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Goodwill Impairment Decisions and
Market Reaction After Impairments

YANG Shengyi
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and Technology Beijing, Beijing 100083, China)

Abstract: To study the influence of goodwill impairment
decisions on stock price, the equity market reaction of
goodwill impairment decisions is examined based on a
comprehensive sample of 885 goodwill impairment
charges of Chinese listed companies in 2018. The event
study method is adopted to calculate the short-term and
the multiple

regression methodology is utilized to test influencing

long-term market performance while

factors. The regression findings indicate that short-term
market performance of a company is negatively associated
to the proportion of goodwill impairment in the balance of
goodwill. In addition, the goodwill balance negatively
affects the long-term market performance of a company.
that

impairments will lead to the decline of stock prices in the

The empirical evidences suggest goodwill
short-term, and the decline rate depends on the
proportion of goodwill impairment. The reduction of

goodwill balance can positively affect the market
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performance of companies in the long-term.

Key words: market reaction; goodwill impairment;

abnormal return; event study
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Fig. 1 Total balance of goodwill each year
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Fig. 2 Number of goodwill impairments each year
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Tab.1 Performances and goodwill impairments of companies with goodwill balance from 2007 to 2018
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Tab. 3 Descriptive statistics of variables

wit F g PR poom
& %

CAR 882  —0.041 0.169 —0.934 0.914
BHAR_120 862 —0.105 0.225 —0.793 2.962
BHAR 240 862 —0.043 0.478 —0. 800 9.518

M 885 0. 340 0.357  3.22X107°  1.000
GWTA 885 0. 109 0.133  1.88X107°  0.725
LNSIZE 885  22.633  1.209 19. 400 28.520

LEV 885 0.470 0.241 0.043 2.732
GROWTH 885 0. 044 0.662 —4.809 14.190
CHTURN 876 0.153 0. 360 0 1..000
CEOTURN 857 0.222 0.416 0 1.000

DUAL 855 0.302 0.459 0 1. 000

STATE 885 0.210 0.408 0 1. 000
EPUI 885  337.209 39.102 239. 986 649.073
EPUG6 885  410.764  4.557 393. 438 419. 438

EPUI12 885  343.893  6.555 340. 542 360. 211
IND 885  12.635  6.943 1 27
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Tab.4 Regression results of goodwill impairment with short-term market performance

At E i bRz T P& 95 % A DX [H]
M —0.038 0.019 —1.98 0. 048 [—0.076,0.001]
GWTA —0. 081 0.063 —1.29 0.199 [—0.206,—0.043]
LNSIZE —0. 004 0. 006 —0.78 0.434 [—0.016,0.007]
LEV —0.131 0.035 —3.72 0 [—0.201,—0.062]
GROWTH 0.013 0. 008 1. 66 0.097 [—0.002,0.029]
CHTURN 0.032 0.019 1.71 0. 087 [—0.005,0.068]
CEOTURN 0. 008 0.015 0.51 0.610 [—0.022,0.038]
DUAL —0. 002 0.013 —0.12 0. 906 [—0.028,0.025]
STATE 0.026 0.015 1.65 0.099 [—0.005,0.056]
EPU1 0.001 0.001 2.20 0.028 [0.001,0.001]
IND i i P ]
cons 0.028 0.148 0.19 0. 849 [—0.261,0.317]
N 848
R 0.09
#5 FFEM—FERKPETHEYNEFERERKVEEER
Tab.5 Regression results of goodwill impairment with half-year and one-year long-term market performance
BHAR _120 BHAR _240
A A T1E ES 7 T1H
M —0.029 —1.08 —0.053 —0.87
GWTA —0. 178%*x —2.63 —0. 447xxx —3.69
LNSIZE —0.013 —1.3 —0.031 —1.24
LEV —0. 114 —2.36 —0. 182* —1.73
GROWTH 0.002 0.1 —0. 004 —0.25
CHTURN —0.021 —1.04 —0. 026 —0.67
CEOTURN —0.032%* —1.77 —0. 075%* —2.51
DUAL 0.03 1.48 0.073 1.52
STATE 0.003 0.17 —0. 009 —0.24
EPU6 0.001 0.18
EPUI2 0.001 0.65
IND il il 2 i
cons 0. 164 0.21 1.198 0.19
N 831 831
R? 0.06 0.07
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