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Study on the Nature of the Firm Based on Assets Elasticity Hypothesis

LI Dong-yu, WANG Hai-su
(Zhongnan University of Economics and Law, Wuhan 430060, China)

Abstract: The boundary of firm is blurred by the emergence of strategic alliances and platform economies,
while the discrepancy between target and performance triggers the debate of the nature of firm. This paper believe
the ambiguity of the nature of firm can be attributed to the personalization hypothesis of firm, in which the
bounded rationality, reversibility, and hierarchy damage the existence conditions of firm function, including
completeness, transitivity, and continuity. Thus, this paper seeks to build an impersonalized analytical framework in
terms of the nature of firm. The original logic point of this paper is that consuming the tangible can create the
intangible, while the intangible can deliver the relative performance of firm, and then it forms the logic chain of
TIP. This logic chain derives the concept of assets elasticity to measure the degree of influence caused by the
increasing or decreasing of units assets (including the tangible and intangible) to the output performance, while
assets elasticity determines the lifecycle of firm. This paper confirms the hypothesis of assets elasticity in terms of
mathematic graph and case studies of merger and acquisition (M&A). It reveals that the motives of M&A in which
entrepreneurs tolerate the premium of M&A and insist on pursuing M&A to expand the boundary is to maintain the
vitality of the assets elasticity in order to make the firm’s life cycle longer. Therefore, this paper believes that the
nature of firm implies the assets elasticity determines the boundary of firm. A firm is an ordered self—organizations
created by mutual reaction and transformation among various production factors  (including the tangible and
intangible). In case the capability of self —organization loses, and the assets elasticity lacks, firms will stop
increasing.

Key Words: the nature of the firm; the intangible; assets elasticity
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