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THE ROLE OF INSTITUTIONAL DISTANCE, BUSINESS GROUP 
AFFILIATION AND OWNERSHIP LEVEL IN CROSS-BORDER M&As OF 

TURKISH FIRMS*

TÜRK ŞİRKETLERİNİN ULUSLARARASI BİRLEŞME VE SATIN 
ALMALARINDA KURUMSAL ÇEVRENİN, İŞLETME GRUBUNA BAĞLI 

OLMANIN VE SAHİPLİK DERECESİNİN ROLÜ

ÖZET
Kurumsal çevre kavramı, gelişmekte olan ülke şirketlerinin uluslararasılaşması yazınında bir 

fenomen hâline gelmiştir. Gelişmekte olan ülke şirketlerinin küresel ekonomideki görünürlükleri arttıkça 
bu şirketlerin uluslararasılaşmasını etkileyen kurumsal çevre değişkenlerini dikkate almak önemli 
hâle gelmiştir. Bu çalışmanın amacı, resmi ve gayrı resmi kurumsal çevre farklılıklarının ve işletme 
grubuna bağlı olmanın, Türk şirketlerinin uluslararası birleşme ve satın almalarında sahiplik derecesine 
etkilerini incelemektir. Çalışma 1987 ve 2018 yılları arasında Türk şirketleri tarafından tamamlanmış 
280 uluslararası birleşme ve satın almayı incelemiştir. Türk şirketleri resmi kurumsal mesafe arttıkça 
düşük seviyede sahiplik düzeyi tercih etmektedir. Öte yandan Türk şirketleri gayrı resmi kurumsal mesafe 
arttıkça yüksek seviyede sahiplik düzeyini tercih etmektedir. Ayrıca, işletme grubuna bağlı olmanın sadece 
gayrı resmi kurumsal mesafenin sahiplik derecesi ile ilişkisinde zayıflatıcı etkisi tespit edilebilmiştir. 
Anahtar Kelimeler: Uluslararası Birleşme ve Satın Almalar, Gelişmekte Olan Ekonomiler, Kurumsal 
Mesafe, Türkiye, İşletme Grupları.

ABSTRACT
Institutional environment has become a key phenomenon for internationalization studies of 

emerging market firms. As the presence of emerging market firms has increased in global economy, the 
investigation of the impacts of institutional environment on internationalization has become vital. The 
aim of this study is to examine the impacts of formal and informal institutional environment differences 
and business group affiliation on the choice of ownership level in cross border merger and acquisitions 
of Turkish firms. The study has analyzed 280 completed cross border merger and acquisitions of Turkish 
firms between years 1987-2018. As the formal institutional distance increases, Turkish firms prefer lower 
level of equity ownership. In contrast, Turkish firms prefer higher level of ownership as the informal 
institutional distance increases. Moreover, business group affiliation has a mitigating effect only in 
informal institutional distance and ownership level relationship.
Keywords: Cross Border Merger and Acquisitions, Emerging Markets, Institutional Distance, Turkey, 
Business Groups. 
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1. Introduction

Expansion of neo liberal economy policies in world’s different regions and development 
of information technologies have dramatically changed the direction of foreign direct 
investment (FDI) and geographic origin of multinational corporations (MNCs) in recent years 
(Child & Rodrigues, 2005:384). In 2018, outward FDI (OFDI) from emerging markets (EMs) 
has reached $417 billion that goes after the value of $558 billion OFDI from developed markets 
in spite of the decrease in global FDI investments (UNCTAD, 2019:2). Accordingly, as an EM, 
Turkey has also increased its OFDI in the last decade via cross-border merger and acquisitions 
(M&As). For example, Turkish cross-border M&As has got $1856 million net sales value in 
2016 (UNCTAD, 2017:231). 

Due to increased OFDI activity of EM firms, scholars have directed their attention 
to internationalization of EM firms which are started to called as emerging multinational 
corporations (EMNCs) (Ramamurti, 2009:3; Cuervo-Cazurra, 2012:156; Buckley, 2017:76). 
Despite the increased scholarly interest for EMNCs accelerated internationalization that 
generally depends on cross-border M&As, the determinants of equity ownership level 
of EMNCs in cross-border M&As have been still a growing research area and need to be 
investigated for further research (Mathews, 2006:13). Moreover, EMs have shown a significant 
level of heterogeneity among each other which would also effect strategic decisions of MNCs 
from these markets (Hoskisson et al., 2013:1296). As a result, institution-based view would be 
a solid base for understanding strategic choices like ownership level of EMNCs in cross-border 
investments. 

The study adopts a multi-level perspective to incorporate both macro and micro 
institutional context constraints when investigating the antecedents of cross-border M&As of 
EMNCs, especially Turkish MNCs. The study has aimed to contribute to present literature 
in two domains. First, it would be possible to understand how country-specific advantages 
(CSAs) and firm-specific advantages (FSAs) employ significant roles in EMNCs’ outward 
internationalization (Rugman & Verbeke, 2003:127). Furthermore, the study would expand the 
understanding about the heterogeneity of EM contexts by investigating the main antecedents 
of ownership level of cross-border M&As of Turkish MNCs as a different EM. Research about 
EMs argues that differences in research findings of EMNCs internationalization compared 
to developed markets can be related to diverse conditions presented by these markets. For 
example, Turkey has an interesting contextual setting as a late-industrializing country which 
has integrated to world capital system via liberalization policies in the early 1980s. However, 
neo-liberal transformation of economy has not changed main economic actors in Turkey’s 
economy which are state-created, family controlled and highly diversified big business groups 
(BGs). BGs have been emerged as a consequence of market imperfections and institutional 
voids. These voids in markets and institutions occur as information asymmetries, poor contract 
enforcement and imperfect regulatory structures in Turkey (Buğra, 1995:214; Yamak & Üsdiken, 
2006:191; Colpan, 2010:510; Yildirim-Öktem & Üsdiken, 2010:126). Hence, national business 
systems and their effects on firm strategy should also be regarded while exploring EM firms’ 
internationalization. Therefore, the current study could give insights about how differences in 
institutional context of home and host countries would affect the ownership level of acquired 
firms in cross-border M&As of EM firms. Moreover, the role of BG affiliation as a FSA for EM 
firms would be explained in this ownership level and institutional distance relations.
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This paper has organized as follows: First theoretical background about the relations 
between the variables of the study and hypotheses developed has been provided. Second, the 
data gathering process and measurements of variables have been explained. Lastly, results, 
implications and limitations of the study have been presented.

2. Theoretical Background and Hypotheses Development

EMNCs have generally use cross-border M&As like a springboard to access new markets 
and get strategic assets as a form of OFDI from EMs. This strategic asset seeking OFDI by 
EMNCs have been called as accelerated internationalization in the related lietrature (Mathews, 
2006:13; Luo & Tung, 2007:482). By Cross-border M&As, EMNCs have the opportunity to 
compete with advanced MNCs in both local and international markets and to overcome the 
“liability of emergingness” problem (Madhok & Keyhani, 2012:28; Lebedev et al., 2015:658). 
Moreover, EMNCs can get the benefit of economies of scale, foreign market exploitation and 
potential rare resources via cross-border M&As (Chakrabarti et al., 2009:216). 

As institution based view proposes that institutions define the “rules of the game” among 
interactions of organizations (North, 1990:3) and firm behavior as cognitive, rule-based and 
regulatory constructs (Scott, 1995:33). As a result, institutions have a significant role to reduce 
uncertainty and transaction costs which provide a stable environment for firms in an economy 
(Hoskisson et al., 2000:252-253). EMs generally suffer from unstable environments due to high 
level of institutional voids. Since EMNCs operate under institutional voids, they are in a less 
favorable position compare to advanced MNCs (Madhok & Keyhani, 2012:30). Institutional 
voids in EMs may motivate EMNCs to escape from these markets and to enter institutionally 
distant environments (Cuervo-Cazurra, 2012:156). On the other hand, managing strategic 
decisions like cross-border investments can be more difficult in different formal and informal 
institutional contexts (Peng et al., 2009:67). For example, advanced MNCs prefer lower level 
of equity participation like joint ventures (JVs) over wholly owned subsidiaries (WOS) while 
entering EMs such as Turkey due to high political constraints and cultural distance which are 
the most significant constraints of institutional environment (Demirbag et al., 2007:428). As a 
consequence, EMNCs have to consider both formal and informal institutional environments in 
home and host countries while making cross-border investments. 

2.1. Equity Participation and Institutional Distance

While expanding through cross-border M&As, one of the most significant decision is 
the choice of equity participation level (Chari & Chang, 2009:1278). The nature of the assets of 
a firm and uncertainty in its environment define the ownership choice in cross-border M&As. 
As a consequence of this, the optimum level of equity participation or ownership level is a 
product of the costs and advantages of the transactions among these constraints and information 
asymmetry (Anderson & Gatignon, 1986:6; Chari & Chang, 2009:1291). However, the effects 
of institutional distance between home and host countries on the ownership level in cross-
border M&As of EMNCs have shown mixed results in the related literature so far (Chari & 
Chang, 2009:1292; Yang, 2015:233; Liou et al., 2016:606, 2017; Malhotra et al., 2016:2000). 
These diverse and mixed results would necessitate to examine the relationship between 
institutional environment differences and the ownership choice in cross-border M&As for 
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different EM firms. EMNCs should also follow the “rules of the game” like developed market 
MNCs while investing in foreign markets and decide via considering the market potential, 
the natural resources, the economic freedom and business friendly environment of the host 
country (Pablo, 2009:867; Yang & Deng, 2017:14). In addition to host country institutional 
environment, EMNCs have also been affected by their home countries’ institutional contexts. 
For instance, Chinese MNCs have been motivated by “Go Global” policy of Chinese state 
and increased their cross-border M&As in the previous decade (Peng, 2012:98). On the other 
hand, most of the EMs are known for high institutional voids in their business environments 
which may motivate EMNCs to expand in foreign markets and cause escapist OFDI (Stoian & 
Mohr, 2016:1132). As a result, EMNCs may prefer a risky approach and choose higher level 
of ownership in cross-border M&As to manage intangible assets of target firm effectively and 
expand their operational base (Deng, 2009:77). Whether motivated by push or pull factors 
of home country and host country, EMNCs have been affected by institutional environment 
constraints while internationalizing and these constraints should be evaluated to understand 
cross-border investment decisions. 

Previous studies about entry mode choice have seen differences between institutional 
environments as the causes of high transaction costs since they cause uncertainty. Thus, it 
is expected that MNCs would choose lower level of ownership during foreign expansion 
(Williamson, 1979: 254; Anderson & Gatignon, 1986:15). Furthermore, institutional and 
cultural context constraints have been seen as main antecedents of entry mode decisions since 
they have impact on the flexibility of firms and their legitimacy in host markets (Anderson 
& Gatignon, 1986:15; Kostova & Zaheer, 1999:70; Brouthers, 2002:215). Consequently, 
higher level of equity participation choices have been considered as more risky when entering 
in distant institutional environments (Brouthers & Brouthers, 2000:95; Chari & Chang, 
2009:1293). On the contrary, the relevant literature has proposed inconsistent findings about 
the relationship between institutional distance and ownership level in cross-border M&As of 
EMNCs. For example, Zhang et al. (2011:236) have proposed that quality of host country 
institutional environment would increase the likelihood of completion of Chinese cross-
border M&As in the relevant country. This result shows that perceived risk and uncertainty 
due to the institutional distance between home and host countries can work reversely for 
EMNCs. Correspondingly, Yang, (2015:233) and Pinto et al. (2017:542) have emphasized the 
diversified results of ownership choice of EMNCs compared to advanced market MNCs and 
proposed that as institutional distance increases between home and host countries, the equity 
participation level of EMNCs in cross-border M&As would increase. Additionally, some of 
the studies have investigated the role of institutional distance with its sub-dimensions (formal 
and informal institutional distance) on the choice of ownership level. While formal institutional 
distance causes a higher level of ownership level in cross-border M&As of EMNCs, informal 
institutional distance causes a lower level of ownership level (Contractor et al., 2014:938; Liou 
et al., 2017:290). Informal institutional distance has been generally measured through cultural 
distance in most of the related literature (Chakrabarti et al., 2009:230; Liou et al., 2016:609; 
Popli et al., 2016:405). Furthermore, formal institutional distance has been a key factor for 
MNCs to gain legitimacy and would have significant impact on ownership choices of these 
firms in foreign markets (Kostova & Zaheer, 1999:70). However, some findings support that 
under higher formal institutional distance, EMNCs would prefer higher level of ownership 
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since they have limited option to internationalize their operations (Gaffney et al., 2016:273). 
These contradictory results show that formal and informal distance constraints should be 
evaluated separately for different EM contexts. While some studies have provided support 
for mitigating effect of cultural distance or informal institutional distance on ownership level 
(Yang, 2015:233; Liou et al., 2016:290), others have claimed that cultural distance increases 
long run performance of cross-border acquisitions (Chakrabarti et al., 2009:230).

Earlier research about Turkish MNCs could not find significant relations between 
institutional distance and equity participation level in foreign subsidiaries (Demirbag et al., 
2010:230; Ilhan-Nas et al., 2018:179). However, Turkish MNCs’ have the ability to coopt with 
imperfect market conditions via relation-sourced capabilities and government support (Yaprak 
et al., 2018:205). As a consequence, investing in markets with high formal institutional distance 
would lead them to choose lower level of equity ownership to escape from risks and legitimacy 
problems in host markets. On the other hand, informal institutions may cause more uncertainty 
in post-acquisition period to integrate new management with settled managers and employees. 
As a result of this, Turkish MNCs would prefer higher level of ownership in culturally distant 
environments to reduce uncertainty in management issues and get benefit of high value added 
activities effectively. When considering both push and pull factors in institutional environment 
as motivators for cross border M&As, it is highly possible that increased formal institutional 
distance between home and host countries will lead Turkish firms to choose lower equity 
ownership and increased informal institutional distance will cause higher equity ownership in 
cross border investments. 

H1a: As formal institutional distance between home and host countries increase, Turkish 
MNCs would choose lower level of equity participation in target firms in cross border M&As.

H1b: As informal institutional distance between home and host countries increase, 
Turkish MNCs would choose higher level of equity participation in target firms in cross border 
M&As.

2.2. The Role of Business Group Affiliation

EM firms generally have concentrated ownership like BG affiliation, family ownership 
or state ownership (Lebedev et al., 2015:658). For instance, affiliate firms of BGs are controlled 
through cross-shareholdings which cause pyramidal BGs in EMs (Granovetter, 2005:433). 
Even if it seems that affiliate firms are controlled by diverse shareholders (individuals, other 
firms, public shareholders), the owner family can still control most of the firm’s decision-
making processes with indirect control via shares of other affiliates in that independent affiliate. 
As a conclusion, this indirect control would cause high level of ownership concentration in BGs 
affiliates. Previous studies about concentrated ownership and cross-border M&As have found 
unfavorable results since concentrated ownership in acquiring firms cause negative impressions 
for investors (Chen & Young, 2010:534; Bhaumik & Selarka, 2012:725). Since owner families 
have risk averse perception in long term strategic decisions like internationalization, ownership 
concentration and family control diminishes equity participation level of EMNCs in their 
foreign affiliates (Filatotchev et al., 2007:566). Even if concentrated ownership or family 
control have been beneficial in imperfect markets, they have been seen as detrimental in cross-
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border M&As of EM firms (Khanna & Palepu, 2000:278; Bhaumik et al., 2010:448). Also, 
protection of minority shareholders is lower in EMs and majority shareholders can easily 
dominate long term strategic decisions of EM firms (Filatotchev & Wright, 2010:476-477). In 
accord with this, family ownership in EM firms may restrain internationalization level of these 
firms (Singla et al., 2017:141). On the other hand, the concern for survival and wealth transfer 
to younger generations can increase firm performance and change the attitudes of owner 
families about long run strategies (Anderson & Reeb, 2003:1324). Previous literature about EM 
firms provides evidence about the positive effect of family involvement and ownership in BG 
affiliates on international expansion and growth of these affiliates (Chung, 2014:269; Singh & 
Delios, 2017:624). Furthermore, being affiliated to a BG has also supports to being first movers 
and entrants in M&A waves since affiliates can easily use BGs resources and capabilities (Fuad 
& Sinha, 2018:936). These findings have supported that institutional context in EMs can also 
have impact on cross-border investments through creating significant organizational structures 
like BGs.

As mentioned before, EMNCs have shown diversified choices in their cross-border M&As 
related to formal and informal institutional distances. Beside the harmful effects of concentrated 
ownership on long term strategic decisions of EMNCs, maximizing wealth and reputation of 
majority shareholders could be important when analyzing the relationship between institutional 
distance and equity participation level in cross-border M&As (Filatotchev et al., 2007:466; 
Bhaumik et al., 2010:448). Although earlier research has focused on the contextual role of 
institutional distance on the relationship between concentrated ownership of acquiring firm and 
equity participation level (Filatotchev et al., 2007:569; Ilhan-Nas et al., 2018:180), it should be 
regarded that risk taking approach of majority shareholders in acquiring firms can increase the 
power of the relationship between institutional distance and ownership choice in cross-border 

Figure 1: The Proposed Research Model
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M&As. Since firms in Turkey generally have high level of concentrated ownership and this 
manifests itself as pyramidal family BGs (Yurtoglu, 2000:216), it is important to consider BG 
affiliation as a contextual variable which shapes internationalization decisions of Turkish firms. 
Owner families in Turkish BGs generally prefer pyramidal ownership to gain full control on 
affiliate firms and tunnel profits among them (Colpan, 2010:511). Even if previous findings 
could not find out direct effect of concentrated ownership on equity participation level of 
Turkish firms in foreign subsidiaries (Demirbag et al., 2010:288; Ilhan-Nas et al., 2018:180), 
this characteristic can work as a driver for established relations. Therefore, the mitigating 
effect of formal institutional distance on the ownership level of cross-border M&As of Turkish 
MNCs would be higher when these firms are affiliated to BGs. Since gaining legitimacy would 
be more difficult for BG affiliated firms in distant institutional environments, higher formal 
institutional distance effect would increase for BGs’ affiliates cross-border investments. On the 
other hand, owner families of affiliate firms can control their foreign acquisitions in culturally 
distant environments through full control to integrate target firms and manage their valuable 
resources. As a result, the proposed research model can be seen in Figure 1.

H2a: BG affiliation of Turkish firms would increase the effect of formal institutional 
distance on equity participation level in target firms for cross-border M&As

H2b: BG affiliation of Turkish firms would increase the effect of informal institutional 
distance on equity participation level in target firms for cross-border M&As.

3. Methodology

3.1. Sample Selection

The sample of the study consists of 280 cross-border M&As by Turkish firms that are 
completed between 1987 and 2018. Thomson Reuters EIKON database has been used to acquire 
cross-border deal information and sample formation. Thomson Reuters database is the most 
widely used database for cross-border investment studies in the literature (Yang, 2015:228; 
Liou et al., 2017:285). The sample has involved all completed cross-border M&A deals which 
are available in the database and made by Turkish firms.

None of the completed deals have been eliminated from the sample not to reduce sample 
size and to project most of the internationalization efforts of Turkish firms for a long time 
period. The details of the sample can be seen in Table 1. It seems that Turkish firms prefer 
to acquire firms in European region which is geographically and historically close to Turkey. 
Half of the firms have made acquisitions in related industries. Moreover, the sample distributed 
almost equally between BG affiliated and non-affiliated firms. In general, Turkish firms seek 
to acquire target firms in both advanced and developing markets for cross-border investments. 
Consequently, the study sample seems to be moderately distributed across industries, target 
regions, ownership status and target development status.
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Table 1: Major Features of Cross-border M&A Deals of Turkish Firms

Acquirer BG 
Affiliate Status n % Target Country 

Status (IMF) n %

Affiliate 157 56.07 Advanced 155 55.36
Non-affiliate 123 49.93 Developing 125 44.64
Total 280 100 Total 280 100
Target 
Region n % Industry 

Relatedness n %

Africa/Middle East/Central Asia 37 13.21 Related 141 50.36
Americas 29 10.36 Not-related 139 49.64
Asia Pacific Excluding Central Asia 13 4.34
Europe 200 71.43
Japan 1 0.36
Total 280 100 Total 280 100

3.2. Variables and Measurement

The sources of data and measurement of all operationalized variables are listed in Table 
2. The dependent variable of the study is equity participation level of Turkish firms in cross-
border M&As and is measured as the percentage which is acquired during cross-border deal. 
The measure is ranged from 0,1% to 100% and is a continuous variable. The dependent variable 
is available in EIKON database for every completed deal. Measuring equity participation level 
as a continuous variable can give more accurate results than measuring it with a binary variable 
since it can give the real effects of change between 50% and 75% (Yang, 2015:229).

The first independent variable is formal institutional distance and is measured by Index 
of Economic Freedom which is developed by Heritage Foundation. This index provides the 
degree of formal institutional development of economies according to 12 freedom factors that 
are grouped into four general categories which are rule of law (i.e. property rights, government 
integrity, judicial effectiveness), government size (i.e., government spending, tax burden, 
fiscal health), regulatory efficiency (i.e., business freedom, labor freedom, monetary freedom) 
and open markets (trade freedom, investment freedom, financial freedom) (The Heritage 
Foundation, 2018). Formal institutional distance is calculated through the difference between 
overall economic freedom index of target country and Turkey for the year of completed deal. 
The second independent variable is informal institutional distance which is measured through 
cultural distance between target countries and Turkey that depends on Hofstede (2001)’s four 
cultural dimensions (power distance, uncertainty avoidance, individualism and masculinity). 
Cultural distance between home and host countries is calculated through Kogut & Singh’s 
(1988) index:

	 ( ) / /CD I I V 4j i ij iu i1
4 2= -= " ,| 	 (1)
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where Iij means the Turkey’s country score for Hofstede’s national culture dimension i, Iiu is the 
target country score for cultural dimension i and Vi is the variance value of cultural dimension i.

The moderator variable is BG affiliation and measured by a dummy variable which is 
coded as 1 if the acquiring firm is affiliated to a BG and 0 otherwise. This data collected through 
web sites and annual reports of acquiring firms. The control variables of the study is industry 
relatedness, deal size and target market size. Industry relatedness is measured by a dummy 
variable and the data is available in EIKON database which defines target and acquiring firms’ 
industries. Deal size is also collected through EIKON database which is measured though 
million US dollars. Target market size is measured through target country GDP Per Capita and 
that data is gathered through The World Bank database.

Table 2: Variable Name, Measures and Data Sources

Variable Name Measurement Data Source

Equity Participation 
Level

The percentage of equity acquired 
after the acquisition deal ranges 
between 0.1% and 100%

Thomson Reuters EIKON

Formal Institutional 
Distance

The overall index of economic 
freedom based on 12 factors Heritage Foundation

Informal Institutional 
Distance

Kogut and Singh’s (1988) cultural 
distance formula

(www.hofstede-insights.com; 
Hofstede, 2001)

BG Affiliation
A dummy coded variable whether 
the acquiring firm is affiliated a 
BG or not

Annual reports and company 
web sites

Industry Relatedness If target and acquiring firm are in 
the same industry=1/0 Thomson Reuters EIKON

Deal Size The US dollar value of each 
completed deal Thomson Reuters EIKON

Target Market Size GDP Per Capita of target country The World Bank

4. Results

Descriptive statistics and correlation matrix of all variables is presented in Table 3. The 
variance in the number of observations is a result of missing values for some variables which 
are gathered from The World Bank and Heritage Foundation. As seen in Table 3, correlations 
among variables are not so high for concerning multicollinearity issues. However, all the 
variables is tested and all of the variance inflation factor (VIF) values are below 10 which 
shows that no violation for multicollinearity (Belsley et al., 1980). The highest correlation 
is between formal institutional distance and target market size (0.700). This result show how 
formal institutional development and market development in an economy goes hand in hand 
in general terms. Similarly, cultural distance and target market size has a highly correlated 
relation (0.662). It also seems that both formal and informal institutional distances are related 
to each other and can have replaceable relations with the dependent variable.
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Table 3: Descriptive Statistics and Correlations

Variables n Mean SD (1) (2) (3) (4) (5) (6) (7)
Equity Participation 
Level (1) 280 66.49 37.22 1

Formal Institutional 
Distance (2) 269 3.77 10.82 -0.000 1

Informal 
Institutional 
Distance (3)

244 1.49 1.13 0.170* 0.642*** 1

BG Affiliation (4) 280 1.43 0.49 0.151* -0.027 0.053 1
Industry 
Relatedness (5) 280 1.50 0.50 -0.005 -0.032 0.047 0.068 1

Deal Size (6) 280 45.10 163.60 0.109 -0.053 0.001 -0.111 0.002 1
Target Market 
Size (7) 272 24.97 20.15 0.113 0.700*** 0.662*** 0.073 -0.090 -0.003 1

* p < 0,05; ** p < 0,01; *** p < 0,001

The proposed hypotheses are tested through multiple linear regression analysis. Table 
4 presents four different models and analytical results of the study. The impact of all control 
variables on the dependent variable are tested by Model 1. Model 2 is tested the effect of 
independent variables and control variables on the dependent variable. Model 3 and Model 
4 are tested the impact of moderator variable on the relationships between the independent 
and dependent variables. There is variance across observations in different models because of 
missing values in some variables as mentioned before.

Table 4: Regression Results for Equity Participation Level in Cross-border M&As of 
Turkish Firms

Variables Model 1 Model 2 Model 3 Model 4

Formal Institutional Distance
-0.772** -0.572 -0.722**

(0.32) (0.36) (0.32)

Informal Institutional Distance
7.982*** 7.598** 10.69***

(3.01) (3.00) (3.37)

BG Affiliation
11.87** 22.79***

(5.34) (8.20)

BG Affiliation X Formal Institutional Distance
-0.278
(0.44)

BG Affiliation X Informal Institutional Distance
-8.061*

(4.34)
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Industry Relatedness
-0.652 -1.100 -1.777 -2.768
(4.49) (4.89) (4.88) (4.87)

Deal Size
0.010 0.023 0.026* 0.026*

(0.01) (0.01) (0.01) (0.01)

Target Market Size
0.000*** 0.000 0.000 0.000
(0.00) (0.00) (0.00) (0.00)

Constant
57.58*** 53.82*** 50.45*** 46.62***

(4.46) (5.48) (5.67) (6.04)
F 3.35 3.08 2.94 3.41
Observations 272 227 227 227
R-squared 0.036 0.065 0.086 0.098

Standard errors in parentheses (*** p<0,01; ** p<0,05; * p<0,1)

H1a has proposed that as formal institutional distance between target countries and 
Turkey increase, Turkish firms will seek for lower level of equity participation in cross-border 
M&A deals. As shown in Model 2, formal institutional distance is significantly and negatively 
related to equity participation level (β=-0.772, p<0.05) which gives support to H1a and shows 
that Turkish firms prefer lower level of ownership while entering a target country with a 
larger formal institutional distance. Furthermore, H1b has stated that an increase in informal 
institutional distance would lead Turkish firms to prefer higher level of equity participation 
in cross-border M&A deals. This hypothesis is also supported by Model 2 in which informal 
institutional distance coefficient is positive and significant (β=7.982, p<0.001). Therefore, 
Turkish firms seem to have higher level of ownership position when entering in culturally 
distant environments.

In terms of moderating effect of BG affiliation, the interaction between BG affiliation 
and formal institutional distance does not have a significant coefficient (β=-0.278, p>0.1) 
which can be seen in Model 3. As a result, H2a which states that firms would prefer lower level 
of equity participation when formal institutional distance is high and this relationship would be 
stronger for firms affiliated to BGs is rejected. Meanwhile, the interaction coefficient for BG 
affiliation and informal institutional distance has a significant but negative value (β=-8.061, 
p<0.1) which contradicts the proposition of H2b. Thus, H2b is also rejected. It seems that BG 
affiliates prefer lower level of equity participation respect to non-affiliated firms when entering 
in culturally distant markets. 

As for the effect of control variables, target market size and deal size have shown 
significant relationships with the dependent variable. These results are in consistent with 
previous findings (Liou et al., 2016:609; Pinto et al., 2017:540). Turkish firms tend to acquire 
greater shares in cross-border M&As when deal size and target market size is bigger.

Table 4 continued
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5. Discussion and Concluding Remarks

As global presence and investments of EMNCs increase, it would be still significant 
to consider different types of EM firms and their cross-border investments respect to different 
institutional contexts and firm characteristics. Strategies and structural choices of MNCs have 
been shaped by both home and host countries and they tend to have lower level of ownership 
in target countries to overcome legitimacy and uncertainty problems (North, 1990:3; Kostova 
& Zaheer, 1999:70). However, the accelerated catch-up strategies of EMNCs have shown a 
different pattern when entering in foreign markets via cross-border M&As. Despite advanced 
MNCs’ concern for uncertainty in host countries, EMNCs’ ownership choice has been shaped 
by legitimacy concerns and escaping motives (Cuervo-Cazurra, 2012:156; Madhok & Keyhani, 
2012:30). In so doing, this study contributes to EMNCs literature by examining cross-border 
M&A activity of Turkish firms via institution-based view.

The findings of the study demonstrate that Turkish firms undertaking cross-border 
M&As prefer lower level of equity participation when formal institutional distance is high. 
This finding contradicts with previous studies about other EM firms and their cross-border 
investments (Contractor et al., 2014:938; Yang, 2015:233; Liou et al., 2017:290; Pinto et al., 
2017:542). However, ownership choice of Turkish firms is consistent with the general view 
about transaction costs and uncertainty avoidance view (Anderson & Gatignon, 1986:15). This 
shows that not all EM firms seek for legitimacy in institutionally developed markets during 
cross-border acquisitions. Since Turkish firms have been known for their market-seeking 
attitude and entering in economically similar markets for internationalization at the beginning 
(Yaprak et al., 2018:205), it seems reasonable that some EMNCs may be risk averse like 
advanced market MNCs while investing in markets with different formal institutional contexts. 
In the case of Turkish MNCs, regulated institutional environments can cause more uncertainty 
to firms which are used to perform under institutional voids. In contrast to formal institutional 
distance, Turkish MNCs tend to increase their equity participation level when they acquire 
a target firm in a country with high informal institutional distance. Related to Malhotra et 
al.’s (2011:328) findings about cultural distance, this finding has been separated from previous 
studies. The choice of getting higher ownership participation in culturally distant markets may 
show that Turkish firms concern about uncertainty and conflicts in cross-border investments 
more in after acquisition period than pre-acquisition period. While macro institutional context 
variables have shown significant effects of equity participation level of Turkish MNCs, a micro 
institutional context variable has shown no significant contribution. The study has posited 
that BG affiliation as a micro institutional context variable (Yiu, 2011:250) would intensify 
the institutional distance effects of equity participation level. Despite expected relations and 
directions, affiliations of BGs have not shown differing choices in equity participation respect 
to non-affiliated firms in target markets with higher formal institutional distance. Similarly, 
the interaction effect of BG affiliation has exposed a mitigating effect on the positive relation 
between informal institutional distance and equity participation level. Although concentrated 
ownership has been evaluated as the reason for risk taking approach in strategic decisions, 
affiliate firms has implied a risk averse approach for culturally distant markets. This shows that 
majority shareholders can be more sensitive about managing inner relations of acquired firms 
than outside relations with formal institutions. 
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Like other research, the study has some limitations due to contextual or time related 
constraints. First of all, the study has only examined Turkish firms with a relatively small 
sample size. Also, this study has only considered cross-border M&As for internationalization 
activity of EMNCs. Greenfield investments can be examined for future research to understand 
the effects of formal and informal institutions on FDI projects of EM firms. Additionally, 
concentrated ownership variable has been measured as a dummy variable which can hardly give 
sensitive statistical results in cross-sectional analysis due to limited sample size of the study. In 
future studies, the ratio of majority shareholders should be employed to get more robust results. 
Besides, minority shareholder protection constraint can be added to research models while 
determining ownership level of EMNCs in cross-border investments. Consequently, the study 
has given vital contributions about how institution based view can work differently in specific 
EM contexts and provided an understanding about hybrid behaviors of EMNCs.
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