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Related-Party M&As and the Reliability
of Performance Commitments

LUO Jin-hui, HUANG Li-ming, LI Xue

Abstract: In recent years, the outbreak of the default of performance commitments in China’s
M&A market has arouse the attention of investors and regulators in the capital market. Using the
samples of M&A events with performance commitments in China’s capital market from 2009 to
2019, this paper finds that: ( 1 ) compared with non-related-party M&As, the reliability of the
performance commitments is lower in related-party M&As; ( 2 ) higher institutional ownership can
weaken the negative relationship between related-party M&As and the reliability of performance
commitments; ( 3 ) compared with SOEs, the negative relationship between related-party M&As
and the reliability of performance commitments is more pronounced in non-SOEs. Further analysis
shows that the target firms in related-party M&As are likely to issue more aggressive performance
commitments. The controlling shareholders are more inclined to acquire target firms with poor
profitability. The higher equity payment can significantly weaken the negative impact of related-
party M&As on the reliability of performance commitments. These findings offer a reasonable
explanation for the outbreak of the default of performance commitments, and are helpful for
regulators and investors to better identify the motivation of controlling shareholders and monitor
their behavior in related-party M&As.

Key words: related-party M&As; performance commitments; controlling shareholders;
institutional ownership; nature of property rights
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