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Abstract

The book analyzes the rapid development of management
buyouts (MBO) abroad and its theories of the wealth creations.
MBO develops unusually in China where multifarious ones are
produced to avoid policy restriction. However, analyses show that
performance effects of MBO listed companies in Shanghai and
Shenzhen stock exchange aren’t significant; the financial
conditions even have declining trends. These mean three theory
hypothesis of the wealth creations have no evidence supports in
China. Event studies enunciate that MBO announcements don’t
bring small investors wealth increment. MBO don’t create wealth
effects in China, expressing that the huge benefits of driving state-
owned enterprises managers to pursue MBO are wealth transfers.
To realize the value creations of MBO in China, supervision and
administration should be perfect and strengthen, and market
disciplines should be improved. The problems of wealth transfers
once are resolved; the efficient problems are also solved through
the market mechanism with the great ease.

The development of management buyout in the Europe and
the United States, especially in the Europe, is extremely rapid.
British professional academic websitc CMBOR shows, MBO has
already become a main form of Mergers and acquisitions
currently. In the UK, MBO deal number has 22% of takeover
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number in 1997, having already arrived at 60% currently or so.
MBO market value has 18% of takeover one from 1997, rising to
current 60% or so. There were £ 16.2 billon MBO market values
in 2003, £5.1 billon in first quarter of 2004, and deal volume
reached 156. Figures produced by CMBOR for the end of 2005
confirm that the UK buyout market reached a record value of
£ 24.2 billion. This was just ahead of the previous record set in
2000 of £ 23.9 billion. The volume was 667. The condition is as
the same as that in European Continent like Germany, France,
Italy and Netherlands etc. Study literatures show that MBO has
improved performances of enterprise. Scholars give this various
theories explain, forming two kinds of contrary viewpoints:
wealth creations and wealth transfers. The wealth creations
theories think MBO can create values, these representative’s
theories, such as the agency cost theory, defense theory,
entrepreneur theory, explain the development reasons of MBO in
the Europe and the United State. The substantial evidence verifies
MBO three main theories of the wealth creations. Wealth
transfers theories think that MBO doesn’t bring enterprise values
real changes, managers maybe transfer wealth to themselves from
agents such as sharcholders, creditors, workers, government
(revenue from tax), which, However, do not obtain the evidence
supports.

Similarly, MBO also unusually develop in China. Nearly half
of the number of the state-owned enterprises has reformed with
MBO. Executives of many large state-owned enterprises have
become shareholders by the way of MBO. Executives of some
listed companies have already completed MBO successfully. There

are multifarious ways to fulfill MBO in order to avoid policy
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restrictions in China.

What are the huge benefits that drive executives of state-
owned enterprises don’t hesitate to pursue MBO eagerly? Be the
wealth creations or the wealth transfers? Financial analyses and
factors analyses show that performances of listed companies in
Shanghai and Shenzhen Stock Exchange which have alrcady
completed MBO according to public information are not
significant; the financial conditions have decline trends. Total
financial analyses show: (1) thc scale variables of MBO
enterprises extend obviously, but their volatilities are very large;
(2) from relative variables, direct effects of MBO aren’t
obviously; (3) difference between enterprises of the sample is
obvious, however, performances of the enterprises don’t change
significantly. Factors analyze reveal: during the period of MBO
(the total 7 years sample period), (1) the factors of the
performances don’t take significant changes; (2) the factors of
profits and net asset per stock have no significant difference;
(3) the factors of profit abilities like rate of net asset return have
no significant changes, but they descend obviously after MBO.
Therefore, three theories hypotheses of the wealth creations don’t
have evidence supports in China.

What are reactions to MBO in the stock market? I study stock
price reactions to management buyout in China from stock price
reactions using event study. There are no significant market
reactions to MBO and no wealth effects in China, which is a sharp
contrast to huge gains receiving by public shareholders in foreign
countries. I further test investors ration and find that stock price
is sensitive to information, MBO is not either “good information”

or “bad information” in China, and exist market manipulation
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which should adjust.

Obviously, MBO doesn’t increase the value of enterprises, in
the meantime, doesn’t bring income to the small investors, which
means MBO doesn’t produce wealth effects in China. Therefore,
reasonable explanation should be: the huge benefits to drive
enterprises executives to crave for buyout are wealth transfers.
These kinds of wealth transfers mainly in China are that managers
reduce purchase price in various ways as far as possible. Then
obtain funds to pay the price by various paths even violating the
rules. They even transfer benefits from related agents to their
own. The main methods that decrease the price of acquisition
include: lower book net asset through making enterprise loss
before MBO; then acquire shares by the unfair price. The latter
mainly includes: Violate the rules to pass on credit risk; Carry on
the multiform even illegal relating trades to obtain wealth; Carry
on the excessiveness distribution to overdraw source ability inside
enterprise; Harm workers interest to take profits for themselves.
The wealth transfers don’t exist in the perfect capital market,
because of having the complete investor protection mechanisms,
benefits of shareholders is hard to infringe upon; and bid
mechanisms also expel the possibility of executives of enterprise to
obtain wealth from under-estimation value ( Kaplan, 1990;
Jesson, 1989). However, it is different in China. It is the wealth
transfer effects that influence performance and stability of
enterprise after MBO, because managers can immediately acquire
huge wealth only through managing to lower acquisition price and
how to repay funds, but may not throw energy in improving
management effects.

In order to change MBO abnormal development, promote
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MBO in China a real realization to be the value creations rather
than the wealth transfers, we have to be perfect and strengthen
supervision and administration, enhance the market discipline,
through market with pressure to raise management effects,
including a strict reviewing the acquisition agents qualifications,
reasonable choices the target enterprise, an efficient pricing
mechanism, legal financing behavior and innovation, and the

perfect laws regulation system.
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