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Abstract

" There are more and more Chinese fisted companies take the cross-border mergers and
acquisitions (M&A) in recent year, but the M&A performance are not well in generally.
'}ensen’s free cash flow [F(EF) hypothesis was introduced in 1986. According to the FCF
Fiypothesis, FCF has a negative relationship with M&A performance. This study is to
e>..<amine the effect of FCF influence on Chinese listed companies’ cross-border M&A
pg’_r_formance. In addition, this study also examine the relationship between ECF and

corporate ownership structure, and examine the relationship between FCF and type of

M&A. The data consist of 39 cross-border M&A deals from 2000 to 2008 and 36 Chinese
A ﬁare listed companies from Shanghai Stock Exchange and Shenzhen Stock Exchange.
The windows period is 5 years. Data are collected from CSMAR database of Shenzhen

G:u_c_iTaiAn Information Technology (GTA) and Chinese official websites of security.

-ounting research methods and Principal component analysis are used to evaluate the
M’&:'A_ performance of every sample deals in this study. Descriptive Analysis and multiple
1 regression analysis are used to test the research questions of this study. The resuits
_e.résea rch present that the FCF has a positive effect on Chinese listed companies cross-
border M&A performance. The listed state-owned companies have higher FCF rate than
te-owned companies before take cross-border M&A. Companies with higher FCF
te preter choose horizontal M&A to vertical M&A in cross-border M&A. Private-owned
companies’ cross-border M&A performance are better than state-owned companies’.
The cross-border vertical M&A performance are better than the cross-border horizontal

M&A performance.

Keywords: free cash flow hypothesis, cross-border M&A, Chinese listed com pany
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Chapter 1: Introduction

.1 Research Background

Merg'ers and Acquisitions (M&A) are common financial news. In fact, M&A activities can
raced back to the 19" century. So far, we have experienced five Mergers and
isitions Waves. The 1% M&A wave began from 1880 and lasted 24 years; the
tegic _background is the realization of monopoly rents by horizontal takeovers. The
&A wave appeared from 1916 to 1929, and the strategic background is the vertical
't'egré’_tion to gain control of the complete value chain. The 3" M&A wave appeared
_'65 to 1969; the strategic background is the 3™ technological revolution which
stimulated the conglomerate M&A, and the scale and speed was far large than the past

o M&A waves. From 1981, the 4™ M&A wave appeared because companies want back

and decline of the European and American countries’ economic growth as well as the

influence of “9.11” incident, the wave of global cross-border M&A showed sign of
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ECWing. But locking at the trends of long-term development, cross-border M&A will
ﬁfinue to develop. It is interesting that when the cross-border M&A wave s receding
n;&évetoped countries, it is spring up in developing countries. More and more
ompanies in developing countries are joining the global cross-border M&A wave,
fally the companies 'in emerging markets. It is more interesting to note that in
_ i.b'US cross-border M&A cases, the role of the companies of developed countries are

idder companies and the companies of developing countries are target com panies, but

ow, this situation is shifting into reverse (CAPITAL GROUP, 2014).

ecent years, many Chinese companies have ventured overseas to extend their
sinesses. In the long run, globalization can help enterprises purchase raw material,
esearch and develop new technology, sell products and attract talents in a larger scope.

a'-_r__e very important for growth of companies. (Liu, et al., 2011)

cording to the data of China’s Ministry of Commerce, Chinese companies’ foreign
nvestment grew 16.8% year-on —year, and their investment performance is better
h_ word’s average level. Under globalization, Chinese companies’ foreign
ent has accelerated. As the .same time, the foreign exchange reserves of four
on doflars and the internationalization of Renminbi (RMB) has sped up capital output.
ergers and Acquisitions is one of the main ways of company expansion. George. J.
gl r."(:1950) said, “Almost all of American companies expand themselves by means of
rgers and acquisitions.” There is no exception for Chinese companies which want to
-Qlaylir'n portant roles in global economy. China’s Ministry of Commerc.e also declared that
r0554b0rder mergers and acquisitions activities in China in 2013 were also active, and
howed a sharp rise in amount and scale. In 2013, Chinese companies completed 138
r_dss-border M&A with an average transaction of $51.463 billions, rising 53.7%

Lompared to the amount of $33.483 billion in 2012, Cross-border M&A becomes the
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that many Chinese companies’ cross-border M&A are not going smoothly. A series of
f’u_dies (Liu, Low and Niu, 2013; Kling and Weitzel, 2012) presented that the success rate
_o_f'Chinese listed companies’ cross-border M&A is smaller than its failure rate, and the

M&A performance lacks sustainability. So, this phenomenal arouses researcher’s interest

_ INTH International University (2014)



their own interests. This study base on the free cash flow and through research
tionship between the free cash flow and the performance of M&A to judge

er the agency problem is one of factors that impacts Chinese listed companies’

oss:border M&A performance.
Problem Statement

e M&A performance is an issue which has been researched by many researchers,
especially in the west. Mergers and Acquisitions in Western countries has a history of
re than 100 years, and the research on M&A has been very active since the 1960. This

search is mainly related to M&A motivation and M&A performance. The research on

INTHnternational University (2014)



MS}A is relatively mature, and it has formed a consensus on systemic M&A theory and

tical motivation. However, in the research on M&A performance, the measurement
mefh‘ods are different, but their research results are similar. The -Business Week had a
af!ed research for the giant M&A activities in United State, and the result showed that
'o_st all M&A had not échieved the Synergistic effects which was expected. On the
ther Ea nd, many M&A activities ultimately harm the shareholders’ value (Bruner, 2003).
ece.nt years, western scholars focus mainly around three aspects; the theory of M&A
rformance, the evaluation method of M&A performance and the empirical research.
out extensive and in-depth research on the problems of M&A performance.
_se;rchers have done research on the M&A performance based on the Agency
heory and Free Cash Flow Hypothesis, Gregory and Wang (2013), and Uddin and
{2009}, got quite different results. Many results support the FCF Hypothesis
N é' didn’t support (Gregory & Wang, 2013). Steven B. Perfect{1995) found that
Hypothesis is supported in the short-term, but there is no evidence to support

Hypothesis in the long-term.

-development of the economy and the increasing number of M&A events,
i ,_nﬁore Chinese researchers are interested in researching the M&A performance _
ese-_-.companies. In China, empirical research on Chinese companies’ M&A
iormance were done by means of foreign evaluation of M&A performance. Most of
ud es are based on Chinese companies’ domestic mergers and acquisitions, and
uced the different research results. The results of studies show that the corporate
DEF_:S.hlp structure has significant influence on the M&A performance in China. The

te 'v:med companies” M&A performances are better than private companies’” M&A
rformance (Chi, et al., 2011). The reason of this result may be due to Chinese
ernment support for the state-owned companies. Some results of studies also show

at the vertical M&A or horizontal M&A has significant influence on the performance
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