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Different countries have different institutional environments. In this way,
multinational companies must deal with the difficulties imposed by the
differences between their home environment and that of the country
where they are inserted. In this article, we analyze the effects of
institutional distance on South-South acquisitions. Specifically, we analyze
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llan Avrichir the effect of institutional distance on the amount of participation chosen
in Latin American international acquisitions in Brazil. More specifically, the
effect of institutional distance is analyzed through the percentage of
Keywords shares acquired in international acquisitions. Our results contribute to the
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theory in international business because it explains why Latin American
companies prefer to make total acquisitions even in situations of high
institutional distances.

INTRODUCTION that when deciding to enter a market through

acquisitions, many variables must be considered. A
important variable to be considered is the
institutional environment.

Firms' decisions in their international expansions
are determined not only by internal pressures for
compliance with organizational standards, but also by
the institutional environment, and their conditions
(Ferreira & Serra, 2015). A common form of
international expansion is through acquisitions (Chen
& Hennart, 2004; Chari & Chang, 2009). When facing
the decision to carry out an international acquisition,
companies need to deal with the strategic decision on
how to carry out this acquisition.

Previous studies have shown that when
companies decide the percentage of shares to be
acquired in a CBA, they consider the institutional
environment (Chan & Makino, 2007), the institutional
distance (Pinto, Ferreira, Falaster, Fleury & Fleury,
2017), the advantages of location (Agarwal &
Ramaswami, 1992), their knowledge acquisition
strategies (Ferreira, 2008) and their need for control
power, redeploy assets, exploit technical knowledge ~©Of operations  (Gatignon & Anderson, 1988).
and increase shareholder value (Nadolska & Institutional distances have been shown to be
Barkema, 2007). Literature emphasizes the important indicators for understanding the strategic
challenges and complications of comprehending the decisions of companies in international acquisitions
potential  of acquisitions  (Hayward, 2002). (Pinto et al., 2017). In general, literature shows that
Understanding acquisitions can help companies multinationals from developed countries tend to

Acquisitions may help companies to gain market

achieve great market power, overcome entry
barriers, and have access to new knowledge of
market needs and technologies (Vermeulen &
Barkema, 2001; Ahuja & Katila, 2004). It is perceived

1 Contato do autor - Email: christianfalaster@gmail.com

adopt more cautious measures when distances are
higher due to the uncertainty of environments
(Malhotra, Lin & Farrell, 2016). However, emerging
economies have been increasingly received and
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performed international investments due to the rapid
growth and remarkable transformation in the past
two decades (Luo & Tung, 2007). Many of these
investments were made in form of cross-border
acquisitions, one of the preferred ways for firms to
build foreign presence (King et al., 2004).

However, the effects of institutional distance on
the choice of participation in international
acquisitions are still little known in the case of
acquisitions between emerging countries, also known
as South-South acquisitions. This research s
important because multinationals from emerging
countries often have different actions when
compared to multinationals from developed
countries when considering the way they expand to
other emerging countries. Multinationals from
emerging countries have advantages linked to
knowledge about how to act in countries with less
developed institutions and thus can turn
disadvantages into advantages in these environments
(Cuervo-Cazurra & Genc, 2008). However, the ways in
which multinationals from emerging countries deal
with institutional distances are still poorly studied,
since the advantages pointed out by Cuervo-Cazurra
and Genc (2008) are related to the similarity of the
environments and not to considerably different
environments. Thus, this study seeks to investigate
the effects of institutional distances on the chosen
shareholding in South-South acquisitions.

In this paper, we develop theory using the concept
of institutional distance. Institutional distances
represent the amount of difference between the
institutional environment of two countries (Eden &
Miller, 2004). To further break down institutional
distances we use the measurements of cross-national
distances developed by Berry et al. (2010).
Specifically, we analyze facets of institutional
distance using the measurements of economic
distance, financial distance, political distance,
administrative distance, cultural distance and global
connectedness distance. Thus, it is possible not only
to analyze the impacts of institutional distances but
also the specific effects of each type of institutional
distance on the strategy of investments.

Methodologically, we used the institutional
concept of distances between countries of Berry et al.
(2010). We empirically tested the effect of these
distances on the amount of participation, that is, the
percentage of shares acquired by Latin American
companies in acquisitions of Brazilian companies. We

used just one country following Fortwengel (2017)
argument, going from the premise that different
cases of configurations can make institutional
distance more or less likely to be considered.
Therefore, the findings will be considered regarding
the institutional image of Brazil, aiming for a more in-
depth result. A Thomson-Reuters (SDC Platinum)
database was used with a total of 91 acquisitions. The
results indicate that, contrary to what was predicted
in studies conducted with multinationals from
developed countries (Malhotra et al., 2016),
international acquisitions of Latin  American
companies in Brazil have a tendency of larger
percentages according to higher administrative,
economic, politic, and global connectedness
distance.

This study contributes to the understanding of

how multinational corporations in emerging
countries deal with institutional distances. We
contribute to the institution-based view by

demonstrating that multinational corporations in
emerging countries have the ability to better cope
with environments in other emerging countries even
when institutional distance is high. This finding has
important implications, since it shows that the
advantages of emerging country multinationals,
when they operate in other emerging countries, may
not only be related to the proximity of emerging
countries to their institutional characteristics, but

also to their ability to adapt to imperfect
environments.
THEORETICAL FRAMEWORK

Institutions are the constraints created by people
and they structure political, economic and social
interaction. They are composed informal constraints
and formal rules (North, 1990). Moreover, it has been
created by humans in order to create order and
reduce uncertainty when exchanging. In each
country, institutions are different because they
depend on the institutional environment of each
country (North, 1991). Therefore, institutional
distance is a form of measuring how different these
countries are in order to understand the markets
before targeting as a possible acquisition option.

The institutional distance is interpreted by the
difference or similarity of the institutions of the
countries and these are analyzed when there is
intention of foreign investment (Kostova, 1999). The
impact of this analysis is in line with organizational
strategies, since it broadens the manager's vision by

Internext | Sdo Paulo, v.14, n. 3, p. 190-203, set./dez. 2019



192

Do Institutional Distances Influence South-South Cross-Border Acquisitions?

showing how the strategy can be combined with the
distance in order to achieve the desired competitive
advantage (Kostova, 1999; Hernandez & Nieto, 2015;
Gama, Lana, Calixto & Bandeira-de-Mello, 2016).

Hymer (1960) and Zaheer (1995) postulated that,
by finding an environment other than their natural
environment, firms would have difficulty operating
because of information asymmetry over their
competitors, resulting in the "liability of foreignness."
Likewise, it is possible to argue that the more
different the institutional environment of the country
receiving the investment is in relation to the country
of origin of the company, the more difficult is the
adaptation and the more complicated the operation
of the company in that country is.

International Acquisitions and the Institutional Environment

The institutional dimension has great weight in
the determination of foreign investment. This can be
explained by the fact that institutional efficiency and
quality reduce transnational costs and provide a
more stable investment environment. Amal & Seabra
(2007) argue that regional economic agreements
involving Latin America are also factors that make
emerging economies more attractive to foreign
investment. Although, institutional distance might
have different impacts due to the variety of rules in
each context. Therefore, the impacts of institutional
distance can alternate in different cases of
configurations, making companies more or less
impacted by it (Fortwengel, 2017). Therefore, in
order to have a more issue-specific context, the
acquisitions considered were only directed to Brazil
for a more specific result.

The institutional environment influences the
strategic decisions of the companies (Kostova & Roth,
2002; Meyer, Estrin, Bhaumik, & Peng, 2009). One of
the key strategic decisions to international expansion
concerns the choice of ownership share percentage
in acquisitions (Chen, 2008; Ferreira, Vicente, Borini
& Almeida, 2017). There are two main forms of
international acquisitions. The first is the partial
acquisition of a company, also called joint-ventures
that have varying acquisition percentages (Agarwal &
Ramaswami, 1992). Joint ventures occur when two or
more firms pool together an amount of their
resources on a contract with a common legal
organization. There are three main reasons to that
form of entry: to reduce transaction costs; as a
strategic behavior; and for organizational knowledge
and learning (Kogut, 1988). The second is the total

acquisition of a company, corresponding to the one
hundred percent acquisition of the firm (Agarwal &
Ramaswami, 1992). A total acquisition of a firm gives
the acquirer a total control of its assets, and therefore
it is strategically useful when control is needed.

One of the determining factors of the amount of
ownership in an acquisition is the ability to control.
The greater the capital acquired in a joint-venture
transaction, higher is the control over the
investment, while a lower percentage of the
acquisition results in shared management, control
and results of this subsidiary more shared (Ferreira,
2008). Shared control of the subsidiary has some
advantages and disadvantages for the multinational
company. While a mode of acquisition with shared
capital with the local firm may lead to less control
(Gatignon & Anderson, 1988), multinational
companies may use the controller company's
remaining shares as a local partnership to develop
knowledge and facilitate the process of adaptation to
local institutions (Barkema & Vermuelen, 1998;
Meyer et al., 2014).

Companies need to adapt to the local
environment to operate (Kostova & Roth, 2002). In
this way, it is expected that there will be costs and
difficulties resulting from this adaptation. Companies
that must adapt less, that is, come from
environments that are similar, will have lower need
for adaptation. Companies that do not need to adapt
drastically will be able to preserve their
organizational structure and practices, having lower
adaptation costs and a lower information
disadvantage when compared to peers from
countries with larger institutional distances. When
firms must deal with higher adaptation costs and
higher information asymmetry in an environment,
these additional costs will result in higher risks
regarding the investment.

Investments with higher risks tend to be
conducted using partial acquisitions in order to
reduce capital commitment and mitigate some of the
associated risk (Chen, 2008). We hence develop the
baseline hypothesis of our study:

Baseline Hypothesis: The greater the institutional
distance between the country of origin and Brazil, the lower
the percentage of capital acquisition.

Several factors are involved in the decision-
making of companies regarding international
expansion, and the possibility of applying resources
are diverse, such as total acquisitions or joint-
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ventures, among other forms of internationalization
(Agarwal & Ramaswami, 1992). The administrative
distance between one country and another, created
by Berry et al. (2010), refers to the administrative
standards that govern a country through its
bureaucracy, religion, current legal system, colonial
historical traits and its language. The differences
related to these aspects are studied over time (Wolf
& Weinschrott, 1973; Whitley, 1992; Henisz, 2000)
and are influential in the process of adapting
organizations to the foreign environment in which
they are inserted.

The difficulties of establishing a network, market,
and trade promotion, as well as the effective
application of the knowledge that companies
possess, become barriers in establishing subsidiaries
in administratively distant countries (Chiswick &
Miller, 1998). Distance between two countries can
increase when there is an absence of shared
monetary or political association, political hostilities,
and weak legal and financial institutions (Ghemawat,
2001). These administrative differences  will
represent more complex adaptations to be made in
order to properly operate in the country. When a
higher administrative distance is present, the
percentage of capital acquisition will be lower
because of higher perceived adaptation costs and
therefore higher risks with the investment.
Thereafter, we propose the following hypothesis
regarding administrative institutional distance:

Hypothesis 01: The greater the institutional
administrative distance between the country of origin and
Brazil, the lower the percentage of capital acquisition.

The way to internationalize also suffers the
influence of the culture when related to the strategic
decisions that involve the whole process. Cultural
aspects interact with the external market and
influence the way companies enter, determining the
strategies adopted in the internationalization of
markets (Werner, 2002; Brewer, 2007). Cultural
distances have the dimension of individualism,
masculinity and distance from power proposed by
Hofstede (1991). They measure inequality in relation
to power, the link between people and their
individuality, and the role of masculinity through
values and history.

Non-formal structures belonging to localities can
be defined by norms, culture and ethics (Meyer et al.,
2009). Dominant values in societies constantly evolve
(Inglehart & Baker, 2000) and modify people's

behavior in business transactions. As such, cultural
differences between countries play a key role in
adapting new enterprises and developing new
businesses. The culture, in this way, is a determinant
of the way firms will enter the market (Barkema et al.,
1996), in order to reduce or increase the
uncertainties proportionate to the difference
between countries. Therefore, when the cultural
distance is high, firms’ strategies to enter the market
may differ if considering the uncertainties provided
from the cultural differences of the country.
Moreover, it is expected that when uncertainties are
high, the percentage of capital acquisition might be
low, as proposed in our hypothesis:

Hypothesis 02: The greater the institutional cultural
distance between the country of origin and Brazil, the lower
the percentage of capital acquisition.

Emerging countries like Brazil have institutional
inefficiencies that do not allow perfect competition in
the market (Peng, Sun, Pinkham & Chen, 2009). The
economic indicators of the nations are recognized in
several studies as indexes that measure the economic
stability of the countries, and also shape the way the
country's economy interacts with the external market
(Caves, 1996). These differences often lead to
adaptation costs and uncertainty environments for
organizations (Berry et al., 2010). Starting from this
assumption it is necessary to consider the economic
perspective when analyzing the strategies involving
companies, mainly in emerging countries.

Thus, the choice of firms' entry into foreign
markets is directly influenced by the distances
between countries' economic indicators (Zaheer &
Zaheer, 1997). The country's economic development,
measured by macroeconomic indicators such as GDP,
is a measure that can be used in the analysis of
whether to invest and how to invest (Campa &
Guillén, 1999), in an attempt to reduce the risks and
uncertainties inherent in this process. Therefore,
smaller institutional distances facilitate the
internationalization process and corroborate with the
predictability of investments, whereas otherwise the
way of organizations' entry mode tend to be more
cautious due to the lack of economic stability. As
these economic distances are related to the
economic development of a nation and its
macroeconomic characteristics (Whitley, 1992;
Caves, 1996), we may expect that countries which are
similar in its development condition will represent
lower risks and adaptation costs. Thus, when higher
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institutional economic distance is present between
the countries, the need of a careful market analysis
will be higher, risks and adaptation cost will be higher
and thus, the percentage of capital acquisition should
be lower, as we develop on our following hypothesis.

Hypothesis 03: The greater the institutional economic
distance between the country of origin and Brazil, the lower
the percentage of capital acquisition.

Political distance increases uncertainty generated
by international investment in different countries.
The central assessment of a country's political issues
in the international business literature lies in the way
politics is formed through democratic or autocratic
regimes and in relation to the country's political
positioning vis-a-vis the international economy
(Henisz, 2000; Henisz & Williamson, 1999; Whitley,
1992). These issues directly interact with the
countries' economic and financial stability and can
influence foreign investment strategies.

The choice of entry mode into
internationalization, as well as the choice of the
foreign market in which one wishes to invest are
linked to the political dimension of institutional
distances (Henisz & Delios, 2000).

Minority acquisitions are prioritized so that
companies can acquire local knowledge and learn
how to do business (Ferreira, 2008).

Asymmetry of information inherent to the process
is minimized and the adaptation to political questions
is gradual. Differences in political stability, trade bloc
membership, and democracy (Henisz, 2000; Henisz &
Williamson, 1999; Whitley, 1992) will then play an
important role for companies to understand how
different the political dimension within the country is.
It is likely that political institutional distance may
impose a tendency for firms to develop strategies of
entry mode that allow them to better understand the
political environment and its risks before larger
resource commitments. Therefore, we propose that:

Hypothesis 04: The greater the institutional political
distance between the country of origin and Brazil, the lower
the percentage of capital acquisition.

The financial distance between countries is
identified by the way financial systems are designed
and the availability of credit that is provided to
organizations (Porta, Lopez-de-Silianes, Schleifer &
Vishny, 1998). The financial distance corresponds to
the differences of the financial sector of the country
and is measured by the data of the domestic

economy in comparison to the international indices,
the metric is based on the percentage of GDP and the
composition of international financial systems (Berry
et al., 2010).

Financial similarity among nations can facilitate
the adaptation of firms to the financial institutional
environment and reduce uncertainty from these
interactions (Cuervo-Cazurra & Dau, 2009). Hence,
we propose:

Hypothesis 05: The greater the institutional financial
distance between the country of origin and Brazil, the lower
the percentage of capital acquisition.

The connectivity of a nation with the rest of the
world represents how much a country interacts with
other countries.

The impact generated by the global
connectedness distance concerns the availability of
information and diffusion about the activities of the
country around the world (Oxley & Yeung, 2001). The
measurement of connectedness distance s
characterized by the amount of investment in
tourism and international tourism, based on national
GDP, and by the number of users who have access to
the internet in the country.

The intensity in which individuals and firms
interact with external markets demonstrates the
nation's accessibility to its exterior (Berry et al,
2010). If the country is inaccessible for international
relations, foreign companies may have more
difficulties to internationalize to that market.
Differences in country connectivity with the world
can influence the behavior of organizations facing
these markets, modifying their strategies and their
entry mode.

Therefore, countries with greater disparities in the
amount of internet users and tourism activities will
represent a greater global connectedness distance.
Countries with high connectivity distance will
represent higher cost of information, representing
higher adaptation costs and a tendency for lower
percentages of acquisitions in order to maintain a
local partner and mitigate these costs. Hence, we
present the following hypothesis:

Hypothesis 06: The greater the institutional global
connectedness distance between the country of origin and
Brazil, the lower the percentage of capital acquisition.

The model created for the present study is
therefore composed by six hypothesis, which is read
by expecting a negative influence in the amount
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chosen on CBA due to each of the six institutional
distances proposed in this study:

Figure 1 —Model Proposed

Administrative
Distance

Cultural Distance

Economic Distance

Political Distance

Financial Distance

Global Connectedness
Distance

% of Ownership
chosen on CBA

Source: Prepared by the authors.

METHODOLOGICAL PROCEDURES

Methodologically, this study based on a quantitative
research of confirmatory character and longitudinal cut.
We assume a positivist perspective, with multiple linear
regressions, with the purpose of testing the
predetermined hypotheses. The study has a longitudinal
feature because it aims to analyze, over the course of ten
years, the same sample elements. The database used in
the survey is Thomson-Reuters SDC Platinum, with data
from Latin American acquisitions targeting Brazil. For
independent variables, we collected data from the cross-
national distances of Berry et al. (2010). The analysis of
these data focuses on the influence of the institutional
distance, using six cross-national distance dimensions, in
the percentage of ownership chosen in the acquisition. The

context of Latin America can help to explain phenomena
related to developing economies, which have institutional
deficiencies that distinguish them from the developed
economies (Cuervo-Cazurra & Dau, 2009; Cuervo-Cazurra,
2016). In addition, Latin American firms share similarities,
context and historic background (Khoury, Junkunc &
Mingo, 2015; Pinto et al., 2017) and could shows specific
institutional changes among the years.

The Latin American countries that comprise the study
sample are Argentina (23%), Chile (31%), Colombia (15%),
Costa Rica (1%), Mexico (28%), and Venezuela (2%).
Together, the countries correspond to 91 records of
international acquisitions, targeting firms in Brazil during
the ten years of the study, from 2005 to 2015. Table 1
describes the variables used.

Table 1 - Description of Variables

Variable Type

Variable Name

Theoretical Framework

Dependent Variable | Acquisition Percentage

Chen & Hennart (2004)
Chari & Chang (2009)

Administrative Distance
Cultural Distance
Economic Distance
Political Distance
Financial Distance

Independent
Variables

Global Connectedness Distance

Anderson (1979)
Whitley (1992)
Nelson & Rosenberg (1993)
Berry et al. (2010)

Transaction Value

Control Variables | Year of Acquisition

Total Assets of the Acquired Company

Industry of the Acquirer Company
Industry of the Acquired Company

Aybar & Ficici (2009)
Pinto et al. (2017)

Source: Prepared by the authors.
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The dependent variable of the study is the
percentage of ownership chosen for the acquisition
of the capital in Brazilian companies. The measure of
this variable is appropriate for the study because it
considers all the percentage values of acquisition and
not only if the acquisition is total or partial, allowing
a more fine-grained analysis of the effects (Chen &
Hennart, 2004; Chari & Chang, 2009).

We used the cross-national distances established
by Berry et al. (2010) as to assess institutional
distances. For each distance, we used its natural
logarithm form in order to normalize data and avoid
problems of heteroscedasticity. Specifically, we chose
administrative distance, cultural distance, economic
distance, political distance, financial distance and
global connectedness distance. These six distances
were tested independently and together, in order to
test if they influence the ownership chosen in Latin
American acquisitions in Brazil.

Administrative distance reflects differences across
language, religion, legal system and colonial ties
(Berry et al., 2010). Cultural distance measures the
differences between levels of authority, trust,
individuality and importance of work and family.
Economic distance represents the difference of
macroeconomic indicators between countries (Berry
et al, 2010). Political distance measures de
difference in politics as a regulatory institution
(Dikova & Van Witteloostuijn, 2007), it involves
democracy, political ties and trade relationships
(Berry et al., 2010). Financial distance measures the
difference between the structures of financial
institutions. Finally, global connectedness shows the

differences in the level of integration of the country
to the world (Ferreira et al., 2017).

We used several control variables in order to
absorb potential variability of alternative answers.
We controlled for the value of the transaction, the
size of the company acquired, and the industry of the
acquiring company and the acquired company, to
control the effects and covariates that may influence
the acquisition percentage (Buckley et al., 2016;
Ferreira et al.,, 2017). Therefore, the year of the
acquisition was used as a control variable, controlling
for business cycles. The value of the transaction and
the size of the acquired company control for the fact
that larger transactions have direct consequences on
the financial costs of the acquisitions, we used dollar
value of the transaction and dollar value of the assets
of the target company to build these variables, both
using millions of dollars (Aybar & Ficici, 2009). Finally,
we controlled for the industry of acquirer and target
firms using dummy variables for each macro-industry
(Consumer Products and Services, Consumer Staples,
Energy and Power, Financials, Healthcare, High
Technology, Industrials, Materials, Media and
Entertainment, Retail, Telecommunications) to
control for possible industry fads and standard
procedures (Buckley et al., 2016). Industry was
classified as dummy by each macro industry sector.
All these data extracted from the Thomson-Reuters
SDC Platinum database, per acquisition.

ANALYSIS OF THE RESULTS

In Table 2 it is possible to analyze the descriptive
statistics of the research data.

Table 2 - Descriptive Statistics

N Minimum | Maximum Mean Sg;gg;?]
Acquisition Percentage 91 13,43 100,00 83,25 25,18
Administrative Distance 91 41,92 48,29 44,88 2,41
Cultural Distance 91 1,20 6,22 2,78 1,25
Economic Distance 91 0,05 1,62 0,50 0,39
Political Distance 91 60,11 237,55 191,09 67,74
Financial Distance 91 0,06 1,28 0,65 0,37
Global Connectedness Distance 91 0,09 2,68 1,02 0,78
thrf]i)':‘rf;ets of the Acquired 01 1962 | 11118650 | 736,44 | 1177975
Transaction Value 91 0,60 3425,19 344,96 505,22

Source: Prepared by the authors based on the research data.
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Table 3 presents the results of the correlations
between the study variables. During the statistical
tests, there were some high correlations between our
independent variables, hence we performed a VIF
test, presented in Table 4, which did not result in

Table 3 - Correlations

multicollinearity problems using the standard limit of
10 for VIF developed by Hair et al. (1995). We
performed the Glejser test in order to detect possible
heteroscedasticity and results were negative. Results
of our regression models are also present in Table 3.

Acg. % 1 2 3 4 5 6 7

1 | Administrative Distance ,267* 1

2 | Cultural Distance 0,038 -0,126 |1

3 | Economic Distance ,314** ,824** -0,073 |1

4 | Political Distance 0,192 ,627*%* | -0,024 | ,594** |1

5 | Financial Distance 0,123 ,228* 10,132 0,163 |-0,094 |1

g | Global Connectedness 335%% | 695%* 0,038 |,674** | 666**(0,107 |1
Distance

7 | Total Assets of the Acquired | ¢ -248% | 392** | 0159 |-0,048 |-0,094 |-0,065 |1
Company

8 | Transaction Value 0,047 -0,023 | 0,109 |0,06 0,103 |-0,096 |-0,009 |0,165

Source: Prepared by the authors based on the research data.

In order to test the baseline hypothesis of this
article, we performed a multiple linear regression test,
testing the effect of each type of institutional distance
on the acquisition percentage. The multiple linear
regression performed and presented in table 4. Model
1 includes only the control variables. From models 2 to
7, we tested the independent variables, one by one, and
model 8 test all variables together.

In model 2, the administrative distance variable was
tested and the results indicate a positive and significant
result between the distance and the percentage of
capital acquisition (0.273; p<0.05) contradicting the
hypothesis 1 that predicted a negative effect. Thus, the
hypothesis created based on the theory is not
confirmed since it was found that the greater the
administrative distance, the greater the percentage of
investment. Administrative distance is not significant
when tested with all variables in model 8.

In model 3, we tested the cultural distance and its
effects on the percentage of acquisition.

A non-significant coefficient obtained for the
relation. In this way, it was verified the lack of effect of
cultural distance on the dependent variable. Therefore,
this goes against the findings of some studies (Kogut &
Singh, 1988; Hennart & Larimo, 1998; Barkema et al.,
1996) that found that the characteristics of national
cultures and its differences have effect on the selection
of entry choice when internationalizing. This non-
significant effect may be due to a relatively small
cultural distances between countries of Latin America

and Brazil. In model 4, the economic distance was tested
and the results indicate significance in relation to the
acquisition of ownership (0.342; p<0.01). This result
indicates that the greater the distance from economic
factors such as per capita GDP, export, import and
inflation rates, the greater will be Latin American foreign
direct investment in Brazil. Therefore, the influence is
positive, again contradicting the hypothesis that
formulated basis of the theory.

In model 5, the tests were applied at the political
distance and this relationship had a significant positive
effect on the dependent variable (0.276; p<0.05).

This analysis may indicate that the policy measures
of the emerging countries studied here influence
business within Latin America. Brazil, as a recipient of
these investments, even though it has a chair in
Mercosur, the economic bloc that was ruling during the
years studied, and which has as a member some
countries also included in this research, has a relevant
political institutional distance. Similarly, Kraus, Ambos &
Eggers (2015) have found that political distance are
primary drivers of risk perceptions when deciding the
mode of entry in the country.

In model 6 the financial distance was tested and its
results were also not significant for the research. This
result may also indicate that financial disparities may
not be as relevant as, for instance, the quality of the
financial system of the host country, as pointed in
studies as Khanna & Palepu (2000). In model 7 the global
connectedness distance was tested in relation to the
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percentage of acquisition in the transactions studied.
The result of this analysis was positive and shows a
positive relation to our dependent variable (0.385;
p<0.01). The result indicates that the greater the global

connectedness distance, the greater the percentage of
acquisition in the Latin American transactions in Brazil,
which contradicts our hypothesis based on theory.

Table 4 — Regression Results

1 2 3 4 5 6 7 8 VIF

Administrative Distance 0,273* 0,117 8,446
Cultural Distance -0,099 0,103 2,659
Economic Distance 0,342** 0,491* 4,966
Political Distance 0,276 -0,325 6,349
Financial Distance -0,041 -0,566* 7,432
Global Connectedness o "
Distance 0,385 0,356 2,858
g"ta' Assets of the Acquired | 551 | 9028 | -0,028 | -0,072 | -0027 | 0,056 | -0051 | -0,189 1,781

ompany
Transaction Value -0,054 -0,060 -0,048 | -0,073 | -0,079 -0,052 -0,058 -0,034 1,302
Year of Acquisition YES YES YES YES YES YES YES YES -
Industry of the Acquiror YES YES | YEs | YEs | ves | vEs | YEs | YES ;
Company
Industry of the Acquired YES YES | YEs | YEs | ves | vEs | vEs | YES ]
Company
F 0,661 0,859 0,648 1,005 0,861 0,628 1,031 1,139 1,139
R? 0,194 0,248 0,199 0,279 0,249 0,195 0,284 0,363 0,363

The dependent variable is the acquisition percentage.
t=p<0.1; * = p<0.05; ** = p<0.01;

Source: Prepared by the authors based on the research data.

Of all variables tested in multiple linear
regressions, only the administrative, economic,
political, and global connectedness distance had a
significant influence on their results. The greater the
distance of these variables, the greater the foreign
investment in Brazil. This result contradicts the
baseline hypothesis, as well as hypotheses 01, 03, 04
and 06 postulated, which foresaw a tendency for
acquisitions of lower percentages when institutional
distance is greater.

CONCLUSIONS

The institutional distance measures developed by
Berry et al. (2010) intend allow the analysis of the
differences between the institutions of countries. In
this way, this article had as main objective to analyze
the effect of institutional distances on the percentage
of shares acquired in Latin American international
acquisitions directed to Brazil. This percentage of
ownership  acquisition  derives  from  the

internationalization strategies as a response to the
environments.

A greater institutional distance between the
country of the acquiring company and the country of
the acquired company, that is, the more different the
institutional environments, results in greater
uncertainties and a higher need of adaptation to the
environment (Meyer et al, 2014). Thus, we
developed six hypotheses proposing that companies
from countries with greater institutional distances
would opt for an acquisition strategy with a smaller
amount of the percentage of shares. With a smaller
number of shares acquired in the acquisition,
companies retain a local partner who could help
them learn to cope with the environment. In an
empirical way, we analyze how six of the variables
regarding institutional distances of Berry et al. (2010)
would influence the percentage of acquisition in the
context of Latin America.
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Our results show that, on the contrary to what the
hypotheses postulated expected, the larger
institutional distances triggered higher percentage in
the purchase of shares in the acquisitions directed to
Brazil. The variables that confirmed this relationship
were the administrative, political, economic, and
global connectedness distance, showing significance
when tested alone and altogether with the other
variables.

Itis possible to confirm that institutional distances
influence the way in which Latin American companies
make acquisitions in Brazil and formulate their
internationalization strategies. However, on the
contrary to preferred modes of smaller ownership,
companies prefer greater participation when dealing
with environments with larger institutional distances.
A first explanation for this rather counterintuitive
result is that companies that face high institutional
distances may prefer stock control to ensure the
possibility of more agile strategic responses rather
than maintaining a local partner with whom they
would have to negotiate the answers. Similar
evidences have already been found in works such as
Falaster and Ferreira (2017), regarding environments
with high arbitrary institutional inefficiencies and
Pinto et al. (2017) with Brazilian acquisitions abroad.
This finding supports the results of Gaur and Lu
(2007), which also found that in institutionally distant

countries, subsidiaries have better survival
probabilities when foreign parents have more
ownership.

A second explanation for the higher amount of
ownership chosen with higher institutional distances
is based on our context of study. In this study, we only
analyzed Latin American acquisitions in Brazil. In
emerging countries, institutional inefficiencies are
greater when compared to developed countries
(Cuervo-Cazurra & Dau, 2009). The countries of Latin
America have an inefficient bureaucratic system that
promotes distrust among economic and social actors.
Firms that have had to deal with these inefficient
environments throughout their whole existence may
be more prepared to deal with uncertainties because
they are used to dealing with uncertainties. Works as
Cuervo-Cazzura and Genc (2008) showed that firms
that are wused to an inefficient institutional
environment have less problems when dealing with
similar environments. We defend that a similar effect
happens when firms from inefficient environments
face higher institutional inefficiencies. Instead of
pursuing a more conservative path and acquiring a

lower amount of ownership, firms that come from
inefficient environments may be able to deal with the
uncertainty provided by institutional distances more
easily, being able to follow fewer conservative paths.

A third explanation is due to the asymmetry of
institutional distances. When firms of highly
inefficient institutional environments, as for instance,
Bolivia, invest in an emerging economy as Brazil the
institutional distance is the same found by Brazilian
firms investing in Bolivia. However, Brazil has a far
more developed institutional environment than
Bolivia, so that Brazilian firms will perceive higher
risks of operating in Bolivia than Bolivian firms will
perceive in operating in Brazil. These asymmetries are
found in our study. Brazil has one of the most
developed institutional environments in Latin
America while the majority of other countries are
‘climbing up the ladder’ when investing in Brazil
rather than investing in a country where the
environment is worst than their home institutions.

Understanding the effects of institutional
distances on Latin American acquisitions is an
important contribution to the literature for two main
reasons. First, a better understanding of the factors
influencing the ownership percentage decisions
made in Latin American acquisitions helps to
theoretically develop the discussion between the
need to adapt to the local environment and the need
to control the company's actions in its strategic
design. The second contribution is in the sense of an
institution-based view. The understanding of the
positive effect of institutional distances on the
shareholding chosen by companies in their
acquisitions demonstrates that there is an effect of
the difference between the environments in the
strategic decisions of the companies. In addition, this
effect is perceived as positive, indicating that Latin
countries may have different strategic tendencies
than the ones that could be seen in firms from
developed countries.

This study has two main limitations. The first is the
use of acquisitions exclusively directed to Brazil as the
object of analysis. The use of acquisitions directed
only to Brazil represents a limitation because results
may be different if considered in all Latin American
economies. It is possible to develop future research
in order to add the other Latin nations in the
empirical analyzes to reduce this limitation.

In addition, the second limitation is linked to the
very characteristic of institutional distance as a
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measure of the difference between countries.
Institutional distance shows how different countries
are to institutional factors but does not demonstrate
the nature of this difference. For example, one
country that has a very high economic gap over
another may represent a large difference in GDP
between these countries. However, it is uncertain
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