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Abstract 
The spread of COVID-19 is still continuing, and the economies of various countries are 
experiencing fluctuations more or less. Governments of various countries have come up 
different kinds of policies to deal with economic fluctuations. It can be said that the 
economic environment and policies are volatile. In this context, the research attempts to 
study the relationship between economic policy uncertainty and M&A activities, and 
creatively takes the personal characteristics of the chairman into consideration. The 
result shows that economic policy uncertainty is strongly negatively associated with 
mergers and acquisitions (M&As). Moreover, this relationship is more pronounced when 
the of the chairmen are older or have higher degree. The research can help people 
understand newest conclusions of the relationship between economic policy uncertainty 
and M&As, and learn about what role the chairman's personal characteristics play in that 
relationship. It can not only enrich the literature about economic policy uncertainty and 
M&As, but also provide suggestions for corporates to invest and government to 
formulate and adjust economic policies. 

Keywords 
Economic Policy Uncertainty; Mergers and Acquisitions (M&As); Personal 
Characteristics of Chairman. 

1. Introduction 

In the context of the current global outbreak of COVID-19, the economies of various countries 
have experienced more or less fluctuations, such as "U.S. stocks have broken four times in 10 
days ", "FTSE 100 index once fell below 6%", etc. Correspondingly, governments of various 
countries have introduced various rescue policies. For example, the Federal Reserve has 
provided US$4 trillion to stabilize the financial market. British self-employed individuals can 
apply for subsidies of up to £2,500 per month. Facing the continuous fluctuations in the global 
economy, governments have increased their control of their own economies, using active 
monetary and fiscal policies to stimulate economic growth. The government plays an important 
role in regulating economic growth, but it has to face greater negotiation costs when 
introducing new economic policies. Economic policy uncertainty is the main factor that affects 
a company's cost, selling price and profit. What’s more, economic policy uncertainty affects the 
company's investment behavior by changing the economic environment in which the company 
is located. 
In essence, M&A activity is an investment strategy of enterprises. After the 1980s, China began 
to carry out reforms at the enterprise level, gradually delegating management rights to 
enterprises, and expanding enterprise autonomy. This reform has greatly improved the self-
management of enterprises in the process of production and operation, and laid the 
institutional foundation for Chinese enterprises to develop and expand M&A activities. In 
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addition, M&As represent a large amount of capital redistribution. For example, the total annual 
transaction volume in the United States is approximately $1.34 trillion (Bonaime et al., 2018). 
The huge scale of M&As and the ability to create synergies make M&As very important to 
academia, practitioners and decision makers, which is why I choose to study this issue. 
For a long time, the impact of economic policy uncertainty on M&As has had different research 
conclusions, so this research will help people understand the relationship between economic 
policy uncertainty and M&As by using the newest data the financial crisis, which are time-
effective and accurate. Besides, there is no research to directly study the role of the chairman’s 
personal characteristics in the relationship between economic policy uncertainty and M&As. It 
may be a new breakthrough. Finally, the literature on the uncertainty of economic policy mainly 
stayed in the enterprise investment, whose scope was too wide. This research focuses on the 
M&A activities in corporate investment. It not only enriches the literature related to economic 
policy uncertainty, but also enriches the literature in the field of corporate investment, and can 
also provide reference for corporate M&A activities. In addition, it can provide reliable 
references for the government to formulate and adjust economic policies. 

2. Literature Review and Institutional Background 

2.1. Review of Relevant Literature on Economic Policy Uncertainty 
2.1.1. The Impact of Economic Policy Uncertainty on Micro-Enterprise Behaviors 
Economic policy uncertainty has a significant impact on corporate investment, innovation, 
capital structure adjustment, earnings management, executive changes, financialization, stock 
price changes, and tax avoidance (Jens, 2017[22]; Chen et al., 2018[12]; Chen et al., 2016[11]; Gu et 
al., 2018[18]; Peng et al., 2018[34]; Wang et al., 2018[44]). More and more scholars focus on the 
impact of economic policy uncertainty on corporate investment behavior. On the one hand, 
some scholars believe that economic policy uncertainty will increase the difficulty of corporate 
management being supervised as well as the tendency of management to overinvest[37] (Shen 
et al., 2012). On the other hand, some scholars have suggested that economic policy uncertainty 
will increase the value of options. If a company invests in the current state, it means giving up 
the right to invest when the uncertainty in the future decreases, which is the opportunity cost 
that the company bears. Only when the company's expected investment income is greater than 
the sum of the investment cost and the opportunity cost, the company will choose to invest. 
Because economic policy uncertainty will increase the value of companies waiting for new 
information in the future, it will inhibit the current investment behavior of companies[4] 
(Bonaime et al., 2018). 
Li & Yang (2015) found that increasing economic policy uncertainty would reduce the level of 
corporate investment, and this impact was particularly significant after the 2008 financial 
crisis[29]. Factors such as the irreversibility of corporate investment and learning capabilities 
can promote the negative impact of economic policy uncertainty on corporate investment. Jin 
(2016) believed that increasing policy uncertainty will increase the financing constraints of 
enterprises, thereby reducing their investment behavior[25]. Rao (2017) found that increasing 
economic policy uncertainty would significantly reduce the level of corporate investment[35]. 
Xu & Wu (2018) found that economic policy uncertainty could reduce market arbitrage space, 
which has a negative effect on the financial investment of companies[50]. Xu (2020) believed 
that rising economic policy uncertainty has led to an increase in the cost of investment in 
physical assets, thereby inhibiting corporate entity investment activities[49]. Besides, market 
competition and corporate governance strengthen this relationship, and government 
intervention will weaken this relationship. 
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2.1.2. The Impact of Economic Policy Uncertainty on the Macro Economy 
In fact, economic policy uncertainty has a significant negative impact on a country’s economic 
growth, brings negative market expectations to economic individuals and ultimately inhibit the 
country’s investment and consumption accumulation, which result in a slowdown in economic 
growth[52] (Yang et al., 2014). For example, economic policy uncertainty will reduce consumers' 
willingness to invest, thereby inhibiting housing market demand and triggering large 
fluctuations in housing prices[53] (Zhang et al., 2015). 
Jin (2014) used the FAVAR method to analyze the effect of changes in policy uncertainty on 
China's macro economy[26]. The empirical results show that the increase in policy uncertainty 
will adversely affect GDP, investment, consumption, exports, and price changes, as well as 
depreciating the real effective exchange rate in the market and reducing stock prices and real 
estate prices. Zhang & Wang (2016) found that during an economic downturn, policy 
uncertainty will have a positive impact on output growth by boosting consumer confidence and 
stimulating corporate investment demand; During the economic boom, consumer confidence 
and bank credit channels have almost no impact on the output growth effect of policy 
uncertainty[54]. Xu & Wang (2019) studied the impact of policy uncertainty on the macro 
economy from both empirical and theoretical perspectives. The study found that rising policy 
uncertainty would lead to a significant drop in output and price levels, which manifests as a 
negative demand shock[51]. 

2.2. Relevant Literature Review on the Motivations of Corporate Mergers and 
Acquisitions 

2.2.1. Internal Motivation for M&A 
The existing research on the influencing factors of M&As mainly focuses on agency theory 
(Jenson & Meckling, 1976[23]), transaction cost theory (Williamson, 1998[46]), market power 
theory, efficiency theory (Li et al., 2011[30]), arrogance theory (Xie et al., 2011[48]) and so on. 
With the changes in the environment and the deepening research, scholars have explored the 
influencing factors of M&As from a more detailed perspective, including the characteristics of 
directors, geographic factors, and target industries. Chen et al. (2016) found that the more 
female directors, the fewer M&A activities and the smaller the scale of M&As[11]. Based on the 
theory of fear management and post-traumatic growth, Shi et al. (2016) found that the death of 
independent directors would make CEOs re-evaluate the priorities in their lives and reduce the 
importance of external goals in decision-making, which led to the reduction of CEO’s M&A 
activities during the death of independent directors[38]. Chakrabarti & Mitchell (2016) believed 
that compared with unrelated M&As, a longer geographic distance will reduce the possibility of 
completion of related mergers[15]. Furthermore, the more experience in related M&As, the 
weaker the reduction of the possibility of completion of related mergers by geographical 
distance.  
Based on China's institutional background, scholars proposed motivational explanations with 
Chinese characteristics, including local government support or hollowing out motivation (Fan 
et al., 2014[14]; Shleifera & Vishnyb, 2003[39]; Pan et al., 2008[33]; Wang et al., 2014[45]; Wu et al., 
2012[47]), CEO political promotion motivation (Chen et al., 2015[9]) and so on. Song & Xie (2013) 
found that the strategic M&As of China’s companies are driven by the merger motivation of both 
parties in the corporate merger motivation system and the government's motivation to 
intervene in M&As[40]. The motivations of the main stakeholders in M&As including 
shareholders, management, employees, creditors, and local governments become the driving 
force of strategic M&As for Chinese companies. Cai et al. (2017) believe that the political 
connection level of corporate executives has a significant positive correlation with the 
possibility of corporate cross-city M&As, and a significant negative correlation with cross-
provincial M&As[5]. 
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2.2.2. External Motivations for M&A 
M&As are inseparable from external macroeconomic factors, capital market environment, and 
technological progress. Andrade et al. (2001) pointed out that any explanatory theory of M&As 
must consider the impact of the corporate environment[2]. Tang (2007) conducted an empirical 
study on the overall M&A activities in China and proved that the economic cycle and interest 
rates are the main reasons for the formation of the M&A wave[41]. Wan et al. (2016) found that 
the M&A decisions have obvious industry group effect. In other words, when a listed company 
makes a M&A decision, it will be obviously affected by the M&A activities of other companies in 
the same industry, especially between companies with the same property rights[43]. Chen et al. 
(2017) found that negative reports have significantly increased the probability that the 
company actively terminates the reorganization plan and the reorganization plan fails to pass 
the review of the M&A committee[10]. 
The researches about capital markets believe that the large-scale M&As are caused by the 
wrong valuation of corporate value rather than changes in the external operating environment 
of the company. It has been proved that stock prices [3](Becketti, 1986), Tobin’Q[16] (Golbe & 
White, 1993) and stock market values[39] (Shleifera and Vishnyb, 2003) have an impact on M&A 
activities. Based on the assumption that the efficiency of the financial market is zero, M&As have 
become a tool for rational management to use the inefficient stock market for arbitrage. Rhodes 
& Visvanathan (2004) believe that the target company is not short-sighted to accept overvalued 
shares, but because of information asymmetry[36]. Reasonable target companies tend to 
overestimate the synergy of M&As, so they will accept more merger bids during this period. 
Vineet et al. (2016) proposed that market volatility reduces M&A activities, especially when the 
market is volatile, the transaction duration is relatively long, or the lower target is relatively 
large[42].  
There are great differences in the institutional backgrounds between China and Western 
countries. Therefore, the relationship between China’s M&As and the capital market is more 
complex due to the principal-agent relationship of state ownership, the large shareholders' 
encroachment on the interests of small shareholders and the internal control of the company. 
Hu (2007) believes that the impact of split share structure on tradable shareholders and non-
tradable shareholders is different[21]. An (2010) believes that the continuous improvement of 
laws, regulations and specific operations can play a positive role in guiding and escorting the 
M&As[1]. Grave & Zhang (2017) found that with the establishment of market capitalism logic in 
the process of China’s economic transformation, the strength of each alliance has changed, and 
investors are skeptical of M&As[17]. 

2.3. Literature Review 
Due to the institutional background, China’s capital market has developed relatively late and 
corporate M&As were not active before. Domestic scholars often start from the companies 
themselves, and rarely study from the external environment. In recent years, domestic M&As 
have been increasing. The government has also issued a series of M&A policies to promote 
M&As. The industry shock theory explains the motives of Chinese companies' M&A more than 
Western theories, but there is still less in-depth research on the impact of M&A policies on 
M&As in China. What ‘more, the research on the economic policy uncertainty mostly stays in 
the enterprise investment, and the scope is wide. More importantly, as the head of the company, 
the chairman's personal characteristics have a very important influence on the company's 
decision-making, but it is not taken into consideration. This is what can be improved. 
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3. Hypothesis Development 

3.1. Economic Policy Uncertainty and M&A Activities 
M&A activities cannot be done at one go, but need a complex process of negotiation and 
running-in between the merger parties. In addition, M&A is an event with its own risks. If the 
M&A is unfavorable or fails, it will have a terrible impact on the financial situation of the 
acquirer. When the external environment fluctuates greatly, the possibility of M&A failure may 
increase, and the company's willingness to M&A may decrease. However, economic policy 
uncertainty may also have a certain incentive effect on M&As. On the one hand, the management 
believes that investors have limited attention to it, and they will be more involved in "empire 
building" activities that have no direct consequences (Duchin & Schmidt, 2013). On the other 
hand, companies will use M&As as a risk diversification tool (Garfinkel & Hankins, 2011). In 
addition, through mergers and acquisitions, companies can redistribute resources among 
different countries and different industries, thereby diversifying risks. Based on this, this article 
proposes the following assumptions. 
H1(a): Economic policy uncertainty will reduce the willingness to M&As for companies. 
H1(b): Economic policy uncertainty will increase the willingness to M&As for companies. 

3.2. Economic Policy Uncertainty, M&A Activities and Personal Characteristics 
of the Chairman 

Compared with developed markets in Europe and America, China’s companies have a higher 
degree of equity concentration and the chairmen have greater decision-making power, so the 
personal characteristics of the chairman will have an impact on the company's decision-making. 
The increase in economic policy uncertainty has increased the company's financing costs, and 
at the same time, it will also bias the top management team's estimate of M&As. Generally 
speaking, the older chairman is more experienced, more sensitive to changes in risk and prefers 
low risks, so when economic uncertainty rises, he will be more sensitive to M&As. The 
chairman's degree is actually the education level of the chairman. Thus, the higher the 
education level of the chairman, the more accurate his judgment on M&As will be, and the easier 
it is to identify the risks faced by the company’s M&As. Based on this, the following assumptions 
are made. 
H2: The negative relationship between economic policy uncertainty and mergers and 
acquisitions (M&As) is more pronounced when the of the chairmen are older. 
H3: The negative relationship between economic policy uncertainty and mergers and 
acquisitions (M&As) is more pronounced when the of the chairmen have higher degree. 

4. Methods 

4.1. Data and Sample 
This research will select the annual data of A shares of listed companies in China from 2008 to 
2019, and the data comes from the CSMAR database. On this basis, the screening criteria are as 
follows: (1) Exclude listed companies in the financial industry; (2) Exclude ST companies; (3) 
Exclude some missing values. In view of the fact that this research will explore the impact of 
economic policy uncertainty on the company's willingness to merge in the next period, the 
independent variables will be processed in a lagging period. 

4.2. Varialbes 
4.2.1. Independent Variable 
The independent variable is EPU, which is used to measure the uncertainty of economic policy. 
This indicator is constructed by Baker, which is based on the South China Morning Post. It can 
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be obtained from www.policyuncertainty.com. Since the data is for each month, this research 
will use the average method to get the annual data.  
4.2.2. Dependent Variable 
The independent variable is M&A. we define M&A as a dummy variable, which equals to 1 if a 
listed firm exists M&A activities, and 0 otherwise. 
4.2.3. Control Variables 
All control variables are measured using data from the CSMAR database. 
 JQI: Macroeconomic prosperity index. 
 Size: Natural logarithm of total assets. 
 ROA: Return on assets, measured as net income divided by total assets. 
 Cash to Asset: Cash and short-term investments divided by total assets. 
 Leverage: debt divided by total assets. 
 Tobin’s Q: Market value of equity divided by book value of equity. 
 Income Growth: Percentage change in sales. 
 Top: Proportion of the largest shareholder. 
 SOE: Property right. If the firm is state-owned, it equals to one. 
 Marketization: The data during 2000-2014 comes from the "Report on China's 

Marketization Index by Provinces (2016)". After 2015, it is determined by the method of 
adding the index of the previous year and the average value of the index of the previous 
three years. 

 Age_Chair: The chairman’s age of listed companies. 
 Degree_Chair: 1=Technical secondary school and below, 2=College, 3=Undergraduate, 

4=Master's degree, 5=Doctoral degree, 6=Other (degrees announced in other forms, such 
as honorary doctorate, correspondence, etc.), 7=MBA/ EMBA. 

4.3. Model 
In order to explore the research question, this research constructs two models. Model 1 is used 
to verify the main effect, and models 2 is used to verify the moderating effect. 
Model 1: 
 

     𝑀&𝐴 , = 𝛼 + 𝛼 𝐸𝑃𝑈 + 𝛼 𝑆𝑖𝑧𝑒 , + 𝛼  𝑅𝑂𝐴 , + 𝛼 𝐶𝑎𝑠ℎ𝑡𝑜𝐴𝑠𝑠𝑒𝑡 ,

+ 𝛼 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 , + 𝛼 𝑇𝑜𝑏𝑖𝑛𝑠𝑄 , + 𝛼 𝐼𝑛𝑐𝑜𝑚𝑒𝐺𝑟𝑜𝑤𝑡ℎ , + 𝛼 𝐽𝑄𝐼

+ 𝛼 𝑆𝑂𝐸 ， + 𝛼 𝑀𝑎𝑟𝑘𝑒𝑡𝑖𝑧𝑎𝑡𝑖𝑜𝑛 , + 𝛼 𝐴𝑔𝑒_𝐶ℎ𝑎𝑖𝑟 ,

+ 𝛼 𝐷𝑒𝑔𝑟𝑒𝑒_𝐶ℎ𝑎𝑖𝑟 , + 𝛼 𝑇𝑜𝑝 , + 𝛽 
 
Model 2: 
 

𝑀&𝐴 , = 𝛼 + 𝛼 𝐸𝑃𝑈 + 𝛼 𝑆𝑖𝑧𝑒 , + 𝛼  𝑅𝑂𝐴 , + 𝛼 𝐶𝑎𝑠ℎ𝑡𝑜𝐴𝑠𝑠𝑒𝑡 ,

+ 𝛼 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 ,       + 𝛼 𝑇𝑜𝑏𝑖𝑛𝑠𝑄 , + 𝛼 𝐼𝑛𝑐𝑜𝑚𝑒𝐺𝑟𝑜𝑤𝑡ℎ ,

+ 𝛼 𝐽𝑄𝐼 +𝛼 𝑆𝑂𝐸 , + 𝛼 𝐴𝑔𝑒_𝐶ℎ𝑎𝑖𝑟 ∗ 𝐸𝑃𝑈 , + 𝛼 𝑀𝑎𝑟𝑘𝑒𝑡𝑖𝑧𝑎𝑡𝑖𝑜𝑛 ,

+ 𝛼 𝐴𝑔𝑒_𝐶ℎ𝑎𝑖𝑟 , + 𝛼 𝐷𝑒𝑔𝑟𝑒𝑒_𝐶ℎ𝑎𝑖𝑟 , + 𝛼 𝑇𝑜𝑝 , + 𝛽 
 
The statistical analysis methods selected are descriptive statistics, correlation analysis and 
multiple regression analysis. Specifically, since the explained variable is a 0-1 variable, the 
research will choose to use logit regression. 

5. Results 

Figure 1 presents the policy uncertainty index of China from 2008 to 2019. It has a sharply 
increase since 2018. Figure 2 reports the descriptive statistics of all the variables for the full 
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sample of 15,301 observations during 2008-2019. The EPU has a mean value of 213.74 and a 
quiet large value of standard deviation which indicates that the economic policy uncertainty 
fluctuates greatly. 
 

 
Figure 1. Policy Uncertainty Index 

 

 
Figure 2. Descriptive statistics 

 
To test our hypothesis, we use OLS regressions to estimate the effects of economic policy 
uncertainty on the M&As and the boundary conditions. As shown as in the Table1, the 
coefficient in Model 1 of Table 1 shows that economic policy uncertainty is positively signed 
and significant (p<0.01), thereby providing strong support for Hypothesis 1(b). 
In Models 2–5 in Table 1, we added the interaction terms between economic policy uncertainty 
and moderators in a stepwise manner to test the moderating effects.  
As shown in Model 2 of Table 1, the coefficient for the interaction term between Market and 
EPU is significantly positive (p<0.01), which suggests that economic policy uncertainty exert a 
stronger positive influence when the companies are located in the regions where have higher 
level of marketization. As shown in Model 3, the coefficient for the interaction term between 
SOE and EPU is significantly negative (p<0.01), which suggests that economic policy uncertainty 
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have a weaker positive influence on M&As in SOEs, i.e., there is a stronger positive influence in 
non-SOEs.  
As for the moderating effect of personalities of chairmen, model 4 shows that the coefficient for 
the interaction term between Age and EPU is significantly positive (p<0.01), which suggests that 
economic policy uncertainty exert a stronger positive influence when the chairmen are older. 
Besides, model 5 shows that the coefficient for the interaction term between Degree and EPU is 
significantly negative (p<0.05), which suggests that economic policy uncertainty exert a weaker 
positive influence when the chairmen have higher degrees, which provides strong support for 
Hypothesis 2.  
 

Table1. Regression result 

Variables 
DV: M&A 

(1) (2) (3) (4) (5) 
EPU_ 0.00420*** -0.00354*** 0.00466*** -0.000739 0.00599*** 

 -0.0003 -0.000998 -0.000291 -0.00143 -0.000755 
EPU*Market  0.000889***    

  -0.00011    

EPU*SOE   -0.00148***   
   -0.000407   

EPU*Age    9.39e-05***  
    -2.67E-05  

EPU*Degree     -0.000515** 
     -0.000205 

Marketization_ -0.0099 -0.214*** -0.0103 -0.00899 -0.00906 
 -0.012 -0.0278 -0.012 -0.012 -0.012 

SOE_ -0.0417 -0.0602 0.266*** -0.0389 -0.0424 
 -0.0481 -0.0483 -0.0967 -0.0482 -0.0482 

Degree_Chair_ 0.0129 0.00991 0.015 0.011 0.129** 
 -0.0224 -0.0225 -0.0224 -0.0224 -0.0513 

TobinsQ_ -0.002 -0.00989 -0.00459 -0.00235 -0.0033 
 -0.0126 -0.0128 -0.0127 -0.0126 -0.0126 

Age_Chair_ -0.0211*** -0.0208*** -0.0212*** -0.0424*** -0.0210*** 
 -0.0029 -0.00291 -0.0029 -0.00675 -0.0029 

CashtoAsset_ 0.178 0.156 0.169 0.173 0.178 
 -0.273 -0.273 -0.273 -0.273 -0.273 

Size_ -0.0307 -0.0343 -0.0335 -0.0285 -0.0316 
 -0.021 -0.0211 -0.021 -0.021 -0.021 

IncomeGrowth_ 0.257*** 0.252*** 0.254*** 0.258*** 0.257*** 
 -0.0376 -0.0378 -0.0377 -0.0376 -0.0376 

AGE_ -0.0118*** -0.0102** -0.0101** -0.0117*** -0.0115*** 
 -0.004 -0.004 -0.00401 -0.00398 -0.00398 

Leverage_ 0.936*** 0.900*** 0.924*** 0.936*** 0.936*** 
 -0.115 -0.115 -0.115 -0.115 -0.115 

Top_ -0.00382*** -0.00304** -0.00345** -0.00379*** -0.00383*** 
 -0.0014 -0.00145 -0.00145 -0.00144 -0.00144 

JQI_ 0.128*** 0.115*** 0.126*** 0.127*** 0.128*** 
 -0.0077 -0.0078 -0.00768 -0.00768 -0.00767 

Constant -12.73*** -9.767*** -12.58*** -11.58*** -13.13*** 
 -0.953 -1.017 -0.954 -1.009 -0.968 

N 15,301 15,301 15,301 15,301 15,301 
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6. Conclusion and Discussion 

Previous literatures have long been focused on the research on the economic policy uncertainty, 
but there is no consensus on the economic effects. Using a sample of Chinese listed firms during 
the period 2008 to 2019, we find that Economic policy uncertainty has a significant positive 
impact on M&As in China. Furthermore, for private companies and companies in regions with 
a high degree of marketization, the relationship between economic policy uncertainty and 
M&As are more pronounced. As far as the personal characteristics of the chairman of a company 
are concerned, this relationship is more pronounced when the of the chairmen are older or have 
higher degree. The research can help people understand newest conclusions of the relationship 
between economic policy uncertainty and M&As, and learn about what role the chairman's 
personal characteristics play in that relationship. It can not only enrich the literature about 
economic policy uncertainty and M&As, but also provide suggestions for corporates to invest 
and government to formulate and adjust economic policies. 
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