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Abstract

As a way to expand enterprise-border, vertical mergers and ac-
quisitions (M&A ) have already attracted a lot of attention in Coase
Times of 1937. On the one hand, a series of classic hypotheses, such
as saving transaction costs, exclusive of assets and economy of scope,
indicate the motivation of vertical mergers and acquisitions and also
provide a powerful explanation of some oligopolies’ vertical merger
such as Ford, Standard Oil etc, which still influence the global econo-
my. On the other hand, efficiency of vertical mergers and acquisitions
has been the controversy focus of foreign scholars for many years. The
opinion of Chicago School is contrary to Harvard School and post-Chi-
cago School. The Chicago School thinks that the motivation of Vertical
M&A is to improve efficiency and save transaction costs. The Harvard
School thinks that under certain conditions, vertical M&A extend
monopoly power with the leverage. The post-Chicago School thinks
that Vertical M&A have monopoly motivation. And all these results
were further affected by the government’s policy orientation to vertical
merger.

With China’s market economy and capital market’s development,
vertical M&A has been a usual way when Chinese enterprises conduc-
ting mergers and acquisitions, and particularly popularized in petrole-
um, telecommunication, computer, automobile manufacturing and
public utilities etc. The Enterprises spontaneous behavior objectively

requires us to study deep-seated problems together with the reality on
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Abstract

the basis of western scholars’ theoretical study on vertical merger. The
problems concerned includes what are the reasons and background of
Chinese enterprises promoted the implementation of vertical mergers
and acquisitions; what is the characteristics of the industry with many
vertical M&A ; who about the efficiency resulted from the vertical mer-
gers Etc. All the above questions attracted much attention of both en-
terprises and government policies. Therefore, from this angle, this
study is of practical significance. The study aims at objectively under-
standing and evaluating the role of vertical M&A , providing a valuable
reference to the government’s policy making.

Western scholars’ theory and empirical methods of vertical M&A
provide support to the study of Chinese enterprises’ vertical M&A. By
reviewing the history of western countries vertical M&A , this article
summed up the objective needs of vertical merger occurred. By dis-
cussing the current situation of China’s enterprises’ Vertical M&A , the
author summed up the background, industry characteristics and eco-
nomic reasons of Chinese enterprises vertical M&A. Because of its
physical characteristics and its dependence on resources, China’s ca-
pacity-constraint industries always have the motivation of upper longi-
tudinal Merger for stabilizing and controlling the resources supply, for
reducing the transaction cost, and then controlling the industry value
chain. In the new round of reform of state-owned enterprises and the
central enterprises, with their own capital and scale advantages, state-
owned enterprises in capacity-constraint Industries continued to seize
upstream resources, and became the main vertical merger. Relying on
the resources control, it is easy for state-owned enterprises in capaci-
ty-constraint Industries to be monopolies. After a long period of accu-
mulation of capital and technology, maturing industry in China elastic-

constraint industries has vertical merger conditions, and at the same
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time, as the maturing overproduction, fierce competition and other
reasons, these industries had to implement vertical M&A, reduce
costs, control sales channels, capture the market for industrial chain
integration and add the overall value.

After the analysis on the vertical M&A in China, the author also
used financial analysis methods and event-study methodology to analy-
sis the efficiency of vertical M&A , and concluded as the following re-
sults. Although the performance of China’s enterprises was not so good
in the first year after implementing vertical M&A , this adverse impact
decreased in the following years and there was a significant increase in
performance in the second year. Generally speaking, the efficiency of
Chinese enterprises was improved in the long run. Thus, if we look
from the angle of financial performance, vertical M&A is beneficial to
the financial performance improvement to some extent. China’s Market
has a short-term positive leading and lagging reaction. In short-term
it may bring abnormal Return, which shows a market effect. Howev-
er, in a long-term, it will not bring such a good return and market
effect, and this result is counter to the initial assumption.

According to the above empirical study, the author argues that
the vertical M&A is a “double-edged sword” , it promotes enterprises
to achieve economies of scale and improve its efficiency, while it can
also lead to monopolistic tendencies. Therefore, on the one hand, the
government should create a good economic environment and policies to
support this merger when conducting vertical M&A policy and regula-
tion, and on the other hand, the relevant laws, regulations and poli-

cies should be make or revised for proper supervision.
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