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Abstract: Based on the background of the merger and acquisition (M&A) market that has arisen in 

recent years, we explore whether investors would overreact to M&As and thus triggering stock 

price bubbles and crashes.Since goodwill only derives from the premium paid by a listed company 

during M&A, we measure M&A with goodwill and identify the stock price bubbles and crashes 

caused by M&A over a long period of time. The results imply that: First, goodwill can predict stock 

price crash risk and the relationship between the two is mainly due to a subsample of companies 

whose goodwill is relatively high, indicating overvaluation of these companies' stock price. Second, 

goodwill enhances the company's accounting performance and investors overreact to the M&As, 

causing the stock price to accumulate bubbles. Third, as post-merger performance decline could 

be regarded as a sign of overvaluation, the relationship between goodwill and stock price crash risk 

should be more obvious in this situation. Additional analysis shows that the relationship between 

goodwill and stock price crash risk is more pronounced when investors have a short investment 

horizon, when company valuation is high, and when the market conditions are hot. Furthermore, 

senior executives from companies with high goodwill sell more stocks than those from companies 

with low or no goodwill, indicating that insiders have utilized the stock price bubble triggered by 

M&As to achieve wealth transfer. This article enriches the research on the economic consequences 

of M&As, reflects the unique nature of M&A market in transitional economies and has certain 

implications for reducing stock price crash risk and maintaining financial market stability. 

 

Question 

Finding new growth drivers and preventing and resolving major risks are two important issues in 

the current Chinese economy. The report of the 19th National Congress of the Communist Party of 

China pointed out that China's economy has shifted from a stage of high-speed growth to a stage 

of high-quality development, and it is in a critical period of transforming development mode, 

optimizing economic structure, and transforming growth momentum. The Central Economic Work 

Conference held in December 2017 clearly stated that the focus of the work in the next three years 

is the "three tough battles", and that "preventing and resolving major risks" is the primary goal of 

the "three tough battles". Mergers, acquisitions and reorganizations have received increasing 

attention as the main method of resource allocation in the capital market, and have become an 

important task for the capital market to serve the country's major strategies and the real economy. 

With the support of relevant policies, the amount of mergers and acquisitions of listed companies 

in 2015 soared to 1,610 billion yuan, a growth rate of more than 7 times compared to 217 billion 

yuan in 2014. 

. The original intention of the regulators was to hope that listed companies would optimize 

resource allocation and improve company performance through mergers and acquisitions, but the 



negative effects of mergers and acquisitions that caused stock prices to soar and plummet and 

aggravate market volatility have gradually emerged. Take Quantong Education as an example. 

When the company resumed trading with a restructuring plan on January 28, 2015, the company's 

stock price doubled in just 8 trading days. Since then, the stock price has risen all the way and 

reached an all-time high on May 18, 2015, and then the stock has continued to fall. As of May 25, 

2017, the company's stock price fell by as much as 90% from its 2015 high. This is not the only 

company that ended up plummeting due to soaring share prices in mergers and acquisitions. In 

this context, this article attempts to explore the source of the asset pricing "anomaly" caused by 

mergers and acquisitions and restructuring. 

This article believes that China's capital market provides an ideal experimental venue for studying 

bubbles and collapses caused by corporate mergers and acquisitions: (1) As for mergers and 

acquisitions that use stocks as a payment method, domestic and foreign literature generally finds 

that the purchaser's stock price will rise significantly before the announcement. This phenomenon 

may be due to the fact that the acquirer used market misvaluation (Shleifer and Vishny, 2003), 

manipulated the media to increase its own stock price (Ahern and Sosyura, 2014), or insider trading 

(Shao Xinjian et al., 2014). At this time, investors can adjust their understanding in time, so the 

stock price will fall after the announcement of the merger and acquisition, and there will be no 

obvious bubble. In recent years, Chinese listed companies have mostly completed their 

acquisitions by means of private placement equity payment, and their share prices have increased 

significantly after the merger announcement. This is obviously different from the general decline 

in stock prices after foreign exchange mergers and acquisitions (Savor and Lu, 2009; Fu et al. al., 

2013), the post-merger stock price increase may indicate the existence of a bubble. (2) Although 

the Chinese stock market is constantly developing and improving, the phenomenon that the 

Chinese capital market is dominated by retail investors has not changed (Bailey et al., 2009). The 

Chinese stock market is also distinguished from Capital markets in other countries (Pan et al., 2015). 

In the context of a relatively strong speculative atmosphere in the capital market, many studies 

have found that investors have speculated on major corporate events such as IPOs, "high-sending 

transfers", and equity transfers, which has caused the stock price to rise significantly in the short 

term (Han Liyan and Wu Yanran, 2007; Li Xindan et al., 2014; Wang Huacheng et al., 2010). Based 

on this speculation, mergers and acquisitions that combine the “eyeball effect” and the effect of 

improving company performance are likely to trigger investor overreaction and lead to stock price 

bubbles. (3) The short-selling function of China's margin trading and securities lending is limited 

due to system design issues. When a company's stock price has a bubble, it is difficult to clear it 

out in a short period of time, and it is usually released in the extreme form of a plummet (Chu Jian 

and Fang Junxiong, 2016). 

Goodwill is only derived from the premium paid by listed companies during mergers and 

acquisitions. This article uses goodwill as the annual proxy indicator for company mergers and 

acquisitions, and draws on the analysis framework of the stock price collapse risk literature, using 

the following findings to identify bubbles and collapses caused by mergers and acquisitions: (1) A 

bubble refers to the phenomenon that the price of an asset exceeds the fundamental value (Xiong 

and Yu, 2011). However, the fundamental value is difficult to accurately measure. Scholars 

generally regard the subsequent collapse as a necessary condition for judging a stock price bubble 

(Bhattacharya and Yu, 2008; Xiong , 2013). This paper finds that goodwill is positively correlated 

with the risk of stock price collapse, and the correlation between the two is mainly derived from 



samples with higher goodwill, which initially indicates that the stock price of companies with higher 

goodwill may have a certain degree of bubble. (2) Goodwill has increased the company's return on 

total assets in the current and next period, but the promotion of goodwill on stock price 

performance is only significant in the current period and the magnitude is greater than the 

promotion of the return on total assets, indicating that investors are The positive reaction to 

mergers and acquisitions has caused a bubble in stock prices. (3) Declining performance is used as 

a sign to judge whether there is a bubble in stock prices. This article finds that the relationship 

between goodwill and the risk of stock price collapse is more obvious when performance is 

declining (Demarzo et al., 2008). The regression results of the sub-samples show that the impact 

of goodwill on the risk of stock price collapse is more obvious when investors have shorter holding 

periods, higher company valuations, and better market conditions, further indicating that goodwill 

aggravates the risk of stock price collapse. mechanism. At the same time, when the leverage ratio 

and earnings manipulation were used to measure the motivation and degree of management to 

hide negative news, it was found that the impact of goodwill on the risk of stock price collapse was 

more pronounced when the leverage ratio was high, while in companies with different degrees of 

earnings manipulation. There is no obvious difference, which partially supports management's 

hiding of negative news is also a mechanism by which goodwill exacerbates the risk of collapse. In 

addition, this article also finds that the reduction ratio of senior executives of high-goodwill 

companies is significantly higher than that of companies with low or no goodwill, indicating that 

the management has used the stock price bubble triggered by mergers and acquisitions to reduce 

their holdings at a high level, thereby realizing the transfer of wealth. 

This article may enrich the existing literature in the following five aspects: (1) Provide a new 

research perspective on the economic consequences of mergers and acquisitions. In the past, the 

literature mostly studied mergers and acquisitions from the perspective of the market reaction on 

the announcement day (Netter et al., 2011; Pan Hongbo and Yu Minggui, 2011). This article uses 

investors' overreaction to mergers and acquisitions as the starting point, and is the asset that 

caused the merger and acquisition to cause stock price bubbles and collapses. The "anomaly" of 

pricing provides microscopic evidence from emerging markets. (2) Enriched the understanding of 

the relationship between stock price bubbles and corporate mergers and acquisitions. Foreign 

studies have only found a one-way relationship between stock price bubbles and corporate 

mergers and acquisitions, that is, when the stock price is overvalued, listed companies will use 

equity financing to implement mergers and acquisitions (Shleifer and Vishny, 2003; Ahern and 

Sosyura, 2014). Mergers and acquisitions will cause a stock price bubble due to investors' 

overreaction, and management uses the stock price bubble to realize wealth transfer. (3) Provides 

a new supplement to the literature on the risk of stock price collapse from the company level. A 

company-level stock price crash includes two parts: a stock price bubble and a concentrated 

release of negative news. Most studies use the occurrence of the crash to verify the management's 

behavior of "covering" the negative news and its influencing factors (Meng Qingbin et al., 2017; Lin 

Le and Zheng Dengjin, 2016 ). The above literature all regards the existence of a stock price bubble 

before the crash as a self-evident assumption and believes that management's hiding of negative 

information is an important reason for the stock price bubble. This article starts from the major 

investment decision of listed company mergers and acquisitions, and points out the cause of 

another stock price bubble from the perspective of investor overreaction, and deepens the 

research in this field on the premise that the logic is consistent with the existing literature. (4) 



Enriched research related to goodwill. The current literature on goodwill mostly focuses on 

exploring the connotation of goodwill (Du Xingqiang et al., 2011), the influencing factors of 

goodwill (Li et al., 2011; Olante, 2013), and the occurrence of goodwill impairment and its 

economic consequences (Li et al., 2011), this article points out that the stock prices of companies 

with higher goodwill may contain more bubble components, which enriches the understanding of 

goodwill from the perspective of asset pricing. (5) Enriched the relevant literature on investor 

overreaction. In the past, this kind of literature mostly used the reversal effect of stock prices to 

prove the existence of the psychological feature of overreaction. This article shows that investors 

also have overreaction when facing corporate mergers and acquisitions, and this overreaction will 

affect the stability of the capital market. 

Background introduction, literature review and research 

hypothesis 

1. Accounting treatment of goodwill 

In 2007, the Ministry of Finance promulgated the new Accounting Standards for Business 

Enterprises. The new standard No. 20 "Business Combinations" stipulates: "The difference 

between the purchaser’s merger cost and the fair value of the acquiree’s identifiable net assets 

in the merger shall be recognized as a business Reputation.” According to the Accounting 

Standards for Business Enterprises, the accounting treatment involving business mergers 

should first distinguish whether the two parties to the merger are the same actual controller. 

Only for a business combination in which both parties to the merger are not the same actual 

controller, the portion of the listed company's payment in excess of the fair value of the 

acquired asset is included in the goodwill. In other words, the asset injection behavior of major 

shareholders will not change the company's goodwill. Only when the listed company 

implements unrelated market-oriented mergers and acquisitions can the premium paid be 

included in the goodwill, so goodwill is equivalent Premium paid in market-oriented mergers 

and acquisitions of listed companies 

2. Literature review 

(1) Related research on goodwill. At present, the research on goodwill mostly focuses on 

whether goodwill is overestimated and its causes, and the occurrence and consequences of 

goodwill impairment (Du Xingqiang et al., 2011; Li et al., 2011; Olante, 2013). The impact of 

goodwill on the company’s asset pricing. So far, only Wang Wenjiao et al. (2017) have discussed 

the role of goodwill in predicting the risk of future stock price collapse, but they fully explain 

the relationship between the two from the perspective of accounting information, and believe 

that accounting conservatism and management's manipulation of goodwill assets can be 

Explain the impact of goodwill on the risk of stock price collapse. However, they did not find 

that goodwill exacerbated the risk of stock price crashes in the samples with lower accounting 

robustness. In addition, although they found that the impact of goodwill on the risk of stock 



price collapse is more obvious in the samples followed by analysts and institutional investors, 

this does not necessarily mean that external governance factors can limit management's 

manipulation of goodwill assets. It may be that the stock prices of companies with poor 

external governance mechanisms are more likely to generate bubbles due to speculative 

trading, and they do not distinguish this. This article believes that higher goodwill means a 

greater degree of bubble in stock prices, and the bubble in stock prices stems from investors' 

overreaction to mergers and acquisitions. It is more convincing to explain from the perspective 

of investor behavior. 

 (2) Related research on investor overreaction. Overreaction from the perspective of 

behavioral finance refers to the fact that when faced with an uncertain emergency, investors 

will violate Bayes's law due to psychological cognitive deviations, which will cause asset prices 

to fall or rise, and wait until investors gradually understand the event. After the true meaning, 

the price will reverse and eventually return to a reasonable pricing range (Barberis et al., 1998). 

The phenomenon of investor overreaction in the face of policy introduction, information 

disclosure or unexpected events has been found in the stock market (Bondt and Thaler, 1985), 

the national debt market (Fleming and Remolona, 1999) and the real estate market (Deng 

Guoying et al., 2010). verification. In short, the current literature on investor overreaction 

focuses on demonstrating the widespread existence of such effects in different markets. This 

article examines the bubbles and collapses caused by investors’ overreaction to mergers and 

acquisitions from the perspective of asset pricing. 

 (3) Research on the relationship between bubbles and the risk of stock price collapse. 

Asset price bubbles refer to the phenomenon that asset prices exceed fundamental value 

(Demarzo et al., 2008; Xiong and Yu, 2011). Because any model that measures the fundamental 

value of a company may have the problem of missing variables, which makes it difficult to 

accurately measure the fundamental value, scholars have taken "the collapse of the stock price 

after a large increase" as a necessary condition for defining a bubble (Bhattacharya and Yu, 

2008; Xiong, 2013). Historically, the collapse of some famous bubbles is usually unpredictable 

beforehand and occurs in a very short period of time (Xiong, 2013). This means that the bubble 

and the collapse go hand in hand, and the subsequent collapse is a necessary condition for 

judging the bubble. 

The current literature on the research of crash risk is mainly conducted from the market 

level and the company level. Based on the market-level literature that studies the risk of stock 

price crashes, the focus is on explaining that the imperfection of the short-selling mechanism 

and the heterogeneity of investors make negative news unable to be reflected in the stock 

price, causing stock prices to be overvalued. When the company is hit by negative news, it may 

appear Everyone sells the company's stock at the same time, which triggers the risk of stock 

price collapse (Hong and Stein, 2003; Chang et al., 2007). Research based on the company level 

mainly interprets the risk of stock price collapse from the perspective of agency theory and 

information asymmetry. The agency problem leads to the risk of stock price collapse. It means 

that the management will manage the negative news of the company for the motives of 

building a corporate empire, corporate tax avoidance, option incentives, and political 

promotion, until the negative news cannot be covered up, and then it will cause the risk of 

stock price collapse ( Kothari et al., 2009; Kim et al., 2011a, 2011b; Piotroski et al., 2015). 

Opaque information provides some convenience for management to "cover" negative news. 



Therefore, opaque information will also exacerbate the risk of stock price collapse (Jin and 

Myers, 2006; Hutton et al., 2009). 

However, the literature that studies the risk of stock price crashes based on the market and 

company levels is based on a very strong assumption that there is a bubble in the stock price 

before the crash. The former type of literature believes that the imperfect market trading 

mechanism is the cause of the stock price bubble (such as short-sale constraints), while the 

vast majority of studies in the latter type of literature believe that the management's 

"covering" of negative information is the cause of the stock price bubble. , And use the 

centralized disclosure of negative news to trigger the stock price collapse to verify the 

management's behavior of hiding negative information and its influencing factors. In addition 

to Chen et al. (2001), Chu Jian, and Fang Junxiong (2016) clearly pointed out that bubbles are 

a mechanism that exacerbates stock price collapses, although other literature on collapse risks 

also involves or implies that stock price bubbles will exacerbate future collapse risks, these 

studies are more important. It focuses on explaining the crash from the "covering" and 

exposure of negative news (Xu Nianxing et al., 2012). 

3. Research hypothesis 

Crash risk includes two parts: overvaluation of stock price and concentrated release of 

negative news (Chang et al., 2017). Drawing lessons from the research framework of 

corporate-level stock price collapse risk literature, this article proposes that investors may 

overreact to listed companies' mergers and acquisitions, which may lead to stock price bubbles 

and aggravate the risk of subsequent stock price collapses. 

Although A-shares have developed into the world's second largest stock market in terms 

of total market value, the investor structure of A-shares dominated by retail investors has not 

changed, which makes the market's speculative atmosphere still relatively strong (Bailey et al., 

2009; Pan et al., 2015). The market with retail investors as the mainstay has relatively high 

investor heterogeneity, and frequent speculative transactions of “chasing the rise and killing 

the fall” make the Chinese stock market prone to bubble formation (Scheinkman and Xiong, 

2003; Xiong and Yu, 2011). 

Studies have shown that investors have shown speculative behavior in major events such 

as IPOs, equity transfers, and stock dividends of listed companies (ie, "high delivery and 

transfer") (Han Liyan and Wu Yanran, 2007; Li Xindan et al., 2014; Wang Huacheng et al., 2010), 

making the company's stock price rise significantly in the short term. Similar to the above 

events, in addition to attracting investors' attention, mergers and acquisitions, as a major event 

of the company, under the background of the rapid rise of the A-share mergers and 

acquisitions market in recent years, mergers and acquisitions of companies that optimize the 

allocation of stock resources may, in nature, improve the company's performance . For 

example, Zheng Haiying et al. (2014) used goodwill to measure the company's mergers and 

acquisitions and found that the merger goodwill improved the company's performance in the 

short term. Although it is not ruled out that a small number of people may learn about mergers 

and acquisitions in advance, most participants in the market often have difficulty predicting 

the occurrence of mergers and acquisitions in advance, and in hindsight, mergers and 

acquisitions have generally improved the company's performance. Therefore, in nature, M&A 



events can be classified as sudden positive events, in which case investors are prone to 

overreact to M&A. 

The characteristics of mergers and acquisitions that require administrative approval and 

the financing methods of private placement may make the stock price overvalued for a long 

period of time, creating conditions for this article to study the bubbles and collapses caused 

by mergers and acquisitions in an annual period. The mergers and acquisitions of listed 

companies in China require a long time for administrative approval. The repeated and 

continuous "fermentation" of favorable information about mergers and acquisitions can easily 

push up stock prices. Listed companies mostly use private placement as a financing method 

during mergers and acquisitions. When the merger is officially announced, the newly issued 

shares will have a one-year or three-year lock-up period depending on whether the major 

shareholder participates. The lock-in of new shares eliminates a large number of new shares 

in the short term. Increase the downward pressure on the stock price caused by the stock sell-

off. 

In addition, due to the systematic deviation of the selection criteria and the asymmetry 

of the margin trading function of the A-share margin trading system, the short-selling 

mechanism is limited (Chu Jian and Fang Junxiong, 2016). The systemic institutional problems 

of margin trading and securities lending make it difficult to clear the stock price of A-share 

listed companies in a short period of time after the stock price has accumulated, and it is 

usually released in the extreme form of stock price collapse. 

From the above analysis, it can be seen that the speculative trading atmosphere of A shares 

makes it easy for investors to overreact to mergers and acquisitions, a major event that 

improves the company’s fundamentals. At the same time, the long administrative approval 

process and the restricted circulation of new shares during the lock-up period are all The rise 

in stock prices creates favorable conditions, which makes stock prices prone to bubbles. 

Goodwill is used as the proxy indicator of corporate mergers and acquisitions, based on the 

logic chain of "M&A-investors expect the company's performance to improve-overreaction to 

positives-stock price bubble-the bubble cannot be sustained and eventually collapsed" 

 

Hypothesis 1: There is a positive correlation between goodwill and the risk of stock price 

collapse. 

Under normal circumstances, different investors have different judgments on the fundamental 

value, and it is difficult to accurately identify whether there is a bubble in the stock price. A 

feasible way is to use the change in the company's profitability to judge the change in its 

fundamental value. Theoretical research pointed out that when the company's performance 

declines, the company's stock price is higher than the discounted value of the expected cash 

flow. At this time, it can be considered that there is a bubble in the stock price (Demarzo et al., 

2008). Empirical studies at home and abroad have also found that the risk of stock price 

collapse has an inverse relationship with changes in company performance, which indicates 

that investors will judge whether stock prices are overvalued based on changes in company 

performance. Lin Le and Zheng Dengjin (2016) found that under the effect of delisting 

supervision, an external governance mechanism, companies that were warned would work 

hard to improve their performance and reduce the risk of stock price collapse. Chang et al. 

(2017) found that the extreme negative value of the weekly stock price return is usually 



accompanied by the forecast of performance decline, which is mainly caused by the large 

number of company stocks being sold by institutional investors with short holding periods. 

Institutional investors with a short holding period will sell a large number of company stocks 

when the company's performance declines, indicating that they believe that the decline in 

performance can be regarded as a signal of overvaluation of the stock price. Based on the same 

logic, if the company’s performance declines after the merger. 

Hypothesis 2: When the company's performance declines after the merger, the positive 

correlation between goodwill and the risk of stock price collapse becomes more obvious. 

 

4. Research and design 

1. Sample selection 

This article takes the listed companies in Shanghai and Shenzhen stock exchanges from 2007 to 

2015 as the research object, and the data used are all from the CSMAR database. The goodwill of 

listed companies began to appear in 2007, so the sample of this article began in 2007. At the same 

time, the research of this article needs to use the stock price trading data and financial data of the 

next year. The financial data for 2017 has not yet been released, so the sample in this article is as 

of 2015. The initial data are processed as follows: (1) Exclude financial listed companies; (2) Refer 

to Jin and Myers (2006), and exclude samples with less than 30 trading weeks per year in order to 

effectively estimate the risk of stock price collapse; (3) Delete Data is missing samples. According 

to the above criteria, 14842 observations were finally obtained. In order to eliminate the influence 

of extreme values, Winsorize is performed on all continuous variables in the model at the 1% level. 

At the same time, this paper performs a corporate dimension clustering process (Cluster) on the 

standard errors in all regressions to control potential cross-sectional related issues (Petersen, 2009). 

2. Selection and description of variables 

(1) The explained variable. The explained variable in this article is the risk of stock price 

collapse. Referring to the existing literature (Chen et al., 2001; Kim et al., 2011a, 2011b; 

Xu Nianxing et al., 2012), the explained variable indicators are constructed using the 

following steps: 

(2)  

Among them, Ri, t refers to the return rate of stock i in the t week considering the 

cash dividend reinvestment, and R refers to the average return rate weighted by the 

market value of all A shares in the t week. In this paper, the two-period market rate of 

return is added to the equation (1) to alleviate the deviation caused by the asynchrony of 

transactions (Dimson, 1979). Define the weekly trait return rate Wi, t=ln (1+εi, t), where 

εi, t are the regression residuals of equation (1). 



Secondly, construct two indicators to measure the risk of stock price collapse on the basis 

of the company's weekly characteristic return rate. One is to use the Negative Return 

Skewness Coefficient (NCSKEW) to measure the risk of stock price collapse. The specific 

formula is: 

 

In formula (2), n is the number of trading weeks of stock i in a certain year. The larger 

the value of NCSKEW, the larger the negative return skewness coefficient and the higher 

the risk of stock price collapse. 

The second is to use the rate of return up and down fluctuations (DUVOL) to measure the 

risk of stock price crashes. For each company and year, first define the week where the 

trait return rate is less than the average value as a down week, and the week where the 

trait return rate is higher than the average value as an up week. Then calculate the 

standard deviations of the trait yields for the falling week and the rising week respectively, 

and get the falling volatility and the rising volatility. Finally, divide the falling volatility by 

the rising volatility and take the natural logarithm to obtain the DUVOL indicator for each 

company and annual sample. Calculated as follows: 

 

In formula (3), nu and nd represent the weekly specific rate of return Wi of company 

i's stock price, respectively, and t is greater than and less than the number of weeks of its 

annual average rate of return W. The larger the value of DUVOL, the more left the 

distribution of the return rate, and the greater the risk of stock price collapse. 

 (2) Explain variables. In order to judge whether the post-merger stock price rise is 

partly due to investor overreaction, this article needs to find an annual indicator that can 

simultaneously characterize the impact of mergers and acquisitions on company 

performance and company stock prices. This article uses the adjusted goodwill value (SYt) 

of total assets as the main explanatory variable. Goodwill originates from the premium 

paid during mergers and acquisitions. The inclusion of goodwill in the accounting 

statements means that listed companies have implemented mergers and acquisitions. 

After a listed company implements mergers and acquisitions, if investors over-react to 

mergers and acquisitions and make the company's stock price bubble for a longer period 

of time, the goodwill that is included in the accounting accounts afterwards can portray 

the stock price bubble to a certain extent. 

Taking goodwill as the proxy indicator for mergers and acquisitions is reasonable as 

follows: (1) Considering the size of the company, the number of mergers and acquisitions 

carried out by the same company, and the difference in the degree of improvement of the 

company's fundamentals by different mergers and acquisitions, the goodwill after 

adjustment of total assets is It is more comparable between different companies. (2) In 

recent years, most of the mergers and acquisitions of listed companies have used private 

companies as the target companies for mergers and acquisitions, and it is difficult to find 

detailed information on a single merger and acquisition transaction in the public database, 



and goodwill can be used as an agent indicator of mergers and acquisitions to use 

company-annual data At the same time, it discusses the different effects of mergers and 

acquisitions on company performance and stock price performance, which proves that 

investors have overreacted to mergers and acquisitions. (3) Although goodwill may be 

impaired, on the one hand, the scale of goodwill impairment during the sample period of 

this article is relatively small 

 (3) Control variables. With reference to the previous literature (Kim et al., 2011b; Xu 

Nianxing et al., 2012), the following control variables are selected: company size (Size), 

Tobin Q value (Tobin Q), return on total assets (ROA), and debt to assets ratio (Lev ); Trend-

adjusted stock turnover rate (Turn), that is, the difference between the stock's monthly 

average turnover rate of the current year and the previous year's average monthly 

turnover rate; the company's adjusted weekly return rate (Ret) and standard deviation 

( Sigma); Corporate Transparency (ABACC), using the absolute value of manipulable 

accrued earnings, in which manipulable accrued earnings is estimated by the revised Jones 

model; last year's negative corporate earnings skewness coefficient (NCSKEW), using To 

control the continuity of the third-order moment characteristics of the rate of return in 

time. In addition, it also controls the fixed effects of the year (Year) and the industry (Ind). 

3. Research model 

This article uses model (4) to test whether M&A goodwill affects the risk of stock price 

collapse: 

 
Among them, Crash Riski, t+1 are respectively measured by NCSKEWt+1 and DUVOLt+1, 

SYi, t represents the goodwill value adjusted by total assets in period t. Controlsi, t is the 

corresponding control variable, used to control other factors that may trigger a stock price 

crash (3) 

 

3. Empirical results 

1. Descriptive statistics and testing of differences between groups 

 

The results of descriptive statistics show that the mean values of the two stock price 

collapse risk indicators NCSKEWt+1 and DUVOLt+1 are -0.260 and -0.240, respectively, and 

the standard deviations are 0.920 and 0.740, respectively, indicating that these two 

indicators are quite different in different companies. . The average value of goodwill (SYt) 

is 0.005, which is greater than the median of 0.000, indicating the biased distribution of 

goodwill. Only 21.7% of the companies and annual samples have accumulated goodwill 

through mergers and acquisitions. The standard deviation of SYt is 0.020, indicating the 

unbalanced distribution of goodwill, which means that some companies in the sample 

with goodwill have significantly higher goodwill. 

2. Goodwill exacerbates the risk of stock price collapse: verify hypothesis 1 

Table 1 verifies whether goodwill exacerbates the risk of stock price collapse. The 

explained variable in columns (1)-(3) is NCSKEWt+1, and in column (1) only the main 



explanatory variable goodwill (SYt) is added. The regression results show that the 

coefficient of goodwill is positive and at the level of 1% After adding other control variables 

that affect the risk of stock price collapse except the information transparency indicator 

(ABACCt) in column (2), it is found that the coefficient of goodwill is still positive and 

significant at the level of 1%; due to Jin and Myers ( 2006) and Hutton et al. (2009) pointed 

out that information transparency has an important impact on stock price crashes. After 

further controlling the information transparency indicator (ABACCt) in column (3), the sign 

and significance of goodwill remain consistent. In the regression of columns (4)-(6), when 

DUVOLt+1 is used as the dependent variable, although the significance of the regression 

coefficient decreases slightly, the conclusion that goodwill exacerbates the risk of stock 

price collapse remains unchanged. The results in Table 1 indicate that goodwill will 

exacerbate the risk of stock price collapse. However, the distribution of goodwill in the 

sample in this article is highly biased, which indicates that a small number of companies 

have accumulated high goodwill through mergers and acquisitions (2). Does goodwill 

necessarily trigger the risk of stock price collapse, or does the scale of goodwill have to 

exceed a certain level? In order to answer this question, this article arranges samples with 

goodwill greater than 0 in order from small to large, with 25% points per share. The 

number of digits grouped goodwill and generated four dummy variables Q1—Q4, and 

replaced goodwill with the intersection of these four dummy variables and goodwill as the 

main explanatory variable for regression. 



 

 

 

 

 

 

 

 



 

 



 

 



 

 



 



 

 



 

Table 1 



 

 

 



Table 2 verifies whether there is a non-linear relationship between goodwill and the risk 

of stock price collapse. It can be seen that the regression coefficient of Q4 and goodwill is 

significantly positive, and its absolute value is also close to the regression coefficient of 

goodwill in Table 1, while the regression coefficient of Q1-Q3 and goodwill is not 

significant. . This shows that there is a non-linear relationship between goodwill and stock 

price collapse risk, that is, only when goodwill is higher than a certain threshold, the 

positive correlation between goodwill and stock price collapse risk is established. This 

article believes that the reason for this result is that the higher the goodwill, the greater 

the improvement of the company's fundamentals. When the improvement of the 

company's fundamentals is higher than a certain threshold, the overreaction of investors 

may be stronger, which in turn triggers stock price fluctuations. Bubbles and crashes. The 

results in Table 3 below can provide further support for this view. 

 

3. Goodwill exacerbates the internal mechanism of stock price collapse risk 

Zheng Haiying et al. (2014) found that goodwill improves company performance in the 

short term. Lin Le and Zheng Dengjin (2016) found that delisting supervision, an external 

governance mechanism, would reduce the risk of stock price collapse through the channel 

to improve company performance. If other conditions remain the same, if the goodwill of 

the merger and acquisition improves the company's performance, then the company's 

stock price collapse risk should decrease. However, the root cause of the crash is the 



overvaluation of the stock price. If the company's performance improves after the merger 

but the risk of the crash does not decrease, it means that investors have overreacted to 

the merger and the stock price has a bubble, that is, the increase in stock price is 

significantly greater than the increase in performance. In order to verify the above 

conjecture, drawing on Shao Shuai and Lu Changjiang (2015) and Anderson and Reeb 

(2003), this article uses the following model to verify whether goodwill improves company 

performance and whether investors overreact. 

 

Among them, ROA and CAR respectively refer to the company's return on total assets and the 

annual excess return of stock prices relative to the index; the main explanatory variable is goodwill 

(SY); the control variables include company size (Size), asset-liability ratio (Lev ), the main business 

growth rate (Growth), capital expenditure (CPTEP), the company's previous year's stock price 

volatility (VOL), the top three executive compensation (Pay), whether the chairman and general 

manager are in one position (Dual ), the number of independent directors (In Num) and the ratio 

of independent directors (In Ratio). 

If M&A goodwill improves the company’s fundamentals and investors overreact to mergers and 

acquisitions, this article predicts that while goodwill can improve the company’s performance and 

stock price performance at the same time, it will have a stronger effect on stock price performance 

in the current period and show a more obvious reaction. Turn characteristics. The regression results 

are shown in Table 3. From the regression coefficients in columns (1) and (3), it can be seen that 

goodwill has a significantly stronger effect on the performance of the current stock price; at the 

same time, columns (1) and (3) 2) The regression coefficients in the column show that goodwill is 

significantly positively correlated with the return on total assets of the current period and the next 

period, but the regression coefficients in columns (3) and (4) indicate that goodwill is only related 

to the excess return on stock prices in the current period. It is positively correlated, but not 

correlated with the excess return on stock prices in the next period. The results in Table 3 show 

that goodwill improves company performance (ROA) in the short term, which is consistent with 

the findings of Zheng Haiying et al. (2014). Compared with the short-term promotion effect of 

goodwill on the company's performance, the effect of goodwill on the performance of stock prices 

is shorter and larger, which has caused a certain degree of bubble accumulation in stock prices. 

The results in Table 3 show that the goodwill of mergers and acquisitions has improved the 

company's performance, but investors overreacted to the good news of mergers and acquisitions, 

which caused a bubble in the stock price and aggravated the risk of a subsequent stock price 

collapse. 

Table.3 



 

The results of Table 1-Table 3 indicate that there may be a certain degree of bubble in the stock 

prices of high-goodwill companies. Table 4 uses the event study method to calculate the excess 

return of the stock price in different time windows before and after the merger announcement to 

prove that the significant increase in the stock price occurred after the merger. . The main purpose 

of this is to eliminate the reverse causality between mergers and acquisitions and stock price 

bubbles, because a large number of foreign studies have shown that the use of overvalued stocks 

in exchange for relatively undervalued assets is the motivation for listed companies to make 

acquisitions (Shleifer and Vishny, 2003; Fu et al. , 2013). Table 4 reports the market response to the 

private placement acquisition of assets in different time windows. CAR (-20, 0) and CAR (0, 20) 

respectively represent the cumulative excess return of the company's stock price relative to the 

index 20 trading days before the first announcement and 20 trading days after the announcement, 

and BHAR240 represents 240 trading days after the first announcement The company’s stock price 

is relative to the index’s purchase and holding of excess returns. It can be found that the stock price 

rise occurred after the merger announcement. Even one year after the announcement, the excess 

return on the stock price BHAR240 was still significantly positive, indicating that the merger caused 

the stock price to rise, and the reverse causality between mergers and acquisitions and stock price 

bubbles was ruled out. 



4. Performance "face change" and goodwill aggravate the risk of stock price collapse: test 

hypothesis 2 

In the case of sustainable profitability, the stock price rise does not deviate from the company's 

fundamentals, so it will not trigger the risk of stock price collapse. Once the company's 

performance declines, the previous high increase in the stock price will make investors think that 

the company's stock price is overvalued, and thus sell the company's stock, which intensifies the 

risk of stock price collapse. In order to verify the above logic, Panel A and Panel B in Table 5 are 

divided into sub-samples according to whether the company's return on total assets (ROA) and 

return on net assets (ROE) will decline in the next year. The regression results show that the 

relationship between goodwill aggravating the risk of stock price collapse when performance 

declines is more obvious, which shows that the post-merger stock price increase does not 

necessarily mean a bubble, only when the company’s post-merger performance cannot be 

sustained, investors believe There is a bubble in the high stock price increase, which in turn leads 

to the appearance of the risk of stock price collapse. 

Table.4 



 



 

5. Robustness test 

 (1) Replace the measurement index of the explained variable. Refer to Hutton et al. (2009), using 

extreme positive (negative) value returns to measure the distribution of stock price returns. When 

the trait return rate of a week is greater than the annual average trait return rate of 3.09 standard 

deviations, that is, when Wi, t≥Average (Wi, t) +3.09σi, define Jumpi, t is equal to 1, otherwise it 

is 0; when a week When the trait return rate of is less than 3.09 standard deviations of the annual 

average trait return rate, that is, when Wi, t≤Average (Wi, t) -3.09σi occurs, define Crashi, t equal 

to 1, otherwise it is 0. From the above definition, it can be seen that the two variables Jumpi, t and 

Crashi, t are used to measure whether the weekly rate of return appears extremely positive or 

extremely negative. Since these two dependent variables are dummy variables, the Logit model is 

used in the regression. The test results show that goodwill increases the probability of a “pump” 

in the next year and reduces the probability of a “surge” in the next year, which shows that 

investors’ overreaction to mergers and acquisitions “overdraft” the company’s future share price 

growth. 

 

(3) Endogenous problems. In order to control the problems that the missing variables may 

cause to the results of this article, the two-stage least squares method (2SLS) is used here, 

and the average of the goodwill of all other companies in the same industry is used as an 

instrumental variable for regression. Fu Chao et al. (2015) found that the company’s 

goodwill is highly correlated with the goodwill of other companies in the same industry, 

indicating that the instrumental variable satisfies the correlation. At the same time, there 

is no evidence that the average goodwill of other companies in the same industry is related 

to the company's stock price collapse risk in the next year, that is, this instrumental 



variable conforms to exclusivity. The regression results of the first stage show that the 

positive relationship between goodwill and the average goodwill of other companies in 

the same industry is very significant, which shows that this is a relatively ideal instrumental 

variable in a statistical sense. The regression coefficient of the second stage is still 

significantly positive, indicating that the conclusion that goodwill exacerbates the risk of 

stock price collapse is still valid after controlling the endogenous problem. 

 

Table5  

 



 
 (3) Exclude samples involving transfer of control rights. The study by Wang Huacheng et al. (2010) 

shows that investors will be overly optimistic about control transfer events, and M&A events may 

occur at the same time as control transfer events. In order to eliminate the possibility of control 

transfer events that may interfere with the results of this article, based on the practice of Wang 

Huacheng et al. (2010), this article considers the sample in which the actual controller has changed 

and the new majority shareholder holds more than 30% of the shares as an equity transfer sample. 

After excluding the equity transfer samples, the conclusion that goodwill exacerbates the risk of 

stock price collapse remains valid. 

 (4) Control governance factors. Adding other variables at the corporate governance level, 

including the number of boards of directors (Board Size), the proportion of independent directors 

(Dudongratio), and the dummy variable of whether the CEO holds concurrent positions (Dual), the 

previous conclusion has not changed 

 



Fifth, further examination of the mechanism of action: bubbles 

vs. management "covering" negative news 

This article further provides evidence in Table 6 that bubbles are the mechanism of goodwill 

exacerbating the risk of stock price collapse: (1) Panel A in Table 6 divides the sub-samples 

according to whether the turnover rate is greater than the annual median, because the higher the 

turnover rate The stocks means that the shorter the investor’s holding period, the stronger the 

motivation for speculative trading, and the greater the degree of bubble in stock prices (Pan et al., 

2015). (2) Panel B in Table 6 is divided into sub-samples according to whether Tobin's Q value is 

greater than the annual median, because companies with higher Tobin's Q value may contain a 

greater degree of bubbles. (3) Panel C in Table 6 divides the sample into two phases, 2007-2013 

and 2014-2015. The reason for dividing the sample in this way is that goodwill was concentrated 

in 2014 and 2015, and 2014-2015 was the year when the overall valuation of the main board and 

the ChiNext market was relatively high during the sample period of this article. The regression 

results in Table 6 show that the relationship between goodwill and stock price collapse risk is more 

obvious when investors have shorter holding periods, higher company valuations, or better market 

conditions. 

This article discusses in Table 7 the role of management's "covering" of negative news in increasing 

the risk of stock price collapse by goodwill. Hutton et al. (2009) pointed out that higher earnings 

manipulation means lower financial information transparency. Therefore, the greater the degree 

of earnings manipulation, the stronger the management's behavior of "covering" negative news. 

Kim et al. (2011b) pointed out that a high debt ratio means that the company faces greater financial 

risks. Therefore, when the debt ratio is high, management has a stronger motivation to hide 

negative news. Panel A in Table 7 divides the sample according to whether the company's accrued 

earnings (ABACCt) is greater than the annual median. The regression results show that when 

NCSKEWt+1 is used as the explained variable, the regression coefficients of goodwill are all 

significant, while DUVOLt+1 As the explained variable, the regression coefficients of goodwill are 

not significant. At the same time, the absolute values of the goodwill regression coefficients in the 

two sub-samples are also relatively close. Panel B divides the sample according to whether the 

company's debt ratio is greater than the annual median. The regression results show that goodwill 

aggravates the risk of stock price collapse in companies with higher leverage ratios. The results of 

Panel A are contrary to the predictions of Hutton et al. (2009), while the regression results of Panel 

B are consistent with the findings of Kim et al. (2011b), which partially proves that management’s 

concealment of negative news also increases the risk of stock price collapse. Mechanisms. 

Combining the findings in Table 6 and Table 7, this article believes that compared to management’s 

“covering” of negative news, stock price bubbles have a stronger explanation for the increase in 

the risk of stock price crashes due to goodwill. Since the occurrence of any crash includes the 

overvaluation of stock prices and the concentrated release of negative news, this article does not 

deny that the accumulation and release of negative news is also an important factor in stock price 

crashes. The focus of this article is to show that investors will overreact to mergers and acquisitions, 

which leads to a stock price bubble, and a collapse occurs when the bubble cannot be sustained. 
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2. The social welfare effect of the M&A bubble 

The previous results indicate that M&A goodwill will trigger stock price bubbles and collapses. Then, 

will M&A-induced bubbles lead to wealth transfer between the company’s internal personnel and 

other investors? In order to explore the possible wealth transfer effects of bubbles, Table 8 

summarizes The number of shares reduced by the company’s executives in the year accounted for 

the company’s total share capital, and it was compared whether there is a difference in the 

percentage of executive reductions between high-goodwill companies, low-goodwill companies 

and non-goodwill companies. Among them, high goodwill companies refer to companies with 

goodwill greater than zero and located in the top 25% quantile, low goodwill refers to companies 

with goodwill greater than zero and ranking below the 25% quantile, and companies without 

goodwill Refers to companies with zero goodwill. The results of the mean test show that the 

reduction ratio of high-goodwill company executives is significantly higher than that of low-

goodwill or non-goodwill companies, indicating that the company's internal personnel can 

recognize that the stock price is overvalued, so they use the stock price bubble caused by mergers 

and acquisitions to reduce the price. Support and realize the transfer of wealth. 

Table.7 
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Substantial and meaningful expansion of the 

paper: 

 

1. Further examination of the mechanism of action: bubbles vs. 

management "covering" negative news 

Add the latest data until 2020 to update the data inspection 

1) A further test of the mechanism of goodwill exacerbating the stock price collapse  

2) The social welfare effect of the M&A bubble 

 

1. Annual distribution of goodwill 

 

         Figure 1 

Figure 1 plots the absolute and relative values of accumulated goodwill of listed companies from 

2012 to 2020. It can be seen from Figure 1 that the absolute value of goodwill 

The value increased from less than 30 billion yuan in 2012 to nearly 380 billion yuan in 2020, and 

its proportion of the company’s total assets also increased. 



From 1.1% in 2007 to 7.2% in 2020. The increase in the absolute value and relative value of goodwill 

reflects the expansion of the scale of mergers and acquisitions big and pay premium increase. 

 

 
Figure 2 

Annual distribution of high-goodwill companies 

From the regression results in Table 2 of the main text, it can be seen that goodwill aggravates the 

risk of stock price collapse mainly from samples with high goodwill. This kind of high 

The annual distribution of goodwill companies is shown in Figure 2. It can be seen from Figure 2 

that the number of high-goodwill companies increased relatively 

Stable, increasing from 30 to 110; in 2019-2020, it increased rapidly, from 110 at the end of 2018 

to 2020  at the end of the year. The substantial increase in high-goodwill companies is closely 

related to the rapid development of the M&A market in recent years, showing that companies 

During the period when the M&A market was developing well, the M&A industry implemented 

larger-scale M&As with higher premiums, thus accumulating higher business reputation. 

The annual distribution of high-goodwill companies is consistent with the overall distribution of 

goodwill. This Panel in Table 7 of the main text divides M&A into two phases, 2012-2018 and 2019-

2020. 



2. Research on industrial policies may cause some companies to engage 

in policy-based arbitrage mergers and acquisitions, only for the 

purpose of obtaining government support rather than actually 

transferring operating resources and focus 

The national industrial policy is essentially a policy tool used by the government to guide the 

flow of social resources to supported industries through various levels of policy support for 

various industries to achieve the transformation and upgrading of the government-led 

industrial structure. The empirical results show that the main and corporate enterprises are 

more likely to be Target companies that are supported by industrial policies initiate cross-

industry mergers and acquisitions; on this basis, if the main merged company itself is not 

supported by industrial policies, the above conclusions will be further strengthened; after 

considering the nature of corporate ownership, it is found that state-owned enterprises are 

more likely to initiate mergers and acquisitions with industrial policies. Cross-industry mergers 

and acquisitions with consistent orientation; however, if the merging companies themselves 

are supported by industrial policies, then state-owned companies will also conduct cross-

industry mergers and acquisitions less than non-state-owned companies. Further analysis 

found that some companies' main income after cross-industry mergers and acquisitions 

accounted for The ratio did not decrease but increased instead. After the merger and 

acquisition, it did not transfer resources to new industries. It may only be a "policy arbitrage" 

behavior to arbitrage government subsidies. Compared with non-state-owned enterprises, 

state-owned enterprises are motivated by "policy arbitrage" The possibility of cross-industry 

mergers and acquisitions is lower. 

 

 

6. Research conclusions and enlightenment 

1. Research conclusion 

With the rapid development of the M&A and restructuring market, more and more listed 

companies choose M&A as an extensional growth method. In response to this phenomenon, 

based on the empirical evidence of Chinese listed companies, this article uses goodwill as the 

annual proxy indicator of corporate mergers and acquisitions, studies the economic 

consequences of corporate mergers and acquisitions, and discusses its internal mechanism. 

Studies have shown that goodwill intensifies the risk of stock price collapse, and the correlation 

between the two is mainly due to companies with high goodwill. The explanation in this article 

is that investors overreacted to mergers and acquisitions, which caused the stock price to 

accumulate a certain degree of bubble. When the performance declines, investors realize that 

the stock price is overvalued. At this time, the bubble cannot continue and then collapses. In 

order to verify this point of view, this article finds that goodwill improves the company's 



performance, but compared to the improvement extent of goodwill on the company's 

performance, goodwill has a stronger effect on the company's stock price performance and 

has a shorter period. After comparing the bubble and the management’s “covering” the 

negative news about the two mechanisms for explaining the stock price crash, the empirical 

results show that the stock price bubble has a stronger explanatory power, which is manifested 

in the fact that the relationship between goodwill and the risk of stock price crash is longer in 

the investor’s holding period. It is more obvious when the company’s valuation is higher and 

the market conditions are better. In addition, this article also finds that the proportion of 

executives in high-goodwill companies is significantly higher than that of companies with low 

or no goodwill, indicating that in terms of social welfare effects, insiders have used the stock 

price bubble triggered by mergers and acquisitions to achieve wealth transfer and damage To 

protect the interests of other investors. 

2. Implications and policy recommendations 

 (1) Improve asset pricing efficiency and curb asset price bubbles. This article finds that 

investors will overreact to mergers and acquisitions, which will lead to stock price bubbles and 

collapses, which indicates that the pricing efficiency of China's capital market still needs to be 

improved. However, this article also finds that whether the stock price collapses after the 

merger is obviously related to whether the company's performance declines. This shows that 

the stock price performance is closely related to the company's intrinsic fundamental value, 

and the market can make roughly accurate judgments about the company's value. Based on 

this, this article proposes: (1) Further improve various systems to improve market pricing 

efficiency, for example, consider further relaxing short-selling constraints and expanding the 

underlying stocks of margin financing and securities lending, so that negative news held by 

some investors can be reflected in the stock price in a timely manner This will help curb the 

asset price bubble; (2) The risk of aggravated goodwill stock price collapse is closely related to 

the overreaction of investors. Therefore, the supervisory authority needs to further strengthen 

investor education so that investors can establish correct value investment concepts. Avoid 

following the trend of market hotspots such as mergers and acquisitions, so as not to cause 

huge stock price fluctuations; (3) Investors' overreaction to mergers and acquisitions is more 

or less due to the inability to accurately identify the value creation effect of mergers and 

acquisitions. Therefore, listed companies need to strengthen mergers and acquisitions and 

restructuring. The disclosure of relevant information enables investors to rationally view the 

positive effects of mergers and acquisitions. 

 (2) Listed companies should pay attention to the active role of optimizing resource 

allocation by the M&A market, rather than using M&A as a capital operation method to boost 

stock prices. This article finds that the stock price has risen significantly after the merger, and 

the scale of reduction of the management of high-goodwill companies is significantly higher 

than that of companies with low or no goodwill. Although there is no evidence that the post-

merger stock price rise was intentional by the management, it is undeniable that the 

management took advantage of investors' overreaction to mergers and acquisitions to achieve 

high shareholding reduction and wealth transfer. Based on this, this article proposes: (1) Listed 

companies should not blindly pay high premiums during mergers and acquisitions, and should 

scientifically and reasonably evaluate the promotion of mergers and acquisitions on the 

company's overall performance and ensure that this promotion is sustainable, otherwise once 



the performance of mergers and acquisitions A decline is likely to cause the company's stock 

price to collapse; (2) In order to avoid some listed companies from raising their stock prices 

and reducing their holdings through capital operations such as mergers and acquisitions, the 

supervisory authority should further regulate the mergers and acquisitions of listed companies 

to ensure the long-term interests of managers Start and implement mergers and acquisitions 

that truly create value for shareholders. 

 (3) The supervisory authority should further improve the relevant procedures and rules 

of mergers and acquisitions in order to promote the healthy development of the merger and 

reorganization market. Listed companies use equity as a payment method to implement 

mergers and acquisitions, their share prices will rise significantly. Although no clear evidence 

is provided, this article speculates that this phenomenon may be related to the pricing rules of 

listed companies' mergers and acquisitions and the lock-up period of equity financing. Listed 

companies usually use private placement as a financing method during mergers and 

acquisitions. The feature of this financing method is that the pricing date precedes the 

implementation date of the merger and the date of lifting the ban on new shares. Once the 

subscription price of the fund supplier is determined, relevant stakeholders will have the 

incentive to stimulate the stock price to rise through various means, and some investors may 

also regard the additional issuance price as a "guaranteed" price and intensify risky behavior 

in stock trading. New shares usually have a lock-up period of 1-3 years, and the new shares will 

not be circulated in the market during the restricted sale period, and will not cause downward 

pressure on stock prices. Therefore, it is necessary to further explore and improve the pricing 

mechanism of mergers and acquisitions, reduce the possibility of institutional arbitrage, and 

make the stock price more closely reflect the company's fundamental value. 

It should be noted that although this article has found that mergers and acquisitions will trigger 

the adverse consequences of stock price bubbles and collapses, this does not represent a 

complete denial of the role of the merger and acquisition market in optimizing resource 

allocation. With the gradual improvement of capital market-related systems and the gradual 

improvement of investors' awareness, it will be a very important proposition to optimize the 

allocation of resources through the M&A market to better serve the real economy. Different 

participants in the capital market, especially listed companies, should have a long-term 

strategic vision. They should make full use of mergers and acquisitions and reorganizations to 

optimize the integration of resources, so as to continuously improve company performance 

and create more value for investors, instead of using market forces. The hype enthusiasm uses 

mergers and acquisitions as a self-interested tool to increase stock prices and reduce holdings. 


