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This study examines the impact of common institutional ownership on corporate mergers

and acquisitions (M&A) within China’s emerging market. The findings suggest that, while

common institutional ownership decreases the likelihood of M&A, it positively influences the

merger announcement effect and merger performance. The heterogeneity analysis reveals

that long-term and independent institutional investors play a more significant role in facil-

itating effective M&A. The mechanism analysis identifies two primary channels through

which common institutional ownership exerts its influence: first, by leveraging acquisition

experience and informational advantages to mitigate information asymmetry; second, by

appointing directors and curbing managerial opportunism to strengthen corporate govern-

ance. These findings provide novel empirical evidence regarding the dual role of common

institutional ownership in M&A, enriching the literature on its economic impact in emerging

markets. Furthermore, they offer valuable insights for advancing well-structured M&A

practices and refining capital market regulations.
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Introduction

Mergers and acquisitions (M&A) play a fundamental role
in corporate growth and capital allocation within an
economy. However, contrary to traditional M&A the-

ories, which posit that mergers enhance firm value (Jensen and
Ruback, 1983), a substantial body of research suggests that many
acquisitions fail to create value and may even result in value
destruction (Moeller et al., 2004; Bhaumik and Selarka, 2012; Zhu
et al., 2024). This issue is particularly pronounced in emerging
markets, which are often characterized by underdeveloped capital
market institutions and persistent corporate governance chal-
lenges. Data indicate that, as of 2020, 51.2% of M&A transactions
in China’s capital market failed to generate value and, in some
cases, even resulted in firm value erosion (Zhu et al., 2024).

As key stakeholders, why do common institutional investors
fail to prevent value-destructive mergers? This question has
attracted significant academic attention. Matvos and Ostrovsky
(2008) examined this issue from the perspective of common
institutional ownership, contending that these investors may
offset losses from unsuccessful mergers through higher returns
from non-acquiring firms. However, Brooks et al. (2018) present
empirical evidence that challenges this argument. Considering the
multifaceted role of common institutional ownership in M&A, its
effectiveness as a governance mechanism, as opposed to its pas-
sive acceptance of value-destructive mergers, remains an unre-
solved issue that requires further empirical investigation.

In practice, common institutional ownership has become an
increasingly prevalent ownership structure.1 The academic debate
on its influence on corporate decision-making revolves around
two contrasting perspectives: the effective governance view, which
argues that common institutional ownership enhances corporate
oversight (He and Huang, 2017), and the collusion hypothesis,
which suggests that it undermines governance by fostering anti-
competitive behavior (Azar et al., 2018). On one hand, common
institutional investors serve as crucial information intermediaries
within complex corporate networks, thereby enhancing commu-
nication and knowledge dissemination (Edmans et al., 2019;
Hope et al., 2017). On the other hand, they may engage in col-
lusive behavior with peer firms, manipulating market dynamics to
secure reciprocal advantages (Azar et al., 2018; Huang et al.,
2024). While their primary objective is to maximize portfolio
value, institutional constraints in emerging markets—such as
underdeveloped market institutions and concentrated ownership
structures—limit their capacity for active governance (“voting
with their hands”) and reduce their incentive to divest from
underperforming firms (“voting with their feet”). This raises a
critical question: In the context of major corporate decisions, such
as M&A, can common institutional ownership serve as an
effective governance mechanism?

In contrast to the studies by Zhu et al. (2024) and Brooks et al.
(2018), which focus exclusively on unsuccessful acquisitions or
acquisition premiums, this study offers a comprehensive analysis
of the M&A process, covering pre-deal decision-making and
post-merger performance. Specifically, it examines whether
common institutional ownership can reduce the probability of
value-destructive acquisitions, thereby improving overall M&A
performance.

This study selects China’s emerging market as the context for
three key reasons. First, common institutional ownership in
China differs significantly from that in developed capital markets.
For instance, in the United States, institutional investors account
for 43% of market capitalization, while in China, they represent
only 11.6%.2 This structural difference underscores the sig-
nificance of the governance effect of common institutional
ownership in China’s context for scholarly inquiry. Second,
China’s capital market is characterized by strong government

intervention, complex state-owned enterprise structures, and
relatively weak legal protections for investors (Jiang and Kim,
2020), in stark contrast to the greater market autonomy and
institutional maturity found in Western economies. This insti-
tutional backdrop may make the governance role of common
institutional ownership increasingly complex and context-
dependent. Lastly, corporate M&A in China are often driven by
strong policy directives rather than being solely based on market
efficiency or corporate strategy, resulting in acquisition dynamics
that differ significantly from those in Western markets. Therefore,
examining the impact of common institutional ownership on
M&A in China provides insights into distinct governance
mechanisms and offers valuable perspectives for institutional
development in emerging markets.

Utilizing data from Chinese A-share listed firms between 2010
and 2021, this study explores the impact of common institutional
ownership on corporate M&A. The findings indicate that com-
mon institutional ownership significantly curtails reckless acqui-
sitions, while simultaneously improving both announcement
effects and post-merger performance. The heterogeneity analysis
suggests that long-term and independent institutional ownership
exerts a more pronounced influence on effective M&A decision-
making. Mechanism analysis identifies two key channels driving
this effect: (1) an information mechanism, wherein institutions
leverage M&A experience to mitigate information asymmetry,
and (2) a monitoring mechanism, in which they appoint directors
and curb managerial opportunism.

The main contributions of this study are as follows: First, it
represents the first systematic investigation into the dual effects of
common institutional ownership on M&A decision-making and
performance. Unlike prior research, which has predominantly
focused on value-destroying mergers (Zhu et al., 2024) or M&A
performance (Brooks et al., 2018), this paper comprehensively
examines the entire M&A process, providing new empirical evi-
dence that highlights the nuanced role of common institutional
ownership in corporate M&A.

Second, this study contributes to the literature on the gov-
ernance effects of common institutional ownership. Despite
ongoing academic debates regarding whether common institu-
tional ownership exerts a positive governance effect (He and
Huang, 2017) or a negative collusion effect (Azar et al., 2018), this
paper investigates the role of common institutional ownership in
both M&A decision-making and performance enhancement. By
developing explanatory mechanisms based on information and
governance effects, this study provides new evidence supporting
the positive governance effects of common institutional
ownership.

Third, this study offers new empirical evidence from China on
how common institutional ownership enhances corporate M&A
value. While prior research has primarily focused on capital
markets in Europe and the United States, China’s capital market
is distinguished by unique institutional features, including high
ownership concentration and the separation of control rights
from cash flow rights for major shareholders. These distinctive
features lead to specific governance challenges. Common insti-
tutional ownership exhibits distinct governance effects in the
Chinese market, and the results of this study highlight its role as
an external governance mechanism, thus complementing Brooks
et al.'s (2018) research on the governance role of common
institutional ownership.

Literature review and hypotheses
Common institutional ownership: economic impact and M&A.
Previous studies on the economic consequences of common
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institutional ownership primarily focus on intra-industry com-
mon ownership, emphasizing its dual governance and collusion
effects. In terms of governance effects, common institutional
investors can establish collaborative governance mechanisms
through cross-company shareholding within the same industry,
thereby enhancing their monitoring capabilities. Because of the
alignment of interests between common institutional investors
and their portfolio companies, these investors are highly incen-
tivized to uncover and communicate information, thus mitigating
information asymmetry and enhancing corporate transparency
(Ramalingegowda et al., 2021). Furthermore, by leveraging their
expertise and governance experience, common institutional
investors play an active role in corporate governance. For
instance, He et al. (2019) found that common institutional
investors tend to oppose CEO proposals, fulfilling their oversight
function. Their governance effects further extend to promoting
improvements in market share and innovation productivity (He
and Huang, 2017; Ding, 2023), curbing opportunistic behavior
(Dai et al., 2024), increasing green investment (Lu et al., 2024),
and enhancing corporate ESG performance (Schiehll and
Kolahgar, 2024).

In contrast, the collusion effect suggests that common
institutional investors may facilitate information exchange and
resource sharing between companies within the same industry,
potentially leading to market governance failure or inefficiency
(Azar et al., 2018). For example, He and Huang (2017) argue that
common institutional investors may undermine market competi-
tion by fostering collusive behavior. Azar et al. (2018) further
found that these investors could distort market pricing mechan-
isms by forming strategic alliances, potentially resulting in higher
product prices.

Unlike studies on cross-industry common ownership, there is a
limited body of literature examining the economic impact of
common ownership between the two parties involved in a
transaction. For example, institutional investors holding shares in
both sides of a supply chain transaction can reduce transaction
costs and stabilize the supply chain (Freeman, 2023). Some
research suggests that investors holding shares in both parties of a
M&A may drive value-destroying deals to maximize portfolio
returns (Matvos and Ostrovsky, 2008). However, Brooks et al.
(2018) challenge this view, showing that common institutional
investors can enhance M&A performance by reducing the
acquisition premium.

In summary, existing research primarily focuses on the
economic consequences of cross-industry common ownership,
emphasizing the dual roles of common institutional ownership in
governance and collusion (He and Huang, 2017; Azar et al.,
2018). While a few studies examine the impact of common
ownership between parties in a transaction, the debate continues
regarding its effectiveness in enhancing M&A performance
(Matvos and Ostrovsky, 2008; Brooks et al., 2018). However,
the existing literature is largely limited to single-scenario analyses
and has not fully explored the dual functions and mechanisms of
common institutional ownership throughout the entire M&A
process. Therefore, this paper adopts a comprehensive approach
to the M&A process, systematically investigating the dual roles of
common institutional ownership in pre-decision constraints and
post-merger performance. This study not only clarifies the
governance mechanisms of common institutional ownership
but also makes a significant contribution to the field, broadening
the scope of research on its impact on corporate behavior.

Common institutional ownership and M&A. Corporate M&A
inherently carries high risk and uncertainty, with more than half
of M&A transactions failing to create value for companies

(Sirower and O’Byrne, 1998), and some even resulting in value
destruction (Bae et al., 2002; Zhu et al., 2024). The primary causes
of these failures include information asymmetry before the
merger (Ahern and Harford, 2014), improper target selection
(Palepu, 1986), and ineffective resource integration, which all
hinder value creation in M&A. Among these factors, significant
information asymmetry in M&A transactions is a major barrier to
value realization. Information asymmetry not only heightens the
risk of M&A failure but also creates opportunities for insiders to
exploit minority shareholders. In China, more than 51.2% of
M&A transactions involving listed companies fail to create value,
often leading to a reduction in company value (Zhu et al., 2024).
Consequently, addressing information asymmetry and improving
M&A performance have become central concerns in M&A
research.

As a crucial governance mechanism, common institutional
ownership plays a significant role in mitigating information
asymmetry and improving M&A performance through its
informational advantages and governance capabilities (Irani
et al., 2023). By holding stakes in multiple companies, common
institutional investors gain access to private information from
various firms, reducing information asymmetry in M&A and
acting as information bridges that facilitate knowledge sharing
between companies (Park et al., 2019). This information
transmission mechanism is especially critical in the target
industry, as it helps reduce uncertainties in target selection and
mitigate industry risks, thereby improving M&A performance.
Additionally, common institutional ownership influences corpo-
rate decision-making through mechanisms such as board
appointments and voting (He et al., 2019), while mitigating
managerial opportunism and short-term profit-seeking behavior
(Zhou et al., 2025). These actions lead to more informed M&A
decisions and the creation of merger value.

The informational and experiential advantages of common
institutional ownership are critical drivers of its governance
effectiveness. On one hand, its industry-specific informational
advantage allows common institutional ownership to select M&A
targets with greater accuracy, reducing the likelihood of
misguided acquisitions. Studies indicate that selecting the right
acquisition targets is essential for enhancing merger value
(Palepu, 1986), and high-quality targets are crucial for improving
M&A performance. By leveraging its deep industry knowledge,
particularly its insights into potential targets, common institu-
tional ownership helps mitigate information asymmetry in M&A
decisions, improving target selection accuracy and reducing
inefficient acquisitions. Conversely, during the post-merger
integration phase, common institutional ownership utilizes its
industry governance advantage to enhance integration efficiency
with the target company’s industry, thereby generating merger
synergies (Brooks et al., 2018).

Additionally, grounded in signaling theory, common institu-
tional ownership accumulates significant M&A experience
through sustained investments. This experience includes both
the evaluation and management of acquisition deals, as well as
best practices for post-merger integration. By leveraging this
experiential advantage, common institutional ownership can
effectively guide companies in making more informed acquisition
decisions and provide strategic support during the integration
phase. Through its informational influence, common institutional
ownership transfers accumulated M&A experience and industry
knowledge to corporate decision-makers, reducing information
asymmetry in target selection, lowering transaction risks, and
ultimately enhancing merger value (Zhu et al., 2024).

The governance advantages of common institutional owner-
ship play a pivotal role in overseeing M&A decisions and
enhancing merger value. Common institutional investors possess
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both the capacity and motivation to engage in corporate
governance, effectively overseeing decisions made by major
shareholders and management (Park et al., 2019; Kang et al.,
2018). Due to their typically larger stakes and diverse
investment portfolios, common institutional investors can
leverage accumulated management experience to conduct in-
depth analyses of M&A transactions, thereby encouraging
more rational decision-making by management. Additionally,
their extensive governance experience enhances the effectiveness
of supervision (Kang et al., 2018). To enhance their governance
role, common institutional investors can participate directly
in corporate governance by appointing directors (Zhou et al.,
2025), thus improving the quality of M&A decisions.
This governance experience, particularly within peer companies,
can be effectively transferred, reducing supervision costs.
Furthermore, to optimize portfolio returns, they can curb
opportunistic behavior from major shareholders (Zhou et al.,
2025), such as using M&A for rent-seeking or blindly expanding
business empires, ensuring that M&A decisions align with
the company’s long-term value creation objectives. Thus, by
enhancing supervisory governance, common institutional own-
ership not only constrains M&A decisions but also improves
merger quality, ultimately enhancing merger value (Zhu et al.,
2024). Based on these insights, we propose the research
hypothesis H1a:

H1a: Common institutional ownership has a positive M&A
effect, reducing the probability of inefficient M&A and enhancing
merger performance.

However, the governance role of common institutional
ownership is not always advantageous. The ability of common
institutional ownership to actively participate in corporate
governance and enhance M&A value is largely contingent upon
its willingness to engage in governance. According to the
“ineffective supervision” hypothesis, institutional investors may
fail to provide effective governance due to their short-term
profit-seeking tendencies (Parrino et al., 2003). These investors
often adopt an “exit strategy,” selling stocks when company
performance deteriorates rather than actively engaging in
corporate governance (Hansen and Lott, 1996). Moreover,
because common institutional investors hold stakes in multiple
companies, their limited time and attention may further
undermine the effectiveness of supervision (Kempf et al.,
2017), limiting their ability to focus adequately on individual
firms’ M&A decisions and, consequently, diminishing their
capacity to enhance M&A performance.

The competition-collusion hypothesis posits that common
institutional investors prioritize optimizing the overall value of
their investment portfolios rather than maximizing individual
firm profits. Therefore, they are motivated to encourage firms to
reduce excessive competitive strategies and avoid a “mutual
destruction” scenario (Cheng et al., 2022). Simultaneously, due
to potential conflicts of interest, common institutional investors
may facilitate the formation of alliances between firms to
increase market share and bargaining power, thereby seeking
collusive advantages (Azar et al., 2018). As market competition
diminishes, firms become less reliant on M&A to strengthen
their competitive position. Under such conditions, the M&A
experience and industry advantages of common institutional
owners may become profit channels, where collusion with
management results in unnecessary M&A decisions aimed at
fulfilling management’s desire to create a “business empire,”
ultimately leading to blind M&A that fail to enhance
performance.

H1b: Common institutional ownership has a negative M&A
effect, increasing the probability of inefficient M&A and reducing
merger performance.

Data and methodology
Data and sample selection. This study uses data from Chinese
A-share listed companies for the period 2010–2021. The sample
excludes firms in the financial sector, ST companies, observations
with missing variables, and firms with a debt-to-asset ratio
exceeding 1. All variables were winsorized to mitigate the effects
of outliers. After these adjustments, the final sample includes
37525 observations, of which 6976 pertain to valid merger per-
formance. Data on merger transactions, common institutional
ownership, and financial information for the listed companies
were obtained from the CSMAR database.

Methodology and variable. To test hypothesis H1, this study
examines the effect of common institutional ownership on cor-
porate M&A across the entire M&A process, structured in two
stages. The first stage focuses on the pre-merger decision-making
process, examining how common institutional ownership influ-
ences the likelihood of a merger (MA). In the second stage,
among firms that have completed a merger (MA= 1), further
investigates the effect of common institutional ownership on the
announcement effect (CAR) and merger performance (ΔROA).
To conduct the empirical tests, the following regression models
are specified.

MAi;t ¼ α0 þ α1Crossi;t�1 þ α2Controlsi;t�1 þ Yeart þ Indi þ εi;t

ð1Þ

CARi;t=ΔROAt�1;tþ1 ¼ α0 þ α1Crossi;t�1

þα2Controlsi;t�1 þ Yeart þ Indi þ εi;t
ð2Þ

Dependent variables. Merger probability (MA): following Blouin
et al. (2021), the occurrence of a merger in a specific year is defined
as a binary variable, where a value of 1 indicates that a merger
occurred, and 0 indicates otherwise. Since merger probability is a
binary variable, the Logit model is employed for estimation.

Merger announcement effect (CAR): an event study methodol-
ogy is used to assess the market’s reaction to the merger
announcement (Adra and Barbopoulos, 2023). An event window
of three days before and after the announcement ([−3,3]) is
defined to calculate the cumulative abnormal return
(CAR[−3,3]), capturing the market’s response to the merger
announcement.

Merger performance (ΔROA): the change in return on assets
(ROA) over a one-year period following the merger announce-
ment is used as a measure to evaluate the merger’s effect on the
company’s operational performance in the medium term.

Independent variables. Common institutional ownership (Cross)
follows the approach of He et al. (2019), defining it as the scenario
where institutional investors hold at least 5% stakes in companies
within the same industry. This ownership is measured by the
shareholding ratio of institutional investors (Cross). Specifically,
the shareholding ratio (Cross) is calculated as the average own-
ership percentage of institutional investors in the listed company,
plus one, followed by taking the natural logarithm of the result.

Control variables. Based on studies examining the factors influ-
encing merger performance (Goodman et al., 2014), we include
control variables to account for company financial characteristics
and corporate governance features. The model also includes
industry and year fixed effects. The definitions of the key variables
are listed in Table 1.
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Empirical results and analysis
Descriptive statistics. Table 2 reports the descriptive statistics.
The mean merger probability (MA) is 0.466, suggesting that
46.6% of listed companies engage in mergers, reflecting the high
frequency of mergers in the Chinese capital market. The mean
short-term merger performance (CAR) is 0.009, with a maximum
of 0.391 and a minimum of −0.271, showing substantial variation
in short-term performance. The mean long-term merger perfor-
mance (ΔROA) is −0.018, suggesting that most companies
experience negative performance in the long term, consistent with
literature indicating that mergers often lead to value destruction
(Zhu et al., 2024). The mean value of Cross is 0.293, reflecting a
relatively low average stake in common institutional ownership.
The statistical characteristics of the other control variables align
with those in existing literature.

Impact of cross on M&A. Table 3 presents the effect of common
institutional ownership on corporate M&A. Column (1) indicates
that when the dependent variable is merger probability (MA), the
coefficient of Cross is −0.109, statistically significant at the 1%

level. This implies that common institutional ownership sig-
nificantly reduces the likelihood of a merger. Columns (2) and (3)
focus on the sample of completed mergers (MA= 1) and
demonstrate that common institutional ownership has a positive
and statistically significant effect on both the merger announce-
ment effect (CAR) and long-term merger performance (ΔROA).
Additionally, the results of the control variables indicate that
company characteristics and governance structures influence
merger behavior and performance, consistent with prior research
(Shleifer and Vishny, 1997; Moeller et al., 2004; Adams et al.,
2010).

Economically, a one-unit increase in common institutional
ownership leads to a 10.9% reduction in merger probability, a
0.5% increase in the merger announcement effect, and a 0.4%
improvement in merger performance. While the regression
coefficients appear small, the average common institutional
ownership is ~34% (as shown in Table 2, where the mean value
of 0.293 corresponds to an ownership of e0.293− 1). Therefore,
while individual effects may be modest, their aggregate impact on
large-scale merger transactions remains economically significant.
Overall, common institutional ownership reduces the likelihood
of inefficient mergers while significantly improving both the
merger announcement effect and merger performance, thus
supporting hypothesis H1a. These findings suggest that common
institutional ownership reduces the risk of inefficient mergers by
leveraging informational and experiential advantages, while
enhancing merger announcement effects and performance
through effective oversight. The underlying mechanism will be
explored further in the subsequent analysis.

Endogenous tests
Heckman two-stage model. In practice, firms may exhibit selective
tendencies when deciding whether to engage in M&A. Firms with
specific characteristics, such as size and profitability, may have a
higher propensity to engage in M&A, which could introduce
sample selection bias. To accurately assess the impact of common
institutional ownership on merger performance and avoid mis-
attributing performance improvements solely to the reduction of
inefficient mergers, this study employs the Heckman two-stage
model to address endogeneity. In the first stage, the model esti-
mates the probability of engaging in a merger, accounting for

Table 1 Variable definitions.

Variables Name Notation Definitions

Dependent variables Merger probability MA 1 if the company engages in a merger, 0 otherwise
Merger announcement effect CAR Cumulative abnormal returns over the event window [−3, 3]
Merger performance ΔROA Change in ROA 1 year before and after the merger announcement

Independent variables Common institutional ownership Cross Ownership ratio of common institutional investors, log-transformed after
adding 1

Control variables Company size Size Natural log of total assets
Return on assets Roa Net profit/Total assets
Leverage ratio Lev Total liabilities/Total assets
Ownership balance Balance Ratio of shares held by 2nd–5th largest shareholders to the 1st largest

shareholder’s shares
Cash ratio Cash Cash and equivalents/Total assets
Net profit growth Growth Profit growth rate
Market-to-book ratio Bm Market value/Book value of equity
Board size Board Natural logarithm of board size
Proportion of independent directors Inboard Number of independent directors / Total board members
Institutional investor ownership Institution Institutional ownership ratio / 100
Largest shareholder ownership Top1 Ownership ratio of the largest shareholder
Dual CEO and chairman Dual 1 if the chairman and CEO are the same person, 0 otherwise
Ownership nature Soe 1 if state-owned, 0 if non-state-owned
Year fixed effects Year Controls for year effects
Industry fixed effects Ind Controls for industry effects

Table 2 Descriptive statistics.

Variables N Mean SD Median Min Max

MA 37525 0.466 0.499 0.000 0.000 1.000
CAR 6976 0.009 0.099 −0.001 −0.271 0.391
ΔROA 6976 −0.018 0.158 −0.007 −5.030 0.799
Cross 37525 0.293 0.906 0.000 0.000 4.142
Size 37525 22.333 1.413 22.098 19.927 27.269
Roa 37525 0.039 0.057 0.037 −0.223 0.192
Lev 37525 0.438 0.209 0.432 0.051 0.880
Balance 37525 0.722 0.607 0.550 0.029 2.824
Cash 37525 0.160 0.123 0.126 0.011 0.654
Growth 37525 0.205 0.424 0.132 −0.540 2.667
BM 37525 0.553 0.271 0.520 0.087 1.173
Board 37525 2.133 0.198 2.197 1.609 2.708
Indboard 37525 0.375 0.053 0.333 0.333 0.571
Institution 37525 46.214 25.176 48.062 0.377 94.490
Top1 37525 34.588 14.883 32.790 8.735 74.570
Dual 37525 0.275 0.447 0.000 0.000 1.000
Soe 37525 0.369 0.483 0.000 0.000 1.000
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selection bias. In the second stage, the analysis incorporates the
inverse Mills ratio (IMR) as a control variable to account for
selection bias in the estimation of merger performance. Table 4
presents a significant IMR coefficient, confirming the presence of
sample selection bias. After accounting for selection bias, the
results remain consistent, further reinforcing the robustness of
the findings.

Instrumental variable method. To further address endogeneity
concerns, this study uses stock index changes as an instrumental
variable (Crane et al., 2016). First, inclusion in the CSI 300 index
is significantly correlated with common institutional ownership,
satisfying the instrument’s relevance condition. Second, CSI 300
inclusion is exogenous to firms’ merger decisions and perfor-
mance, thus satisfying the exogeneity condition. The instrumental
variable IV300 is defined as an indicator of whether a firm’s stock
is added to the CSI 300 index. IV300 equals 1 if a firm is added to
the index and 0 otherwise.

The regression results are shown in Table 5. Column (1)
reports the first-stage regression results, revealing a significantly
negative coefficient for IV300, indicating a negative correlation
between stock index changes and common institutional owner-
ship. The validity test results show a p-value near zero and an

F-value exceeding 10, ruling out concerns of exogeneity violations
and weak instrument bias. Column (2) reports the second-stage
regression results, which are consistent with the baseline findings,
reaffirming that even after addressing endogeneity, common
institutional ownership positively affects corporate mergers.

Robustness tests
Replace variable. First, we replace the common institutional
ownership ratio (Cross) with the common institutional owner-
ship connection degree (Cross_con) as the explanatory variable.
Cross_con is defined as the natural logarithm of one plus the
number of firms with shared common institutional investors.
Simultaneously, we modify the dependent variables to improve
robustness. (1) The number of acquisitions (MA_num) replaces
the acquisition probability (MA) to capture the frequency of
acquisitions per firm during the sample period. (2) The event
window is extended to [−30,30] to capture the market’s response
to acquisition announcements, replacing the original announce-
ment effect (CAR) with CAR[−30,30]. (3) Long-term merger

Table 3 Cross and M&A.

Variables (1) (2) (3)

MA CAR ΔROA
Cross −0.109*** (0.013) 0.005*** (0.001) 0.004** (0.002)
Size 0.265*** (0.014) −0.004** (0.002) −0.007*** (0.002)
Roa 0.706*** (0.232) −0.040 (0.027) 0.226*** (0.050)
Lev 0.443*** (0.077) 0.025*** (0.009) 0.008 (0.014)
Balance −0.121*** (0.026) 0.003 (0.003) 0.003 (0.003)
Cash −0.261** (0.103) 0.008 (0.011) −0.011 (0.021)
Growth 0.375*** (0.030) 0.002 (0.004) −0.005 (0.011)
BM −0.728*** (0.067) −0.027*** (0.007) 0.035** (0.018)
Board −0.200*** (0.071) −0.001 (0.009) 0.002 (0.009)
Indboard −0.835*** (0.249) −0.020 (0.027) 0.086** (0.034)
Institution −0.001* (0.001) −0.000 (0.000) 0.000 (0.000)
Top1 −0.006*** (0.001) 0.000 (0.000) −0.000 (0.000)
Dual 0.056** (0.026) 0.007** (0.003) −0.001 (0.004)
Soe −0.322*** (0.029) −0.003 (0.003) 0.022*** (0.006)
Year/Ind Yes Yes Yes
Constant −4.286*** (0.331) 0.101*** (0.036) 0.060 (0.045)
Pseudo R2/Adj.R2 0.063 0.022 0.026
N 37525 6976 6976

***, **, and * indicate significance at the 1%, 5%, and 10% levels, respectively; standard errors in parentheses.

Table 4 Heckman two-stage results.

Variables (1) (2) (3)

MA CAR ΔROA
Cross −0.108***

(0.013)
0.005***

(0.001)
0.004**

(0.002)
IMR 2.145** (0.977) 0.217* (0.121) 0.041 (0.122)
Controls Yes Yes Yes
Year/Ind Yes Yes Yes
Constant −7.949***

(1.708)
−0.298
(0.226)

−0.015
(0.228)

Pseudo R2/
Adj.R2

0.063 0.022 0.026

N 37525 6976 6976

***, **, and * indicate significance at the 1%, 5%, and 10% levels, respectively; standard errors in
parentheses.

Table 5 IV 2SLS estimation results.

Variables (1) Ivfirst (2) Ivsecond

Cross MA CAR ΔROA
IV300 −0.049**

(0.022)
Cross −1.052***

(0.000)
0.201***

(0.001)
0.017*

(0.083)
Controls Yes Yes Yes Yes
Year/Ind Yes Yes Yes Yes
Constant −3.808

(0.000)
−5.126***

(0.153)
0.803***

(0.235)
0.449*

(0.235)
Adj.R2/
Pseudo R2

0.000 −1.997 −0.196

Wald Test of Exogeneity P-value / Cragg-Donald Wald F-value
0.007 14.975

N 37525 37525 6976 6976

***, **, and * indicate significance at the 1%, 5%, and 10% levels, respectively; standard errors in
parentheses.
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performance is assessed using the Buy-and-Hold Abnormal
Returns (BHAR) method (Dutta et al., 2013), measuring BHAR
over the 12 months following the acquisition announcement.

Column (1) of Table 6 presents the regression results using
Cross_con, which align with previous findings, further emphasiz-
ing the positive effect of common institutional ownership
connection degree on acquisition behavior. In column (2), after
substituting the dependent variable, the estimated coefficient of
Cross remains in line with previous results. These findings
suggest that, regardless of changes in the measurement methods
for both explanatory and dependent variables, common institu-
tional ownership continues to have a positive impact on M&A.

Adjusting the fixed effects. Regional economic disparities can
impact corporate merger decisions, with mergers being more
frequent in economically developed areas. To address potential
bias from regional economic fluctuations, the baseline regression
includes city-year interaction fixed effects, controlling for unob-
served heterogeneity and other confounding factors. Column (1)
of Table 7 indicates that, after controlling for city-year interaction
fixed effects, the estimated coefficient for Cross remains con-
sistent, further confirming the robustness of the results.

PSM-OLS. Since common institutional ownership is unlikely to
be randomly assigned across corporations, significant differences
may exist between the treatment group (firms with common
institutional ownership) and the control group (firms without it).
To mitigate these differences and address endogeneity concerns,
this study uses propensity score matching (PSM) as outlined by
Appel et al. (2016). Specifically, a set of control variables serves as
covariates, with a 1:5 nearest neighbor matching method applied.
A regression analysis is then performed on the matched sample to
improve comparability. The regression results in column (2) of
Table 7 show that the estimated coefficient for Cross remains
consistent with prior findings, confirming that, even after

accounting for differences in common institutional ownership,
the results are robust.

Placebo test. Theoretically, the conclusions of this study could be
influenced by a placebo effect, where unobserved factors, rather
than common institutional ownership, might drive the results. To
address potential confounding effects from unobserved factors,
this study conducts a placebo test following the method outlined
by Cornaggia and Li (2019). Specifically, bootstrap randomization
is used to assign treatment and control groups, with 500 iterations
conducted to assess the statistical significance of the regression
coefficients and validate the observed relationship. The test
results, presented in Fig. 1, show that the T-statistics of the
regression coefficients after random assignment are centered
around 0, with only a small proportion exceeding 1.65. This
suggests that no statistically significant relationship exists between
common institutional ownership and corporate M&A (MA/CAR/
ΔROA) under random assignment, which further supports the
robustness of the prior regression findings.

Heterogeneity analysis
Long-term or short-term. Bushee (1998) suggests that long-term
investors focus on a company’s sustained growth, enabling them
to engage more effectively in corporate governance and reduce
managerial opportunism. As a result, long-term institutional
investors tend to exert greater influence and are more motivated
to supervise, allowing them to play a more active role in gov-
ernance. Based on a holding period of more than four quarters,
we classify institutional investors as long-term (Long= 1) or
short-term (Long= 0). We then introduce an interaction term
between common institutional ownership and holding period
(Long*Cross) in models (1) and (2) to examine the effect of long-
term common institutional ownership on M&A decisions.

The regression results in column (1) of Table 8 indicate that
when the dependent variable is acquisition probability, the

Table 6 Robustness tests: replace independent and dependent variable.

Variables (1) Replace independent variable (2) Replace dependent variable

MA CAR ΔROA MA_num CAR BHAR

Cross_con −0.399*** (0.053) 0.018*** (0.005) 0.018** (0.008)
Cross −1.127*** (0.051) 0.002** (0.001) 0.128*** (0.042)
Controls Yes Yes Yes Yes Yes Yes
Year/Ind Yes Yes Yes Yes Yes Yes
Constant −4.253*** (0.331) 0.101*** (0.036) 0.064 (0.045) −54.287*** (2.146) 0.096*** (0.023) −0.482 (0.604)
Pseudo R2/Adj.R2 0.063 0.022 0.026 0.265 0.022 0.030
N 37525 6976 6976 37525 6976 4447

***, **, and * indicate significance at the 1%, 5%, and 10% levels, respectively; standard errors in parentheses.

Table 7 Robustness tests: fixed effects and PSM-OLS.

Variables (1) Fixed effects (2)PSM-OLS

MA CAR ΔROA MA CAR ΔROA
Cross −0.104*** (0.014) 0.003** (0.001) 0.006*** (0.002) −0.064*** (0.015) 0.006*** (0.002) 0.008** (0.004)
Controls Yes Yes Yes Yes Yes Yes
Year/Ind Yes Yes Yes Yes Yes Yes
City*Year Yes Yes Yes No No No
Constant −3.196*** (0.384) 0.077** (0.038) 0.078 (0.053) −1.909*** (0.506) 0.100* (0.056) −0.245* (0.128)
Pseudo R2/Adj.R2 0.077 0.088 0.027 0.056 0.050 0.061
N 37516 6957 6957 12546 2067 2067

***, **, and * indicate significance at the 1%, 5%, and 10% levels, respectively; standard errors in parentheses.
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estimated coefficient for Long*Cross is significantly negative at the
1% level, suggesting that long-term common institutional owner-
ship reduces the likelihood of an acquisition. When the dependent
variables are the acquisition announcement effect and acquisition
performance, the estimated coefficient for Long*Cross is signifi-
cantly positive at the 1% level, suggesting that long-term common
institutional ownership enhances the market response to the
acquisition announcement and improves acquisition performance.
These findings suggest that long-term common institutional
ownership improves the quality of acquisition decisions through
more active governance participation, reduces irrational acquisition
behavior, and ultimately enhances acquisition value.

Independent or non-independent. Chen et al. (2007) argue that
improving corporate M&A performance depends on whether
institutional investors can independently influence corporate gov-
ernance. Consequently, this paper further examines the impact of
independent versus non-independent common institutional own-
ership on corporate M&A activities. Specifically, we classify secu-
rities firms, social security funds, and Qualified Foreign
Institutional Investors (QFII) as independent institutional investors

(Inde= 1), while insurance companies, trust companies, and
commercial banks are categorized as non-independent institutional
investors (Inde= 0). Building on the original model, we include an
interaction term between common institutional ownership and
investor independence (Inde*Cross) to explore the effect of inde-
pendent institutional investors on M&A governance.

The regression results in column (2) of Table 8 indicate that the
coefficient of Inde*Cross is significantly negative in the acquisition
probability regression, while it is significantly positive in the
acquisition announcement effect and acquisition performance
regressions. This suggests that independent common institutional
investors play a more effective governance role by mitigating
inefficient acquisitions and enhancing both the acquisition
announcement effect and acquisition performance. These findings
reinforce the role of common institutional ownership in strength-
ening supervisory mechanisms and highlight the critical impor-
tance of investor independence in M&A governance.

Mechanism tests
The baseline regression results suggest that common institutional
ownership positively influences M&A. However, what underlying

Table 8 Heterogeneity tests.

Variables (1) Long-Term/Short-Term (2) Independent /Non-Independent

MA CAR ΔROA MA CAR ΔROA
Long*Cross −0.089*** (0.014) 0.004*** (0.001) 0.003* (0.002)
Long −0.126*** (0.025) 0.005* (0.003) 0.007** (0.003)
Inde*Cross −0.107*** (0.013) 0.005*** (0.001) 0.004** (0.002)
Inde −0.008 (0.057) −0.010 (0.008) 0.008 (0.008)
Controls Yes Yes Yes Yes Yes Yes
Year/Ind Yes Yes Yes Yes Yes Yes
Constant −4.288*** 0.103*** 0.063 −4.280*** 0.107*** 0.056

(0.331) (0.036) (0.045) (0.334) (0.036) (0.045)
Adj.R2 0.063 0.022 0.026 0.063 0.022 0.026
N 37525 6976 6976 37525 6976 6976

***, **, and * indicate significance at the 1%, 5%, and 10% levels, respectively; standard errors in parentheses. After controlling for fixed effects, Cross is omitted; therefore, it is not included in the model
separately.

Fig. 1 Placebo test result. Notes: The horizontal dashed line indicates t-value 1.65, control variables are consistent with the baseline regression.
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mechanisms drive this effect? Heterogeneity analysis suggests that
institutional investors with long-term holdings acquire valuable
firm- and industry-specific information, helping to reduce
information asymmetry and enhance M&A decision-making
effectiveness. Furthermore, independent institutional investors
possess stronger oversight capabilities, enabling them to curb
managerial opportunism and ensure that M&A decisions align
with shareholder interests. Building on this theoretical frame-
work, this study further investigates the mechanisms underlying
common institutional ownership, emphasizing both information
and governance channels (see Fig. 2).

Information mechanism. Common institutional ownership
offers advantages in information acquisition and experience,
enabling more accurate assessments of a target’s true value
through access to private information on M&A deals. This
mitigates information asymmetry, lowers the risk of selecting
unsuitable targets, and decreases the likelihood of ill-considered
mergers. Furthermore, throughout the M&A integration process,
the distinct M&A experience of common institutional owners
enhances integration efficiency and strengthens governance
synergies (Brooks et al., 2018). Therefore, the beneficial impact of
common institutional ownership on M&A is likely driven pri-
marily by the information mechanism, wherein accumulated
knowledge and experience are transmitted to the acquiring firm.
The information mechanism can be categorized into two aspects:
(1) M&A experience, which pertains to the M&A practices
accumulated by common institutional ownership within its net-
work; and (2) information asymmetry, which reflects how com-
mon institutional ownership leverages its informational
advantage to reduce asymmetry in M&A transactions.

M&A experience. According to imprinting theory, common
institutional investors accumulate extensive M&A experience
over time, gradually internalizing it as a distinctive governance
capability. If a company held by common institutional investors
has previously engaged in M&A, the institutional investor may
transfer its accumulated M&A experience from prior transactions
to its portfolio company, thereby providing valuable guidance for
acquisition decisions. The M&A experience of common institu-
tional ownership (Cross_Exp) is defined as the number of
acquisitions undertaken by other companies within the same
institutional investor’s portfolio network over the past five years.
To examine the M&A experience mechanism, we conduct a
regression analysis. The results presented in Table 9 indicate that
the M&A experience of common institutional ownership sig-
nificantly decreases acquisition likelihood while enhancing both
the merger announcement effect and acquisition performance.
These findings further validate that the M&A experience accu-
mulated by common institutional ownership positively influences
acquisition decisions and outcomes, reaffirming the effectiveness
of the M&A experience mechanism.

Degree of information asymmetry. Common institutional inves-
tors, through their long-term investment practices, accumulate
extensive industry knowledge, particularly critical insights into
the industries of potential acquisition targets (Ramalingegowda et
al., 2021). During the acquisition decision-making stage, these
investors leverage their informational advantage to mitigate
asymmetry more effectively, thereby enhancing the quality of
acquisition decisions. In the post-acquisition integration phase,
common institutional investors further utilize their industry-
specific informational advantage to enhance integration effi-
ciency, thereby boosting acquisition performance.

To test this mechanism, we adopt the methodology of Amihud
et al. (1997), Amihud (2002), and Pástor and Stambaugh (2003),
selecting three proxies for stock liquidity: liquidity ratio,
illiquidity ratio (ILL), and return reversal rate (GAM). These
indicators capture distinct dimensions of stock liquidity, which is
closely related to information asymmetry. Following Hao et al.
(2024), we apply principal component analysis (PCA) to these
variables to construct a composite information asymmetry index
(ASY). Based on the median value of the ASY, we classify the
sample into high and low information asymmetry groups and
perform subgroup regressions accordingly.

The regression results are presented in Table 10. In Column
(1), the coefficient of Cross in the high information asymmetry
group (−0.099) is larger in absolute magnitude than that in the
low group (−0.084), with the difference being statistically
significant at the 1% level (Chow test, p < 0.01). In Column (2),
both coefficients are significant at the 1% and 10% levels,
respectively, and the Chow test again confirms a significant
difference (p < 0.01). In Column (3), only the coefficient in the
high information asymmetry group is statistically significant, and
the Chow test indicates a significant difference between the two
groups (p < 0.01). These results suggest that common institutional
ownership is more effective in governance under conditions of
higher information asymmetry, thereby supporting the
information-based mechanism.

Information 

mechanism

Governance 

mechanism

Common Institutional 
Ownership Corporate M&A

M&A experience

Information asymmetry

Board appointments

Curb Opportunism

Fig. 2 The mechanism of common institutional ownership and corporate M&A.

Table 9 Mechanism tests: M&A experience.

Variables (1) (2) (3)

MA CAR ΔROA
Cross_Exp −0.660***

(0.011)
0.044***

(0.001)
0.005***

(0.002)
Controls Yes Yes Yes
Year/Ind Yes Yes Yes
Constant −6.354***

(0.358)
0.172***

(0.030)
0.057 (0.045)

Pseudo R2/
Adj.R2

0.134 0.303 0.027

N 37525 6976 6976

***, **, and * indicate significance at the 1%, 5%, and 10% levels, respectively; standard errors in
parentheses.
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Governance mechanism. The governance advantages of common
institutional ownership strengthen oversight of acquisition deci-
sions, thereby increasing acquisition value. Common institutional
investors not only actively participate in corporate governance
but also indirectly shape M&A by curbing the influence of con-
trolling shareholders. Therefore, we classify the governance
mechanism into two key pathways: (1) direct oversight through
board appointments and (2) reducing opportunistic behavior by
restricting managerial self-interest.

Board appointments. One of the primary mechanisms through
which common institutional ownership influences governance is
direct supervision, particularly via board appointments (Zhou et
al., 2025). To quantify this effect, we construct a variable repre-
senting the number of directors appointed by common institu-
tional investors (DJG). Based on prior research (Zhou et al.,
2025), we define an appointed director as one who concurrently
serves on both the company’s board and that of the institutional
investor. Regression results in Table 11 indicate that a higher
number of board appointments by common institutional

investors (DJG) significantly reduces the likelihood of M&A while
improving market reactions to acquisition announcements and
overall acquisition performance. This finding suggests that a
higher number of directors appointed by common institutional
investors strengthens supervisory oversight of corporate M&A
decisions, ultimately improving acquisition performance. This
result confirms the effectiveness of the board appointment
mechanism.

Curb opportunism. Beyond direct participation in governance
through board appointments, common institutional investors
actively monitor and constrain the opportunistic behaviors of
controlling shareholders, thereby strengthening the positive
effects of M&A. First, common institutional investors with larger
equity stakes are more inclined to actively engage in corporate
governance to enhance value creation. Second, compared to other
shareholders, they wield greater influence in monitoring and
restricting the actions of controlling shareholders, thereby effec-
tively mitigating tunneling behavior (Zhou et al., 2025). There-
fore, constraining the opportunistic behavior of controlling

Table 11 Mechanism tests: appointed director.

Variables (1) (2) (3)

MA CAR ΔROA
DJG −0.416***

(0.030)
0.018***

(0.003)
0.010***

(0.003)
Controls Yes Yes Yes
Year/Ind Yes Yes Yes
Constant −4.544*** (0.331) 0.104***

(0.036)
0.058 (0.045)

Pseudo R2/Adj.R2 0.065 0.024 0.026
N 37525 6976 6976

***, **, and * indicate significance at the 1%, 5%, and 10% levels, respectively; standard errors in parentheses.

Table 10 Mechanism tests: ASY group test.

Variables (1) MA (2) CAR (3) ΔROA

High Low High Low High Low

Cross −0.099*** (0.020) −0.084*** (0.020) 0.006*** (0.002) 0.005* (0.003) 0.005** (0.002) 0.001 (0.001)
Controls Yes Yes Yes Yes Yes Yes
Year/Ind Yes Yes Yes Yes Yes Yes
Constant −11.111*** (0.527) −0.517 (0.523) 0.097** (0.042) 0.146* (0.076) 0.080 (0.052) −0.015 (0.063)
P-value (Chow-test) 0.000*** 0.000*** 0.000***

Pseudo R2/Adj.R2 0.126 0.064 0.040 0.016 0.044 0.086
N 20644 16881 4672 2304 4672 2304

***, **, and * indicate significance at the 1%, 5%, and 10% levels, respectively; standard errors in parentheses.

Table 12 Mechanism tests: tunnel group test.

Variables (1) MA (2) CAR (3) ΔROA

High Low High Low High Low

Cross −0.112*** (0.017) −0.108*** (0.023) 0.005*** (0.002) 0.004* (0.002) 0.006** (0.003) −0.001 (0.001)
Controls Yes Yes Yes Yes Yes Yes
Year/Ind Yes Yes Yes Yes Yes Yes
Constant −4.806*** (0.412) −3.503*** (0.588) 0.086** (0.043) 0.099 (0.063) 0.091 (0.060) −0.020 (0.038)
P-value (Chow-test) 0.000*** 0.000*** 0.000***

Pseudo R2/Adj.R2 0.073 0.062 0.025 0.074 0.038 0.079
N 26537 10988 5114 1861 5114 1861

***, **, and * indicate significance at the 1%, 5%, and 10% levels, respectively; standard errors in parentheses.
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shareholders serves as a crucial channel through which common
institutional ownership exercises its governance influence in
M&A. Prior research indicates that controlling shareholders’
opportunistic behavior is often subtle, frequently executed
through related-party transactions that erode corporate interests.

Following Huang et al. (2025), we adopt the ratio of the total
value of related-party transactions involving goods or services to
total assets as a proxy for managerial tunneling behavior
(Tunnel). A higher value of this variable indicates a greater
propensity for management to expropriate corporate resources
via related-party transactions, reflecting stronger opportunistic
motives. Based on the median value of this measure, we partition
the sample into high and low opportunism groups and perform
subgroup regressions accordingly.

The regression results are presented in Table 12. In Column
(1), the coefficient of Cross in the high-opportunism group is
−0.112, which is greater in absolute magnitude than that in the
low-opportunism group (−0.108), with the difference being
statistically significant at the 1% level (Chow test, p < 0.01). In
Column (2), both coefficients are statistically significant—at the
1% level for the high-opportunism group and at the 10% level for
the low-opportunism group—with the Chow test again indicating
a significant difference at the 1% level. In Column (3), only the
high-opportunism group has a statistically significant coefficient,
while the low-opportunism group does not; the difference
remains statistically significant (p < 0.01). These results suggest
that common institutional ownership plays a stronger governance
role when opportunistic behavior is more pronounced, thereby
supporting the governance mechanism.

Conclusion
Economic interconnections stemming from common institu-
tional ownership among companies are especially prevalent in
capital markets. However, existing research on their economic
implications remains debated, primarily centering on governance
versus collusion effects. Drawing on M&A data from the Chinese
capital market, this study systematically examines the influence of
common institutional ownership on corporate M&A and its
underlying mechanisms. The findings reveal that common insti-
tutional ownership markedly decreases the likelihood of ineffi-
cient M&A while improving both M&A announcement effects
and overall performance, thereby reinforcing the governance
effect perspective. Further analysis suggests that long-term
holdings and independently governed institutional investors
more effectively exert governance influence. Mechanism tests
demonstrate that common institutional ownership enhances
M&A outcomes through two primary channels: the information
mechanism, which utilizes M&A experience to mitigate infor-
mation asymmetry, and the governance mechanism, which
encompasses board appointments and the restriction of man-
agerial opportunism.

The findings of this study offer valuable insights into under-
standing and strategically leveraging common institutional own-
ership to address the unique governance challenges in China’s
capital market. Issues such as concentrated ownership and
insufficient information disclosure contribute to higher agency
costs, posing substantial governance challenges for Chinese firms.
First, common institutional investors, capitalizing on their
informational advantages, can effectively reduce information
asymmetry, curb managerial overexpansion, and improve M&A
performance. Therefore, policies should encourage these investors
to engage more actively in corporate governance, particularly in
pivotal decisions such as M&A. Second, regulatory authorities in
China should devise incentive policies tailored to the local market
context, fostering the development of long-term-oriented and

independently governed institutional investors while enhancing
oversight to mitigate potential collusion risks. Finally, enhancing
China’s information disclosure framework is crucial. A trans-
parent information environment allows institutional investors to
monitor firms more effectively, thereby contributing to the
healthy development of emerging capital markets.

This study has a few limitations. First, it does not compre-
hensively account for corporate governance structures and
managerial strategies, including shareholder composition and
strategic objectives, which may significantly affect M&A decisions
and performance across varying contexts. Second, due to data
limitations, we are unable to analyze the differential effects of
common institutional ownership across different types of M&As,
such as cross-border or cross-industry mergers, which future
research could explore further. Additionally, this study primarily
focuses on quantitative analysis and does not include in-depth
interviews or qualitative research on case firms. Future research
could integrate qualitative methods to more effectively capture
the practical role and challenges of common institutional own-
ership in M&A decision-making.

Data availability
The data generated during and/or analyzed during the current
study are available from the corresponding author on reasonable
request.
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Notes
1 Common institutional ownership is prevalent in capital markets in Europe and the
United States. He and Huang (2017) found that over 60% of companies in the U.S.
capital market have common institutional investors. In China, an emerging economy,
around 10% of companies have such investors (Zhu et al., 2024).

2 More information is available on the website W020200417335981839230.pdf (szse.cn)
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