
EVIDENCE ON

MERGERS AND ACQUISITIONS

Paul A. Pautler*

September 25, 2001

* Bureau of Economics, Federal Trade Commission.  The views expressed are those of the author and
do not necessarily reflect those of the Federal Trade Commission or any individual Commissioner.
Charissa Wellford provided much of the information incorporated in the section on experimental



ii

Table of Contents

INTRODUCTION . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1

MERGER AND ACQUISITION MOTIVES . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1
Efficiencies . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2
Financial and Tax Benefits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4
Market Power Effects . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5
Obtaining a Good Buy . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6
Stakeholder Expropriation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7

ALTERNATIVE APPROACHES FOR THE DIRECT STUDY OF MERGERS . . . . . . . . . . . . 8

STOCK MARKET STUDIES OF MERGER EVENTS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10
Stock Price Effects . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10



iii

Table 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 58

Figure 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 59

Figure 2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 60

Table 2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 61

Table 3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 62

Table 4 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 63

Table 4A . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 64

Table 5 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 65

Figure 3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 66

Figure 4 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 67

Figure 5 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 68

BIBLIOGRAPHY . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 69





     2   For evidence that in certain high technology industries, acquisition activity may be a substitute for R&D activity,

see Blonigen &  Taylor, R&D Activity and Acquisitions in High Technology Industries: Evidence from the U.S.

Electronic and Electrical Equipment Industries, 48 JOURNAL OF INDUSTRIAL ECONOM ICS 47 (M arch 2000).

     3  For a  longer list of more specific factors that might influence merger intensity across industries, see WESTON,

CHUNG & HOAG, MERGERS, RESTRUCTURING & CORPORATE CONTROL (1990) or Bittlingmayer, Merger

as a Form of Investment, 49 KYKLOS 127 (1996).

     4  Scheffman, Making Sense of Mergers, 4 THE ANTITRUST BULLETIN 715 (Fall 1993).

     5  Andrade & Stafford, Investigating the Economic Role of Mergers (mimeo, Harvard Business School, 1999).

     6  Andrade, Mitchell & Stafford , New Evidence and Perspectives on Mergers ,  15 JOURNAL OF ECON OM IC

PERSPECTIV ES 103 (Spring 2001).

     7  Economies of scale re fer to the  long-run reduction in the per unit cost of making a product as the volume of

production rises, a llowing all inputs to  be varied optimally.

2

when it is the most profitable means of enhancing capacity, obtaining new knowledge or skills,2

entering new product or geographic areas, or reallocating assets into the control of the most effective
managers/owners.  Thus, many of the same factors that influence major investment decisions would
also  influence merger activity.3  This view of mergers as a special case of business investment is not
universally accepted, however.  For example, Scheffman argues that managers seldom consider static
cost reductions or price increases in making merger decisions.  Rather, decisions to merge are part



     8  Production economies of scope refer to the reduction in overall costs from the joint production of complementary

products.

     9  Consumption economies of scope refer to  the increased consumer welfare  from the joint consumption of

complementary products.

     10  For a discussion of conditions under which various efficiencies might (or might not) be attributed directly to merger

activity, see Farrell & Shapiro Scale Economies and Synergies in Horizontal Merger Analysis, 68 ANTITRUST LAW

JOURNAL 685 (2001).

     11   Prior to 1900 most firms were closely held by owners who also ran the firm.  Over time, as the corporate form of

organization grew, the tie between ownership and control became more tenuous.  BERLE & MEANS, THE MO DERN

CORPORATION (New York, 1932) were the first to extensively study the separation of control from management.

Manne, “Mergers and the Market for Corporate Control,” 73 JOURNAL OF POLITICAL ECONOM Y  110 (April

1965), studied the role that mergers might play in facilitating a market for whole corporations.  Chandler, The

Competitive Performance of U.S. Industrial Enterprises Since the Second World War, 68 BUSINESS HISTORY

REVIEW 1 (Spring 1994) discusses the advent of the modern market for corporate control during the 1970s and 1980s.

     12  If a firm is poorly managed, its market value will be less than its potential value if the same firm were well

managed.  The market for corporate control allows more efficient management teams to profitably takeover such firms.

Barber, Palmer & Wallace, Determinants of Conglomerate and Predatory Acquisitions: Evidence from the 1960s, 1

JOURNAL OF CO RPORATE FINANCE 283 (1995) find that this management discipline motive was central to the

hostile takeovers during the 1960s.  Mitchell and Lehn suggest that disciplining incumbent management was one

explanation for the "bust-up" acquisitions of the  1980s, where heavily diversified firms were purchased  and the parts

resold  to firms specializing in each industry.  See Mitchell & Lehn, Do Bad Bidders Become Good Targets? 98

JOURNAL OF POLITICAL ECONOMY 372 (April 1990).  Also see Jensen, Agency Costs of Free Cash Flow,

Corporate Finance, and Takeovers, 76 AM ERICAN ECONOM IC REV IEW  323 (1986).   More generally, Romano

reviews the economics/finance literature and finds the operating efficiency and management control explanations for

mergers to be consistent with the evidence.  See Romano, A Guide to Takeovers: Theory, Evidence, and Regulation, 9

YALE JOU RNAL OF REGU LATION 119 (1992).

     13  Mitchell & Mulherin, The Impact of Industry Shocks on Takeover and Restructuring Activity, 41 JOURNAL OF

FINANCIAL ECONO MICS 193 (1996), focus on mergers as a means of reacting to industry-specific shocks such as

(continued...)

3

production economies of scope,8 consumption economies of scope,9 improved resource allocation (e.g.,
more resources in the hands of better managers), moving to an alternative less costly production
technology or asset configuration, improved use of information and expertise, improved focus on core
skills of the firm, a more effective combination of assets, improvements in the use of brand name
capital, and reductions in transportation and transaction costs.  It may be that mergers or acquisitions
are the quickest, cheapest, or only way to attain these benefits.10

The gains from mergers and acquisitions are not, however, limited to narrowly considered
gains to the firms (and ultimately to consumers).  The ability of one firm to merge with another firm
or acquire its assets also creates a market for corporate control.11  Many economists consider an active
market for corporate control an important safeguard against inefficient management.12  An active
market for corporate assets can also provide benefits in the form of more efficient reallocation of
resources from relatively inefficient to efficient firms during periods of industry contraction or industry
turmoil.13





     17(...continued)

short-lived, affecting the timing of mergers, but not the long-run number of mergers .

     18  Stigler, 



     22  Morck, Shleifer & Vishny, Do Managerial Objectives Drive Bad Acquisitions?  45 JOURNAL OF FINANCE 31

(March 1990).  Blair also provides evidence that during the latter half of the 1980s managers used excess earnings to

inefficiently pursue takeovers.  See (Blair ed. 1993) THE DEAL DECADE: WHAT TAKEOVERS AND LEVERAGED

BUYOUTS MEAN FOR CORPORATE GOVERNANCE.

     23  For example, Avery, Chevalier & Schaefer, Why Do Managers Undertake Acquisitions? An Analysis of Internal

and External Rewards for Acquisitiveness, JOURNAL OF LAW ECONOMICS & ORGANIZAT ION 24 (April 1998),

find evidence from the mid-1980s that CEOs may pursue acquisitions to enhance their prestige and status in the business

community.

     24  See Mitchell & Lehn, supra  note at 12.

     25  Matsusaka, Takeover Motives During the Conglomerate Merger Wave, 24 RAND JOURNAL OF ECONOM ICS

357 (Autumn 1993).

     26  More recently, Hou, Olsson & Robinson, Does Takeover Increase Stockholder Value? (mimeo, University of

Chicago, 2000 ) confirmed that diversifying mergers were value enhancing during the 1963 to 1995 period using

observation periods from 4 months to 3  years following the mergers.  Barber, Palmer & Wallace, Determinants of

Conglomerate and Predatory Acquisitions: Evidence from the 1960s 1 JOURNAL OF CORPORATE FINANCE 283

(April 1995) find that the motives underlying conglomerate mergers of the 1960s were as economically sound as those

underlying the non-conglomerate mergers.  In a related vein, Maloney, McCormick & M itchell, Managerial Decision

Making and Capital Structure, 66 JOURNAL OF BUSINESS 189 (April 1993) examined over 950 mergers and

acquisitions finding that increased leverage may be one way to minimize costs of managerial discretion.  Increased debt

seemed to improve decision-making.  Mueller & Reardon, Rates of Return on Corporate Investment, 60 SOUTHERN

ECONOM IC JO URNAL 430 (October 1993), at 443  also find that result.



     28  Indeed, Roll, The Hubris Hypothesis of Corporate Takeovers, 59 JOURNAL OF BUSINESS 197 (April 1986),

argues that "hubris" may induce the management of an acquiring firm to overbid for its target.  For a discussion of

evidence related to  the hubris hypothesis, see Romano, supra  note 12, at 150-152. 

     29  For some evidence regarding the stock market’s apparent preference for cash-based acquisitions, see Andrade,

Mitchell & Stafford, New Evidence and Perspectives on Mergers, 15 JOURNAL OF ECONOM IC PERSPECTIVES,

103 (Spring 2001); and  Hou, Olsson  & Robinson, Does Takeover Increase Stockholder Value? (mimeo, University of

Chicago, 2000).

     30  Shleifer &  Summers, 



     33(...continued)

expropriation question.  Peoples, Hekmat & M oini, Corporate Mergers and  Union Wage Premium s, 17 JOURNAL OF

ECONOM ICS AND FINANCE 65 (Summer 1993) find that greater merger activity in an industry is associated with a

lower wage for unionized workers, but no difference in wages for nonunion workers.  Another recent study of 120 hostile

takeovers occurring between 1979 and 1989 found that the likelihood of being a hostile takeover target was unrelated

to the wage structure of the industry.  Thus, firms paying wages above the norm did no t appear to be more likely to

become targets.  These results imply that takeovers during the 1980s were not likely motivated by a desire to inefficiently

redistribute income from workers to owners.  See
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studies may focus on accounting rates of return, profit margins, cash flow returns,



     35  Jarrell & Poulsen, The Returns to Acquiring Firms in Tender Offers: Evidence from Three Decades, 12

FINAN CIAL M ANAGEM ENT  18 (1989).

     36  Jensen & Ruback, The Market for Corporate Control: The Scientific Evidence, 11 JOURNAL OF FINANCIAL

ECONOMICS 5 (April 1983).

     37  Andrade, Mitchell & Stafford, New Evidence and  Perspectives on Mergers, 15 JOURNAL OF ECON OM IC

PERSPECTIV ES 103 (Spring 2001).

     38  Bradley, Desai & Kim, The Rationale Behind Interfirm Tender Offers: Information or Synergy? 11 JOURNAL

OF FINANCIAL ECONOM ICS 183 (April 1983).
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IV. STOCK MARKET STUDIES OF MERGER EVENTS

While the recent larger scale studies of mergers have used stock market event analysis as one
part of their investigations, there are other studies that have focused principally on that technique.
These studies can be divided into many categories.  In this section we review those studies that attempt
to determine the effects of mergers on the merging firms and on the market as a whole.  In a second
section, we examine a set of studies that tries to answer the question "Does the merger lead to market
power?"

A. Stock Price Effects

1. Target Firms

Stock market studies using the capital asset pricing model consistently show that target
companies' stockholders enjoy significant abnormal returns.  Jarrell and Poulsen35 examine 663
successful tender offers from 1962 through 1985 and find that takeover premiums averaged 19 percent
in the sixties, 35 percent in the seventies, and 30 percent in the first half of the eighties.  Similarly,
Jensen and Ruback36 who surveyed 13 studies of pre-1980 stock market data, find positive returns of
between 16 percent and 30 percent to the targets of successful mergers and tender offers.  Andrade,
Mitchell, and Stafford report remarkably stable target firm returns of 23 to 25 percent for completed
mergers spanning decades in the 1973 to 1998 period.37

 Additionally, Bradley, Desai and Kim38 find that target firm stockholders realize significant
positive abnormal returns upon the announcement of a takeover offer even if the takeover does not go
through.  The authors conclude that these gains are primarily due to stock market anticipation of a
future successful acquisition bid for the target.  However, targets who defeat a hostile takeover bid
ultimately see their stock value return to approximately the pre-takeover level if no takeover occurs.

These stock market studies consistently find that lower returns tend to be associated with
negotiated mergers, the higher returns with tender offer takeovers.  The same phenomenon may be
driving the result that the returns forthcoming from transactions that are paid for in cash are



     39  See Hou, Olsson & Robinson, Does Takeover Increase Stockholder Value? (mimeo, University of Chicago, 2000).

     40  Jensen, Takeovers: Their Causes and Consequences, 2 JOURNAL OF ECONO MIC PERSPECTIVES 21 (Winter

1988).

     41  See Jarrell & Poulsen, supra  note 35.

     42



     46  In a related vein, Stein argues that if firm efficiency can be signaled only by current earnings, then temporarily low

earnings may lead to undervalued stock, causing managers to fear unwarranted takeovers.  See Stein, Takeover Threats

and Managerial Myopia, 96 JOURNAL OF POLITICAL ECON OM Y 61 (1988).  Meulbroek et al. have argued,

however, that Stein's hypothesis is inconsistent with their evidence showing that firms' relative R&D  spending falls after

the firms are insulated from takeovers by antitakeover amendments. See Meulbroek, M itchell, Mulherin, Netter &

Poulsen, Shark Repellants and Managerial Myopia: An Empirical Test, 98 JOURNAL OF POLITICAL ECONOMY

1108 (October 1990).

     47  Ravenscraft & Pascoe, Can the Stock Market Predict Merger Success? (mimeo, University of North Carolina and

Center for Economic Studies, Bureau of the Census, July 1989).

     48  Healy, Palepu & Ruback, Does Corporate Performance Improve after Mergers? 31 JOURNAL OF FINANCIAL

ECONOMICS 135 (1992).

     49  Kaplan &  Weisbach, The Success of Acquisitions: Evidence from Divestitures, 47 JOURNAL OF FINANCE 1078

(March 1992).

     50  MERGERS AND PRODUCTIVITY , (Kaplan ed.), National Bureau of Economic Research Conference, University

of Chicago (2000), see esp. p. 6.

     51



     53  Hou, Olsson & Robinson, Does Takeover Increase Stockholder Value? (mimeo, University of Chicago, 2000).

The authors examine monthly average returns over several horizons ranging from 4 months to 3 years following the event

dates using an estimation technique that adjusts for autocorrelation and heteroskedasticity in the error term  The authors

use a three-factor model to derive a  benchmark for normal returns.  The factors include: (1) the return relative to the

market, (2) an adjustment for firm capitalization size, and (3) whether the acquirer is categorized as a “growth” versus

“value” firm.  Both value-weighted and unweighted portfolios are estimated, with the unweighted results being much

larger (e.g., 2.5 percent per month versus 0.70 percent).  The authors focus on the weighted results.  The use of the long

time horizon results is controversial in the finance literature, because it relies critically on the accuracy of the underlying

model of



     55  Eckbo, Horizontal Mergers, Collusion, and  Stockholder Wealth , 11 JOURNAL OF FINANCIAL ECONOM ICS

241 (1983).

     56  See Schumann, THE EFFECTS OF FTC ANTITRUST CHALLENGES ON RIVAL FIRMS 1981-1987: AN

ANALYSIS OF THE USE OF STOCK RETURNS TO DETERMINE THE COMPETITIVE EFFECTS OF

HORIZONTAL MERGERS (Bureau of Economics, Federal Trade Commission 1989); Patterns of Abnormal Returns

and the Competitive Effects of Horizontal Mergers, REVIEW OF INDUSTRIAL ORGAN IZATION (forthcoming 1993);

Eckbo, Mergers and the Market Concentration Doctrine: Evidence from the Capital Market, 58 JOURNAL OF

BUSINESS 325 (July 1985); Eckbo &  Weir, Antimerger Policy Under the Hart-Scott-Rodino Act: A Reexamination

of the Market Power Hypothesis , 28 JOURNAL OF LAW AND ECONOMICS 119 (1985); and K napp, Event Analysis

of Air Carrier Mergers and Acquisitions, 72 REVIEW OF ECONOMICS AND STATISTICS 703 (November 1990).

Exceptions to this pattern of results are reported by Slovin et al. who find that for 42 airline merger announcements rival

firms did no t attain positive stock re turns following deregulation of the industry.  See Slovin, Sushka & Hudson,

Deregulation, Contestability, and Airline Acquisitions, 30 JOURN AL OF FINAN CIAL ECON OM ICS 231 (1991).  In

addition, Banerjee and Eckhard found negative returns to rivals around the time of “trust “ formation at the 20th century.

See Banerjee &  Eckard , Are Mega-M ergers Anticompetitive?  Evidence From the First Great Merger Wave,   29 RAND

JOURNAL OF ECONOM ICS 803 (Winter 1998).  Eckbo, Mergers and the Value of Antitrust Deterrence, 47

JOURNAL OF FINANCE 1005 (July 1992) also found negative returns to  rivals in reviewing 205 Canadian mergers

from 1964 to 1982, but positive returns to rivals for his 266 merger sample for the U.S. from 1963 to 1981.

     57  This pattern of insignificant rival gains at the time of a merger challenge was not found in one study.  Prager

examined the case  of the Northern Securities railway merger in 1901  finding that rivals gained when the merger was

announced, and lost at the time of the announcement that governments (U.S. and Minnesota) had successfully challenged

the merger.  The closest rival firms also gained when the Supreme Court allowed a stock distribution plan that effectively

let the shareholders of the two firms commonly own the  merging entities (in effect, the distribution plan allowed the

shareholders to complete the merger that had been found illegal).  See Prager, The E ffects of Horizontal Mergers on

Competition: The Case of the Northern Securities Company, 23 RAND JOURN AL OF ECONOMICS 123 (Spring

1992).

     58  For a discussion of Eckbo's work criticizing both the conceptual framework and the application of the method , see

Werden & W illiams, The Role of Stock Market Studies in Form ulating Antitrust Policy Toward Horizontal Mergers 28

QUART ERLY JOURNAL OF BUSINESS AND  ECONO MICS 3 (1989).  For a second installment to the debate, in

which Eckbo addresses some of the critiques and compares the U.S. and Canadian antimerger enforcement regimes, see

Eckbo, Mergers and the Value of Antitrust Deterrence, 47 JOURNAL OF FIN ANCE 1005 (July 1992).

14

Most of the studies of this issue, beginning with Eckbo,55 find that shareholders of rivals to
firms involved in horizontal mergers earned significant positive abnormal returns, on average, when
the mergers were first announced.56  However, the rival firms had positive, but insignificant, abnormal
returns when the antitrust complaints against these mergers were announced.57  The interpretation of
these results has been the subject of some controversy.

Based on the results, Eckbo rejects the market



     59  See Schumann, supra  note 56.

     60  In the case where the government blocks an efficient merger, the small rivals may benefit by the protection from

competition.  In the case where the government blocks an anticompetitive merger that also signals potential efficiencies,

the small rivals may gain because they may become more likely takeover targets since their small size makes them less

troublesome to antitrust authorities.

     61  McGuckin, W arren-Boulton & Waldstein, 



     64





     70  Accounting data, for example, may not reveal the true economic rate of return for a firm.  Fisher &  McGowan, On

the Misuses of Accounting Rates of Return to In fer Monopoly Profits, 73 AMERICAN ECONO MIC REVIEW  82

(March 1983), convincingly demonstrate that because accounting depreciation schedules do not



     75  A similar result has been found for UK mergers from 1948 to 1977.  Dickerson et al. examined pre-merger and

post-merger profitability for 2,941 acquiring firms relative to those for nonacquirors.  Looking at several years before

and after the mergers, they find lower annual returns for acquiring firms (13.5 percent versus 16.4 percent return on net

assets for nonacquirors) after controlling for firm size class, financial leverage, internal growth rates, company fixed

effects, and time.  They note that the results are not sensitive to the choice of accounting profit measure.  Dickerson,

Gibson & Tsakalotos, The Impact of Acquisitions on Company Performance: Evidence from a Large Panel of UK Firms,

49 OX FORD ECONOM IC PAPERS 344 (1997).

     76  This result differs from the bulk of the stock market event literature which consistently finds that the market more

often approves of hostile cash bids than friendly stock-based acquisitions.  Perhaps the difference in vintage of the

mergers studied is one explanation for the difference in findings, apart from the difference in research approach.

     77  These authors also found (pp. 69, 101-103) that target companies purchased via tender offers had pre-tender

accounting profit rates that were about one percentage point (eight percent) below a control group norm.  Thus, the

companies acquired via tender offers were marginal underperformers.  Following the tenders, the acquired lines of

business that were associated with those companies produced profits that were 3.1 points below the norm.  Most of the





     86  Acquisitions were defined as "related" if the firms listed a common 3 or 4 digit industry as one of their top 4 lines

of endeavor.

     87  Mueller, Mergers and Market Share, 67 REVIEW  OF ECON OM ICS AND STATISTICS 259 (1985).

     88  McGuckin also examined the post-merger market share change in 133 horizontal mergers that occurred between

1972 to 1982.  Using 5-digit census categories to define markets, he finds that the combined market share of the firms

declined in the first 5 years after the merger, but then the combined firm's shares rose above premerger levels during the

next 5 years.  He reports some evidence that price-cost margins rose more after the mergers in those industries that had

slightly higher concentration levels.  McGuckin did not, however, use control groups or industry averages to control for

industry-wide or economy-wide effects in e ither the market share or price-cost margin comparisons.  See McGuckin,

Merger Enforcement: Out of the Courtroom After 75 Years 35 ANTITRUST BULLETIN 677 (Fall 1990).

     89  Stewart & Kim, Price Changes and Mergers in U.S. Manufacturing 1985-86, in EMPIRICAL STUDIES IN

INDUSTRIAL ORGANIZAT ION: ESSAYS IN HONOR O F LEONARD W . WEISS 77-96 (1992).

21

literature.  Diversifying acquisitions were sold off at a greater rate than were related acquisitions (the
firm was 42% more likely to divest a diversifying acquisition than a related acquisition), but the
reasons seemed to stem from refocusing of the firm rather than from systematic failure of the
diversifying acquisitions.86  Kaplan and Weisbach also make use of stock market event analysis around
the time of the acquisition to determine whether the stock price movements are correlated with their
ex



     90  In general, the effects of both horizontal and nonhorizontal merger intensity seemed to be most pronounced in the

"moderately concentrated" industries, in which four-firm concentration ranged between 25% and 60%.  This study is

carried out at a relatively high level of aggregation, so individual industry factors could not be examined in detail.  In

addition, the products examined are likely to be nonhomogeneous, making price and output indices less meaningful than

they are in studies that are more industry specific such as those discussed in section VI.

     91  McGuckin & Nguyen, On Productivity and Plant Ownership Change:  New Evidence from the Longitudinal

Research Database 26 RAND JOURNAL OF ECON OM ICS 257 (Summer 1995).

     92  Maksimovic &  Phillips, The M arket for Corporate Assets: Who Engages in M ergers and Asset Sales and  are There

Efficiency Gains?  JOURNAL OF FIN ANCE (December 2001 forthcoming).

     93  One might expect that these kinds of deals would eventually get undone by an efficient market process.

22

price increases were reduced from a predicted 3.2% to 2.5%.90

Mergers a n g e  a n d  t h o s e  p l a n t s  a l s o  i m p r o v e d  p r o d u c t i v i t y  u n d e r  n e w  o w n e r s h i p .   T h u s ,  t h e
majority of asset transfers appeared to be(ber 20-44(iency enha)-46(ncing.)]TJ -0.06 Tc 0.06 -28.26 Td ( 00.gd0.24 Tc 0.3 Tw 36 0 Td (In)a 63 Tc 2.88 Tw 9.72 0 Td ( a clos)Tj 0.12 Tc 36.36 0 Td [(ely relate)43(d vein, Makismovic an)]TJ 0 Tc 168.96 0 Td (d Phillips)Tj /T1_0 6.96 Tf 0.12 Tc 2.7 Tw 48.72 4.8 Td (92)Tj /T1_0 12 Tf 0 Tc 2.88 Tw 7.2 -4.8 Td ( examine 35,000 plants that)a 63 Tw 143s4sTwp)-67(were00.gd450.84 -14.1 Td (transferred)a 61.56 Tw 51.72 0 Td [( from 1974 to 1992 in the U.S. manufacturing sector.  About half of the pla)42(nts were)]TJ 0 Tw -51.72 -14.1 Td [(transferred via asset sales and the other)42( half via mergers; 45% to 50% of)]TJ 0.12 Tw 346.6sTwp)-67(the)a 63 Tw 17.76 wp)-67(plants were transferred)a 60.06 Tc -0.06 Tw -364.44 -14.16 Td (to)a 6-0.9 Tw 9.36 0 Td [( other fir)49(ms in)]TJ 0 Tc -0.72 Tw 65.76 wp

characteristics.  descriptive results are that anywhere from 3% to 6%

 s u b s t a n t i a l .   M o s t a p p e a r  t o  r a i s e  p o s t - m e r g e r  a s s e t  p r o d u c t i v i t y ,  b u t  f o r  t h e  s u b s a a c q u i s i t i o n s ,
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     99(...continued)

(February 1997), esp. 98-105.  The recent consensus seems to be that: (1) bank mergers have the potential to lower costs

(based on the cost function characteristics), but that does not appear to have actually happened; (2) prices paid to

depositors are slightly lower following mergers; thus there is a market power effect even in the set of mergers allowed

by the regulatory authorities, and (3) mergers have allowed banks to better allocate resources to obtain higher revenues

for a given price and cost structure.
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29 JOURN AL OF MO NEY , CREDIT, AND BANK ING 326 (August 1997).

     101  They used the same large merger data set as Berger & Humphrey, Megamergers in Banking and the Use of Cost

Efficiency as a Defense, 37 THE ANTITRUST BULLETIN 541 (Fall 1992).
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     109  In both studies the HSA market concentration levels may not have been correctly calculated due to a lack of

complete data on ownership of the various hospitals in the AHA data set (see Connor et al. 1998, p. 164).  The authors

argue that their concentration data are likely to be correlated with correctly calculated concentration, however.

     110  Krishnan, Market Restructuring  and  Pricing in the Hospital Industry, 20 JOURNAL OF HEALTH ECONO MICS

213 (M arch 2001).

     111  Krishnan's  results raise several questions: why do nonmerging firms in the merger markets not raise price very

much post-merger (the Ohio result).  Do mergers purely invest the merging firms with greater unilateral market power

or does quality also improve?  Also, why would prices rise so much in instances where the structure of the market was

not affected (the California result)?

27

particularly reliable.109  In addition to examining the effects of mergers, the authors also looked at
changes in cross-section results over time and found that although increased competition was
associated with increased costs in 1986, by 1994 this relationship had altered significantly such that
more competitive areas were associated with lower prices and costs.  They attributed this change to
the growth of managed care over the period. 

Quite different results were found by Krishnan who studied the price effects of hospital
mergers that occurred in Ohio and California during 1994 to 1995.110  He found significant price
increases following mergers even when the market structure was not altered due to the acquisition.
The twenty-two mergers that occurred in Ohio during that period tended to alter market structure as
local hospitals combined.  By contrast, the fifteen mergers that occurred during that period in
California were mainly chains buying individual hospitals - transactions that did not alter local market
structure.  The pricing of individual diagnosis related groups (DRGs) is examined in markets defined
by hospital-level patient flow statistics.  Analyses of the Ohio mergers indicate that post-merger
percentage price increases by the merging hospitals are substantial and that they are greater where
DRG market shares rose substantially as a result of the merger.  A similar result was obtained for the
price effects of concentration changes.  A regression analysis using data for 23 high-volume DRGs is
also undertaken.  The author models post-merger relative price changes as a function of the level of
(and post-merger changes in) market share of the hospital in the DRG, market concentration, length
of stay, managed care percentage, hospital size (based on discharges), a residual from a pre-merger
price regression, and fixed effects dummies for each DRG and hospital.  Indicator variables are also
included for whether the hospital was involved directly in a merger, and whether the hospital was
located in a market where a merger occurred.  Patient level data are not available in Ohio, so the author
could control for hospital characteristics, but not severity of illness, which is included in the California
regression analysis.  The regression results imply that higher post-merger market share of the merging
firms is associated with larger relative post-merger price increases than in otherwise comparable DRG
markets.  The authors find that in Ohio, merging firms raised prices per patient 16.5 percentage points
more than did nonmerging hospitals.  In California (where market structure was not affected by the
mergers), acquired hospitals raised prices 12 percentage points more than did non-acquired hospitals.
Although market share changes appeared to matter, concentration changes did not affect relative
pricing in the regression analyses.111

  
Rather than asking about post-merger prices or costs, Ho and Hamilton ask whether M&A



     112  Ho & Hamilton, Hospital Mergers and Acquisitions: Does



     115   SALTZMAN , LEVY & HILKE, TRANSFO RMAT ION AND CONTINUITY: THE U .S. CARBON ATED SO FT

DRINK  BOT TLING INDUSTRY AND ANTITRUST POLICY SINCE 1980, (Bureau of Economics, Federal Trade

Commission, 1999).
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et al.115 use a unique data set and regression techniques to examine the effects of various 1980 to 1991
transactions on both the prices and quantities of carbonated soft drinks sold in local markets.  They
find that horizontal combinations of brands at a particular bottler (e.g., the local Coke bottler buying
the rights to bottle Dr Pepper) are associated with 3 to 12 percent higher soft drink prices and lower
output, while vertical events (e.g., parent Coke buying the local Coke bottler) are associated with 4
percent lower prices (but a melange of output results).  Consolidation of “third bottlers” (non-Coke
or



     116  For a discussion of some early merger case studies that tended to be done with less objective data, see Fisher &
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at 1619.  The best case studies use control groups and models of expected outcomes to allow the researcher to have more

confidence that any observed effects are  truly due to the event of interest.
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Airline Industry, 12 MANAG ERIAL AND DECISION ECONOMICS (1991).
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to the general weakness of traffic in the St. Louis market after the merger.

     119  Brueckner, Dyer & Spiller, Fare Determination in Airline Hub-and-Spoke Networks,  23 RAND JOURNAL OF

ECONOMICS 309 (1992).
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mergers.  The best studies use objective data and multiple approaches to control for factors that might
have affected the firms’ performance in the absence of the merger or acquisition.116  In this section, we
report on some case study evidence for several industries focusing on airlines, hospitals, and banking.
These industries have produced most of the studies not only because a significant amount of
consolidation occurred there, but because publicly available data exist on cost and pricing in the
industries.

Airline Industry Merger Case Studies

Several case studies have focused on mergers in the airline industry.  Werden et al.117 examine
two mergers in the airline industry (Northwest/Republic and TWA/Ozark) and find that these mergers
resulted in higher prices and worse service.  The authors estimated equations for revenue per passenger
for several hundred city-pairs both before and after the merger.  The equations adjusted for cost and
demand variables as well as concentration levels.  They used the premerger data from city-pairs that
were not affected by the merger as a control group to compare with the affected markets.  The
Northwest/Republic merger led to significant overall fare increases (5 to 6 percent) and service
reductions.  Although the TWA/Ozark merger led to only a small overall fare increase (1.5 percent),
there was a significant service reduction.118

These same mergers were reviewed by Brueckner, Dyer, and Spiller119 who applied their model
of airline pricing to simulate the price effects of the mergers.  Their model of pricing was designed to
examine the potential for additional network efficiencies as the merger allows more effective use of
a hub-and-spoke system.  Thus, the authors focus on 4-segment flights that go through a hub, but do
not originate or end at a hub.  They find that weighted average fares for 4-segment flights would fall
by about 1 to 3 percent after the merger due to the network efficiency effects of the merger.  However,
in those city pairs where the merger partners had previously competed, the merger would tend to raise
fares by as much as 6.5 percent. Thus, the effects of a loss of competition appear to overwhelm the



     120  Other stock market event evidence regarding these cases is listed in section IV. B.
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perhaps introducing unnecessary noise into  the model.  See Slovin, Sushka & Hudson, Deregulation, Contestability, and

Airline Acquisitions, 30 JOURNAL OF FIN ANCIAL ECONOM ICS 231 (1991).

     125  Morrison, Airline Mergers: A Longer View, JOURNAL OF TRANSPORT ECONOMICS AND POLICY 237
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     127  Airline merger discussions reappeared, however, in 200 0 with proposals for a United/USAir merger and an
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opposition from the Justice  Department.
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USAir management spread an inflated pay structure to the newly acquired employees.  One
commentator opined that the virtual absence of airline mergers during the 1990s might have been
caused by a recognition of the types of irreversible integration problems discovered by Kole and
Lehn.127

Hospital Merger Case Studies

Bogue et al.128 used a survey of surviving firms to examine the after-effects of 60 hospital
mergers that occurred between 1983 and 1988.  Survey respondents were asked about pre-merger and
post-merger characteristics of the acquired and acquiring hospitals and the markets they served and
the post-merger use of the assets (in particular whether the hospital campuses both offered acute care
after the transaction).  American Hospital Association data were also used to track the hospital
characteristics.  The authors find that 42% of the time both hospitals retained acute care use post-
merger and that another 41% of the time the acquired assets were converted to alternative inpatient
uses such as psychiatric or long-term care.  The facilities were closed 17 percent of the time.  There
was a much higher probability of post-merger closure or conversion if the hospitals had been directly
competitive prior to purchase and if the market generally was considered competitive.  In cases where
both hospitals retained acute care services after the transaction, respondents were much less likely to
say that the hospitals were directly competitive or that the market overall was highly competitive.  The
authors caution against drawing anything more than tentative conclusions from their exploratory study,
but they argue that the early evidence indicates that mergers represent a means of profitably
reconfiguring and consolidating assets, whether the strategy is one of system expansion or competitor
elimination.
 

The consolidation of several hospitals in St. Louis and Philadelphia during the mid-1990s was
examined by Wicks et al.129 who, like Bogue, relied heavily on a survey approach, interviewing fifteen
to twenty participants in each of the health care markets a few years after the consolidation began.  In
addition to the survey information, the authors also compared time series data for several measures of
revenues (prices), output, efficiency, and capacity utilization for the hospitals in the two cities.  The
authors argued that if mergers were the reason for any improvements in performance, then such
improvement should have occurred in St. Louis before it occurred in Philadelphia because the merger
activity began there a year earlier.  The merger activity in both cities lead to the formation of hospital
systems of various sizes, some including 12 campuses, others as few as two or three.  The authors find
that most of the trends that existed prior to the mergers continued and the mergers did not appear to
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37

the results indicated the opposite.  Nor did Prager find a significant reduction in transaction growth
for the merging networks.  Thus, the ATM network mergers captured by this survey did not appear to
lead to customer losses. 

Case Studies of Mergers in Other Industries

Empirically-oriented cases studies exist in a few other industries.  One of the first systematic
case studies of a merger involved examination of the post-merger market performance in the Federal
Trade Commission's Xidex case.137  Xidex produced two types of "nonsilver duplicating microfilm":
diazo and vesicular.  Xidex acquired a horizontal rival in each of the competing product lines; Scott
Graphics (diazo) in 1976 and Kalvar Corp. (vesicular) in 1979.  Each of the acquisitions raised Xidex's
market share by about 10 percentage points in the overall nonsilver duplicating microfilm product
market.  The authors find that these acquisitions caused diazo and vesicular microfilm prices to rise
more than they would have absent the merger.  The Kalvar acquisition had a larger effect, possibly
because that acquisition left Xidex with a near monopoly in vesicular microfilm. (The authors control
for cost fluctuations by examining the relative winning competitive bids from GSA contracts for the
two types of microfilm, which use similar inputs.)  In addition, they find that the supra-competitive
profits gained were sufficient to recoup the purchase price of the assets in two years.

In one of the first studies to use econometric techniques to control for non-merger effects,
Schumann et al.,138 estimated the effects of mergers in titanium dioxide, cement, and corrugated
paperboard using an econometric model to control for cost and demand variations.  The authors use
time series data for each market to discern the effects of the various mergers.  Using generalized
reduced-form price equations, the authors find surprisingly large price effects.  The merger of the 2nd

and 4th largest U.S. producers (G+W/SCM) in the titanium dioxide industry may have led to a price
increase on the order of 25 percent.139  In the case of the Hawaiian cement merger, prices may have
fallen 23 percent following the merger of Hawaii's only two cement producers.  Even though the
merger led to a "monopoly" in Hawaii, the post-merger price reduction may reflect efficiencies
achieved by the merger that were not offset by anticompetitive effects because the ease of importing
cement to the islands kept Hawaii from being a separate market for cement.  The study of the
paperboard merger (Weyerhauser purchased Menasha's west coast assets) indicates that a temporary
"hold separate" remedy used in conjunction with the acquisition of one corrugating medium mill may
have failed because it deterred vertical efficiencies while allowing any adverse horizontal effect of the
merger.  Prices rose 14 percent following the merger, but fell to preacquisition levels following
removal of the hold-separate agreement.
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Examining a transaction in the computer industry, Lys and Vincent use stock market event
analysis to examine AT&T’s purchase of NCR.140  The authors examine the stock market reaction to
25 different “events” that were connected with the 1991 transaction.  At the time of the merger, the
market predicted that the deal would be a loser for AT&T shareholders and the market appears to have
been correct in this instance.  The authors conclude that the 1991 deal resulted in value reduction on
the order of $4 to $6 billion.  One major focus of the paper is on the question of accounting
conventions used in conjunction with mergers.  The authors believe that AT&T thought their
accounting choice would fool investors and thus AT&T management paid a hefty premium to be able
to use pooling of interests as opposed to purchase accounting when undertaking the transaction.

A transaction in the railroad industry has also been examined.  Park, et al. compare the prices
of grain before and after two mergers in the railroad industry - the September 1995 Burlington
Northern/Santa Fe merger and the July 1996 Union Pacific/Southern Pacific merger.141  Because
contract data on rail prices do not exist, the authors use two approaches to estimate the price effect of
the mergers.  First, they use simulations to calculate the lowest network cost of shipments and to
calculate the equilibrium prices that would occur if rival firms price at variable cost (the cost data exist
from ICC records).  They find that due to efficiencies from the use of more direct routes in the post-
merger situation, costs would often fall as would prices (although the mergers would not always result
in lower price-cost margins).  As a more direct test, the authors also examine the price spreads for
wheat in Houston and various locations in Kansas and find that the difference between the prices
(which presumably represents the transportation cost component) fell after the mergers in 44 of 52
instances.142  Based on their work and some previous literature, the authors conclude that competitive
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Kaplan provides case studies of mergers in several additional industries.144  Many of the studies
contained in the volume are mentioned elsewhere in this paper because they deal with hospitals,
airlines, or banking - industries with a tradition of merger studies.  The conference volume, however,
covers even more ground.  The various authors look in depth at over 20 recent (1985 - 1995 vintage)
mergers in hospitals in Massachusetts, tires, banks, oil field services, tile, airlines, and prescription
drugs.  The goal is to look closely at a few mergers in the hope that insights obtained will help explain
results from the large sample work done on mergers and takeovers during the past 20 years.145   As
with older style case studies, the work is potentially subject to author bias, and many of the studies do
little to compare the post-merger performance with a benchmark of control firms or with an
econometric model that would allow one to predict what would have happened “but for” the merger.
On the other hand, the authors appear to bring objective data to bear on the issues when possible,
pulling together stock market data, accounting information, interviews with business decision-makers
to construct a coherent story of what happened before and after the mergers.  Their main concern is
with determining whether the transactions worked for shareholders (were they profitable endeavors?)
and why they did or did not work.  Many of the case studies provide examples of long term industry
responses to changing environments or 0.60 Td [( ol ind)isc,yrs 2uhe  sdw -453r (nchmark ois po16 Tw 144.84g -0.6 amodel)); .96 0 Td (le wost-merger pe-g whTw -ey)Tj 0.0.6 f
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some reputable economists arguing that the traditional SCP evidence based on accounting profits may be close to useless.

See Bothwell, Cooley & Hall, A New View of the Market Structure-Performance Debate,  32 JOURNAL OF
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studies to be subject to simultaneous equations bias similar to that p laguing profit/concentration stud ies.  See Evans,
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bread by bakeries,180 and Newmark finds that the relationship between price and concentration in
cement may be due to an error in specifying transportation costs rather than to avoidable
concentration.181  In addition, Anderson182 and Newmark183 review the literature on the relationship
between concentration and price in the grocery retailing industry.  Neither author finds that the
relationship has been convincingly demonstrated.184  

In a unique study of market structure and implied profit margins, Bresnahan and Reiss185

examine the relationships between the numbers of firms, market size, and competition in five retail
and professional industries that tend to be concentrated in localized markets.  The data apply to
isolated towns in the Western U.S. and the industries include doctors, dentists, druggists, tire dealers,
and plumbers.  They find that competitive conduct changes quickly and substantially when entry
occurs, with the main effects occurring after the entry of the second or third firm.  Further entry is less
eventful, and three to five firms appears sufficient to reach an equilibrium.  This result is generally
consistent with that found in the experimental economics literature.  The study is a very inventive use
of cross-section data on market structures, population, and income in small markets to derive
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were not horizontal in nature, but rather were  market extension mergers.

     197  Fernandez & M arin, Market Power and Multimarket Contact: Some Evidence from the Spanish Hotel Industry,

46 JOURN AL OF INDU STRIAL ECONOM ICS 301 (March 1998).

     198  Evans & Kessides, Living by the Golden Rule: M ultimarket Contact in the U.S. Airline Industry 109

QUART ERLY JOURNAL OF ECONOMICS 341 (1994); Jans & Rosenbaum, Multimarket Contact and Pricing:

Evidence from the U.S. Cement Industry



     199  For broader reviews, see Plott, An Updated Review of Industrial Organization: Applications of Experimental



     204  The impact of increased concentration on market performance is not as significant as the effect from increased

market power (i.e., market dominance).  At this point, it is unclear whether Davis & Holt's, supra  note 208, result is due

to the market power of one firm or whether it is due to the fact that no excess capacity exists at the equilibrium in their

experiment.  Various experimental outcomes appear to be sensitive to the existence of (or lack of ) excess capacity  in

the experimental market equilibrium.

     205  Binger, Hoffman, Libecap & Shachat, An Experimetric Study of the Cournot Model, (University of Arizona,

Working Paper 92-13, 1992).

     206  Holt & Davis, The Effects of Non-Binding Price Announcements on Posted-Offer Markets, 34 ECONOMIC

LETTERS 307-310 (1990).

     207  Complete information in the laboratory generally refers to having information on the incentives of the buyers and

sellers (their payout functions) and information about the previous decisions of both the buyers and sellers.

     208  Wellford, Horizontal Mergers: Concentration and Performance, TAKEOVERS AND HORIZONTAL

MERG ERS: POLICY AND PERFORMANCE (Ph. D. Dissertation, University of Arizona, 1990).  Also see Wellford,

Antitrust: Results from the Laboratory,  in Special Volume on MARKET POWER IN THE LABORATORY,

RESEARCH IN EXPERIMENT AL ECONOM ICS Vol. 9, (Isaac & Holt eds.) (forthcoming, 2001).

     209  The experimental design begins with Cournot quantity choice markets with homogeneous products where entry

and antitrust enforcement are absent.  The results imply that four firms is enough to reach a competitive outcome even

without the threat of entry or antitrust to discipline the market.
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"signals" are sent between rival firms strictly through their pricing moves.204

This result leads us to one other general finding in experimental markets: the amount and
timing of information seems to matter.  Different types of signals can lead to differing outcomes and
the outcomes are fairly sensitive to minor alterations in the design of the experiment.  For example,
Binger, et al.205 find that explicit discussions among competitors about price facilitates collusion in
some types of laboratory markets, while Holt and Davis suggest that nonbinding trade-press
announcements of expected prices do not tend to lead to price increases.206  The only conclusion
coming from this line of research is that complete information tends to lead to collusive outcomes
while incomplete information leads more readily to competitive (or noncooperative) outcomes.207  If
these common results could be extended to naturally occurring markets, one would be most concerned
about monopoly outcomes in posted-price markets, where the number of sellers was small and the
information among the sellers was perfect.  In other markets, one would tend to be less concerned
about extreme monopoly outcomes.

One final piece of relevant experimental literature directly examines mergers.  Wellford208

examined the effects of horizontal mergers in both concentrated and unconcentrated markets.  The
author examined markets with eleven firms in which the post-merger Herfindahl-Hirschman Index was
1150 and markets with five firms in which the post-merger HHI was 2800.  The experiment allowed
for scale economies in some markets and not in others, so the merger could lead to cost reductions in
the scale economies treatment.209  The author found no significant evidence of price increasing effects
from the merger even in the concentrated markets where no cost savings resulted from the merger.
The results also indicated that in both market structures any cost savings arising from mergers are
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passed on to consumers.  Thus, these experiments imply that efficiencies would tend to dominate any
potential anticompetitive effects of increased concentration.

Although the economic laboratory cannot replicate the broad range of factors that exist in the
business world, it does provide an innovative setting in which to examine antitrust issues.  As the
evidence continues to accumulate, it will help build a rigorous empirical foundation for our
understanding of markets that can then be applied to the study of naturally occurring markets and
perhaps to merger policy.

IX. CONCLUSION

The empirical literature in economics provides a variety of approaches to the study of mergers
and acquisitions.  The direct approaches include: (1) studies that use stock market data to determine
the effects of an acquisition event on the merging firms and their rivals with an eye toward ultimately
determining the welfare effects of the transaction (such studies may involve individual transactions
or combine the analysis of many deals across industries); (2) large, multi-industry studies that review
the accounting/finance performance measures of firms before and after the mergers adjusting for
industry-wide or economy-wide effects; (3) studies of one or several mergers using a mixture of stock
market returns, executive interviews, financial ratios, and pre-merger and post-merger accounting
analysis to determine the effects of the mergers (particularly on shareholders); (4) studies of one or
several mergers in a particular industry using econometric techniques to identify the changes in market
price, output, and product quality that occurred as a result of the merger; and (5) studies of the effects
of leveraged buy-outs on labor, investment, and other factors of interest.

Stock market studies consistently show significant gains to target firm shareholders and little
or no gain to acquiring firm shareholders around the time that the mergers and acquisitions occur.  The
net effect on shareholder value appears to be positive, but small; being somewhat larger for hostile
mergers financed with cash than for friendly mergers financed with stock.

Event studies using stock market data to focus on the market power aspects of mergers
typically show gains to the shareholders of rival firms when mergers are announced, but no significant
losses to the same shareholders when these mergers are challenged.  In the mid-1980s, many
economists interpreted this pattern of returns as evidence of the efficiency of the challenged mergers.
More recent research, however, has provided alternative explanations for that pattern of returns,
implying that the earlier interpretations may have been premature.

Large scale studies of mergers based on pre-merger and post-merger accounting/finance
measures have not provided clear answers to questions about the efficiency and market power effects
of mergers and acquisitions.  The large scale multi-industry studies tend to show that many mergers





     211  LBO activity by the H aft family in certain grocery markets may have caused competition to become “softer” after

the LBO occurred.  See Chevalier, Capital Structure and Product-Market Competition: Empirical Evidence from the

Supermarket Industry, AMERICAN  ECONOMIC REVIEW  415 (June 1995).
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grocery retailing, that did not alter the structure of the local markets, still lead to higher prices.211  Other
work on bank mergers has found effects of the firm buying other banks even where the structure of the
banking market did not change.  Similar results



     212  Merger activity may have been greater in the period around 1900, when industrial consolidation occurred without

the current constraints imposed by federal and state governments.

     213  Andrade & Stafford, Investigating the Economic Role of Mergers (mimeo, Harvard Business School, 1999) note

that the industries in which mergers occurred over the past twenty five years changed markedly from period to period.

Mergers in the 1970s and 1980s were associated with excess capacity in an industry, whereas this relationship reversed

in the 1990s when mergers tended to occur more often in industries where demand was growing quickly.  Jovanovic &

Rousseau, Mergers and Technological Change: 1885-1998  (mimeo, University of Chicago, 2001), focus on technology

shifts as the key factor causing merger activity to change across firms and  industries.

     214  This Table is an updated version of Table 5  found in Eckard, The Impact of the 1980's Merger Movement on U.S.

Industrial 



     215  For a discussion of the possible effects of the 1986 Tax Act, see Wood, General Utilities Repeal: Injecting New

Levies into M&A , MERGERS AND ACQUISITIONS 44  (January/February 1987); Gleckman & Weiss, How Tax

Reform Will Cool Takeover Fever, Business Week , September 22 , 1986; Moore & Silvia, The ABCs of the Capital

Gains Tax, 242 CATO POLICY ANALYSIS 19 (October 1995); and Auerbach & Slemrod, The Economic Effects of

the Tax Reform Act of 1986, 35 JOURNAL OF ECONOM IC LITERATURE (June 1997) at p. 613.

     216  The demise of the junk bond market is recounted in Guillemin, 198 9: A  Turn ing Point in the Acquisitions

Financing Market, THE MERGER YEARBOOK (1990).  The failure of two well-publicized leveraged buyouts

involving Federated Department Stores and United Airlines occurred around this time.

     217  The recession, often associated with the Kuwait/Iraq Persian G ulf War, is dated from July 1990 to March 1991

(Econom ic Report of the President, February 1999, pp. 21, 258).  Depending upon any lag in mergers, this recession may

have occurred too late  to be a plausible rationale for at least the first year of the merger decline.  However, Auerbach

& Slemrod, The Economic Effects of the Tax Reform Act of 1986, JOURNAL OF ECON OM IC LITERATURE (June

1997) at p. 613, speculate that macroeconomic conditions may have been the driving force behind mergers in the late

1980s because merger activity fell so suddenly in 1990 when macroeconomic conditions deteriorated.

     218   For example, a $15 million transaction in 1978 would correspond to a $38.3 million deal in 1999 based on the

overall change in the Consumer Price Index.  It appears that about 30 to 35 percent of HSR merger filings fell in the $15

million to $38 million range in recent years.  Thus, the number of mergers recorded in 2000 is overstated by about 30

to 35 percent compared to the number that would have been recorded if 1978 real dollar thresholds had been used (the

dollar value of reported mergers  is also overstated but to a lesser extent because the “inappropriately” counted mergers

are all relatively small in dollar value.)
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key threshold was raised to $50 million and indexed to inflation.  Table 5 lists certain annual data on
merger activity and merger enforcement actions and the monthly merger counts collected under this
program are depicted in Figure 3.  

The monthly data in Figure 3 reveal the previously mentioned waves and obvious local spikes
in monthly transactions in November 1986 (494 transactions) and November 1989 (371 transactions.
The November 1986 peak can most readily be explained by the passage of the 1986 Tax Act that
repealed the "General Utilities" doctrine.  This action returned firms to the pre-1935 regime in which
shareholders were taxed twice on certain distributions from firms.  Many deals may have been
"hurried-up" to avoid the larger tax bite that would occur after 1986.215

The other obvious local merger peak in November 1989 (and the subsequent decline in
transactions for two years after the peak) is harder to explain.  The decline may have been occasioned
by a change in administrations, by the demise of "junk bond" and bank financing,216 by alterations in
the tax laws that further limited the interest deductibility of mergers, by a general decline in economic
activity,217 or by the end of a cycle driven by technology or cost and demand shocks. 

As with the MergerStat data presented in Table 1, the HSR data show a marked growth in
merger activity over the period, but not all of the increase is real.  Because firms were required to file
merger plans based on nominal value thresholds that were not adjusted for inflation, the merger series
had an artificial and growing upward bias over time.  While this inflation bias cannot account for all
of the general upward drift in merger activity, it does account for a nontrivial part of it.218  This
characteristic is not, however, unique to the HSR merger counts - MergerStat also uses a fixed dollar
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threshold ($1 million) for inclusion in its merger counts.

The data in Table 5 also indicate that in the early years of the HSR program (1981-82), the
antitrust agencies would receive 1000 to 1500 filings annually and firms did not tend to uniformly
request early termination of the HSR waiting period.  Beginning in 1983, however, requests for early
termination rose markedly and the Agencies began to routinely grant those requests for over three-
fourths of reported mergers.  

As noted in Table 5 and in Figures 4 and 5, the percentage of mergers that have been subject
to intensive scrutiny (i.e., second requests for information) under the HSR reporting system has
declined over the past twenty years.  In the early years, second requests were issued by the two antitrust
agencies in 9 percent of transactions; but this percentage quickly fell to the 3 to 4 percent range in the
1980s and fell further to the 2 to 3 percent range of transactions in recent years.  The percentages of
deals that were subjected to second requests does not, however, tell much of the  story of anti-merger
enforcement.  The basic standard used for deciding which mergers to review will affect the
transactions that firms attempt, and this will, in turn, affect the deals that the Agencies must review.
The types of cases that arrived on the Agencies' doorstep differed a good bit across the years.  In the
early 1980s, the agencies were just beginning to allow certain horizontal mergers involving relatively
small market shares (by today’s standards) that had been largely verboten for the prior 30 years.  But
by the 1990s, more substantial horizontal and network-related mergers were forthcoming. The change
in the types of mergers seen by the antitrust agencies was likely due to many factors, including changes
in technologies, changes in regulation of industries, and a slow evolution of generalized merger review
standards.
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Table 1
 Number of Mergers, Divestitures and Disclosed Value (1968-2000)

Year Net merger and
acquisitions

announcements

Number of
transactions

with purchase
price disclosed

Total
Divestitures

Divestitures as %
of Total

Total dollar
value paid 
($ billions)

Constant dollar
value *

($ billions)

1968 4462 1514 557 12.5 43.60 119.1
1969 6107 2300 801 13.1 23.70 62.4
1970 5152 1671 1401 27.2 16.40 41.7
1971 4608 1707 1920 41.7 12.60 31.1
1972 4801 1930 1770 36.9 16.70 40.0
1973 4040 1574 1557 38.5
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Figure 1- Merger and Acquisition Activity ( 1968-2000 )
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Figure 2 - Merger and Acquisition Dollar Value as a Percentage of GDP (1968-2000)
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Table 2
Mergerstat Review Full Year Merger Industry Analysis (1999-2000)

Number of
Transaction

Total dollar value paid*
(millions of dollars)

Average3 Premium
paid over market*

 

Industry Sector 1999 2000 1999 (base)1 2000 (base)1 1999 (base)2 2000 (base)2

Agricultural      
production

29 28 16,301.3 (10) 4,843.9 (7) 43.8 (2) 45.1 (2)

Manufacturing4 2,444 2,443 405,041.0 (1,039) 491,294.9 (1,148) 43.2 (232) 49.2 (209)

Natural  resources 96 113 40,778.1 (60) 68,057.3 (74) 36.9 (17) 34.3 (20)

Transportation 119 90 15,232.2 (51) 8,583.0 (35) 30.8 (11) 64.3 (8)

Communication &     
  broadcasting 652 652 476,584.3 (271) 128,284.9 (305) 44.0 (32) 81.5 (17)

Utilities 218 154 86,385.7 (117) 53,980.7 (96) 36.0 (39) 45.1 (17)

Wholesale &         
distribu2)
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Table 3
Merger Activity, Selected Industries (2000)

               Number                Percent

No.
Value

($billion)
Percent of total

number
Percent of
total value

Computer Software,
Supplies &
Services

2531 144.6 26.5 10.9

Leisure Equipment 276 119.0 2.9 9.0

Banking & Finance 309 118.3 3.2 8.9

Electronics 233 99.0 2.4 7.5

Communications 467 85.1 4.9 6.4

Brokerage,    
Investment &         
Management          
Consulting 522 82.1 5.5 6.2

Food Processing 113 80.7 1.2 6.1

Oil & Gas 92 67.2 1.0 5.1

Electric, Gas, Water 
& Sanitary
Services

154 54.0 1.6 4.1

Electrical
Equipment

295 53.9 3.1 4.1

Aerospace, Aircraft
& Defense

36 50.3 0.4 3.8

Broadcasting 185 43.1 1.9 3.3

Drugs, Medical    
Supplies &    
Equipment 227 31.1 2.4 2.3

Insurance 233 29.8 2.4 2.2

Paper & packaging 41 27.5 0.4 2.1

Printing &
Publishing

235 25.7 2.5 1.9

Office Equipment 102 21.6 1.1 1.6

Instruments &    
Photographic    
Equipment 157 16.9 1.6 1.3

Wholesale &    
Distribution 363 14.8 3.8 1.1

Total, selected    
industries 6571 892.7 68.7 67.3

Total 9566 1325.7 100.0 100.0

SO UR CE : Merg ersta t® R eview 20 01, p . 72.   

)))))))))))))))))))))))))))))))))))))))))))))))))))))
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Table 4
Aggregate Concentration Trends: Percentage Share of Manufacturing Assets
by the Top 100 and 200 Manufacturing Firms for Manufacturing Corporations
(1974-1998)

        Asset Size Group

Top 100 Top 200

1974 44.4 56.7

1975 45.0 57.5

1976 45.5 58.0

1977 45.9 58.5

1978 45.5 58.3

1979 46.1 59.0

1980 46.8 59.9

1981 46.8 60.0

1982 47.7 60.9

1984 48.9 60.7

1985 49.1 61.0

1986 49.4 61.1

1987 50.0 61.8

1988 49.0 61.1

1989 49.4 61.6

1990 49.8 61.8

1991 49.5 61.6

1992 49.3 61.4

1993 49.1 61.0

1994 48.0 60.1

1995 47.1 59.3

1996 47.1 59.1

1997 47.3 59.0

1998 46.6 58.6

SOUR CE:  Calculated by Quarterly Financial Report, Bureau of Census, Department of
Co m m erce  for Bu reau  of Ec ono m ics, Fe dera l Trad e C om m ission .  Figure s are  for the fourth
quarte r of ea ch  year .  Va lues for  four th qu arte r 1983  will no t be c alcu lated du e to c hanges  in
the Q FR  adm inistrative  procedu res.  

)))))))))))))))))))))))))))))))))))))))))))))))))))
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Table 4A
Aggregate Concentration Trends: Percentage Share of Manufacturing Value
Added by the Top 50, 100, 150, and 200 Manufacturing Firms (1977-1992)

1977 1982 1987 1992

Top 50 24.4 23.9 24.9 23.7

Top 100 33.4 32.8 33.4 32.2

Top 150 39.5 38.7 39.0 37.7

Top 200 43.8 43.2 43.2 41.7

SO URCE:  U.S.  CE NSU S O F M AN UFA CTU RES , CONCEN TR AT ION RA TIO S IN
MANU FACTU RING Subject Series MC87-5-6, at table 2 (1992).  1992 data from 
MC 92-S -2 at http ://ww w.c ensus.gov /epcd /ww w/c oncentra tion .htm l.  

)))))))))))))))))))))))))))))))))))))))))))))))))))
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Table 5                 
Hart-Scott-Rodino Summary of Transactions, Fiscal Year (Oct.-Sept.), 1979-2000

Year Transaction
s Reported

Dollar
Value

($ billions)

Adjusted
transactions
in which a
second
request
could have
been issued1

Investigations
in which
second
requests were
issued

FTC2

second
requests
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           Figure 3 - Number of Mergers Reported to Government by Month (1978-2000)

' 00 

,"--"'C(, A ,_ '0 " " �~� .. �~� 0' " _ ,,,,- �"�I�'�~�"�,� .... , "" ""_',,,,,_Ro,," o "1'0"", " .. '_ , C_",,, "".,.C �I�'�, �_ �~�_� �"�"�, �,�" �~�,�,�,�"� WK' 

.... _00 

...... 



67

 Figure 4 - Number of FTC and DOJ Second Request Investigations under Hart-Scott-Rodino (FY 1979-2000)
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