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Abstract

Since the end of 1980s’ and the beginning of the 1990s’, a most
remarkable economic phenomenon in international economic activities
appeared; more and more FDI were conducted by means of cross-bor-
der M&A, not by means of Greenfield Investment. Cross-border M&A
has become the most important impulse of FDI increase. Facing the
rapid development of cross-border M&A in more than ten years and
the problems put forward by it, the domestic and foreign academe of
economics still lack deep theoretic research. The existing literature ba-
sically follows the traditional economic theories based on perfect com-
petition, such as neo-classical theory of the firm and theory of com-
parative advantage of international product factors, which analyze
cross-border M&A as corporate behavior to pursue maximized profit all
over the world.

Nevertheless, much economic phenomenon and the positive re-
search about the performance of cross-border M&A indicate that cross-
border M&A isn’t Pareto choice of chasing the most profits all over the
world that described in Neo-Classical Theory. The article considers
that the reason why Neo-Classical Theory can’t explain cross-border
M&A reasonably and roundly is that its assumption is different from
the real economy environment around transnational corporations
(TNCs). As far as TNCs enterprisers concerned, their efforts for the
most profits of stockholders is only one side of the cross-border M&A
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problem. The other side should research from the point of reality and
humanness, which means we should research from the point of the ex-
ternal effect of institutional evolution and the enterprisers’ motivation
that is chasing the most profits of their own. As long as combine the
two sides, we can really understand the fact of cross-border
M&A. So, new institutional economics which studies real corporations
and their institution can offer the new point of view for cross-border
M&A, which means it can supply the losing side of traditional neo-
classical economics theory .

This paper chooses the cross-border M&A as its object, and try-
ing to discuss from a new angle of view under some specific hypothesis
(economic man, nonzero transaction costs, asymmetric information,
limited rationality, incomplete contract, and incomplete competi-
tion). The article is based on the theory of new institutional econom-
ics (mostly using its transaction cost theory, and enterpreneur theo-
ry), and with the main clue of the analysis of transaction costs
(mainly the transaction cost of middle product market and the change
of agent cost which leads to entrepreneur’s opportunistic moetive under
the principal-agency system), it analyzes the motive to the specific
historic phenomenon — more and more transnational corporations con-
duct their external expansion by means of cross-border M&A since
1990s. This is the article’s innovation in methodology distinguished
from others.

The article thinks that the basic reasons arose the rapidly increas-
ing of cross-border M&A during the late 1990s’ are complex and dif-
ferent in different callings and different countries. Well, these facts
incarnate the dynamic mutual effect of the two powers. One is external
impact that all kinds of important institutional evolution all over the
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world effect on the behave choice of TNC, which is the external power
pushing cross-border M&A. The other is all kinds of internal basic
facts pushing cross-border M&A , mainly chasing the most benefits of
stockholders and enterprisers, which is the internal motivation push-
ing cross-border M&A.

Firstly, more and more cross-border M&A appeared after
1990s’. During this specific period institutional evolution stands out all
over the world. For example, at the end of cold war, more and more
countries opened their market and carried out domestic economic re-
form such as privatization ; the economic globalization and area econo-
my freedom develop rapidly; new technology revolution and knowledge
economic age is coming; the enterprisers’ reward system reformed with
the character of executive stock option (ESOQ) after 1990s’. The arti-
cle believes that the change of TNCs behave choice which effected by
external impact of institutional evolution all over the world is just the
external motivation of more and more cross-border M&A, which
means that institutional evolution all over the world can cause the big
changes of the transaction costs’ configuration and content of interna-
tional transaction, especially when the transaction costs for middle
products market are still expensive and more complex. And cross-bor-
der M&A of TNCs is just the internal behavior choice in order to re-
duce transaction costs and improve its competitory superiority.

Secondly, people are the most important factor in organizational
behavior of all kinds of corporations, especially the entrepreneur fac-
tor as the core of corporations’ organization. It depends on the enter-
prisers whether carry out or accept cross-border M&A. According to
the point of new institutional economics, there exists principal-agent
cost because of the separate of ownership and operationship and the
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difference of their goals’ functions between enterprisers and stockhold-
ers; From the point of internal motivation, cross-border M&A has be-
come the internal choice as the result of reciprocity of chasing the big-
gest benefits of stockholders and enterprisers, along with the reforms
of enterprisers’ reward system with the character of ESO become global
institutional evolution and the opportunistic nature of entrepreneur and
the incomplete nature of entrepreneur contract.

So, this paper makes a New Institutional Economics explanation
to more and more cross-border M&A phenomena since 1990s. That is
the motive of cross-border M&A in fact is transnational corporations’
internalization choice aiming at saving the transaction cost and seeking
the competition advantage in the whole world, which is under the out-
side strike of global institutional change, promoted by shareholder’s
interests maximizing and mixed function of entrepreneur’s individual
interests maximization.

In fact, the answers to such a question: why many transnational
corporations are inclined to cross-border M&A but not Greenfield In-
vestment after the middle of 1990s. According to this paper, seen
from the external motive of cross-border M&A, the institutional
change since 1990s’ has changed the orbit of international economy,
avoided a lot of friction in international economy and partly reduced
transaction costs in international economic activities. However, the
transaction cost of the middle product market is still high and compli-
cated. Under the circumstances of global institutional change striking,
because enterprises are fiercer and fiercer in competition, and the
balanced pattern of competition is being broken constantly in the glob-
al range, transnational corporation’s existing competition advantage
change at any time , more and more entrepreneurs of transnational
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corporation are forced to be partial to this kind of convenient means of
cross-border M&A , which is an internalization choice aiming at re-
ducing the middle transaction costs of product market and winning the
competition advantage. Seen from the internal motive of cross-border
M&A, it still lies in;: under the global executive’s salary system chan-
ges characterized by stock option, because the international competi-
tions of enterprises are more and more drastic, and the capital market
constantly exert pressure of high stock price and high growing ability on
entrepreneurs, transnational corporation’s internalization behavior promp-
ted by shareholder’s interests maximization motive and entrepreneur’s op-
portunistic behavior to pursue short-term personal utility ( including
stock option income and reputation effect influencing career prospect)
will change under the specific opportunities. The transnational corpora-
tion will be partial to choose cross-border M&A but not greenfield in-
vestment. The specific opportunities include the impact of financial cri-
sis or carrying on an extensive privatization, having an opportunity to
break through the high barrier in industries such as public utilities and
financial services, practicing resources recombination in excessive
competition and overproduction industries, being more active or follow
to gaming facing the pressure of competition, etc.

In order to prove the conclusion that is logically deduced, classi-
cal case has been used in this paper. The case show that, under the
outside strike of global institutional change, the competition of inter-
national automobile industry become fiercer, this forces automobile
enterprises like Daimler Benz Co. to adopt the expansion form like that
of cross-border M&A to reduce the transaction cost of the middle prod-
ucts market, and to seek the oligopoly advantage brought by scale
economy. As for the entrepreneur, such expansion is to set up an
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“enterprise kingdom” in which profit goal makes way for scale
goal. But as for the shareholder value, this cross-border M&A leading
by entrepreneur has not brought any value creation; on the contrary,
it brought value loss. This has verified the theoretic inference of this
text to some extent. We can say thal the conclusion of this text has
general theoretic meanings. It is suitable not only for cross-border
M&A relying on capital market, but also for those not arising between
listed companies. They are still the internalization choice aiming at re-
ducing the transaction cost and seeking to improve competition advan-
tage. The difference only lies in the form of shareholder’s interests’
maximization and entrepreneur’s opportunism motive.

This paper points out finally, under the pushes of the economic
globalization and global institutional changes, the conglomerating be-
tween cross-border M&A and Chinese economy and Chinese enterprise
becomes closer and closer. On one hand, many transnational corpora-
tions have already succeeded in implementing cross-border M&A in
China. And there will be more and more such transnational corpora-
tions, seeking to form the associated with international competitive-
ness by combination of its own ownership assets and Chinese location
assets which can offer comparative advantages. On the other hand, 20
years’ reform and opening-up has brought up many strong Chinese en-
terprises, and cross-border M&A has become more and more impor-
tant investment choice on their trans-nation road. Facing the tide of
economic globalization and cross-border M&A pushed by transnational
corporations of developed countries, Chinese government and Chinese
enterprise must realize the potential dangerous and think about how to
deal with it. Firstly, from the point of view of government, the most
important thing is to attract and guide the cross-border M&A capital
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actively, and also to prevent the unfair competition and market mo-
nopoly. Secondly, as for Chinese enterprise, we must cultivate its
core competence, strengthen the construction of corporate govern-
ance, and foster a professional entrepreneur team not only knows how
to manage, but also have a global sight to advance overseas M&A and

expansion positively and steadily.

Key words: Transnational Corporation Cross-border M&A

Transaction Cost  Corporate Governance
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