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Abstract 
This paper takes Chinese A-share listed margin trading and short selling companies from 
2010 to 2019 as research samples to explore the governance effect of short selling 
pressure on corporate M&A performance. This paper finds that short-selling pressure 
has a significant positive impact on the short-term M&A performance of enterprises, and 
the greater the short-selling pressure, the better the short-term M&A performance of 
enterprises. This paper not only provides micro-empirical evidence for the relaxation of 
short selling constraints in China, but also provides a new idea for firms to improve M&A 
performance and restrain managers' behavior. 
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1. Introduction 

With the relaxation of M&A policy and optimization of M&A system, China's M&A market is 
warming up and the scale of M&A is expanding. According to Wind statistics, listed companies 
completed 1,312 M&A and restructuring projects in 2020, with an amount of about RMB 602.7 
billion. As an important way of long-term investment, M&A can help firms develop and grow 
rapidly. However, failure and unsatisfactory performance also happen from time to time, how 
to improve the M&A efficiency is the focus of attention of all parties. A number of studies show 
that agency problem is an important factor affecting M&A performance. Managers are the main 
participant in M&A decision, and their M&A motivation has a significant impact on the firm's 
M&A performance. However, due to the existence of agency problem, the managers may make 
decisions to seek personal gains without considering the impact of M&A behavior on firm value, 
thus leading to decisions that are not conducive to shareholders' interests and firm value. 
Therefore, restraining manager's agency behavior in M&A is helpful to improve the firm's M&A 
performance. 
Recently, new research shows that after the introduction of short selling, the firm's shares are 
allowed to be shorted, and the resulting downward pressure on the stock price will act as a 
constraint on managers. It can reduce manager's earnings management activities (Massa et al., 
2015), and also reduce their value-destroying M&A decisions (Chang et al., 2019). In March 
2010, China's margin trading and short selling system pilot started, 90 stocks are included in 
the first pilot list. After six expansions, the number of margin trading and short selling firms in 
China has reached 1600 in 2020. The continuous relaxation of short selling constraints has an 
increasingly significant impact on the operational efficiency of  capital market and corporate 
behavior, which has aroused the focus of academic and practical circles. The existing researches 
mostly focus on the impact of short selling on stock pricing efficiency and earnings management. 
There is little literature on the impact of short selling on corporate mergers and acquisitions. 
Therefore, the research of this paper has important theoretical significance and practical value 
for short selling and M&A. 
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2. Theory and Hypothesis Development 

China's M&A scale continues to expand, and its share in the global transaction gradually 
increases, but the M&A performance is not satisfactory. M&A activity destroys corporate value 
rather than increasing shareholder wealth, and this "success paradox" has become the focus of 
attention. There are many factors that affect M&A performance, such as macro policy, internal 
governance structure, motivation and payment mode, etc. Manager behavior is also an 
important factor that affects M&A performance. The manager plays a key role in the whole 
process of decision, takeover and post-merger integration. However, due to the agency 
problems, there are often conflicts of interest between manager and shareholders. When an 
investment can bring greater private benefits to the manager, the managert may sacrifice the 
interests of shareholders to pursue their own interests, resulting in the loss of corporate value 
and shareholder wealth. Therefore, restricting the agent behavior of managert has positive 
significance for improving the M&A performance. 
Studies show that the pressure of short selling can have a governance effect on the managers 
and restrain its agency behavior. Short selling mechanism is a governance mechanism based on 
(negative) information transmission and transaction. The introduction of short selling 
mechanism will improve the information content and pricing efficiency of stock price, which 
can directly reflect the success or failure of M&A transaction and the level of M&A performance. 
Short sellers have the intellectual capacity and financial incentive to dig for and publicize bad 
news that might otherwise be hidden, allowing negative information to be reflected in stock 
prices in a timely manner. Such potential short selling can lead to widespread negative 
information, which in turn causes share prices to fall, threatening corporate values and 
manager's own wealth and job security. Enterprises and managers have to react to the 
constraining effect of short selling mechanism in advance. Jensen and Meckling (1976) pointed 
out that manager is concerned about their own power, income, social status and reputation, so 
the pre-shock effect of short selling mechanism can restrain manager's impulse to take bad 
financial behaviors. 
Therefore, the thesis argues that the introduction of short-selling mechanism will exert a pre-
restraint effect on those managers who may pursue personal interests and destroy the value of 
the company in M&A. Companies that allow short selling will have higher market reaction to 
M&A announcements and better M&A performance. The hypothesis is proposed: 
Hypothesis: The greater the short selling pressure, the better the short-term M&A performance 
of the acquirer. 

3. Research Design 

3.1. Data 
Considering the background of short selling in China and the availability of data, this paper 
selects all A-share listed firms in China from 2010 to 2019 as initial samples and conducts the 
following screening: (1) Eliminate the samples with missing data in relevant variables; (2) 
Eliminate the samples of firms belonging to the financial industry; (3) Eliminate the samples 
with special treatment (ST). At the same time, the existing literature is used to screen m&a 
events according to the following criteria (Shihua Chen et al., 2013; Fengrong Wang et al., 2015) : 
(1) M&A transactions in which the buyer is selected as the M&A transaction status; (2) 
Eliminate M&A transactions that fail; (3) Eliminate M&A transactions belonging to related 
parties; (4) Eliminate M&A transactions with an amount less than RMB 100,000; (5) To ensure 
the accuracy of CAR calculation, only the first M&A transaction completed by the sample firm 
in that year is retained. Finally, 755 valid samples were obtained. To minimize the effect of 
outliers, we winsorize all variables at the top and bottom 1% of each variable’s distribution. 
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3.2. Variable Definitions 
3.2.1. M&A Performance 
This paper focuses on the short-term M&A performance, adopts the event study method, uses 
the cumulative excess return rate to measure the short-term M&A performance of the firm. In 
this paper, the return rate of individual stocks from 210 trading days to 11 trading days before 
the announcement of M&A is used to estimate the regression coefficient, and then the 
cumulative excess return rate of stock prices in 1, 2 and 3 trading days before and after the 
announcement of the first M&A is calculated. In this paper, the market model method of 
cumulative excess return is used. CAR1 refers to the cumulative excess return of stocks one day 
before and after the M&A announcement, CAR2 refers to the cumulative excess return of stocks 
two days before and after the M&A announcement, CAR3 refers to the cumulative excess return 
of stocks before and after the M&A announcement, among which the 0 day is the M&A 
announcement date. 
3.2.2. Short Selling  
Short selling pressure is the key explanatory variable of this paper. At present, most literatures 
on short selling in China are based on quasi-natural experiments, using dummy variables to 
measure short selling pressure, so as to test the policy effect of introducing short selling system 
(Naikang Gu et al., 2017; Shenglan Chen and Hui Ma, 2017). Drawing on the practice of Qingyang 
Meng (2017), this paper examines the impact of actual short selling pressure on M&A, and 
measures the short selling pressure that firms face before M&A with margin of short selling, 
that is, the number of securities that have not been sold. Since this paper examines the 
governance effect of short selling pressure before M&A on corporate M&A performance, the 
data of short selling margin in the year before is used as an explanatory variable. The higher 
the short selling margin, the greater the short selling pressure the firm faces. 
3.2.3. Control Variables 
Referring to existing relevant literature, this paper takes firm size, total asset turnover, Tobin's 
Q, H index, proportion of independent directors, separation rate of two rights and board size as 
control variables. This paper also controls for industry and year fixed effects. 

3.3. Model 
For the test of this paper, the empirical model constructed in this paper is as follows: 
 

𝐶𝐴𝑅 , = 𝛼 + 𝛼 × 𝑆ℎ𝑜𝑟𝑡 , + 𝛼 × 𝑆𝑖𝑧𝑒 , + 𝛼 × 𝑇𝑎𝑡 , + 𝛼 × 𝑇𝑞 , + 𝛼 × 𝐻 ,

+ 𝛼 × 𝐼𝑟 , + 𝛼 × 𝑆𝑜𝑒 , ++𝛼 × 𝐵𝑜𝑎𝑟𝑑 , + 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑓𝑖𝑥𝑒𝑑

+ 𝑌𝑒𝑎𝑟𝑓𝑖𝑥𝑒𝑑 + 𝜀 ,  
 
If short selling pressure can improve M&A performance, then 𝛼  should be positive and 
significant. 

4. Empirical Results 

4.1. Descriptive Statistics 
Table 1 provides descriptive statistics of the main variables used in this study. The mean value 
and standard deviation of the amount of short selling are 160,000 and 290,000, indicating that 
even though short selling are gradually expanded after the beginning of pilot, the number of 
stocks allowed to sell short in China's listed companies is still small. The short selling pressure 
of each firm is very different, and the short selling market in China still has a great space for 
development. The average cumulative excess returns of each acquirer in the 1, 2 and 3 trading 
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days before and after the M&A announcement were respectively 0.01, 0.01 and 0.00,  and the 
standard deviations were respectively 0.06, 0.07 and 0.08. It indicates that the short-term M&A 
performance of listed companies in China is not very ideal, and the difference between different 
firms is small. 
 

Table 1. Descriptive Statistics 
Variable Mean Sd Min Max 

CAR1 0.01 0.06 -0.17 0.22 
CAR 2 0.01 0.07 -0.24 0.27 
CAR 3 0.00 0.08 -0.29 0.31 
Short 160000 290000 0.00 1600000 
Size 10.00 0.53 9.00 11.10 
Tat 0.67 0.48 0.07 2.56 
Tq 2.19 1.30 0.95 7.41 
H 0.16 0.13 0.01 0.54 
Ir 0.38 0.06 0.31 0.57 

Soe 0.44 0.50 0.00 1.00 
Board 9.04 1.90 5.00 15.00 

4.2. The Effect of Short Selling on M&A Performance 
Table 2. Regression Results of Short Selling and M&A performance 

 
(1) (2) (3) 

CAR1 CAR2 CAR3 

Short 0.000*** 
(2.990) 

0.000** 
(2.384) 

0.000** 
(2.313) 

Size 
-0.010 

(-1.416) 
-0.008 

(-0.964) 
-0.010 

(-0.993) 

Tat 0.003 
(0.485) 

-0.002 
(-0.211) 

-0.001 
(-0.073) 

Tq -0.004* 
(-1.654) 

-0.003 
(-0.922) 

-0.002 
(-0.575) 

H 
0.029* 
(1.679) 

0.019 
(0.803) 

0.018 
(0.673) 

Ir 0.008 
(0.202) 

-0.001 
(-0.017) 

0.013 
(0.256) 

Soe -0.007 
(-1.513) 

-0.011* 
(-1.732) 

-0.008 
(-1.095) 

Board 
-0.001 

(-0.734) 
-0.001 

(-0.748) 
-0.001 

(-0.625) 

_cons 0.091 
(1.213) 

0.064 
(0.678) 

0.067 
(0.632) 

YEAR YES YES YES 
INDUSTRY YES YES YES 

N 755 755 755 
R2 0.083 0.055 0.050 

 
Table 2 shows the regression results. Short is significantly positively correlated with CAR1 at 
the level of 1%, and with CAR2 and CAR3 at the level of 5%, indicating that the existence of 
short selling pressure has a significant positive impact on short-term M&A performance of 
firms. The greater the short selling pressure, the better the market reaction to corporate M&A 
announcements. This result supports the hypothesis that when managers are threatened by 
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short selling, they are less likely to engage in mergers and acquisitions that destroy corporate 
value. Short selling pressure has a significant improvement effect on M&A performance. 

4.3. Robustness Check 
In order to ensure the robustness of the results of this paper, 41 days before and110 days before 
M&A announcement is used as the estimation period to calculate the cumulative excess returns 
of 1 day (CAR11), 2 days (CAR22), 5 days (CAR55) and 30 days (CAR30) before and after M&A 
announcement. Table 3 shows the regression results. The new test results are consistent with 
the conclusions in the text, indicating that the experimental results are robust and short selling 
pressure can significantly improve M&A performance.  
 

Table 3. Robustness Test Regression Results 

 
(1) (2) (3) (4) 

CAR11 CAR 22 CAR 55 CAR 30 

Short 0.000*** 
(2.917) 

0.000** 
(2.434) 

0.000*** 
(2.930) 

0.000** 
(2.240) 

_cons 0.091 
(1.161) 

0.070 
(0.711) 

0.083 
(0.608) 

0.130 
(0.369) 

YEAR YES YES YES YES 
INDUSTRY YES YES YES YES 

N 751 751 751 751 
R2 0.082 0.053 0.058 0.061 

5. Conclusion 

Based on the policy change of short selling business, which started in March 2010 in China, this 
paper empirically analyzes the improvement effect of short selling pressure on short-term M&A 
performance of firms after the short selling restriction is relaxed. The results show that 
companies with high short selling pressure have higher cumulative excess return on M&A 
announcement date, and short selling can significantly improve M&A performance. This paper 
also has some limitations. On the one hand, the factors affecting M&A performance are very 
complex, and the model of this paper needs to be further improved. On the other hand, this 
paper measures the short-term M&A performance by market reaction of M&A announcement, 
and it remains to be further studied whether short-selling pressure has governance effect on 
long-term performance of M&A. 
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