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Abstract

Since the end of 1990s, with the formally setting up of the capital market in Chi-
na, M&A (Restructuring) events have been continually emerging, and become more
and more popular. M&A becomes major means for domestic enterprises ( especially
listed companies) to seek fast-developing. At the present stage, whether is merger
and acquisition a feasible route for enterprises of our country to seek fast-developing?
Have M&A improved the management ability and performance of these (listed) M&A
companies. These are hot problems which demanding urgently to be studied.

This paper studies 1672 M&A events happened during January 1, 1998 to Sep-
tember 30, 2003 in China. Firstly, we summarize and retrospect the methods used in
M&A studies and the newly achievements in M&A studies both at home and abroad.
Then, under our country’s special capital market background we study the short-term
and long-term performance of the acquiring firms ( Listed companies) theoretically and
empirically. Main results are following:

1. Under our country’s special capital market background, we set up a theoretical
model to analyze both the short-term and long-term performance of the M&A firms.

Since targeting companies mainly are unlisted companies, there exists an illiqui-
dity discount for targeting companies’ shareholders who are willing to accept a discoun-
ted price in merger. Our model suggests that merger will improve the liquidity of the
target companies’ equity, which would increase the valuation of the equity. So in
short-term, purchasing an unlisted company will increase the wealth of the acquiring
firms’ shareholders. Nevertheless, in long-term, the performance of the acquiring
company could decrease because of inefficient internal capital market. The theoretical
analyses also suggests that the subsidy which mainly comes from government contrib-
utes to improving the short-term performance of acquiring company, while the subsidy
could has a negative effect on the acquiring company shareholders’ long-term wealth.

2. Event study has been used to verify the short-term (60 bargain days before
and after M&A announcement) performance of the acquiring company.

Shareholders of acquiring companies obtain statistically significant positive accu-
mulative abnormal return ( CAR). There is no significant difference between the accu-

mulative abnormal return of the acquiring firms who take conglomerate mergers and
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that of the acquiring firms who merger in the same industry. Changes in financial per-
formance and overreaction of market cannot explain the acquiring companies’ positive
CAR. Purchasing premiums offer partial explanations to the short-term performance
improvement of acquiring company. In addition, the proportion of state-owned shares
of acquiring companies has significant influence on acquiring companies’ CAR. The
short-term performance of acquiring companies has an obvious downward trend among
years.

3. Tobin’s Q has been used to measure the long-term (1 -3 years after M&A an-
nouncement) performance of the acquiring firms.

In general, the acquiring companies fail to improve their performance within 1 —
3 years after M&A announcement. There are significant differences in the performance
and size between the acquiring firms who take conglomerate mergers and the acquiring
firms who merger in the same industry one year before M&A announcement. Propor-
tion of state owned shares of the acquiring firms has significant positive effect on the
long-term performance within 1 —2 years after merger, while this effect becomes nega-
tive in 3 years after merger. Inefficient internal capital market of the acquiring firms
partially explains the decline of the long-term performance of the acquiring firms. The
efficiency improvement of the internal capital market offers partial explanations for the
acquiring firms’ long-term performance’s upward trend among years. Additionally, the
empirical results support the hubris hypothesis rather than the performance extrapola-
tion hypothesis.

4. The long-term event study ( BHAR) has been used to verify the long-term
(1 -3 years M&A announcement) performance of the acquiring firms.

Empirical results show that most acquiring firms’ shareholders suffer significant
wealth losses in the long run, which enhances the results when using Tobin’s Q as per-
formance measure of the acquiring firms. In addition, the research conclusions of
BHAR supports hubris hypothesis rather than free cash flow hypothesis. These conclu-
sions indicate that, at present stage, shareholders and managers of the acquiring firms
are apt to overly optimistic in the course of merging, which may cause the long-term
loss of the acquiring firms. Moreover, Hubris could more seriously decrease the acqui-
ring firms’ long-term performance than agency problem do.

5. The long-term event study ( BHAR) has been used to verify the long-term per-
formance of the Conglomerate acquiring firms.

Empirical results show that acquiring firms’ shareholders suffer a wealth loss from
6.5% 10 9. 6% within 1 -3 years after the M&A. And we find there is some degree

of substitution relations between government-linked and managerial ability, while there
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is some degree of complementary relations between government-linked and company
resources, and between managerial ability and company resources; government-linked
have an significant effect on the firm value especially the bad ones.

6. Combining the research conclusions of both short-term and long-term perform-
ance of the acquiring companies, the author suggests that the market misevaluation
theory offers partial explanations for positive short-term announcement effect of M&A
event, while hubris hypothesis, and inefficient internal capital market of the acquiring
firms offer partial explanations for long-term performance decline of acquiring compa-
ny. Empirical results don’t support the efficiency theory and agency theory’s prediction
on the acquiring firms’ short-term and long-term performance.

In a word, Results of empirical studies and theoretic analyses indicate that under
our country’s special capital market background, shareholders’ wealth of the acquiring
firms always gains significantly increase during the M&A event in the short run. Nev-
ertheless, Shareholders’ wealth of most acquiring firms suffers significant loss in the
long run. So, most listed companies’ expansion behavior is failed. The author believes
that at present stage, the size of the listed companies in China are relatively small.
The listed companies in our country have produced the strong expansion motive be-
cause of the advantage condition of outside financing. Nevertheless, too much relying
on the outside capital to realize the fast development of the acquiring firms may be im-
practical. It is often the case that the assets’ quality and stock price of the acquiring

firms constantly decline with the expansion through merger.
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