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Abstract

As all stocks of listed companies in China capital market becoming
circulating, the stock price will become a unified measure of shareholder
wealth. Accordingly, the capital market’s evaluation of the company’s
stock is likely to affect the behavior and the acquisition of listed compa-
nies. A series of foreign literature have proved the existence of such a
mechanism through theoretical analysis and empirical test. When it come
to China capital market, Is the above conception also true? Due to the
changes of the acquisition data and system restrictions, the domestic re-
search on mergers and acquisitions are relatively scarce, the studies from
the above angle is very few. So, according to the stock market-driven M &
A activity theory ( Shleifer and Vishny,2003) and the random behavior

model ( Rhodes-Kropf and Viswanathan,2004 ), this paper attempts to use
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some concept of behavioral finance theory to study this topic.

The innovation of this paper can be listed as follows: (1) Using the
stock market-driven M & A activity theory and the random behavior model
analyze the affect of the mis-pricing of China capital market on M & A ac-
tivity. (2) Compared with similar studies, this paper tried to test the mar-
ket climate (the market over-period) which associated closely with the ac-
quisition besides test the driver factors of M & A from the mis-pricing an-
gle. In addition, we will also test the affect of overestimated of the compa-
ny value and the emotion of market on M & A mode, payment of transac-
tion and the results of M & A. (3) The empirical model used to explain
M & A and its economic consequences for China’s listed companies have
considered the unique institutional background, and have added lots of
factors which Rhodes-Kropf and Viswanathan (2004 ) and other documents
have not covered, such as the nature of equity (final controller category) ,
ownership concentration, etc. .

Basing on literature review, this paper studies the company stock
price fluctuations’ effects on the M & A activities firstly. This is the first
step to test market mispricing hypothesis. By examining the situation of
company stock valuations and the acquisition announcement, to analyze the
company’s stock mispricing’s effect on M & A activity. In addition, the first

step of the test also depends on another test that is the pattern of events is
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also in line with M & A market mispricing hypothesis. Therefore, in the
first empirical analysis, this paper analyzed the estimation of the stock
valuations’ effect on M & A pattern. Basing on the foregoing analysis, this
paper tested the mispricing hypotheses from payment and the subsequent
acquisition result. Since then, the fifth chapter studied the wealth effect of
mergers and acquisitions. Because both the acquisition announcement on
the stock market and the changes from operating results may be caused
changes in shareholder wealth, this paper studied this problem from two
aspects: market performance and financial performance.

In this paper, the observation period is from January 2005 to June
2010, we select the M & A events which happened between our listed
companies as this paper’s samples. After detailed study, we reached the
following conclusions ;

1. Mispricing of the stock market play a significant role in promoting
the mergers and acquisitions. The effects can be listed as follows: (1) the
number of acquiring companies which have been overvalued is more than
target companies’. What’s more, the degree of overvalued stocks of acqui-
rer companies even more. (2) the number of events which occurs in the
market over-estimated period is more than the market underestimated peri-
od. (3) the more the value of company stock was overvalued, the compa-

ny launched the merger more likely to become an acquirer company. When
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it specific to the company characteristics, the larger of the company’s as-
sets and the better of the growth, the more inclined to launch merger. In
addition, non-state-owned enterprises seem more likely to launch merger
and become acquiring companies.

2. The mis-pricing of Stock market has a significant impact on the
model of mergers and acquisitions. In particular, both the value of acqui-
rer and target companies the more overvalued before the announcement,
the more likely the acquirer company acquired through open market rather
than an agreement to acquire the target company’s shares, the results is not
consistent with Western literature. In addition, the better of the acquirer
companies’ growth before the acquisition announcement and the higher of
ownership concentration, the more tend to use open market acquisitions.

3. The stock market mis-pricing has a significant impact on M & A
payment method. On the one hand, relative to the underestimated the
years, the occurrence of mergers and acquisitions in the over-year events
are more likely to use stock payment. On the other hand, the more over-
valued of the acquirer and target companyies’ stock value before the acqui-
sition announcement, the merger more likely to use stock payment. In ad-
dition to the acquirer companies’ characteristics, the higher the debt ratio,
the more we tend to use stock to pay; and the and the better of the growth,

the better of the liquidity and the higher of ownership concentration, the
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more the possibility of using cash.

4. Mispricing of the stock market also affects the result of mergers and
acquisitions transactions. Whether it is the acquirer company or target
company, if the value of the stock before the acquisition announcement is
more overvalued, then it is more likely leading to a successful mergers and
acquisitions. Meanwhile, the better the growth of the acquirer company
before the acquisition announcement, mergers and acquisitions will be
greater chances of success.

5. Stock market mis-pricing of M & A has a certain influence on the
companies’ market reaction from both the short-term and long-term. From
short-term market reaction, both the acquirer and target companies can ob-
tain a positive cumulative abnormal return. In the whole event window, the
target company shareholders obtained more cumulative abnormal return
than the acquirer companies’ shareholders. Compared to the undervalued
period, during the over-estimated period in mergers and acquisitions can
create more wealth for shareholders. the more overvalued of the acquirer
company’s stock before the acquisition announcement, the more negative
by using of cash payments for the shareholders, and M & A will get a
worse short-term market reaction. From the long-term business perform-
ance view, the acquirer companies usually perform well in the year of mer-

gers and acquisitions, but this situation is difficult to continue. The univa-
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riate test results showed that the reversal of this long-term wealth effect is

related to the stock market mispricing.

Key words: mis-pricing; motivation of merger and acquisition; modes

of merger and acquisition; patterns of payment; wealth effect
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