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The “innovation-driven” development approach plays a crucial role in transforming and developing current China’s national
economy. Many innovation-driven mergers and acquisitions (M&As) emerge in the M&As activities of firms, and the acquiring
firm’s business strategy of conducting innovation-driven M&As has drawn significant attention. To study the impact of business
strategy on innovation-driven M&As, this paper adopts the probit model to conduct logistic regression analysis on the 223 M&As
data samples, exploring which business strategy is inclined to perform innovation-driven M&As. The results show that prospective
firms are more likely to conduct innovation-driven M&As. Besides, the firms that conduct prospective business strategies are more
likely to have a higher innovation level than firms operating defensive business strategies. The innovation level plays the role of a
mediator variable in the model of business strategies influencing innovation-driven M&As. This paper analyzes the innovation-
driven motivation from the perspective of business strategy, enriching the research of M&A and offering a method to predict the

possibility of innovation-driven M&A by measuring business strategy.

1. Introduction

The “innovation-driven” development mode has become a
critical path for China’s current transformation and de-
velopment. At the current development stage of China, only
innovation can bring long-lasting momentum for the
country’s development. General Secretary Xi Jinping em-
phasized the importance of innovation-driven development
and the necessity of promoting innovation-driven growth to
facilitate a steady global recovery in the 13th BRICS Summit,
and innovation-driven development has then been elevated
to the height of national strategies [1]. China’s development
was once factor-driven. China is now conducting an in-
novation-driven development strategy, and China’s eco-
nomic structure has been converted to the innovation-
driven mode. Innovation has become the main driver of
China’s economic development, but the share of primary
and secondary industries is relatively high compared to

developed countries [2]. Previous mergers and acquisitions
market achieved arbitrage by occupying market share and
alliance between strong firms, but it is limited [3], now the
mergers and acquisitions (M&A) market will keep pace with
China’s innovation-driven development that is aiming to
achieve profit by raising the innovation level.

Business strategy is an important factor in determining
the direction of a company’s development, while M&A is
considered as a foremost business strategic alliance for firms
in the global market [4]. Although the business strategies of
M&As are investigated theoretically and practically [5-9],
most of this research focuses on the purpose and motivation
of M&As, and there are few works on the impact of business
strategic orientation on types of M&As. This paper studies
the impact of different business strategies on innovation-
driven M&As and tries to verify whether the business
strategies affect innovation-driven mergers and acquisitions
by taking innovation level as a mediator variable.
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2. Literature Review

2.1. Mé»As. Mergers and acquisitions (M&As) of firms have
always been a hot research topic in the economic field. Most
research literature focused on researching the performance
of M&As and the factors affecting M&As, and the purpose of
M&A is to enhance the influence of firms in the industry,
increase the market share, and bring more economic benefits
to the acquiring firm [6, 8, 10, 11]. In the mid- to late 1980s,
research of M&As was incorporated into the framework of
strategic management. The strategic school focused on the
impact of M&As on individual firms, and the key point is the
impact of correlation or strategic matching on M&A per-
formance [12]. Singh and Montgomery [12] examined the
impact of the types of M&As on the success of the behavior.
In a case study of 203 merged firms from 1970 to 1978, the
value created by related M&As was higher than that of
diversified M&As. Strategic matching is concerned with the
degree of enhancement and complementarity to the ac-
quiring firm in the aspects of industries, markets, or tech-
nologies [13, 14].

Meanwhile, many scholars also conducted many studies
comparing different kinds of M&A and reached three
conclusions: Firstly, related M&As are better than diversified
M&As, and both are the same in creating value for share-
holders [10]. Related diversified firms are more profitable
and are in more profitable industries than unrelated di-
versified companies [15], but bankruptcy risk is significantly
lower in diversified firms [16, 17]. Secondly, both unrelated
M&As and related M&As create value, but unrelated M&As
destroy some value when acquisitions happen [11, 18].

The above literature studies show a close relationship
between the M&A model, M&A performance, and firm
strategy. However, there is a lack of literature on the rela-
tionship between M&As and business strategy.

2.2. Business Strategic Orientation. The organizational
strategy model proposed by Miles and Snow [19] and Miles
et al. [20] specifically categorizes the business strategic
orientation. The model examines the differences between
different strategically oriented firms in financial reporting
violations and whether the business strategy can determine
the need for a firm’s financial status for audit work. Porter
[21] distinguished between different business strategies
based on cost leadership and product differentiation. Based
on the consideration of the relationship between business
strategies and audit work, Miles and Snow [19] categorize
and elaborate on the following three types of firms: pros-
pector, defender, and analyzer. The strategy type is a con-
tinuum with a prospector at one end of the continuum and a
defender at the other. The prospective firms strive to be the
leaders in the innovation market, while defensive companies
usually compete in terms of the product price, product
quality, and service to secure a stable market share. Bentley
et al. [22] quantified Miles and Snow’s strategy classification
[19] by scoring six financial indicators, that is, RDS, EMPS,
REV, MS, EMPF, and CI, to measure different strategies.
These financial indicators were calculated based on the
rolling average of the previous five years [23].
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With strong R&D capabilities and diverse technologies,
prospective firms are committed to exploring new markets
and developing new products [24]. In search of innovation
and opportunities in the market, firms adopting prospective
strategies strive to develop new technologies and offer new
services [20]. Walker et al. [25] believe that firms with
prospective strategies need to strengthen product R&D and
engineering. The higher the firm’s investment in R&D, the
better the firm’s earnings. Therefore, firms adopting a
prospective strategy will be more inclined to carry out in-
novation-driven M&As, expand innovation capabilities in
M&As, and improve the level of their research and devel-
opment. On the contrary, as a type of firm that avoids risks,
defensive firms always want to maintain their relatively
stable product position in a relatively independent market.
They often resort to continuous and reliable means such as
efficient production and strict control to protect their market
position [26].

Following the categories of the business strategic ori-
entation from Miles & Snow [19] and Bentley et al. [22], Safi
et al. [27] analyzed the business strategies of Chinese
companies listed on the Shenzhen and Shanghai stock ex-
changes over the period 2006-2019 and found that pros-
pectors are more likely to suffer from the risk of a share price
collapse. Magerakis and Habib [28] examined the difference
in environmental protection between prospectors and de-
fenders. Using a large sample of US corporate data from
1990 to 2014, they found that defenders emit more toxic
chemicals than prospectors.

Liu and Kong [29] examined the impact of business
strategy on sustainability. They found that prospectors have
much less sustainable business behavior than defenders.
Choi and Park [30] studied the effect of a firm’s business
strategy on audit report lag. They found that the degree of
aggressiveness of business strategy was positively associated
with audit report lag, and the degree of conservatism of
business strategy was negatively associated with audit report
lag.

The above literature empirically differentiates prospec-
tive strategy from defensive strategy in the audit report, risk-
taking, and driving force of innovation. However, there is a
lack of literature on the relationship between business
strategic orientation and M&A.

2.3. Innovation-Driven MerAs. As a new concept, the in-
novation-driven M&As can be understood in comparison
with a similar approach of M&As that was previously studied
in the academic field, that is, the BKT (Based on Knowledge
and Technology) mergers and acquisitions strategy. Autio
and Laamanen [31] defined a “technology-driven acquisi-
tion” as acquiring control of a target company’s business by
acquiring all or a majority of the target company’s shares and
ultimately acquiring new knowledge and technology from
the target company. Many scholars have cited this concept in
their research on innovation and M&As [32-35]. M&As aim
to acquire new knowledge and technology, accelerate in-
novation, and allow firms to gain external support. The
innovation-driven M&A studied in this paper is exactly this
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kind of knowledge- and technology-based M&A. This type
of M&A is widely adopted by large companies in the world
today. It is one of the most important ways for companies to
acquire external technology. Ahuja and Katila [36] divided
acquisitions into technology-driven and non-technology-
driven ones and studied the influence of M&A of chemical
firms on innovation performance. The empirical research on
72 firms found that non-technical driven M&A has no
significant impact on the firm’s innovation output. At the
same time, the technology-driven M&A can positively
promote the firm’s technological innovation. Bena and Li
[37] argue that M&As with the purpose of acquiring
knowledge and technology are common among firms.
Grandstand et al. [38] rated the importance of the M&A
approach in 42 countries worldwide and concluded that
BKT M&A gained increasing importance in developed
countries such as the US and Japan. Ahuja and Katila [36]
suggest that after acquiring core technologies from different
firms, the acquiring firm has a different perspective on R&D,
which leads to a significant increase in its R&D and tech-
nological innovation capabilities.

There are many studies of M&As aiming to acquire new
knowledge and technology, but there is a lack of research
defining the innovation-driven M&A type. From previous
research, innovation-driven M&As can be defined as the
M&As that aim to acquire leading new products, new
technologies, and new production processes to create profit.
Innovation can come from the inside of the firm, manifested
as the R&D investment to improve production technology
and improve the technological level of the product. Inno-
vation can also come from the acquisitions of external
objects, acquiring new technologies and products of the
target firm through M&As. Kalafut and Low [39] believed
that innovation capital is an intangible asset that signifi-
cantly impacts the development of a firm and makes an
important contribution to future earnings. China’s central
government proposed the innovation-driven development
approach at the Party’s 18th Congress, but innovation has
always been a hot topic for corporate development and
economic transformation [1].

3. Hypothesis Development

3.1. Business Strategy and Innovation-Driven MdA. The
M&A is a kind of activity of investment, and the innovation-
driven M&A is an activity of investment aiming to obtain
leading new products, new technologies, and new processes.
Agrawal et al. [40] studied the profitability of the principal
acquiring firms for 1-5 years after the occurrence of M&A.
The study found that neither diversified M&As nor same-
industry M&As would bring long-term objective income to
the principal merging parties. On the contrary, they can
cause losses to the firm. Innovation-driven M&A is riskier
than other types of M&A because there is no guarantee that
the new technologies and products acquired after the M&A
will be converted into profits. Navissi et al. [41] provided
evidence that an innovation-oriented prospective strategy is
more likely to overinvest because prospective strategies are
willing to undertake the risk of investment [19, 23].

This paper classifies listed companies into three cate-
gories based on Miles & Snow [19] and Bentley et al.’s [22]
strategic models and divides firm strategies into prospective
strategy, defensive strategy, and analytic strategy. We believe
that exploratory companies are more likely to undertake
innovation-driven M&A than defensive companies. Thus,
hypothesis 1 is as follows:

Hypothesis 1. Prospective business strategies are more likely
to conduct innovation-driven M&A than defensive business
strategies.

3.2. Business Strategic Orientation and Innovation Level.
If business strategies vary in the likelihood of engaging
innovation-driven M&A, we expect that different firms have
different innovation levels based on their business strategies.

The prospective firms are more radical and usually in-
novative enterprises. They have great enthusiasm for the
introduction of new knowledge and the development of new
products and new markets [19, 20]. Committed to discov-
ering and excavating new products and new market op-
portunities, the prospective firms, with the core capability of
market capabilities and R&D capabilities, are adventurous
and can provide innovative products [25, 26]. They may have
more technology types and longer product lines [24].
Therefore, firms adopting a prospective business strategy
focus on new technologies or services, which inevitably leads
to radical innovations that help them grasp new opportu-
nities in the market. Therefore, prospective firms may be
more innovative than defenders, and they are more willing
to do radical innovations, such as innovation-driven M&As.

In contrast, the defenders are relatively defensive en-
terprises, and do not tend to take risks to invest in financing
[42]. Prospective firms quickly transform the market port-
folio of their products into innovative leaders in many areas,
while defenders compete on the basis of price, service, or
quality to maintain their position in the narrow and stable
market [19, 20]. Defenders are more willing to improve their
internal production efficiency and reduce costs. They are
more cautious about innovative corporate behaviors, so they
may not be willing to conduct innovation-driven M&As.

Our study suggests that prospective business strategies
are more likely to conduct innovation-driven M&A than
defensive business strategies in hypothesis 1. If it is true,
acquiring firms will have more opportunities to get
knowledge and patents from acquired firms. Then, pro-
spective firms’ innovation level is expected to be higher than
defenders, which is stated formally in the following
hypothesis:

Hypothesis 2. Prospective business strategies are more likely
to have a higher innovation level than defensive business
strategies.

3.3. Business Strategy, Innovation Level, and Innovation-
Driven Me&+A. We suppose that business strategies vary in
their level of innovation and likelihood of engaging inno-
vation-driven M&A. In that case, we expect firms with



higher innovation levels to be more willing to conduct an
innovation-driven M&A. We hope to find a mediating
variable between innovation-driven M&A and business
strategy to directly influence innovation-driven M&A. If
innovation level is associated with innovation-driven M&A,
it is probably the mediator variable of enterprise strategy’s
influence on knowledge-transfer M&A.

Based on data for listed Chinese A-share manufacturing
firms for 2008 to 2018, Li et al. [43] found that business
strategy and corporate innovation show an inverted
U-shaped relationship. Corporate risk-taking plays a me-
diating role between business strategy and innovation
performance. Seru [44] believed that BTK M&As are in-
herent in enterprise innovation and that the level of en-
terprise innovation may affect the BTK M&As. Thus, if
Hypothesis 2 is true, we expect that innovation level is
associated with innovation-driven M&As. Hypothesis 3 is as
follows:

Hypothesis 3. Business strategies influence innovation-
driven M&A by taking innovation level as a mediator
variable.

4. Research Methodology

4.1. Data Collection. This study selected 2869 M&A cases
from the CSMAR database, which contain parameters such
as the stock code of the acquiring company, the timing of the
M&A announcement, the payment method, and the fi-
nancial indicators of the scoring strategy. The industry
classification for this study follows the 2012 version of the
industry classification standards issued by the China Se-
curities Regulatory Commission. The paper scores firms by
the ranking of financial indicators in their industries.
According to their strategies, M&A firms are divided into
three categories: prospective firms, analytical firms, and
defensive firms. The paper mainly studies the impact of
prospective strategy and defensive strategy on innovation-
driven M&As.

This paper mainly takes the M&As of prospective and
defensive firms as research samples. Whether an acquisition
is innovation-driven or not is based on the content of the
announcement made during the mergers and acquisitions.
We read the M&A announcement of the subject company to
understand the purpose of the acquisition. Then, we ana-
lyzed the purpose of the M&A to determine whether the
M&A implied a strategic consideration of acquiring new
technologies, new products, and new markets. Finally, we
determined that the company has increased its R&D ca-
pabilities through the acquisition. After defining the above
parameters and identifying the type of M&A, we labeled
innovation-driven M&A.

4.2. Measurements of Business Strategic Orientation. As
shown in Figure 1, we distinguished prospective strategy
from defensive strategy using a discrete strategic combi-
nation model proposed by Bentley et al. [22]. We scored each
company based on its 5-year moving average ranking within

Discrete Dynamics in Nature and Society

RDS
6-12|  Defensive
EMPS Strategy
REV . 13-23 Analytical

Assign Score

strategy

MS
EMPF p4-30 Exploratory
strategy

CI

FiGure 1: Discrete strategic combination model.

its industry across six financial indicators. Due to the limited
data, this paper uses the three-year moving average of each
indicator as the final value to participate in their industry
ranking. We used hierarchical four-digit SIC (Standard
Industrial Classification). The highest level of industry code
consists of two digits, and the number will be further in-
creased by the second and third levels, whose codes consist
of three digits and four digits, respectively.

Similar to Ittner et al. [23], Bentley et al. [22] used six
indicators, that is, RDS, EMPS, REV, MS, EMPF, and CI, to
measure business strategic orientation. The specific expla-
nation of these six indicators is shown in Table 1. In this
paper, companies are first ranked in their industry by six
financial indicators. The rankings are divided into quintiles.
Each indicator is assigned a value based on its position, with
the highest quintile receiving a score of five and the lowest a
score of one. Indicators ranked in the first quintile are
assigned a score of 1, those in the second quintile are
assigned a score of 2, and so on. Capital intensity is scored
inversely, with the highest (low) quintile observation given a
score of 1 (5). The other five indicators are given a score of 5
(1) based on the highest (low) quintile observation. The final
score for each company is a summation of six financial
indicator scores, with a maximum of 30 and a minimum of 6.
Companies can be classified into the following three cate-
gories based on their strategy scores: defender (6-12), an-
alyzer (13-23), and prospector (24-30).

4.3. Probit Model. Since the dependent variable of this paper
is a 0-1 variable, the regression model should choose either a
logit regression model or a probit regression model. Relying
on Wooldridge [45], we use the probit model rather than the
logit model. In y* =x’b + ¢, the distributions of e in logit and
probit regressions are different; that is, e obeys a logistic
distribution in the logit model and a standard normal
distribution in the probit model. Assuming that the objective
function is [*], we take the value of 1 when the event in [*] is
correct, and 0 is used in other cases. Therefore, if y* >0, yis 1,
and if <0, y is 0. We assume that e is independent of x and
obeys the standard logistic distribution or standard normal
distribution. In either case, e is distributed symmetrically to
0. Economists tend to assume the normal assumptions of e.
Therefore, the probit model is used more commonly in the
econometric than in the logit model. The probit model is
used in this paper because the random variables in the
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TaBLE 1: Indicators for measuring business strategic orientation.

Name Meaning

RDS The ratio of research and development to sales

EMPS The ratio of employees to sales

REV A historical growth measure (one-year percentage change in total sales)
MS The ratio of marketing (SG&A) to sales

EMPF A measure of employee fluctuations

CI Measure of capital intensity (net PPE scaled by total assets)

assumed model obey the normal distribution. We used the
STATA to conduct the probit model and then we got the
marginal influence of prospective strategies on “innovation
driven” M&As. The name and meaning of each variable in
model (1) are shown in Table 2.

IA = o + f3, Strategy + f3,Pattern + 3;Size + ,Leverage
+ B;Cashflow + S,CR + f3,IBRe.
(1)
If B >0 is significant, the hypothesis is true.

5. Results

5.1. Descriptive Statistics. According to Table 3 of the sample
data for the industry classification, the manufacturing sector
was the most inclined to adopt M&A measures, with 1657
companies in the manufacturing sector undertaking M&A
in the five years from 2011 to 2016. The education and
residential services sectors, on the other hand, were the least
likely to adopt an M&A strategy, with only one firm in these
two sectors undertaking an M&A in the five years.

According to the measurements of business strategic
orientation, 6~12 points belong to defensive firms, 13~23
points belong to analytical firms, and 24~30 points belong to
prospective firms. The main types of all acquirers (acquiring
firms) after the strategic scoring are shown in Table 4.

The descriptive statistics of these three types of firms are
shown in Table 5.

This paper focuses on the two extremes of business
strategic orientation—the impact of prospective and de-
fensive strategies on innovation-driven M&As—so the ob-
served values in the data sample are the sum of the number
of prospective and defensive firms. In this paper, the dif-
ferent business strategies were counted, and the data sample
was found to include 125 firms with a prospective strategy,
147 companies with a defensive strategy, and 2597 firms with
an analytical strategy. After excluding companies with
missing variables, we obtained 223 firms with exploratory or
defensive strategies. The data from these firms were analyzed
by multiple regression.

Since the dependent variable IA (whether it is an in-
novation-driven M&A) and the independent variable
Strategy (whether it is a prospective firm) are 0-1 variables,
the descriptive statistics in Table 6 only describe control
variables. The standard deviation of 1.1592 in the size of the
acquiring firm’s asset (control variable) shows that there is
little difference in the acquiring firm’s asset size. The mean
value of 21.7079, the maximum value of 24.66, and the

minimum value of 18.63 indicate that the size of all the
acquiring firms is relatively large, and no small firms have
become the acquirers. Another control variable, Leverage
(asset-liability ratio), is one of the most important indicators
of the financial situation of the main acquirer before the
M&A. The mean value of 0.4401 of the leverage shows that
the acquirers own relatively good financial solvency below
65%; the standard deviation of 0.2679 indicates that most of
the main acquirers have little difference in financial solvency;
and most acquirers’ asset-liability ratios are below 65%,
which signifies that those major acquirers have quite sat-
isfying financial solvency. Cashflow (ratio of net cash flow to
total assets in business activities) reflects the firm’s cash flow
at a specific time. The mean value, maximum, and minimum
of Cashflow are 0.0418, 0.3514, and —0.1487, respectively,
which shows that there is much difference in the cash
holding levels of different firms and the average level is
relatively low. Through the observation of the data, it can be
seen that over half of the acquiring firms have negative cash
flow before M&As. Due to the difference in development
methods and phases, the acquiring firms are in a stage of
scale expansion and investment development, so it is normal
to see the cash flow of some acquiring firms being negative.

Meanwhile, the net operating cash flow is an important
indicator of a firm’s financial situation, and it is closely
related to investment, financing, and other financial be-
haviors. The relatively high cash ratio helps managers seize
favorable opportunities of mergers and acquisitions and
further investment in the production and operation of new
technologies and products. As a measure of the liquidity of a
firm’s assets, the higher the CR, the better; generally
speaking, the ratio of 2:1 is preferable. The mean value of
2.939 for CR indicates the high average financial liquidity of
the acquiring firms. Although the extreme value of certain
firms (such as 0) results in relatively large standard devia-
tions, it does not affect our observation of the overall current
ratio of the acquirers. IBR (increasing rate of business
revenue) is greater than 0, indicating that business revenue
has increased. The mean value of IBR of 0.1655 shows that
the firms taking M&As are generally in an upward stage with
promising market prospects.

5.2. Regression Results. This paper uses the dprobit com-
mand in STATA software to conduct model (1) to calculate
the marginal influence of the independent variable on the
dependent variable. Table 7 presents the result from esti-
mating the marginal influence of a prospective strategy on
the “innovation-driven” M&As model. Strategy is positive
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TABLE 2: Variable name and meaning.

Variable Meaning
. Whether it is innovation-driven M&A; value: 0-1, a value of 1 for an innovation-driven M&A event and 0
IA Dependent variable .
otherwise
Ind dent . . . .
Strategy nvzlr);r];]:n Whether it is a prospective firm; value: 0-1, 1 for a prospective firm and 0 otherwise
Pattern Nature of property right. 1 for state-owned firm and 0 for non-state-owned firm
Size Firm’s size, expressed as the natural logarithm of total assets
Leverage . Assets-liability ratio
Control bl . .
Cashflow Ontrot variable Net cash flow from business activities
CR Current ratio
IBR Increasing rate of business revenue

TaBLE 3: Industries statistics.

Industry Number of firms
Manufacturing 1657
Information transmission, software, and information technology service 260
Wholesale and retail trade 156
Real estate 144
Electricity, heat gas, and water production and supply 110
Mining 94
Construction 81
Transportation, warehousing, and postal services 81
Culture, sports, and entertainment 69
Finance 61
Agriculture, forestry, animal husbandry, and fishery 42
Leasing and business service 40
Water conservancy, environment, and public facilities management 27
Synthesis 17
Scientific research and technology service 14
Accommodation and catering 9
Health and social work 5
Education 1
Resident service, repairs, and other services 1
Total 2869
TABLE 4: Statistics types of firms.
Strategy type Prospective Defensive Analytical
No. of firms 125 147 2597
TABLE 5: Score statistics of different firm strategies.
Variable Observed value Mean value Standard deviation Maximum Minimum
Prospective 125 24.96 1.2789 30 24
Defensive 147 11.2449 .9406 12 9
Analytical 2597 17.8691 2.7499 23 13
TaBLE 6: Descriptive statistics of variables.
Variable Observed value Mean value Standard deviation Maximum Minimum
Innovation 223 0.3767 0.4856 1 0
Strategy 223 0.4574 0.4993 1 0
Size 223 21.7079 1.1592 24.66 18.63
Leverage 223 0.4401 0.2679 1.4 0.03
Cashflow 223 0.0418 0.0724 0.3514 -0.1487
CR 223 4.0054 6.4359 36.5742 0
IBR 223 0.1655 0.3156 2.2921 -0.9332
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TABLE 7: Probit regression result of model (1).

Independent variable Dependent variable TA

Rate of change dx/df P value Z value
Strategy 0.2039*** 0.010 2.59
Size -0.0872** 0.011 -2.55
Leverage —0.4420"" 0.015 -2.44
Cashflow 0.8434* 0.096 1.67
CR —0.0006 0.930 -0.09
IBR —0.1241 0.329 —0.98
Pseudo R’ 0.1403
n 223
LR chi*(6) 41.45
Prob > chi® 0.0000

***P<0.001, **P<0.01, and *P <0.05.

and significant in IA (P <0.05), and the positive coefficient
estimate for strategy in IA is 0.2039, which is consistent with
hypothesis 1 that prospectors are more likely to conduct
innovation-driven M&A than defenders.

There is a negative correlation between the control
variable Size (firm size of the acquirer) and innovation-
driven M&As. Small firms are more likely to engage in
innovative activities or development paths than large firms
because many factors are involved in project selection and
capital investment in large firms. The innovations progress
and decision efficiency are not as good as those of small
businesses. As a result, to a certain extent, the firm’s scale
may restrict the situation of innovation-driven M&As.
Therefore, it is meaningful to conclude that the control
variable size is significantly negatively correlated with the
dependent variable. Therefore, with leverage, firms with high
asset-liability ratios will be more cautious when investing in
M&As and will even turn down M&As when they cannot
afford the investment spending on M&As.

5.3. Robustness Test. 'This paper changes the proxy variable
of independent variable to test the robustness of the re-
gression result by using the specific score of the business
strategy to replace the 0-1 variable. With the dependent
variable and the control variables remaining unchanged, the
robustness test is performed by conducting the logistic re-
gression analysis of the sample data. The probit regression
result is presented in Table 8, which shows that the inde-
pendent variable Strategy still had a positive correlation
effect on the dependent variable IA and is significant in the
case of P <0.05. The significance of other control variables
does not change. Prospective strategy is still positively re-
lated to innovation-driven M&As.

5.4. Mediating Effects Analysis. The innovation activities in the
M&A field are very active. Through manually reading the
announcement text of M&As, we conclude in Table 4 that 37.3%
of M&As are innovation-driven, intending to acquire new
products and technologies from the merged firms or expand
into new business areas. Such M&As are innovation-driven, and
there are distinct characteristics of innovation in the M&As.
As shown in Figure 2, the paper argues that business
strategy cannot directly influence innovation drive and that

a mediating variable acts as a bridge between innovation-
driven M&A and business strategic orientation to transmit
this influence. It has become a common management
practice to use the number of patents to measure a firm’s
level of innovation or innovation performance [46]. Since
the 1960s, the number of patents has been widely used in
studies measuring the level of innovation of firms [47-51].
Since the number of patents is strongly correlated with firms’
innovation capability and R&D investment [52], we use the
number of patents to indicate firms’ innovation level.

This paper further tests the effect of business strategies on
innovation-driven M&As using Baron and Kenny’s [53]
causal step approach and Sobel’s [54] coefficient product
method. Safi et al. [27] tested the impact of strategy on the
market through a mediating effects model with the risk of
stock price collapse as a mediating variable. Based on the
previous studies, this paper examines if prospective strategies
influence innovation level and if innovation level influences
innovation-driven M&As by using model (3) and model (4),
respectively. According to the probit regression analysis of
model (1), this paper has already found a positive correlation
between prospective strategy and innovation-driven M&As;
that is, 8, =0.2039, P < 0.001. Model (2) is actually the same
model as model (1) but in order to explain the mediating effect
more clearly, we list model (1) here as model (2) to constitute
the mediating effect model (Figure 2) with model (3) and
model (4). The dependent variable in the model (3) is the
innovation level, and we take the Patent (No. of patent grants)
as the proxy variable of the dependent variable. The inde-
pendent variable and the control variable remain consistent
with model (2). OLS multiple regression analysis is used to
test hypothesis 2 that whether prospective business strategies
are more likely to have a higher innovation level than de-
fensive business strategies. In model (4), we take IA as the
independent variable and take Patent as the dependent
variable, and other variables remain consistent with model
(2). Model (5) is generated by adding the innovation level to
model (2) as a mediating variable. Then, we conduct a logistic
regression through the probit model (5). The probit regres-
sion results of model (5) are shown in Table 9, resulting in
B, =0.1773 and P = 0.035. Compared to 3, = 0.2309and P =
0.01 in Table 7, we found that the significance level of the
model decreases, and the impact coefficient becomes smaller
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TaBLE 8: Probit regression result of the robustness test.

Independent variable

Dependent variable TA

Rate of change dx/df P value Z value
Strategy 0.0175*** 0.002 3.09
Size —0.1232*** 0.002 -3.10
Leverage —0.0498** 0.019 -2.34
Cashflow 0.0000** 0.039 2.07
CR —0.0003 0.959 -0.05
IBR —0.1365 0.280 -1.08
Pseudo R* 0.1566
N 223
LR chi*(6) 46.26
Prob > chi® 0.0000
***P<0.001, **P<0.01, and *P <0.05.

Innovation level
™ g
Strat Innovation-driven
Tatesy M&As
FIGURE 2: Schematic diagram of mediating effect.
TaBLE 9: Probit regression results of model (5).
Dependent variable 1A

Independent variable P

Rate of change dx/df P value Z value
Strategy 0.1773** 0.035 2.11
Patent 0.0003 0.360 0.91
Size —0.0912*** 0.008 -2.64
Leverage —0.4584"" 0.012 -2.52
Cashflow 0.8061 0.113 1.58
CR —-0.0003 0.962 -0.05
IBR —0.1231 0.335 -0.96
Pseudo R* 0.1435
n 223
LR chi* (7) 42.40
Prob > chi® 0.0000

***P<0.001, **P<0.01, and *P <0.05.

after the inclusion of mediating variables. Through Baron and
Kenney’s (1986) step test for mediating effects, we conclude
that business strategy influences innovation-driven M&A
through the innovation level.

We conduct logistic regression to examine the value of 8,
in model (4), and the variables’ name and meaning are

shown in Table 2. According to the regression results shown
in Table 10, §; = 85.9697 and P = 0.000, which is consistent
with  hypothesis 2. As shown in Table 11,

, =0.0005, s0d; *J,+#0 and the mediating effect is sig-
nificantly verifying hypothesis 3.

IA = o + f3,Strategy + f3,Pattern + 3;Size + fS,Leverage + f;Cashflow + S;CR + 5,IBR + ¢, (2)
Patent = « + §, Strategy + 5, Pattern + f3;Size + 8, Leverage + 5;Cashflow + S,CR + f3;,IBR + ¢, (3)
IA = a + §,Patent + ,Pattern + f3;Size + f3,Leverage + ff;Cashflow + f,CR + f3;,IBR + ¢, (4)

IA = a + f,Strategy + &,Patent + 3,Pattern + 3;Size + B,Leverage + s Cashflow + B,CR + 3,IBR + e. (5)
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TaBLE 10: OLS multivariate regression results of model (3).

Dependent variable patent
Independent variable P P

Regression coefficient P value f value
Strategy 85.9697*"* 0.000 5.66
Size 13.0396** 0.043 2.03
Leverage 32.6086 0.322 0.99
Cashflow 152.5638 0.188 1.57
CR —1.4092 0.261 -1.13
IBR —19.1461 0.389 -0.86
R-squared 0.1934
Sample size 223
Prob >F 0.0000
***P<0.001, **P<0.01, and *P <0.05.

TaBLE 11: Probit regression results of model (4).
. Dependent variable TA

Independent variable Rate of change dx/df P value Z value
Patent 0.0005* 0.093 1.68
Size -0.0736** 0.028 -2.20
Leverage -0.5978*** 0.000 -3.49
Cashflow 0.5612 0.252 1.15
CR —0.0000 0.994 0.01
IBR -0.0827 0.499 -0.68
Pseudo R* 0.1282
n 223
LR chi® (6) 37.89
Prob > chi® 0.0000

***P<0.001, **P<0.01, and *P <0.05.

6. Discussion and Conclusion

6.1. Discussion. This article examines the correlation be-
tween firm strategy and innovation-driven M&As. However,
after understanding the impact of strategy on innovation-
driven M&As, it is impossible to know whether such in-
novation-driven M&As have brought more significant
benefits to firms than general M&As, and nor do we know
whether the national innovation-driven transformation has
contributed to social-economic development. The perfor-
mance of innovation-driven M&As should be further
studied. Although the purpose of this paper is to clarify the
relationship between firm strategy and innovation-driven
M&As, this relationship may be time-sensitive. This cor-
relation may change over time and market changes and thus
become different from the current conclusion.

6.2. Implications. 'This study links three types of research
literature: innovation-driven theory and business strategy
theory from management, and M&A from accounting
literature.

The contribution of this paper is reflected in the fol-
lowing aspects: Firstly, it broadens the application of
business strategy in accounting research. Previous research
on business strategy is often focused on compensation [23],
stock price [10, 27], firm performance [55], risk management
[16, 17], and audit effort [22, 30]. This paper started with
M&A investment and focused on innovation-driven M&As,

which conducted a preliminary exploration for the future in-
depth study of the impact of firm’s business strategy on
M&As. Secondly, the literature on M&As has been enriched.
Previous research has explored the M&A performance
[3, 13, 40] and innovation in M&As [34] and regarded M&A
as an investment strategy [4] or strategy matching of
technology merger [13], but the influence of the firm’s
business strategy was neglected. By researching the influence
of prospective strategy and defensive strategy on innovation-
driven M&As, this paper deepens the understanding of
innovation-driven M&As from a strategic perspective. It
provides a method to predict the possibility of innovation-
driven M&A by measuring business strategy.

6.3. Conclusions and Limitations. Based on the strategy-
oriented quantification methods of Bentley et al. (2013) [22],
this paper studied the relationship between business strategy
and innovation-driven M&As, taking the 2726 M&A events
that occurred in 2011-2016 as research samples. The M&A
events of prospective firms and defensive firms were
extracted by strategic scoring, and 223 acquiring firms’ data
were analyzed by logistic regression. The following three
conclusions were reached: Firstly, firms that adopt pro-
spective strategy are more inclined to take innovation-driven
M&As than those that adopt a defensive strategy, which is
consistent with the previous research result that prospective
strategy firms are focused on innovation [19] and more likely
to overinvest [41], undertaking the risk of investment.
Secondly, the number of prospective and defensive firms in
China is almost equal, and most firms belong to the ana-
Iytical type which lies between the above two types, but it is
not clear which type they will follow then. Thirdly, the
strategy influences innovation-driven M&A through the
mediator variables of innovation level. Previous research has
proved that business strategy influences innovation level
[43] and the innovation level of acquiring firms is influenced
by technology-based mergers and acquisitions [34].

However, there are some limitations to this study. When
we use the level of innovation as a mediating variable, we
find that business strategy has a direct effect on innovation-
driven M&A, but the rate of change of the level of innovation
on M&A is relatively low. Our approach of using the number
of patents as a proxy variable for a firm’s innovation level is
also simplistic, and a more comprehensive measure of in-
novation level should be constructed to consider a firm’s
overall level of innovation. Another limitation is the po-
tential for noise when we assess the type of M&A of firms.
When we study the texts of corporate M&A announcements,
we mainly choose to manually read and screen them to
distinguish between the types of M&A. This research ap-
proach may run the risk of overlooking important infor-
mation and misinterpreting corporate texts, leading to
misclassification of M&A types for some companies. In
further research, we can use machine learning techniques for
screening and identification [56].

Based on our study, future research can continue to
explore whether other mediating variables exist in the effect
of business strategy on innovation-driven M&A, as the effect
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of innovation level on innovation-driven M&A is not very
significant in the regression results of this paper. Another
research direction could be to further observe whether firms
adopting exploratory strategies gain after innovation-driven
M&A.
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