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Do CEO Political Connections Affect the Deal Duration of
Cross-border Acquisitions? Evidence from China*
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This paper aims to explore whether and how CEO political connections affect the duration of cross-border
acquisition deals involving emerging-market acquirers. Drawing upon the human capital theory and
institutional theory, this study proposes CEO political connections as the human capital for the strategic
resources of the emerging-market acquirers to fill institutional voids. Using the Heckman selection
model, the hypotheses were tested with cross-border acquisitions by Chinese acquirers from 2011 to
2016. The results show that acquisition deals take less time to complete for acquirer CEOs with political
connections than for acquirer CEOs without political connections. Moreover, high marketization of the
home region and high governance quality of the host country weaken the negative association between

CEO political connections and acquisition duration.
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| . Introduction

Since the 1990s, cross-border mergers and
acquisitions (henceforth "‘CBM&As") have
become one of the crucial strategies in foreign
direct investment (Buckley, Elia, & Kafouros,
2014). Especially after the global financial
crisis in 2008, CBM&As undertaken by com-

panies from emerging economies have multi-
plied faster than ever, and a growing number
of studies have begun to focus on their CBM&As
(Deng & Yang, 2015; Tao, Liu, Gao, & Xia,
2017). Compared to those of acquirers from
developed economies, the CBM&A strategies
of emerging-economy acquirers are subjected
to more influence from their governments
(Schweizer, Walker, & Zhang, 2019). On the
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one hand, their governments have more oppor-
tunities to influence the decisions of acquirers
because the markets in emerging economies
are imperfect. On the other hand, acquirers
in emerging markets are more likely to use
political resources to obtain rare information
and reduce CBM&A risks (Brockman, Rui, &
Zou, 2013). Therefore, the governments in
emerging economies have both opportunities
and demands to intervene in acquirers
CBM&A strategies.

However, prior research still reports no
consistent conclusion on the effects on CBM&As
of political connections with governments
(Schweizer et al., 2019). When acquirers' CEOs
have political connections with their govern-
ments, they are likely to obtain preferential
benefits, such as tax reduction and exemption
(Claessens, Feijen, & Laeven, 2008), low-
interest loans (Khwaja & Mian, 2005 Sapienza,
2004), and less government intervention. In
addition, it is easier for CEOs with close
relationships with politicians to obtain val-
uable information about business and policy
(Zhang, Marquis, & Qiao, 2016). In contrast,
some adverse effects on acquirers occur due
to their CEOs’ political connections. Since
the goals of politicians and shareholders may
conflict, an agency problem is likely to occur
(Fan, Wong, & Zhang, 2007). Moreover, po-
litically connected companies often have po-
litical tasks and face legality issues when they

undertake international business since they
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appear to be semi-governmental organizations
(Zhou, Xie, & Wang, 2016).

To remedy gaps in previous literature, this
study integrates the human capital theory
and institutional theory, to examine how
political connections of the acquirers CEOs
impact the duration of CBM&A deals. As a
strategic resource, CEQOs knowledge, skills,
abilities, and other characteristics could help
companies create a sustainable competitive
advantage (Chen & Hambrick, 2012). This
study considers CEOs’ political connections
as one of the core intangible resources which
could provide various valuable resources and
information during CBM&As (Li, Poppo, &
Zhou, 2008). Moreover, according to the
institutional theory, political connections could
allow firms to enhance legitimacy and fill the
institutional voids in transition economies
(Peng & Luo, 2000: Xin & Pearce, 1996).
Relying on these insights, this study aims to
blend the human capital theory with the
institutional theory, to improve the theoretical
framework for the effects of CEO political
connections.

From the perspective of contingency, this
study also examines the moderating roles of
home regional marketization and host national
governance quality on the relationship between
CEO political connections and CBM&A deal
duration for emerging-market acquirers. Since
the degree of home regional marketization

determines information transmission, govern-—
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ment intervention and non-market behaviors
decrease when the external environment of
the home region has a high degree of market-
ization (Yang & Zhang, 2015). In addition,
acquirers face high degrees of business legiti-
macy when the quality of host country gover-
nance increases (He & Zhang, 2018). Therefore,
this study attempts to explore the impacts of
home regional marketization and host national
governance quality on the association between
political connections and the duration of deal
completion.

This study makes three main contributions.
First, it adds to a research stream examining
the impact of CEO political connections on
CBM&As by acquirers from emerging economies.
Integrating the human capital and institutional
theories, this study identifies CEO political
connections as a valuable resource to help to
enhance acquirers legitimacy. Second, em-
phasizing the perspective of contingency, this
study also assesses whether the effects of CEO
political connections are conditional on the
degree of China's regional marketization and
host national governance quality. Third, this
study focuses on the factors influencing the
duration of CBM&As. The existing CBM&A
literature focuses mainly on post-acquisition
performance (Ahammad, Tarba, Liu, & Glaister,
2016 Ramaswamy, 1997), and little is known
about the determinants of the merger process
(Dikova, Sahib, & van Witteloostuijn, 2010:
Li, Xia, & Lin, 2017). Acquirers, especially
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those from emerging economies, have long wait
times for CBM&A completion, due to lacking
brand power and managerial and technological
experience (Wang, Luo, Lu, Sun, & Maksimov,
2014). Therefore, this study sheds light on
the key antecedents that influence CBM&A
deal duration, to enrich the scope of research

on acquisitions from emerging economies.

Il. Theoretical background and
hypotheses

2.1 CEO political connections

According to extant literature, political con-
nections refer to the extent to which CEOs’
interpersonal relations include associations
with government authorities (Geletkanycz &
Hambrick, 1997). Peng and Luo (2000) argue
that CEOs social connections with politicians
are among the strategic resources for acquiring
an organizational competitive advantage.
Especially in an imperfect and immature for-
mal institutional framework, firms are likely
to rely on informal institutional ties such as
political connections to achieve their organ-
izational goals (Zhang & Li, 2008). In such
circumstances, Meyer et al. (2009) recognize
the rising importance of the institutional theory
and suggest integrating it with other Western

mainstream theories to explain emerging-
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market firms' strategy and performance. North
(1990) defines an institution as "the rules of
the game in a society” (p. 3). Social actions are
appropriate or unacceptable depending on the
specific institutional environment (DiMaggio
& Powell, 1991). In an immature formal
institutional environment, firms rely heavily
on political connections to skirt ‘institutional
voids” (Peng & Heath, 1996). Institutional
theory points out that CEO political connections
could help firms comply with the rules and
norms to secure their legitimacy (Meyer &
Rowan, 1991). For example, politically con-
nected firms could benefit from more govern-
ment support and subsidies (Shleifer & Vishny,
1994). Additionally, firms with political con-
nections could obtain scarce resources that the
government controls, such as land, operating
permission, or technical support (Li & Zhou,
2010).

This study integrates human capital theory
with institutional theory, to argue that, as
a kind of strategic resource, political con-
nections could help acquirers when they con-
duct CBM&As. The human capital theory
focuses on more active functioning of political
connections (Bruton & Ahlstrom, 2003).
Carmeli and Schaubroeck (2006) define human
capital as the individual's skills, knowledge,
experience, and abilities that are unique,
inimitable, and irreplaceable. Therefore, CEOs
with high human capital increase their cogni-

tive ability, enabling efficient decision-making
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behavior (Becker, 1964). For example, CEOs
with political connections have opportunities
to obtain useful information about business
policy or even to shape government regulations
(Rao, Morrill, & Zald, 2000). Such human
capital could positively affect the strategic
decision-making process and thus ultimately

improve a firm's competitive advantages (Pfeffer
& Salancik, 1978).

2.2 Deal duration

A typical M&A process occurs in three main
stages: pre-announcement (first phase): an-
nouncement through resolution (second phase):
and post-merger integration (third phase)
(Boone & Mulherin, 2007). This study focuses
on only the second phase, the period between
deal announcement and deal completion. During
this stage, under the pre-review system, both
parties must submit documents within a cer-
tain time after the announcement. Approval
from authorities and other regulators de-
termines the course of the transaction. Merging
parties cannot close or complete the integration
before regulatory agencies issue a final deci-
sion regarding the transaction’s competitive
effects. Besides unrestricted approval, deci-
sions can also confer restricted approval or
even prevention (Muehlfeld, Sahib, & van
Witteloostuijn, 2012). In some cases, the par-
ties would have to divest assets in specific

regions as part of their liabilities (Mulherin
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& Boone, 2000), which likely prolongs the
completion process if regulators conduct a
broad merger investigation and scrutinize the
deal. Prolonged delays in M&A processes have
negative consequences for both the acquirer
and the target, such as high direct costs (Cole,
Ferris, & Melnik, 2010) and indirect costs,
for example, reputational damage (Muehlfeld
et al., 2012). Therefore, increased academic
attention has been given to identifying factors
influencing the duration of M&A deals.

Few studies have analyzed the effect of
firms’ internal factors on M&A deal duration.
For example, CEOs with more tacit knowledge
(e.g., international experience) may help ac-
quirers to reduce CBM&A deal duration (Dikova
et al., 2010). Conversely, specific CEO char-
acteristics could delay the acquisition decision.
For instance, Aktas et al. (2016) provide evi-
dence that the narcissism of an acquirer's CEQ
correlates with faster transaction initiation
and negotiation, but the higher the level of
CEO narcissism in both the acquiring and
target companies, the lower the probability is
of completing the transaction. Along a similar
line, this study focuses on one CEO characteristic
—the political connections CEOs possess—and
examines its efficacy for CBM&A deal duration.

Prior evidence also suggests that external
factors influence a large number of M&A
transactions (UNCTAD, 2013) and that ac-
quirers from emerging markets must overcome

various regulatory hurdles (Ekelund, Ford,
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& Thornton, 2001). Firms' internal factors play
a pivotal role in CBM&A deal duration, and
external factors are also of triple importance
for organizational business decisions, such as
international acquisitions (Dikova & van
Witteloostuijn, 2007). Therefore, this study
explores the moderating role of contextual
factors such as home regional marketization

and host national governance quality.

2.3 CEO political connections and deal duration

As mentioned in the context of emerging
markets, since the markets are imperfect,
CEO political connections tend to impact
organizational strategies and performance.
CEO political connections could act as critical
intangible resources to enhance an organ-
ization's regulatory legitimacy (Lu, Zhou,
Bruton, & Li, 2010: Peng & Luo, 2000).
When formal institutions are ineffective, CEOs
with political ties could exploit the network of
government connections to get scarce resources
and work more effectively (Ambler & Witzel,
2004). Moreover, inefficient legal systems
significantly increase the uncertainty and costs
of business operations. Within such systems,
political connections become more critical for
supporting business transactions and reducing
external uncertainty (Johnson, McMillan, &
Woodruff, 2002). Therefore, if acquirers CEOs
have political connections, they are likely to
take less time to complete CBM&A deals.
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In addition, drawing on the institutional
theory, CEOs with political connections could
gather more institutional advantage in emerging
economies. Under imperfect formal institutional
frameworks, firms often face institutional voids
and rely heavily on political connections to
overcome such challenges (Xin & Pearce, 1996).
For example, China's government maintains
considerable power to make business-related
policies, approve projects, and allocate re-
sources (Peng & Luo, 2000). Therefore, po-
litically connected Chinese acquirers are more
likely to get approval for investment (Li &
Zhou, 2015). Moreover, evidence shows that
CEOs with political connections also could
easily obtain long-term loans with low-interest
rates when they operate the business (Khwaja
& Mian, 2005). Furthermore, politically con-
nected acquirers can pursue CBM&As effi-
ciently with targets in countries with similar
institutional environments (Brockman, Rui,
& Zou, 2013). For example, when politically
connected acquirers engage in CBM&As with
targets from the member countries of the “Belt
and Road” club, they can receive more gov-
ernment supports, thereby improving their
acquisition efficiencies (Lin, Lin, Lin, & Lin,
2019). Based on these arguments, this study
proposes that acquirers’ CEOs with political
ties with government officials may take less time
to complete CBM&A transactions. Therefore,
this study postulates the following hypothesis:
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Hypothesis 1. Acquirers CEO political
connections have a negative effect on CBM&A

deal duration.

2.4 Moderating role of home regional
marketization

The first external contextual variable this
study explores is home regional marketization.
Each region in China differs in the degree of
development and marketization, affecting
the formal institutional environment for
organizational operations. In regions of lower
marketization, “institutional voids —poor
enforcement of laws, lack of legal protection
for property rights, and inefficient market
intermediaries —lead to unfair industrial com-
petition (Khanna & Palepu, 2006). A low level
of regional marketization would harm fair
competition and increase the possibility of
opportunistic behaviors by firms with political
ties (Yang & Zhang, 2015). Under this con-
dition, the government still controls the allo—-
cation of resources in regions with less mar-
ketization: such a business environment could
provide ‘fertile ground” for politically con-
nected firms (Shao, Wu, Xiao, Yang, & Xue,
2012). Thus, acquiring firms located in regions
with less marketization obtain magnified ben-
efits from CEO political connections.

Conversely, if the external institutional
environment has a higher degree of market-

ization, the region has fewer institutional

Korean Management Review Vol.51 Issue.3, June 2022



Do CEO Political Connections Affect the Deal Duration of Cross-border Acauisitions? Evidence from China

voids (Chung & Luo, 2013). Within such ma-
ture market systems, the role of political con-
nections may be weakened: accordingly, firms
must comply more fully with market rules. In
other words, non-market behaviors decrease
while the transparency of enterprises increases
(Yang & Zhang, 2015). Under such circum-
stances, financial intermediaries have strong
information collection and settlement abilities:
thereby, information-sharing is more trans-
parent in such regions (Fan et al., 2007).
Acquirers can obtain valuable resources and
information fairly from the market, regardless
of whether the acquirers’ CEOs have political
ties. Thus, higher-marketization regions may
weaken the effect of CEO political connections
in the context of CBM&As.

Hypothesis 2. The negative relationship
between CEO political connections and CBM&A
deal duration is weakened when home regional

marketization increases.

2.5 Moderating role of host national
governance quality

The second external moderating variable
this study investigates is the quality of the
host national governance. According to extant
studies, the governance quality of the host
country plays a vital role in the success of
multinational enterprises in the focal nation
(Bekaert, Harvey, Lundblad, & Siegel, 2014;
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Pastor & Veronesi, 2013). Following the in-
stitutional theory, when firms enter a foreign
market with clear rules and regulations, they
face fewer institutional voids (Gao, Liu, &
Lioliou, 2015). Acquirers can reduce the cost
of information searches when they invest in
countries with well-established institutions
because of less regulatory ambiguity (Uhlenbruck,
Rodriguez, Doh, & Eden, 2006). Consequently,
for acquirers in CBM&A deals from emerging
economies, when the level of governance quality
increases, the advantages of CEO political
ties decrease since acquirers can gain helpful
information from the national markets.

In addition, firms investing in developed
countries require advanced resources and
managerial knowledge (Berry, 2006). Therefore,
Chinese acquirers with limited managerial
experience and international operating knowl-
edge may face enormous challenges when target
firms are from developed countries with high-
level governance quality (Nicholson & Salaber,
2013). Politically connected firms that espe-
cially rely on government power to operate
would face greater obstacles when they do
business in developed economies with a high
level of governance quality (Draper & Paudyal,
2006). In these countries, acquirers with a
high degree of political connection could be
seen as a kind of semi-governmental organ-
ization whose CBM&A transactions are more
likely to be blocked because they appear to

involve government tasks (Zhou et al., 2016).
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Therefore, politically connected CEOs find
it hard to complete CBM&A deals in such
countries. Thus, this study proposes the

following hypothesis:

Hypothesis 3. The negative relationship
between CEO political connections and CBM&A
deal duration is weakened when host national

governance quality increases.

IIl. Method

3.1 Research context

This study tests hypotheses based on cases
of CBM&As by Chinese acquirers. This study
selects Chinese acquirers for the empirical
test for several reasons. First, with the ac-
celerated implementation of the "Go Global’
strategy, growing numbers of Chinese acquirers
have participated in CBM&As, with China’s
total deal size ranking first among emerging
markets and third largest worldwide (Deng
& Yang, 2015). However, due to a lack of ca-
pability and experience, their deals may be
delayed or even withdrawn. Therefore, studying
the influential factors in Chinese acquirers’
CBM&A processes has been particularly crucial.
Second, although China has liberalized the
central planning system, it still retains gov-

ernment control over some resources (Luo,
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2007). Thus, Chinese acquirers have incentives
to build connections with the government.
Third, Chinese CEOs have a long tradition of
depending heavily on social connections (referred
to as guanxi) when they conduct business
operations (Ambler, Styles, & Wang, 1999),
and Chinese CEOs tend to rely on relationships
with government officials at such times. These
reasons provide the rationale for choosing
Chinese acquirers as suitable cases for testing

the hypotheses.

3.2 Data and sample

This study extracted a set of data from the
Thomson Financial Securities Data Corporation
(SDC) Platinum database that met the fol-
lowing requirements: (1) The Chinese acquirer
should be a listed firm: (2) The Chinese
acquirer should not be an ST or *ST firm
because such outliers would affect results; (3)
the target firm should not be a Chinese firm
and should not be in an offshore tax havens:
(4) the dates of announcement and completion
of the transaction should be available: (5) to
avoid survival bias and to ensure all trans-
actions are finished (not stated as “pending’),
this study chose 2016 as the last year for the
dataset. This study covered 733 observations
from the period 2011-2016. Additionally, be-
cause of some limited financial data and CEO
political connections information on involved

firms and transactions, this study appended

Korean Management Review Vol.51 Issue.3, June 2022



Do CEO Political Connections Affect the Deal Duration of Cross-border Acauisitions? Evidence from China

variables from the China Stock Market
Accounting Research (CSMAR) Data Service
and the World Bank. Of the initial observations,
482 were excluded due to incomplete data.
The final total sample was 251 completed cases
of CBM&A, including 152 (60.6%) manu-
facturing firm transactions and 99 (39.4%)

non-manufacturing firms transactions.

3.3 Measures

3.3.1 Dependent variable

This study used the number of days between
announcement and completion dates of the
focal deal to measure acquisition (c.f., Dikova
et al., 2010; Ekelund et al., 2001). The in-
formation was collected from the SDC database.
To standardize this variable, this study cal-
culated the logarithm of the number of days
(Dikova et al., 2010). Of the 314 CBM&A

deals, 251 were completed.

3.3.2 Independent variable

This study measured CEO political con-
nections by examining whether the CEOs (or
directors) were currently or formerly govern-
ment officers (Fan et al., 2007). In China’s
case, the level of political connections relies
on the administrative (central or local) level
(Choi, 2011). CEOs’ (or directors’) political

background information was gathered from
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CSMAR. CEO political connections were coded
as "3 if the CEOs (or directors) were agents
of the central government, 2" if agents of the
provincial government, ‘1 if agents of the city
government, and ‘0" if not an agent of any
government (Li & Pak, 2020).

3.3.3 Moderator variables

This study used two moderating variables.
For home regional marketization, the "‘China
Marketization Index” was used to measure
regional marketization from 2011 to 2016
(Zhang et al., 2016). The higher the score,
the higher the level of home regional market-
ization, and vice versa. For host national
governance quality, this study adopted the
“Worldwide Governance Indicator’ (WGI) pub-
lished by the World Bank (Chang, Kao, Kuo,
& Chiu, 2012; Slangen & van Tulder, 2009).
This indicator consists of six dimensions,
including “voice and accountability, political
stability and absence of violence, government
effectiveness, regulatory quality, rule of law,
and control of corruption” (Kaufmann, Kraay,
& Mastruzzi, 2010, p. 4). This study meas-
ured governance quality by aggregating all
six dimensions. The higher the value, the
higher the level of governance quality was,
and vice versa. To avoid collinearity, these two
moderating variables and the independent
variable were mean-centered before using

interaction terms.
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3.3.4 Control variables

This study also controlled variables that
can influence the firm's CBM&A strategy.
Specifically, this study controlled acquirer
attributes which may influence acquisition
outcomes (Muehlfeld et al., 2007), including
acquirer age (the number of years from their
establishment to the focal-deal announcement),
acquirer ownership (‘1" for state-owned en-
terprises and ‘0" otherwise), acquirer ROA
(the ratio of net income to assets in the t-1
announcement year), and acquirer debt ratio
(the ratio of total debt to total assets in the
t-1 announcement year). This study also
included acquirer size (the logarithm of total
assets in the t-1 announcement year) as an
instrumental variable (explained below) (Li
et al., 2017). Moreover, this study controlled
for four deal attributes: deal size (the loga-
rithm of the target value); payment type ("1
for cash payment and 0" otherwise): percent-
age sought: and same-industry acquisition
("1" for both firms in the same industry at the
two-digit SIC level and “0" otherwise). These
variables may affect acquisition success and
duration (Muehlfeld et al., 2007).

3.4 Estimation methods
Acquisition durations were estimated for

completed transactions only: thus, the selected

sample may have a potential sample-selection
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bias. To address this issue, this study used
the Heckman selection model (e.g., Dikova et
al., 2010; Li et al., 2017). First, this study
used a probit regression to predict the like-
lihood of acquisition completion. The probit
regression was used to calculate the inverse
mills ratio as a predictor in the second-stage
OLS models to estimate acquisition duration.
This study used STATA 15 to estimate the
Heckman selection model.

Specifically, in the first-stage probit model,
the dependent variable was a dummy variable:
“1" for completed acquisition and "0 for aban-
doned acquisition. In addition, the first-stage
probit model included an instrumental variable:
acquirer size. Compared with small firms,
acquirers of large size are more likely to pass
the economic threshold and get approval (Li
et al., 2017). However, acquirer size is not di-
rectly related to “approval time,” which is more
affected by the discussions and debates be-
tween the acquirer and the target. Empirically,
acquirer size has a significant and positive
impact on acquisition completion, the first-
stage outcome (8 = .171, p {.05), but has no
significant effect on acquisition duration, the
second-stage outcome (p = .168). Therefore,
this study used acquirer size as an instrumental
variable in the first stage.

In the second stage, the testing model was

specified as follows:

Acquisition duration;; = a + X; 18 + & ¢
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where I represents the individual CBM&A
deal taken from the research sample and ¢t
indicates the announcement year. Acquisition
duration;; represents the deal duration of
acquirer I in the ¢ year, and &, indicates
the error term. The X ;term is a vector of
the independent variable (CEO political con-
nections), the moderator variables (home
regional marketization and host national
governance quality), the control variables,
and the inverse mills ratios related to each of
the 251 observations.

IV. Results

The correlation matrix and descriptive sta-
tistics for all variables appear in Tablel.
There is no significant correlation coefficient
exceeding 0.6. In addition, VIF tests performed
to check for multicollinearity found no VIF
values above 5.0 (1.04~1.99), thus confirming
that the variables are independent (Chatterjee,
Hadi, & Price, 2000).

Table 2 reports the results of predicting the
hypotheses. Model 1 was the first stage. For
the second stage, Model 2 included control
variables and Model 3 added the main variable.
Models 4 and 5 tested the moderating effects.
Model 6 was full model with all variables and
interaction terms. In Model 1, cash payment

type acquisitions were more likely to complete
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(8 =.637, p<.05.In Model 2, deal size in-
creased the duration of time to complete a deal
(8 =.151, p (.05) because more hurdles are
likely to occur during the acquisition process
for a bigger deal.

In Model 3, the coefficient estimate of CEO
political connections was negative and sig-
nificant (8 = -.377, p { .001). The result
showed that it took politically connected
CEOs less time than non-connected CEOs to
complete a CBM&A deal. Thus, Hypothesis 1
receives support. Hypothesis 2 suggests that
the negative effect of CEO political connections
on CBM&A duration is weakened when the
level of home regional marketization is high.
In Model 3, not only was home regional mar-
ketization negatively related to acquisition
duration (8 = -.143, p ( .001), but also the
coefficient estimate of the interaction of CEO
political connections and home regional mar-
ketization was positive and significant (8 =
129, p (.01), providing support for Hypothesis
2. Hypothesis 3 predicts that the relationship
between CEO political connections and CBM&A
duration is also weakened when host country
governance quality is high. In Model 5, the
interaction term of CEO political connections
and host national governance quality had a
significant effect (8 = .212, p {( .05), lending
marginal support to Hypothesis 3.

To show the interaction effect more clearly,
the moderating roles are shown in Figurel,

depicting the negative relationship between
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(Table 1) Descriptive statistics and correlation matrix

Variables 1 2 3 4 5 6 7 8 9 10 11 12 13

1. Acquisition duration ~ 1.000

2. Political connections ~ -.349**  1.000

3. Home marketization ~ -.138"  -.061  1.000

4. Host governance 164 -104  -006  1.000

5. Acquirer size .056 038 -.093 015 1.000

6. Acquirer age 183" -.081 093 -.023 141" 1.000

7. Acquirer ownership 128% -.021  -.099 069 350" 129% 1.000

8. Acquirer ROA -214" 075 119% 0 -.025 037 -.09 038 1.000

9. Acquirer debt ratio 169 -039  -112%  -.001 B13% 255" 216" -.239%  1.000

10. Deal size 249 -046  -.004 114 491% 228™ 212 -.0T7h 326" 1.000

11. Payment type -.128"  -.018 100 -.068 007 -1250 -.062 089 -145" -.263" 1.000

12. Percentage sought 048 -048  -007  -.054 - 116" 059 -.034 010 -116° 037 -.093 1.000

13. Industry relatedness 027 013 093  -128° 008 -.043 .056 029 -144" -028 050 -.019 1.000
Mean 4.584 408 8303 1206 22458 17.016 242 031 421 19.348 901 19 803
S.D. 1.027 815 1.609 576 1.668  6.112 429 .063 226 1.98 299 283 .399

*p (.05 ** p(.0L.
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(Table 2) Results of Heckman selection model

The first stage

Variables

The second stage

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6
Intercept -1.766  (2.214) 1.058 (2.017) 2.410" (1.373) 3.763** (1.312) 2.556"  (1.336) 3.360** (1.504)
Acquirer age 010 (0190 .011  (.018) 009 (.012) 012 (.011) 008 (.012)  .015 (.012)
Acquirer ownership =257 (270) 158 (.271) 163 (1182) 058 (.173) A14 (178)  -.052  (.186)
Acquirer ROA 2.556"  (1.343) -.719  (2.143) -1.478  (1.456) -1.346  (1.384) -1.637  (1.426) -1.330 (1.501)
Acquirer debt ratio =201 (.he6) 208  (.516) 076 (.347)  -.007  (.324) 114 (338) 122 (.342)
Deal size 479 (.055) 151" (.063) 12270 (.043) 125 (.040) A11%% (L042)  .114™ (.044)
Payment type 637" (3200 283 (431)  .055 (.293) 094 (2800 -.022  (.287) -.062  (.336)
Percentage sought 539" (1326) 247 (.362) 147 (.244) 140 (.229) 206 (.238) 152 (.243)
Industry relatedness -028  (.265) -.003 (.254) 031 (.170) 036 (.159)  .048 (.166)  .094  (.174)
Political connections =377 (.069)  -.344F (.069)  -.327*F* (.070)  -.276™* (.083)
Home marketization -.143"* (.039) - 161%"* (.045)
Host governance 092 (099 072 (.109)
itical comnections 129" (.041) 1217 (.048)
i%lsltwgilvgfggg‘)ns : 2120 (091) 206" (.103)
Acquirer size 273" 087
Inverse mills ratio 1.502"  (.798) 951" (.548) 785 (.529) 868 (.637) 719 (.597)
Industry dummies Yes Yes Yes Yes Yes Yes
Year dummies Yes Yes Yes Yes Yes Yes
Log-likelihood -122.87
Pseudo R’ / Adjusted R’ 18 .08 16 24 18 25
Wald x° 53.85"** 25.81 87.21"* 121.36™* 100.76™** 131.75"*
Number of Observations 314 251 251 251 251 251

Standard errors in parentheses:

Tp 100 * pd.05: ™ p .01 **F p 001,
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(Figure 1) Moderating roles of home marketization and host governance

CEO political connections and acquisition
duration as being weakened when levels of
home regional marketization and host national

governance quality are high.

V. Discussion

Integrating human capital and institutional
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theories, the findings of this study confirm
the link between CEO political connections
and CBM&A deal duration for acquirers from
emerging markets. Using a sample of 314
CBM&A cases by Chinese acquirers during
2011-2016, this study finds that CEOs with
political connections take less time to com-
plete CBM&A deals than CEOs without such
connections. Moreover, recognizing home-market

circumstances, the effect of CEO political
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connections on CBM&A deal duration weakens
with increasing home regional marketization.
Furthermore, host national environment also
plays an essential role in the relationship
between CEO political connections and the
acquisition deal process. The impact of CEO
political connections on CBM&A deal duration
weakens when host national governance quality
is high.

5.1 Theoretical implications

The evidence that this study provides con-
tributes two main theoretical implications to
the existing literature. First, reliance on both
the human capital and institutional theories
results in reasonable interpretations of the
effects of CEO political connections for ac-
quirers in emerging markets. Extant studies
try to explain the impact of political connections
with Western mainstream theories, such as
the resource-based view (Li & Zhang, 2007).
Considering the importance of institutional
theory in emerging economy research (Hoskisson,
Eden, Lau, & Wright, 2000: Peng & Luo,
2000), this study investigates the effect of
CEO political connections on deal duration in
CBM&As by acquirers from emerging econo-
mies by drawing on an integration of the hu-
man capital and institutional theories. Results
show that CEO political ties play a positive
role during CBM&A processes. CEO political

connections could help acquirers engaging in

Korean Management Review Vol.51 Issue.3, June 2022

CBM&As to gain useful resources and gov-
ernment support. Also, they could help ac-
quirers build regulatory legitimacy to conduct
CBM&A strategies effectively. These findings
contribute to the human capital theory by
treating political connections as valuable
intangible resources for managing CBM&As
by emerging-market acquirers. Further, these
findings enrich the institutional theory of
firm strategy (Peng & Luo, 2000: Peng, Sun,
Pinkham, & Chen, 2009). Acquirers achieve
effective completion of CBM&A deals by ap-
plying CEO political connections as substitutes
for institutional voids (Bruton & Ahlstrom,
2003). This finding confirms that CEO political
connections could play a positive role in
emerging economies, such as China.

Second, the impact of CEO political con-
nections on the duration of deals in CBM&As
may vary across different contextual conditions.
This study empirically examines home and host
external environments that play important
moderating roles where CEO political con-
nections help acquirers CBM&A processes.
Based on the contingency perspective, high-
level home regional marketization and host
national governance quality could weaken the
positive effect of CEO political connections
for acquirers from emerging economies. These
findings are consistent with the viewpoint of
Deng and Yang (2015). They suggest that in
the process of CBM&A strategies, a weak for-

mal institution system and information asym-
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metry negatively impact acquirers from emerging
markets. Therefore, to overcome such institu-
tional voids, acquirers are more likely to rely
on non-market resources, such as political con-
nections (Yang & Zhang, 2015). However, when
home regional marketization or host national
governance quality increase, the benefit from
non-market resources are weakened. In other
words, a high level of home regional market-
ization or host national governance quality
would weaken the effect of CEO political con-
nections on CBM&A duration.

5.2 Managerial implications

This study provides several managerial
implications for practitioners and policymakers.
First, firms from emerging markets possess
political connections to seek useful government
support (Li & Zhang, 2007). Specifically, for
acquirers from such economies, political con-
nections could result in various benefits, for
example, beneficial financial support, simplified
and improved CBM&A processes, and access
to useful resources and information when con-
ducting CBM&As. Thus, emerging-market
acquirers who lack formal institutional support
should make strong efforts to gain informal
institutional support through the utilization of
the CEOs’ political connections. Such informal
institutional support could help acquirers to
efficiently complete CBM&A deals.

Second, since the efficacy of political con—
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nections depends on the contingency, the higher
the levels of home regional marketization and
host national governance quality in the external
environment, the less positive is the effect of
CEO political connections. Hence, politically
connected acquirers should improve their cor-
porate governance structure, by such means
as fostering a positive corporate culture and
creating a credible image of the company, to
reduce any negative images in the global market.
This also suggests Chinese policymakers should
encourage the development of the institutional
quality and reduction in the possibility of
political genes playing a negative role when
firms engage in CBM&As.

Third, the findings from this study provide
guidance not only for Chinese acquirers and
the Chinese government but also for overseas
target firms. The findings show that CEOs of
acquirers with political connections could help
the acquirers efficiently complete the CBM&A
process. Therefore, overseas targets who are
looking for buyers from emerging countries
should keep in mind that acquirers’ CEO po-
litical connections may impact the process of
CBM&As.

5.3 Limitations and suggestions for future
research

Despite the several contributions this study

provides, it has some limitations that lead to

directions for future research. First, this
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study only uses data from China to examine
the effects of political connections, owing to
the availability of the data and the means of
collecting it. Future research might expand
the sample size to examine whether the theo-
retical framework of this study could be gen-
eralized to different contexts. Second, although
this study applies the Heckman selection
method to overcome some selection bias, self-
selection bias still remains. For example, CEO
political connections may not be randomly
distributed across acquirers, which means that
larger acquirers may be more capable of hiring
CEOs with political ties. To address such a
bias, future research could use propensity
score matching (PSM) method to pure the
effect of CEO political connections on CBM&As
(Schweizer et al., 2019). Third, this study
mainly discloses the positive aspects of political
connections, while scholars recognize that
political connections include the “dark side”
(Li et al., 2017). Thus, further questions to
examine the mechanisms affecting which po-
litical connections could benefit or undermine
CBM&A strategies in emerging markets would
advance the research. Lastly, this study iden-
tifies the moderating role of the external market
environment from the contingency perspective.
Further studies could explore more key mod-
erators that could influence politically connected
acquirers and affect the process of CBM&As

by acquirers from emerging markets.

Korean Management Review Vol.51 Issue.3, June 2022

References

Ahammad, M. F., Tarba, S. Y., Liu Y. P., & Glaister,
K. W.(2016), "Knowledge transfer and cross-
border acquisition performance: The impact
of cultural distance and employee retention,”
International Business Review, 25(1), pp.
66-75.

Aktas, N., de Bodt, E., Bollaert, H., & Roll, R.
(2016), "CEO narcissism and the takeover
process: From private initiation to deal
completion,” Journal of Financial and Quanti-
tative Analysis, 51(1), pp.113-137.

Ambler, T., & Witzel, M.(2004), "Doing Business
in China.” London: Routledge Curzon.

Ambler, T., Styles, C., & Wang, X. C.(1999), “The
Effect of Channel Relationships and Guanxi
on the Performance of Inter-Province Export
Ventures in the People’s Republic of China,”
International Journal of Research in Mar-
keting, 16(1), pp.75-88.

Becker, G. S.(1964), "Human Capital: A Theoretical
and Empirical Analysis, with Special Reference
to Education,” New York: National Bureau
of Economic Research.

Bekaert, G., Harvey, C. R., Lundblad, C. T., &
Siegel, S.(2014), "Political risk spreads,”
Journal of International Business Studies,
45 (4), pp.471-493.

Berry, H.(2006), “Leaders, laggards and the pursuit
of foreign knowledge,” Strategic Management
Journal, 27(2), pp.151-168

Boone, A., & Mulherin, H. (2007), "How firms are
sold?" Journal of Finance, 62(2), pp.847-875.

Brockman, P., Rui, O., & Zou, H.(2013), “Institutions

583



Xiaoyuan Li

and the Performance of Politically Connected
M&As,” Journal of International Business
Studies, 44(8), pp.833-852.

Bruton, G. D., & Ahlstrom, D.(2003), “An institutional
view of China's venture capital industry:
Explaining the differences between China
and the West,” Journal of Business Venturing,
18(2), pp.233-259.

Buckley, P. J., Elia, S., & Kafouros, M.(2014),
“Acquisitions by emerging market multina-
tionals: Implications for firm performance,”
Journal of World Business, 49(4), pp.611-
632.

Carmeli, A., & Schaubroeck, J.(2006), "Top Ma-
nagement Team Behavioral Integration,
Decision Quality, and Organizational Decline,”
The Leadership Quarterly, 17(5), pp.441-453.

Chang, Y. C., Kao, M. S., Kuo, A., & Chiu, C. F.
(2015), "How cultural distance influences
entry mode choice: The contingent role of
host country’s governance quality,” Journal
of Business Research, 65(8), pp.1160-1170.

Chatterjee, S, Hadi, A. S., & Price, B.(2000),
‘Regression Analysis by Example,” New
York: Wiley.

Chen, G., & Hambrick, D. C.(2012), "CEO Replace-
ment in Turnaround Situation: Executive
(Mis)Fit and Its Performance Implications,”
Organization Science, 23(1), pp.225-243.

Choi, S.(2011), "Political Connections and Firm
Performance: Evidence from Chinese Listed
Firms,” Journal of Strategic Management,
14(3), pp.45-65.

Chung, C., & Luo, X. R.(2013), "Leadership succession
and firm performance in an emerging economy:
Successor origin, relational embeddedness,

and legitimacy,” Strategic Management

584

Journal, 34(3), pp.338-357.

Claessens, S., Feijen E., & Laeven, L.(2008), "Political
Connections and Preferential Access to
Finance: The Role of Campaign Contributions,”
Journal of Financial Economics, 88(3), pp.
554-580.

Cole, R. A., Ferris, K. R., & Melnik, A.(2009), "The
Cost of Advice in Merger and Acquisition
Transactions,” Working paper: Arizona State
University.

Deng, P., & Yang, M.(2015), “Cross-border Mergers
and Acquisitions by Emerging Market Firms:
A comparative Investigation,” International
Business Review, 24(1), pp.157-172.

Dikova, D., & van Witteloostuijn, A.(2007), “Foreign
direct investment mode choice: entry and
establishment modes in transition economies,”
Journal of International Business Studies,
38(6), pp.1013-1033.

Dikova, D., Sahib, R. P., & van Witteloostuijn, A.
(2010), “Cross-border acquisition abandonment
and completion: The effect of institutional
differences and organizational learning in
the international business service industry,
1981-2001," Journal of International Business
Studies, 41(2), pp. 223-245.

DiMaggio, P. J., & Powell, W. W.(1991), Introduction,
In W. W. Powell, & P. J. DiMaggio (Eds.),
“The new institutionalism in organizational
analysis,” pp.1-40. Chicago: University of
Chicago Press.

Draper P., & Paudyal, K.(2006), “Acquisitions:
private versus public,” European Financial
Management, 12(1), pp.57-80.

Ekelund, R. B., Ford, G. S., & Thornton, M.(2001),
“The measurement of merger delay in re-

gulated and restructuring industries,” Applied

Korean Management Review Vol.51 Issue.3, June 2022



Do CEO Political Connections Affect the Deal Duration of Cross-border Acauisitions? Evidence from China

Economics Letters, 8(8), pp.535-537.

Fan, J. P. H., Wong, T. J., & Zhang, T. Y.(2007),
“Politically Connected CEOs, Corporate
Governance, and Post-IPO Performance of
China's Newly Partially Privatized Firms,”
Journal of Financial Economics, 84(2), pp.
330-357.

Gao, L. L., Liu, X., & Lioliou, E.(2015), “A double-
edged sword: the impact of institutions and
political relations on the international market
expansion of Chinese state-owned enterprises,”
Journal of Chinese Economic and Business
Studies, 13(2), pp.105-125.

Geletkanycz, M. A., & Hambrick, D. C.(1997), "The
external ties of top executives: Implications
for strategic choices and performance,”
Administrative Science Quarterly, 42(4),
pp.654-681.

He. X. & Zhang, J.(2018), "Emerging market
MNCs' cross-border acquisition completion:
Institutional image and strategies,” Journal
of Business Research, 93, pp.139-150.

Hoskisson, R. E., Eden, L., Lau, C. M., & Wright,
M.(2000), “Strategy in emerging economies,”
Academy of Management Journal, 43(3),
pp.249-267.

Johnson, S., McMillan, J., & Woodruff, C.(2002),
“Courts and Relational Contracts,” Journal
of Law Economics & Organization,18(1),
pp.221-277.

Kaufmann, D., Kraay, A., & Mastruzzi, M.(2010),
“The worldwide governance indicators:
Methodology and analytical issues,” Policy
Research Working Paper No.5430, World
Bank, Washington, DC.

Khanna, T., & Palepu, K. G.(2006), "‘Emerging

giants —Building world-class companies in

Korean Management Review Vol.51 Issue.3, June 2022

developing countries,” Harvard Business
Review, 84(10), pp.60-69.
Khwaja, A. 1., & Mian, A. (2005), "Do Lenders Favor
Politically Connected Firms? Rent Provision
in an Emerging Financial Market,” Quarterly
Journal of Economics, 120(4), pp.1371-1411.
& Zhou, H.(2015), "Political connections

and access to IPO markets in China,” China

Li, G.,

Economic Review, 33, pp.76-93.
& Zhang, Y.(2007), "The role of managers’

political networking and functional experience

Li, H.,

in new venture performance: Evidence from
China’s transition economy,” Strategic
Management Journal, 28(8), pp.791-804.

Li, J., Xia, J., & Lin, Z. Y.(2017), "Cross border
acquisitions by state owned firms: How do
legitimacy concerns affect the completion and
duration of their acquisitions?” Strategic
Management Journal, 38(9), pp.1915-1934.

Li, J. J., Poppo, L., & Zhou, K. Z.(2008), Do
managerial ties in China always produce
value? Competition, uncertainty, and domestic
vs. foreign firms,” Strategic Management
Journal, 29(4), pp.383-400.

Li, J. J.. & Zhou, K. Z.(2010), "How foreign firms
achieve competitive advantage in the Chinese
emerging economy: Managerial ties and
market orientation,” Journal of Business
Research, 63(8), pp.856-862.

Li, X. Y., & Pak, Y. S. (2020), "The Impact of CEO
Political Ties on Firm Value of Cross-border
Acquirers from Emerging Markets: An
Analysis of Chinese Cross-border Acquisitions,”
International Business Journal, 31(2), pp.
1-22.

Lin, P., Lin, B., & Lin, C.(2020), ‘Empirical Study
of Factors Influencing Performance of

585



Xiaoyuan Li

Chinese Enterprises in Overseas Mergers
and Acquisitions in Context of Belt and
Road Initiative—A Perspective Based on
Political Connections,” Emerging Markets
Finance and Trade, 56(7), pp.1564-1580.

Lu, Y., Zhou, L., Bruton, G., & Li, W.(2010), “Capa-
bilities as a mediator linking resources and
the international performance of entrepre-
neurial firms in an emerging economy,”
Journal of International Business Studies,
41(3), pp.419-436.

Luo, Y.(2007), “Are Joint Venture Partners More
Opportunistic in a More Volatile Environment?”
Strategic Management Journal, 28(1), pp.
39-60.

Meyer, K. E., Estrin, S., Bhaumik, S. K., & Peng,
M. W.(2009), “Institutions, resources, and
entry strategies in emerging economies,”
Strategic Management Journal, 30(1), pp.
61-80.

Meyer, J. W., & Rowan, B.(1991), Institutionalized
organizations: Formal structure as myth
and ceremony. In W. W. Powell, & P. J.
DiMaggio (Eds.), The new institutionalism
in organizational analysis. pp.41-62. Chicago:
University of Chicago Press.

Muehlfeld, K., Sahib, P. R., & van Witteloostuijn,
A.(2012), "A contextual theory of organizational
learning from failures and successes: A
study of acquisition completion in the global
newspaper industry, 1981-2008." Strategic
Management Journal, 33(8), pp.938-964.

Mulherin, J. H., & Boone, A. L.(2000), “‘Comparing
Acquisitions and Divestitures,” Journal of
Corporate Finance, 6(2), pp.117-139.

Nicholson, R., & Salaber, J.(2013), "The motives
and performance of cross-border acquirers

586

from emerging economies: comparison between
Chinese and Indian firms,” International
Business Review, 22(6), pp.963-980

North, D.(1990), Institutions. institutional change,
and economic performance,” Cambridge, MA:
Harvard University Press.

Pastor, L., & Veronesi, P. (2013), “Political uncer-
tainty and risk premia,” Journal of Financial
Economics, 110(3), pp.520-545.

Peng, M. W., & Heath, P. S. (1996), "The growth of
the firm in planned economies in transition:
Institutions, organizations, and strategic
choice,” Academy of Management Review,
21(2), pp.492-528.

Peng, M. W., & Luo, Y. (2000), "Managerial ties and
firm performance in a transition economy:
The nature of a micro-macro link,” Academy
of Management Journal, 43(3), pp.486-501.

Peng, M. W., Sun, S. L., Pinkham, B., & Chen, H.
(2009), "The institutional-based view as a
third leg for strategy tripod,” Academy of
Management Perspectives, 23(3), pp.63-81.

Pfeffer, J., & Salancik, G. R.(1978), The external
control of organizations: A resource depen-
dence perspective, New York: Harper & Row.

Ramaswamy, K.(1997), "The performance impact of
strategic similarity in horizontal mergers:
Evidence from the US banking industry,”
Academy of Management Journal, 40(3),
pp.697-715.

Rao, H., Morrill, C., & Zald, M. N. (2000), "Power
plays: How social movements and collective
action create new organizational forms,”
Research in Organizational Behavior, 22,
pp.239-282.

Sapienza, P. (2004), “The Effects of Government
Ownership on Bank Lending.” Journal of

Korean Management Review Vol.51 Issue.3, June 2022



Do CEO Political Connections Affect the Deal Duration of Cross-border Acauisitions? Evidence from China

Financial Economics, 72(2), pp.357-384.

Schweizer, D., Walker, T., & Zhang, A.(2019), “Cross-
border acquisitions by Chinese enterprises:
The benefits and disadvantages of political
connections,” Journal of Corporate Finance,
57, pp.63-85.

Shao, X., Wu, H., Xiao, L., Yang, J.. & Xue, Y.(2012),
“The Strategic Targets and Performance of
Cross-Border M&A Initiated by Chinese
Firms: An Evaluation Based on A-share
Market,” The Journal of World Economy, 35
(5), pp.81-105.

Shleifer, A., & Vishny, R. W. (1994), "Politicians
and firms,” Quarterly Journal of Economics,
109(4), pp.995-1025.

Slangen, A. H. L., & van Tulder, R. J. M.(2009),
“Cultural distance, political risk, or governance
quality? Towards a more accurate concep-
tualization and measurement of external
uncertainty in foreign entry mode research,”
International Business Review, 18(3), pp.
276-291.

Tao, F., Liu, X., Gao, L. & Xia, E.(2017), "Do cross-
border mergers and acquisitions increase
short-term market performance? The case
of Chinese firms,” International Business
Review, 26(1), pp.189-202.

Uhlenbruck, K., Rodriguez, P., Doh, J., & Eden, L.
(2006), "The impact of corruption on entry
strategy: evidence from telecommunication
projects in emerging economies,” Organization
Science, 17(3), pp.402-414.

UNCTAD(2013), "Regulatory review of cross-border

M&As. Safeguarding public interests or
resorting to protectionism?” Investment Policy
Monitor, 10(June 2013).

Wang, S. L., Luo, Y., Lu, X., Sun, J., & Maksimov,
V.(2014), "Autonomy delegation to foreign
subsidiaries: An enabling mechanism for
emerging-market multinationals,” Journal
of International Business Studies, 45(2),
pp.111-130.

Xin, K. K., & Pearce, J. L.(1996), "Guanxi: Con-
nections as substitutes for formal institutional
support,” Academy of Management Journal,
39(6), pp.1641-1658.

Yang, L., & Zhang, J.(2015), "Political Connections,
Government Intervention and Acquirer Per-
formance in Cross border Mergers and
Acquisitions: An Empirical Analysis Based
on Chinese Acquirers,” The World Economy,
38, pp.1505-1525.

Zhang, J., Marquis, C., & Qiao, K.(2016), “Do
Political Connections Buffer Firms from or
Bind Firms to the Government? A Study of
Corporate Charitable Donations of Chinese
Firms,” Organization Science, 27(5), pp.
1307-1324.

Zhang, S., & Li, X.(2008), "Managerial ties, firm
resources, and performance of cluster firms,”
Asia Pacific Journal of Management, 25(4),
pp.615-633.

Zhou, C., Xie, J., & Wang, Q.(2016), ‘Failure to
Complete Cross-Border M&As: To vs. From’
Emerging Markets,” Journal of International
Business Studies, 47(9), pp.1077-1105.

* The author Xiaoyuan Li is currently attending the Ph.D. in International Business at Yonsei University. Her research
interests lie in international business, emerging market, and international HRM, etc.

Korean Management Review Vol.51 Issue.3, June 2022

587



	Do CEO Political Connections Affect the Deal Duration of Cross-border Acquisitions? Evidence from China
	Ⅰ. Introduction
	Ⅱ. Theoretical background and hypotheses
	Ⅲ. Method
	Ⅳ. Results
	Ⅴ. Discussion
	References


