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Abstract—In 2015, China’s mergers and acquisitions (M&As)
were in the ascendant, accounting for 15% of global M&A
transactions and worth more than 734 billion US dollars. Over
100 individual transactions exceeded 1 billion US dollars.
Meanwhile, research on M&A performance and value has
become a hot topic in both empirical and theoretical fields. At
present, studies on M&As primarily focus on performance,
influential factors, and integration problems. By contrast, this
study begins with the perspective of the announcement effect. In
this study, we find negative linkages between cumulative average
abnormal returns (CAARs) and short selling amount around
M&A announcement dates. Short selling plays a pivotal role in
downward price pressure for stock-financed mergers. Further,
we find opposite price pressure surrounding merger closings,
particularly for the constituent stocks of the Shanghai Composite
Index. This may be explained by portfolio rebalancing due to
tracking the stock index.
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. INTRODUCTION

Between the second half of 2014 and the first half of 2015,
China was undergoing a bullish stock market. The Shanghai
Composite Index (SCI) increased from 2070.72 points in June
13, 2014 to 5166.35 points in June 12, 2015. Along with the
booming stock market, information disclosure systems have
been improving dramatically, and merger and acquisitions
(M&As) have been growing at tremendous rates. For example,
there were 577 M&A events in 2005, among which 572 M&A
events were successful, while there were 2502 M&A events in
2013, with successful 2451 deals. During 2005-2014, there
were a total 18149 M&A events, of which 17636 were
successful. In 2015, China’s M&As were in the ascendant, with
15% of global M&A transactions coming from China. The total
amount increased by nearly 85% over the same period the
previous year, to over 734 billion US dollars, with more than
100 individual transactions exceeding 1 billion US dollars.
Therefore, M&As have increasing influence on the stock
market.

Equally noteworthy, China’s stock market has reached new
milestones in recent years (see Ma et al. [1]; Wang et al. [2]).
Prior studies show policy implementations greatly affect
China’s stock market (see Guo et al. [3]; Huo and Ahmed [4];
Tsai et al. [5] and Wang et al. [6]). Among these, margin
trading and short selling are one of the most important sources.
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Investors are able to buy stocks on margin and borrow stocks
to sell since March 31, 2010. The number of stocks that can be
shorted increased from 285 in 2011 to 901 in 2014.
Accordingly, the pattern of M&A influence on the stock
market has changed greatly during the period since the short
selling mechanism began in China’s stock market.

Therefore, it is essential to investigate this issue because
short selling of merger arbitrage usually causes negative price
responses, particularly for stock-financed mergers (Shleifer and
Vishny, [7]; Mitchell et al., [8]). Titman et al. [9] investigate
this phenomenon and argue that when investment expenditure
is high, acquiring firms may adjust the expenditure and expand
capital to promote their performance. Consequently, investors
could have a tendency to short the stocks without awareness of
firms’ real motivations because sometimes firms choose the
stock-financed mergers when their stocks are overvalued. In
contrast to the stock-financed mergers, when acquiring firms
use cash as the payment, positive abnormal returns may result.
Vafeas and Shenoy [10] argue that announcement-period
returns follow in capital-spending decisions. This is consistent
with the findings of Jones et al. [11]. They find that abnormal
returns change based on the category of capital investment
announcements. Furthermore, Akbar et al. [12] investigate the
stock market’s response to the information disclosure of capital
expenditure by UK companies. They find strong relations
between capital expenditure and abnormal returns. Therefore,
M&As, as an important form of information disclosure, have
an influential effect.

Mergers and Acquisitions (M&As) are an important
method of enlarging enterprise scale and realizing enterprise
expansion, and also a primary form of enterprise long-term
capital expenditure. Research on M&A performance and value
has thus become a hot topic in both empirical and theoretical
fields now. At present, research on M&As mainly focuses on
performance, influential factors, and integration problems,
along with several other aspects (e.g. Agrawal and Jaffe, [13];
Sorensen, [14]; Bae et al., [15]; Dutta and Jog, [16]). By
contrast, this study begins from the perspective of the
announcement effect and takes the Shanghai stock market as
the research subject. In this study, we investigate how M&A
announcements impact the stock market and how cumulative
average abnormal returns evolve around M&A events through
calculation of the abnormal returns in the period before and
after the initial announcement dates.
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Il. DATA ANALYSIS Shanghai Composite Index, and the stock lending shares of
securities margin trading. All variables are collected from the
GTA database. The sample selection process is reported in
Table 1. To guarantee the effectiveness of the estimated effects,
some companies are excluded.

The sample period is from January 1, 2011 to December 31,
2014. The variables of our data include M&A events, sample
stocks’ daily returns and circulation shares, returns of the

TABLE I. SAMPLE SELECTION PROCESS
Condition Names 2011 2012 2013 2014 Total
Total M&A and restructuring announcements 6198 7543 10678 7667 32086
(-): Non-margin trading and short selling 3190 4177 5826 4449 17642
Non-Shanghai Stock Market 1354 1495 2306 1287 6442
Non-M&A announcements 867 1228 1875 1376 5346
Unsuccessful M&As 18 15 12 5 50
Affiliate transaction 410 366 363 275 1414
Under 10 million yuan 185 46 43 38 312
Announcements of one company on one date 42 56 53 42 193
Total 132 160 200 195 687

The dates for M&A announcements consist of initial, latest, are the estimation, event, and posterior periods, respectively.
and finishing announcement dates. The initial announcement Further, we define the estimation, event, and posterior periods
date is the first time when firms make M&A information public as [-90,-31], [-30, 30], and [31, 90] to estimate expected returns,
to investors. Hence, it has the greatest effect. Accordingly, we calculate abnormal returns (ARs), and observe the post-event
choose the initial announcement date as the event date. As outcome.

Figure 1 shows, E is the event date, [T1, T2], [Ts, T4, and [Ts,Te]
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Fig. 1. Event, estimation, and posterior periods
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Fig. 2. Time series of AARs and CAARs
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TABLE II. AARs AND CAARS IN THE EVENT PERIOD
Date AAR CAAR Date AAR CAAR
-30 -0.00387 -0.00387 1 9.05E-5 -0.01802
-29 0.00291 -0.00096 2 0.00041 -0.01761
-28 0.00292 0.00196 3 -0.00061 -0.01822
-27 -0.00106 0.00090 4 -0.00066 -0.01888
-26 -0.00283 -0.00192 5 -0.00367 -0.02256
-25 -0.00445 -0.00638 6 -0.00102 -0.02358
-24 -0.00032 -0.00671 7 -0.00226 -0.02584
-23 -0.00091 -0.00763 8 -0.00085 -0.02670
-22 -0.00071 -0.00834 9 -0.00057 -0.02727
-21 -0.00063 -0.00897 10 -8.23E-6 -0.02728
-20 0.00034 -0.00863 11 0.00157 -0.02570
-19 -0.00023 -0.00887 12 -0.00113 -0.02683
-18 -0.00212 -0.01099 13 0.00076 -0.02607
-17 -0.00139 -0.01239 14 -0.00093 -0.02700
-16 9.41E-5 -0.01229 15 0.00020 -0.02680
-15 -0.00097 -0.01327 16 -0.00016 -0.02696
-14 -7.40E-5 -0.01334 17 -0.00223 -0.02920
-13 0.00293 -0.01041 18 -0.00170 -0.03091
-12 -0.00289 -0.01330 19 -0.00086 -0.03178
-11 -3.84E-5 -0.01334 20 -0.00148 -0.03326
-10 -0.00139 -0.01473 21 -0.00065 -0.03391
-9 -6.09E-5 -0.01480 22 0.00105 -0.03285
-8 -0.00132 -0.01612 23 0.00081 -0.03204
-7 0.00081 -0.01530 24 -0.00271 -0.03475
-6 -0.00299 -0.01829 25 -0.00218 -0.03693
-5 -0.00214 -0.02044 26 0.00179 -0.03514
-4 -0.00069 -0.02114 27 -0.00119 -0.03633
-3 -9.85E-5 -0.02124 28 0.00425 -0.03208
-2 0.00053 -0.02070 29 0.00055 -0.03153
-1 0.00081 -0.01989 30 2.73E-5 -0.03150
0 0.00178 -0.01811

2 Note: The AAR and CAAR denote the average abnormal return and cumulative average abnormal return, respectively.

After defining the related periods, we can use the market-
adjusted return model to calculate the corresponding average
abnormal returns (AARs) and cumulative average abnormal
returns (CAARSs) in the M&A event period. The results for
2013 are presented in Table 2 and Figure 2. This study
investigates the effects of M&A events for each year from

2011 to 2014. To save space, we only show the results for 2013.

The remaining results are available on request.

As Table 2 and Figure 2 show, the AAR and CAAR for the
event date are 0.0018 and —0.0181. It can be seen evidently
from Figure 2 that AARs during the event period [-30, 30] are
slightly volatile in an irregular pattern around zero between

—0.005 and 0.005. However, the CAARs present a tendency of
continuous decline before and after the event date. The CAARs
of the event date and 30 trading days after the event date reach
around —0.02 and —0.03, respectively. Namely, these results
show negative price pressure for acquiring firms’ stocks in
M&A events. The test statistic for CAARs is significant (p-
value is smaller than 0.01) with a 95% confidence interval
(—0.0224, —0.0172). Hence, the M&A announcement effects
are quite significant. Furthermore, the results show CAARs
rebound and increase near the merger closings. The effects are
more pronounced when we observe the post-event outcome in
the posterior period. By cross-analysis of stocks, the effects
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appear to be particularly strong for the constituent stocks of the
Shanghai Composite Index. This may be explained by portfolio
rebalancing due to tracking the stock index. Moreover, the
results of CAARs from 2011 to 2014 all show a similar pattern,
further supporting the contention of this study that short selling
and portfolio rebalancing are responsible for price pressure
evolution.

I11. CONCLUSION

This study investigates price pressure effects in the Chinese
stock market by examining the AARs and CAARs around
M&A initial announcement dates and finds evidence to support
the existence of price pressure. The results turn out to be
compatible with findings on price pressure effects in the U.S.
stock market. Along with the further reform of China’s stock
market, short selling is bound to be applicable to more stocks.

In addition, investors are increasingly accepting of short selling.

Consequently, it will be more common for investors to respond
negatively to great events in the stock market, making the price
pressure more pronounced. The pattern of CAARSs caused by
short selling and portfolio rebalancing will thus be further
strengthened.
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