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The paper entails the relationship between shareholder value, the market for corporate control, and economic and legal theories of the firm.  As we know firms and corporations target is to maximize profit and to approach the globalization by the adjustment of the changes of regulatory; mandatory bid rule.  Corporations have to secure their benefit and cost precisely by relying on specific common and civil law to protect their rights and to achieve the level of social welfare.  The company’s main objective is to maximize returns to the stakeholders but might not guarantee the returns to shareholders.  Therefore, there must be a common law system that needs to be relied on. Takeover bids encourage the corporation control market to be more efficient through regulatory changes.
Since the inter-war years, there was discussion about the proper level of companies' responsibility and public regulation to economy.  At that time there was one kind of solution that is takeover which is the reversion of control and ownership.  There were many regulations of takeover bids for example, for the U.S., they limit time for tender offers and require bidders with 5% of company stock, for the U.K., takeovers will not get legal power of enforcement, and for EU, the regime of takeover is consistent with their law for both company and labor.  As well as in Japan, the limiting of foreign investors rise many cross-shareholding companies which have high level of ownership dispersion.  One of the huge effect of takeover was the net contribution of new equity to financing is negative.  There are a lot of takeover defences.  The suggestion is that there needs to be the global standard.

The economist’s view of the market for corporate control discussed the economic analysis analyzing serious problems between shareholders and managers including asymmetric information and incomplete contracting.  There are difficulties in limiting managerial discretion in corporate governance such as shareholder voting and the effectiveness of board of directors.  In order to limit those discretions, it incurs an agency cost which can be described as a cost associated with using an agent for the problem between shareholders and management.  By these concepts, the takeover selecting argument can be explained in two forms; strong form, and weaker form.  Strong form stated that only firms having the ability to implement and design satisfied incentive contract will survive and others will be taken over.  Weaker form suggested that agency cost is inevitable and satisfied incentive contract cannot always be devised, however, the takeover helps reducing agency cost and increasing economic efficiency.  It also proposed that the greater the agency costs are, the more opportunity the firm will be taken over.

There is an existing of dispute about efficiency of mergers and takeovers between two groups of people; industrial organization economists, and financial specialists.  Economists proposed that takeovers reduce efficiency or at best it is indifferent, and that is why they support merger regulation as mergers enhance monopoly power without increasing efficiency.  On the other hand, financial specialists believed that mergers enhance economic and social efficiency, so they oppose merger regulation.  The exponents of the market for corporate control also suggest that such regulation leads to an imperfection and inefficiency by the fact itself, and should be eliminated.

Orthodox efficient market has faced fundamental regression.  In order to describe this suffering, Tobin proposed two kinds of efficiency of stock market; information arbitrage efficiency (IAE), that is, all stock market participants immediately access to public information, and fundamental valuation efficiency (FVE), that is, share price reflects firm’s fundamental and long term profitability.  It finally came to the consensus that Orthodox market has suffered since it lacks of fundamental valuation efficiency (FVE) even it is efficient in the first sense (IAE).

The markets for corporate control in developed countries do not work all well since the takeover selection process does not punish poor performance and reward good performance.  Selection is based much more on size of firm than the performance.  Moreover, takeovers might lead to short-termism or speculative buying and selling of shares and some research illustrated that takeover process is arbitrary and hit-or-miss.  In developing countries, deficiencies of pricing and takeover process are combined because of immaturity of stock markets and regulatory deficits.

During technology booming period(1995-2000), huge over-investment in technology companies leads to mispricing of shares.  Overpriced technology companies bought up the old companies leading to the destroying not only the corporate value but also the social welfare.  In addition, Keynesian analysis stated that mispricing is inherit in valuation pricing process in that stock market players concern investment by both firm’s fundamental and speculation, so the creation of shareholder value should not be a corporate goal.

Conclusively, the market for corporate control is discussed in this paper in both legal and economic perspectives.  Contrary to the conventional view, it does not play a role in company law reform as well as financial and economic improvement.  By saying that, takeover mechanism creates a huge cost especially in developing countries.  For highly successful countries like Germany and Japan have no active market for corporate control in order to avoid that huge cost.  Besides, there is no prove that corporate governance is enhanced after takeovers since acquiring firms view themselves as empire-builders rather than disciplining shareholder value maximizers.  Moreover, mispricing is inevitable and able to continue over the long period, so paying attention to the market valuation is not suggested.

Comment

Takeover bids mechanism is playing an important role in the corporation system.  I think that takeover mechanism could boost up the economy simultaneously by that each individual could own the company.  But in details they somehow did not legally own the company 100%.  Thus, civil and commercial law are noted and relied.  I agree to the takeover bids mechanism but under the aspect could changes and silhouettes away what the company initial’s objectives.  After splitting the company to the shareholder from takeover bids would then be done by the managers who act as agents.


After merger and acquisition enhanced the efficiency, there will be more monopoly in the economy.  I somehow disagree to the regulation that established up from legal act that could support the monopolist company.  Then without liberal market, there would be more monopoly, therefore more inequalities and poverty among population will increase.  As the liberalization mechanism will manage firms leading to the free competitive market where everyone has the rights to enter the market.  Long term profits are important nowadays.  We are not able to use some theories that are outdated that rely on some old legal acts at serves the maximize profit to the monopolies and did not achieved maximize social welfare.
