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Abstract: The global M&A market has been growing rapidly in recent years. With the devel-
opment of emerging markets, M&A can be seen in almost any event that affects the direction
of the market, especially in stock market volatility, where the impact of M&A is sometimes
a factor that cannot be ignored. In many different situations, M&A can have a different impact
on overall stock market volatility. Through this process, we will show the intrinsic relation-
ship between stock market turbulence and corporate M&A transactions through analysis to
improve the in-depth measurement of M&A activities by companies. From several perspec-
tives, we will use literature reading and analysis methods to conduct an analysis of the impact
of corporate mergers and acquisitions. The study will show that the relationship between
stock price fluctuations and M&A transactions is complementary, and that the development
goals and status of the firm will determine whether M&A can have a positive impact on the
stock market.
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1. Introduction

Since 2020, the global economy has seen many changes under the influence of Covid-19. Among
them, energy and international relations issues due to the war in Russia and Ukraine have taken the
lead as a source of leading stock market volatility, while the U.S., which has raised interest rates
several times in response to uncontrollable inflation, has also been implicated in the turmoil of the
economic system. One of the most notable events among them was Twitter's acceptance of Musk's
$44 billion acquisition deal in April 2022. When the news of this acquisition was released, the media
and stock market all exploded. The agreement also caused Twitter's stock price to skyrocket within a
week, while at the same time Musk's Tesla's stock value fell, saying it was preparing for the acquisi-
tion of Twitter. The takeover fiasco had a notable impact on overall market volatility, though Twitter's
shares slid about 13 percent in the month since reaching a yearly high in late April, with an overall
difference of more than $9 billion in market value, because investors were concerned the deal would
not be completed [1]. As a result, we were able to see a lot of volatility in the stock market as a result,
with the stock prices of companies like Tesla and Twitter being particularly volatile. So, what do
mergers and acquisitions of companies bring in the course of a market economy? How do they have
a substantial impact on the stock market? Through the study, we will have a clearer grasp of corporate
M&A itself and the impact it brings to the stock market, so that we can have a deeper knowledge of
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the link between corporate M&A transactions and stock market volatility as well as the risks and find
better returns.

2. Impact Between M&A and Stock Market

Mergers and acquisitions are an important strategic approach to the growth of a company, and a con-
venient means to help companies expand their scale, consolidate their core competitiveness, and max-
imize the interests of shareholders.

When the listed company's M&A plan becomes mature, it often has to choose different ways to
carry out the M&A based on the amount of its own capital, the good or bad development prospects
and the good level of the manager, in order to ensure the smooth implementation of the transaction.
In the concept of economics, the impact of exchange is not only instantaneous but also long-term.
During this period the stakes of the impact itself are well worth digging deeper into. When it comes
to corporate mergers and acquisitions, there are a number of scenarios that break out, and the first one
to talk about is the series of impacts that lie under the explicit corporate merger plans of large com-
panies. In general, the impact of such mergers and acquisitions on the stock market and the companies
involved is mostly positive.

The Nobel laureate economist Stigler once noted that there is not a single major American com-
pany that has not grown through some degree or fashion of mergers and acquisitions [2]. Mergers and
acquisitions are an important strategy for companies seeking their own growth and industry leader-
ship. And it is also an essential choice for companies to take the initiative in the market, especially in
the stock market. Recently, oil and energy issues have received much attention. Because the world
and geopolitical issues have attracted the attention of many investors. As the price of oil has risen, oil
stock prices have been volatile in waves. But, after nearly a century of economic development, there
is an oil tycoon, Mr. Rockefeller, who has spent less than a decade controlling 90% of the nation's oil
market. From an oil refinery with a registered capital of $1 million at the time of its founding to a
trust with $70 million in assets that controls 90% of the U.S. oil supply, Rockefeller has provided
future generations with a perfect preview of "industrial integration through corporate mergers" [3].
The journey of corporate acquisitions executed by Mr. Rockefeller has been so successful that it can
be said that without several acquisitions being made, his oil tycoon and the formation of his rising
stock price would not have been possible. Its acquisition path originated with the goal of controlling
the refining industry, seeing the right market moment in Cleveland and easily taking down numerous
target companies with its own advantages. And then he acquired crude oil plants in oil-producing
areas by cleverly setting traps, a move that took the source supply problem to the root. On this basis,
Rockefeller searched for and used his talents to carry out in-depth mergers in the refining industry in
the oil-producing regions of Pennsylvania, and he further acquired oil transportation companies on
this basis [3]. The entire process was intertwined and made each acquisition serve to promote the
industry. This clear corporate development plan led many talented people to join the wave of mergers
and acquisitions. Therefore, mergers and acquisitions can help companies grow rapidly and contribute
greatly to the expansion of their production lines and the improvement of their industrial processes.
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Figure 1: XOM’s stock price growth.

Figure. 1 is the change in the stock price of Rockefeller's Mobil Oil over the last century, from
which we can see that its stock price has been steadily increasing since the beginning of the corporate
merger. So we can see from this that a good case of an M&A process is one in which the company
has a clear corporate development plan and objectives, based on which the supply and quality of the
products are guaranteed, the risks are avoided while ensuring the steady development of the company,
and the impact of this M&A policy on the stock market is bound to be positive. For investors, an
M&A deal with a company that has a stable product output and a clear development plan is a guar-
anteed investment. This will also attract more attention from investors, and the stock price will natu-
rally rise slowly.

In the event of a merger or acquisition, stock price volatility can correspondingly increase a firm's
propensity to merge. And when certain firms face uncertainty, they usually make over-investment
decisions [4]. So is there a negative impact of corporate mergers and acquisitions on the stock market?
The answer is absolutely yes. For some listed companies, mergers and acquisitions are sometimes not
a means to promote the company's development, but a phenomenon to expand the market scope or
blindly follow the trend. In today's globalized economy, the increasingly fierce business competition
makes more and more companies choose mergers and acquisitions as an effective channel to increase
company value and enhance core competitiveness. However, due to the blind pursuit of synergistic
effects, three major M&A problems, namely excessive payment premium, lack of understanding of
the target company, and cultural clash, frequently lead to M&A failure.

In the historical development of corporate M&A, there have been several influential M&A trends.
One of these was the sixth wave of M&A following the 2001 recession. When the economy returned
to growth, large amounts of dollars flooded the market and the Federal Reserve kept interest rates
low to stimulate the economy [5]. Low-interest rates also contributed to the growth of private equity
funds as leveraged buyouts became cheaper, which also contributed to the stock market boom. This
wave has led to a large amount of available capital and an extremely favorable environment. In a
market environment of high liquidity and cheap capital, M&A deals increased exponentially, but also
created distortions. Due to massive speculation and a lack of perceived risk, many M&A deals ended
up being overvalued, leading to massive resources directed to "rotten" assets [5]. The result was the
subprime mortgage crisis in 2007, which plunged the world into recession.

During this time, a number of not-so-successful M&A events took place. In May 2007, CIC spent
about $3 billion to buy nearly 10% of BlackRock's stock at $29.605 per share. However, this invest-
ment did not pay off well for the company. As the international financial environment deteriorated,
CIC's investment in BlackRock reached a loss of $2.5 billion by October 2008 [6]. At the end of 2007,
CIC purchased $5.6 billion in face value of Morgan Stanley's mandatory convertible bonds, account-
ing for 9.86% of Morgan Stanley's equity at the time. As a result of the escalating financial crisis and
mergers and acquisitions, Morgan Stanley's share price fell sharply and the trading book was floated
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with a loss of about $3 billion [6]. This caused the share price of CIC to fall again and again at that
time, and also drove the share price of the acquired company to produce great ups and downs. In the
financial crisis environment, it was clear that M&A was not the best way to save the company and
make it prosperous.
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Figure 2: CIC's share price fluctuations since 2007.
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Figure 3: Morgan Stanley's share price fluctuations since 2007.

Through Figure 2 and Figure 3, we can see that its own stock market sentiment has not improved
much since CIC made its stock takeover in 2007 and has declined all the way in the latter half of
2007. Morgan Stanley's share price also fell severely because of the M&A deal and the overall market
economic downturn.

Following this merger, in November 2008, Ping An Insurance Company of China announced that
it had become a single shareholder in Fortis Group, an international financial services provider oper-
ating mainly in the banking and insurance business, by purchasing 95.01 million shares, or approxi-
mately 4.18% of its total share capital, at a cost of approximately 1.81 billion euros [7]. The news of
this merger made many investors brighten up. However, due to the lack of experience in forecasting
Fortis' net assets, especially in estimating the impact of the financial crisis on Western financial in-
stitutions, the investment eventually resulted in serious losses for Ping An. Soon after Ping An ac-
quired Fortis, Fortis Group collapsed. Ping An Insurance Company of China was left with less than
30% of its investment and its share price plummeted.

In fact, the reason for these negative situations is that the company does not have a good value
measurement and analysis of its own situation and position when making M&A transactions. First of
all, when implementing M&A plans, companies should first focus on the future direction of the mar-
ket economy and measure the direction of the company's own development. Influenced by managers'
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controlling habits of thinking, some companies are accustomed to analyzing and examining the fi-
nancial results of completed, unchanged, past activities, rather than analyzing and communicating
with the present and the future in mind [8]. Financial analysis that does not serve the future will only
reveal past problems and be satisfied with what has been achieved, making mergers and acquisitions
occur blindly. Secondly, when measuring M&A transactions, companies sometimes have unclear
strategies or strategies that do not translate into actionable criteria, as well as a lack of external clarity
about industry competition and a failure to find external benchmarks, which also prevent companies
from seeing opportunities and threats [8]. Since the main issue between M&A transactions and stock
price movements is the company's finances, another reason why M&A makes stock prices fall is that
companies do not consider the risk or are too conservative in their financial analysis. In the case of
Ping An Insurance, it can be concluded that some companies lack the necessary risk awareness and
do not perform risk analysis when making decisions. This kind of financial analysis never or seldom
considers risks for enterprises, especially for mergers and acquisitions of foreign-funded enterprises.
The result of the analysis is not a risk adjustment, which also leads to the decision-making of the
enterprise not to see the future development risk of the enterprise. This also leads to a situation where
the company cannot see the abyss ahead when the M&A transaction takes place, until the risk be-
comes a loss and the company's stock price plunges into a situation that is difficult to revive.

3. Conclusion

This paper focuses on the impact of corporate mergers and acquisitions on stock market volatility and
explores the link between corporate mergers and acquisitions and stock market volatility by reading
and analyzing the literature and cases. We can see that whether a company's M&A share price will
go up or down is really a case-by-case decision. If the acquired company is a mess, with poor perfor-
mance, no future, and heavy debts, then it is a piece of negative news for the company making the
offer. The company's performance will be dragged down and the share price may fall as a result.
However, if the company has a good outlook and is helpful to the company making the offer, it is
good news and the company's stock price may rise. But sometimes, M&A rumors are more likely to
affect stock price volatility than the M&A deal itself. Usually the stock price of listed companies with
M&A rumors in the market will be affected by the rumors. Because investors want to focus on com-
panies with merger and acquisition rumors, most stock prices will rise at first. After the announcement
of a merger or acquisition, the upward trend in stock prices usually tapers off or even reverses to a
decline due to the end of the merger or acquisition and other factors. The Rockefeller oil company's
M&A history and the Twitter acquisition fiasco show that, in general, the stronger the M&A firm and
the better the industry it belongs to, the more likely it is that the M&A will cause the stock price to
rise, while the opposite is likely to cause the stock price to fall. Among the many waves of corporate
mergers and acquisitions, hybrid mergers and acquisitions have the greatest impact on the stock price
volatility of the acquiring firm because of their broad coverage and the longer M&A journey they
undergo. Of course, the literature and case studies covered in this paper are only a small part of the
picture; in a changing market economy, there are still many variables in M&A transactions, and cor-
porate mergers and acquisitions are not limited to affecting stock market volatility. Based on the
analysis of the impact of M&A on stock market volatility, in the future we can also analyze the link
between stock market volatility and the occurrence of M&A from the reverse perspective. On this
basis, the market reaction of both parties to the M&A can be further explored. It is also possible to
further investigate whether corporate M&A transactions have a positive or negative impact on other
development factors in the overall market.
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