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1. Introduction 

1.1 Background  

Mergers and acquisitions (M&A) are a central mechanism for the reallocation of corporate 

assets (Berk & DeMarzo, 2023), and a substantial literature documents that acquisition 

activity is highly cyclical and clusters in waves driven by industry-level and macroeconomic 

shocks (Mitchell & Mulherin, 1996; Andrade et al., 2001; Harford, 2005). Recent studies 

have examined whether uncertainty about the broader economic and policy environment is 

itself a determinant of M&A activity (Bonaime et al., 2018; Bhagwat et al., 2016; Nguyen & 

Phan, 2017; Sha et al. 2020), but the evidence has been concentrated in large markets such as 

the U.S., and the role of geopolitical risk specifically has received only limited attention. 

Because acquisitions are large, often irreversible investments whose expected returns depend 

on the stability of the environment, real-options reasoning suggests they should be particularly 

sensitive to uncertainty, yet whether this prediction holds in Sweden, and across both policy 

and geopolitical sources of uncertainty, remains unstudied. 

The past twenty-five years have produced an environment in which both geopolitical risk and 

economic policy uncertainty have become persistent rather than episodic features of the global 

landscape. The 9/11 terrorist attacks and the subsequent wars in Iraq and Afghanistan 

reshaped the security environment for two decades. The 2008 global financial crisis was 

followed by sovereign debt crises in the Eurozone, prolonged uncertainty over fiscal and 

monetary policy responses, and recurring disputes over financial regulation (Davis, 2019). 

More recently, the 2016 Brexit referendum, the U.S.-China trade conflict, the COVID-19 

pandemic and the unprecedented policy interventions it provoked, Russia’s full-scale invasion 

of Ukraine in 2022, ongoing conflict in the Middle East, and a renewed wave of trade-policy 

disputes have together produced a sustained climate of uncertainty. The European 

Commission (2024) finds that this elevated economic policy uncertainty weighs materially on 

economic activity in the euro area, particularly on investments, and estimates that a return to 

pre-pandemic levels of uncertainty could leave real GDP up to 1.2% higher. The Geopolitical 

Risk index of Caldara and Iacoviello (2022) reached one of its highest readings in fifty years 

in the aftermath of the Russian invasion of Ukraine, comparable to the peaks of the Gulf and 

Iraq Wars (Federal Reserve Board, 2022), while the Economic Policy Uncertainty index of 

Baker et al. (2016) has averaged roughly twice its pre-2008 level in the years since the 
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financial crisis (Davis, 2019). For firms considering large, irreversible investments such as 

acquisitions, the consequences are concrete: deals are more likely to be delayed or abandoned. 

The influence of these forces is visible in recent dealmaking trends. PwC (2026) describes the 

current market as “K-shaped”: global deal values rose by 36% in 2025, driven largely by a 

resurgence of megadeals, while overall transaction volumes remained flat, with smaller and 

mid-sized acquirers visibly more constrained. PwC explicitly identifies geopolitical tensions, 

trade frictions, and policy uncertainty as the principal factors creating this hesitation. The 

same caution extends beyond acquisitions to other large, irreversible transactions: in April 

2025, the Swedish fintech Klarna paused its planned U.S. listing just before its roadshow was 

due to begin, after the announcement of sweeping U.S. tariffs sent global markets into turmoil 

(Reuters, 2025). The Klarna example illustrates that the sensitivity of investment decisions to 

uncertainty is not confined to M&A; initial public offerings and other major irreversible 

investments are subject to the same delay-and-abandon dynamics, since it is the irreversibility 

of the commitment, rather than its specific form, which dictates how strongly uncertainty 

bears on the decision. 

1.2 Problem description and analysis 

The M&A literature has traditionally focused on firm-level determinants of acquisition 

activity, with macroeconomic and financial conditions emerging as recognized drivers more 

recently (Harford, 2005; Erel et al., 2021), and the role of uncertainty specifically coming into 

focus only over the past decade. The most comprehensive evidence to date, Bonaime et al. 

(2018) and Nguyen and Phan (2017), documents that elevated policy uncertainty significantly 

reduces the likelihood of acquisitions, with effects on deal timing, completion, and deal 

structure. This evidence, however, is drawn almost entirely from the U.S., with one recent 

extension to China (Sha et al., 2020). Whether these findings generalize to smaller, more open 

economies, in which firms are more directly exposed to external developments and where 

cross-border transactions constitute a larger share of activity, has not been examined. 

Sweden is a setting in which these questions are especially relevant. The IMF (2024) 

characterizes Sweden as a highly trade-oriented economy whose growth is correspondingly 

vulnerable to shocks in the external environment and global supply chains. This international 

orientation is especially pronounced in its M&A market. Sweden is consistently the largest 

M&A market in the Nordics, exceeding Denmark, Norway, and Finland in deal volume 
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throughout recent years (EY, 2025). More striking is the composition of that activity: in 2025, 

cross-border transactions accounted for the substantial majority of Swedish M&A, with 

outbound deals, in which a Swedish firm acquires a foreign target, alone making up 46% of 

all activity, against 35% for purely domestic deals and 19% for inbound acquisitions of 

Swedish targets (EY, 2025). The share of outbound activity has risen over time, reflecting 

what EY describes as Swedish firm’s growing reliance on cross-border M&A to pursue 

geographical expansion. A market in which roughly half of all acquisitions are cross-border is 

precisely the setting in which geopolitical risk and policy uncertainty, which manifests at and 

across borders, would be expected to matter most, and in which their effects on domestic and 

cross-border deals can be meaningfully distinguished. 

Two further gaps remain. First, the role of geopolitical risk specifically, as distinct from 

economic policy uncertainty, has been studied far less than EPU. While geopolitical risk has 

been shown to affect corporate investment broadly and largely independently of policy 

uncertainty (Caldara & Iacoviello, 2022), its effect on M&A activity specifically has, to our 

knowledge, not previously been examined. Second, existing studies typically treat M&A as a 

single aggregate, leaving open whether the effects of uncertainty operate uniformly across 

deal types or differ between overall and cross-border transactions, a distinction that, in a 

market as cross-border-oriented as Sweden’s, is central rather than incidental. 

1.3 Aim and purpose of the study 

The purpose of this thesis is to provide firm-level evidence on whether, and how, economic 

policy uncertainty and geopolitical risk affect M&A activity in a small open economy. The 

study sets out to establish three specific empirical points: first, whether the suppressive effects 

of economic policy uncertainty documented in U.S. data extend to the Swedish setting; 

second, whether geopolitical risk operates on M&A activity primarily through the anticipation 

of adverse events or through their realization; and third, whether the effects of both forms of 

uncertainty differ between aggregate and cross-border transactions, which constitute the 

substantial majority of Swedish M&A activity. 

These questions matter beyond the academic literature. For firms contemplating mergers and 

acquisitions, the results provide empirical context on the conditions under which acquisition 

activity contracts and on the extent to which cross-border deals are differentially exposed to 

uncertainty. For investors evaluating acquisition-active firms, the patterns documented here 
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speak to whether observed pullbacks in dealmaking during uncertain periods reflect 

systematic, predictable responses to the elevated uncertainty rather than firm-specific factors. 

Most directly, because policy uncertainty is itself a choice variable for governments and 

central banks, the findings inform the ongoing discussion of how policy stability shapes 

corporate investment in economies that are highly exposed to the international policy 

environment. 

1.4 Contribution 

This thesis makes three contributions to the literature on uncertainty and acquisition activity, 

supported by one methodological contribution. 

First, it provides firm-level evidence on the relationship between economic policy uncertainty, 

geopolitical risk, and M&A activity in a small open economy. The existing literature is drawn 

almost entirely from the U.S. (Bonaime et al., 2018; Bhagwat et al., 2016; Nguyen & Phan, 

2017), with a more recent extension to China (Sha et al., 2020). Sweden differs from these 

settings in ways directly relevant to how uncertainty affects acquisitions: its firms are more 

exposed to external policy and geopolitical developments, and cross-border transactions 

constitute a majority of acquisition activity. 

Second, the thesis examines economic policy uncertainty and geopolitical risk jointly rather 

than in isolation. Although prior studies has mainly established that EPU reduces M&A 

activity (Bonaime et al., 2018) and that geopolitical risk depresses firm-level investments 

more broadly (Caldara & Iacoviello, 2022), the two forms of uncertainty have not been 

examined together as determinants of M&A. Estimating both in parallel allows the thesis to 

assess their relative empirical relevance for acquisition decisions among Swedish listed firms. 

Third, the thesis distinguishes cross-border transactions from aggregate M&A activity rather 

than treating acquisitions as a single undifferentiated category. Given that outbound 

cross-border deals account for roughly half of Swedish M&A activity (EY, 2025), this 

distinction is central rather than incidental, and provides direct evidence on whether the 

effects of uncertainty are uniform across deal types or heterogeneous. 

The empirical analysis is supported by a methodological contribution: a Swedish Geopolitical 

Risk index constructed manually from the Swedish-language news archives of major national 

dailies, following the methodology of Caldara and Iacoviello (2022). Building the index from 
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its underlying article categories rather than relying on a pre-aggregated series makes it 

possible to decompose geopolitical risk into its anticipatory (geopolitical threats) and realized 

(geopolitical acts) components. This decomposition is essential to the analysis: it allows the 

thesis to distinguish whether Swedish M&A activity responds to the anticipation of adverse 

geopolitical events or to their realization, a distinction that could not be examined using an 

aggregate index alone.  

1.5 Research question 

I.​ How do geopolitical risk and economic policy uncertainty affect M&A activity among 
Swedish listed acquirers? 

2. Theoretical framework 
The relationship between uncertainty and merger and acquisition (M&A) activity cannot be 

understood without first establishing what drives M&A activity in the first place. The 

literature on M&A has developed two principal theoretical frameworks that offer competing 

accounts of why acquisitions occur, why they cluster in time, and how they should respond to 

changes in the broader economic environment. The neoclassical framework, originating with 

Gort (1969) and developed by Mitchell and Mulherin (1996) and Andrade et al. (2001), 

interprets M&A as a rational reallocation of capital in response to fundamental economic 

shocks. The behavioral framework, developed by Shleifer and Vishny (2003) and 

Rhodes-Kropf and Viswanathan (2004), interprets M&A as a phenomenon of equity markets 

driven by valuation dynamics and the inferences participants draw from observable signals. 

The two frameworks are not strictly mutually exclusive, but they generate competing 

predictions for how M&A activity should respond to elevated geopolitical risk and economic 

policy uncertainty. 

2.1 Neoclassical Investment Theory 

Neoclassical investment theory frames mergers and acquisitions (M&A) as rational responses 

to changes in the economic environment rather than as outcomes of managerial 

empire-building or the pursuit of monopoly power (Gort, 1969). Within this framework, 

clusters of M&A activity emerge because the underlying economic forces that make 

reallocation profitable tend to arrive together rather than continuously. 
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Gort (1969) identifies two fundamental motives for acquisitions. First, the combined value of 

two firms under unified ownership may exceed the sum of their standalone values, generating 

synergistic gains. Second, and central to Gort’s contribution, differences in valuation between 

potential buyers and sellers create incentives for ownership transfer. Gort argues that 

economic disturbances are the primary source of these valuation differences: shocks generate 

heterogeneous expectations among market participants regarding future cash flows, and this 

dispersion creates opportunity for mutually beneficial transactions, as buyers who value an 

asset more highly than its current owners acquire it. Periods of economic upheaval therefore 

produce clusters of M&A activity. Notably, Gort’s identification of valuation differences as 

the proximate cause of acquisition activity is consistent with both neoclassical and behavioral 

interpretations of the underlying source of those differences, a point that will be developed in 

section 2.2. 

Mitchell and Mulherin (1996) extend this logic by examining the industry-level patterns of 

takeover activity in the U.S. during the 1980s. They show that M&A activity is concentrated 

within specific industries at specific times, and that this clustering is systematically related to 

fundamental industry shocks, including deregulation, technological change, and shifts in input 

costs or demand. When such a shock disrupts an industry’s existing competitive equilibrium, 

capital must be reallocated toward more productive uses, and acquisitions provide an efficient 

mechanism for this reallocation. The implication is that the timing of M&A is driven by 

identifiable economic forces rather than by unobserved managerial or behavioral factors. 

Building on Mitchell and Mulherin’s framework, Andrade et al. (2001) review evidence on 

the merger activity of the 1980s and 1990s and show that the wave of mergers in the 1990s 

was driven primarily by industry-specific shocks, with nearly half of the era’s M&A activity 

concentrated in industries experiencing significant deregulation. Beyond regulatory change, 

they identify technological innovation, globalization, and shifts in financing conditions as 

additional sources of shocks that prompt firms to reorganize through acquisitions. A key 

contribution of their analysis is broadening the neoclassical conception of a “shock” beyond 

narrow technological change to encompass regulatory and global-market disruptions, both of 

which alter the competitive environment in ways that make reallocation through M&A 

privately optimal. Their evidence reinforces the view that merger activity is fundamentally a 

response to changes in the operating environment of firms, with the nature of the shock 

determining which industries experience the most intense reorganization. 
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A natural question is whether geopolitical risk and economic policy uncertainty constitute the 

kind of “shocks” referred to by this literature. The neoclassical framework was developed 

primarily around shocks to fundamentals, technology, regulation, demand, and supply, rather 

than around uncertainty. However, realizations of geopolitical and policy events frequently 

involve fundamental changes to the operating environment of firms. Trade disputes, sanctions 

regimes, regulatory overhauls, and military conflicts alter supply chains, market access, and 

the cost of capital in ways that are conceptually equivalent to the regulatory and globalization 

shocks that Andrade et al. (2001) identify as drivers of merger activity. Under this 

interpretation, elevated geopolitical risk and economic policy uncertainty should be associated 

with increased M&A activity, as firms reallocate capital in response to a changed environment 

and as dispersion in valuations creates gains from trade. 

2.2 Behavioral Theory 

While neoclassical theory locates the source of merger activity in shocks to fundamentals, 

behavioral theories of M&A emphasize that acquisition activity is also shaped by market 

valuations, managerial perceptions, and the information environment in which decisions are 

made. The starting point for this perspective can be traced back to Gort (1969): Gort 

identified valuation differences between buyers and sellers as a fundamental driver of M&A 

activity but attributed the source of those differences to economic disturbances changing 

fundamentals. Behavioral theory shares this emphasis on valuation differences as the 

proximate mechanism but departs from Gort in locating their source in equity market 

mispricing rather than in shocks to underlying productive opportunities. In this view, M&A’s 

are not solely the product of efficient reallocation but also reflect the interaction between 

equity market conditions and the inferences that market participants draw from observable 

signals. 

Shleifer and Vishny (2003) develop a market-driven theory of acquisitions in which equity 

misvaluation is the primary driver of merger activity. In their framework, managers of 

overvalued firms have an incentive to use their equity as an acquisition currency, exchanging 

overvalued shares for the real assets of less overvalued targets. The puzzle the model 

addresses is why target managers would accept payment in overvalued stock at all. Shleifer 

and Vishny (2003) resolve this by assuming that managers differ in their time horizons: target 

managers focused on short-run share prices accept overvalued stock because the immediate 

9 



 

gain compensates them for the long-run loss to long-term shareholders. This mechanism 

produces a stable equilibrium in which mergers cluster during periods of high market 

valuations and are predominantly stock-financed. The theory accommodates several stylized 

facts that neoclassical theory has difficulty explaining, including the concentration of 

stock-financed deals at market peaks and the long-run underperformance of acquirers in such 

transactions. 

Rhodes-Kropf and Viswanathan (2004) provide a complementary foundation for the same 

empirical regularity, but derive it from a model in which all agents are fully rational. In their 

framework, the central friction is informational rather than behavioral. Misvaluation has two 

components, a market-wide component that is shared across firms, and a firm-specific 

component that is not, and target managers cannot directly observe the decomposition of 

either their own valuation or that of the bidder. When evaluating a stock offer, the target 

rationally filters out the expected market-wide component, but because target managers 

cannot perfectly distinguish market-wide from firm-specific misvaluation, this filtering is 

systematically incomplete. When the market is overvalued, targets attribute too much of any 

high bid to firm-specific synergy and too little to shared overvaluation, and are therefore more 

likely to accept. The result is that even fully rational firms generate a clustering of mergers 

during periods of heightened market valuations. 

Together, these two models converge on a common prediction, merger activity clusters during 

periods of high market valuations and are concentrated in stock-financed transactions, through 

different routes. Shleifer and Vishny (2003) rely on heterogeneous managerial horizons to 

sustain the equilibrium, whereas Rhodes-Kropf and Viswanathan (2004) obtain it from 

informational frictions among rational agents. The shared implication is that M&A activity is 

closely tied to the state of equity markets and to the clarity of the valuation signals available 

to market participants. 

Geopolitical risk and economic policy uncertainty interact with these mechanisms primarily 

by impairing the valuation signals on which behavioral theories of M&A rely. Two channels 

are particularly relevant. First, in the Rhodes-Kropf and Viswanathan (2004) framework, 

elevated uncertainty widens the dispersion of plausible firm valuations and increases the 

variance of both the market-wide and firm-specific components of misvaluation, making the 

target’s filtering problem more severe and increasing the perceived risk that any given bid 

reflects market-wide overvaluation rather than synergy. Second, equity market volatility and 
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risk premia tend to rise during periods of elevated uncertainty, which compresses the 

perceived overvaluation that motivates stock-financed acquisitions in the Shleifer and Vishny 

(2003) framework and reduces managerial confidence in equity as an acquisition currency. 

Through both channels, elevated uncertainty attenuates the valuation-based incentives that 

drive acquisitions, implying a suppressive effect on aggregate M&A activity. 

3. Literature review 

3.1 Macroeconomic and Financial Determinants of M&A Activity 

Empirical work consistently finds that M&A activity is sensitive to macroeconomic and 

financial market conditions, but the precise role of these conditions has been the subject of 

debate. Erel et al. (2021), drawing on more than 47,000 acquisitions across 36 countries 

between 1997 and 2014, document a robust positive relationship between local GDP and 

acquisition probability. Crucially, this sensitivity is significantly dampened for firms with 

greater balance sheet liquidity, liquid firms can sustain investment activity even when external 

financing is expensive, while financially constrained firms must wait for favorable conditions. 

Acquisitions undertaken in less favorable conditions also generate higher returns on average. 

Erel et al. (2021) interpret this as evidence that financing constraints act as a screening 

mechanism: when external financing is expensive, firms can fund only their highest-value 

deals, so weaker transactions are filtered out and the average quality of completed 

acquisitions rises. 

These findings sit alongside, and partially in tension with, Harford’s (2005) analysis of merger 

waves. Studying U.S. transactions between 1981 and 2000, Harford asks whether merger 

waves are best explained by industry shocks (the neoclassical view) or by market timing and 

equity overvaluation (the behavioral view). His evidence supports both, but with an important 

qualification, economic shocks are necessary but not sufficient for a wave. Capital market 

liquidity is the binding precondition, and when liquidity is constrained, even significant 

economic shocks fail to produce wave-like activity. Read together with Erel et al. (2021), 

Harford’s findings suggest that financing conditions are the proximate determinant of when 

latent reallocation incentives translate into realized M&A activity, an interpretation that 

matters for the present study because periods of elevated uncertainty are typically associated 

with deterioration in precisely those conditions. 
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A related strand concerns cross-border transactions, which constitute a substantial share of 

M&A activity in small open economies such as Sweden. Erel et al. (2012) show that 

geographic proximity, bilateral trade relationships, and institutional quality significantly 

increase the likelihood of cross-border deals, while valuation differences, captured by stock 

market performance, currency movements, and market-to-book ratios, determine which 

countries supply acquirers and which supply targets. Their evidence supports a wealth-effect 

explanation, in which firms in stronger economies enjoy lower financing costs and are 

therefore better positioned to acquire, rather than a mispricing explanation. Importantly, they 

argue that valuation differences reinforce acquisitions that are already economically viable 

rather than generating them outright. This echoes the pattern in Erel et al. (2021) and Harford 

(2005): across all three studies, macroeconomic and financial conditions function as 

facilitators that determine whether underlying acquisition incentives are realized, rather than 

as the sole drivers of M&A activity. 

3.2 Measuring Geopolitical Risk and Economic Policy Uncertainty 

The empirical study of uncertainty has been advanced considerably by text-based indexes that 

quantify the salience of uncertainty in news media. Two such indexes are central to the 

present study. 

Baker et al. (2016) construct the Economic Policy Uncertainty (EPU) index through 

newspaper coverage of policy uncertainty. The composite measure peaks at intuitive moments 

such as the 2008 financial crisis and major election periods, and the authors document that 

EPU shocks are associated with declines in investment, output, and employment, with the 

strongest effects in policy-sensitive sectors. Caldara and Iacoviello (2022) develop a measure 

for geopolitical risk. Their GPR index is constructed from the share of newspaper articles 

each month referencing adverse geopolitical events, and is decomposed into a Geopolitical 

Threats sub-index, capturing anticipation, and a Geopolitical Acts sub-index, capturing 

realization. The series spikes around the World Wars, the Gulf War, 9/11, and the 2003 Iraq 

invasion. Estimating a structural VAR on quarterly U.S. data, Caldara and Iacoviello show 

that GPR shocks induce persistent declines in private fixed investment, with counterfactual 

analysis indicating that unrealized threats alone are sufficient to generate substantial 

contractions, consistent with mechanisms in which firms delay irreversible investments under 

heightened uncertainty. 
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Crucially for the present study, Caldara and Iacoviello (2022) demonstrate that while GPR and 

EPU co-move during major events, they capture distinct dimensions of uncertainty, 

geopolitical risk is largely independent of domestic economic and financial developments, 

whereas EPU is more closely tied to the domestic policy environment. This empirical 

distinction provides the foundation for examining the two indexes jointly, as is done in this 

thesis.  

3.3 Uncertainty and M&A Activity  

The literature linking uncertainty to M&A activity points primarily in a single direction: 

elevated uncertainty depresses dealmaking, with mechanisms operating through both the 

volume and the structure of transactions. This is consistent with evidence at the broader 

investment level, Gulen and Ion (2016) use the EPU index to document that elevated policy 

uncertainty significantly reduces firm-level capital investment, an effect stronger for firms 

whose investments are more irreversible, and because acquisitions are among the largest and 

least reversible forms of firm-level investments, a comparable response would be expected for 

M&A specifically. 

The most comprehensive evidence on policy uncertainty and U.S. M&A comes from 

Bonaime et al. (2018), who document a significant negative relationship between EPU and the 

likelihood of acquisitions. Decomposing the index, they find that fiscal, monetary, and 

regulatory policy uncertainty has the largest effects. Beyond the likelihood effects, they show 

that uncertainty affects the timing of investment: acquirers tend to delay transactions during 

uncertain periods, consistent with a real-options interpretation in which the value of waiting 

on irreversible investments rises when the future is harder to forecast.  

Bhagwat et al. (2016) reinforce this conclusion through a different empirical lens. Using 

stock-return volatility as a market-level proxy for valuation uncertainty, they find that 

elevated uncertainty reduces both the probability that deals are announced and the probability 

that announced deals reach completion. The mechanism they identify is closely tied to 

irreversibility: when uncertainty is high, the option value of waiting increases, and bidders 

become reluctant to commit to fixed offer prices that may prove unfavorable as new 

information arrives. Read together, the two studies show that the suppressive effect holds 

across different measures of uncertainty, policy-based for Bonaime et al. (2018) and 
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market-based for Bhagwat et al. (2016), and across both the decision to pursue an acquisition 

and its likelihood of completion. 

Nguyen and Phan (2017) extend this inquiry to the deal-level consequences of EPU. 

Examining U.S. acquisitions, they find that elevated policy uncertainty is associated with 

reduced acquisition activity, longer time-to-completion, and greater use of contingent payment 

structures such as earnouts that allow acquirers to defer valuation risk. The latter finding is 

notable: firms not only reduce M&A activity in response to uncertainty but also restructure 

transactions to manage the residual risk of those that proceed. 

The geographic scope of this literature has begun to expand, with results that are not uniform 

across institutional settings. Sha et al. (2020) examine the effect of economic policy 

uncertainty on M&A activity in China and find a positive relationship, Chinese firms are more 

likely to acquire during periods of high uncertainty, contrary to the U.S. evidence. They 

attribute this reversal to the intensity of competition in China: where competitive pressure is 

high, the cost of delaying an acquisition can outweigh the option value of waiting. This 

suggests that the suppressive effect documented for the U.S. is conditional on institutional 

context rather than universal.  

Across these studies, three regularities emerge. First, the suppressive effect of uncertainty on 

M&A is established for EPU, with the exception of the Chinese evidence, with effects 

documented on deal likelihood and completion rates; GPR, by contrast, has been linked to 

lower corporate investments, but not yet to M&A specifically. Second, the dominant 

mechanism is consistent with real-options logic: uncertainty raises the value of waiting on 

large, irreversible investments. Third, the effects extend beyond volume to the timing, 

structure, and contractual form of transactions.  
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4. Hypothesis development  

The theoretical framework developed generates competing predictions for the relationship 

between uncertainty and M&A activity. Neoclassical investment theory, in which acquisitions 

function as a mechanism for capital reallocation in response to fundamental shocks, predicts 

that elevated uncertainty should be associated with increased M&A activity. Behavioral 

theory, in which acquisitions are driven by equity valuation dynamics and the inferences 

market participants draw from observable signals, predicts the opposite: elevated uncertainty 

should suppress M&A activity by impairing the valuation signals on which merger waves 

depend. The empirical literature reviewed weighs heavily in favor of the behavioral 

prediction. Bonaime et al. (2018) document significant negative effects of policy uncertainty 

on U.S. M&A volume and timing; Bhagwat et al. (2016) show that valuation uncertainty 

reduces both deal initiation and deal completion; Nguyen and Phan (2017) extend the 

evidence to deal-level structure. The principal exception is Sha et al. (2020), who find a 

positive relationship in China; this points to context-dependence rather than overturning the 

broader pattern, since the suppressive effect holds across U.S. studies and, more broadly, 

across the wider literature on uncertainty and corporate investment. On balance, and given 

that the weight of evidence across measures and forms of investment points toward 

suppression, there are strong grounds for directional hypotheses predicting that both 

geopolitical risk and economic policy uncertainty reduce M&A activity. 

A settlement between the neoclassical prediction and the empirical evidence is offered by 

Harford (2005), whose finding that economic shocks alone are insufficient to generate merger 

waves, that capital market liquidity is the binding precondition, suggests a mechanism 

through which neoclassical reallocation incentives can be overwhelmed by financing 

constraints. Elevated uncertainty typically tightens financing conditions and raises risk 

premia, breaking precisely the liquidity precondition that Harford identifies. The dominance 

of suppressive over reallocational effects in the empirical literature is consistent with this 

interpretation. On the basis of this evidence, and although the neoclassical framework cannot 

be ruled out a priori, the weight of theory and prior findings points clearly toward a 

suppressive relationship. This study therefore tests the following hypotheses: 

 Elevated geopolitical risk is associated with reduced M&A activity ​𝐻
1
:

 Elevated economic policy uncertainty is associated with reduced M&A activity  𝐻
2
:
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Caldara and Iacoviello (2022) decompose the GPR index into a Geopolitical Threats 

component (GPT), capturing anticipated adverse events, and a Geopolitical Acts component 

(GPA), capturing their realization. Their counterfactual analysis shows that unrealized threats 

alone are sufficient to generate substantial investment contractions, consistent with 

mechanisms in which firms delay irreversible investments before adverse outcomes 

materialize. Behavioral theory provides a parallel rationale: valuation uncertainty rises with 

anticipation of adverse events, not only with their realization, so threats should impair 

valuation signals independently of acts. Since both the real-options logic in Caldara and 

Iacoviello (2022) and the valuation-signal channel in behavioral theory imply that anticipation 

alone is sufficient to depress activity, the following hypothesis is tested: 

Both anticipated and realized geopolitical risk are associated with reduced M&A activity  𝐻
3
:  

The existing literature establishes that uncertainty depresses M&A activity overall but 

typically treats acquisitions as a single aggregate. Several arguments suggest the suppressive 

effect should be stronger for cross-border than for domestic transactions. First, Erel et al. 

(2012) show that cross-border deals depend on bilateral trade relationships, institutional 

quality, and currency movements, channels through which geopolitical and policy uncertainty 

manifest. Second, the valuation-signal mechanism developed in behavioural theory implies a 

sharper effect where valuation is harder to begin with: information asymmetries between 

buyer and target are larger across borders than within them, and elevated uncertainty amplifies 

this baseline difficulty. Third, real-options logic implies that uncertainty suppresses activity 

more strongly when commitments are more irreversible, and cross-border acquisitions carry 

higher integration, regulatory, and legal sunk costs than domestic deals. Taken together, these 

three considerations imply that the suppressive effect of both geopolitical risk and economic 

policy uncertainty should be stronger for cross-border transactions than for aggregate M&A 

activity: 

The suppressive effects of GPR and EPU on M&A activity are stronger for cross-border 𝐻
4
:  

acquisitions than for aggregate M&A activity   
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5. Data & Method 

5.1 Data 

The dataset combines three components: firm-level financial data, M&A transaction data, and 

the uncertainty indexes: Economic Policy Uncertainty (EPU) and Geopolitical Risk (GPR). 

The firm-level dataset includes Swedish publicly listed firms and their corresponding 

financial information. The sample consists of 1,040 firms observed from 2000-2024. The data 

was collected from S&P Capital IQ, financial information is observed annually at the end of 

each firm’s fiscal year. Additional identifying variables were collected to classify firms by 

industry and to match the firm-level data with the M&A transaction data, firm observations 

missing the identifying variable ISIN are dropped. Definitions of all variables are in Appendix 

10.1. The model specification requires non-missing values for all firm-level controls. Table 1 

reports the availability of each control variable: while most controls are present for roughly 

half of the firm-year sample, market-to-book is the binding constraint, available for only 

3,433 firm-year observations. Applying the restriction of non-missing values, the final 

estimation sample consists of  2,424 firm-year observations. 

Table 1: Descriptive coverage of control variables  

Sample size: 
 24,575 

Log total 
assets 

ROA Sales 
growth 

Book 
leverage 

Cash to 
assets 

Market-to- 
book 

Industry 
fixed effect  

Total 

Observations (N) 12,816 11,901 10,155 9,263 12,637 3,433 23,425 2,424 

Missing values  11,759 12,674 14,420 15,312 11,938 21,142 1,150 22,151  

 Missing values (%) 47.8% 51.6% 58.7% 62.3% 48.6% 86% 4.7% 90.1% 

Table 1 presents the number of available information, missing information and the missing percentage for the 

control variables. The total column shows observations containing information for all control variables, missing 

values, and related percentage.  

M&A transaction data is also obtained from S&P Capital IQ. The dataset contains 7,261 

transactions completed by Swedish publicly listed firms over 2000-2025. For each 

transaction, the data include target and deal characteristics, including whether the transaction 

is cross-border, and the acquirer’s ISIN, which is used to match transactions to the firm-level 

data. Of the 7,261 transactions, 7,009 (97%) were matched to a firm in the sample, unmatched 
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transactions were excluded. Among the matched transactions, 4,057 (56%) are cross-border 

transactions.  

Data for the explanatory variables are obtained from two sources. The Swedish EPU index is 

obtained from the Economic Policy Uncertainty database (Economic Policy Uncertainty, n.d.), 

while the Swedish GPR index is constructed using article data from Retriever Business, 

following the methodology of Caldara and Iacoviello (2022). 

5.2 Variables  

Acquisition done is a binary variable equal to 1 if firm i completes at least one acquisition in 

year t+1, and 0 otherwise. Acquisition frequency is the corresponding count variable, equal to 

the number of acquisitions completed by firm i in year t+1. According to the findings of 

Bonaime et al. (2018) the strongest effect from uncertainty on M&A propensity appears one 

year after the shock, thus the dependent variables are lagged to capture this delayed effect. 

Because the dependent variables are measured at t+1, the M&A transaction data extend 

through 2025, one year beyond the firm-level and uncertainty data, so that acquisition 

outcomes can be observed for the final explanatory-variable year (2024).  

Cross-border done and Cross-border frequency are defined similarly but restricted to 

cross-border acquisitions: Cross-border done equals 1 if firm i completes at least one 

cross-border acquisition in year t+1, and Cross-border frequency is the number of such 

acquisitions. Cross-border acquisitions are pre-defined (as a deal characteristics) by S&P 

Capital IQ.  

The Economic Policy Uncertainty (EPU) index is one of the explanatory variables, serving as 

a proxy for uncertainty including Swedish fiscal, monetary, regulatory policy, and broader 

economic conditions. The index is constructed by Armelius et al. (2017), who adapt the 

methodology of Baker et al. (2016) to a Swedish setting. We obtain the published series from 

the Economic Policy Uncertainty database (Economic Policy Uncertainty, n.d.) and aggregate 

it to an annual average frequency. Armelius et al. constructed the index from the National 

Library of Sweden’s online archive of four major Swedish daily newspapers: Aftonbladet, 

Expressen, Dagens Industri, and Svenska Dagbladet. For each newspaper and each month, 

Armelius et al. (2017) count the number of articles that simultaneously contain at least one 

term from each of three categories: an economy term, a policy term, and an uncertainty term. 
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Words that contain one of these terms as a root are also included. Search terms are reported in 

Appendix 10.2. For each newspaper and month, the raw EPU article count is scaled by the 

count of articles in the same newspaper and month that satisfy the economy criterion. The 

resulting series is normalized to a mean of 100 over the full sample period; because our 

analysis covers only 2000–2024, the mean reported in table 2 differs from 100. The published 

monthly series runs from January 1976 to April 2025. For consistency with the empirical 

sample and with the annual GPR index, we restrict the monthly EPU data to January 2000 

through December 2024 and compute an annual measure as the simple mean of the twelve 

monthly values within each calendar year: 

  𝐸𝑃𝑈
𝑡

= 1
12  ∑ 𝐸𝑃𝑈

(𝑡,𝑚)

where  is the published monthly index value for month m of year t.  𝐸𝑃𝑈
(𝑡,𝑚)

Figure 1: Swedish Economic Policy Uncertainty Index, 2000-2024 

 

Annual values of the Swedish EPU index computed as the simple mean of the twelve monthly index values within 

each calendar year. The underlying monthly index is from Armelius et al. (2017). Higher values indicate greater 

perceived policy uncertainty.  

The Geopolitical Risk (GPR) index is one of the other explanatory variables, serving as a 

proxy for the prominence of adverse geopolitical developments. The index is decomposed 

into two components that are also used as separate explanatory variables: Geopolitical Threats 
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(GPT), which captures the buildup of adverse geopolitical events, and Geopolitical Acts 

(GPA), which captures their realization and escalation. By construction, 

in terms of underlying article counts.  𝐺𝑃𝑅
𝑡

= 𝐺𝑃𝑇
𝑡

+ 𝐺𝑃𝐴
𝑡
 

We construct the Swedish GPR index following the methodology of Caldara and Iacoviello 

(2022), adapted to Swedish-language news, using article counts from the Retriever Business 

database at annual frequency over 2000-2024. The article search covers five Swedish daily 

newspapers: Aftonbladet, Dagens Industri, Expressen, Svenska Dagbladet, and Dagens 

Nyheter. The first four overlap with the newspapers used by Armelius et al. (2017) in 

constructing the Swedish EPU index; Dagens Nyheter is added to broaden coverage, as it is 

one of the largest Swedish dailies by circulation and provides extensive reporting on 

international affairs. To maximize coverage and capture both standard news reporting and 

longer-form analysis, queries include all available formats of each newspaper, print editions, 

web editions, and premium digital content where available (e.g., Aftonbladet Plus, Dagens 

Industri Plus). 

While Caldara and Iacoviello (2022) construct their index at a monthly frequency, this study 

uses an annual frequency. For each year t, the raw share of geopolitical articles in total news 

coverage is computed as: 

 𝑆
𝑡

= 𝑛𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝐺𝑃𝑅 𝑎𝑟𝑡𝑖𝑐𝑙𝑒𝑠 𝑖𝑛 𝑦𝑒𝑎𝑟 𝑡 / 𝑡𝑜𝑡𝑎𝑙 𝑛𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝑎𝑟𝑡𝑖𝑐𝑙𝑒𝑠 𝑖𝑛 𝑦𝑒𝑎𝑟 𝑡

Scaling by total article volume ensures that the index reflects the relative prominence of 

geopolitical reporting rather than absolute changes in news output over the sample period. 

The share is then multiplied by a fixed factor to obtain the the index: 

  𝐺𝑃𝑅
𝑡

= 10, 000 × 𝑆
𝑡

The factor of 10,000 is a fixed rescaling applied uniformly across all years; it improves 

readability but does not normalize the series to any particular mean. and  are 𝐺𝑃𝑇
𝑡 

𝐺𝑃𝐴
𝑡

computed identically as their own indexes, each obtained by applying the same factor to its 

own raw share. 

To adapt the methodology to a Swedish context, Caldara and Iacoviello’s (2022) English 

search terms were translated into Swedish using the following procedure. Each English term 
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was rendered into its closest Swedish equivalent with truncation preserved (threat* → hot*). 

Where the English term was polysemous or corresponded to several Swedish words with 

partially overlapping meanings, all relevant synonyms were included (uprising → uppror*, 

resning*). 

Figure 2: Swedish Geopolitical Risk Index, 2000-2024  

 

The figure plots the annual Swedish GPR index together with its threat (GPT) and act (GPA) sub-components, 

constructed from a Swedish-language adaptation of Caldara and Iacoviello's (2022) methodology. Higher values 

indicate greater perceived geopolitical risk. 

The control variables are used to isolate the impact from EPU and GPR and the sub-indexes 

of GPR on the dependent variables. The choice of  control variables are inspired by Bonaime 

et al. (2018) and consist of both firm and year specific financial variables: Log total assets 

controlling for firm size. ROA controlling for firm profitability and operating performance. 

Sales growth, accounts for the expansion and growth of the firm. Book leverage, controls for 

the capital structure and access to financing. Cash to assets ratio, accounts for the firm 

liquidity and financial stability of the firm. market-to-book, accounts for the firm valuation 

and access external liquidity from capital markets. Additionally, Fama French-48 industry 

fixed effects controlling for industry specific shocks and time trend is included to control for 

the overall time trend of M&A activity. Further variable definition in Appendix 10.1 
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5.3 Model specification 

For the binary dependent variables: Acquisition done and Cross-border done a probit model is 

used. The probit model is used due to the binary characteristics of the dependent variables. 

For the dependent variables measuring frequency: Acquisition frequency and Cross-border 

frequency a negative binomial model is used. The negative binomial model is appropriate 

when the dependent variables are count variables.   

Further, the average marginal effects of the probit models and the negative binomial models 

are reported to enable interpretation of the variable coefficients. The explanatory variables 

(EPU, GPR, GPT, and GPA) are entered one measure per regression, to reduce the risk of 

multicollinearity between the variables (table 3). Additionally, the models are clustered at the 

firm level, to account for repeated observations by the same firms over time.  

Probit model: 
 𝑃(𝑌

𝑖,𝑡+1
= 1) = Φ(β

0
+ β

1
𝑍

𝑡
+ γ𝑋

𝑖,𝑡
+ δ 𝑇𝑖𝑚𝑒𝑇𝑟𝑒𝑛𝑑

𝑡
+ θ

𝑗
)

 
Negative binomial model: 
 

 𝐸(𝑌
𝑖,𝑡+1

​) = 𝑒𝑥𝑝(β
0
​ + β

1
​𝑍

𝑡
​ + γ𝑋

𝑖,𝑡
​ + δ 𝑇𝑖𝑚𝑒𝑇𝑟𝑒𝑛𝑑

𝑡
​ + θ

𝑗
​)

 
Dependent variable,  for firm i measured at year t+1 𝑌

𝑖,𝑡+1
:  

: EPU, GPR, GPT or GPA, measured at year t 𝑍
𝑡

: firm-level control variables for firm i in year t 𝑋
𝑖,𝑡

: linear time trend for year t 𝑇𝑖𝑚𝑒𝑇𝑟𝑒𝑛𝑑
𝑡

: represents industry fixed effects for industry j θ
𝑗
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5.4 Descriptive statistics  
Table 2: Summary Statistics 

Dependent Variables N Mean SD Median Min Max 

Acquisition Done 24,575 0.13 0.34 0 0 1 

Acquisition Frequency 24,575 0.28 1.12 0 0 29 

Cross-Border Done 24,575 0.08 0.27 0 0 1 

Cross-Border Frequency 24,575 0.16 0.80 0 0 28 

Explanatory Variables N Mean SD Median Min Max 

EPU Index 25 94.38 14.47 97.56 65.22 122.17 

GPR Index 25 80.58 35.15 71.18 34.12 169.29 

GPT Index 25 55.02 30.55 40.33 20.61 143.92 

GPA Index 25 25.56 9.58 22.79 11.44 43.81 

Control Variables N Mean SD Median Min Max 

Log Total Assets 12,825 12.73 2.86 12.35 2.83 22.05 

ROA 11,910 -0.07 0.29 0.01 -9.38 8.77 

Sales Growth 10,152 0.18 0.50 0.09 -1 2.99 

Book Leverage 9,271 0.25 0.27 0.20 0.00 12.80 

Cash to Assets 12,645 0.19 0.22 0.10 -0.03 1.48 

Market-to-Book 3,439 0.01 0.02 0 0 0.59 

Table 2 reports the number of observations (N), mean, standard deviation (SD), median, minimum, and maximum 
for the variables 

Acquisitions are relatively infrequent firm-year events: at least one acquisition is completed in 

13% of firm-years and at least one cross-border acquisition in 8%, and the frequency variables 

are right-skewed, with up to 29 deals in a single year. EPU averages 94.4 (SD 14.5), while 

GPR is more volatile (SD 35.2) and peaks at 169.3. The threat component (GPT) carries more 

variation than the act component (GPA), with standard deviations of 30.6 and 9.6. 
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Table 3: Correlation Matrix 
Correlation matrix  1. 2. 3. 4. 5. 6. 7. 8. 9. 10. 11. 12. 13. 14. 

1. Acquisition Done 1              

2. Acquisition Frequency 0.610 1             

3. Cross-border Done 0.765 0.595 1            

4. Cross-border Frequency 0.500 0.890 0.654 1           

5. EPU Index -0.195 -0.138 -0.161 -0.101 1          

6. GPR Index -0.189 -0.135 -0.152 -0.093 0.789 1         

7. GPT Index -0.189 -0.130 -0.151 -0.088 0.807 0.990 1        

8. GPA Index -0.071 -0.080 -0.059 -0.059 0.159 0.411 0.279 1       

9. Log Total Assets 0.349 0.302 0.356 0.308 -0.075 -0.091 -0.086 -0.065 1      

10. ROA 0.262 0.197 0.227 0.173 -0.089 -0.093 -0.092 -0.040 0.527 1     

11. Sales Growth 0.001 -0.010 -0.016 -0.014 0.043 0.092 0.099 -0.009 -0.108 -0.012 1    

12. Book Leverage 0.056 0.061 0.066 0.056 -0.007 -0.012 -0.013 0.002 0.310 0.098 -0.055 1   

13. Cash to Assets -0.154 -0.136 -0.129 -0.113 0.072 0.097 0.094 0.048 -0.353 -0.359 0.058 -0.360 1  

14. Market-to-Book -0.037 -0.021 -0.021 -0.010 -0.005 0.005 0.006 -0.006 -0.138 -0.195 0.035 0.055 0.053 1 

Table 3  reports correlations between the variables.  

The uncertainty indexes presented in table 3 are strongly correlated, EPU with GPR at 0.79 

and GPT with GPR at 0.99, the latter because GPT is a sub-component of GPR. GPT and 

GPA correlate at only 0.28, supporting their treatment of capturing different dimensions of 

geopolitical risk. All four uncertainty measures are negatively correlated with each M&A 

outcome. 
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Figure 3: M&A activity and uncertainty indexes, 2000–2024 

 
The figure plots the annual number of completed acquisitions by Swedish listed firms in year t (bars, left axis) 

against the annual EPU and GPR indexes (lines, right axis). 

 

Figure 3 shows that over the sample period, acquisition activity, EPU and GPR all trend upward, 

indicating positive co-movement.   

5.5 Validation of GPR index 

To assess whether the constructed index captures the latent concept of geopolitical risk in the 

Swedish context, we evaluate it along two dimensions: its ability to register pre-specified 

historical events of recognized geopolitical significance, and its co-movement with Caldara 

and Iacoviello’s (n.d) country-specific GPR index for Sweden over the same period. 

Event validity is examined in Figure 2, which plots the Swedish GPR index with its threat 

(GPT) and act (GPA) sub-components from 2000-2024. The series reproduces several spikes 

documented in the original Caldara-Iacoviello data: the 2003 peak coincides with the U.S.-led 

invasion of Iraq; the elevated readings between 2014 and 2017 align with the annexation of 

Crimea, the expansion of ISIS, and the Paris (2015) and Brussels (2016) attacks; and the 

largest spike, in 2022, coincides with Russia’s full-scale invasion of Ukraine, which 

culminated in Sweden’s NATO application the same year.  

For external validity, we compare our index with the Swedish country-specific GPR index 

from Caldara and Iacoviello (n.d), constructed from English-language searches, that both (I) 
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meet the criterion of for inclusion in the GPR index and (II) mention the name of the country, 

in this case “Sweden”, or any of its major cities. The two annual series correlate at 0.745 over 

2000-2024, indicating substantial co-movement despite the methodological differences: both 

identify the same broad periods of elevated risk and largely preserve the ordering of major 

peaks. The most visible difference is that the 2022 spike is far larger in the Caldara & 

Iacoviello series (peaking near 400) than in ours (near 170). This divergence reflects a 

difference in construction rather than a flaw. The Caldara & Iacoviello index measures the 

share of Sweden-mentioning English-language articles concerning geopolitical risk, a ratio 

mechanically inflated in 2022 by NATO- and Ukraine-related coverage. Our index instead 

measures the share of all Swedish news concerning geopolitical risk; because Swedish papers 

continue to devote substantial space to domestic affairs, the denominator bounds the 

magnitude of any single shock. The two therefore capture related but distinct quantities, how 

prominently geopolitical risk featured in the Swedish information environment, versus how 

prominently Sweden featured in geopolitically-framed foreign coverage, and a correlation of 

roughly 0.75 is consistent with both tracking the same underlying construct drawn from 

different bodies of news coverage. 

Figure 4: Caldara & Iacoviello’s Swedish GPR index and our Swedish GPR index, 2000-2024  

                           
The figure plots Caldara and Iacoviello’s annual Swedish GPR index, against our own Swedish GPR index. 

Higher values indicate greater perceived geopolitical risk.  
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6. Results  

Table 4 shows the average marginal effects from the probit models examining the relationship between 

Economic Policy Uncertainty (EPU) index and Geopolitical Risk index (GPR and sub-indexes GPT and GPA) on 

M&A propensity among Swedish publicly listed firms. The dependent variable, Acquisition done, takes the value 

1 if  firm i has completed at least one acquisition in year t+1, and otherwise 0. The explanatory variables are 

measured as yearly values at year t. The firm financial control variables are measured at the end of each fiscal 

year, at year t. All variables are defined in Appendix 10.1. All models include industry fixed effects to control for 

industry specific shocks, and time trend to control for development in M&A activity over time. Standard errors 

are clustered by firm and reported in parentheses. *, **, and *** indicate statistical significance at the 10%, 5%, 

and 1% levels, respectively. 

Table 4: Economic Policy Uncertainty and Geopolitical Risk effects on M&A propensity  
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Y: M&A propensity  EPU GPR GPT GPA 

EPU index 
 

-0.0020** 
(0.001)    

GPR index 
  

-0.0005** 
(0.000)   

GPT index 
   

-0.0006** 
(0.000)  

GPA index 
    

-0.0007 
(0.001) 

Log total assets 
 

0.0593*** 
(0.005) 

0.0593*** 
(0.005) 

0.0594*** 
(0.005) 

0.0593*** 
(0.005) 

ROA 
 

0.4060*** 
(0.136) 

0.4047*** 
(0.135) 

0.4047*** 
(0.135) 

0.4056*** 
(0.136) 

Sales growth 
 

0.0458** 
(0.021) 

0.0483** 
(0.021) 

0.0492** 
(0.021) 

0.0434** 
(0.021) 

Book leverage 
 

-0.0706 
(0.070) 

-0.0721 
(0.071) 

-0.0719 
(0.071) 

-0.0739 
(0.071) 

Cash to assets 
 

-0.0881 
(0.080) 

-0.0851 
(0.080) 

-0.0849 
(0.080) 

-0.0875 
(0.080) 

Market-to-book 
 

0.4468 
(0.499) 

0.4811 
(0.487) 

0.4835 
(0.487) 

0.5042 
(0.484) 

Time trend Yes  Yes  Yes  Yes  

Industry Fixed Effects Yes  Yes  Yes  Yes  

Pseudo R2 0.1961 0.1953 0.1953 0.1943 

Observations (N) 2,367 2,367 2,367 2,367 



 

Overall, higher levels of Economic Policy Uncertainty and Geopolitical Risk are associated 

with a lower probability of Swedish publicly listed firms completing an acquisition in the 

following year (t+1), though magnitude and statistical precision varies across measures. 

In column 1, the EPU index has a negative marginal effect statistically significant at the 5% 

level. The EPU coefficient of -0.0020 implies that a one-unit increase in the EPU index is 

associated with a 0.20 percentage-point decrease in the probability that a firm completes an 

acquisition in year t+1, holding the control variables constant.  

The association of M&A propensity and Geopolitical Risk are presented in columns 2-4. 

Column 2 shows that GPR shows a negative marginal effect on acquisition propensity, 

statistically significant at the 5% level. The marginal effect of -0.0005 indicates that a 

one-unit increase in the GPR index is associated with a 0.05 percentage-point decrease in 

probability that a Swedish publicly listed firm completes an acquisition in year t+1, holding 

the control variables constant.  

Column 3 and 4 decomposes the GPR into its two sub-components, GPT, capturing 

anticipated adverse events, and GPA, capturing their realization. The GPT index has a 

negative marginal effect of -0.0006, statistically significant at the 5% level, indicating that a 

one-unit increase in GPT index is associated with a 0.06 percentage-point decrease in 

probability that a Swedish publicly listed firm completes an acquisition in year t+1, holding 

the control variables constant. Similarly, the GPA index is negative. However, it is statistically 

insignificant. This implies that there is no clear evidence that realized geopolitical acts are 

associated with  M&A propensity estimated in this model.  
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Table 5 shows the average marginal effects from the negative binomial models examining the relationship 

between Economic policy Uncertainty (EPU) index and Geopolitical Risk index (GPR, and its sub-indexes GPT 

and GPA) and M&A frequency among Swedish publicly listed firms. The dependent variable, Acquisition 

frequency, is the number of acquisitions completed by firm i in year t+1. The explanatory variables are measured 

as yearly values at year t. The firm financial control variables are measured at the end of each fiscal year, at year 

t. All variables are defined in Appendix 10.1. All models include industry fixed effects to control for industry 

specific shocks, and time trend to control for development in M&A activity over time. Standard errors are 

clustered by firm and reported in parentheses. *, **, and *** indicate statistical significance at the 10%, 5%, and 

1% levels, respectively. 

Table 5: Economic Policy Uncertainty and Geopolitical Risk effects on M&A frequency   
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Y: M&A frequency  EPU  GPR  GPT GPA  

EPU index -0.0064*** 
(0.002)    

GPR index 
 

-0.0023*** 
(0.001)   

GPT index 
  

-0.0024*** 
(0.001)  

GPA index 
   

-0.0061 
(0.004) 

Log total assets 0.2397*** 
(0.032) 

0.2395*** 
(0.032) 

0.2400*** 
(0.032) 

0.2390*** 
(0.032) 

ROA 2.5942*** 
(0.728) 

2.5857*** 
(0.726) 

2.5857*** 
(0.727) 

2.5818*** 
(0.721) 

Sales growth 0.2129*** 
(0.079) 

0.2255*** 
(0.080) 

0.2285*** 
(0.081) 

0.2007** 
(0.078) 

Book leverage 0.0977 
(0.273) 

0.0843 
(0.275) 

0.0821 
(0.276) 

0.0811 
(0.275) 

Cash to assets -0.5440 
(0.378) 

-0.5474 
(0.382) 

-0.5451 
(0.381) 

-0.5451 
(0.380) 

Market-to-book 2.5173 
(1.913) 

2.6162 
(1.898) 

2.6505 
(1.900) 

2.7029 
(1.933) 

Time trend Yes  Yes  Yes  Yes  

Industry Fixed Effects Yes  Yes  Yes  Yes  

Pseudo R2 0.1436 0.1435 0.1434 0.1430 

Observations (N) 2,430 2,430 2,430 2,430 



 

Overall, higher levels of Economic Policy Uncertainty and Geopolitical Risk are associated 

with a lower number of acquisitions completed by Swedish publicly listed firms in the 

following year (t+1), though magnitude and statistical precision varies across measures. 

In column 1, the EPU index has a negative marginal effect of -0.0064 statistically significant 

at the 1% level. This implies that a one-unit increase in the EPU index is associated with 

approximately 0.0064 fewer acquisitions in year t+1, or a 2.3% reduction relative to the mean 

of 0.28 (table 2), holding the control variables constant.  

Following the same pattern, the GPR index (column 2) has a marginal effect of -0.0023, also 

significant at the 1% level, implying that a one-unit increase in the GPR index is associated 

with approximately 0.0023 fewer acquisitions in year t+1, or a 0.82% reduction relative to the 

mean of 0.28 (Table 2), holding the control variables constant. 

Columns 3 and 4 decompose GPR into its two sub-components: GPT, capturing anticipated 

adverse events, and GPA, capturing their realization. GPT is significant at the 1% level, with a 

marginal effect of -0.0024, or a 0.86% reduction in the expected number of acquisitions 

relative to the mean of 0.28 .Similarly, the GPA index is negative. However, it is statistically 

insignificant. This implies that there is no clear evidence that realized geopolitical acts are 

associated with  M&A frequency estimated in this model.  
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Table 6 shows the average marginal effects from the probit regression models examining the relationship 

between Economic Policy Uncertainty (EPU) index and Geopolitical Risk index (GPR, and its sub-indexes GPT 

and GPA) on cross-border M&A propensity for Swedish publicly listed firms, cross-border acquisitions are 

pre-defined by S&P Capital IQ. The dependent variable, Cross-border done, takes the value 1 if  firm i  has 

completed at least one cross-border acquisition in year t+1, otherwise 0. The explanatory variables are measured 

as yearly values at year t. The firm financial control variables are measured at the end of each fiscal year, at year 

t. All variables are defined in Appendix 10.1. All models include industry fixed effects to control for industry 

specific shocks, and time trend to control for development in M&A activity over time. Standard errors are 

clustered by firm and reported in parentheses. *, **, and *** indicate statistical significance at the 10%, 5%, and 

1% levels, respectively. 

Table 6: Economic Policy Uncertainty and Geopolitical Risk effects on cross-border M&A propensity  

Y: Cross-border propensity EPU  GPR  GPT  GPA 

EPU index -0.0022*** 
(0.001)    

GPR index 
 

-0.0005** 
(0.000)   

GPT index 
  

-0.0006** 
(0.000)  

GPA index 
   

-0.0005 
(0.001) 

Log total assets 0.0612*** 
(0.005) 

0.0611*** 
(0.005) 

0.0612*** 
(0.005) 

0.0612*** 
(0.005) 

ROA 0.4084*** 
(0.127) 

0.4105*** 
(0.126) 

0.4102*** 
(0.127) 

0.4127*** 
(0.127) 

Sales growth 0.0393** 
(0.016) 

0.0410** 
(0.017) 

0.0422*** 
(0.017) 

0.0365** 
(0.016) 

Book leverage 0.0581 
(0.064) 

0.0560 
(0.065) 

0.0560 
(0.065) 

0.0548 
(0.065) 

Cash to assets 0.0257 
(0.078) 

0.0302 
(0.078) 

0.0306 
(0.078) 

0.0290 
(0.078) 

Market-to-book 0.8538* 
(0.451) 

0.8901** 
(0.440) 

0.8928** 
(0.440) 

0.9085** 
(0.436) 

Time trend Yes  Yes  Yes  Yes  

Industry Fixed Effects Yes  Yes  Yes  Yes  

Pseudo R2 0.2531 0.2508 0.2509 0.2495 

Observations (N) 2,343 2,343 2,343 2,343 
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Overall, higher levels of Economic Policy Uncertainty and Geopolitical Risk are associated 

with a lower probability that a Swedish publicly listed firm completes a cross-border 

acquisition the following year (t+1), though magnitude and statistical significance varies 

across measures.  

In column 1, the EPU index has a negative marginal effect of -0.0022 statistically significant 

at the 1% level. This implies that a one-unit increase in the EPU index is associated with a 

0.22 percentage-point decrease in the probability that a firm completes a cross-border 

acquisition in year t+1, holding all control variables constant.  

The GPR index shows a similar pattern. The GPR index (column 2) has a marginal effect of 

-0.0005 and is statistically significant at the 5% level, indicating that a one-unit increase in the 

GPR index is associated with  a 0.05 percentage-point decrease in the probability that a firm 

completes a cross-border acquisition year t+1, holding all control variables constant. 

Column 3 and 4 decomposes the GPR into its two sub-components, GPT, capturing 

anticipated adverse events, and GPA, capturing their realization. The GPT index is similar to 

GPR, also negative and  statistically significant at the 5% level representing the marginal 

effect of -0.0006 indicating that a one-unit increase in the GPT index is associated with  a 

0.06 percentage-point decrease in the probability that a firm completes a cross-border 

acquisition year t+1, holding all control variables constant. Similarly, the GPA index is 

negative. However, it is statistically insignificant. This implies that there is no clear evidence 

that realized geopolitical acts are associated with cross-border M&A propensity estimated in 

this model.  
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Table 7 shows the average marginal effects from the negative binomial models examining the relationship 

between Economic Policy Uncertainty (EPU) index and Geopolitical Risk index (GPR, and its sub-indexes GPT 

and GPA) on cross-border M&A frequency for Swedish publicly listed firms, cross-border acquisitions are 

pre-defined by S&P Capital IQ. The dependent variable, Cross-border frequency, is the number of cross-border 

acquisitions completed by firm i in year t+1. The explanatory variables are measured as yearly values at year t. 

The firm financial control variables are measured at the end of each fiscal year, at year t. All variables are 

defined in Appendix 10.1. All models include industry fixed effects to control for industry specific shocks, and 

time trend to control for development in M&A activity over time. Standard errors are clustered by firm and 

reported in parentheses. *, **, and *** indicate statistical significance at the 10%, 5%, and 1% levels, 

respectively. 

Table 7: Economic Policy Uncertainty and Geopolitical Risk effects on cross border M&A frequency 
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Y: Cross border frequency EPU Index GPR Index GPT Index GPA Index 

EPU index 
 

-0.0075*** 
(0.002)    

GPR index 
  

-0.0014** 
(0.001)   

GPT index 
   

-0.0015** 
(0.001)  

GPA index 
    

-0.0035 
(0.003) 

Log total assets 
 

0.2263*** 
(0.033) 

0.2249*** 
(0.032) 

0.2253*** 
(0.033) 

0.2241*** 
(0.032) 

ROA 
 

2.2871*** 
(0.601) 

2.2766*** 
(0.597) 

2.2768*** 
(0.598) 

2.2659*** 
(0.593) 

Sales growth 
 

0.1658*** 
(0.059) 

0.1702*** 
(0.060) 

0.1733*** 
(0.060) 

0.1525** 
(0.059) 

Book leverage 
 

0.3223 
(0.214) 

0.3034 
(0.217) 

0.3024 
(0.217) 

0.2992 
(0.217) 

Cash to assets 
 

-0.0065 
(0.308) 

0.0017 
(0.310) 

0.0045 
(0.310) 

0.0043 
(0.307) 

Market-to-book 
 

3.9636** 
(1.907) 

4.0879** 
(1.921) 

4.1148** 
(1.925) 

4.1367** 
(1.934) 

Time trend Yes  Yes  Yes  Yes  

Industry Fixed Effects Yes  Yes  Yes  Yes  

Pseudo R2 0.1946 0.1926 0.1925 0.1920 

Observations (N) 2,430 2,430 2,430 2,430 



 

Overall, a higher level of Economic Policy Uncertainty and Geopolitical Risk is associated 

with a lower number of cross-border acquisitions completed by Swedish publicly listed firms 

in the following year (t+1), though magnitude and statistical precision varies across measures. 

In column 1, the EPU index has a negative marginal effect of -0.0075, statistically significant 

at the 1% level, implying that a one-unit increase in the EPU index is associated with 

approximately 0.0075 fewer cross-border acquisitions in year t+1, or a 4.7% reduction relative 

to the mean of 0.16 (Table 2), holding the control variables constant. 

Geopolitical risk follows a similar pattern. The GPR index (column 2) has a marginal effect of 

-0.0014, statistically significant at the 5% level, implying that a one-unit increase in the GPR 

index is associated with 0.0014 fewer cross-border acquisitions in year t+1, or 0.88% 

reduction relative to the mean of 0.16, holding control variables constant.  

Columns 3 and 4 decompose GPR into its two sub-components: GPT, capturing anticipated 

adverse events, and GPA, capturing their realization. GPT is significant at the 5% level, with a 

marginal effect of -0.0015, or a 0.94% reduction in the expected number of cross-border 

acquisitions relative to the mean of 0.16. Similarly, the GPA index is negative. However, it is 

statistically insignificant. This implies that there is no clear evidence that realized geopolitical 

acts are associated with cross-border M&A frequency estimated in this model. 

Table 8: Standardized marginal effects (per one-standard-deviation increase in the index) 

Standardized Marginal 
Effects 

Standard 
Deviation 

M&A Propensity M&A Frequency Cross-border 
Propensity 

Cross-border 
Frequency 

EPU 14.47 -0.029 -0.093 -0.032 -0.109 

GPR  35.15 -0.018 -0.081 -0.018 -0.049 

GPT 30.55 -0.018 -0.073 -0.018 -0.046 

GPA 25.56 -0.007 -0.058 -0.005 -0.034 

Each cell is the average marginal effect from Tables 4–7 multiplied by the standard deviation of the 

corresponding index (Table 2). 

Because the uncertainty indexes differ in scale, their raw marginal effects are not directly 

comparable in magnitude. Standardized effects express the association per 

one-standard-deviation increase and place the measures on a comparable footing, allowing for 

comparison. between indexes.  
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7. Analysis  

7.1 Interpretation of results 
Overall, the results show that Economic Policy Uncertainty (EPU), Geopolitical Risk (GPR), 

and Geopolitical Threats (GPT) have negative marginal effects across all model 

specifications. Although, the level of statistical significance and magnitude varies across 

model specifications.  

The EPU index has negative marginal effects across all model specifications. For the 

full-sample models, the EPU index is statistically significant at the 5% level in the propensity 

model, and at the 1% level for the frequency model. This suggests that increased economic 

policy uncertainty is associated with reduced M&A activity. Overall, the results indicate that 

EPU is the explanatory variable with the most statistically robust association with reduced 

M&A activity. However, differences in scale across the explanatory variables mean that the 

estimated coefficients should not be interpreted as directly comparable effect sizes. 

Taken together, this consistently negative relationship between the EPU index and M&A 

activity provides support for : Elevated economic policy uncertainty is associated with 𝐻
2

reduced M&A activity. The negative, and statistically significant, marginal effects in the M&A 

propensity and M&A frequency model, indicate that increased EPU reduces both the 

probability of completing an acquisition, and fewer completed acquisitions.  These findings 

are consistent with most of  the existing literature. Baker et al. (2016) show that increased 

EPU is associated with lower investment activity, output, and employment, Gulen and Ion 

(2016) document a negative relationship between firm-level capital investments and EPU, and 

that this effect is stronger for firms with more irreversible investments. Since M&A 

transactions are characterised as large, irreversible investments a similar negative relationship 

is expected for acquisitions. This is consistent with the findings of Bonaime et al. (2018) and 

Nguyen and Phan (2017) who both document a negative relationship between EPU and M&A 

activity for the U.S. This evidence is not uniform across all settings, however: Sha et al. 

(2020) find a positive relationship between EPU and M&A activity in China.  

The suppressive relationship found here for Swedish firms therefore aligns with the U.S. 

evidence rather than the Chinese exception. Sweden and the U.S. are mature, developed 

economies with deep capital markets and relatively stable competitive environments, whereas 
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China is a fast-growing transition economy characterized by intense competition. These 

differences plausibly shape how firms respond to uncertainty. In China’s high-pressure 

environment, delaying an acquisition perhaps risks ceding ground to competitors, encouraging 

firms to move quickly even when uncertainty is elevated; in a more mature and less 

competitively pressured market like Sweden’s, that incentive is perhaps weaker, and firms 

instead tend to postpone irreversible commitments when the outlook is uncertain, consistent 

with the negative relationship documented here. 

The negative relationship of EPU appears stronger for the cross-border models, where the 

results are statistically significant at the 1% level and the marginal effects are larger in 

absolute terms compared to the full-sample acquisitions models. The cross-border propensity 

model presents a marginal effect of -0.0022 and the full-sample model presents a marginal 

effect of -0.0020, this corresponds to a 10% larger marginal effect in absolute terms for the 

cross-border sample. For the frequency models, the cross-border model presents a marginal 

effect of -0.0075 and the full-sample model presents the marginal effect of -0.0064, 

corresponding to a 17% larger marginal effect in absolute terms for the cross-border sample.  

To be able to make more quantifiable comparisons across models with different baseline 

probabilities and frequencies, the relative effect is calculated through the marginal effect 

divided by the mean of the dependent variable. The relative effects for the EPU index is 

calculated to be approximately -4.7% for the cross-border frequency model and -2.3% for the 

M&A frequency model. For the propensity models the EPU relative effects are calculated to 

be -2.8% for the cross-border propensity and -1.5% for M&A propensity, presenting a 

relatively stronger relationship for cross-border models.  

Our findings indicate that economic policy uncertainty is associated with lower acquisition 

activity, in both propensity and frequency, among Swedish listed acquirers. The relative-effect 

comparison further indicates that this association appears stronger for cross-border 

acquisitions, even if the difference is relatively small. EPU proxies for uncertainty related to 

Swedish economic policy, including fiscal policy, monetary policy, regulation and broader 

economic conditions, areas that may be particularly relevant for cross-border acquisitions, 

which are characterized by higher complexity and risk than domestic acquisitions. Erel et al. 

(2012) show that cross-border acquisition activity is shaped by differences in accounting and 

disclosure standards and by geographic proximity between countries, implying that the 

information asymmetries between acquirer and target are larger across borders than within 
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them. Rhodes-Kropf & Viswanathan (2004) further finds that relative valuations shape M&A 

activity, with higher valued firms tending to acquire lower-valued ones. Because cross-border 

deals are determined by these cross-country valuation comparisons and rest on a baseline of 

greater information asymmetry, they are especially exposed to elevated EPU, which plausibly 

operates on both fronts: it disturbs relative valuations between Swedish and foreign firms, and 

it widens the uncertainty around already-noisier cross-border valuations. This dual exposure 

perhaps helps explain why the suppressive effect of EPU is stronger for cross-border than for 

domestic activity. 

The finding that elevated EPU is associated with lower acquisition activity also accords with 

the real-options reasoning of Bonaime et al. (2018) and Bhagwat et al. (2016): when the 

future is harder to forecast, the option value of waiting rises, and firms delay or abandon 

large, irreversible investments. Acquisitions are among the least reversible investments a firm 

makes, and cross-border deals more so, given their riskier nature, so the option value of delay 

may be greater for cross-border activity. 

Similar to EPU, the Geopolitical Risk (GPR) index is negatively associated with M&A 

activity across all model specifications, meaning that higher GPR values are associated with 

both a lower probability of completing an acquisition and a lower expected number of 

completed acquisitions. However, the evidence for GPR is less consistent than for EPU, the 

level of statistical significance is equal or lower for GPR compared to EPU across models. In 

particular, the association between GPR and M&A propensity is statistically significant at the 

5% level and that with M&A frequency at the 1% level, while the cross-border models show 

negative marginal effects significant at the 5% level. The results therefore support a negative 

association between geopolitical risk and M&A activity. 

To enable a comparison between the EPU and GPR marginal effect, we compute the 

standardized marginal effect, presented in table 8, by computing the average marginal effect 

times the corresponding standard deviation of the GPR and EPU. Expressed in standardized 

terms, EPU has the strongest association with M&A activity in every model specification. A 

one-standard-deviation increase in EPU is associated with approximately 0.093 fewer 

acquisitions in the frequency model, against 0.081 for GPR. In the propensity models, a 

one-standard-deviation increase in EPU is associated with a 2.9 percentage-point lower 

probability of completing an acquisition, against 1.8 percentage points for GPR. 
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The results supports : Elevated geopolitical risk is associated with reduced M&A activity. 𝐻
1
 

The GPR index shows negative marginal effects across all model specifications, indicating 

that increased geopolitical risk is associated with lower M&A activity. However, when 

analysing the standardized marginal effects geopolitical risk appears somewhat less strongly 

associated with M&A activity than economic policy uncertainty.  

In the cross-border models GPR is significant and negatively associated with both 

cross-border propensity and cross-border frequency. However, compared to EPU, GPR is 

statistically significant at the 5% level rather than the 1% level. This suggests that the 

evidence for a negative association between GPR and cross-border acquisitions is less robust 

than the corresponding evidence for EPU. 

A comparison of the cross-border and full-sample models shows that GPR follows a similar 

pattern to EPU. As discussed above, the relationship between EPU and M&A activity appears 

stronger for cross-border deals than for overall M&A activity. The marginal effects of GPR do 

not reveal this pattern, but the relative effects do: in the frequency models, the relative effect 

is −0.88% for cross-border frequency against −0.82% for overall frequency, and in the 

propensity models, −0.63% cross-border sample against −0.38% overall sample. This 

suggests that GPR, like EPU, is more strongly associated with cross-border acquisitions than 

for aggregate M&A, which is particularly noticeable in the propensity models, providing 

further support for . 𝐻
4
 

Taken together, the comparison of relative effects between the full-sample and cross-border 

models for EPU and GPR provides support for  The suppressive effects of GPR and EPU 𝐻
4
:  

on M&A activity are stronger for cross-border acquisitions than for aggregate M&A activity . 

The stronger relative effect for the cross-border models indicates that both increased 

geopolitical risk and economic policy uncertainty are more strongly associated with reduced 

cross-border acquisitions than for aggregate M&A.    

To create a more in depth understanding and analysis of the Geopolitical risk the two 

sub-components of GPR are analysed, Geopolitical threats (GPT), capturing the buildup and 

anticipation of adverse geopolitical events, and Geopolitical acts (GPA), capturing the 

realization and escalation of those events. This decomposition is informative because it 

reveals whether acquisition activity responds more strongly to the anticipation of geopolitical 
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risk or to the materialization of geopolitical events. The GPT index follows a similar pattern 

as the GPR index, with negative and statistically significant marginal effects across all model 

specifications. Similar to GPR and GPT, the GPA index has negative marginal effects across 

all model specifications. However, GPA is statistically insignificant for all model 

specifications, providing no statistical evidence for an association with M&A activity. In 

contrast, the similar levels of statistical significance for GPR and GPT across all 

specifications suggest that M&A activity is more strongly associated with anticipated 

geopolitical threats than with realized geopolitical acts. The standardized marginal effect, 

cannot be compared between GPT and GPA due to the insignificance of GPA.   

These results partially support : Both anticipated and realized geopolitical risk is 𝐻
3

associated with reduced M&A activity. The GPT index, acting as a proxy for buildup of 

adverse geopolitical events, shows a negative association to M&A activity, supporting . 𝐻
3

However the GPA index, acting as a proxy for escalation and realization of geopolitical 

events, shows no statistically significant relationship. Therefore, the results do not provide 

sufficient evidence to support the “realized”  part of  .  𝐻
3

These results align with the findings of Caldara and Iacoviello (2022). They discuss that 

unrealized geopolitical threats (GPT) are sufficient to generate substantial contraction in 

investments. One possible explanation for why acquisition activity appears more strongly 

associated with geopolitical threats than with geopolitical acts is that GPT captures the 

build-up and anticipation of adverse geopolitical events, whereas GPA captures the escalation 

or realization of such events. GPT is therefore more forward-looking, as it reflects the 

perceived risk of future potential geopolitical disruption before the event has materialized. 

Firms may respond to this anticipatory phase by delaying or reconsidering acquisition 

decisions. Once geopolitical acts occur, firms may already have adjusted their acquisition 

decision in response to the preceding build-up of risk, which is captured by the GPT index. 

This may help explain why GPT is consistently negative and statistically significant, while 

GPA is statistically insignificant across most models. 
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7.2 Limitations  

While this thesis provides evidence on the relationship between different uncertainties and 

M&A activity among Swedish listed acquirers, several limitations should be acknowledged. 

A first limitation concerns the uncertainty indexes. The GPR index is built at annual 

frequency, yielding only 25 observations and preventing analysis of within-year variation or 

short-term geopolitical spikes. The GPA component, in particular, exhibits limited variation, 

which may contribute to its consistent insignificance independently of a genuine absence of a 

relationship. A related concern is the consistency of news coverage over 2000-2024: 

digitalisation has substantially altered both the volume and composition of indexed content. 

The relative frequency of the indexes to the number of total articles mitigates the volume 

effect but does not address compositional shifts in the denominator or changes in editorial 

propensity to report geopolitical events over time. A further limitation concerns comparability 

across the uncertainty measures. The indexes differ in both mean and dispersion (table 2), so a 

one-unit change does not represent an equivalent change across the explanatory variables, and 

the raw marginal effects are not directly comparable in magnitude between indexes. We 

therefore mitigate this limitation by reporting the standardized effects to enable comparison. 

A second limitation relates to sample reduction. The estimation sample falls from 24,575 

firm-year to roughly 2,424 firm-year observations, primarily because Market-to-book is 

available for only 3,433 of 24,575 observations (table 1). This reduction is unlikely to be 

random: firms with missing data tend to be less covered and likely smaller. Given that PwC 

(2026) describes the current market as "K-shaped", the loss of these smaller firms may bias 

the results, which are therefore most representative of larger, better-covered Swedish listed 

firms. 

A third limitation is that the estimated associations may not reflect the effect of uncertainty 

itself. The models are associational rather than causal. Additionally, the analysis includes no 

macroeconomic control variables such as GDP growth and interest rates. Since the M&A 

literature identifies aggregate economic and financing conditions as central determinants of 

acquisition activity (Erel et al., 2021; Harford, 2005), and since uncertainty tends to rise when 

these conditions deteriorate, EPU and GPR may partly capture the effect of these correlated 

variables rather than uncertainty as such.  
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8. Conclusion  

This study examines how two types of uncertainty, Economic Policy Uncertainty (EPU) and 

Geopolitical Risk (GPR), the latter decomposed into its anticipatory (GPT) and realized 

(GPA) components, are associated with the M&A activity of Swedish listed acquirers, 

measured as acquisition propensity and frequency. 

Our results indicate that increasing uncertainty, both in terms of geopolitical risk and 

economic policy uncertainty, is associated with reduced M&A activity. Further, the result 

shows that economic policy uncertainty shows the strongest relationship for the various 

models. Geopolitical risk is also negatively associated with M&A activity, and when it is 

decomposed into its two sub-components the relationship is found to run through the threat 

component: Geopolitical threats are negatively associated with M&A activity, while 

geopolitical acts show no statistical significance. When comparing the results from full 

sample and cross-border specific models, the results indicate that both economic policy 

uncertainty and geopolitical risk are more strongly associated with cross-border acquisitions 

through the relative effect.  

Our findings indicate that increased uncertainty, both through economic policy uncertainty 

and geopolitical risk, is associated with a reduction in the firm’s likelihood of completing an 

acquisition, and the number of completed acquisitions. The stronger association observed for 

cross-border acquisitions indicates that these transactions are particularly sensitive to 

geopolitical risk and economic policy uncertainty.  

However, some limitations should be kept in mind when evaluating the results. First, control 

variables have a substantial number of missing observations, which materially reduces the 

final sample size. Second, the explanatory variables vary only annually, whereas the 

underlying indexes are available monthly, which limits the variation available to identify their 

effects. A third limitation is that the models include no macroeconomic controls, so EPU and 

GPR may partly capture deteriorating economic conditions rather than uncertainty as such; 

the results are therefore associational rather than causal. 
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10. Appendix 

10.1 Variable definition 

Dependent variables  Definition  

Acquisition done  Binary variable equal to one if firm i completes at least one acquisition in year t+1.  

Acquisition frequency  Number of completed M&A transactions by firm i in year  t+1.  

Cross-border done  Binary variable equal to one if firm i completes at least one acquisition in year t+1 where 
the transaction is defined as cross-border by S&P Capital IQ , Zero otherwise.    

Cross-border frequency  Number of completed M&A transactions by firm i in year  t+1 where the transaction is 
defined as cross-border by S&P Capital IQ. 

Explanatory variables  Definition  

Economic policy uncertainty index  
(EPU) 

News based index to measure economic policy uncertainty collected from Armelius et al. 
(2017). Monthly observations are converted to yearly average.    

Geopolitical risk index (GPR) News based index to measure geopolitical risk following the methodology of Caldara and 
Iacoviello (2022). Constructed as yearly aggregate.  

Geopolitical threats index  (GPT)  Geopolitical threats is a sub-index of GPR and measures the threat component of 
geopolitical risk. Constructed as yearly aggregate.  

Geopolitical acts index  (GPA)  Geopolitical acts is a sub-index of GPR and measures the act component of geopolitical risk. 
Constructed as yearly aggregate.  

Firm-financial control variables  Definition  

Log total assets Natural logarithm of total assets for firm i in time t,  𝐿𝑁(𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠
𝑡,𝑖

)

ROA Return on average assets for firm i in year t. Collected from S&P Capital IQ. Defined as net 
income as percentage of average assets. Converted to decimal form. 

Sales growth One-year growth in total revenues (%) for firm i in year t, Collected from S&P Capital IQ. 
Converted to decimal form. 

Book leverage  Book leverage for firm i in year t. Total debt excluding financial  division debt divided by 
total assets, both collected from S&P Capital IQ, constructed manually.   

 𝐵𝑜𝑜𝑘 𝑙𝑒𝑣𝑒𝑟𝑎𝑔𝑒
𝑡, 𝑖

 =
𝑇𝑜𝑡𝑎𝑙 𝑑𝑒𝑏𝑡, 𝑒𝑥𝑐 𝑓𝑖𝑛 𝑑𝑖𝑣 𝑑𝑒𝑏𝑡

𝑡, 𝑖

𝑇𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠
𝑡, 𝑖

 

Cash to assets Cash and cash equivalent for firm i at year t divided by total assets for firm i at year t, both 
collected fromS&P Capital IQ, constructed manually.  

 𝐶𝑎𝑠ℎ 𝑡𝑜 𝑎𝑠𝑠𝑒𝑡𝑠
𝑡, 𝑖

 =  
𝐶𝑎𝑠ℎ 𝑎𝑛𝑑 𝑐𝑎𝑠ℎ 𝑒𝑞𝑢𝑖𝑣𝑎𝑙𝑒𝑛𝑡𝑠

𝑡, 𝑖

𝑇𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠
𝑡, 𝑖

Market-to-book Market capitalization for firm i at year t divided by total equity for firm i at year t, both 
collected from S&P Capital IQ, constructed manually. 

 𝑚𝑎𝑟𝑘𝑒𝑡 𝑡𝑜 𝑏𝑜𝑜𝑘
𝑡, 𝑖

 =  
𝑚𝑎𝑟𝑘𝑒𝑡 𝑐𝑎𝑝𝑖𝑡𝑎𝑙𝑖𝑧𝑎𝑡𝑖𝑜𝑛𝑛

𝑡, 𝑖

𝑇𝑜𝑡𝑎𝑙 𝑒𝑞𝑢𝑖𝑡𝑦
𝑡, 𝑖

Time trend Linear time trend variable.    𝑇𝑖𝑚𝑒 𝑡𝑟𝑒𝑛𝑑
𝑡

= 𝑌𝑒𝑎𝑟
𝑡

− 2000

Industry fixed effect  Industry fixed effect assigns firm i to one of 48 industry groups based on SIC codes collected 
from S&P Capital IQ.  
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10.2 EPU Index words  

Swedish Words  English Equivalent 

Ekonomi Economy 

Ekonomisk  Economic / Financial 

Riksbank  Central bank / The Riksbank 

Centralbank  Central bank 

Regering Government 

Departement  Department 

Reglering Regulation 

Osäker Uncertain 

Oro Uncertainty / concern 

 

10.3 GPR Search Categories and Queries 

Threats Search Query 

1 – War Threats War_words N/2 Threat_words 

2 – Peace Threats Peace_words N/2 Peace_disruption_words 

3 – Military Buildup Military_words AND Buildup_words 

4 – Nuclear Threats Nuclear_bigrams AND Threat_words 

5 – Terrorist Threats Terrorism_words N/2 Threat_words 

Acts Search Query 

6 – Beginning of war War_words N/2 War_begin_words 

7 – Escalation of war Actors_words N/2 Actors_fight_words 

8 – Terrorist acts Terrorism_words N/2 Terrorism_act_words 
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10.4  GPR Search Words 

Topic Sets Phrases 

War_words krig, konflikt, fientligheter, revolution*, uppror, 
resning, revolt, statskupp, geopolitisk 

Peace_words fred, vapenvila ,vapenstillestånd, fördrag, avtal, 
förhandling 

Military_words militär, trupper, missil*, vapen*, bomb, 
stridsspets* 

Nuclear_bigrams kärnvapenkrig*, atomkrig*, kärnvapenmissil*, 
kärnvapenbomb*, atombomb*, vätebomb*, 
kärnvapenprov, kärnvapen* 

Terrorism_words terror*, gerilla*, gisslan* 

Actor_words allierade*, fiende*, upprorsmän*, rebeller, 
armé*, flotta, flyg, trupper, fiender 

 
 

Threat / act Sets Phrases 

Threat_words hot*, vara*, varning*, rädsla*, fruktan*, risk*, 
oro*, fara*, tvivel*, kris, problem*, tvist*, 
spänning*, överhängande*, oundviklig, beredskap, 
hotbild*, skräck 

Peace_disruption_words hot*, hotbild*, avvisa*, fara*, bojkott*, störa*, 
avbryta* 

Buildup_words upprustning*, sanktion*, blockad*, embargo, 
karantän, ultimatum, mobilisera* 

War_begin_words börja*, starta*, deklarera*, förklara, utbrott, “bröt 
ut”, proklamation, inleda*, “bryta ut”, “bryter ut” 

Actor_fight_words avancera*, attack*, slå*, driva*, beskjuta*, 
offensiv, invasion, invadera*, sammandrabbning*, 
räd*, inleda* 

Terrorism_act_words attack, dåd, bomb*, döda*, slå*, kapa* 

 

Excluded Words Phrases 

 

Exclusion_words film*, museum*, jubileum*, dödsruna*, minnes*, 
konst, bok, böcker, memoar, priskrig, spel*, match*, 
berättelse, historia, veteran*, hyllning*, sport, musik, 
racing, cancer, fastighet*, maffia, rättegång, skatt 
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