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(Merger in Economic Transition Period)

Abstract

Merger as a mechanism in economic development has become a
part of market mechanism. It can be seen clearly by surveying the
history of economic development that merger has played an
important role in promoting concentration of capital and
development of economy in industrialized countries. Now this
mechanismis coming into being and playing its role in our country.
Merger involves many aspects in the transition period from high-
centralized planning economy to market economy in China. So the
study of it not only has practical value also possesses important
theoretical significance. Here, this dissertation works at merger in
this transition period, giving its theoretical reflection in the sense of
macro-marketing management.

The dissertation falls into five chapters, approaching the
mechanism of merger from several layers---entreprises, industries
and cyclical movement of economy. Also it analyzes external market
environment of merger in our country in view of property right
market and capital market. Finally it systematically introduces and
makes an comparative analysis of legal systems and government
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regulations on merger of principal countries in the world.
Accordingly, the author puts forward his opinion about the policy
and laws of merger in our country. Its analysis strives to aim at the
practical nature of economy in China’s transition period.

Chapter One classifies the theoretical presumptions illustrating
various motives of merger into two categories: cost theory and
benefit theory. The former is further divided into theories of
equilibrium cost, transaction cost and other costs. Chapter One
especially makes a distinction between the motives of merger: the
motive of competitive entreprises and the motive of government-
orientated entreprises withythe nature of market competition in
accordance with the characteristics of China’ s transition period. And
it goes further to analyze the motive of merger of the government-
orientated entreprises.

Still Chapter One further analyzes the connotation of operation
scale, in which economic scale concerns about analysis of cost. The
decrease of equilibrium cost can not necessarily increase entreprises’
profits. It has something to do with market life cycle period in
which products exist. That is, it depends on the variation of demand
and supply curve of the products. Another thing about scale
operation is scale benefit without changing equilibrium cost, which
stems from the increase of market share of products, not from the
decrease of cost. Comparatively, scale economy is of more
importance to optimization of resource allocation. What the author
advocates here is to lay emphasis on the difference of relationship
between the two way of concertration capital in relation with
economic growth—scale operation of economic scale and general
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operation of scale.

At the initicial stage of our market economy, opportunist
performance adds external cost to the damaged entreprises. As a
means to solve external problems, merger can be used to control
external cost when cost of negotiation in solving these problems is
too high. Here cost of negotiation mainly refers to the cost resulting
from the idle situation of production elements due to the time spent
waiting for the negotiation result.

Chapter One also states that the expension of merger is a way of
operation of capital. Compared with the expension of building new
entreprises, the expension of merger is mainly to save time cost,
which can be measured by opportunity cost of asset of target
entreprises. What merger accounts for in decreasing specialized use
of asset of hitec products usually lies in the comprehensive
application of multitechniques. Because of the confidencial monopoly
of techonology, endproducts of hi-technology is usually the
agglomeration of products in a system, which are produced by
several producers. Various technological standards must be laid
down integratedly within a system. In this modern cooperative mode
of production of multiple producers the more the number of
producers involved, the greater the risk will be. Because, to any
producer, the specialized use of asset is subject to more producers
rather than to one producer. So the characteristics offspecialized use
of assest becomes more apparent. Thus the function of merger of
producers within a system as to reduce risk and trade cost resulting
from multiple negotiation becomes more striking.

With the reform of economic system, the central government

3



and local governments have carried out decentralized management of
entreprises. local governments are entitled to control state-owned
entreprises to sme degree. The structure of property right of
stateowned entreprises bears the feature of an entrust-agent
relationship from central government to local government and to
stateowned entreprises and has a nature of intercourse with
government organization at central and local levels. Based on the
agent relationship at different levels the performance of local
government and state-owned entreprises can be analyzed as that of
internal body. Compared with the central government, the local
government acts as “internal role”. On this condition, the merger
indicates beneficial relationship between cooperative competition and
non-cooperative competition among the central government local
governments and entreprises to a certain extent.

Chapter Two analyzes the relationship between merger and
efficiency of resource allocation. In the sense of macro economy, it
discusses the influence of merger on efficieny of resource allocation
within industries, between indusries and among different regions.
And it acknowledges entrepreneurs as a special factor and analzses
their influence on resource allocation and the function of merger on
entrepreneur resource allocation.

The author thinks that the representatiive theories of economics
on resource allocation fall into two relating to the two explanations of
motive power of economic growth. One is the theory of equilibrium
of neo-classicalism, with maginal analysis as its core. The Marginal
concept mainly matches with the concept of increment. According to
this theory, with the equilibrium allocation of marginal increment,

4



the transfer of resource storage can not stimulate economic growth.
Reallocation of resources occurs only in time of economic expension.
Another theory is structurlism, whose fundmental concept is that in
different departments, labor and capital revenue often exist under
the condition of non-balanced difference. So if labor and capirtal are
expended differently, they may bring about systemetic difference in
benefits. With the total amount of resource in a system unchanged.
resources can be transfered from less-efficient entreprises to high-
efficient ones, which can result in economic growth. H. Chenery
even thought reallocation of resources can be considered as an
“increase factor.” The theory of structurlism lays emphasis on the
effect of reallocation of resource storase on eeonomic srowth.
Chenery once pointed out that the unequilibrium phenomenon
in the factor market of developing countries was much more
striking, thus, it was more important for developing countries than
for developed ones to realize the potential of resources in
reallocation. And our country is a developing country at an economic
transition stage, one of the problems is the problem of various
storages formed in planning economy. Merger is a way to solve this
problem but is limited to many complicated problems of storage.
This chapter makes a careful analysis of the efficiency of resource
reallocation resulting from merger within industries, between
industries and among regions. It also states that with the founding
of modern system of entreprises, entrepreneurs as a special resource
will become scarce in China for the time being. So this chapter also
studies the significance of optimizing resource allocation of
entrepreneurs as a result of merger in solving the problem of
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