as a 

percentage of GDP captures general openness to global markets. The more open a target country 

is to global markets, the higher the chance that foreign investors will acquire that country’s 

firms.  

Major political factors are also controlled for in this study. Data on democracy and 

liberalization of the movement of capital and people were collected from datasets that are widely 

used in political science. I use the Polity 2 variable from the Polity IV Project, which is widely 

used as an indicator for institutional democracy (Marshall, Gurr, and Jaggers 2012). 

Liberalization of the movement of capital and people was taken from the Fraser Institute’s 

Economic Freedom of the World Data (Gwartney, Lawson, and Hall, 2015). Intergovernmental 

Organizations (IGO) membership is simply the number of memberships a country has in any 

IGOs, retrieved from the Correlates of War database.  

Descriptive statistics for all variables are presented in Table 2.1. On average, domestic 

acquisitions occur approximately four times as often as cross-border ones. Some of the variables 

have small standard deviations. For example, logged population has a mean value of 16.66 with 

standard deviation of only 0.06. This is not surprising considering that the models are fixed 

effects, and the standard deviations are calculated within-country.  
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Table 2.1. Descriptive Statistics 

  Mean SD 

Cross-border Acquisitions 47.64 40.39 

Domestic Acquisitions 172.67 228.90 

GDP (per capita, logged) 8.56 0.11 

Population (logged) 16.66 0.06 

Democracy 6.09 1.85 

Liberalization of the Movement of Capital and 

People 5.63 1.24 

Tariff 9.68 9.78 

Exchange Rate (logged) 2.44 0.63 

Trade (% of GDP, logged) 4.18 0.14 

Market Capitalization (2005 US Dollars, logged) 23.66 0.71 

IGO Membership 73.17 4.02 

Merger Control 0.49 0.30 

Antitrust 0.73 0.22 

 

Methods 

I use a fixed-effects Poisson regression to model the number of takeover deals. The 

dependent variable (number of takeover deals) only takes non-negative integer values. Hence a 

linear-regression model would violate the assumptions of homoskedastic and normally 

distributed errors. I chose a fixed-effects model assuming that there are country-specific and 

dyad-specific time-invariant unobservables that affect the quantities of CBAs and the adoption of 

antitrust and merger laws. These might be culture, religion, or other economic or legal conditions 

which do not change or change extremely slowly. A fixed-effects model controls for those 

factors. 

A Poisson regression model can be a proper solution for modeling a count-variable 

(Hausman, Hall, and Griliches 1984; Henderson and Cockburn 1996). An alternative method that 

could be used for my data is a zero-inflated negative binomial model. It takes into account that 

the value of zero in the dependent variable is qualitatively different from non-zeros, which is a 

reasonable assumption: the countries which have at least some CBAs, like Singapore, and the 
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countries that do not have any CBAs, like North Korea, are qualitatively different, and this needs 

to be controlled for. But fixed-effects models control the qualitative difference among countries, 

and the zeroes and non-zeroes in the same country (arising from the adoption of a merger or 

antitrust law) do not seem to have a significant qualitative difference. To test if Poisson should 

be used over negative binomial for my data, I checked the means and the standard deviations of 

my dependent variables and came to the conclusion that it does not have an over-dispersion 

problem.3 

I lag the adoption of the law variables by one year. The adoption of antitrust and merger 

laws might not have effects immediately in the year of adoption. It takes time for a country’s 

adoption of those laws become news, be reported to other countries’ investors, and be reflected 

in the investors’ decision-making processes. Thus a one-year lag of the law variable is the default 

across all models.  

The basic Poisson model on a country-year can be written as follows: 

𝑃(𝑦𝑖𝑡|𝜆𝑖𝑡) =
exp(−𝜆𝑖𝑡)𝜆𝑖𝑡

𝑦𝑖𝑡

𝑦𝑖𝑡!
                                                   (1) 

where the 𝜆𝑖𝑡 is the parameter of a Poisson distribution that equals the mean and the 

variance of the number of deals, and 𝑦𝑖𝑡 is the number of takeover deals for country i at time t. It 

is assumed that: 

ln(𝜆𝑖𝑡) = 𝛽0 + 𝛽1𝑙𝑎𝑤𝑖𝑡−1 + 𝛽2𝑋𝑖𝑡 + 𝛴𝜃𝑖𝐶𝑖 + 𝛴𝜕𝑡𝑌𝑡                                           (2) 

where 𝑙𝑎𝑤𝑖𝑡 denotes the adoption of the antitrust or merger control law, and 𝑋𝑖𝑡 is a 

vector of other independent variables including GDP per capita, exchange rate, tariff, market 

 

 

3 The mean of my key dependent variable, CBA, is 47.6 and the within-country standard deviation is 40.4.  
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capitalization, and democracy. 𝛽s are parameter vectors. Panel data, where the country is 

observed repeatedly over time, will violate the assumption behind Equation (1) that the mean and 

variance of the deal counts are equal. Thus, I run the model with a country fixed-effects Poisson 

estimator. To capture the temporal noise, I also include the year fixed-effects. 𝐶𝑖 and 𝑌𝑡 denote 

country and year fixed-effects respectively.  

 

Results 

Table 2.2 provides the Poisson regressions predicting number of takeovers for country-

years. Included in this analysis are the late-adopter countries which adopted antitrust law and 

merger law after 1990. All models include country fixed-effects to control for country-specific 

characteristics and year fixed-effects to capture any temporal fluctuations.  

Table 2.2. Poisson Estimates on Cross-border and Domestic Acquisitions, 1990-2005 

  Model 1 Model 2 Model 3 Model 4 

VARIABLES Cross-border Cross-border Domestic Cross-border 

          

Merger Control(lagged)  0.086*** -0.217*** -0.663*** 

  (0.026) (0.020) (0.209) 

GDP(per capita) * Merger Control    0.078*** 

    (0.022) 

Antitrust(lagged)  0.166*** 0.630*** 1.344*** 

  (0.051) (0.049) (0.354) 

GDP(per capita) * Antitrust    -0.129*** 

    (0.039) 

IGO Membership 0.006** 0.004* 0.026*** 0.005** 

 (0.002) (0.002) (0.001) (0.002) 

GDP (per capita, logged) 2.003*** 2.056*** 0.804*** 2.146*** 

 (0.106) (0.111) (0.080) (0.115) 

Population (logged) 1.914*** 2.013*** 0.568*** 2.083*** 

 (0.228) (0.230) (0.132) (0.232) 

Democracy 0.035*** 0.027*** -0.017** 0.024*** 

 (0.007) (0.008) (0.007) (0.008) 

Liberalization of the Movement of Capital and 

People 
0.020*** 0.019*** -0.059*** 0.020*** 

(0.007) (0.007) (0.005) (0.007) 

Tariff -0.002*** -0.002*** -0.005*** -0.002** 

 (0.001) (0.001) (0.000) (0.001) 

Exchange Rate (logged) 0.141*** 0.112*** 0.051*** 0.110*** 

 (0.017) (0.018) (0.014) (0.019) 
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Table 2.2. (Continued) 

  Model 1 Model 2 Model 3 Model 4 

VARIABLES Cross-border Cross-border Domestic Cross-border 

     

Trade (% of GDP, logged) -0.021 -0.024 1.384*** 0.011 

 (0.056) (0.059) (0.044) (0.059) 

Market Capitalization (2005 US Dollars, 

logged) -0.059*** -0.073*** -0.166*** -0.075*** 

 (0.016) (0.016) (0.012) (0.016) 

Country Fixed Effect Y Y Y Y 

Year Fixed Effect Y Y Y Y 

Observations 1,023 1,023 1,023 1,023 

Number of Countries 87 87 87 87 

Standard errors in parentheses     
*** p<0.01, ** p<0.05, * p<0.1     

 

Model 1 contains the control variables for cross-border deals. The coefficients of the 

financial and political variables are generally consistent with conventional theoretical 

predictions. Higher valuation of stocks, measured by market capitalization, disinvites incoming 

CBAs by increasing the funds required to acquire companies. As the exchange rate rises—

equivalent to a depreciation of domestic currency—the real price of corporate assets goes down, 

thus inviting more foreign acquirers (Cushman 1985; Froot and Stein 1991). Higher tariff rates, 

which mean stricter barriers against foreign goods, are negatively associated with foreign 

acquisitions. The tariff jumping argument which predicts a positive coefficient does not seem to 

hold in my analysis. Rather, tariffs seem to be more aligned with general openness for foreign 

transactions. Looking at the political variables, democratic countries tend to have more foreign 

acquisitions, as do countries that are liberal for movement for capital and people. IGO 

membership has robust positive effects on foreign acquisitions, which conforms to previous 

sociological studies that describe IGO networks’ facilitating effects on trade and FDI (Alcacer 

and Ingram 2013; Ingram et al. 2005).  
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Model 2 adds the key variables, adoption of merger control and antitrust law, to predict 

cross-border M&As, and Model 3 predicts domestic deals. Consistent with Hypothesis 1, the 

adoption of merger control increases cross-border deals coming to the adopter country, but it 

decreases domestic deals. Based on the multiplicative nature of the Poisson regression, the 

coefficient indicates the impact of regulation adoption on the ceteris paribus rate of the 

dependent variable. The adoption of merger control increases cross-border M&As in the adopter 

country by 9% [exp(0.086)=1.089] as shown in Model 2. Unlike the predictions of deregulation 

arguments and cross-sectional prior empirical analysis that found a negative effect of merger 

control (Evenette 2000), this model shows that newly adopted merger control increases incoming 

acquisitions from foreign investors. This is sharply contrasted with a 20% decreases in domestic 

deals [exp(-.217)=.804] as shown in Model 3. These results support Hypothesis 1.  

To test if merger control’s positive effect on CBA is different depending on adopters, as 

presented in Hypothesis 2, I include the interaction effect between merger control and GDP per 

capita in Model 4. The interaction effect has a positive sign, which means that the more 

developed the adopting countries are, the more capital the merger law attracts. But only with this 

model, it is hard to know if there are adopter countries where the merger control has negative 

effects on CBAs.  

I calculate the effect of merger control for different levels of logged GDP per capita. The 

Y-axis in Figure 2.4 is the merger control’s effect on CBA, and the X-axis is logged GDP per 

capita with a range of 4 to 11 since it ranges from 3.91 to 11.97 in my sample. The coefficient 

line meets the horizontal line of zero coefficient when the X-axis is 8.48. Newly adopted merger 

control seems to reduce cross-border takeovers for countries under GDP per capita of $4,817 

[=exp(8.48)] whereas it increases for countries above this point. Although the point where the 
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coefficient is zero is not in the cener but at the right-hand side of the graph, it roughly divides my 

sample in half. For example in 1995, about half of the countries (54%) had GDP per capita under 

$4,817, and the other half (46%) had GDP per capita above that figure. Above a certain threshold 

of development, despite criticism from financial communities, merger control in effect attracts 

cross-border takeovers. In contrast, under the threshold, merger control deters foreign 

acquisitions, probably due to the significant amount of agency conferred to a government that 

might be under the influence of corruption, nationalistic sentiments, and poor capacity.  

Figure 2.4. Merger Control Coefficient for Levels of GDP per capita 

 

 

This finding reveals an intriguing characteristic of merger control: that it can be a double-

edged sword. But at the same time, it poses a piercing question to my argument that the diffusion 

of merger control facilitates global capital market integration because less developed countries 

face fewer foreign acquisitions. To better assess the role of the spread of merger control at the 

global level, I consider the distribution of takeovers among the countries. Although the number 

of countries that experience positive versus negative effects of merger control is about half of the 
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sample each, the number of deals is not distributed as such. The more developed countries (46% 

of my sample) represent 89% of the deals and the less developed ones (54% of my sample) only 

11%. Due to this uneven distribution of deals, in a hypothetical situation where a country-pair 

consisted of a more and a less developed country with newly adopted merger control, there is an 

overall global increase in cross-border deals since the increase outweighs the decrease, as 

presented in Model 2. As merger controls spread across the globe, they open up the borders of 

countries that have greater potential to be targets of international acquisitions.  

Unlike merger control, which increases cross-border but decreases domestic takeovers, 

antitrust law increases both cross-border and domestic M&As, as predicted by Hypothesis 3. The 

adoption of antitrust law increases domestic deals by 88%, which is in line with the US 

experience in the late 19th century when the banning of interfirm cartels brought the 

consolidation wave. Antitrust laws also increase cross-border deals by 18%. Their adoption 

seems to send a signal to foreign investors that the adopter country promotes a market economy.  

The interaction effect between antitrust adoption and GDP per capita tests whether the 

signaling effect of antitrust is larger when an adopter country has a higher level of institutional 

uncertainty. As I predicted in Hypothesis 4, I find a negative coefficient of the interaction term, 

which indicates that the less developed a country is, the more effective the antitrust adoption is in 

attracting foreign investors. From the standpoint of investors, the signal that a country promotes 

a market economy is more valuable when they are facing greater institutional uncertainty.  

 

Conclusion 

 Scholars have studied various ways to fill the inter-country space that lacks institutional 

arrangements for economic transactions. Bilateral agreements between two countries, such as 
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bilateral investment treaties (BITs), directly arrange the terms and conditions of transactions, and 

thus facilitate economic exchange between the two countries (Elkins et al. 2011; Neumayer and 

Spess 2005). Network connectedness through IGOs is conducive to building affinity and trust 

among countries and acts like an institutional arrangement promoting trade and FDI (Alcacer and 

Ingram 2013; Ingram et al. 2005). This paper proposes a third factor that can fill the institutional 

abyss: diffusion of governmental regulations on a particular transaction. Although it is not direct 

coordination between countries like BITs nor focused on trust-building connections among 

countries like IGO networks, it provides legal familiarity to market participants and reduces 

procedural uncertainty. I show that newly adopted antitrust and merger laws do not adhere to the 

conventional prediction that they will reduce CBAs, but actually increase the transactions, 

controlling for financial factors and IGO networks.  

The deregulation argument has been the dominant narrative in discussions of the 

expansion of economic transactions among countries. Its premise is that the market has an innate 

power that optimally allocates resources, and thus grows by itself unless the state artificially 

suppresses it. Government regulation by definition distorts this market mechanism and hampers 

its expansion. This argument is based on a dichotomous view that presumes the incompatibility 

or contradiction of the market and the state. But economic sociologists have shown that the 

market is shaped and developed through state actions (Fligstein 1990; Dobbin and Dowd 2000). 

Historical cases of market integration have been achieved not by deregulation, but by 

governmental arrangements (Polanyi 1944; Stone Sweet and Fligstein 2002). And even the 

apparent trend of deregulation from the 1980s was actually a process of reregulation where the 

state still manages the market but in an indirect way (Krippner 2007; Vogel 1996). My study 

confirms this line of research. Bucking common wisdom, antitrust laws and even merger control, 
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which have been believed to repel cross-border takeovers, actually facilitate them. Merger 

control obviously raises the cost of takeover deals through the required review processes and 

potential disapproval, but it also decreases legal uncertainties by spelling out the proper 

procedures which have been arbitrary, obscure, or absent in the past. Antitrust laws attract 

foreign acquirers by sending a signal that the adopting country conforms to world norms in the 

economic realm. 

However, antitrust and merger laws’ effects are not universal across countries. Merger 

controls attract foreign capital only when the adopter country is above a certain level of 

development. I conjecture two reasons behind this. First, merger control carries substantial room 

for arbitrariness in judgments on the anti-competitive consequence of a deal. This raises concerns 

that a corrupt or nationalistic government might abuse it for political or other illegitimate 

purposes, and firms acquired by foreigners might fall victim to this abuse. Second, investors 

might mistrust an adopter government’s capacity to properly operate its merger control. The 

models to predict anti-competitive effects of proposed deals have been constantly improved over 

the last three decades. For an accurate assessment, a government must have sizable personnel 

with the proper training who can constantly update their review models, but this is not always the 

case for least developed countries (Sokol 2009). Merger control is like a double-edged sword: its 

effect largely depends on the quality of the adopter government. 

This study bridges the gap between the literature on policy diffusion and economic 

globalization by claiming that policy diffusions affect economic globalization. World polity 

theory has developed the concept that countries are connected with each other, share the world 

culture, and are better understood as a polity (Boli and Thomas 1997; Meyer et al. 1997). Within 

the polity, various policies migrate from countries to countries, making them more isomorphic to 
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each other (Frank et al. 2010; Henisz et al. 2005; Kaufman and Patterson 2005; Simmons and 

Elkins 2004; Wejnert 2005; Wimmer and Feinstein 2010). Apart from the rich research on policy 

diffusion, especially on diffusion mechanisms, relatively little attention has been given to what 

these policies play after their dissemination. This might be because analyzing diffusion of a 

policy and its consequences in one study is not an intuitive structure for an academic paper. My 

research attempts to fill this gap by analyzing the economic consequences of rapidly diffused 

policies.  
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CHAPTER 3: 

THE INTERPLAY BETWEEN NETWORK AND INSTITUTION: 

INTERORGANIZATIONAL NETWORK AND ANTITRUST AND MERGER CONTROL 

ON CROSS-BORDER ACQUISITIONS 

 

 

Introduction 

This research examines the interplay between two factors that facilitate global economic 

transactions: IGO networks and governmental regulations. IGO networks have been shown to 

promote international economic exchange, including bilateral trade (Ingram et al. 2005; Kwon 

2012; Zhou 2010) and foreign direct investment (Alcacer and Ingram 2013). Intercountry space 

lacks a governmental body that backs up legal institutions and enforces contracts such as 

domestic realms have, but IGO networks fill in the abyss, resulting in increased economic 

transactions among the countries connected through such networks. 

As I found in the previous chapter, as with IGO networks, some governmental 

regulations can counter-intuitively facilitate economic transactions even when their purpose is 

only to regulate the transactions. Antitrust law attracts foreign acquirers by signaling that the 

adopter country conforms to the global norm (i.e. market economy), whereas merger control has 

the same effect by clarifying the legal procedure for acquisitions. 

This chapter contributes to economic sociology by examining the interaction between 

IGO networks and merger control and antitrust law. Economic sociologists have primarily used 

network theory and institutional theory as the tools to understand the behavior of market 

participants, but there has not been very much research on the interaction between the two (Nee 

and Ingram 1998). Institutions provide formal and informal frameworks governing transactions 

(Polanyi 1944), whereas networks among market participants help to build trust (Granovetter 
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1985). I argue that an institution can substitute for networks when there is a consensus that the 

institution conforms to global norms. A country achieves legitimacy by implementing policies 

that are congruent with global norms, which serves as a substitute for the trust a country would 

achieve through ongoing international relationships. My empirical analysis finds that antitrust 

laws adopted by a target country increase CBA flow between country-pairs, but the effect is 

smaller when the pairs are more closely connected through IGOs. This suggests that IGO 

networks and conformity to global norms overlap in facilitating economic transactions.   

On the contrary, when there is an ambiguity or ambivalence as to whether a certain 

institution conforms to the norm, such as a merger control, the institution does not substitute for 

networks, but instead makes networks even more effective. Merger control is surrounded by 

normative ambiguity: financial communities are split on whether they should welcome a newly 

adopted merger control in a developing country (Kronthaler 2007; Palim 1998). Some of them 

appreciate adoption of merger controls based on the fact that the regulation is becoming more 

prevalent across the globe and the adopter country is synchronizing with the world culture. 

However, the others point out the risk that the merger control confers a high degree of 

arbitrariness to government agencies and introduces an opportunity to unfairly punish foreign 

investors based on nationalistic sentiments or connections to powerful domestic corporations. 

This study finds that the positive effects of IGO networks on CBAs increase when a target 

country adopts a merger control. This suggests that IGO connectivity provides investors with a 

certain amount of faith that a local government will not abuse its merger control against them.  

 Another contribution of this study is its examination of the influence of IGO network on 

global economic transactions in a more rigorous setting. The sociologists who studied the 

influence of IGO networks on global economic transactions analyzed bilateral trade (Ingram et 
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al. 2005; Kwon 2012; Zhou 2010) and foreign direct investment (Alcacer and Ingram 2013). 

These studies showed that IGO ties facilitate economic transactions that should overcome border 

barriers. Even so, I argue that CBAs face higher border barriers than trade and foreign direct 

investment (FDI). It becomes a politically sensitive issue when ownerships of domestic 

corporations are transferred into foreign hands (Dinc and Erel 2013; Fiebig 2000). Moreover, 

foreign acquirers should manage existing organizations and employees that have different 

cultures and practices (Morosini, Shane, and Singh 1998). Although they face higher border 

barrier effects, compared to greenfield investments, CBAs have been rapidly growing as the 

fundamental vehicle for industrial globalization over the past three decades (Kang and Johansson 

2000).  This study isolates the effect of IGO networks on the decision to acquire a foreign 

company (acquisition of shares resulting in more than 51% of the company) outside of general 

investment, including greenfield investment and purchases of any number of shares.  

 Using country-dyads data between 1990 and 2005, I model volumes of CBAs between 

country-pairs with longitudinal fixed-effects. I examine the effects of IGO co-membership on 

CBAs and its interactions with antitrust and merger laws.  

 

Global Economic Transactions and Its Governance 

The contributions of economic sociologists illuminate the fact that economic exchange 

does not happen in a social vacuum. Market participants are affected by cultural values, 

governmental policies, and networks (Burt 1992; Zelizer 1994; Fligstein 2001). Even seemingly 

pure economic transactions are, in reality, subject to the governance of various social influences.  

International transactions occupy an intriguing position in this line of research because of 

the scarcity of institutional arrangements between countries. States play a central role in backing 
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up the formal institutions behind economic transactions as the ultimate enforcer of laws and 

contracts (Scott 1995). For example, they “define and enforce property right, that is, the rules 

that determine the conditions of ownership and control of the means of production” (John L 

Campbell and Lindberg 1990). As with these formal institutions, informal institutions such as 

cultures and norms, have historically developed within states (Frankel 2000). These institutional 

arrangements governing economic transactions exert power within national borders but do not 

extend beyond them. Thus, intercountry space is said to be an “institutional abyss,” lacking the 

institutional frameworks that support economic transactions (Alcacer and Ingram 2013; Ingram 

et al. 2005). International transactions provide an opportunity to examine what market 

participants rely upon when there is an absence of governing bodies and a lack of enforcement as 

a result.  

Previous scholarship has made important contributions toward understanding what 

sociological factors affect international transactions. Network theorists have shown that IGO 

networks promote international economic exchanges. They increase bilateral trade (Ingram et al. 

2005; Kwon 2012; Zhou 2010) and foreign direct investment (Alcacer and Ingram 2013). This is 

a fresh point of view because existing economic studies have focused on “hard” factors rather 

than “social” factors. For example, the development of transportation and communication 

technology is important for international trade (Dicken 2003). Geographical distance and the size 

of the economies are crucial factors which determine bilateral trade between two countries (Isard 

1954). 

IGO connectivity facilitates exchange in two ways. First, it reduces transaction costs 

(Ingram et al. 2005). The risk of malfeasance from either party incurs transaction costs; IGOs 

can reduce this risk by setting out general rules about transactions. For example, the WTO 
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promotes agreements on trades among member states and provides a dispute settlement process. 

This resembles domestic institutions such as governments and courts which reduce transaction 

costs by backing up contracts with legal force.  

Second, IGO connectivity establishes relationships among countries that foster affinity 

and trust. In previous analyses on trade and FDI, IGO—not only those focusing on economic 

issues, but also the ones solely focusing on social and cultural issues—are found to increase 

economic exchange (Alcacer and Ingram 2013; Ingram et al. 2005). The IGOs which solely 

focus on cultural purposes, such as Nordic Children’s Film Council, can “increase awareness, 

sympathy, empathy, and even trust between the citizens of different countries” (Ingram et al. 

2005). Bonikowski (2010) tests whether IGO connectedness promotes cultural similarities 

among countries, and shows that countries connected through IGOs tend to have homogenous 

cultures over time. All in all, IGO networks can facilitate economic exchange even when they 

are not dealing with economic issues. This is apparently because trust and affinity that are based 

on inter-country relationships are powerful vehicles that facilitate transactions, especially when 

market participants face uncertainty (Blau 1964; Kollock 1994; Lévi-Strauss 1969). 

If so, then how would IGO connectivity affect CBAs? For CBAs, IGOs do not provide 

significant institutional arrangements to reduce transaction costs. To date, discussions and efforts 

toward building an international antitrust and merger law regime through IGOs similar to the 

WTO which would coordinate different regulations of countries have not been successful 

(Anderson et al. 2018; Fiebig 2000). The primary difficulty lies in the fact that while individual 

countries agree that an international antitrust regime would be economically efficient, they are 

unenthusiastic in relinquishing their sovereignty over antitrust decisions, especially merger 

approval decisions.  Large antitrust or merger cases have a political impact, and politicians do 
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not want to give up their stake in the decisions (Coate, Higgins, and Mc Chesney 1990). Thus, 

even within IGOs that experienced a high degree of international market integration through 

institutional arrangements, such as the European Community, individual countries have vastly 

different and uncoordinated merger review systems, incurring significant legal costs (Fiebig 

2000).  

However, the relationship-building effects of IGOs on CBAs should be at least equal to 

that of trade and FDI. This is because a CBA requires a higher level of trust to overcome border 

barriers than trade and FDI. Compared to FDI, trade is a less accessible mode of an international 

transaction (meaning a greater border barrier effect). An FDI investor needs be involved in the 

operation of a new business in a foreign country, whereas an exporter of a product does not. 

Operating a business in a foreign country involves more border barrier effects since the foreign 

company must deal with unfamiliar governmental rules, employment practices, and societal 

culture. Notably, IGO networks can also facilitate FDI that incur higher border effects (Alcacer 

and Ingram 2013).  

However, this scope can be expanded further by examining CBAs since they face still 

higher border effects than FDI. FDI is almost always welcomed by host target countries, and 

there is fierce competition for FDI among governments (Elkins et al. 2011). FDI is frequently 

treated with subsidies, tax breaks, and other benefits provided by local governments (Amerighi 

and De Feo 2014). On the contrary, CBAs are not always welcomed. The acquisition of domestic 

companies by foreign companies often raises public concerns of “leaking national wealth,” and 

provokes nationalistic sentiments against the acquirers (Dinc and Erel 2013). Merger approval 

decisions have substantial room for arbitrariness by local governments (Kovacic 1997). Even if a 

merger is approved, there remains a concern whether foreign-owned firms will be treated the 
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same as domestically-owned ones (Mariniello 2013; Sakoui and Gelles 2013; Tucker and 

Waldmeir 2008). In a nutshell, the trust- and affinity- building effects of IGO networks will 

facilitate CBAs.  

 

Hypothesis 1. Two countries will have a higher volume of CBAs when they are more 

closely connected through IGO networks.  

 

IGO Network and Antitrust and Merger Control 

So far, scholars have paid much attention to the potential of IGO networks to connect 

market participants in different countries. In the previous chapter, I argued that antitrust and 

merger laws are new agents that can fill in the institutional abyss of inter-country space for 

CBAs. Antitrust laws send signals to foreign investors that an adopter country is oriented toward 

a market economy, and stands against anti-market practices such as cartels among competing 

firms and unlawful state interventions. Merger controls institutionalize the procedure of 

acquisitions in a target country by clearly setting up the rules of the transaction to outside 

investors. Both laws generally increase the volume of CBAs.      

In Hypothesis 1, I predict that IGO connectivity increases CBA because it helps countries 

build trust. I hypothesize that this trust can be substituted by a state’s legitimacy. When a state 

appears legitimate to the global society by conforming to a global norm, such as declaring its 

orientation toward a market economy, its potential transaction partners will have less need to rely 

on the trust built through their inter-country relationships. Conversely, if a state appears 

illegitimate, for example, with high risks of improper state interventions and leniency toward 
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unfair competitions, its potential transaction partners will have a greater need for trust in order to 

make investments in that country.  

Organizational scholars have developed rich theories on legitimacy, and these theories 

can be applied to states. Legitimacy is well defined by Suchman (1995): “a generalized 

perception or assumption that the actions of an entity are desirable, proper, or appropriate within 

some socially constructed system of norms, values, beliefs, and definitions.” Organizations seek 

to achieve legitimacy since it brings resources and helps organizational survival (Aldrich and 

Fiol 1994; Lounsbury and Glynn 2001; Rosa et al. 1999), and they do so by conforming to social 

norms (Meyer and Rowan 1977). Organizations pursue congruence between their structures and 

practices and the norms in the larger social system they are a part of to gain legitimacy insofar as 

these two things are congruent (Dowling and Pfeffer 1975).   

Likewise, states are parts of an international society that scholars call “world polity,” 

whichhas a distinct set of norms and culture (Boli and Thomas 1997). The world society is not so 

much anarchic nor governed only by materialistic interests, but rather like a polity of which 

members share normative and cultural principles (e.g., human rights, political freedom, 

environment, free trade, accessible education) which, in turn, shape the structure and policies of 

individual states (Boli and Thomas 1997; Meyer et al. 1997). Mass schooling (Meyer et al. 

1977), human rights (Boli and Thomas 1997; Boyle and Preves 2000), macroeconomic 

orthodoxy (Dobbin 1993), and many other modern norms extend around the globe. States pursue 

legitimacy by adopting policies that are congruent with these global norms (Holzinger and Knill 

2005).  

Orientation toward market economies is one of the established global norms. Adoption of 

antitrust laws signals that a country conforms to the global norm of promoting the market 
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economy as the principle of their economic policies. The legitimacy states achieve through this 

signal is particularly favorable for foreign companies that are considering investing in emerging 

markets. When a foreign company enters an emerging market, it faces substantial economic 

uncertainty: the government might have shared interests with powerful domestic companies or 

intervene in market competition unpredictably (Brus 1989; Deese and Olson 1983; Gerber 2010). 

Adoption of antitrust laws signals that the government of the target country is, at least on the 

surface, against these types of anti-competitive practices. The legitimacy of antitrust overlaps 

with the trust-building effects of an IGO network, and I predict that they will substitute for each 

other.  

Trust is the belief that an exchange partner will not exploit the exchange vulnerabilities of 

the other partner (Hansen and Barney 1994). Foreign investors need a higher level of trust when 

investing in an emerging market because the institutions and the government carry higher levels 

of uncertainty (Brus 1989; Deese and Olson 1983; Gerber 2010). These uncertainties are 

alleviated by trust generated by inter-country relationships through IGOs (Alcacer and Ingram 

2013; Ingram et al. 2005). However, this is not the only way uncertainties can be alleviated. 

When potential target countries adopt antitrust laws, they are declaring that they do not tolerate 

anti-competitive practices or unlawful state intervention into markets. The ethos of antitrust 

agrees with the global norm. It is possible that when a target country has legitimacy, with a 

declared orientation toward market principles, overseas investors will be willing to make 

investments in that country even when they do not have a close relationship through IGO ties. 

Thus, I predict that if the target country conforms to the global norm, the positive effects of IGOs 

will be smaller.  
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Hypothesis 2. The positive effects of IGO networks on CBAs will be smaller when a 

target country adopts antitrust laws.  

 

Unlike antitrust laws, there is virtually no consensus or global norm regarding merger 

controls. Therefore, adoption of merger controls does not provide legitimacy to an adopter 

country. Newly adopted merger controls are not always welcomed by financial communities. 

With a merger control regime, a proposed transaction that meets certain criteria, in most cases a 

threshold of size and market share of the involved parties, must go through a review process by 

governmental bodies. Depending on the country, the reviews typically take between three to six 

months, during which period a proposed deal cannot be concluded. At the end of this process, 

reviewing authorities make a decision to approve or disapprove based on their evaluation of the 

anti-competitive consequences of the deal.  

Aside from the legal costs incurred for merger reviews, financial commentators are often 

concerned that the decision to approve or disapprove leaves substantial room for arbitrariness  

(Kronthaler 2007; Palim 1998). A merger review is essentially a prediction about what would 

happen to current market shares if the proposed merger were executed. If a merger is expected to 

lead to a market share that is “too high” compared to societal benefits, such as consumer welfare 

by efficiency gains, it is deemed anti-competitive and disapproved. However, there really is no 

clear-cut standard about how high is too high. Each merger review regime has its own standard, 

which leaves much room for the discretion of the governments which have adopted merger 

controls. Due to this potential arbitrariness in review, investors worry that merger controls can be 

abused by nationalistic governments to prevent their own “national champions” from being 

acquired by foreign companies or by selectively approving only those deals that benefit the 
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interest of companies to which they have connections (Dinc and Erel 2013; Kronthaler 2007; 

Palim 1998).  

The fact that merger control can be abused by “bad” governments increases the salience 

of trust. Market participants rely more on trust when they face a higher risk of being exploited by 

potential partners (Blau 1964; Kollock 1994; Lévi-Strauss 1969; Yamagishi, Cook, and Watabe 

1998). The mechanism that an IGO network uses to facilitate economic transactions is to 

establish ongoing multi-channel contacts between two countries which result in affinity and trust 

(Alcacer and Ingram 2013; Bonikowski 2010; Ingram et al. 2005). If IGO connections provide a 

certain level of trust between two countries, this can allay the apprehension that the government 

will use merger control in an unfair manner. Thus, I predict that IGO co-membership and merger 

control will be complementary rather than substitutive.  

 

Hypothesis 3. The positive effects of IGO networks on CBAs will be larger when a 

target country adopts merger controls. 

 

Data and Method 

I test the hypotheses using longitudinal data from 1990 to 2005 on country dyads. The 

unit of analysis is a dyad-year. In my data, a dyad consists of an acquirer country and a target 

country. It is a directed dataset that distinguishes the dyad where Country A is the acquirer and 

Country B is the target from the dyad where Country A is the target and Country B is the 

acquirer. Using fixed-effects models, I analyze the volume of CBA transactions between 

countries. Fixed-effects models have a strong point in that they control any unobserved 

heterogeneity, but at the same time, these models automatically drop the dyads that do not have 
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any deals during the 16-year research period. 79 percent of dyads do not have any deals during 

the 16-year research period. In robustness checks, I use linear probability models to analyze how 

antitrust and merger laws are associated with non-zero CBAs.  

The data sources I use for this chapter are identical to those used in the previous chapter. 

The only difference is that the data set for this chapter is dyadic. This has been done in order to 

make the results comparable to existing research on IGO networks. CBA data is gathered from 

Thomson Reuter’s SDC Platinum database. This database provides information on the 

nationalities of the acquirer and the target companies for each deal, which allows me to 

aggregate the number of deals for country pairs. IGO network data comes from the Correlates of 

War database, which is the primary data source for research that analyzes IGO networks 

(Alcacer and Ingram 2013; Bonikowski 2010; Ingram et al. 2005; Lim and Tsutsui 2011; 

Torfason and Ingram 2010).  

Dependent variable 

The dependent variable in this study is the volume of mergers and acquisitions as 

measured by the number of deals. I distinguish the flow of M&As by creating two dyads for each 

country pair. For example, if in 1995 there were ten M&A deals in which companies from the 

United States bought South Korean companies and five deals in which Korean companies bought 

US companies, the United States (acquirer country) – South Korea (target country) dyad has the 

value of ten as the dependent variable, and South Korea (acquirer country) – United States 

(target country) dyad has the value of five in 1995.  

Independent variables 

The key independent variables are IGO connectedness and the adoption of antitrust law 

and merger control. First, IGO connectedness is measured by the number of co-memberships in 
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IGOs between the acquirer and target country. For example, if the US is a member of ten IGOs 

that Canada is also a member of, the two U.S. – Canada dyads, one with US as the acquirer and 

Canada as the target and the other one with the reverse order, both have the value of ten for IGO 

connectedness variable. Second, the antitrust and merger control variables are binary, with a 

value of zero before adoption and a value of one after adoption.  

Control variable  

I control closeness between countries with bilateral investment treaties (BITs) and 

bilateral trade. To control for financial factors, I include differences in exchange rates. The 

higher the currency power of an acquirer country compared to that of a target country, the 

cheaper the actual price the acquirer has to pay for an acquisition. Other control variables are 

GDP per capita and population of acquirer and target countries. Major political factors are also 

controlled: the level of democracy and liberalization of movement of capital and people in target 

countries. Democracy is measured by the Polity 2 variable from the Polity IV Project, which is 

widely used as an indicator of institutional democracy (Marshall et al. 2012). Liberalization of 

the movement of capital and people was taken from the Fraser Institute’s Economic Freedom of 

the World Data (Gwartney, Lawson, and Hall, 2015). Descriptive statistics of all variables are 

presented in Table 3.1.  

Table 3.1. Descriptive Statistics 

Variable Mean SD 

Number of CBA Transactions 1.96 10.55 

IGO Comembership 50.99 15.18 

Target_Antitrust(lagged) 0.77 0.42 

Acquirer_Antitrust(lagged) 0.82 0.38 

Target_Merger Control(lagged) 0.60 0.49 

Acquirer_Merger Control(lagged) 0.65 0.48 
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Table 3.1. (Continued) 

Variable Mean SD 

Acquirer_GDPpercapita(ln) 3.46 4.59 

Target_GDPpercapita(ln) 3.45 4.58 

Acquirer_Population(ln) 17.03 1.48 

Target_Population(ln) 17.07 1.39 

Trade(ln) 6.78 2.60 

Target_Democracy 7.38 4.48 

Currency Differnece (PPP of Acquirer - PPP of Target) 0.11 0.48 
Target_Liberalization of the movement of capital and 

people 6.18 2.54 

BITs 0.42 0.49 

 

 

Methods 

I use a fixed-effects Poisson regression to model the number of takeover deals between 

acquirer and target countries. I chose the fixed-effects model, assuming that there are dyad-

specific time-invariant unobservable characteristics that affect quantities of deals and the 

adoption of antitrust and merger control. These might be a geographical distance between two 

countries, a colonial history, a language difference, or a cultural difference.  

The dependent variable (the number of takeover deals) takes non-negative integer values. 

Hence OLS regression would violate the assumptions of homoscedastic and normally distributed 

errors. A Poisson regression model can be a proper solution for modeling a count variable 

(Hausman et al. 1984; Henderson and Cockburn 1996). An alternative method to Poisson is 

negative binomial models, which take into account that the value of zero in the dependent 

variable is qualitatively different from non-zeros. This makes sense in my data set because it is 

reasonable to assume that the dyads that have zero transactions, such as the U.S. and North 



53 

 

Korea, for the entire period of the study are qualitatively different from dyads that have some 

transactions, such as U.S. and China. However, the dyads with no deals during the whole period 

are dropped from my fixed-effect models because of zero variance in the dependent variable. My 

sample dyads are the ones that, in some years, might have no transactions, but they have at least 

one transaction during the period. Within these dyads, I assume that the zeros and non-zeros are 

not qualitatively different and there is no need to use the negative binomial models.  

The only variables that I lag by one year are the law variables. I assume that antitrust and 

merger control will not have effects immediately from the year of adoption. It will take time for 

the news that a country adopted the laws to spread among investors and be taken into 

consideration when making investment decisions. The one-year lag of the law variable is the 

default across all models.  

The basic Poisson model at the dyadic-year level can be written as follows: 

𝑓(𝑦𝑖𝑗𝑡|𝜆𝑖𝑗𝑡) =
exp(−𝜆𝑖𝑗𝑡)𝜆𝑖𝑗𝑡

𝑦𝑖𝑗𝑡

𝑦𝑖𝑗𝑡!
 

where 𝑦𝑖𝑗𝑡 is the number of takeover deals from country i to country j at time t, and the 

𝜆𝑖𝑗𝑡 is the parameter of the Poisson distribution that equals the mean and the variance of the 

number of takeovers. It is assumed that: 

ln(𝜆𝑖𝑗𝑡) = 𝛽0 + 𝛽1𝑙𝑎𝑤𝑖𝑡−1 + 𝛽2𝑙𝑎𝑤𝑗𝑡−1 +𝛽3𝐼𝐺𝑂𝑖𝑗𝑡 + 𝛽4(𝐼𝐺𝑂𝑖𝑗𝑡 ∗ 𝑙𝑎𝑤𝑗𝑡−1) + 𝛽4𝑋𝑖𝑗𝑡 

where 𝑙𝑎𝑤𝑖𝑡 identifies whether the acquirer country has the law and 𝑙𝑎𝑤𝑗𝑡identifies 

whether the target country has the law. 𝐼𝐺𝑂𝑖𝑗𝑡 is the number of shared IGO memberships 

between country i and country j. 𝐼𝐺𝑂𝑖𝑗𝑡 ∗ 𝑙𝑎𝑤𝑗𝑡−1 denotes the interaction term between IGO and 

the law variables to capture the changing effects of IGO connectivity depending on the existence 

of the laws in the target country.  𝑋𝑖𝑗𝑡 is a vector of other independent variables for the country 
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pair ij at time t including BITs, trade, GDP per capita for acquirer and target countries, the 

exchange rate difference, liberalization of movement of capital and people, and target country 

democracy. 𝛽s are parameter vectors for those variables. I run the models with dyad fixed effects 

and year fixed effects.  

 

Results 

Table 3.2 provides the Poisson regressions predicting the number of takeovers for dyad-

years. All models have dyad fixed effects to control the dyad-specific characteristics and year 

fixed effects to capture temporal fluctuations.  

Table 3.2. Poisson Estimates on Cross-border Acquisitions with Dyad and Year Fixed-Effects 

        

Variables Model 1 Model 2 Model 3 

        

IGO Comembership  0.008*** 0.011*** 

  (0.002) (0.003) 

Target_Antitrust(lagged)  0.218*** 0.504*** 

  (0.035) (0.119) 

Acquirer_Antitrust(lagged)  0.011 0.009 

  (0.041) (0.041) 

Target_Merger Control(lagged)  -0.051** -0.213*** 

  (0.022) (0.077) 

Acquirer_Merger Control(lagged)  0.003 0.003 

  (0.023) (0.023) 

IGO* Antitrust(target)   -0.005** 

   (0.002) 

IGO* Merger Control(target)   0.002** 

   (0.001) 

BITs 0.356*** 0.327*** 0.330*** 

 (0.054) (0.055) (0.055) 

Trade (logged) 0.428*** 0.401*** 0.399*** 

 (0.019) (0.020) (0.020) 

Acquirer_GDPpercapita(ln) 0.880*** 0.886*** 0.892*** 

 (0.094) (0.095) (0.095) 

Target_GDPpercapita(ln) -1.033*** -0.923*** -0.934*** 

 (0.105) (0.109) (0.110) 
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Table 3.2. (Continued) 

        

Variables Model 1 Model 2 Model 3 

        

Acquirer_Population(ln) 1.915*** 1.831*** 1.841*** 

 (0.129) (0.130) (0.132) 

Target_Population(ln) 1.716*** 1.593*** 1.558*** 

 (0.140) (0.141) (0.145) 

Target_Democracy 0.022*** 0.019*** 0.019*** 

 (0.006) (0.006) (0.006) 

Target_Liberalization of the movement of capital and people 0.010** 0.003 0.003 

 (0.005) (0.005) (0.005) 

Currency Differnece (PPP of Acquirer - PPP of Target) -0.152*** -0.151*** -0.151*** 

 (0.032) (0.033) (0.033) 

    

Dyad Fixed Effects Y Y Y 

Year Fixed Effects Y Y Y 

Observations 34,805 34,805 34,805 

Number of dyid 2,044 2,044 2,044 

Standard errors in parentheses    

*** p<0.01, ** p<0.05, * p<0.1    
 

Model 1 has control variables for cross-border deals. The closeness measures have strong 

positive significant effects on CBAs. First, as expected, BITs have a strong positive effect . The 

coefficient, based on the multiplicative nature of the Poisson regression, indicates the effect of 

one unit-change in the explanatory variable on the ceteris paribus rate of the dependent variable. 

Having a BIT between two countries increases the volume of CBAs by 43% [exp(.356=1.43)]. 

Another closeness measure, bilateral trade between acquirer and target countries, is positively 

associated with CBAs. Country-pairs that have a higher volume of a traditional type of economic 

exchanges have more M&A transactions between them.  It is worth noting that the GDP per 

capita of the target country has a negative effect on the volume of transactions. This is a different 

result from the country-level analysis in which the level of development of a country had a 

positive effect on incoming CBA deals. The coefficients on the financial variables are consistent 
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with existing studies. As the currency of a target country is valued higher than the currency of an 

acquirer country, the number of deals decreases.4 Similarly, political factors show effects 

compatible with existing theories. Democracy within the target country has positive effects on 

CBAs, and the liberalization of the movement of capital and people also has positive effects.  

Model 2 adds IGO connectivity and law variables, and Model 3 adds the interaction 

terms between them. Consistent with Hypothesis 1, IGO connectivity increases cross-border 

deals between countries. The effect size is moderate. One additional shared IGO membership 

between an acquirer and a target country increases CBAs between the two countries by 0.1% 

[exp(.008)=1.001]. The effect seems small, but the mean value of the IGO co-membership is 

52.22, which can increase the number of deals by 5%. This result supports Hypothesis 1. IGO 

connectivity increases international transactions, as in the cases of bilateral trade and FDI.  

As reviewed in a previous section, IGO connectivity facilitates economic transactions by: 

(a) reducing transaction costs by coordinating institutional arrangements, and (b) building trust 

through relationships (Alcacer and Ingram 2013; Ingram et al. 2005). Based on assessments that 

there are few inter-country coordination of antitrust and merger controls through IGOs that can 

reduce transaction costs of CBAs (Anderson et al. 2018; Coate et al. 1990; Fiebig 2000), the 

positive effect of IGOs on CBAs seems to be coming from trust-building relationships among 

countries. 

 

 

4 I use purchasing power parity (PPP) to measure the currency valuation. A positive value of currency 

difference means that the common hypothetical currency, often referred to as the “international dollar,” 

has more purchasing power in the acquirer country than the target country, meaning that the general price 

level is higher in the target country. Because the price level is higher in the target country than the 

acquirer country, the number of transactions is reduced.  
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In the same model, the existence of target antitrust laws shows a strong positive effect on 

CBAs. The adoption of antitrust in the target country increases CBAs by 24% [exp(.218)=1.243]. 

Acquirer antitrust does not have statistically significant effects. On the contrary, the adoption of 

merger control in target countries slightly reduces CBAs by 5%. In the previous chapter, merger 

control was observed to have negative effects on CBA for countries with developments under a 

certain level, but positive effects for countries with higher levels of development. The negative 

effect of merger control in Model 3 might be the result of the same pattern, but with different 

magnitudes of negative and positive effects. The effects of control variables are generally not 

changed in this model.  

Model 3 tests Hypotheses 2 and 3. As predicted by Hypothesis 2, the interaction effect 

between IGO connectivity and antitrust in target countries has a negative coefficient. The 

positive effect of IGOs on CBAs is reduced when the target country adopts antitrust laws, 

indicating the two factors are substitutive to each other in the way that they fill in the 

institutional abyss. Sociological studies have shown that lack of institutional arrangements to 

back up economic transactions in inter-country space can be overcome by IGO connectivity 

among countries. This result demonstrates that there is another factor that acts in the same 

capacity: an internationally spreading regulation that conforms to a global norm. When a target 

country adopts antitrust laws, it achieves a certain level of legitimacy, and potential acquirers 

have less need to rely on their relationship with that country to make investment decisions. 

Hypothesis 2 is supported by this result.  

Hypothesis 3 predicts a positive interaction effect between the IGO connectivity and 

merger control, which would indicate a complementary or a synergetic relationship between the 

two factors. Model 3 shows a positive coefficient on the interaction, indicating that the positive 
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effect of IGOs on CBAs gets larger when a target country adopts merger controls. Since the 

world society does not have an established norm on merger controls, the adoption of merger 

controls does not necessarily bring legitimacy to the adopter country. Moreover, merger controls 

carry a risk that a target government will use it against an acquirer company. With the increased 

uncertainty created by newly adopted merger controls, the trust-building effect of IGO networks 

seems to be more valuable. This result supports Hypothesis 3.  

 

Robustness checks 

The first robustness check in Table 3.3 is to test whether the interactions between the 

IGO connectivity and the laws still hold when I include the interactions between IGO and other 

social factors. This examines whether antitrust and merger control are really what moderate the 

trust effects of IGOs, or any other social factors would. There are social factors that can 

generally lower the border barriers and substitute for the effects of IGOs, such as colonial ties, 

target democracy, common legal origin, common language, BITs, and trade. I include the 

interaction terms between IGOs and these social factors on top of the interaction terms between 

IGO and the laws. In Model 4, the factors that have statistical significance are colonial ties, 

common legal origin, and democracy. Generally, democracy correlates with modern governance 

structures such as the market economy, established property rights, and political freedom. When 

these structures are well developed within a target country, the trust value of IGOs is reduced, 

which is similar to the negative interaction with the antitrust laws of a country. Colonial ties and 

same legal origins seem to lower the border barrier for international mergers, and thus substitute 

IGO connectivity.  It is worth noting that time-constant variables including colonial tie, common 

language, legal origin, and distance could not be included as standalone variables because 

models have dyad fixed-effects.  
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Throughout the models, the interaction terms between IGO and antitrust and merger 

control maintained their signs and statistical significance. However, antitrust interaction is only 

marginally significant, and merger control loses its significance by a slight margin. Based on 

these results, the effects of interaction term in the main model should be considered cautiously.  

 

Table 3.3. Poisson Estimates on Cross-border Acquisitions with Dyad and Year Fixed-Effects and 

with Interactions between IGO and Other Social Factors 

  Model 

Variables 4 

    

IGO Comembership 0.026** 

 (0.013) 

IGO* Antitrust(target) -0.004* 

 (0.002) 

IGO* Merger Control(target) 0.002 

 (0.001) 

IGO * BITs -0.003 

 (0.003) 

IGO * Trade 0.001 

 (0.001) 

IGO * Colonial Tie -0.014*** 

 (0.004) 

IGO * Common Language 0.004 

 (0.005) 

IGO * Common Legal Origin -0.008* 

 (0.004) 

IGO * Distance -0.000 

 (0.001) 

IGO * Target Democracy -0.001** 

 (0.000) 

Target_Antitrust(lagged) 0.410*** 

 (0.123) 

Acquirer_Antitrust(lagged) 0.001 

 (0.041) 

Target_Merger Control(lagged) -0.177** 

 (0.083) 

Acquirer_Merger 

Control(lagged) -0.002 

 (0.023) 
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Table 3.3. (Continued) 

  Model 

Variables 4 

    

BITs 0.508*** 

 (0.186) 

Trade (logged) 0.358*** 

 (0.036) 

Acquirer_GDPpercapita(ln) 0.902*** 

 (0.096) 

Target_GDPpercapita(ln) -0.938*** 

 (0.110) 

Acquirer_Population(ln) 1.888*** 

 (0.141) 

Target_Population(ln) 1.549*** 

 (0.158) 

Target_Democracy 0.073*** 

 (0.024) 

Target_Liberalization 0.005 

 (0.005) 

Currency Differnece  -0.151*** 

 (0.033) 

  

Observations 34,805 

Number of dyid 2,044 

Standard errors in parentheses  

*** p<0.01, ** p<0.05, * p<0.1  

 

The second robustness check in Table 3.4 is to test whether my core interaction terms – 

interactions between the IGO connectivity and the two laws- still hold when I include the 

interactions between the laws and other closeness measures than IGO connectivity. This analysis 

also examines the relationship between the laws and other closeness measures. I interacted the 

two law variables with six closeness measures other than IGO ties: BITs, trade, colonial ties, 

common languages, common legal origins, and distance. This process generates 12 additional 

interaction terms other than the two core ones.  
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With these 12 controls, the interaction of IGO connectivity with antitrust maintains its 

sign and significance, but not the interaction with merger control. This result indicates that 

support for Hypothesis 3 by the data is not strong when one controls all possible interaction 

combinations between the two laws and six closeness measures.  

The facilitating effects of antitrust on CBAs are diminished by a closer trade relationship 

and common language. The interaction of antitrust with distance is not as expected. Antitrust has 

larger effects when the two countries are geographically closer. Interactions with merger control 

show mixed results. The interaction term with trade has the same sign with that with IGO, but it 

is not the case for BITs. The standard error is relatively too large to allow a meaningful 

conjecture to be made about this pattern. 

 

Table 3.4. Poisson Estimates on Cross-border Acquisitions with Dyad and Year Fixed-Effects and 

with Interactions between Antitrust and Merger Control and Closeness Measures 

    

Variables Model 5 

    

IGO* Antitrust(target) -0.010*** 

 (0.003) 

IGO* Merger Control(target) 0.001 

 (0.002) 

Trade * Antitrust(target) -0.063*** 

 (0.016) 

BITs * Antitrust(target) 0.018 

 (0.078) 

Colonial Tie * Antitrust(target) 0.114 

 (0.102) 

Common Language * Antitrust(target) -0.183* 

 (0.097) 

Common Legal Origin * Antitrust(target) 0.014 

 (0.086) 

Distance * Antitrust(target) -0.144*** 

 (0.041) 

Trade * Merger Control(target) 0.033*** 

 (0.013) 
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Table 3.4. (Continued) 

    

Variables Model 5 

BITs * Merger Control(target) -0.091* 

 (0.048) 

Colonial Tie * Merger Control(target) -0.010 

 (0.059) 

Common Language Merger Control(target) -0.074 

 (0.062) 

Common Legal Origin * Merger Control(target) 0.020 

 (0.049) 

Distance * Merger Control(target) 0.006 

 (0.021) 

Target_Antitrust(lagged) 2.517*** 

 (0.472) 

Acquirer_Antitrust(lagged) 0.015 

 (0.041) 

Target_Merger Control(lagged) -0.397 

 (0.250) 

Acquirer_Merger Control(lagged) -0.002 

 (0.023) 

IGO Comembership 0.019*** 

 (0.003) 

BITs 0.375*** 

 (0.082) 

Trade (logged) 0.431*** 

 (0.025) 

Acquirer_GDPpercapita(ln) 0.907*** 

 (0.096) 

Target_GDPpercapita(ln) -0.927*** 

 (0.110) 

Acquirer_Population(ln) 1.790*** 

 (0.133) 

Target_Population(ln) 1.455*** 

 (0.152) 

Target_Democracy 0.018*** 

 (0.006) 

Target_Liberalization of the movement of capital and people 0.003 

 (0.005) 

Currency Differnece (PPP of Acquirer - PPP of Target) -0.148*** 

 (0.033) 
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Table 3.4. (Continued) 

    

Variables Model 5 

 

Observations 34,805 

Number of Dyads 2,044 

Standard errors in parentheses  

*** p<0.01, ** p<0.05, * p<0.1  

 

The main analysis in Table 3.2 only includes the dyads with at least one deal throughout 

the research period. 79 percent of dyads do not have any transactions, and are therefore excluded 

from the analysis because it is fixed-effects models. The rationale behind this sample selection is 

that the dyads without any transactions are qualitatively different from the dyads with 

transactions, and it is unreasonable to analyze the volume of transactions for a sample that 

includes both groups. 

As a robustness check, I use linear probability models to analyze how antitrust and 

merger laws predict nonzero CBAs. To examine whether my key variables are also effective in 

explaining having any CBA transaction at all, setting aside to the volumes of it, I created a time-

varying binary variable that takes the value of 1 for any transaction and 0 for none from an 

expanded sample that includes both the dyads with and without a CBA. I predict the probability 

of having a CBA transaction using ordinary least squares for linear probability models in Table 

3.5.5 Model 6 has IGO comembership and law variables along with controls. Model 7 adds 

 

 

5Linear probability models have some limitations such that the predicted value of a probability might be 

larger than 1 or smaller than zero, and that they have the problem of heteroskedasticity in many cases 

(Aldrich, Nelson, and Adler 1984). The first problem is not crucial for this research because I do not use 

the predicted value of the dependent variable, but only observe the effects of variables. I address the 

second problem with robust standard errors. Linear probability models appeal to ease of interpretation of 
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interaction terms between IGO and the law variables. Model 8 adds all possible combinations of 

interactions that are used in Table 3.3 and 3.4 to test the robustness of my key interaction terms. 

In all models, IGO comembership maintains positive coefficients predicting CBA transactions. 

Model 6 shows that the target antitrust and merger control increases the chance of CBA 

transactions. The dyads of which target country has adopted antitrust or merger control have a 

higher probability of a CBA transaction. However, in Model 7, the interaction effect between 

IGO and antitrust is positive, which is different from my main model. When analyzing the 

volumes of transactions among dyads with at least one deal during the research period, antitrust 

lowers the effect of IGO, but when analyzing the CBA as a binary term in the expanded sample, 

antitrust increases the IGO effects. Thus, one needs to be cautious to extend the substitution 

argument to the realm of binary measurement of CBA, but the interaction term loses significance 

when I include other interaction terms in Model 8. The interaction between IGO and merger 

control maintains the same sign of the coefficient as the main models in all specifications in 

Table 3.5. 

 

Table 3.5. Linear Probability Model using Ordinary Least Squares Predicting CBA Transactions 

        

Variables Model 6 Model 7 Model 8 

        

IGO Comembership 0.0073*** 0.0013*** 0.0090*** 

 (0.0001) (0.0001) (0.0006) 

Target_Antitrust(lagged) 0.0119*** -0.1595*** 0.0843*** 

 (0.0012) (0.0059) (0.0188) 

 

 

results and are computationally efficient compared to logit and probit models (Horrace and Oaxaca 2006). 

For my data, the logit models do not converge, and this is likely due to the large sample size that includes 

the dyads without any deals.  
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Table 3.5. (Continued) 

        

Variables Model 6 Model 7 Model 8 

Acquirer_Antitrust(lagged) -0.0047*** -0.0093*** -0.0120*** 

 (0.0010) (0.0010) (0.0010) 

Target_Merger Control(lagged) 0.0107*** -0.1107*** -0.3823*** 

 (0.0013) (0.0062) (0.0201) 

Acquirer_Merger Control(lagged) 0.0219*** 0.0207*** 0.0180*** 

 (0.0011) (0.0011) (0.0011) 

IGO* Antitrust(target)  0.0049*** 0.0002 

  (0.0002) (0.0002) 

IGO* Merger Control(target)  0.0031*** 0.0029*** 

  (0.0002) (0.0002) 

    

Combinations of Interactions (IGO * Social Factors) NO NO YES 

Combinations of Interactions (Laws * Closeness Measures) NO NO YES 

Controls YES YES YES 

Year Fixed-Effects YES YES YES 

Observations 223,783 223,783 223,783 

R-squared 0.2232 0.2484 0.2930 

Robust standard errors in parentheses    
*** p<0.01, ** p<0.05, * p<0.1 

Note: This table does not report the coefficients for the interaction control variables and other controls. The 

coefficients of the controls are reported in Table A.1 in the Appendix.  

 

Conclusion 

I tested the facilitating effects of IGO connectivity on international economic transactions 

in a more rigorous setting than does existing research. Existing studies have found that IGO 

networks are conducive to increased trade and FDI (Alcacer and Ingram 2013; Ingram et al. 

2005; Zhou 2010). However, there is another type of transaction in which market participants 

confront tougher barriers of national borders: CBAs. Nationalist sentiments, different cultures 

and practices of domestic employees, and uncertain legal procedures all function as barriers to 

CBAs. My results show that IGO connectivity helps overcome these barriers and robustly 

promotes CBAs.  
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This facilitating effects of IGO networks validate the role of trust in international 

economic transactions. Since it is generally accepted that attempts at institutional coordination 

surrounding CBAs through IGOs have not been successful (Fiebig 2000), we can infer that the 

positive effects of IGO networks on CBAs stem mainly from the inter-country trust and affinity 

that it builds. In fact, empirical research finds that frequent interactions between countries 

increase their cultural similarity over time (Bonikowski 2010), and IGO connectivity is one of 

the strong factors that leads to increased cultural affinity, along with trade, telephone calls, and 

other types of interactions. These relations, “rather than institutional arrangements or generalized 

morality [e.g. shared beliefs and norms], are mainly responsible for the production of trust in 

economic life.” (Granovetter 1985, p. 491)  

My analyses also address the interdependence between IGO networks and domestic 

institutions in their effects on CBAs. My results suggest that domestic institutions can substitute 

for the facilitating effects of networks when they conform to the global norm. The positive effect 

of IGOs seems to be diminished when the target country adopts antitrust laws as shown by my 

main analysis. However, this moderating effect of antitrust does not pass all of the robustness 

checks I conduct. Thus, I make it clear that the moderating effect is not conclusive, but rather 

suggestive. It suggests that by adopting antitrust laws, local governments can communicate that 

they are jumping onto the global bandwagon of the market economy. When a local government 

takes this stance, the IGO network seems to be less effective.  

I argue that this result provides an opportunity to hypothesize that legitimacy can 

substitute for trust. Although not having passed all of the robustness checks, this has a potential 

to be a novel finding, not only because there are few studies that examine the interplay between 

trust and legitimacy, but also because there are few studies that examine the effects of legitimacy 
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in the first place. Trust and legitimacy are at the core of the contributions of economic 

sociologists to an understanding of economic life. The economic realm is not shaped purely by 

monetary incentives (as neo-classical economists imagine), but it is also formed through social 

relations and symbolic meanings such as culture, norms, and legitimacy. Trust has been much 

studied by network theorists and proponents of social capital in terms of its economic 

consequences, including its influence upon personal performance (Burt 1992; Granovetter 1974), 

organizational benefits (Podolny 1993), and structures of businesses (Powell 1990). However, 

the consequences of legitimacy have not received much scholarly interest, but there have been 

two exceptions. For instance, Zuckerman (1999) shows that companies are penalized in their 

stock prices when they are perceived as illegitimate by stock analysts. In addition, Dobbin and 

Jung (2010) find that corporate board diversity negatively affects stock prices. These studies 

directly or indirectly assess the economic consequences of legitimacy, but they are rare 

compared to the studies on the diffusion of practices and policies. For country-level analyses, 

scholars have demonstrated numerous policies have spread across the globe, such as neoliberal 

policies (Henisz, Zelner, and Guillén 2005; Simmons and Elkins 2004), political institutions 

(Wejnert 2005; Wimmer and Feinstein 2010), criminal regulation (Frank et al. 2010), and sports 

(Kaufman and Patterson 2005). Even so, few studies have examined the consequences of the 

legitimacy that countries achieve by adopting these policies. My results attempt to complement 

this line of research by showing that legitimacy can increase economic transactions and serve as 

a substitute for trust.  

On the contrary, when a newly adopted policy does not bring legitimacy because the 

world society does not have a settled norm surrounding it, it seems that it does not substitute for 

trust. Rather, it might strengthen the benefits of trust. This is demonstrated by my main finding 
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that the positive effects of IGO networks on CBA are larger when a target country has merger 

controls. As with the moderating effect of antitrust, the moderating effect of merger control also 

does not pass all of the robustness checks. This makes my results not conclusive but suggestive 

about the relationship between the laws and IGO networks. The differential effect of IGO 

networks on CBA depending on the merger control suggests that due to a risk of being abused by 

local governments, merger controls do not necessarily confer legitimacy to adopters, but 

oftentimes arouse concerns from financial communities. With a merger control legislated in a 

target country, stronger relationships among country-pairs seem to become more effective in 

facilitating CBAs.  

This result has two implications. First, it proposes the substitutive relationship between 

trust and legitimacy. Trust does not seem to be substituted simply because a target country 

adopts a widespread policy. When global society is split about how the policy should be 

understood, that is, when there are ambivalent norms surrounding a policy, its adoption might 

not substitute for trust. It is only when a country adopts a policy that is deemed “legitimate” by 

the global society that its adoption substitutes for trust. Second, my findings counter blanket 

arguments on the economic consequences of policies. There are many studies that claim 

universal effects of business practices. For example, quality of government scholars from 

economics claim that certain institutions have universally positive effects on capital markets or 

overall economic developments such as accounting standards, protection of investors over 

debtors, and legal origins (La Porta et al. 1999; Schneper and Guillén 2004; Shleifer and 

Wolfenzon 2002). However, my results suggest that the effects of policies can be wildly different 

depending on the context, especially when the data includes diverse countries beyond small 

samples of OECD or other types of developed countries.  
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It is worth noting that the effects of the interaction terms between IGO connectivity and 

the two laws, especially the one with the merger control, had large standard errors in certain 

models. In the models with a large number of interaction terms that are: (a) between IGO 

connectivity and other social factors, and (b) between the laws and closeness measures other than 

IGO, the interaction term with merger control did not have statistical significance. This might be 

due to the fact that, in a fixed-effects setting, certain countries do not have enough time between 

the implementation of antitrust laws and the implementation of merger control. These cases 

would not have enough data points to allow the comparison of the volume of CBAs before and 

after the institution of a merger control, and this might generate large standard errors. A potential 

direction of future research would be to resolve this limitation by improving the data coverage by 

including more countries with the time points before merger control. Another issue is that the 

interaction effects between IGO and the laws were not maintained in robustness check analyses. 

The interaction between IGO and merger law did not hold the statistical significance in 

predicting the deals in the expanded sample including zero-CBA dyads. 
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CHAPTER 4: 

THE GLOBAL DIFFUSION OF ANTITRUST AND MERGER CONTROL 
 

 

Policy travels between countries. Rather than inventing new policies themselves, many 

countries import policies from other nations (Dobbin et al. 2007).  The adoption of a policy is not 

based purely on its instrumental functions. Instead, symbolic and cognitive processes are deeply 

involved. This is because there are mechanisms that spread values, cultures, and norms that are 

deemed legitimate at a global level (Boli and Thomas 1997).  As Meyer et al. (1997) put it, 

“[m]any features of the contemporary nation-state derive from worldwide models constructed 

and propagated through global cultural and associational processes.” Since nations are like 

members of a polity and share a world culture, they have become isomorphic over time. 

Scholars have delved into the mechanisms that drive this isomorphism. Abundant 

empirical research has attempted to sort out the different dynamics of why states adopt certain 

policies, and as a result, we have a rich knowledge of the processes of global policy diffusion. 

Among the several categorizations of diffusion mechanisms, Dobbin et al. (2007) present a 

useful typology on the mechanisms that appear in global policy diffusion. Sometimes countries 

adopt policies as a result of pressure from powerful organizations, such as the U.S. government, 

the European Union, the World Bank, and the International Monetary Fund (J. M. I. Owen 

2002). Other times, countries adopt policies to cope with economic competition, such as lowered 

tax rates to attract foreign capital (Gastanaga et al. 1998).  Another mechanism may operate 

when policymakers are exposed to ideas and norms prevalent in other countries, and then adopt 

policies based on those of other nations (Ramirez et al. 1997; Strang & Chang 1993; Cole 2005).  

Scholars have used sophisticated longitudinal data to test for the existence of each of these 

diffusion mechanisms.   
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However, one particular diffusion mechanism has not yet been empirically tested enough: 

vicarious learning. I define diffusion by vicarious learning as policy diffusion that occurs when a 

policymaker adopts a new policy based on his or her observation of the consequences and 

effectiveness of—not mere the prevalence of—the policy in other countries. There are a 

substantial number of studies in this field that use the term “learning,” but few actually test 

whether adopter countries are influenced by causal associations between consequences and 

policy adoptions (e.g. Broreoks 2005, Levi-Faur 2003, Wayland 2005). Oftentimes, researchers 

do not distinguish between actual learning and other types of emulation (Meseguer 2005).  To 

date, only a handful of studies have analyzed policy learning with empirical data (Gilardi 2012; 

Khamfula 1998; Lee and Strang 2006). 

This chapter is an exploratory study of the vicarious learning mechanism of policy 

diffusion. It contributes to the literature by analyzing the learning mechanism with empirical 

data. It is different from extant studies in two regards. First, I use inter-country networks to 

measure who states observe to learn. A central premise of the concept of vicarious learning is 

that policymakers observe others to learn about outcomes of policies. Thus, it is critical to 

examine which states learners observe to learn about policies. According to network theorists, 

countries are connected to each other through various types of international networks, and these 

connections are essential conduits through which countries influence each other. However, 

existing analyses of learning assume that countries in the same region will be the main sources of 

vicarious learning, and do not measure inter-country networks (e.g. Gilardi 2012, Khamaful 

1998). I construct learning measures based on country networks, rather than mere proximity. I do 

this in order to overcome the limitations of existing research.  
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Second, I examine learning through inter-governmental organization (IGO) networks. 

Lee and Strang’s (2006) study on policy learning uses trade networks to measure who 

policymakers observe to learn about policy outcomes. Their analyses show that trade networks 

are powerful connections through which vicarious learning occurs. Analysis of vicarious learning 

through IGO networks would be a natural complement to this work. Recent sociological research 

has shown that the IGO is one of the prominent conduits through which ideas, cultures, and 

norms transfer (Boli and Thomas 1997; Bonikowski 2010; Cao 2009). Various types of IGOs 

represent modern world culture, and they are one of the prominent actors that facilitate 

international exchanges of ideas and practices (Meyer et al. 1997). To date, no studies have 

explored vicarious learning through IGO ties.  

Using longitudinal data on antitrust and merger laws between 1990 and 2005, I test 

whether vicarious learning occurs in policy learning. I construct learning variables that capture 

the economic performances of IGO network peers that adopted antitrust laws or merger controls. 

I examine whether these learning variables predict adoptions of antitrust and merger laws using 

event history models.  

 

Global Spread of Antitrust and Merger Control 

The previous chapter already provides an extensive review of antitrust and merger control 

and their global diffusion trends, so this section contains only a brief review. During the period 

of CBA expansion in the 1990s and 2000s, antitrust and merger laws spread rapidly around the 

globe, as shown in Figure 4.1. Antitrust laws support a core concept of capitalism: market 

competition. They aim to prohibit activities that are thought to harm or limit market competition. 

The activities that these laws generally ban are quite common across countries: (a) price-fixing, 
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(b) market allocation, (c) abuse of dominant market power, (d) price discrimination, (e) setting 

market entry barriers, (f) application of dissimilar conditions to equivalent transactions, and (f) 

concerted practices, whether horizontal, vertical, or conglomerates (Kennedy 2001; Kovacic 

2009; Kudrle 2006; Melamed 1998; Posner 2009).  

Until the 1980s, antitrust law was mainly enacted in developing countries with sizable 

markets and corporations. However, after the late 1980s, following the collapse of the Soviet 

Union, such laws became an important part of global norms toward market-oriented reform. 

Powerful inter-governmental organizations began to count antitrust law as an essential element 

of the modern market economy. The IMF and the World Bank began to suggest to their 

borrowers that they adopt antitrust laws in order to enhance competition (F. Kronthaler and 

Stephan 2007). The General Agreement on Tariffs and Trade and World Trade Organizations 

listed antitrust law as their policy recommendation. The European Union began to ask potential 

member countries to implement antitrust laws before they would be allowed to become a 

member.  

It was around this time that developing countries, as well as many least-developed 

countries, began to eagerly and swiftly adopt antitrust laws (F. Kronthaler and Stephan 2007; 

Palim 1998). And, as world polity scholars would predict, the late adopters did not reinvent the 

wheel. Rather, they enacted antitrust laws modeled after those in the developed world (Kovacic 

1998; F. Kronthaler and Stephan 2007; Wells 2002). In the 1990s and 2000s, many developing 

and least-developed countries adopted antitrust laws. As shown in Figure 4.1, before 1990, fewer 

than 30 countries had antitrust laws. However, during the 1990s, more than 60 countries had 

adopted such laws, resulting in a total of over 100 countries with antitrust regimes by 2006.  
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Figure 4.1. Cumulative Number of Countries that Adopted Antitrust Law and Merger Control 

 

Source: Competition Law Database by World Bank; Competition Regimes in the World, issued by the 

Centre for Competition, Investment & Economic Regulation of the Consumer Unity and Trust Society; 

Kronthaler’s data (2007), Anticartel Enforcement Worldwide. Worldwide Merger Notification Requirements, by 

Gidley and Paul (2009)  

 

Merger laws specifically aim to prohibit the anticompetitive consequences of M&As, and 

are frequently configured as a subset of antitrust laws. Under a typical merger law, a proposal for 

an acquisition is reviewed by a government agency, which, after a waiting period of two to six 

months, either approves or rejects the proposal depending on its assessment of the 

anticompetitive consequences of the deal. The deal cannot be closed without approval from this 

agency (Botta 2010; Wilson 2003).  

Merger control started in the U.S. in the early 20th century. In 1914, Congress passed the 

first merger control law in the world, the Clayton Act, which prohibited mergers with 

anticompetitive effects. The law was intended as a way to cope with the wave of mergers that 
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followed the adoption of the Sherman Act of 1890, the first antitrust law, which banned cartels 

among large corporations and made mergers a more attractive alternative to firms seeking to 

control the level of competition (Fligstein 1990).  

The crux of merger control is to regulate big businesses and protect the public from their 

monopolistic power. However, adoption of merger control by a county does not necessarily 

occur in response to need. For example, in 2009, Mauritius, a country with a population of about 

one million people and without any apparent “big business” or “merger wave,” adopted merger 

control (Kowlessur 2018). Mauritius was not an isolated example, for many other small countries 

that did not experience any threats from big business quickly adopted such laws as well. As a 

result, over 120 countries worldwide have now adopted the merger review regime. The trend 

toward adopting merger laws is similar to that of antitrust laws, with a slow but steady diffusion 

until 1990 followed by a rapid increase immediately after 1990, as shown in Figure 2.1.  

 

Mechanisms of Policy Diffusion 

This section reviews existing theories on four diffusion mechanisms. There has been 

ample previous research on international policy diffusion over the last two decades. This line of 

research brings a contrasting view compared to the traditional perspective, which holds that 

national policies are developed within each nation and are unaffected by foreign countries. This 

perspective assumes the national policies of each country are determined only by internal 

domestic factors such as economic growth, population, political party, and labor power (Flora 

and Heidenheimer 1981; Pierson 1996; Shalev 1983; Skocpol 1992; Wilensky 1974). However, 

over the last two decades, the idea that states are not isolated from each other, but rather are part 

of a global society has become widely accepted (Meyer et al. 1997). According to this 
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perspective, the global society has a world culture consisting of legal institutions, political 

structures, economic policies, and even cultural norms that are deemed legitimate. Scholars in 

this camp have produced rich empirical research that demonstrates the diffusion of national 

policies across countries (Dobbin et al. 2007). 

A central question of this line of research has been “What are the mechanisms of policy 

diffusion?” Dobbin, Simmons, and Garrett (2007) summarize the four concrete mechanisms 

found in existing studies: (a) constructivism, (b) coercion, (c) economic competition, and (d) 

learning. I review each of these mechanisms to provide a better sense of how learning is different 

from the other diffusion mechanisms, and why it is difficult to examine empirically.  

Constructivism is a cultural mechanism for policy diffusion. In constructivism, policies 

are adopted not because they are proven to have real effects, or because they are enforceable, but 

because they conform to norms and bring legitimacy to the state. This is fully understood by the 

adopting governments. This view is a unique contribution of new institutionalism in 

organizational sociology. It carries the cultural and phenomenological worldview: modern 

organizational practices can be understood as rationalized myths rather than as evidence-driven 

science (DiMaggio and Powell 1983; Meyer and Rowan 1977). According to this perspective, 

there is an ideal type of rationality, and practices are diffused when states believe they conform 

to it (DiMaggio and Powell 1983). Ideal types of rationality or rational practices also exist at the 

global level. These are termed world culture. They define the appropriate appearance of states. 

For example, there is a broad consensus that it is desirable for a state to have certain levels of 

protection of human rights, democracy, pursuit of economic growth, economic openness, a fair 

legal system, control over corruption, and political liberty (Boli and Thomas 1997; Meyer 1979; 

Meyer et al. 1997). This consensus is socially constructed rather than proven to improve the 
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condition of the human race, yet it is deemed legitimate. Policies that conform to this consensus 

diffuse across nations. 

Coercive diffusion happens when a state is pressed by a powerful organization to adopt a 

policy. The pressuring organization can be states, international organizations, or non-

governmental actors (J. M. Owen 2002). The United States, the IMF, and the World Bank are 

powerful actors that frequently play this role. Coercive pressure changes the incentive structure 

surrounding the adopter country, thus forcing it to adopt a policy (Dobbin et al. 2007). For 

example, adopting antitrust law6 has been a condition for becoming a member state of the 

European Union, forcing many former communist countries to adopt this policy (B. F. 

Kronthaler and Stephan 2007). Another example is that the IMF imposes the condition of 

adopting or improving competition policy among countries that receive loans (Kronthaler 2007).  

The third mechanism of diffusion, economic competition, focuses on the phenomenon of 

the intense “competition for capital” among states (Elkins et al. 2011). As developing countries 

experience insufficient capital for growth, they seek foreign investments by adopting market-

oriented reforms (Elkins et al. 2011; Henisz et al. 2005). Many of those reforms include 

preferential treatment for foreign capital, such as lax labor regulations and lower corporate taxes, 

confirming the image of a “race to the bottom” (Korten 995). Economic competition is different 

from coercion in that the adopter has more leeway in adopting the policy. Under economic 

competition diffusion, countries have multiple options to strengthen their competitiveness. In 

 

 

6 The terms antitrust law and competition law are used interchangeably.  
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contrast, under coercion, the country must conform to conditions that include explicit sets of 

policies. 

Lastly, the learning mechanism accounts for the fact that policymakers do not blindly 

adopt innovative policies, but consider the effectiveness or result of policies. For example, in the 

case of lowered corporate taxes, a competition mechanism will only occur if a country’s 

competitors adopt the policy. If competitor countries adopt it, in order to stay economically 

competitive, the focal country will also adopt it. However, the learning mechanism draws a 

picture in which policymakers examine whether the lowered corporate taxes in the competitor 

country actually attracted foreign capital, led to a higher growth rate of gross domestic product 

(GDP), or improved the employment rate. Of course, the connection between cause and effect is 

complex and blurry in the social world, which makes it difficult to analyze the processes of 

learning.  

 

Diffusion by Policy Learning 

Of the four mechanisms mentioned above, learning has received the least amount of 

attention from scholars (Dobbin et al. 2007; Strang and Macy 2001). Lee and Strang’s (2006) 

much-cited research studies the “contagion effect” of public-sector downsizing for 26 OECD 

countries. Their findings suggest that policy is contagious among countries connected through 

trade networks. They tested the learning mechanism by assuming that policymakers weighed the 

economic growth, trade balance, and overall budgetary health of a peer country that recently 

downsized its government. The results show that not only are countries influenced by the mere 

prevalence of policies among their peers, but they are also influenced by the outcomes of those 

policies.  
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Recently Gilardi (2012), whose focus is on policy learning, studied unemployment 

retrenchment in OECD countries. He finds that policymakers do not look at the general 

economic performance as the result of a policy when considering adopting it. Instead, they look 

at the political results such as electoral consequences, which are, in a cynical sense, more 

important to them.  

Organizational studies also have not accumulated enough empirical research on diffusion 

by learning (Strang and Macy 2001). An exception is Pernell-Gallagher (2015), who studied how 

a risky financial instrument, collateralized debt obligations (CDOs), diffused among US 

investment and commercial banks through learning. Pernell-Gallagher found that banks 

superstitiously link the good performance of other banks to the recently adopted innovation (i.e., 

CDO), although there is no clear causal link between the innovation and good performance. 

Following this line of research, I predict that the learning mechanism is one of the driving 

forces behind the diffusion of antitrust and merger control. When adopting economic policies, 

the parties for or against the adoption use evidence from other countries (Bennett 1991). In the 

course of public debates, policymakers seek to persuade the public based on their expectation of 

positive economic outcomes, such as GDP growth, stock market performances, and foreign 

direct investment (Julnes and Holzer 2001). Thus, I predict that positive outcomes of the laws in 

other countries will enhance the position of policymakers who seek to adopt the laws at home.  

If the learning mechanism contributes to antitrust and merger control diffusion, a 

remaining key issue is from whom do the policymakers learn? Sociologists suggest that actors 

learn from peers in their networks. Countries have various connections among them, but recent 

studies have established that IGO ties are an important channel for policy diffusion. Health care 

policies, higher education policies, and even democracy travel through IGO networks (Füglister 
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2012; Schofer and Meyer 2005; Torfason and Ingram 2010). Countries that are connected 

through IGO networks (i.e. IGO partners) can be an important source of learning.  

 

Hypothesis 1. Countries will have a higher probability of adopting antitrust laws if 

their IGO partners have better economic performance after the adoption of the same laws. 

 

Hypothesis 2. Countries will have a higher probability of adopting merger control if 

their IGO partners have better economic performance after the adoption of the same laws. 

 

Scholars have accumulated evidence that learners might not be indiscriminate in the way 

they gather and pay attention to information. Learning might show a degree of selectivity based 

on whether the information conforms to the pre-existing beliefs and theories learners hold. The 

findings of Lee and Strang (2006) about learning touch on this nuance: positive performance 

after downsizing was contagious, but after upsizing it was not. That is, a country tends to 

downsize its government if neighboring countries saw positive economic outcomes after 

downsizing, but does not upsize even if neighbors saw positive economic returns after upsizing. 

The authors’ interpretation is that countries learn only from what is consistent with their current 

beliefs or theory—the belief that government downsizing brings good economic performance is 

widespread. 

While no evidence has been collected specifically about policy learning, scholars have 

found that countries are influenced selectively, depending on the legitimacy of policies through 

IGO networks. Torfason and Ingram (2010) find that democracy spread across the globe through 

IGO networks, but there is a catch: democracy was contagious through IGO networks, but 
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autocracy was not. When a policy is not perceived as legitimate, it does not travel through IGO 

networks well. This selective diffusion mechanism depending on legitimacy is well-summarized 

by Rogers (2003). He points out that an innovation that is “incompatible with the values and 

norms of a social system will not be adopted as rapidly as an innovation that is compatible.” 

As discussed in the previous section, the world polity has an established norm in support 

of antitrust laws. They are generally perceived as legitimate policies. Thus, I predict that 

countries will have a selective learning mechanism for antitrust laws, meaning that they will 

learn more from positive outcomes, but less from negative outcomes of such laws. The positive 

outcomes among peers will be congruent with and corroborate the beliefs of policymakers that 

antitrust laws are essential in modern economies, but negative outcomes will not be compatible 

with existing beliefs, and thus will be perceived as less important information.   

 

Hypothesis 3. The association between a country’s likelihood of adopting antitrust 

laws and IGO partners’ economic outcomes after adopting antitrust laws will be stronger 

when these outcomes were positive than when they were negative.  

 

On the contrary, a merger control does not have an established consensus about whether 

it is a good or bad policy. It is important to distinguish the policies that are perceived as 

uncertain in terms of legitimacy from the ones that are perceived as illegitimate. For example, in 

Torfason and Ingram’s (2010) research, merger control is different from autocracy in that 

autocracy is uniformly perceived as undesirable, whereas global communities have an 

ambivalent attitude toward merger control. Some people argue that merger control gives a 

government too much power to intervene in market transactions. However, others argue that it is 
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a modern law that protects the markets against anti-competitive consolidations. This implies that 

countries are less likely to have a solid pre-existing theory or belief about merger control. Thus, I 

predict non-selective learning in the diffusion of merger control.  

 

Hypothesis 4. The association between a country’s likelihood of adopting merger 

control and IGO partners’ economic outcomes after adopting merger control will be equally 

strong, regardless of whether these outcomes were positive or negative.  

 

Data and Method 

I collected data on antitrust and merger-control laws from multiple sources. First, in 

addition to my own web research, the antitrust law adoption year is based on four sources: (a) the 

Competition Law Database from the World Bank; (b) Competition Regimes in the World, issued 

by the Centre for Competition, Investment & Economic Regulation of the Consumer Unity and 

Trust Society; (c) Kronthaler’s data (2007); and (d) Anticartel Enforcement Worldwide. Each 

dataset includes different countries, so multiple data sources are needed to maximize coverage. 

The merger control law adoption year and the length of the review period are based on 

Worldwide Merger Notification Requirements, by Gidley and Paul (2009). This database has 

extensive coverage of 215 countries and provides information on the adoption year of each 

merger review regime, whether the notification requirement is pre- or post-completion of the 

deal, whether it is mandatory or voluntary, and the length of the review phases.  
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Dependent variables 

The two dependent variables are the adoption of antitrust and merger laws. They have 

binary values of 0 and 1. The antitrust adoption variable receives a value of 0 until the year a 

country adopts the law and a value of 1 for the year of adoption. After adoption, the country is 

excluded from the risk set. The merger control adoption variable is coded by the same principle. 

Countries are excluded from my sample if they adopted both laws prior to 1990, which is the 

starting year of my observation period.   

Thus, the countries “at risk” in this study are those that existed in 1990 and did not have 

antitrust and merger control. For the model predicting antitrust, the early adopter countries of 

antitrust laws are excluded from the risk set. Likewise for the model predicting merger control.   

I justify this exclusion by calling on historical patterns of the global spread of the laws in 

question. It was only after the ideological shift toward market competition during the 1980s that 

antitrust was considered a policy that countries should adopt if they wanted to join the grand 

wave of market-oriented reforms. Not surprisingly, the adoption rate of antitrust laws was 

meager before the 1990 upsurge. During the 20-year period immediately before the beginning of 

my observation year of 1990, only 13 countries adopted antitrust laws. However, the following 

20-year period (1990–2010) saw 89 countries adopting such laws, which is an increase of nearly 

500%. Merger control shows a similar historical pattern since it is mostly adopted shortly after 

antitrust adoption. Between 1980 and 1989, only six countries adopted merger control, but 

between 1990 and 1999, 41 countries did so. Thus, the starting point of my data reasonably 

covers the beginning of the rapid spread of the laws where countries were affected by a global 

ideological shift and went through the diffusion processes.  
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Independent variables 

The learning variables are calculated using two elements: the economic performances of 

peer adopters, and the weight of the performances based on the IGO network. The learning 

variables of a country are the average economic performances of peer adopters weighted based 

on IGO proximity. The peer countries with more IGO co-memberships have more influence than 

the peer countries with fewer co-memberships. In the countries-by-countries matrix, each cell is 

filled with the number of shared co-memberships in IGOs. The higher the number for each cell, 

the closer the two countries are as partners.  

Economic performances of peers are measured with two metrics: (a) the growth rate in 

absolute terms, and (b) the change in the growth rate. Both of these metrics are measured after 

the law’s adoption. The rationale behind the first metric, absolute growth rates, is 

straightforward. The higher the growth rates of adopters, the more the laws will look promising 

for a country’s own growth. The second metric, a growth rate change, is calculated by 

subtracting the performance average during the five pre-adoption years from that of five post-

adoption years. This variable takes a positive value if economic performance is improved after 

the adoption and a negative value if the performance gets worse. More scrupulous policymakers 

might compare the before-adoption and after-adoption growth rates to assess the effects of the 

laws on economic performances.  

To test selective learning, I created positive and negative learning variables. The concept 

behind the positive learning variable is that a potential adopter only considers positive outcomes 

but ignores the negative outcomes of its peers. Positive outcomes fit the pre-existing belief that 

the laws should be helpful and are considered in decision-making, but negative outcomes are 

disregarded. Thus, the positive learning variable is the weighted average of positive growth rate 
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changes among IGO peers, leaving negative growth rate changes excluded from the calculation. 

For example, if Country A has three peers, when two of them have increased growth rates and 

one of them has a decreased growth rate, the positive learning variable is the weighted average of 

the two positive growth rate changes, ignoring the negative one.  

The negative learning variable is the opposite. It is the weighted average of negative 

growth rate changes among IGO peers, excluding positive growth rate changes. This is to reflect 

the hypothetical situation in which a potential adopter only looks at negative outcomes because it 

has a belief that the laws will be bad for economic performances.7  

Density is also controlled. The density for antitrust laws for a certain year is the number 

of countries that have adopted the law before or in that year, divided by the total number of 

countries in my dataset. Thus, it only varies across years but not across countries within each 

year, and it only increases, never decreases, over time. I created the density for merger controls 

in the same manner. I also control squared terms of density variables to control the possibility 

that a small number of countries that are left in the risk set are intrinsically not prone to adopt the 

laws and make the adoption rates an S-shaped curve.  

To test universal learning - learning which is not through network channels - I include 

regional learning variables. This variable is the unweighted average of economic performances 

 

 

7 Positive and negative learning variables are based on growth rate changes. Growth rate changes have 

positive values (increased growth rates after adoption) and negative values (decreased growth rates after 

adoption). Positive learning variables only take the positive values of growth rate changes among the 

partners of a country in each year and calculates the average. And negative learning variables only take 

the negative values of growth rate changes among the partners of a country in each year and calculates the 

average. Thus, positive learning variables only have positive values, and negative learning variables only 

have negative values. If policymakers learn from negative learning variables, these variables will have 

negative coefficients because policymakers are paying attention to negative consequences of the laws.  
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(growth rate changes) of adopters in the same region. I limit the scope of universal learning to 

regions because it is unrealistic to assume that the learning of countries occurs in a way that is 

not contingent on any social boundaries such as region or network. Following the Correlates of 

War project, I divide countries into the following six regions: Western Hemisphere, Europe, 

Africa, Middle East, Asia, and Oceania.   

 

Control variables 

I control for the domestic need for antitrust and merger control with the number of 

mergers and acquisitions. When countries face greater volumes of mergers and acquisitions, they 

will have greater needs to regulate the transactions to prevent anticompetitive consolidations. 

Historically, the first merger control in the U.S., the Clayton Act, was to cope with the merger 

wave that followed the first antitrust law, the Sherman Act. I control for the number of domestic 

mergers and acquisitions.  

For merger control adoption, I control for the existence of antitrust. Merger control 

always comes after antitrust. There are countries that adopted the two laws in the same year or 

adopted merger control years after antitrust, but no country adopted merger control before 

antitrust.  

I also control for the normative mechanism of policy diffusion. It is possible that the mere 

prevalence of the laws among peers, regardless of their effect on performances, can have a 

positive influence on the adoption of the laws. This is a conventional network effect variable 
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employed by previous studies on policy diffusion.8 Additional control variables are GDP per 

capita, population, level of democracy, and IMF lending. The level of democracy is retrieved 

from Polity IV Project (Marshall et al. 2012), and takes integer values ranging from -10 (strongly 

autocratic) to 10 (strongly democratic). IMF lending is a binary variable that equals 1 for any 

borrowing from IMF and 0 otherwise. It can capture the coercive mechanism of policy diffusion 

since the IMF strongly promotes market-oriented reforms to the borrower countries.  

The descriptive statistics are presented in Table 4.1. The learning variables have small 

values because the growth rate and change in the growth rate is usually a one-digit number. 

There are many learning variables because I create combinations of two criteria including: (a) the 

type of laws (antitrust and merger control), and (b) metric for performance (growth rate vs. 

change in growth rate). 

 

Table 4.1. Descriptive Statistics 

          

Variable Mean S.D. Max Min 

Antitrust 0.32 0.47 1.00 0.00 

Domestic M&As (logged) -6.77 6.51 6.73 -11.51 

GDP (per capita, logged) 7.45 1.56 11.27 3.91 

Population (logged) 15.64 1.48 20.99 12.65 

 

 

8 This is the weighted average of the binary variable of the laws among the IGO peers. For example, for 

Country A, the normative antitrust diffusion variable takes the value of average of the antitrust binary 

variable among its peers weighted by the IGO comembership.  

 

Shown below is the normative antitrust diffusion score for country i that has j alters in its IGO network. 

Antitrust j is the binary variable that indicates the existence of the law.  

NormativeAntitrustDiffusion𝑖 = ∑𝐴𝑛𝑡𝑖𝑡𝑟𝑢𝑠𝑡𝑗 ×
𝑆ℎ𝑎𝑟𝑒𝑑𝐼𝐺𝑂𝑚𝑒𝑚𝑏𝑒𝑟𝑠ℎ𝑖𝑝𝑤𝑖𝑡ℎ𝑗

𝑇𝑜𝑡𝑎𝑙𝑁𝑢𝑚𝑏𝑒𝑟𝑜𝑓𝐼𝐺𝑂𝑚𝑒𝑚𝑏𝑒𝑟𝑠ℎ𝑖𝑝𝑖

𝑗

1
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Table 4.2. (Continued)     

 

Variable Mean S.D. Max Min 

Democracy 1.69 6.74 10.00 -10.00 

IMF Lending 0.60 0.49 1.00 0.00 

Density Antitrust 0.60 0.11 0.74 0.24 

IGO Partners' Antitrust 41.64 12.88 95.58 3.00 

Regional Learning Antitrust -0.36 2.20 3.49 -5.72 

Learning IGO Partners' Antitrust, Growth Rate 1.54 0.39 2.81 0.21 

Learning IGO Partners' Antitrust, Growth Rate Change -0.36 0.92 1.26 -2.19 

Learning IGO Partners' Antitrust, Growth Rate, Positive Results 0.81 0.58 2.44 0.00 

Learning IGO Partners' Antitrust, Growth Rate, Negative Results -0.18 0.08 -0.03 -0.49 

Density Merger Control 0.30 0.18 0.52 0.10 

IGO Partners' Merger Control 27.77 13.75 85.56 3.00 

Regional Learning Merger Control -0.41 1.88 3.55 -4.05 

Learning IGO Partners' Merger Control, Growth Rate 1.63 0.29 2.80 0.29 

Learning IGO Partners' Merger Control, Growth Rate Change -0.25 0.59 0.99 -1.55 

Learning IGO Partners' Merger Control, Growth Rate, Positive 

Results 
0.85 0.35 2.16 0.00 

Learning IGO Partners' Merger Control, Growth Rate, Negative 

Results 
-0.12 0.05 -0.03 -0.34 

 

Analysis 

I use discrete-time event history models to analyze the adoption of the laws. Continuous-

time models are widely used in social science. According to Allison (1984, p. 14), time is always 

measured in discrete units, however small, but when the unit is small enough to be treated as if it 

is a continuous scale, it is usually acceptable to use continuous models. However, when the unit 

is relatively large, such as months, years, or decades, it is more appropriate to use discrete-time 

models. My dataset fits a discrete-time approach better since the variables are measured annually 

with limited time points, from 1990 to 2005.  

Discrete-time event history models have two options, depending on the way they use to 

specify how hazard rate depends on time and the explanatory variables. The first is to use logistic 
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regression function, and the second is to use a complementary log-log (cloglog) function.9 A 

logistic link function is more appropriate when the true nature of the time of events is discrete, 

such as a presidential election that happens every four years. In contrast, the cloglog link is the 

better option when there is an underlying continuous-time process behind events, but only 

observed in discrete time scale such as time of the birth of babies measured annually (Allison 

1982).  

I use a complementary log-log specification because the nature of the processes of 

adoption of the laws is not discrete, which would mean that national decisions to adopt antitrust 

or merger laws do not have to occur on the same date every year in every country. The decision 

can be made any time during a year, but is only measured annually in my dataset. However, I 

also run logistic regressions and report them in the Appendix to check the robustness of the 

cloglog results against them.  

Hazard rate using complementary log-log link can be written as follows: 

log[− log(1 − 𝑃it)] = αt + 𝛽′𝑋𝑖𝑡   (1) 

where 𝑃it is hazard rate of country i at time t. αt denotes baseline hazard rate at time t. I 

do not assume any functional form of the baseline hazard rates, so they are included as dummy 

variables in my models. 𝑋𝑖𝑡 denotes the set of explanatory variables including learning variables 

and controls, and 𝛽′ is the vector of coefficients of the explanatory variables.  

 

 

9 Hazard rate in logistic regression function can be written in logit form: log [P/(1-P)] = a + bx, where P 

denotes hazard rate, a denotes baseline hazard, x denotes a set of explanatory variables, and b denotes 

coefficients. Hazard rate in complementary log-log function can be written as follows: log[-log(1-P)]=a + 

bx.  
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Results 

Table 4.2 shows the event history models for antitrust adoption. Each model, from 

Models 2 to 4, contains each network and learning variable. Control variables are generally 

consistent with existing research. Countries with more developed economies, larger populations, 

and higher levels of democracy are more likely to adopt antitrust laws. The IMF lending variable 

does not have a statistically significant effect, although the direction of the coefficients is 

consistent with the expectation that IMF lending will pressure countries to adopt antitrust laws. 

Also, domestic M&As, the measure for domestic needs for antitrust laws, did not have statistical 

significance, although the signs of the coefficients are positive.  

The variables of the normative diffusion process have mixed results. In all models, the 

existence of network peers with antitrust laws seems to increase the chance of adoption. IGO 

Partners’ Antitrust variable has a positive and significant effect on adoption. This is consistent 

with previous studies on policy diffusions, which report that the more peers with a focal policy a 

country has, the more likely the country will be to adopt the same policy (Lim and Tsutsui 2011; 

Longhofer and Schofer 2010; Schofer and Meyer 2005; Torfason and Ingram 2010). Global 

density and its squared term are not significant.10 

Learning processes are only very weakly supported by the results. For example, the 

“Regional Learning” and “Learning IGO Partner’s Antitrust, Growth Rate Change” variables 

 

 

10 In an unreported model without the squared term, global density has strong negative coefficients 

throughout the models. It is highly likely that, based on that the antitrust density is relatively high 

(starting from 0.24 in 1990 and reaching 0.74 in 2005, see Figure A.1 in Appendix), the risk set of later 

periods has a higher portion of countries that have a low probability of adopting the law for observed and 

unobserved reasons, resulting in the negative coefficient of density. 
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have positive signs, but at the same time, large standard error. “Learning IGO Partner’s Antitrust, 

Growth Rate” has a negative sign without statistical significance. These results do not support 

Hypothesis 1, which stated that strong economic performances of IGO peers after adopting 

antitrust law increase the chance of the adoption of the same law. Model 4 examines whether 

selective learning processes occur in antitrust diffusion. It shows that positive outcomes of peers 

increase the chance of adopting antitrust laws, but this needs to be taken with caution due to the 

large p-value of .074. The magnitude is difficult to grasp intuitively because the learning 

variables have composite values which are average performances weighed by the IGO network. 

However, the sign indicates that countries learn from positive outcomes of antitrust. By contrast, 

the estimation of negative outcomes of peers was not precise enough to draw a meaningful 

interpretation. The p-value of testing the null hypothesis that the two coefficients are not 

different from each other is .181.  Thus, Model 4 does not support the different strengths of 

associations between positive and negative outcomes and the chance to adopt antitrust.  Thus, 

Hypothesis 3 is not supported. All of these findings from complementary log-log link do not 

differ significantly from the logit regression results reported in Table A.2 in the Appendix.  

 
Table 4.2. Discrete-Time Complementary log-log Models for Antitrust Adoption 

  Model Model Model Model 

Variables 1 2 3 4 

          

Domestic M&As (logged) 0.01 0.01 0.01 0.02 

 (0.03) (0.03) (0.03) (0.03) 

GDP (per capita, logged) 0.52*** 0.49*** 0.50*** 0.47*** 

 (0.15) (0.14) (0.14) (0.14) 

Population (logged) 0.37*** 0.39*** 0.38*** 0.40*** 

 (0.11) (0.11) (0.11) (0.11) 

Democracy 0.05** 0.05** 0.05** 0.06** 

 (0.02) (0.02) (0.02) (0.02) 

IMF Lending 0.29 0.21 0.22 0.13 

 (0.35) (0.34) (0.34) (0.35) 
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Table 4.2. (Continued) 

  Model Model Model Model 

Variables 1 2 3 4 

          

Density_Antitrust -20.93 -23.25 -21.27 -15.70 

 (27.29) (27.43) (27.29) (28.17) 

Density_Antitrust(squared) -1.87 0.26 -2.57 -6.56 

 (36.36) (36.45) (36.34) (37.22) 

IGO Partners' Antitrust 0.06*** 0.10*** 0.07*** 0.10* 

 (0.02) (0.04) (0.02) (0.06) 

Regional Learning Antitrust 0.06    

 (0.08)    
Learning IGO Partners' Antitrust, Growth Rate  -0.98   

  (0.99)   
Learning IGO Partners' Antitrust, Growth Rate Change   0.71  

   (0.75)  
Learning IGO Partners' Antitrust, Growth Rate, Positive Results    2.52* 

    (1.41) 

Learning IGO Partners' Antitrust, Growth Rate, Negative 

Results    22.19 

    (15.26) 

     
Non-parametric yearly baseline hazard YES YES YES YES 

Observations 1,002 1,002 1,002 1,002 

Log likelihood -200.6 -200.4 -200.4 -199.1 

Standard errors in parentheses     
*** p<0.01, ** p<0.05, * p<0.1     

 

Table 4.3 shows the event history models for the adoption of merger control. Intuitively, 

the adoption of antitrust has a strong positive effect on merger control. The large coefficient 

reflects the fact that antitrust always precedes merger control. Among the control variables, GDP 

per capita and population size increase the probability of adopting merger control. Unexpectedly, 

democracy shows negative effects in some models. Global density has negative coefficients and 

its squared term has positive coefficients throughout the models, which shows that the density 

has a curvilinear relationship with the probability of adopting merger control. For example, in 

Model 6, the density is associated positively with the probability of adopting merger control until 

it reaches .47 [=128.15/(2*135.13)], and after this point, the association turns negative. The 

range where the association turns negative is relatively narrow and at the higher end based on the 
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fact that the mean of merger control density is .30 and the maximum is .52 in my dataset. Unlike 

antitrust, the prevalence of the law among IGO partners does not hold significance in all models.  

The only learning measure that has a statistical significance at p<.1 level is “Learning 

IGO Partners' Merger Control, Growth Rate Change” in Model 7. The countries have a higher 

probability of adopting merger control when they have IGO partners that have displayed 

improved economic performances after adopting merger control. However, this result should be 

taken with caution due to its large standard error. Other learning variables, including regional 

learning, learning based on growth rate, positive and negative learning, do not have statistical 

significance. Thus, I conclude that Hypothesis 2 on learning mechanisms on merger control is 

only weakly supported by the data. If one applies a more rigorous cutpoint of the p-value at .05, 

none of the learning variables in Table 4.2 and 4.3 are significant.  

Model 8 is to test Hypothesis 4 that selective learning processes will not operate in the 

merger control diffusion because there is no solid consensus about whether a merger control is a 

good or a bad thing. In order for Hypothesis 4 to be supported, the positive results should have 

the same magnitude of the effects with the negative results. For both measures, the standard 

errors are too large to draw any meaningful conclusion. In the logit model in Table 2.5 in the 

Appendix also shows that I cannot conclude that the effects of positive and negative outcomes 

have similar magnitudes of effects on the chance of the adoption of merger control. When I test 

the hypothesis that the sum of the two coefficients is zero, it is rejected at p<.01 level. 

Hypothesis 4 is not supported by my analyses.  
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Table 4.3. Discrete-Time Complementary log-log Models for Merger Control Adoption 

  Model Model Model Model 

Variables 5 6 7 8 

          

Domestic M&As (logged) 0.00 0.00 0.02 0.02 
 (0.04) (0.04) (0.04) (0.04) 

GDP (per capita, logged) 0.62*** 0.61*** 0.59*** 0.61*** 
 (0.22) (0.22) (0.22) (0.22) 

Population (logged) 0.97*** 0.96*** 0.97*** 0.95*** 
 (0.18) (0.18) (0.17) (0.18) 

Democracy -0.08** -0.07** -0.04 -0.04 
 (0.04) (0.04) (0.04) (0.04) 

IMF Lending 0.57 0.60 0.57 0.65 
 (0.57) (0.56) (0.58) (0.57) 

Antitrust 5.09*** 5.06*** 4.71*** 4.71*** 

 (0.88) (0.87) (0.87) (0.88) 

Density_Merger Control -128.15*** -127.87*** -106.44*** -114.12*** 
 (28.60) (29.19) (30.20) (29.28) 

Density_Merger Control(squared) 135.13*** 135.86*** 98.28** 117.42*** 
 (42.41) (44.37) (46.46) (43.93) 

IGO Partners' Merger Control 0.08* 0.08 0.02 0.01 
 (0.04) (0.07) (0.05) (0.20) 

Regional Learning Merger Control -0.03    
 (0.14)    

Learning IGO Partners' Merger Control, Growth Rate  -0.13   

 (2.18)   

Learning IGO Partners' Merger Control, Growth Rate Change   3.87*  

  (1.98)  
Learning IGO Partners' Merger Control, Growth Rate, Positive 

Results 
   3.92 

   (3.49) 

Learning IGO Partners' Merger Control, Growth Rate, Negative 

Results 
   16.18 

   (33.25) 
 

    
Non-parametric yearly baseline hazard YES YES YES YES 

Observations 931 931 931 931 

Log likelihood -98.58 -98.60 -96.67 -97.36 

Standard errors in parentheses 
    

*** p<0.01, ** p<0.05, * p<0.1 
    

 

Conclusion 

Antitrust and merger control laws rapidly diffused around the globe during the 1990s and 

2000s. Starting in 1990, the number of countries adopting these laws rose suddenly, which 

provides a useful testing ground for theories about policy diffusion. I draw three conclusions 

from my investigation of the data. First, policy learning is potentially one of the driving forces 
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behind the diffusion of antitrust and merger control. Countries have a higher probability of 

adopting antitrust laws when they have more IGO partners with positive outcomes of the same 

law. Also, countries have a higher probability of adopting merger control when they have IGO 

partners with improved economic performances. This finding contributes to the literature on 

policy diffusion in that there have been few empirical studies of the learning process so far. 

However, it is worth noting that: (a) the learning variables could only pass the test at a 90% 

confidence level, not a 95% confidence level, and that (b) not every learning variable shows the 

expected effects. For example, learning from IGO partners based on their growth rate compared 

to the past increases the chance of merger control adoption, but learning from IGO partners 

based on their growth rate in an absolute term does not have significance.  

Second, I could not find evidence that selective learning occurs in policy diffusion. I 

hypothesized that policymakers learn only from the observations that are congruent with global 

norms, and that policymakers do not pay much attention to the observations that do not fit the 

norms. I found that policymakers learn from positive outcomes of antitrust, but, due to a large 

standard error, I could not find evidence that they do not learn from negative outcomes. For 

merger control, I hypothesized that policymakers will learn in an unbiased way from positive and 

negative outcomes of merger control because it does not have a settled norm associated with it. 

However, my results could not come to any clear conclusion due to the large standard errors of 

both positive and negative learning measures. In logit models, positive outcomes of merger 

control have positive effects on the adoption rate, but negative outcome was not estimated 

precisely enough to draw a meaningful conclusion.  

Third, aside from policy learning, I observe that normative diffusion mechanisms play a 

role in the spread of antitrust. Countries are affected by the mere prevalence of antitrust in their 



96 

 

IGO network. As more countries within their network adopt the law, the more likely a country is 

to adopt the same policy. This is consistent with what has been reported in numerous previous 

studies on the diffusion of policies and institutions, including democracy (Torfason and Ingram 

2010), public-sector downsizing (Lee and Strang 2006), corporate social responsibility (Lim and 

Tsutsui 2011), higher education (Schofer and Meyer 2005), environmental associations 

(Longhofer and Schofer 2010), and central bank independence (Polillo and Guillén 2005). The 

same mechanism seems to be working for merger control, but the evidence is not as strong as for 

antitrust. The global prevalence of merger control positively affects the rate of adoption - up to a 

certain point. After that, the effect turns negative. However, I avoid interpreting this as an 

inverted U-shaped effect because it is probable that the negative effect is only the result of the 

presence of a group of countries that are unlikely to adopt merger control under any 

circumstance, but are still remaining in the risk set.  

For future research, I suggest three dimensions to consider when analyzing vicarious 

learning. The first concern who do the learners learn from? I used IGO ties and regional 

neighbors, but a country’s peers could be defined in other ways, such as countries with similar 

levels of development, countries exchanging migrants, and investment partners, including FDI 

and cross-border acquisitions. The second consideration is what do learners look at when 

attempting to assess the outcomes of policies? My research measured economic performance 

using the growth rate, but there are many other possible relevant measurements, such as 

incoming FDI, employment rate, and inequality. The third is how far do the learners go back in 

history to learn? It is unrealistic to assume that countries learn from an inconspicuous policy 

outcome that happened 60 years ago. However, it is likely that in prominent cases such as the 

Great Depression, countries will reach farther back in history to learn.  
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Another realm that future research should consider is examining the association between 

who learners learn from and what learners look at to learn. In my exploratory analysis, whether 

the learning process works or not depends on the type of relationship (IGO partner vs. IGO 

competitor11) and performance measurements. Even when the performance is measured in the 

same way, such as growth rate change, the effect is different, depending on what the relationship 

is. For example, growth rate change after adopting merger control among IGO partners 

positively influences the adoption of merger control, but the same performance among IGO 

competitors does not (see Table A.4. in the Appendix). Studying the association between 

performance measures and types of peers may provide a more nuanced understanding of policy 

learning.  

One of the limitations of this research is that the measurements of learning are at a 

significantly aggregated level. The results show that better performance definitely makes a 

policy more contagious, but further elaboration is needed on why this is the case. There can be 

various fine gradations between improved economic performance after the adoption of a law in 

peer countries and the subsequent adoption of the law in a focal country. These steps might 

involve various actors, including the media, politicians, government officials, corporate 

executives, and the general public. My analysis does not touch upon the concrete dynamics of 

 

 

11 The term “competitor” does not precisely fit the context here, but it is a frequently used term to refer to 

the structural equivalence of two countries. The more overlaps two countries have in their set of partners, 

the more structurally equivalent they are. For example, if Country A has Countries L, M, and N as 

partners, and Country B has the same set of partners, then Countries A and B are perfectly structurally 

equivalent. Network theorists have reported that the actors tend to mimic their structurally equivalent 

peers (Huang, Shih, and Wu 2011). 
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the decision-making process within the adopter country. Further research is required to shed light 

on this process.  
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CHAPTER 5: 

CONCLUSION 

 
The goal of this dissertation was to answer the question: What would make international 

economic transactions possible which are not guided, arranged, and supported by institutions? 

Economic actors face higher institutional uncertainty in the inter-country space because they 

have few methods to enforce contracts, to deter malfeasances, or to overcome normative and 

cultural differences. For this reason, the intercountry realm is sometimes called an institutional 

abyss (Alcacer and Ingram 2013).  

Three factors have been discussed that might be able to fill this institutional vacuum. The 

first factor is direct institutional arrangements, in which countries make contract-like agreements 

that reduce transaction costs. Pairs of countries might sign free trade agreements and bilateral 

investment treaties, and groups of countries might make regional agreements (e.g., the North 

American Free Trade Agreement) or global agreements (e.g., the General Agreement on Tariffs 

and Trade). These agreements are expected to have concrete terms and conditions for 

international transactions that reduce transaction costs.  

The second factor is inter-country relationships. Scholars have found that comembership 

in intergovernmental organizations (IGOs) increase trade and foreign direct investment between 

countries (Alcacer and Ingram 2013; Ingram et al. 2005). This is a scaled-up version of 

economic sociology at the global level that finds social relations shape economic exchanges, 

although they seem to be tangential to economic life. Sharing memberships in IGOs that focus on 

cultural and societal topics actually strengthens trust and familiarity between actors in different 

countries and makes economic transactions more probable.  
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This dissertation proposes a third factor that may potentially fill this institutional vacuum: 

the diffusion of governmental regulations. According to my analyses, antitrust laws have rapidly 

spread across the globe over the last three decades and have robustly increased cross-border 

mergers and acquisitions (CBAs). I interpret this finding as being due to the fact that legitimacy 

facilitates economic transactions. Since the collapse of the Soviet Union in the late 1980s, the 

market economy has gradually been accepted as the core principle that any legitimate country 

should base the operation of its economy upon. It is not that no adjustments can be applied to the 

principles of the market to alleviate inequalities or market fluctuations, but the fundamental 

elements of economic policies should be based on market competition. Adoption of antitrust 

laws is an assertive declaration that an adopter country conforms to the global norms of a market 

economy, and the legitimacy the adopter country achieves as a result attracts foreign capital in 

the form of CBAs. 

A certain portion of the positive effects of antitrust laws on CBAs might be less from 

symbolic legitimacy and more from instrumental calculations that the operation of antitrust laws 

will be beneficial for investments. However, with the combination of available field knowledge 

and my statistical results, I conjecture that a significant portion of the effect is based on symbolic 

legitimacy. Many developing countries enacted antitrust laws without any real capacities to 

actually implement them, and antitrust experts assess that there is a significant decoupling 

between these laws and actual practices (Kovacic 2000; Sokol 2007, 2008, 2009). However, in 

my analyses, the positive effects of antitrust laws on CBAs were universal across countries with 

all levels of development. Among the poorest countries, antitrust laws have statistically 

significant effects, which means that even when it is difficult to expect instrumental 

functionalities of antitrust laws, foreign acquirers still increased their investment in countries 
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which adopted antitrust laws. This current work is a contribution to the research on the diffusion 

of innovations because there are few studies on the effect of legitimacy. The majority of 

diffusion studies consider legitimacy to be a mechanism of diffusion, but do not examine the 

economic implications of legitimacy.  

In addition, I find that legitimacy seems to substitute for trust in facilitating economic 

transactions. My analyses in Chapter 2 shows that IGO comemberships increase CBAs in 

country pairs, but less so when the target countries have antitrust laws. I interpret this reaction as 

indicating that the trust built from IGO connectivity is replaced by the legitimacy achieved by 

conforming to global norms by adopting antitrust laws. Legitimacy works like trust, but without 

the required work to first build relationships.  

This finding has policy implications for developing countries. Many countries need 

foreign capital for economic development. In the competition for capital, they can build trust by 

making sound intercountry relationships involving long-term projects. At the same time, they can 

achieve legitimacy by paying attention to prominent policies that have strong global norms. 

Organizations like the International Competition Network, as per antitrust laws, provide annual 

conferences and training sessions to member-states about the implementation of antitrust laws. 

The negative interaction between GDP per capita and antitrust laws also speaks to policymakers. 

When a target country appears legitimate, investors rely less on confidence in the general 

qualities of institutions in that country and more on its official policies. However, policymakers 

cannot expect to increase the quality of their institutions in a short period of time. Adopting 

widespread economic policies can complement the slow growth of quality institutions.  

Merger controls are meaningful comparison points to antitrust laws because of the lack of 

established norms surrounding them. Financial communities have ambivalent attitudes toward 
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merger control since it can be abused by local governments against foreign investors. This 

characteristic means merger control is not a substitute for, but is complemented by, trust. This 

argument is supported by my statistical findings. As discussed in Chapter 2, the CBA-facilitating 

effect of IGO comembership is larger when a target country adopts merger control. Similarly, in 

Chapter 1, countries with higher GDP per capita are observed to enjoy the CBA-facilitating 

effects of merger control, but countries with lower GDP per capita saw negative effects of 

merger control.  

The different norms surrounding antitrust laws and merger controls shed new light on our 

understanding of policy diffusion. I investigate this diffusion by analyzing vicarious learning 

processes of countries and found that policymakers showed selective learning to policies with 

strong norms. Positive outcomes of antitrust laws among peer countries increase the probability 

they will adopt similar laws, but negative outcomes of antitrust do not affect adoption either way. 

This shows that legitimacy creates both cognitive bias and confirmatory bias. When there is a 

pervasive perception that a policy is a good thing, policymakers learn only from the data 

congruent with the perception. I do not find this pattern with merger control, which has an 

ambiguous norm surrounding it. 

My analyses on vicarious learning suggests a future direction of research on policy 

diffusion. One of my original hypotheses was that vicarious learning by countries would be more 

effective for merger control than antitrust laws because proponents of a controversial policy 

usually have to overcome opponents by using processes of persuasion based on the data, whereas 

an uncontroversial policy can be adopted with few debates. Merger control is more controversial 

than antitrust law, which would make the economic outcomes of peer adopters more important 

for potential adopters than the outcomes of antitrust laws. I found this pattern, as seen in the 
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Appendix table, but when I included antitrust law as a control for merger control adoption, this 

pattern disappeared. This might be because of the particularity of antitrust and merger laws: 

merger control is only adopted after antitrust law, thus antitrust should be controlled when 

modeling merger control adoption. Future research should compare the adoption of two 

policies—one conventional and the other controversial—that do not have a predetermined order 

of adoption.  

Another productive research direction would be to investigate how different diffusion 

mechanisms affect the effectiveness of new policies. The consequences of a policy can be better 

understood by examining the diffusion history of the policy. Tolbert and Zucker (1983) showed 

the same policy or practice can have quite different meanings for those who adopt the innovation 

at different points in time. Early adopters understand the purpose of a practice and implement it 

with integrity, but late adopters tend to adopt it without fully understanding its purpose, either as 

mimicry or simply to gain legitimacy. This difference can be linked to performances of the 

policies (Weber, Davis, and Lounsbury 2009).  
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Appendix 
 

Table A.1. Linear Probability Model using Ordinary Least Squares Predicting CBA Transactions 

        

Variables Model 6 Model 7 Model 8 

        

IGO Comembership 0.0073*** 0.0013*** 0.0090*** 

 (0.0001) (0.0001) (0.0006) 

Target_Antitrust(lagged) 0.0119*** -0.1595*** 0.0843*** 

 (0.0012) (0.0059) (0.0188) 

Acquirer_Antitrust(lagged) -0.0047*** -0.0093*** -0.0120*** 

 (0.0010) (0.0010) (0.0010) 

Target_Merger Control(lagged) 0.0107*** -0.1107*** -0.3823*** 

 (0.0013) (0.0062) (0.0201) 

Acquirer_Merger Control(lagged) 0.0219*** 0.0207*** 0.0180*** 

 (0.0011) (0.0011) (0.0011) 

IGO* Antitrust(target)  0.0049*** 0.0002 

  (0.0002) (0.0002) 

IGO* Merger Control(target)  0.0031*** 0.0029*** 

  (0.0002) (0.0002) 

Trade * Antitrust(target)   0.0008*** 

   (0.0001) 

Trade * Merger Control(target)   -0.0000 

   (0.0001) 

BITs * Antitrust(target)   -0.0050 

   (0.0043) 

BITs * Merger Control(target)   -0.0067 

   (0.0042) 

IGO * BITs   -0.0021*** 

   (0.0002) 

IGO * Trade   0.0004*** 

   (0.0000) 

Colonial Tie * Antitrust(target)   -0.0215 

   (0.0238) 

Colonial Tie * Merger Control(target)   0.0213 

   (0.0218) 

Common Language * Antitrust(target)   0.0097* 

   (0.0052) 

Common Language Merger Control(target)   0.0164*** 

   (0.0053) 

Common Legal Origin * Antitrust(target)   -0.0093*** 

   (0.0026) 
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Table A.1. (Continuted) 

Variables Model 6 Model 7 Model 8 

Common Legal Origin * Merger Control(target)   0.0020 

   (0.0027) 

Distance * Antitrust(target)   -0.0076*** 

   (0.0019) 

Distance * Merger Control(target)   0.0315*** 

   (0.0021) 

IGO * Colonial Tie   0.0019*** 

   (0.0004) 

IGO * Common Language   -0.0017*** 

   (0.0002) 

IGO * Common Legal Origin   -0.0014*** 

   (0.0001) 

IGO * Distance   -0.0009*** 

   (0.0001) 

IGO * Target Democracy   0.0003*** 

   (0.0000) 

BITs -0.0247*** -0.0251*** 0.0843*** 

 (0.0015) (0.0015) (0.0068) 

Trade (logged) -0.0003*** -0.0000 -0.0136*** 

 (0.0000) (0.0000) (0.0002) 

Acquirer_GDPpercapita(ln) 0.0054*** 0.0065*** 0.0075*** 

 (0.0005) (0.0005) (0.0005) 

Target_GDPpercapita(ln) -0.0044*** -0.0059*** -0.0068*** 

 (0.0004) (0.0004) (0.0004) 

Acquirer_Population(ln) 0.0083*** 0.0094*** 0.0093*** 

 (0.0004) (0.0004) (0.0004) 

Target_Population(ln) 0.0075*** 0.0104*** 0.0093*** 

 (0.0004) (0.0004) (0.0004) 

Distance(ln) -0.0067*** -0.0083*** 0.0208*** 

 (0.0008) (0.0008) (0.0026) 

Colonial History between Acuirer and Target 0.1701*** 0.1546*** 0.0272 

 (0.0063) (0.0063) (0.0192) 

Common Language -0.0228*** -0.0025 0.0804*** 

 (0.0018) (0.0018) (0.0067) 

Target_Democracy 0.0011*** 0.0014*** -0.0102*** 

 (0.0001) (0.0001) (0.0003) 

Target_Liberalization of the movement of capital and people 0.0089*** 0.0097*** 0.0072*** 

 (0.0002) (0.0002) (0.0002) 

Currency Differnece (PPP of Acquirer - PPP of Target) 0.0731*** 0.0726*** 0.0706*** 

 (0.0015) (0.0015) (0.0015) 
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Table A.1. (Continued) 

Variables Model 6 Model 7 Model 8 

Same Legal Origin -0.0196*** -0.0170*** 0.0458*** 

 (0.0010) (0.0010) (0.0047) 

Constant -0.4478*** -0.3058*** -0.5585*** 

 (0.0114) (0.0112) (0.0241) 

    

Observations 223,783 223,783 223,783 

R-squared 0.2232 0.2484 0.2930 

Robust standard errors in parentheses    

*** p<0.01, ** p<0.05, * p<0.1    
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Table A.2. Discrete-Time Logit Models for Antitrust Adoption 

          

Variables Model 9 Model 10 Model 11 Model 12 

          

Domestic M&As (logged) 0.01 0.01 0.01 0.02 

 (0.03) (0.03) (0.03) (0.03) 

GDP (per capita, logged) 0.54*** 0.51*** 0.51*** 0.49*** 

 (0.16) (0.15) (0.15) (0.15) 

Population (logged) 0.38*** 0.40*** 0.40*** 0.42*** 

 (0.11) (0.12) (0.12) (0.12) 

Democracy 0.05** 0.05** 0.05** 0.06** 

 (0.03) (0.02) (0.02) (0.02) 

IMF Lending 0.33 0.24 0.25 0.17 

 (0.38) (0.37) (0.37) (0.38) 

Density_Antitrust -21.51 -23.97 -21.77 -15.83 

 (29.07) (29.19) (29.06) (29.87) 

Density_Antitrust(squared) -2.23 -0.14 -3.22 -7.44 

 (38.73) (38.78) (38.72) (39.44) 

IGO Partners' Antitrust 0.07*** 0.11*** 0.07*** 0.11* 

 (0.02) (0.04) (0.02) (0.06) 

Regional Learning Antitrust 0.06    

 (0.08)    
Learning IGO Partners' Antitrust, Growth Rate  -1.08   

  (1.06)   
Learning IGO Partners' Antitrust, Growth Rate Change   0.77  

   (0.81)  
Learning IGO Partners' Antitrust, Growth Rate, Positive Results    2.61* 

    (1.52) 

Learning IGO Partners' Antitrust, Growth Rate, Negative Results    23.76 

    (16.38) 

     
Non-parametric yearly baseline hazard YES YES YES YES 

Observations 1,002 1,002 1,002 1,002 

Log likelihood -200.5 -200.3 -200.3 -199.0 

Standard errors in parentheses     
*** p<0.01, ** p<0.05, * p<0.1     
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Table A.3. Discrete-Time Logit Models for Merger Control Adoption 

  Model Model Model Model 

Variables 13 14 15 16 

          

Domestic M&As (logged) 0.04 0.04 0.05 0.06 
 (0.05) (0.05) (0.05) (0.05) 

GDP (per capita, logged) 0.43* 0.44* 0.47** 0.56** 
 (0.23) (0.23) (0.23) (0.23) 

Population (logged) 0.65*** 0.62*** 0.71*** 0.65*** 
 (0.17) (0.17) (0.18) (0.17) 

Democracy -0.02 -0.02 0.02 0.02 
 (0.04) (0.04) (0.05) (0.05) 

IMF Lending 0.13 0.09 0.01 0.19 
 (0.55) (0.54) (0.58) (0.58) 

Antitrust 3.38*** 3.43*** 3.10*** 3.15*** 

 (0.66) (0.65) (0.65) (0.66) 

Density_Merger Control -75.91** -70.59** -53.47* -66.34** 
 (29.82) (30.08) (30.79) (30.31) 

Density_Merger Control(squared) 65.69 56.31 18.63 55.95 
 (48.72) (49.74) (52.30) (50.80) 

IGO Partners' Merger Control 0.08* 0.02 0.01 -0.27 
 (0.04) (0.07) (0.04) (0.18) 

Regional Learning Merger Control -0.03    
 (0.15)    

Learning IGO Partners' Merger Control, Growth Rate  1.91   

 (2.02)   

Learning IGO Partners' Merger Control, Growth Rate Change   5.83***  

  (2.06)  
Learning IGO Partners' Merger Control, Growth Rate, Positive 

Results 
   10.79*** 

   (3.31) 

Learning IGO Partners' Merger Control, Growth Rate, Negative 

Results 
   -8.50 

   (33.96) 
 

    
Non-parametric yearly baseline hazard YES YES YES YES 

Observations 1,033 1,033 1,033 1,033 

Log likelihood -124.2 -123.7 -120.0 -118.7 

Standard errors in parentheses 
    

*** p<0.01, ** p<0.05, * p<0.1 
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Table A.4. Discrete-Time Complementary log-log Models for Merger Control Adoption 

      

Variables Model 17 Model 18 

      

Domestic M&As (logged) -0.01 -0.01 

 (0.04) (0.04) 

GDP (per capita, logged) 0.55** 0.56*** 

 (0.22) (0.21) 

Population (logged) 0.72*** 0.75*** 

 (0.18) (0.16) 

Democracy -0.02 -0.01 

 (0.04) (0.04) 

IMF Lending 0.93* 0.94* 

 (0.48) (0.48) 

Antitrust 4.12*** 4.02*** 

 (0.68) (0.67) 

Density_Merger Control -139.40*** -131.16*** 

 (33.35) (33.59) 

Density_Merger Control(squared) 174.76*** 159.11*** 

 (55.17) (56.21) 

IGO Partners' Merger Control 0.05 0.04 

 (0.04) (0.04) 

Learning IGO Competitors' Merger Control, Growth Rate 0.85  

 (1.52)  

Learning IGO Competitors' Merger Control, Growth Rate Change  2.22 

  (1.76) 

   
Non-parametric yearly baseline hazard YES YES 

Observations 915 915 

Log likelihood -120.9 -120.3 

Standard errors in parentheses   

*** p<0.01, ** p<0.05, * p<0.1   
 

  
 

  



121 

 

Figure A.1. Global Density of Antitrust over Time 

 

 

Figure A.2. Global Density of Merger Control over Time 

 

 


