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Exploring the Effects of Free Trade Agreements on Chinese Enterprises’ Overseas

Mergers and Acquisitions: A Multidimensional Heterogeneity Approach

Cheng Zijian  Li Tianze
(Business school, Shandong University, Weihai 264209, P.R.China)

Abstract: The Free Trade Agreement C(hereafter, FTA) scaffolds a multifaceted cooperation
framework that bridges trade and investment activities, providing convenience and protection for
cross-border investments and mergers and acquisition Chereafter, M& A). By analyzing both macro
and micro data, this paper studies the promotional effect of FTAs on Chinese overseas M& A and
explores the heterogeneous effects at the enterprise, country (region), and treaty levels.

The results indicate that FT As can significantly facilitate overseas M&.A decisions and expand
the scale of M&A activities. The multidimensional heterogeneity reveals that, at the enterprise
level, the positive impact of FTAs on M& A scale is suppressed in firms with strong technology
attributes, while the promotion effect is more prominent in firms with lower levels of
internationalization. Although the promotion effect of FTAs is augmented in the sample of state-
owned enterprises (SOEs) , it is significant before 2018. At the country (region) level, the
promotion effect of FTAs on the scale of overseas M& A is more prominent in countries (regions)
that adhere to the common law system and in those with high trade barriers. Furthermore, favorable
foreign investment policies in the host countries (regions) amplify the dual facilitating effect of
FTAs. Regarding the treaty level, FTAs with investment depth characteristics and key clauses
exhibit a more significant dual facilitating effect on overseas M&A.

Based on the above findings, this paper proposes three policy recommendations. Firstly,
enterprises should leverage the FTA network to conduct overseas M& A, continuously expanding
into new international markets. They should align expansion strategies with their property rights and
innovation attributes to fully utilize FTA policies, and rationally select M& A targets by considering
legal systems and trade barriers of host countries (regions). This approach will help mitigate tariff
impacts and promote industrial integration and upgrading.

Secondly, China should prioritize updating key clauses that affect enterprises’ overseas
expansion and promote the alignment of the Belt and Road Initiative with FTA strategies. FTA
negotiations should consider the needs of “go global” among Chinese enterprises and the economic
development levels of host countries (regions), aiming to expand cooperation, enhance multilateral
collaboration through a closer FTA network, and diversify tariff risks.

Finally, China should actively participate in and lead higher-level FTAs, deepening its FTA
strategy to enhance its influence in the global trade network. In particular, it should leverage the
historic opportunity presented by the full implementation of the RCEP among its 15 signatory
countries to advance higher-level opening-up. This includes accelerating the transition to negative
list mechanisms in both trade and investment, continuously expanding opening up, and countering
unilateralism and extreme trade protectionism through greater integration into the global economy.
Keywords: FTA; Overseas M&As; FTA network; Trade barriers; Depth of FTA
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