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EXHE

Using asymmetric market responses to unexpected earnings
announcements, we create novel measures of  market-nurtured
overconfidence. We find that these market-nurtured managers are prone
to engage in mergers as compared to their rational counterparts. The
inclination is further reinforced by abundant internal cash. In contrast, a
good governance structure in firm mitigates the odds for managers to
engage in mergers and the detrimental effect associated with mergers.
Moreover, overconfident managers tend to engage in large-scale and
cross-border mergers. However, the market lends little lenity to the
acquisitions launched by overconfident managers.
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