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Abstract—Through the study of relevant theories and 

literatures, this paper describes the impact of government 

intervention on the impact of mergers and acquisitions based on 

the government regulation theory, ownership concentration 

theory and the ultimate control theory. Related theories are 
relatively fragmented and lack of systematic. Through the 

comparison of USA and China, this paper makes some 

suggestions for the future research of emerging market 

government intervention policies and measures. 
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I.  INTRODUCTION 

Both Keynes and Adam Smith argue that government 
intervention plays an important role in the market. Nowadays, 
many countries use their power to intervene in corporate 
mergers and acquisitions. The essence of government 
intervention changed from “Futile Hand”, “Helping Hand” to 
“Grabbing Hand”. Under the guidance of this theory, 
government intervention in corporate mergers and acquisitions 
went through the process of “laissez faire, regulation, 
deregulation, and re-regulation”. Relevant researches and 
theories are related to government regulation theory, state 
intervention theory, political science and other areas. But those 
studies are fragmented, especially in the transition economies. 
Therefore, it is necessary to summarize the research results of 
“motivation and effect of government intervention in enterprise 
acquisition”, and this can provide reference for government 
intervention. 

II. THEORETICAL RESEARCH OF MOTIVATION OF M & A 

There are a lot of literatures about the motives of mergers 
and acquisitions, and the theoretical system is relatively 
complete. At present, there are five major theories to explain 
the M & A (mergers and acquisitions) motivation from 
different angles “Fig. 1”. The synergistic effect is the combined 
benefits of the combined effect of the two companies over the 
expected benefits of their independence [1]. It shows the 
reallocation of capital between the two sides of the capital [2]. 
Transaction cost theory pointed out that mergers and 
acquisitions can reduce transaction costs and improve business 
efficiency. Principle-agent theory argues that the stock price is 
related to the company's management level and the M & A will 
happen when the stock price is low [3]. It shows that M & A 
can improve the management. Holderness and Sheehan's 
research shows that when the acquirers find that when the 

target company cannot play its firm potential due to 
management efficiency and other reasons, the market price is 
lower than it should reach. They have enough motivations to 
acquire the target company stock at this low price. The 
performance of the target company enhances through business 
integration and other methods, so that its share price rose and 
thus gets profit [4]. Bradley, Diesel and Kim (1983, 1988) 
conducted empirical studies based on related data. Their study 
results showed that within 5 years after the first acquisition 
failed, if the target company no longer received the takeover 
offer, its share price fell back to the original level. On the other 
hand, if the target company received new bid offers, its share 
price rose further. They said that this research suggested that 
new information is generated because of the tender offer and 
the hypothesis that “Revaluation is a permanent” is ineffective 
[5]. The permanent revaluation of the target company's share 
price will only occur in a few cases. According to their 
research, empirical evidence is consistent with synergistic 
interpretation. The acquisition does not necessarily mean that 
the target company's share price is underestimated by the 
market or the target company can use its own strength to 
improve management. The manager's pay is dependent on the 
size of the company, so the manager has a strong desire to 
expand the size of the company [6]. Executives are risk averse, 
and their pursuit of size allows their compensation groups to be 
separated to the greatest extent possible, and then linked to 
relatively stable corporate scale factors to reduce their own risk 
of compensation [7]. Both in developed countries and 
emerging markets, motivations of M & A are comprehensive 
and diverse.  

III. RESEARCH BASED ON GOVERNMENT REGULATION 

THEORY 

In the west, regulatory economics is the basic theory to 
explain why government intervene M & A in market 
economies. Government regulation theory has experienced the 
rules of Public interest theory, Group interest theory of 
regulation, Incentive regulation theory, and brings different 
regulatory effects. 
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Fig. 1. Theoretical system of M & A Motivation 

A. Public Interest Theory 

In 1968, Bain created the SCP analysis paradigm 
(Structure-Conduct Performance Paradigm). The SCP proved 
that market concentration would lead to an oligopolistic market 
structure that would lead to oligopolistic market behavior that 
ultimately led to market inefficiencies and overall social 
welfare losses [8]. Therefore, the government should strictly 
control or even split the mergers and acquisitions, to reduce the 
possible market failure brought about by M & A. The empirical 
results show that SOE acquirers outperform POE acquirers in 
terms of long-run stock performance and operating 
performance [9]. 

However, many practices have proved that government 
regulation is not entirely effective, severe anti-monopoly policy 
not only did not solve the market failure, but brought the 
indirect effect of undesirable: Firstly, it suppressed the 
development of efficient large enterprises, leading to economic 
downturn and corporate competitiveness decline in the 70's US. 
Secondly, the concentration of many industries was still 
improving, it means that strict anti-monopoly regulation did not 
reverse this trend. The public interest theory of regulation 
points out the necessity of government intervention in mergers 
and acquisitions and guides the government to correct some 
market failures and unfair behavior in M & A. But the three 
prerequisites of the theory—regulatory agencies have complete 
information, full commitment capacity and work for the benefit 
of the community—have been proved that no one can be fully 
satisfied in the reality; In addition, there are serious 
shortcomings in the SCP paradigm. There are many problems 
that can refute it in practice, and the regulation effect is 
unsatisfactory. The theory has been criticized by scholars and 
directly led to the appearance of Group interest theory of 
regulation. 

B. Group Interest Theory 

 In 1971, Stigler incorporated political action into the 
framework of Supply-demand analysis of economics, then 
created interest group regulation theory [10]. In this theory, the 

politician is a “economic man” with a variety of “selfish” 
motives that can rationally maximize his own interest. Interest 
groups improve the welfare of the group by providing what 
politicians need (such as political support, bribery) to persuade 
the government to implement self-interest policies. government 
interventions in the banking sector deteriorate the credit risk of 
sovereign debt [11]. Because of the existence of rent-seeking 
government regulation will distort the market efficiency [12]. 
More specifically, government regulation cannot solve the 
problem of unfair competition, and it is against the increase of 
efficiency. So, regulation should not be implemented on 
corporate mergers and acquisitions. 

Group interest theory of regulation seems to be more 
reasonable and profound to assume that government is a 
“economic man”. However, the static analysis method and 
market self-improvement hypothesis of the Chicago school 
lead to the one-sidedness of its theoretical derivation and 
conclusion, and its policy of competition substitution 
regulation has repeatedly been questioned and challenged in 
the practice of mergers and acquisitions. At the same time, 
from the perspective of interests, it cannot fully explain the 
behavior that government put public interest above the interests 
of various groups. 

C. Incentive Regulation Theory 

Since the 1980s, Incentive regulation theory, which fully 
considered that the information is not sufficient and market is 
not complete, has brought a revolutionary breakthrough to 
Regulatory Economics. Incentive regulation theory absorbs 
lasted achievements in microeconomics such as Information 
Economics and Incentive theory and argues that under the 
condition of information asymmetry, the regulation problem is 
essentially an incentive problem in the Principal-agent Theory. 
Although the perspective of government regulation research 
has changed from “why regulation” to “how to regulate”, this 
change implied the motives of government regulation: First, the 
government regulation seeks for public interest. After 
introducing the Game Theory and incomplete information, 
Laffont and Tirole [13] pointed out that due to the existence of 
information asymmetry, sunk costs, network externalities, etc., 
enterprises will carry out some strategic behaviors (such as 
Barriers to entry, Tacit Collusion) to change the market 
environment and squeeze out the competition. Thus, the market 
is largely imperfect, and there is a market failure, so 
government regulation is indispensable. The government's task 
is to give full play to the market's incentive and resource 
allocation function and build enterprise incentive contract to 
maximize the social welfare [14]. Second, the government is a 
representative of special interest groups. Based on adhering to 
the motives of government groups' interests, the follow study 
of Laffont and Tirole [15] absorbed the non-holistic view of the 
regulatory system at the frontiers of political science, dividing 
the regulatory agencies into regulators (supervisors) and 
congresses (clients). Laffont argued that regulators are self-
serving “economic person”, so regulators may be used by 
enterprises or interest groups, thus he developed a three-tier 
structure of principal-agent theory of the interests group—
considering the incentive to the regulated enterprises, the 
theory emphasizes constraints and control to regulators. 
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Incentive regulation theory has revised the shortcomings of 
traditional regulation theory to a certain extent, and realized the 
integration of government regulation theory of Public interest 
theory and Group interest theory. But it is not simply a 
revitalization to the Harvard School's strict interventionism, it 
is still convinced that the power of the market is more effective 
than the regulatory policy; the government intervention is only 
for the market to run more effectively. Although the Game 
theory model provided by this theory is very close to the 
complex behavior of enterprises, there are some difficult to 
overcome defects in its overly fine assumptions, complex and 
profound mathematical model and the tool itself. It is difficult 
to really play a useful role in the research and practical 
application of practical problems which is directly related to 
regulatory policies. At present, there is not enough empirical 
analysis to verify whether it is useful. 

Under the influence of incentive regulation, governments 
have strengthened the "re-regulation" of corporate mergers, 
changed their loose regulatory stance, and turned to prudent 
and moderate intervention [16]. 

As shown in “Fig. 2”, regulatory economics reveals the 
evolution of government intervention in corporate mergers and 
acquisitions. 

IV. RESEARCHES ON THE OWNERSHIP CONCENTRATION 

THEORY 

In china, government holds absolute control of the State-
owned enterprise. Scholars explored the effect of government 
intervention in mergers and acquisitions based on empirical 
study on the impact of state-owned share on M & A 
performance and then revealed the motives of government 
intervention in mergers and acquisitions. According to 
ownership concentration theory, the major shareholders will 
implement the tunneling behavior only considering maximizing 
their own welfare [17]. But it may also reduce the interests of 
the infringement and conducive to the improvement of 

corporate value because of the supervision of large 
shareholders on the management effect. Government 
interventions affect corporate policies differently and have 
opposite effects on financing policies: while firms with higher 
level of government ownership tend to use higher leverage, 
more long-term debt and hold less cash [18]. Researchers 
found that the proportion of the largest shareholder is positively 
correlated with the performance of M & A, but is significantly 
negative with the impact on long-term M & A performance 
[19]. Many M & A contrary to the wishes of enterprises, not 
only failed to manage the loss of enterprises, but also dragged 
the advantages of enterprises and distort the allocation of 
resources. However, more scholars have confirmed that the 
impact of state ownership on corporate mergers and 
acquisitions has a two-sided nature. It is possible to seize 
corporate wealth through political intervention, or to increase 
corporate value through corporate governance and preferential 
treatment [20]. Blanchard and Shleifer also pointed that one of 
the important reasons for difference of economic growth 
between China and Russia since 1989 is the quality of the 
government [21]. Therefore, both grabbing effect and helping 
effect coexist in the government intervention M & A form the 
enterprise. However, scholars generally recognized that the 
goal of government intervention in mergers and acquisitions is 
to achieve a variety of public governance objectives from the 
effect of macroeconomic intervention. Thus, even if there is 
administrative intervention by the government regardless of the 
interests of the enterprise, its motive is still to maximize the 
pursuit of social welfare “Fig. 3”. 

Most scholars just inferred the motivations of intervention 
through the empirical results of government holding and 
intervention. They didn’t establish a standardized economic 
theory model to analyze the government intervention and 
analysis of the formation of government action mechanism 
based on the perspective of political science, resulting that the 
reality of the existence of government mergers and acquisitions 
of private interest cannot be explained reasonably. 
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V. RESEARCHES ON THE THEORY OF ULTIMATE CONTROL 

OF GOVERNMENT 

In recent years, Ultimate control theory pioneered by La 
Porta has provided a new perspective for the study of 
government intervention in transitional economy [22]. Based 
on the Ultimate control theory, Shleifer proposed different 
views about the motives of the government intervention [23]. 
After the study of transition that happened in some transition 
countries (Eastern European countries and Russia), Shleifer 
found that when government gain the ownership and control of 
enterprises to effectively control enterprise through pyramid 
control, cross-shareholding and other methods, government has 
become the ultimate controlling shareholder of the enterprise 
[24]. Government not only provides regulation and guidance 
for M & A but also determines the decision of the enterprise M 
& A as the ultimate shareholder [25]. The government has a lot 
of social responsibilities and motives and abilities to impose its 
social goals on the enterprise naturally [26]. Many scholars 
have proved that the phenomenon of Ultimate Control of 
Government is remarkable in developed economies (such as 
Finland, Norway, France, Japan, Singapore and other 
countries), emerging economies (such as India, Malaysia, the 
Philippines and other countries) and transition economies (such 
as China, Hungary, Russia, Czech and Slovakia and other 
countries) [27]. Shleifer and Vishny created a series of 
“grabbing hand” models including rent-seeking models, 
corruption models, privatization models and game models 
between politicians and businesses, demonstrating that in the 
context of lack of external checks and balances and other 
shareholders' supervision, the goal of government intervention 
to use government-controlled property to pursue the 
maximization of the interests of politicians or groups. Only 
when the political interests of the government coincide with the 
social welfare, social welfare will be improved. 

From the term of effect of intervention, the government will 
intervene M & A to pursue its political goals (such as rent-
seeking, encouraging employees to hire surplus employees and 
seeking political support) which will result in enterprise do not 
target the maximizing value and resulting in “plunder” effect 
[28]. The motivation of government support business is 
implementing tunneling behavior in the future even though it 
will implement countervailing and carry out the interests of the 
company [29]. Government behavior has brought inefficiency 
or low efficiency of resource redistribution and M & A, and 

induced the government's political association, bribery and 
other actions that would lead to huge losses of social efficiency 
and economic slowdown. Shleifer also points that government 
property under the socialist system has greater power and 
greater damage to the economy than the capitalist system. 

Ultimate controlling theory argues that the reform must 
meet the political interests and constraints, as much as possible 
to reduce the damage to government failure. This considerate 
the real political environment of the government's ultimate 
holding area in a deeper extent. However, the theory of 
ultimate control of the government is mainly based on 
empirical research, and the theoretical analysis of normative 
economics is relatively inadequate. Complete theoretical 
system is not built for the internal mechanism of intervention 
and the transmission mechanism. At the same time, only 
recognizing the government's selfish motives are biased is not 
entirely in line with the reality. 

Theory of Ultimate control of government is more suitable 
for the actual situation of China under the socialist system. A 
series of case studies show that government intervention in 
mergers and acquisitions is related to the personal goals of 
government officials, such as the promotion of posts, the 
stability of power, the power of resources and gray income [30]. 
The theory believes the government intervention based on 
group interests is a grabbing hand and cannot help the company 
achieve long-term improvement. Peng et al. [31] demonstrated 
that the government would actively support its holding 
companies to maintain “shell” resources and obtain refinancing 
qualifications, but the support is usually followed by more 
serious emptying. From the view of macroeconomic point, 
although the government intervention is to achieve the 
structural adjustment and solve the employment problem, the 
local government just wants to obtain the promotion of the 
performance of the project. It contributed to the government 
rent, rent-seeking and other acts of corruption instead of 
conducing to the rational allocation of resources and efficiency 
[32]. Xia Lijun and Fang Yiqiang [33], Pan Hongbo et al [34] 
distinguish differences of intervention motive between the 
central government and local government. They pointed out 
that the purpose of local government intervention in corporate 
mergers and acquisitions is to achieve the personal goals of 
government officials or group interests through empirical 
research. Central government’s intervention in corporate 
mergers and acquisitions is more from the development of 
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macroeconomic public interest motives because of greater 
emphasis on macroeconomic development of the public 
interest and overall interests. Zhang Weidong et al. [35] argued 
that the plundering and supportive effects of government 
intervention should coexist, and Pan Hongbo and Yu Minggui 
[36] furtherly pointed that the support effect of government 
intervention should be dominant. With the tilt of local officials' 
performance evaluation to regional public governance, the 
personal objective function of local officials and the overall 
development of regional economy are becoming more and 
more consistent, and government intervention in enterprise 
mergers and acquisitions will gradually be standardized. It will 
be conducive to the overall development of regional economy 
[37]. 

China's empirical research results argue that the different 
levels of government have different target structure. Group 
interests and public interest motive coexist. Grabbing hand and 
helping hand coexist. It broadened the conclusion of Shleifer, 
but its research methods are still limited to case studies or 
variables, and the analysis of normative economics is relatively 
inadequate. 

“Fig. 3” shows the evolution of the motivations and effects 
of government intervention in M & A under Ownership 
concentration theory and Ultimate control theory. 

“Fig. 4” shows the government intervention theory frame in 
M & A. 

Research on the Comparison of Government Intervention in 
M & A between usa and china 

Mergers and acquisitions in USA are the most typical in the 
western. USA has the most prosperous economy and M & A 
activity is the most active, several major waves of mergers and 
acquisitions are caused by it. China's government intervention 
is different from the USA. The government promulgated laws, 
regulations and policy measures to manage corporate mergers 
and acquisitions, rather than a special system of corporate 
mergers and acquisitions. As the world's first and second 
largest economy, the USA and China are representatives of 

economic liberalism and government interventionism. Table Ⅰ 

shows the progress of government intervention in this two 
countries. 

The intervention of the US government on corporate 
mergers and acquisitions is mainly reflected in the two aspects: 
restriction and support. On the one hand, taking restrictive 
measures on those who hinder the fair competition in society 
order to properly protect the interests of stakeholders through 
the anti-monopoly law, resulting in social welfare loss of M & 
A. On the other hand, for the sake of economic development, 
the government has adjusted measures in legislation from time 
to time to support mergers and acquisitions that are conducive 
to economic development. The government intervention in the 
United States emphasizes the application of legislation and 
economic leverage to indirectly guide corporate mergers and 
acquisitions, rather than direct interference. The Chinese 
government often intervenes in mergers and acquisitions as a 
state-owned asset agent. On the one hand, it promotes 
corporate M & A, enhances the competitiveness of enterprises 
and reduces the number of loss-making enterprises through the 
allocation of assets and other ways. On the other hand, it uses 
social management functions to manage corporate mergers and 
acquisitions, to resolve conflicts of interest and protect the 
interests of countries and businesses.  

TABLE I.  GOVERNMENT INTERVENTION PROCESS IN USA AND CHINA  

Nation Time Feature 

USA 

1890s No intervention 

1920s Limit horizontal mergers 

1950s Limit horizontal and vertical mergers 

1970s Deregulation 

1994-2016 
No limit 

Encourage and support M & A 

China 

1984-1987 
Government-led  

Administrative coercion 

1988-1992 Government-led 

1992-2001 
Government-led reduced 

Market-led increased 

2002-2016 Government&Market-led 

Ultimate 

Control

Theory

Rear view

Interventio

n goals

Market Failure

Government Failure

Target layer

Theory layer

Basis layer

Fig.4 Government intervention theory in M&A frame
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VI. CONCLUSION 

From the macroscopic perspective, the government 
regulation theory went through the Public interest theory, 
Group interest theory, and Incentive regulation theory and 
achieved integration of the public interest motive and group 
interest motivation. From the microcosmic perspective, theory 
of Ultimate Control regards government intervention as an 
endogenous variable in corporate mergers and acquisitions that 
is for the realization of private interests, and brought a series of 
“plunder” effect resulting in huge loss of efficiency. Research 
in this area is still facing new challenges in research content 
and research methods. Related theories are relatively 
fragmented and lack of systematic. The government regulation 
theory focus on the macroscopic perspective and the ultimate 
control theory focus on the microcosmic perspective. They lack 
relevance with each other so the researchers can consider 
integrating them into a system in the future. Studies on 
emerging market are too few. The government regulation 
theory is based on the western market and cannot explain the 
problem of emerging market. The ultimate control theory 
provides a new perspective for the research in the transition 
economy, but the mechanism still lacks systematic and in-depth 
research on the mechanism of government intervention in 
mergers and acquisitions. The relationship between the equity 
structure and the value of the firm should be complex, 
comprehensive. The problem need to be solved in the future 
that what kind of mechanism does government shareholders 
influence the behavior of M & A and how to realize the pursuit 
of control right in M & A. 

Based on the analysis of this paper, the countries with 
emerging markets has some directions of reform in the future. 
Mergers and acquisitions ultimately rely on the main market 
behavior to achieve. It is necessary to improve the market 
mechanism and take full advantage of the regulatory role of the 
market. The self-interest motives of government departments 
and the motivations of government officials need to be 
eliminated. It also need to establish a sound supervision 
mechanism and regulate the rules of the market. 
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