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The paper examines recent trends in the Japanese cross-border M&A activity in 1988-2005 and
investigates the factors influencing them. We develop classifications of theoretical foundations and
factors of M&A activity. Further, we apply these classified factors to the Japanese cross-border
Mé&As. Two categories of the ’Japanese M&As — transactions with Japanese companies as a target
(sales) and transactions with Japanese companies as an acquirer (purchases) — are examined. In the
Japanese cross-border M&A sales in order to determine factors of changes we look into industrial,
institutional and geographical structures of M&A transactions. The development of the Japanese
M&A market was impeded by specific features of corporate governance and financial system in Japan
which were supported for a long time by strict regulations. The paper describes the changes in the
institutional environment and their influence on development of the Japanese cross-border M&A
sales. As a result of economic crisis of the 1990s, changes in regulation and following changes in the
corporate environment have opened the first wave in the Japanese cross-border M&A sales. As a
result of liberalization, the excessive capacities of Japanese corporations motivated foreign investors
to choose acquisition over investing in new facilities. |

For the Japanese outward M&A flows we test the standard gravity model. The results report that
the volume of the Japanese cross-border M&A purchases is significantly larger in countries with
larger and developed markets and a higher degree of investor’s protection. The main factor affecting
the location of Japanese M&A purchases in developed and Asian countries is the bilateral trade flow
between Japan and a target country. For the Japanese acquisitions in developed countries, level of
market liquidity and Japanese bank lending growth rates add their influence to the above mentioned
determinants. Bank lending growth rate is highly significant in the developed countries sample and is
positively correlated with the M&A volume that supports the hypothesis on the importance of the
sources of financing for the Japanese outward M&A transactions. In contrast, the Japanese
acquisitions in Asian countries have negative correlation with bank lending growth rates. This finding
proves that the banking crisis in Japan influenced the Japanese M&As in Asian countries in the
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opposite way as experiencing financial difficulties Japanese companies increased M&As in Asian

countries for reducing production costs.
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