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A B S T R A C T
 Our study analyzes whether economic uncertainty influences firms’ mergers and acquisition (M&A) in Korea. Employing economic uncertainty proxies proposed by Baker et al. (2016), and Cho and Kim (2023) which concentrate on Korean market, we observe the effect of both overall and categorical-specific index on firms’ decisions – namely, exchange uncertainty, fiscal uncertainty, monetary uncertainty and trade uncertainty. Our results are summarized as following. First, among categorical-specific indices, foreign exchange uncertainty is shown to have negative effect on firms’ M&A decision at statistically significant level. Second, among a variety of industry sectors, the effect of foreign exchange uncertainty is statistically significant for only manufacturing and construction deals, in contrast with non-manufacturing industry in which statistically significance was not found. Lastly, the negative effect of foreign exchange uncertainty is found in a variety of firm setting and conditions, including foreigner’s stock ownership, and both vertical and horizontal acquisition.
JEL Classification: F31, G34
Keywords: Economic Uncertainty, Foreign Exchange, Korea, Mergers and Acquisitions












I. Introduction
 Mergers and acquisitions (M&A, hereafter) represent transactions where the ownership of firms or their operating units are transferred to another firm. For a majority of firms, M&A represents important form of investment and expansion, and restructuring which is valuation-complex, financially challenging and informationally intense (Eckbo, 2009). Further, M&A is believed to be highly dependent on the state of national economy, which is heavily affected by economic policy outcomes (Summers, 2014). Recently, the growing number of economic figures have come to acknowledge the seriousness of economic policy uncertainties as following:
“We will strive to avoid adding uncertainty in what is already an extraordinarily challenging and uncertain time.” (Jerome Powell, chairman of the Board of Governors of the Federal Reserve System)[footnoteRef:4] [4:  Financial Times, Jay Powell warns US recession is ‘certainly a possibility’, June 23, 2022. https://www.ft.com/content/3e3dedc4-5ece-4a35-84c7-e3e670c29c72 accessed on April, 24, 2023.] 

"Although the Korean economy has been recovering thanks to the easing of pandemic restrictions and resumption of economic activities, external uncertainties surrounding the global economy are higher than ever.” (Chang Yong Lee, the Governor of the Bank of Korea)[footnoteRef:5] [5:  BIS, Chang Yong Rhee: 72nd anniversary of the Bank of Korea, June 10, 2022. https://www.bis.org/review/r220610e.htm accessed on April, 24, 2023.] 


 In this context, an increasing number of previous studies paid attention to the relationship between economic uncertainty and M&As. Particularly, they stress negative effect of economic uncertainty on M&A deals (Adra et al., 2020; Bonaime et al., 2018), as it implies increased cost of financing (Dittmar and Dittmar,2008), decreased M&A opportunities available to firms (Andriuškevičius, 2015) and poor business decision-making (Li et al., 2005). However, the relationship between economic uncertainty and M&A for developing countries, including South Korea, seem to be relatively understudied (Deng and Yang, 2015). In Korea, the number of M&A deals are estimated aggregate volume of 6,585 (KFTC, 2023). In our study, we employ the proxies for economic uncertainties, developed by Baker et al. (2016) and Kim and Cho (2023)[footnoteRef:6]. In particular, we find the negative effect of exchange rate uncertainty on M&A, capturing unique characteristic of Korean capital market, in which the effect of foreign exchange rate on economy is quite dominant. To our best knowledge, this paper is first to study country-specific effect of economic policy uncertainty in the context of M&A deals in Korea (Choi, 2004; Wang, 1997; Yang and Segara, 2020). [6:  The sub-proxies of economic uncertainty proxy of Cho and Kim (2023) would be later described in detail.] 

In particular, we pay attention to two channels through which the variations of economic uncertainties influence the M&A deal outcomes of Korean firms: “Financing cost” and “real options channel”. First, a vast amount of previous researches suggest that the economic uncertainties increase “financing cost”, and thus reduces the feasibility of firm investments (Dittmar and Dittmar, 2008; Joof and Azimli, 2022; Syed et al., 2022). In the context of exchange rate, the increase in exchange rate implies the increased external financial cost, posing future financing challenges for firms in M&A deals (Huang, 2021; Lee, 2008). Second, economic uncertainties can influence M&A decisions through “real options” channel. The framework of “real options” stresses the irreversibility of investment which is equivalent to “call options” which may be exercised or delayed at some point in time (Belki and Göcke, 2005; Li, 2007; Miller and Waller, 2003). In the aspect of exchange rate, firm may choose to “wait and see” option as the exchange rate alteration may adjust firm’s investment plans (Belki and Göcke, 2005; Stokey, 2016; Trigeorgis, 2003). If the rise of exchange rate devalue currency, the value of the option would increase so that firms will choose to “wait and see”. In this respect, our research would highlight the significant influence of economic uncertainties from business management interested in exchange rate’s transmission channels.
 The major findings of our paper are following. First, we prove that in Korea, economic uncertainty related to foreign exchange rate causes negative effect on M&A decisions, whereas the economic uncertainty related to monetary, trade and fiscal policy does not meaningfully impact M&A deal decisions. This finding is important for business and policymakers in particular, since it demonstrates that specific source of policy uncertainty can be more detrimental than other proxies, depending on national business atmosphere. Second, we find that the negative effect of foreign exchange rates uncertainties is statistically significant for manufacturing industry. In contrast, statistical significance is not found for the rest of industries. Particularly, this finding captures dominant country-specific character in the nation: Export-oriented manufacturing industry, in which the influence of exchange rate is prevalent (Atella et al., 2003; Caglayan and Munoz Torres, 2011; Mahagaonkar et al., 2009; Muinelo-Gallo et al., 2020). Third, we find the negative effect of exchange rate uncertainties in manufacturing industries is consistently found in a variety of firm setting and conditions, including foreigner’s stock ownership, and both vertical and horizontal acquisition.
 The contributions of this research are as follows. First, we borrow both economic policy uncertainty indexes, which originate from Baker et al. (2016), and Cho and Kim (2023) in testing the negative effect of economic uncertainties on M&A outcomes at both overall and categorical-specific index. Second, our research differs from previous studies (Adra et al., 2020; Bonaime et al., 2018) in that we find country-specific effect of economic policy uncertainties on M&A outcomes, which is foreign exchange rate uncertainties. Instead of focusing on the aggregate index that combines a variety of policy uncertainties, our analysis focuses on categorical-specific index along with overall index (Cho and Kim, 2023) that exclusively reflects foreign exchange rate policy concerns in the nation. Third, our results support previous findings in the realm of M&As (Batista et al., 2023; Kang et al., 2018; Kim et al., 2021; Li and Wang, 2022; Zhou et al., 2021) by proving that categorical-specific index, such as foreign exchange uncertainties, testifies to the unique influence of the nation. 
The rest of our paper is constructed as following. Section 2 discusses previous researches and Section 3 presents data and methodology. Section 4 introduces empirical analysis and robustness test, followed by discussion in Section 5. Finally, Section 6 concludes.

II. Literature review
2-1. Economic Policy Uncertainty
 Bloom (2014) points out that uncertainty is an amorphous concept and broadly defined, suggesting that a variety of proxies can be developed and measured. Since then, a number of scholars have introduced a variety of economic uncertainty measures in an attempt to quantify the degree of uncertainty and discover “causal effects” of higher uncertainty (Aastveit et al, 2017; Bali et al, 2017; Moore, 2017; Mumtaz and Theodoridis, 2017). Among previous researches, the proxies by Baker et al. (2016) have gained wide popularity for constructing EPU indices for 12 countries, including U.S. and South Korea, and thus been employed in a large number of researches (Caggiano et al, 2017; Ghirelli et al, 2019; Guan et al, 2021; He and Niu, 2018; Jiang et al, 2021; Jin and Wu, 2021; Ma et al, 2019; Yu et al, 2021). This measure is known to reflect the relative frequency of keywords in newspaper articles, which are related to economic uncertainty. In this way, not only does the index of Baker et al. (BBD index, hereafter) offer forward-looking uncertainties, but also, specifics the specific sources of uncertainties in the form of text data. Despites its wide application among scholars, handful number of countries provide their own sub-indices for policy uncertainty.
In order to address the concern, Cho and Kim (2023) developed new EPU index (CK index, hereafter) which closely follows the procedure of BBD index. For example, they collect articles from broad coverages that contain at least one “Korean” term in each of the Economy (E), Uncertainty (U) and Policy (P) categories. After standardizing the relative EPU counts from each newspaper, they obtain monthly Korean EPU index and normalize it to have an average number of 100 over their sample period, which is from January 1990 to December 2020. Strikingly, the uniqueness of their index lies in developing policy-specific uncertainty categorical-specific indices such as monetary, fiscal, trade and foreign exchange (FX) policies. Each categorical-specific index captures historical economic events which relate to its own corresponding policies. For instance, the term set for the FX policy uncertainty index, which is the main interest of our research, is composed of terms such as foreign exchange policy(외환정책, 환율정책), market intervention(시장개입), foreign exchange intervention(외환시장 개입, 외환당국 개입), smoothing operation(미세조정), exchange rate stabilization(환율 안정화, 환율 안정 조치),  exchange rate volatility mitigation(환율 변동성 완화), currency manipulation(환율 조작), exchange rate reserves(외환보유고, 외환보유액), and dollar-selling and won-buying intervention (달러매도/매입 개입).[footnoteRef:7] [7:  Each sub-index’ terms set of Cho and Kim (2023)’s EPU proxy is provided separately in Appendix section.] 

The main discrepancy in terms between the BBD index and CK index is presented in Table 1 below. The main similarity is that they both mention terms relating to institutions such as ‘government’, ‘blue house’, ‘authorities’. On the other hand, the difference is that while the index by illustrate each uncertainty term in international context (e.g. WTO), Cho and Kim’s index (2023) describes terms in local context (e.g. Bank of Korea, Financial Service Commission), capturing the effect of economic uncertainties unique to national economic atmosphere. Subsequently, we compare the linear trend of BBD index and CK index. As presented in Graphic 1 below, some consistence in the linear trend is observed in our sample period of 2000 and 2020.


	Table 1. Discrepancy in terms between the CK EPU index and the index of Baker et al. (2016)

	CK index
	BBD index

	A. Economy terms
	

	economy, economic
	economy, economic, commerce

	B. Uncertainty terms
	

	uncertain, uncertainty, concern
	uncertain, uncertainty

	C. Policy terms
	

	government
	government

	Blue House
	Blue House

	cabinet meeting
	congress 

	National Assembly (congress)
	authorities

	authorities
	legislation

	Bank of Korea
	tax

	central bank
	regulation

	Ministry of Economy and Finance 
	Bank of Korea 

	Financial Services Commission
	central bank

	policy
	deficit

	legislation
	WTO

	law/bill
	law/bill

	government budget
	Ministry of Economy and Finance

	tax
	

	regulation
	

	deficit
	

	debt
	

	Federal Reserve (Fed)
	

	structural reform
	

	Note. Any discrepancy in terms between CK EPU index and the Baker EPU index is in bold.



Graphic 1. The Linear Trend of the CK EPU index and the BBD index
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2-2. Economic Policy Uncertainty and Firm’s M&A activity
 Previous researches attribute a variety of factors to firms’ M&A deals, such as cultural similarity (Bauer and Matzler, 2014; Bauer, 2016; Bereskin et al, 2018), firm synergies (Dutordoir et al, 2014; Suk and Wang, 2021), business cycle (Liu and Wen, 2010; Ma and Ukhov, 2011), product and market consideration (Hoberg and Phillips, 2010; Hsu et al, 2017), risk management (Conner, 2001; Garfinkel and Hankins, 2011 ;Knauer et al, 2015) and CEO preferences (Elnahas and Kim, 2017; Jenter and Lewellen, 2015; Plaksina et al, 2019).
Importantly, mainstream research on M&A point out financial and firm-specific factors which influence firms’ M&A decision. For example, Flanner et al. (2022) examined 6,083 firms in Europe which were acquired from 1999 to 2015 and find that these firms promptly and substantially close the gap between leverage ratio and target (optimal) ratio, demonstrating that their empirical results are in consistence with the trade-off theory of capital structure. Pires and Pereira (2020) analyzed how leverage influences the dynamics of firms’ M&A activities by jointly considering optimal leverage, premium and M&A timing. They find that firms’ leverage increases with growth prospects, while an ambiguous effect is produced by volatility. After observing a sample of 85,560 cross-border M&A deals in 57 countries between 1990 and 2010, Hu and Yang (2016) further find that firms with higher leverage are less likely to acquire foreign target firm, whereas firms(target) with lower leverage are more likely to targets which are acquired by foreign firms. In particular, they note that these effects are more pronounced in M&A deals in Asian countries than North America.
Interestingly, however, previous literature has not yet come to make consensus on through which channel economic uncertainty influences firms’ M&A decisions. For example, Bonaime et al. (2018) found that political and regulatory uncertainty is negatively related to M&A deals for U.S. listed firms, pointing out the specific factors such as taxes, government spending, monetary and fiscal policies. Although they borrowed “real options” channel as theoretical framework in which call options that are either exercised or delayed, they did not adequately explain how M&As can be “irreversible” in U.S. context. Further, Adra et al. (2020) employed (i) the level of federal funds rate, and (ii) the deviation of the FFR from the natural interest rate (Laubach and Williams, 2003) as main proxies in explaining the relationship between monetary policy and M&A deals. In particular, they find that M&A outcomes during high monetary policy uncertainty are related to significant declines in acquiring firm’s value. However, their findings mainly focused on the changes in firm value, neglecting to explain “specific factors” affecting M&A outcomes.
Although an increasing number of studies paid attention to economic uncertainties which affect the firm decisions on M&A at macro and firm level, most of them focused on M&A deals at U.S. or international levels (Adra et al., 2020; Bonaime et al., 2018; Nguyen and Phan, 2017; Paudyal et al, 2021). On the other hand, a limited number of researches studied the relationship with particular focus on South Korea (Shin et al., 2018; Adebayo and Rjoub, 2022). Although they attempt to develop a model linking policy uncertainty to a variety of financial and macroeconomic factors, the results are found to be inconsistent. For example, Shin et al. (2018) present some stylized facts about uncertainty in Korea between 1991 and 2016, and compare and contrast this measure of uncertainty with other popular uncertainty proxies. They find that neither financial nor policy uncertainty proxies capture economy-wide uncertainty, financial and policy. Using monthly dataset covering the period from 1997 to 2021, Adebayo et al. (2022) utilize the novel non-parametric causality-in-quantiles test introduced by Balcilar et al. (2017) and find that the influence of macroeconomic shocks in South Korea is diverse across stock market, implying that the effect is not consistent across the market in South Korea.

2-3. Exchange Rate Uncertainty on M&A
 In Korea, foreign exchange rate is widely known as deterministic factor in firms’ financing decisions (Cho and Song, 2011; Kwon et al, 2011; Lee et al, 2014; Pramborg, 2005; Park and Lee, 2010; Seo, 2013; Seol et al, 2021). The representative example is the USD/KRW exchange. The USD/KRW exchange rate has occasionally fluctuated along with global financial market atmosphere. For example, the rate showed downward trends when “risk-on sentiments” have dominated, due to the won’s nature as “a typical risk currency” (Ryoo et al., 2013). For example, won experienced long-term moderate appreciation during mid-2000; however, the exchange rate increased sharply during market turmoil, including global financial crisis (2008) and the European sovereign debt crisis (2010- 2011).
 In this regards, numerous studies (Cho and Song, 2011; Kwon, 2011; Lee et al, 2014; Pramborg, 2005; Park and Lee, 2010; Seo, 2013; Seol et al, 2021) present evidences on the role of foreign exchange on firms’ financing decisions in various ways such as foreign-exchange denominated assets (Lee et al., 2014) and foreign exchange volatility (Park, 2011; Sung et al., 2014). For example, using the panel data Korean firm from 1991 to 2012, Lee et al. (2014) conclude that firms’ higher ratios in foreign-currency denominated assets and debts, and net foreign exchange losses relative to total assets, had negative effect on firm values measured by Tobin’s q. Examining Korean firm data from 1990 to 2009, Park (2011) points out that exchange rate exposure of individual firm has turned negative after the Asian Financial Crisis in 1997. He further argues that an increase in exchange rate has a negative influence on enterprise value, so that firms would have to develop strategies in order to prevent the negative impact of unexpected exchange rate fluctuations. 
In consideration of aforementioned factors, it seems rational that the foreign exchange uncertainty could have negative outcomes on firms’ M&A decisions. We present our first hypothesis (H-1) as following.

H-1. Foreign exchange uncertainty causes negative effect on firms’ M&A decisions.

 Traditionally, the manufacturing sector begun to play a leading role in economic development in Korea as early as in 1960s. More than often, it is noted that by 1980s, South Korea has undergone a manufacturing transition that would have taken advanced economies over a century to achieve (Nelson and Pack 1998). In fact, a large number of studies point out the Korean manufacturing firms’ characteristic of foreign exchange exposure (Kang, 2021; Kang and Lee, 2011; Kwak, 2002; Chung, 1999; Lee and Choi, 2011). Specifically, they pay attention to the negative relationship between the exchange rate and firm profit. For example, examining foreign exchange rate volatility or exchange rate risk on the prices and volume of external trade and manufacturing firm`s profit, Lee and Choi (2011) find that the 1%point increase in foreign exchange change causes Korean firm`s profit to increase by 0.5%point. They also state that the 1%point increase of exchange volatility causes the firm’s profit to decrease by 0.12%point. As well, Kang (2021) argues that the deterioration of Won’s value has negative relation to the operating profit of Korean manufacturing firms. Specifically, his study reveals that between 2010 and 2014, when the value of won increases, the operating profit of Korean manufacturing firms fell by 2.5%point, while in the period between 2014 and 2018 when the value of won decreases, the operating profit rose by 3.1%point. On the other hand, some researches pay attention to specific factors of Korean manufacturing firms in the context of foreign exchange rate change. For instance, Lee and Jang (2011) examine the effects on employment and wage of Korean manufacturing items of exchange rate over the period 2000 to 2009, and prove that the general pattern in the effect of exchange rate shock is negatively associated with the employment of Korean manufacturing firms.
 In consideration of the negative outcomes of exchange rate on firm’s profitability, another branch of studies highlights the business decision-making process of Korean manufacturing firms, which could entail high leverage and costly financing. For example, Lee et al. (2008) examine the fluctuating exchange rate’s relationship to firm’s investment before and after the Asian Financial Crisis. They conclude that the increase of exchange rate causes positive effect on firm’s investment before the crisis through revenue channel. On the other hand, the increase of exchange rate has negative effects on firm’s investment through cost channel. 
Further, a number of studies (Kwon, 2021; Lee, 2005; Park and Shin, 2000) suggest that suggest that the foreign exchange uncertainty in terms of its volatility and fluctuation, could cause negative effect on firm’s financing decisions, in a variety of firm settings and conditions. For example, Kwon (2021) points out that foreign investors consider whether stock prices are undervalued when making investment decisions in the Korean stock market. In other words, manufacturing firms’ foreign exchange exposure could influence foreign investors’ both “total amount of investment” that takes place and the “allocation of investment” spent in Korea.
In this respect, it is plausible to assume that that foreigner’s stock investment in Korean firms depend largely on foreign exchange rates, which directly link to “cost-financing” strategy of firms. As long as firms could finance M&A deals, the adaptation of specific acquisition strategy – vertical or horizontal - would be irrelevant, since firms still can make decisions in “ideal” foreign exchange atmosphere. In contrast, if the firms are in unfavorable environment, they would choose not to make decision on acquisition deals as it could be regarded “irreversible” (Belki and Göcke, 2005; Li, 2007; Miller and Waller, 2003). Thus, we present our second and third hypothesis (H-2, H-3) as following.

H-2. The foreign exchange uncertainty causes negative effect on the M&A decisions for manufacturing firms.
H-3. The foreign exchange uncertainty causes negative effect on the M&A decisions for manufacturing firms in a variety of firm setting and conditions, including foreigner’s stock ownership, and vertical and horizontal acquisition.




III. Data and Methodology

 Now, we explain variable definition for our sample. The primary sample includes Korean firms listed on KOSPI and KOSDAQ market, which are covered by Dataguide between 2000 and 2020. As aforementioned, our main dependent variables are economic uncertainties proxies, which are the BBD index (EPU_Baker) by Baker et al. (2016) and the CK index by Cho and Kim (2023), denoted as EPU_CK. Subsequently, our firm-value and firm-specific variables include Investment Opportunities, Economic Sentiment Index, Rate spread, Cape ratio, VKOSPI, Past returns (cross sectional), Past sales growth (cross sectional), Z-score, volatility, Return12. Industrial variables are Industry past return and Industry delta past return. Following Bonaime et al., (2018), we also use EPU_CK as control variable in order to control for “macroeconomic effect” that could possibly affect other main variables, which are EPU_Baker, Foreign Exchange, Monetary, Fiscal and Trade. The Table 2 below presents the detailed definition for dependent and control variables. Subsequently, the summary statistics and correlation table are presented in Table 3.

Table 2. Variable Description
	Variables
	Description

	M&A
	M&A deals, which equals 1 if being taken place, 0 otherwise

	EPU_Baker
	The BBD index on Korea by Baker et al. (2016)

	EPU_CK
	The CK index by Cho and Kim (2023) 

	Investment opportunities
	Economic sentiment index published by BOK

	Economic Sentiment Index
	Economic Sentiment Index published by BOK.

	Rate_spread
	The difference between the yield on 3-year Korean government bonds 
and 3-year corporate bonds.

	CAPE_ratio
	The cyclically adjusted price-earnings (CAPE) ratio

	VKOSPI
	KOSPI 200 Volatility published by KRX(monthly)

	Past_returns
	The dispersion of stock returns in the Korean financial market

	Past_sales_growth
	The distribution of sales growth rates relative to the previous year

	Industry_past_return
	The median rate of return based on the 36-month cumulative rate of return 

	Industry_delta_past_return
	The annual median volatility of the 36-month returns for firms

	z-score
	Altman’s Z-score (1968)[footnoteRef:8] [8:  For emerging countries including Korea, the calculation methodology for Z-score is calculated as follows (Meeampol et al., 2014).

Z = 3.25 + 6.56X1 + 3.26X2 + 6.72X3 + 1.05X4
X1 = (Current Assets – Current Debt) / Total Assets
X2 = Current Profit/Total Assets
X3 = EBIT/Total Assets
X4 = Total Capital/Total Debt] 


	Volatility
	Standard deviation of stock log returns over the past 12 months, 
collected on a monthly basis.


	Return12
	Firm’s stock return for the past 12 months, collected on a monthly basis.

	

Table 3. Summary Statistics


	　
	Mean
	Std. Dev
	10%
	Median
	90%

	Panel A: Summary statistics
	
	
	
	
	

	EPU_Baker
	139.22
	68.91
	70.12
	125.9
	224.87

	EPU_CK
	98.74
	21.19
	74.76
	95.1
	122.8

	Foreign Exchange
	96.94
	60.54
	44.8
	82.56
	161.38

	Monetary
	105.7
	35.76
	66.79
	101.12
	145.8

	Fiscal
	103.78
	36.51
	59.84
	99.48
	154.1

	Trade
	93.1
	69.78
	36.63
	70.54
	171.5

	　
	
	
	
	
	

	Panel B: Control Variables Summary statistics: All firms
	
	
	
	
	

	Investment opportunities
	99.88
	9.75
	92.6
	99.25
	112.6

	Economic Sentiment Index
	99.8
	10.36
	91.3
	99.1
	113

	Rate spread
	-0.74
	0.84
	-1.93
	-0.46
	-0.013

	CAPE ratio
	6.71
	3.31
	1.67
	7.56
	10.2

	VKOSPI
	20.25
	8.93
	12.42
	18.23
	30.51

	Past returns
	0.06
	0.01
	0.05
	0.06
	0.08

	Past sales growth
	10.22
	2.1
	7.84
	9.83
	13.81

	Industry past return
	-0.04
	0.99
	-0.18
	0.14
	0.67

	industry delta past return
	3.02
	0.5
	2.46
	3.01
	3.79

	z-score
	0.73
	0.71
	0
	0.68
	1.52

	volatility
	0.03
	0.01
	0.02
	0.03
	0.05

	return12
	15.8
	92.25
	-43.39
	-1.68
	84.8

	
	
	
	
	
	

	Panel C: Control Variables Summary statistics: Acquirers
	
	
	
	
	

	Investment opportunities
	100.69
	10.48
	92
	100.1
	113.9

	Economic Sentiment Index
	100.68
	10.96
	91.4
	99.7
	114.5

	Rate spread
	-0.73
	0.82
	-1.97
	-0.47
	0.01

	CAPE ratio
	7.54
	3.15
	1.82
	7.85
	10.76

	VKOSPI
	21.39
	9.32
	12.69
	18.99
	32.76

	past returns
	0.063
	0.01
	0.05
	0.06
	0.08

	past sales growth
	10.32
	2.13
	7.85
	10
	13.32

	Industry past return
	0.12
	0.7
	-0.08
	0.23
	0.46

	industry delta past return
	3.01
	0.43
	2.48
	3.07
	3.41

	z-score
	0.8
	0.57
	0.23
	0.69
	1.38

	volatility
	0.04
	0.01
	0.02
	0.04
	0.05

	return12
	35.24
	110.8
	-42.81
	4.11
	141.41

	　
	
	
	
	
	

	Panel D: Control Variables Summary statistics: non-acquirers
	
	
	
	
	

	Investment opportunities
	99.88
	9.75
	92.6
	99.1
	112.6

	Economic Sentiment Index
	99.8
	10.36
	91.3
	99.1
	113

	Rate spread
	-0.74
	0.84
	-1.93
	-0.46
	-0.013

	CAPE ratio
	6.71
	3.31
	1.67
	7.56
	10.2

	VKOSPI
	20.25
	8.93
	12.42
	18.19
	30.51

	Past returns
	0.06
	0.01
	0.05
	0.06
	0.08

	past sales growth
	10.22
	2.1
	7.84
	9.65
	14.3

	Industry past return
	-0.04
	0.99
	-0.18
	0.14
	0.46

	industry delta past return
	3.02
	0.5
	2.46
	2.94
	3.79

	z-score
	0.73
	0.71
	0
	0.68
	1.52

	volatility
	0.03
	0.01
	0.02
	0.03
	0.05

	return12
	15.77
	92.22
	-43.39
	-1.69
	84.74

	
	
	
	
	
	

	
	
	
	
	
	





1

	Table 4. Correlation


	Panel A: Economic policy uncertainty
	　
	　
	　

	　
	EPU_Baker
	EPU_CK
	Foreign Exchange
	Monetary
	Fiscal
	Trade

	EPU_Baker
	1
	
	
	
	
	

	EPU_CK
	0.647***
	1
	
	
	
	

	Foreign Exchange
	0.385***
	0.646***
	1
	
	
	

	Monetary
	0.538***
	0.792***
	0.576***
	1
	
	

	Fiscal
	0.458***
	0.286***
	0.088***
	0.129***
	1
	

	Trade
	0.246***
	0.557***
	0.589***
	0.394***
	0.072***
	1

	*** p<0.01, ** p<0.05, * p<0.1

	Panel B: Control variable
	　
	　
	　
	　
	　

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

	(1)
	Investment opportunities
	1
	
	
	
	
	
	
	
	
	
	　
	　
	　

	(2)

	Industry
Economic Sentiment Index
	0.949***
	1
	
	
	
	
	
	
	
	
	　
	　
	　

	(3)

	Rate spread
	-0.242***
	-0.311***
	1
	
	
	
	
	
	
	
	　
	　
	　

	(4)
	CAPE ratio
	0.066***
	0.066***
	0.382***
	1
	
	
	
	
	
	
	　
	　
	　

	(5)
	VKOSPI
	-0.218***
	-0.299***
	-0.240***
	0.055***
	1
	
	
	
	
	
	　
	　
	　

	(6)
	EPU_CK
	-0.466***
	-0.562***
	0.238***
	-0.055***
	0.588***
	1
	
	
	
	
	　
	　
	　

	(7)
	past returns
	-0.333***
	-0.319***
	-0.211***
	-0.153***
	0.498***
	0.274***
	1
	
	
	
	　
	　
	　

	(8)
	past sales growth
	0.306***
	0.323***
	-0.708***
	-0.407***
	0.459***
	0.081***
	0.507***
	1
	
	
	　
	　
	　

	(9)
	Industry past return
	0.099***
	0.136***
	0.268***
	0.449***
	0.403***
	0.089***
	0.070***
	-0.145***
	1
	
	　
	　
	　

	(10)
	Industry delta
past return
	0.192***
	0.197***
	-0.383***
	-0.488***
	0.496***
	0.128***
	0.133***
	0.661***
	0.456***
	1
	　
	　
	　

	(11)
	z-score
	-0.004***
	-0.005***
	0.069***
	0.062***
	-0.028***
	0.004***
	-0.053***
	-0.060***
	0.034***
	-0.063***
	1
	　
	　

	(12)
	volatility
	-0.074***
	-0.062***
	-0.299***
	-0.184***
	0.232***
	0.093***
	0.301***
	0.263***
	-0.059***
	0.213***
	-0.001
	1
	　

	(13)
	return12
	0.149***
	0.166***
	-0.099***
	0.059***
	-0.076***
	-0.153***
	-0.023***
	0.028***
	0.029***
	0.016***
	0.032***
	0.190***
	1

	*** p<0.01, ** p<0.05, * p<0.1



 As for dependent variables, M&A deals, we use logistic regression in order to estimate the likelihood of acquiring as a function of the level of policy uncertainty in the prior calendar year(month). We gathered M&A data for the period between 2000 and 2020, and compute the number of M&A deals for each year. To be specific, we computed 1 if the M&A deals take place and 0 otherwise. Our model for the analysis is specified as: 

 

In this model,  signifies the probability of an M&A event, given a set of predictor variables X. The sample spans a variety of industries as classified by the Korean Standard Industrial Classification (KSIC). Moreover, M&A deals in the dataset are split into two categories: Vertical and horizontal. The deals total 506 deals with 326 vertical and 180 horizontal acquisition deals. The number of M&A deals and the firm categories are presented in following Table 5.

Table 5. M&A Deals and Firm Categories
	Panel A: M&A sample
	All
	Vertical
	Horizontal

	N of deals
	506
	326
	180

	Panel B: The Korean Standard Industrial Classification (KSIC)
	　

	Major categories
	Freq.
	Percent
	Cum.

	　
	　
	　
	　

	Agriculture, Forestry and Fishing
	3
	0.59
	0.59

	Manufacturing
	237
	46.84
	47.43

	Electricity, Gas, Steam and Air Conditioning Supply
	5
	0.99
	48.42

	Water Supply; Sewerage, Waste Management and Remediation Activities
	2
	0.4
	48.81

	Construction
	10
	1.98
	50.79

	Wholesale and Retail Trade
	55
	10.87
	61.66

	Transportation and Storage
	8
	1.58
	63.24

	Accommodation and Food Service Activities
	2
	0.4
	63.64

	Information and Communication
	86
	17
	80.63

	Financial and Insurance Activities
	18
	3.56
	84.19

	Professional, Scientific and Technical Activities
	60
	11.86
	96.05

	Business facilities management and business support services; rental and leasing activities
	5
	0.99
	97.04

	Education
	8
	1.58
	98.62

	Arts, sports and recreation related services
	4
	0.79
	99.41

	Membership organizations, repair and other personal services
	3
	0.59
	100

	　
	　
	　
	　

	Total
	506
	100
	　



IV. Empirical analysis
IV-1. The main analysis
 Now, we present the results of empirical analysis. We conduct logistic regressions in order to estimate the likelihood of acquirer’s acquiring decision in terms of policy uncertainty in the prior calendar year, controlling other aforementioned financial and macro variables. Following Bonaime et al. (2018), our specifications include an industry and year fixed effects. As well, the main dependent variables, denoted as EPU_Baker, EPU_CK, and Foreign Exchange, Trade, Monetary, Fiscal, among which are the categorical-specific index of Cho and Kim (2023), are separately regressed on other control variables.
Uniformly, the results in the Table 6 support our first hypothesis (H-1) that the foreign exchange uncertainty is negatively associated with acquirer’s acquiring decision in the following year. The statistical significance of the relationship is found with or without other sub-indexes of EPU_CK, which are Trade, Monetary, Fiscal. When point estimates convert to marginal effects, one standard deviation increase in the Foreign Exchange index is associated with 0.2% and 0.1% decrease in the likelihood of acquisition with and without being regressed along with other categorical-specific indexes respectably.
Notably, the regression results of the overall index are quite contrasting. The coefficients of EPU_Baker and EPU_CK are both positive, but only the former is at statistically significant level. The plausible explanation for EPU_Baker is that firms would find opportunities to acquire businesses at “attractive (low) valuations” especially in the times of economic uncertainty. For example, in our firm sample, the values of finance metrics during merger waves of our firm sample, such as PER, PBR and ROE, are relatively lower than the values in the whole period, which could lead to the increasing interest of acquiring firms.[footnoteRef:9] [9:  As aforementioned, the number of M&A occasions in our sample period (2000-2020) for Korean firms are 233. Among them, the top seven individual years in which most M&A took place, are 2009(43), 2007(40), 2008(39), 2006(32), 2016(28), 2012(27), 2020(24). The average value of PER during these years is 57, which is much lower than the average value (65.00) of all period (2000-2020). The detailed results for each financial metric may be provided upon request.] 

	Table 6. Economic Policy Uncertainty and firm’s acquisition likelihood (one calendar year prior to acquisition decision)

	VARIABLES
	M&A
	M&A
	M&A
	M&A
	M&A
	M&A
	M&A

	
	
	
	
	
	
	
	

	EPU_Baker
	1.163*
	
	
	
	
	
	

	　
	-0.607
	
	
	
	
	
	

	EPU_CK
	
	
	1.150
	
	
	
	

	　
	
	
	-2.037
	
	
	
	

	Foreign Exchange
	
	-1.720**
	
	-1.360**
	
	

	
	
	-0.726
	
	-0.693
	
	
	

	Trade
	
	0.423
	
	
	0.447
	
	

	
	
	-0.469
	
	
	-0.451
	
	

	Monetary
	
	1.872
	
	
	
	0.350
	

	　
	
	-1.414
	
	
	
	-1.322
	

	Fiscal
	
	-2.107
	
	
	
	
	-1.626

	　
	
	-1.585
	
	
	
	
	-1.471

	z-score
	-0.129**
	-0.129**
	-0.129**
	-0.129**
	-0.129**
	-0.129**
	-0.129**

	　
	-0.0516
	-0.0516
	-0.0516
	-0.0516
	-0.0516
	-0.0516
	-0.0516

	volatility
	16.58***
	16.56***
	16.68***
	16.61***
	16.63***
	16.67***
	16.71***

	　
	-1.857
	-1.866
	-1.858
	-1.864
	-1.86
	-1.858
	-1.856

	return12
	-0.00145***
	-0.00144***
	-0.00145***
	-0.00146***
	-0.00143***
	-0.00146***
	-0.00143***

	　
	-0.000465
	-0.000467
	-0.000465
	-0.000466
	-0.000464
	-0.000466
	-0.000465

	Investment opportunities
	0.0325***
	0.0287***
	0.0314***
	0.0321***
	0.0309***
	0.0308***
	0.0312***

	　
	-0.00949
	-0.00969
	-0.00937
	-0.0093
	-0.00943
	-0.0097
	-0.00938

	Economic Sentiment Index
	-0.0251**
	-0.0220**
	-0.0231**
	-0.0224**
	-0.0235**
	-0.0228**
	-0.0237**

	　
	-0.00998
	-0.00999
	-0.00983
	-0.00974
	-0.00992
	-0.00991
	-0.00992

	Rate_spread
	-0.152*
	-0.142*
	-0.164**
	-0.160**
	-0.175**
	-0.160**
	-0.155*

	　
	-0.0792
	-0.0819
	-0.079
	-0.0793
	-0.0787
	-0.08
	-0.0797

	CAPE_ratio
	0.00524
	-0.00122
	0.0059
	0.00544
	0.00137
	0.00679
	0.000662

	　
	-0.0163
	-0.0176
	-0.0164
	-0.0163
	-0.0171
	-0.0166
	-0.0169

	VKOSPI
	0.000946
	0.00394
	-0.00124
	0.0028
	-0.000247
	-0.00148
	-0.00108

	　
	-0.00506
	-0.00578
	-0.00495
	-0.00567
	-0.00509
	-0.00508
	-0.00489

	EPU_CK
	-0.00176
	0.00326
	-
	0.00351
	0.000257
	0.000727
	0.00292

	　
	-0.00252
	-0.00343
	
	-0.00231
	-0.00221
	-0.00262
	-0.00258

	Past_returns
	1.068
	-2.836
	0.876
	-0.808
	1.597
	0.592
	0.245

	　
	-5.269
	-5.597
	-5.281
	-5.33
	-5.332
	-5.359
	-5.335

	Past_sales_growth
	0.115***
	0.148***
	0.111***
	0.127***
	0.110***
	0.111***
	0.123***

	　
	-0.0358
	-0.0399
	-0.0358
	-0.0373
	-0.0356
	-0.0358
	-0.0376

	Industry_past_return
	0.263
	0.331
	0.251
	0.212
	0.197
	0.271
	0.306

	　
	-0.194
	-0.225
	-0.195
	-0.197
	-0.2
	-0.208
	-0.203

	Industry_delta_past_return
	-0.748***
	-0.816***
	-0.681***
	-0.828***
	-0.696***
	-0.660***
	-0.718***

	　
	-0.197
	-0.216
	-0.191
	-0.206
	-0.194
	-0.204
	-0.193

	Constant
	122.6***
	107.8***
	103.0***
	120.4***
	109.2***
	99.66***
	98.66***

	　
	-29.72
	-31.48
	-27.94
	-29.29
	-28.76
	-29.75
	-28.3

	　
	
	
	
	
	
	
	

	Observations
	323,443
	323,443
	323,443
	323,443
	323,443
	323,443
	323,443

	Pseudo R-squared
	0.0268
	0.0271
	0.0267
	0.0269
	0.0267
	0.0267
	0.0267

	Robust standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1



	Table 7. Economic Policy Uncertainty and firm’s acquisition likelihood over different time horizon
(6-month, 1-year and 2-year prior to acquiring decision)

	　
VARIABLES
	6-month
	1-year
	2-year

	
	Acquisition Likelihoodt+1
	Acquisition Likelihoodt+2
	Acquisition Likelihoodt+3

	　
	　
	　
	　

	EPU_Baker
	-0.558
	1.163*
	-0.955

	　
	-0.719
	-0.607
	-0.664

	EPU_CK
	1.763
	1.15
	2.199

	　
	-1.984
	-2.037
	-2.057

	Foreign Exchange
	-1.574**
	-1.360**
	0.463

	　
	-0.677
	-0.693
	-0.64

	Trade
	0.623
	0.447
	-0.159

	　
	-0.44
	-0.451
	-0.476

	Monetary
	-0.462
	0.35
	1.134

	　
	-1.308
	-1.322
	-1.294

	Fiscal
	2.163
	-1.626
	-0.316

	　
	-1.449
	-1.471
	-1.438

	Macro controls
	Yes
	Yes
	Yes

	Firm-level controls
	Yes
	Yes
	Yes

	　
	　
	　
	　

	Observations
	323,443
	323,443
	323,443

	Robust standard errors in parentheses
	　
	　

	*** p<0.01, ** p<0.05, * p<0.1
	　
	　



In Table 7, we further test our first hypothesis (H-1). We divide the firm-announcing acquisition time into 6-month, 1-year (baseline model) and 2-year, and conduct same logistic regression on shorter(6-month) and longer(2-year) time horizons additionally. Here, each dependent variable is separately regressed with other categorical-specific indexes in contrast with Column 2 in Table 6. In Table 7, the result of dependent variable, Foreign Exchange, in 6-month (Column 1) is not quite different from the result in our baseline model. To be specific, when we convert point estimates of Foreign Exchange to marginal effects, one standard deviation increase in the index is associated with 0.1% decrease in the likelihood of acquisition decision.
On the other hand, however, we only observe negative policy uncertainty coefficient, up to 6-month prior to firm’s acquiring decision. In other words, the coefficients of Foreign Exchange variable are statistically significant when we model acquisition likelihood at 6-month and 1 year, but are not statistically significant at 2 years prior to acquisition decision. While not all Foreign Exchange variables cause all acquisition deals to be lost, this finding is still in consistence with previous finding (Bonaime et al. 2018) in that economic uncertainty results in “enough foregone deals” that long-term reversals in its effect is eliminated.


Table 8. Economic Policy Uncertainty and firm’s acquisition likelihood for Manufacturing and 
Non-Manufacturing Industry
	 Manufacturing 

	　
	6-month
	1-year
	2-year

	VARIABLES
	Acquisition Likelihoodt
	Acquisition Likelihoodt+1
	Acquisition Likelihoodt+2

	　
	　
	　
	　

	Foreign Exchange
	-1.784**
	-1.272
	1.022

	　
	(0.905)
	(0.992)
	(0.928)

	　
	　
	　
	　

	Macro controls
	Yes
	Yes
	Yes

	Firm-level controls
	Yes
	Yes
	Yes

	　
	　
	　
	　

	Observations
	205,783
	205,783
	205,783

	Pseudo R-squared
	0.0142
	0.0142
	0.0142

	Robust standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1

	

	Non-Manufacturing 

	　
	6-month
	1-year
	2-year

	VARIABLES
	Acquisition Likelihood
	Acquisition Likelihoodt+1
	Acquisition Likelihoodt+2

	　
	　
	　
	　

	Foreign Exchange
	-1.343
	-1.538
	-0.0427

	　
	(1.000)
	(0.971)
	(0.887)

	　
	　
	　
	　

	Macro controls
	Yes
	Yes
	Yes

	Firm-level controls
	Yes
	Yes
	Yes

	　
	　
	　
	　

	Observations
	118,329
	118,329
	118,329

	Pseudo R-squared
	0.0227
	0.0227
	0.0227

	Robust standard errors in parentheses

	*** p<0.01, ** p<0.05, * p<0.1




 In Table 8, we present the empirical analysis for manufacturing firms and non-manufacturing firms. In consistence with the results in Table 6 and 7, the negative effect of Foreign Exchange variable is confirmed for manufacturing firms, 6-month prior to acquisition decision. When point estimates convert to marginal effects, one standard deviation increase in the Foreign Exchange variable is associated with 0.2% decrease in the likelihood of acquisition. In contrast, the coefficient of Foreign Exchange variable shows negative (-) sign, but its statistical significance is not found for non-manufacturing firms.



IV-2. Robustness test
 Now we conduct additional analysis for robustness test. First, similar to Table 7 and 8, we divide the time horizon into 6-month, 1-year and 2-year, and carry out regression for Korean firms with highest 30% foreign investor shareholding, for both manufacturing and non-manufacturing firms. A number of findings on Korean capital market (Kwon, 2021; Lee, 2005; Park and Shin, 2000) suggest that foreigner’s stock investment in local firms depend largely on foreign exchange rates. In consideration of this finding, the result for firms with highest 30% foreign investor shareholding is presented in following Table 9.
 
Table 9. Economic Policy Uncertainty and firm’s acquisition likelihood for Manufacturing and 
Non-Manufacturing Industry (Top 30% firms with Foreign Investor's Shareholding)
	 Manufacturing

	　
	6-month
	1-year
	2-year

	VARIABLES
	Acquisition Likelihoodt
	Acquisition Likelihoodt+1
	Acquisition Likelihoodt+2

	　
	　
	　
	　

	Foreign Exchange
	-0.575
	-3.870**
	0.752

	　
	(1.649)
	(1.704)
	(1.555)

	　
	　
	　
	　

	Macro controls
	Yes
	Yes
	Yes

	Firm-level controls
	Yes
	Yes
	Yes

	Observations
	66,371
	66,371
	66,371

	Pseudo R-squared
	0.0145
	0.0178
	0.0178

	Robust standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1

	

	Non-Manufacturing 

	　
	6-month
	1-year
	2-year

	VARIABLES
	Acquisition Likelihood
	Acquisition Likelihoodt+1
	Acquisition Likelihoodt+2

	　
	　
	　
	　

	Foreign Exchange
	-1.647
	-0.332
	-1.358

	　
	(1.847)
	(1.664)
	(1.507)

	　
	　
	　
	　

	Macro controls
	Yes
	Yes
	Yes

	Firm-level controls
	Yes
	Yes
	Yes

	　
	　
	　
	　

	Observations
	42,007
	42,007
	42,007

	Pseudo R-squared
	0.0270
	0.0205
	0.0259

	Robust standard errors in parentheses

	*** p<0.01, ** p<0.05, * p<0.1




In Table 9, the foreign exchange uncertainty is negatively associated with acquirer’s acquiring decision. To be specific, one standard deviation increase in the Foreign Exchange variable is associated with 0.4% decrease in the likelihood of acquisition. Interestingly, it is worthwhile to note that, while the negative effect of the Foreign Exchange is statistically significant prior to “6-month” acquisition in Table 8, its negative effect is statistically significant for “1-year” prior to acquisition for firms with highest 30% foreign investor shareholding in Table 9. We assume that this could be due to the attitude of foreign investors which encourage Korean firm managers to focus on “long-term” value rather than short-term returns (Kim, 2014).
In following Table 10 and 11, we further conduct regression on the sample of manufacturing firms in case of vertical and horizontal M&A deals. In both types of deals, it is evident that the foreign exchange uncertainty negatively relates to acquirer’s acquiring decision in the following year). To be specific, one standard deviation increase in the Foreign Exchange variable is associated with 0.5% and 0.4% decrease in the likelihood of vertical and horizontal acquisition respectably. These negative coefficients of Foreign Exchange variable are statistically significant at 1% and 5% for vertical and horizontal acquisition respectably, confirming that the negative effect of foreign exchange uncertainty is consistent regardless of the acquisition forms.
To sum up, it is reasonable to argue that the results from Table 9 to 11 strongly supports our third hypothesis (H-3).













	

	Table 10. Economic Policy Uncertainty and firm’s acquisition likelihood for Manufacturing and 
Non-Manufacturing Industry (vertical acquisition form)


	 Manufacturing (vertical)
	　
	　
	　

	　
	6-month
	1-year
	2-year

	VARIABLES
	Acquisition Likelihoodt
	Acquisition Likelihoodt+1
	Acquisition Likelihoodt+2

	　
	　
	　
	　

	Foreign Exchange
	-0.0766
	-4.554***
	-0.0565

	　
	(1.648)
	(1.731)
	(1.634)

	Macro controls
	Yes
	Yes
	Yes

	Firm-level controls
	Yes
	Yes
	Yes

	　
	　
	　
	　

	Observations
	57,206
	57,206
	57,206

	Pseudo R-squared
	0.0174
	0.0220
	0.0154

	Robust standard errors in parentheses

	*** p<0.01, ** p<0.05, * p<0.1
	　
	　
	　

	　
	　
	　
	　

	 Non-Manufacturing 
 (vertical)
	　
	　
	　

	　
	6-month
	1-year
	2-year

	VARIABLES
	Acquisition Likelihood
	Acquisition Likelihoodt+1
	Acquisition Likelihoodt+2

	　
	　
	　
	　

	Foreign Exchange
	-1.286
	0.384
	-2.260

	　
	(1.963)
	(1.861)
	(1.776)

	Macro controls
	Yes
	Yes
	Yes

	Firm-level controls
	Yes
	Yes
	Yes

	　
	　
	　
	　

	Observations
	14,684
	14,684
	14,684

	Pseudo R-squared
	0.0234
	0.0179
	0.0331

	Robust standard errors in parentheses

	*** p<0.01, ** p<0.05, * p<0.1
	　
	　
	　

	


	

	　
	　

	Table 11. Economic Policy Uncertainty and firm’s acquisition likelihood for Manufacturing and 
Non-Manufacturing Industry (horizontal acquisition form)


	 Manufacturing (horizontal)
	　
	　
	　

	　
	6-month
	1-year
	2-year

	VARIABLES
	Acquisition Likelihoodt
	Acquisition Likelihoodt+1
	Acquisition Likelihoodt+2

	　
	　
	　
	　

	Foreign Exchange
	-1.260
	-3.614**
	1.044

	　
	(1.655)
	(1.766)
	(1.617)

	Macro controls
	Yes
	Yes
	Yes

	Firm-level controls
	Yes
	Yes
	Yes

	　
	　
	　
	　

	Observations
	56,798
	56,798
	56,798

	Pseudo R-squared
	0.0152
	0.0208
	0.0194

	Robust standard errors in parentheses

	*** p<0.01, ** p<0.05, * p<0.1
	　
	　
	　

	　
	　
	　
	　

	 Non-Manufacturing (horizontal)
	　
	　
	　

	　
	6-month
	1-year
	2-year

	VARIABLES
	Acquisition Likelihoodt
	Acquisition Likelihoodt+1
	Acquisition Likelihoodt+2

	　
	　
	　
	　

	Foreign Exchange
	-4.883
	-5.572
	-3.004

	　
	(4.136)
	(4.966)
	(5.483)

	Macro controls
	Yes
	Yes
	Yes

	Firm-level controls
	Yes
	Yes
	Yes

	　
	　
	　
	　

	Observations
	3,884
	3,884
	3,884

	Pseudo R-squared
	0.101
	0.0927
	0.135

	Robust standard errors in parentheses

	*** p<0.01, ** p<0.05, * p<0.1
	　
	　
	　



V. Discussion
Our research employs various approaches in analyzing the relationship between economic policy uncertainty and firm’s M&A decision, with a focus on foreign exchange uncertainty. In particular, not only our findings support three hypotheses (H-1, H-2, H-3), but also, confirm a heterogeneity across a variety of firm condition and settings, including the stock ownership of foreign investor, the form of acquisition deals and so on.
 First, we find that the negative effect of Foreign Exchange uncertainty on M&A deals is consistently confirmed. Importantly, the findings in Table 6 and 7 suggest that the negative effect of foreign exchange uncertainty on firm’s acquisition is confirmed in both prior to 6-month and 1-year. In contrast, the negative effect of foreign exchange uncertainty prior to 2-year is not statistically significant. The plausible explanation is as following. When “real options” channel is concerned, it is rational to assume that policy uncertainty may incentivize acquiring firms to be “more prudent” when making important financing decisions including M&A. In consistence with previous findings (Dixit and Pindyck, 1994; Kellog, 2014) on “real options” channel, firm managers could take “wait and see” position as it awaits the arrival of new information to adjust their future plans. In other words, firm managers could acknowledge forthcoming M&A deals that are delayed (e.g. 2 years), as “more irreversible” in times of foreign exchange uncertainty, which may directly affect export and financing (e.g. M&A) decisions of manufacturing firms in Korea.
Second, we find heterogenous effect of the EPU index by Baker et al. (2016) and Foreign Exchange categorical-specific index by Cho and Kim (2023), as evident in Table 6 and 7. While a number of previous studies confirm the negative effect of economic uncertainty on firm investment (Bloom, 2009, Jurado et al., 2015), an increasing number of researches pay attention to evidence that the uncertainty increases firm investment (Gulen and Ion, 2016, Ludvigson et al., 2019; Suh and Yang, 2021) For example, the heterogenous effect from economic uncertainty could largely depend on (i) the proxies researches employ, and (ii) the period in which researches are undertaken. Put it differently, EPU by Baker et al. (2016) and non-EPU index, including Cho and Kim (2023), could influence firm investment differently, which is evident in our analysis for both proxies.

VI. Conclusion
The major findings of our paper are following. First, our analysis demonstrate that the foreign exchange uncertainty causes negative effect on M&A decisions for Korean firms. We believe that this finding is particularly important in that it suggests specific source of policy uncertainty (foreign exchange) can be more influential than other proxies in Korean business environment. Second, we confirm the negative effect of foreign exchange uncertainties for manufacturing industry across different settings of analysis. In theoretical framework of “real options” channel, the finding is consistent for only 6-month and 1-year prior to acquisition decision, while the finding for 2-year prior to the decision could be regarded as a “long-term reversal” in which its effect is eliminated (Bonaime et al. 2018). Third, we find the negative effect of foreign exchange uncertainties for manufacturing industries in a variety of acquisition condition and forms. The negative effect is found for manufacturing firms in which foreign investor’s stock ownership is high, implying their “conservatism” in firm decision-making. This finding is also robust to the analysis for both vertical and horizontal acquisition.
The contributions of our study are as follows. First, we employ both economic policy uncertainty indexes, which are designed by Baker et al. (2016), and Cho and Kim (2023) in testing the negative effect of economic uncertainties on M&A consequences. Second, we prove the country-specific character (foreign exchange) of economic policy uncertainties on M&A deals. By paying attention to categorical-specific indexes (Cho and Kim, 2023), we exclusively captured the importance of exchange rate uncertainty and presented its implications which may potentially benefit business and policymakers in the nation. Third, our results add to the previous findings (Batista et al., 2023; Kang et al., 2018; Kim et al., 2021; Li and Wang, 2022; Zhou et al., 2021) by proving that the negative effect of foreign exchange uncertainty is robust to different firm setting and conditions.
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Appendix
	Table A.1
	　
	　
	　
	　

	Term sets for the monetary policy uncertainty index.
	　

	English term
	　
	　
	Korean term
	　

	monetary policy
	　
	통화정책
	　

	Bank of Korea
	　
	한국은행
	　

	BOK
	　
	　
	한은
	　

	monetary easing
	　
	금융완화
	　

	further easing
	　
	추가완화
	　

	quantitative easing
	　
	양적완화
	　

	quantitative and qualitative easing
	질적완화
	　

	monetary tightening
	　
	통화긴축, 금융긴축

	negative interest rate
	　
	마이너스 금리
	　

	official discount rate
	　
	공정할인율, 재할인율

	monetary operation
	　
	통화 운용
	　

	open market operation
	　
	공개시장조작
	　

	inflation target
	　
	물가안정목표
	　

	price target
	　
	　
	물가목표
	　

	Monetary Policy Board
	　
	금융통화위원회, 금통위, 금융통화운영위원회, 금통운위  

	base rate
	　
	　
	기준금리
	　

	policy rate
	　
	　
	정책금리 
	　

	interest rates policy
	　
	금리정책   
	　

	monetary authorities
	　
	통화당국
	　

	overnight lending rate
	　
	콜금리
	　

























	Table A.2
	　
	　
	　
	　

	Term sets for the fiscal policy uncertainty index.
	　
	　
	　

	English term
	　
	　
	Korean term
	　

	fiscal policy
	　
	　
	재정정책
	　

	government budget 
	　
	　
	정부 예산
	　

	"supplementary budget" or "government budget"
	　
	추가경정예산, 추경

	General Account
	　
	　
	일반 회계
	　

	Special Account
	　
	　
	특별 계정
	　

	government deficit 
	　
	　
	재정적자
	　

	primary balance
	　
	　
	재정수지
	　

	tax, taxation
	　
	　
	세금, 조세
	　

	government spending/expenditure
	　
	정부지출, 재정지출 

	social security expenditures
	　
	　
	사회보장비 지출 

	pension insurance premium
	　
	　
	국민연금 보험료 

	health insurance premium
	　
	　
	국민건강 보험료

	"healthcare expenditures" or "medical care expenditures"
	의료비 지출
	　

	nursing care expenditures
	　
	　
	간병비 지출
	　

	public medical fee schedule
	　
	　
	의료보험수가, 의료수가 

	salaries of government employees
	　
	공무원급여 
	　

	Official Development Assistance (ODA)
	　
	공적개발원조, ODA 

	defense spending
	　
	　
	국방비
	　

	military spending
	　
	　
	군비
	　

	outstanding government debt
	　
	　
	국채발행잔액
	　

	public debt
	　
	　
	공공부문 부채, 공공부채 

	Korean government bonds
	　
	　
	국채
	　

	government debt
	　
	　
	정부부채
	　

	local government debt
	　
	　
	지방채
	　

	fiscal stimulus 
	　
	　
	경기부양, 경기부양책 





















	Table A.3
	　
	　
	　
	　

	Term sets for the trade policy uncertainty index.
	　
	　
	　

	English term
	　
	
	Korean term
	　

	trade issue
	　
	
	통상문제, 무역문제 

	non-tariff barrier 
	　
	
	비관세장벽
	　

	import restriction
	　
	
	수입제한
	　

	the Super 301 provision of the Omnibus Trade and Competitiveness Act of 1988
	　
	
	포괄통상법, 종합무역법 

	trade policy
	　
	
	무역정책, 통상정책

	trade negotiation(s)
	　
	
	무역협상
	　

	WTO
	　
	
	세계무역기구, WTO

	GATT
	　
	
	관세 및 무역에 관한 일반협정, GATT, 가트 

	cutting tariff(s) or cut in tariff(s)
	　
	
	관세 인하 
	　

	trade liberalization
	　
	
	무역자유화
	　

	import liberalization
	　
	
	수입자유화
	　

	market access
	　
	
	시장접근
	　

	trade agreement
	　
	
	무역협정, 통상협정  

	Trans-Pacific Strategic Economic 
Partnership Agreement 
	환태평양경제동반자협정, TPP 

	Economic Partnership Agreement 
	　
	　
	경제동반자협정, 경제연계협정, 
경제 파트너십 협정, EPA 

	Free Trade Agreement 
	　
	　
	자유무역협정, FTA 

	trade dispute
	　
	　
	무역분쟁
	　

	import tariff
	　
	　
	관세 
	　

	Uruguay Round 
	　
	　
	우루과이라운드 

	Doha Round  
	　
	　
	도하라운드 
	　

	dumping
	　
	　
	덤핑 
	　























	Table A.4
	　
	　
	　
	　

	Term sets for the FX policy uncertainty index.
	　
	　
	　

	English term
	　
	　
	Korean term
	　

	foreign exchange policy 
	　
	　
	외환정책, 환율정책 

	market intervention
	　
	　
	시장개입
	　

	foreign exchange intervention
	　
	　
	외환시장 개입, 외환당국 개입 

	smoothing operation
	　
	　
	미세조정
	　

	exchange rate stabilization
	　
	　
	환율 안정화, 환율 안정 조치 

	exchange rate volatility mitigation 
	　
	　
	환율 변동성 완화

	currency manipulation
	　
	　
	환율 조작
	　

	exchange rate reserves
	　
	　
	외환보유고, 외환보유액 

	dollar-selling and won-buying intervention 
	　
	달러매도/매입 개입 
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