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I. Introduction

The last 3 decades of vigorous enforcement of
U.S. antimerger laws is based on the market con-
centration doctrine, one of the oldest and most
controversial propositions in industrial econom-
ics. This doctrine, which is an implication of
oligopoly models in the tradition of Cournot
([1838] 1927) and Nash (1950), holds that the
level of industry concentration is a reliable index
of the industry’s market power. The empirical
implication is that a relatively high level of indus-
try concentration, which in the presence of entry
barriers is believed to facilitate intraindustry col-
lusion or dominant-firm pricing, should be asso-
ciated with relatively large industrywide monop-
oly rents.! Following Bain (1951), numerous
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1. A closely related but somewhat less general prediction
is that high levels of concentration should be associated with
relatively high, supracompetitive product prices. Although
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The market concentra-
tion doctrine predicts
that a horizontal
merger is more likely
to have collusive, anti-
competitive effects the
greater the merger-in-
duced change in indus-
try concentration.
Since a collusive, anti-
competitive merger
generates an increase
in the industry’s qual-
ity-adjusted product
price (or a decrease in
factor prices), it also
follows from the doc-
trine that the merger-
induced expected
benefits to the product
market rivals of the
merging firms should
be an increasing func-
tion of the concentra-
tion change. The em-
pirical results of this
paper, which are based
on the industry wealth
effect of a large sample
of horizontal mergers,
including cases found
in violation of anti-
monopoly laws, fail to
support this prediction.
This conclusion is ro-
bust with respect to as-
sumptions concerning
the probability that a
proposed merger will
be prevented by the
law enforcement agen-
cies, and it continues
to hold after transform-
ing the industry wealth
effect into a hypothet-
ical, constant expected
change in the indus-
try’s product price.
The results imply that
the levels of concentra-
tion and market shares
found in the Department
of Justice’s merger
guidelines are unlikely
to identify truly anti-
competitive mergers.
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studies have attempted to test this proposition by estimating the cross-
sectional correlation between accounting measures of industry profits
and the level of concentration.? However, although this correlation is
indeed typically found to be positive, the same studies have generally
failed to discriminate between the market concentration doctrine and
alternative propositions, including the hypothesis that the positive cor-
relation is simply driven by cross-industry differences in risk or aver-
age costs of production.’ Furthermore, although mergers between pro-
ducers of close substitutes represent an important cause of rising
industry concentration, systematic tests of the market concentration
doctrine based directly on the history and wealth efects of merger
activity are virtually nonexistent.* Thus, the rather extreme view of the
empirical validity of the market concentration doctrine reflected in
antimerger policy is based on a relatively weak set of empirical evi-
dence, which is at best only indirectly relevant for assessing the anti-
competitive impact of horizontal mergers.’

This paper uses capital market data to test the antitrust thesis that a
horizontal corporate combination is more likely to have anticompeti-
tive effects the higher the premerger level of, and merger-induced
change in, industry concentration. In an efficient capital market,® a
merger-induced change in expected future product and factor prices
translates into merger-induced abnormal stock returns to firms compet-
ing in the same industry as the bidder and target firms. In particular,
the announcement of a horizontal merger that is expected to increase
the probability of successful collusion among rival producers, or that
eliminates one of the competitors of the price leader, will cause the
market to impound the resulting expected increase in the industry’s
monopoly rents in the market values of the merging firms’ close com-
petitors. Eckbo (1983), Stillman (1983), and Eckbo and Wier (1985)
reject this prediction based on the merger-induced abnormal perfor-
mance of rivals of horizontal mergers challenged with violating Section
7 of the Clayton Act, the major federal antitrust law regulating merg-

evidence of supracompetitive pricing is sufficient to conclude that market power is pres-
ent, it is clearly not necessary: monopoly rents can also be generated by means of
collusion on nonprice variables, by monopsonizing inputs, or by sophisticated price
discrimination schemes that need not be evident through the observed product price.

2. For a survey of the literature on the “‘structure-conduct-performance’’ paradigm,
see, e.g., Scherer (1970) and Weiss (1974).

3. Brozen (1970), Demsetz (1973), Peltzman (1977), and Caner (I978) presenl evi-
dence that supports the theory that industry ation is p ly a result of
the expansion of relatively cost-efficient producers. The issue of cross-industry variation
in risk is not explicitly addressed in the literature.

4. See, e.g., the survey of the literature by Brozen (1982).

5. See the merger guidelines issued by the Department of Justice in 1968 and revised in
1982 for a policy description.

6. See Muth (1961) and Fama (1970) for an elaboration of the efficient markets/rational
expectations hypothesis under which security prices ‘‘fully reflect”” available infor-
mation.
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ers.” These studies do not, however, attempt to exploit information on
firm- and industry-specific characteristics that can shed light on the
market concentration doctrine itself.

A horizontal merger produces a measurable change in the industry’s
level of concentration, as well as a change in the risk-adjusted present
value of industry rents that is directly associated with the concentra-
tion change. Under the market concentration doctrine, this change in
industry rents should, ceteris paribus, be positively correlated with the
change in concentration. This value-based test in the changes of the
two variables allows more specific inferences than can be drawn from
the traditional cross-sectional correlation between the levels of (ac-
counting) profits and concentration. The test results are also directly
relevant for the issue concerning whether the levels of concentration
and market shares given in the Department of Justice’s merger guide-
lines are likely to identify truly anticompetitive mergers.

The rest of the paper is organized as follows. In Section II, I outline
the nature of the cross-sectional regressions and how the framework
relates to the more traditional ‘‘structuralist’” approach to testing the
market concentration doctrine. The basic dependent variable is the
industry wealth effect of a successful merger. However, I also focus on
a particular transformation of this variable, which, in a ‘‘constant-
growth’’ valuation framework, can be interpreted as the expected
product price change caused by a hypothetically anticompetitive
merger. As discussed in Section III, the results are based on a sample
of 196 large horizontal mergers, of which 80 were challenged by the
government under Section 7 of the Clayton Act, as well as on a ‘‘con-
trol’” group of 70 nonhorizontal (vertical or conglomerate) mergers.
The estimation procedure is outlined in Section IV. I measure the
industry wealth effect relative to the day of the first public announce-
ment of the merger proposal, adjusting the abnormal returns by a max-
imum likelihood estimate of the probability the proposed merger will
be prevented under antitrust laws. The regression results are discussed
in Section V, and Section VI concludes the paper. The results of this
paper provide no support for the market concentration doctrine.

II. Concentration and the Industry Wealth Effect of Anticompetitive
Mergers

A. The Regression Model

Consider the public announcement of a horizontal merger that, be-
cause of the new (and higher-valued) production/investment policy to

7. Section 7 makes illegal any merger where the effect **‘may be substantially to lessen
competition or to tend to create a monopoly.’’ Since the Celler-Kefauver Amendment of
1950, the Department of Justice and the Federal Trade Commission (FTC) have chal-
lenged more than 500 mergers under this statue.
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be implemented by the merged firm, is expected to change equilibrium
product and factor prices in the merging firms’ industry. Let dv denote
the total change in the equity value of the representative rival of the
merged firm implied by this change in industry equilibrium. If the
merger announcement drives the market’s estimate of the probability
that the merger will be successfully consummated from zero to one,
shareholders of this rival firm will earn announcement-induced abnor-
mal returns of AR = dv/v. Assume that (1) the merger is anticompeti-
tive (e.g., by facilitating a collusive agreement in the industry or by
eliminating competition from one of the rivals of a price leader); (2) the
merger does not signal opportunities for efficiency gains available to
the rival firm; and (3) the rival firm has no risky bonds in its capital
structure. In this case, dv is the present value of the expected increase
in monopoly rents following the merger-induced increase in the (qual-
ity-adjusted) product price or the decrease in prices of specialized
factors of production. Under the market concentration doctrine, this
increase in monopoly rents is a positive function of the increase in
concentration caused by the horizontal merger.®

We examine this prediction by estimating the coefficients of a cross-
sectional regression model of the following form:

AR; = ag + &,CR; + a,dCR; + ¢;, 0

where CR; represents the premerger level of concentration in the indus-
try of the jth horizontal merger, dCR; is the resulting change in concen-
tration, and ¢; is a mean zero random error term possibly containing the
influence on AR; of other relevant factors, which are assumed to be

8. Suppose, €.g., that the bidder firm is part of a coalition of producers in the industry
who jointly determine the industry’s price by unilaterally reducing their output, letting
the rival ‘‘fringe’ firms taking full advantage of the output restriction (i.e., a classical
dominant-firm or price-leader framework). In the presence of entry barriers, it may pay
the coalition to buy up one or more of the fringe firms in order to restrict industry output
and raise the product price further. In the dominant-firm model it is easily shown that
(p — mo)lp = slleg + (1 — s)ed, where p is the product price, mc is the sum of the
marginal costs of the firms in the coalition, s is the market share of the price leader, and
e, and ey are the numerical values of the price elasticities of industry demand and fringe
firm supply. Thus, ceteris paribus, the increase in the industry’s price that results from
the dominant coalition’s purchase of one of the fringe firms is an increasing function of
the market share of the target. Since all firms in the industry benefit from this product
price increase, it also follows that AR will be increasing with the increase in concentra-
tion. Alternatively, one could use Stigler’s (1964) oligopoly model, which is not based on
ad hoc conjectures concerning firm behavior, to support the prediction in the text. In
Stigler’s framework, the success probability of a collusive agreement is inversely related
to the number of firms in the industry. The fewer the number of firms, the lower the costs
of policing the cartel agreement and the closer the cartel price will be to the single-firm
monopoly level. Note that because my empirical analysis focuses on stock returns, and
since stock prices permit any (price or nonprice) source of monopoly rents, the empirical
results of this paper are not necessarily restricted to the product price prediction of any
particular oligopoly model.
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orthogonal to both CR; and dCR;. Under the market concentration
doctrine we should find that a; > 0. Furthermore, under the stronger
proposition embedded in antimerger policy, which holds that a merger
is more likely to have anticompetitive effects the larger the premerger
value of CR;, we should also find evidence of a; > 0.

The form of equation (1) is similar in spirit to the regression models
typically estimated in the ‘‘structure-conduct-performance’’ literature.
However, while my dependent variable AR measures directly the capi-
talized value of the increased profits expected to follow from the
change in the industry’s level of concentration, the tradition has been
to regress an accounting measure of the level of industry profits on the
level of concentration. The traditional approach has been criticized on
the grounds that accounting profits are a poor proxy for economic
profits, and that any cross-sectional variation in the level of industry
profits can reflect differences in risk. This criticism does not apply
here, since AR; is measured using market values and represents a risk-
adjusted change in the level of industry rents. Furthermore, since
equation (1) is in the form of changes in the central variables, a, can be
meaningfully interpreted without specifying a structural model relating
the level of industry profits to concentration.

On the other hand, my test suffers to some extent from the ambiguity
common to traditional studies that correlate profits with concentration
without controlling for the cross-sectional variation in costs of produc-
tion. However, the analogy is not complete. Recall that AR represents
the merger-induced abnormal returns to the representative rival of the
bidder and target firms. Although it is possible that assumption 2 is
wrong—and that the merger in fact signals opportunities for efficiency
gains available to other industry members—there is no theory that
predicts such signaling effects to be systematically correlated with con-
centration. In other words, evidence of a positive a, is not easily inter-
preted in terms of an efficiency argument. The analogous test based on
the level of industry profits is weaker also in this respect since one can
reasonably argue that relatively high industry profits are likely to be
found in relatively concentrated industries because of the expansion
of relatively cost-efficient, competitive firms (see, e.g., McGee 1971;
Demsetz 1973; Peltzman 1977; Brozen 1982).

B. Abnormal Returns and the Hypothetical Product Price Change

If AR hypothetically reflects the present value of a merger-induced
expected change in the product price, what is the magnitude of this
hypothetical product price change? Let 6 = dp/p be a constant percent-
age change in the product price that would generate merger-induced
abnormal returns of AR to the representative rival firm. Furthermore,
suppose (assumption 4) the rival firm operates exclusively in the indus-
try where the merger takes place; (5) 6 is not expected to affect the
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output rate of the rival;® and (6) the rival firm’s total sales follow a
geometric random walk with a constant growth rate g. It then follows
that

dv = 0S¢(1 — T)J; Gl @

where 7 is the firm’s (constant) tax rate, r is the (constant) risk-adjusted
discount rate, and S, is the current (premerger) level of sales.'” Finally,
if (assumption 7) the firm’s net earnings available to stockholders, X,
follow the same stochastic process as S, the integral in equation (2)
equals the firm’s current price-earnings ratio (v/X,). Thus, we have

_Xo
Soll =7)

In this constant-growth valuation framework, an estimate of 6 given by
(3) represents a hypothetical expected permanent change in the prod-
uct price, consistent with merger-induced abnormal returns of AR to
the representative rival of the merging firms.

Of course, 0 is only hypothetically a summary of an underlying prod-
uct price change: under the alternative hypothesis where AR is inter-
preted as the present value of expected future cost savings available to
other industry members as a result of the information in the merger
announcement, 6 summarizes the percentage expected decrease in the
rival firm’s average costs of production. Thus, while evidence of a; < 0
refutes the market concentration doctrine whether one uses AR or 0 as
the dependent variable in the regression of equation (1), evidence of
a, > 0 does not discriminate between the market power argument and
alternative productive efficiency (cost-advantage) theories.

0= AR. 3)

III. Data

The primary data base of this study consists of 266 merger proposals
that were made during the period July 1963 through December 1981.
Two hundred thirty-two of these merger proposals, and the associated
rival firms, were identified using the data base compiled by Eckbo
(1983), which covers the period 1963-78. Additionally, 34 proposals
were collected covering the period 1979-81, of which 16 were taken

9. This assumption precludes a scenario in which the merger triggers a collusive
agreement and the rival firm participates by restricting his output to support a product
price increase. Thus, a dominant-firm scenario, in which the rival free rides on the price
increase supported by the price leader (or a coalition of other firms), is more appropriate
for the derivation of the hypothetical product price change.

10. Under the hypothesis that AR derives solely from 8, the change in the rival's
expected net earnings in period ¢ is given by 8E(S,)(1 — 7). Furthermore, under assump-
tion 6, E(S) = (1 + g)'So.
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from the sample compiled by Eckbo and Wier (1985). Each merger in
my sample satisfies the following five sampling criteria: (1) the merger
proposal was announced in the Wall Street Journal and was approved
by the shareholders of the merging firms; (2) the bidder or the target
firm was listed on the New York (NYSE) or the American (ASE) Stock
Exchange; (3) the major productive activity of the target firm was in a
mining or manufacturing industry; (4) the premerger four-firm concen-
tration ratio for this particular industry could be identified; and (5)
there was at least one NYSE-or ASE-listed rival firm in this industry at
the time of the proposal announcement.'!

The sample consists of 196 horizontal and 70 nonhorizontal (vertical
or conglomerate) mergers. Ninety-eight mergers (80 horizontal) were
challenged by the government as violating Section 7 of the Clayton
Act.'? Counting the major four-digit SIC code of the target firm only,
the total data base covers more than 136 different four-digit SIC indus-
tries, typically with one or two mergers per industry. On the two-digit
SIC level, Oil and Gas Extraction (SIC 13) and Machinery, except
Electrical (SIC 35) alone account for 62 (30 + 32) cases. Other heavily
represented 2-digit industries are Food and Kindred Products (SIC 20;
27 cases), Paper and Allied Products (SIC 26; 18 cases), Chemicals and
Allied Products (SIC 28; 18 cases), Primary Metal Industries (SIC 33;
21 cases), and Electric and Electronic Equipment (SIC 36; 19 cases).

I use the four-firm concentration ratio (CRy4) of the major four-digit

11. The rival firm selection procedure can be summarized as follows: Step 1. Identify
the four major four-digit SIC codes of the target firm as listed in the Standard & Poor’s
Registry of Corporations for the year prior to the merger proposal. Following the SIC
Manual 1972 and the company-specific information on product lines given in the Stan-
dard & Poor’s Registry, transform the four-digit SIC code into a five-digit industry code.
If the merger was challenged, define the five-digit code by the product line listed in the
data sources for Section 7 cases. Step 2: Produce a list of all firms on the University of
Chicago Center for Research in Security Prices (CRSP) daily stock returns tape that are
associated with the first four digits of the target’s five-digit code(s). Finally, use informa-
tion in the Standard & Poor’s Registry to transform the four-digit codes of the firms on
this CRSP list to five-digit codes, as under step 1. Label the firms with at least one five-
digit industry code that overlaps the target firm ‘‘product market rivals.”

12. Information on these challenged mergers is found in the American Bar Associa-
tion’s Merger Case Digest and the Commerce Clearing House's Trade Regulation Re-
porter, which also classify each case as horizontal, vertical, or conglomerate. The Sec-
tion 7 complaint (and subsequent litigation) resulted in cancellation of 19 merger
proposals, and divestiture was ordered in another 50 cases. Sixteen cases were dismissed
by the court; in eight cases the defendant firm was convicted but no divestiture was
ordered; and five cases were still pending as of December 1983. For additional informa-
tion on the case outcome and relevant product markets for the 80 horizontal challenged
cases, see Eckbo and Wier (1985, app.). The 168 unchallenged mergers are listed in the
FTC’s Statistical Report on Mergers and Acquisitions 1979 (the Large Merger series),
which also provides a classification of the cases as horizontal, vertical, or conglomerate.
For all the horizontal cases in our data base, the bidder and target firms have at least one
overlapping four-digit SIC code according to the information listed in the Standard &
Poor’s Registry of Corporations for the year prior to the merger proposal.
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SIC industry of the target firm to represent CR in equation (1), and the
change in the industry’s Herfindahl index (dH) as a measure of dCR."?
Data on CR4 were collected using published sources related to the
challenged cases,'* volume 1 of the 1977 Census of Manufactures, the
FTC’s Concentration Levels and Trends in the Energy Sector of the
U.S. Economy for 1974, and Rogowsky (1982). For the unchallenged
cases the relevant industry is the one represented by the first four digits
of the five-digit industry code used in the rival firm selection proce-
dure.' For the challenged cases the industry is the one listed in the
sources for Section 7 cases, that is, the five-digit industry itself.'®
The market shares of the bidder and target firms, which yield dH,
were collected using the case-related publications cited above;
Rogowsky (1982); and company statistics developed by Economic In-
formation Systems, (EIS).'” A measure of the adjustment factor needed
to estimate the product price change 0 in equation (3) was obtained by
searching Standard & Poor’s Annual Industrial Compustat tape for the
rival firms in the sample. Using these Compustat-listed rivals I formed
an equal-weighted industry average adjustment factor based on each
company’s ratio of ‘‘Net Sales’ (a proxy for Sy) to ‘‘Income before
Extraordinary Items and Discontinued Operations’’ (a proxy for Xj),

13. CRy=3}_,s;,and H=3"=, s?, where s, is the market share of firm i, (in CR, the
sum is over the four firms with the largest market shares), and » is the total number of
firms in the industry. The change in the Herfindahl index caused by a merger between
firms i and & is therefore given by dH = 2s;5;.

14. The sources include the Merger Case Digest, Trade Regulation Reporter, Federal
Trade Commission Decisions, Federal Reporter 2d Series, and Federal Supplements
(various issues).

15. Although step 1 of the rival firm selection procedure allows use of up to four
industry codes per target firm (see n. 11, above), in 97% of the cases step 2 resulted in
rival firms representing only one (usually the first) of the four industry codes, which is the
one used for the purpose of collecting CR,. The census lists CR, for most four-digit SIC
manufacturing industries for the years 1963, 1966, 1967, 1970, 1972, and 1977. If the
merger took place in a year not listed by the census, I extrapolated linearly the concen-
tration ratio between the two closest census years on each side of the merger year.

16. If the challenged cases are truly anticompetitive, and since the four-firm concen-
tration ratio tends to increase as one is narrowing the definition of the industry from a
four-digit to a five-digit code, the selection of concentration data for the challenged cases
may seem to introduce a bias in favor of the market concentration doctrine. However, as
reported in an earlier version of the paper, regression results using Census-based concen-
tration data for the challenged cases as well were indistinguishable from the results

btained with ation data sel d using the Section 7 information.

17. The FTC supplied me with EIS data for the years 1974, 1976, 1978, and 1979,
covering exchange-listed firms that operate in the four-digit SIC industries represented
by the first four digits of the five-digit code used in the rival firm selection procedure. To
match a bidder or target firm in my sample with this EIS population, I used the year prior
to the year of the merger proposal. The EIS data provide market shares at the level of the
four-digit SIC industry of the firm. A more disaggregated analysis of economically rele-
vant markets would almost certainly provide higher levels of market shares. Such a
disaggregated analysis underlies the market shares in the publications related to the
Section 7 cases, and, as it turned out, more than 80% of the market shares used in this
paper come from the Section 7 publications.
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and a flat tax rate of 48% for all companies. This procedure generated
an industry adjustment factor for 186 of the 196 horizontal and 63 of the
70 nonhorizontal mergers in the data base.

Table 1 details the range, mean and median values for several of the
central characteristics of the data base. As expected (given the law
enforcement agencies’ selection rule), the average market values of the
bidder and target firms, the four-firm concentration ratio, and the mar-
ket shares are higher in the challenged sample than in the unchallenged
sample.'® For example, in the sample of challenged horizontal mergers,
the average level of concentration is 58%, while the average market
share of the bidder (target) is 14.8% (12.8%). In the sample of unchal-
lenged horizontal mergers, the corresponding numbers are 33% for the
concentration level and 2.2% (2.8%) for the market shares of the bidder
(target) firms. The change in the industry’s Herfindahl index ranges
from 0.02% to 24.18% (mean 3.33% over 64 observations) in the chal-
lenged sample compared to a range of 0.02%-0.33% (mean 0.15% over
five observations) in the unchallenged sample.

IV. Estimation Procedure

A. Abnormal Returns and the Probability of a Government
Challenge

In equation (1), AR is defined as the abnormal returns to the rival firm
resulting from a merger announcement that drives the probability the
merger will be successfully consummated from zero to one. To proxy
this type of announcement, I use the first Wall Street Journal reference
to the merger proposal. There is substantial evidence that the proposal
announcement resolves a significant portion of the uncertainty con-
cerning the consummation of the merger.'” However, since a merger
proposal can fail if stockholders of the merging firms reject the pro-
posal,? or if the government prevents the merger from taking place,
this announcement almost certainly does not drive the probability of

18. To capture the ‘“'size’” of the merger, V and V; in table 1 are computed as the
maximum of the firm’s book value and (if listed) equity value. The book values are from
the Compustat tape and from Moody’s Industrial Manual, while the equity values are
from the CRSP tape, all for the year prior to the year of the merger proposal.

19. For example, the evidence in Dodd (1980) and Asquith (1983) indicates that the
merger proposal announcement is a more significant news event than the subsequent
announcement of the final outcome of the merger attempt. In Dodd’s sample of success-
ful merger proposals, target stockholders earn 24% abnormal return over the year leading
up to the “‘effective merger date.’’ However, more than 80% of this abnormal perfor-
mance (19.6% abnormal return) occurs over the 10 trading days up to and including the
proposal announcement date.

20. Generally, a merger proposal (which is an agreement between the managements of
the bidder and target firms) must be approved by a two-thirds majority of the outstanding
shares of the target firm.
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merger consummation to one. In our particular sample, where each
merger proposal (by selection) was approved by stockholders, the for-
mer source of uncertainty is unlikely to significantly affect the cross-
sectional estimates of a; and «, in equation (1). On the other hand,
there is a substantial cross-sectional variation in our sample with re-
spect to various merger-specific characteristics that determine the
likelihood the merger will be successfully challenged by the govern-
ment. If the mergers with the largest anticompetitive effects are also
the ones with the largest probability of being prevented by the govern-
ment, then this antitrust ‘‘overhang’ can bias our cross-sectional tests
against the market concentration doctrine.

To illustrate, suppose the merger is completely unanticipated prior
to the proposal announcement, and that the only source of uncertainty
remaining after the proposal concerns the response by the law enforce-
ment agencies. Furthermore, define vy as the daily abnormal return to
the rival firm measured over w days relative to the proposal announce-
ment, and suppose we use yw as a proxy for AR in the regression of
equation (1). If m denotes the probability that the merger will be pre-
vented by the government, we have that

AR 4)
L =%

where 1 — = is the probability, conditional on the merger proposal,
that the merger will eventually be consummated. If AR and w are
positively correlated (i.e., if the firms with the largest AR are most
likely to be successfully challenged), then the correlation between yw
and dCR underestimates the correlation between AR and dCR, biasing
the test against the market concentration doctrine. Since it is impos-
sible to assess a priori the importance of this measurement problem, I
report empirical results where both AR (estimated using eq. [4]) and yw
are used to proxy the industry wealth effect of the merger.

B. Proposal-induced Abnormal Returns

For the jth merger in the sample we estimate the impact of the merger
proposal announcement on the returns to an equal-weighted portfolio
of the NR;rival firms, using the following *‘market model’’ conditioned
on the merger event:*'

=By t Bt t et € t=1 ..., T, (5)

where r;, is the continuously compounded return to portfolio j over day
t; e 1S the return to the value-weighted market portfolio over day ¢; d,

21. For a discussion of the market model, which represents the equilibrium-return-
generating process when security returns follow a multivariate normal distribution, see
Fama (1976).
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is a dummy variable with a value of one if 7 is an event day (defined
below) and zero otherwise; and ¢; is assumed to be a mean-zero, nor-
mally distributed error term independent of r,, and d,. While the
coefficient By; extracts marketwide movements from the return series,
the abnormal return parameter v; directly isolates the component of the
security’s daily return that is due to the merger proposal itself.??

The abnormal return parameter v, is estimated for 2 different event
periods around the day of the Wall Street Journal publication of the
merger proposal (day 0). The estimation period (T) is 200 trading days
prior to the day 0 through the tenth trading day after this date. The first
event period extends from day —20 through day 10, covering any
leakage of merger-related information prior to the announcement as
well as any immediate postannouncement developments related to the
merger. The dummy variable d, therefore takes on a value of one
during this 31-day interval. The resulting estimate of y; multiplied by 31
(w = 31) measures the total abnormal return to security j over that
period. The second event period extends from day —3 through day 3
and is used to single out more precisely the effect of information re-
leased during the days immediately surrounding the proposal anounce-
ment. When estimating +y; over the —3, 3 period, I delete days —20
through —4 and days 4 through 10 from the return series. Thus, Bo; and
By, are estimated over the same ‘‘normal’’ period (extending from day
—200 through day —21) for both event parameters.

Table 2 summarizes the sample averages of the OLS-estimates of
yw.? Target firms earn on average large and significant abnormal re-

22. Since my estimate of v, is based on an equal-weighted portfolio of rival firms, it
measures the impact of the merger proposal on the average rival in the industry of the jth
merger, fully incorporating any normal contemporaneous correlation of returns across
firms in the same industry. Altering the portfolio weights generally changes both the
interp ion and the esti d value of ;. For example, if the rival firms have their
assets invested exclusively in the industry of the merging firms, then weights based on
the relative market values of the rival firms would lead to an interpretation of v, as the
abnormal return to a dollar invested in the industry. Alternatively, the set of portfolio
weights that minimizes the residual variance in eq. (5) generates an estimate of v, identi-
cal to the estimate one would obtain by running a pooled time-series cross-sectional
regression on the rival firms and constraining v; to be equal across rivals (Schipper and
Thompson 1983). The weights of this particular portfolio are given by (1'S~'1) 'S '1,
where $ is the NR; x NR; contemporaneous covariance matrix of the OLS-residuals
from the first-pass regression of eq. (5) across the NR; rival firms associated with merger
J,and 1is a NR; x 1 vector of ones. Results based on these alternative portfolio weights
were reported in an earlier version of this paper but have been omitted, as none of the
basic conclusions were altered.

23. The Z-value in table 2 tests the hypothesis that the average abnormal return
(AAR)) is equal to zero. That is,
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TABLE 2 Percentage Average Abnormal Returns (AAR) to Bidder, Target, and
Rival Firms over 2 Event Periods relative to the Day of the Wall Street
Journal Announcement of the Merger Proposal, 1963-81 (Z-Values in

Parentheses)®
N
Sample Observations AAR(-20, 10) AAR(-3,3)
1. 70 nonhorizontal mergers:
Target firms 31 19.80*** 14.88***
(7.32) (13.15)
Bidder firms 39 —.41 ok
(=.10) (.96)
Equal-weighted pairs of 24 826%™ 6.96***
bidder and target firms (4.59) (9.32)
Equal-weighted portfolios of 70° —-.87 -.07
rival firms (—.20) (1.02)
I1. 196 horizontal mergers:
Target firms 104 18.69%** 11,1924,
(12.05) (15.87)
Bidder firms 160 1.64* .64*
(1.87) (1.77)
Equal-weighted pairs of 81 10.18*** S AgTy
bidder and target firms (9.84) (12.11)
Equal-weighted portfolios of 196° 3L ok B ok
rival firms (2.50) (2.86)
1I1. 80 horizontal challenged
mergers:
Target firms 43 A1 s 11.46***
(10.14) (12.55)
Bidder firms 67 320" 101>
(2.02) (1.85)
Equal-weighted pairs of 37 51T 5 i 417>
bidder and target firms 9.31) (10.71)
Equal-weighted portfolios of 80¢ 2.80%%* LA48**
rival firms 2.77) (2.01)

* AAR and Z are defined in n. 23.

® 70 portfolios containing 553 individual rival firms.

€ 196 portfolios containing 2,062 individual rival firms.

4 80 portfolios containing 384 individual rival firms.

* Significantly different from zero at a 10% level of significance.
** Significantly different from zero at a 5% level of significance.
*** Significantly different from zero at a 1% level of significance.

turns whether the merger is horizontal or not. For example, for the
period — 20 through 10, the average yw is 19.80% for the nonhorizontal
sample, 18.69% for the horizontal sample, and 21.70% for the horizon-

where J is the number of mergers in the sample. Assuming the mergers are independent
events, we have

v

i

1
s
NF S

~N(, 1),

J

where o.; is the standard error of ;. Under Hy, and replacing the true values of y; and o;
with their OLS estimates, this Z-statistic is approximately standard normal for large J.
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tal challenged cases. The corresponding Z-values are large. Perhaps
more surprising is the significant abnormal returns to bidder firms in
horizontal mergers.?* Whereas bidder firms in nonhorizontal mergers
earn virtually zero average abnormal returns, in the two other groups
the average abnormal returns is 1.64% and 3.20% relative to the period
—20 through 10. In no group do the bidder or target firms on average
lose from the investment, confirming the assumption of managerial
value maximization underlying the market power (as well as the alter-
native cost-advantage) theory. Note also that the strong performance
of the target firms is consistent with my assumption that the merger
proposal is a significant news event. This is an important verification,
particularly since no explicit Wall Street Journal news announcement
exists for the rival firms.

The rivals of the 70 nonhorizontal mergers in the data base earn on
average zero abnormal performance over either one of the 2 event
periods. This contrasts with the significantly positive abnormal perfor-
mance by the average portfolio of rivals associated with the 196 hori-
zontal mergers. Over the period — 20 through 10, these rival firms (the
total number of rivals across the 196 portfolios is 2,062) earn abnormal
returns of 1.26% (Z = 2.50) while the corresponding performance is
2.80% (Z = 2.77) for the subgroup of 80 challenged horizontal mergers.
For all the groups, the average abnormal return to the rival firm ap-
pears to be slightly lower than the corresponding abnormal return to
the average bidder firm.

As discussed in Section II, the positive average industry wealth ef-
fect cannot be used to discriminate between the market concentration
doctrine and the competing cost-advantage theory of mergers. Notice,
however, that the same evidence is somewhat inconsistent with the
notion that the average merger was intended to implement substantial
scale economies, as this would have caused expectations of a substan-
tial fall in the product price (or rise in factor prices) and capitalized
losses to rival firms.?

24. As reviewed by Jensen and Ruback (1983), the bulk of the evidence in the merger
literature indicates that stockholders of the acquiring firm earn on average positive but
statistically insignificant abnormal returns. The results for the bidder firm in table 2 is
consistent with the proposition that a horizontal merger is on average more profitable for
the bidder than is a nonhorizontal merger.

25. To complement the Z-test, which can fail to reject the hypothesis of zero abnormal
returns if some mergers have a positive impact while others have a negative and offset-
ting impact, I also performed a test of the null hypothesis Hy: y; = 0,i = 1, . . . , NR;.
Hj states that the event parameters are jointly equal to zero across each of the NR;
individual rivals of the jth merger and represents a set of NR; linear constraints on the
NR; event parameters v;. Under the assumption of normality, recognizing the structure
of eq. (5), the following statistic has a x? distribution with NR; degrees of freedom:

X'X)5' v 27y ~ XA(NR).

X =[1r,d]is the T x 3 matrix of the explanatory variables in eq. (5), (X'X)s3" is the (3,
3) element of the 3 X 3 matrix (X'X) ', v;is the NR; X 1 vector of the event parameters
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C. The Probability of a Successful Government Challenge

Let A; be a vector of firm- and industry-specific characteristics associ-
ated with the jth merger at the time of the merger proposal, and let y; be
a binary variable such that

o J L BN iy >0 (6)

! { 0 otherwise,

where 8 is a parameter vector and «; is a random variable. Defining y; =
1 when the merger is successfully challenged by the government, and
assuming «; has the logistic density function, we have that

1

m;= prob(y; = 1) = prob(y; > —8'A) = o reare 7

@)

Equivalently, since

= &, ®)

this logit model implies that the logarithm of the odds in favor of a
successful government challenge is a linear function of the merger
characteristics A,;.

We define a government challenge as ‘‘successful’’ if it leads to
divestiture or to cancellation of the merger proposal and estimate &
using maximum likelihood procedures.?® Since, at the time of the merger
proposal announcement, there is substantial uncertainty regarding
which mergers will be selected for prosecution by the law enforcement
agencies, we include both unchallenged and challenged mergers in the
estimation of 8.2 We include the asset sizes of the bidder and target

associated with the NR; rival firms of merger j, and X is defined as in n. 22. This test
statistic, which has a limiting x> distribution when y; and X are replaced with their OLS
estimates, is a straightforward simplification of the general quadratic form given in Theil
(1971, p. 313). I estimated the value of this x statistic for each of the J mergers in the
sample, and made statistical inferences on the basis of the percentage of these J values
that rejected Hj. The results, which were reported in an earlier draft, were generally
consistent with and reinforced the results of the Z-test in table 2. Furthermore, although
the estimation methodology used here differs from the one used in Eckbo (1983), the
magnitudes of the abnornlal returns are very similar. Thus the estimates in table 2
appears to be robust also with respect to the estimation methodology. In addition, Eckbo
and Wier (1985) fail to reject the proposition that the abnormal performance of the rivals
of the challenged mergers reported in table 2 is different from the corresponding perfor-
mance of a set of rival firms selected using case-related publications and internal govern-
ment memoranda prepared for the Section 7 cases. In this sense, the estimates in table 2
are robust with respect to the procedure for selecting rival firms as well.

26. With this definition, 59 of the 80 horizontal and 10 of the 18 nonhorizontal chal-
lenged mergers were successfully prevented by the government. My estimation proce-
dure uses the Newton-Raphson method, which, in the case of the logit distribution,
converges to the maximum of the likelihood function regardless of the setting of the
initial parameter values (see, e.g., Maddala 1983, p. 25).

27. If the enforcement agencies adhered strictly to their own merger guidelines, m;
could a priori be set equal to zero for the mergers with values of CR, falling below the
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firms, the number of identified rival firms, and the four-firm concentra-
tion ratio in Ay, all of which are available for the unchallenged as well as
the challenged cases in the data base (see table 1). The regressions are
run with a constant term, constraining the sum of the estimated proba-
bilities to be equal to the number of observations in the sample for
which y; =1. Since the law enforcement agencies treat horizontal and
nonhorizontal merger differently, the parameter vector  is estimated
for each of the two merger categories separately.

The results of the logit estimation, which are listed in table 3, indi-
cate that the number of rival firms and the four-firm concentration ratio
are both useful in explaining the probability of a successful government
challenge of a horizontal merger. The first regression in table 3 yields a
maximum likelihood estimate of —0.054 (assymptotic t-value of
—2.13) for the coefficient multiplying NR, while the estimated value of
the coefficient multiplying CR, is 0.036 (¢-value of 4.62). Thus, as might
be expected, the estimate of m; increases with CR, and decreases with
NR. While the asset sizes of the merging firms have virtually zero
explanatory power, the likelihood ratio test strongly rejects the hy-
pothesis that all the slope coefficients are equal to zero.?® The second
regression in table 3 indicates that the same independent variables have
zero power to explain the probability of a successful government chal-
lenge of a nonhorizontal merger. Consequently, the proper assumption
is ; = 0 for this category of mergers.” The value of #; for the unchal-
lenged horizontal cases, implied by the parameter estimates in table 3,
ranges from 0.01 to 0.78, with a mean of 0.20 and standard deviation

guidelines. However, Rogowsky (1982) finds that over 20% of the mergers challenged
under the 1968 guidelines actually fell below the guidelines, and one-third of these were
found in violation of Section 7 of the Clayton Act. Furthermore, Eckbo (1983) and Eckbo
and Wier (1985) find that the merging firms earn significantly negative abnormal returns
at the time the challenge is announced, which strongly indicates that the challenge itself
was not fully anticipated.

28. The likelihood ratio reported in table 3 is given by —2log.\, where A = max L(3,
Hy)/max L(8), where L is the likelihood function and H,, is the hypothesis that the slope
coefficients in & are jointly equal to zero. This ratio approximates a x> distribution with
degrees of freedom equal to the number of parameters in & for which H, specifies given
values (Theil 1971, p. 396), in this case 4. Reestimating & for the challenged mergers only,
and including the change in the industry’s Herfindahl index as an explanatory variable, I
found that the likelihood ratio test rejected the proposition that the slope coefficients in &
were different from zero. Thus most of the explanatory power of the first regression in
table 3 ly comes from predi: the chall itself rather than the outcome of
the challenge.

29. Since some nonhorizontal mergers were in fact challenged, this assumpuon is
obviously wrong. However, both the value of and cross-sectional variation in the true y
for this category of mergers are likely to be very small. The proportion of the nonhori-
zontal mergers in the sample that were successfully challenged (10 in 70) is substantially
larger than the corresponding proportion based on the total population of all nonhorizon-
tal mergers. Thus, this sample proportion would substantially overestimate the uncondi-
tional, true value of ;.
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TABLE 3 il Likelihood Estil of the Coefficients of the Logit Model
Generating the Probability of a Successful Government Challenge of a
Proposed Merger (Assymptotic 7-Values in Parentheses)

N

Observations Independent Variables Likeli-
Sample of hood
Mergers y=1 y =0 Constant Vg Vr NR CR, Ratio
All horizontal 59 137 =247 =01 .001 —.054 .036 43.78
(—4.49) (43) (25 (-2.13) (4.62) (4df)

All non-
horizontal 10 60 =232 .001 .002 - 015 .001 4.16

(=2:53) (76) (1.63) (=.38) (07 (@df)

Note.—The dependent variable, y, takes on a value of one if the merger was ordered to divest or if
the merger proposal was canceled as a result of the antitrust complaint and zero otherwise. Vz =
asset size of bidder firm, V; = asset size of target firm, NR = number of identified rival firms in the
major industry of the target, CR; = four-firm concentration ratio in the major industry of the target.
The likelihood ratio is described in n. 28.

0.14. For the challenged horizontal cases, the range is 0.06 to 0.81, with
a mean of 0.45 and standard deviation 0.21.

V. Abnormal Returns and Concentration

A. Regressions Based on the Premerger Level of Concentration

Table 4 and table 5 list the OLS regression results based on “‘low,”
“medium,”” and ‘‘high’’ levels of four-firm concentration as indepen-
dent variables.?* The medium level of concentration is defined by 30%
< CR4 < 60%. All variables are expressed in percentages. In table 4 the
basic dependent variable is the abnormal returns to equal-weighted
pairs of bidder and target firms, while table 5 gives the corresponding
results for the equal-weighted portfolios of rival firms. I focus on the
bidder and target firms jointly since I am interested in the behavior of
the total gains from the merger as opposed to the division of the gains
between the merging parties.

30. Statistical inferences based on the OLS estimates of the parameters in the cross-
sectional regressions are valid under the assumptions that the error terms in the regres-
sions are independ of the expl y variables, homoscedastic, and not cross-
correlated. The ion of zero yraneous correlation of the error terms is
justified, since the merger proposals in the data base take place at different points in
calendar time, and since portfolios are formed to estimate the abnormal performance of
the bldder, target, and rival firms in a given merger. To gauge the importance of the

ption of hc icity, all regressions were repeated using weighted least

squares (WLS), where the estimated standard error of the abnormal return was used as
the weight. This linear transformation of the data preserves the full column rank of the
matrix of explanatory variables and therefore the unbiasedness of the parameter esti-
mates. Furthermore, under the usual WLS assumptions, this procedure also produces
unbiased estimates of the standard errors of the parameters. As it turned out, the results
based on the WLS procedure were indistinguishable from the OLS results, and only the
latter are reported in the paper.
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Adjusted for the probability that the merger will be successfully
challenged by the government, the 81 equal-weighted pairs of bidder
and target firms involved in horizontal mergers earn significantly higher
abnormal returns in highly concentrated industries than in industries
with relatively low premerger level of concentration. In table 4, the
regression of AR over the —20 through 10 event period produces a
coefficient multiplying the variable low CR, of .465 (1 = 1.05), while
the coefficient of the high-concentration variable is .5711 (t = 4.40).
The regression R? is .371 with a significant F-statistic of 15.15. The
interpretation of the fourth coefficient of this particular regression is
that, ceteris paribus, an increase by one percentage point in the level of
concentration in an already highly concentrated industry on average
results in an increase in the abnormal returns to the merging firms by
0.571%. A similar (though somewhat weaker) relationship emerges
from the regression of the product price change estimator 6 on concen-
tration, where the coefficient multiplying high CR, is .039 (¢ = 2.11,
R? = .196, F = 6.08). Furthermore, a comparison with the results for
the bidder and target firms involved in nonhorizontal mergers reveals
that the positive correlation with concentration is present only for
horizontal mergers. There is no evidence in table 4 that the gains to
firms involved in nonhorizontal mergers are significantly positively re-
lated to medium or high levels of concentration.

These results are consistent with the antitrust doctrine, where the
abnormal returns to the merging firms are viewed as the capitalized
value of increased monopoly rents. On the other hand, the same results
are also consistent with the proposition that horizontal mergers gener-
ate a cost advantage for the merging firms that is larger the higher the
premerger level of concentration. Of the two competing hypotheses,
however, only the former implies that also the abnormal returns to the
rivals should increase with concentration. The evidence in table 5
clearly rejects that prediction: rival firms of horizontal mergers earn
significantly lower abnormal returns over the —3, 3 period the higher
the level of concentration, with the largest reductions in AR (as well as
in yw) for the highest concentration levels. Increasing the level of the
high CR, variable by 1% implies a 0.042% (t = —2.4) decrease in yw
and a 0.067% (t= —2.22) decrease in AR, measured over the —3, 3
event period. The product price change estimator 6 shows no
significant relationship to the premerger level of concentration, and
neither do any of the three dependent variables when measured over
the longer event period — 20, 10. Finally, the abnormal performance of
rivals of nonhorizontal mergers is uncorrelated with the level of con-
centration, regardless of the event period or the transformation of the
abnormal returns. In other words, increasing the level of concentration
has a greater negative effect on the rivals of horizontal mergers than on
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the rivals of nonhorizontal mergers, a result which is not predicted by
the antitrust doctrine.

B. Regressions Based on the Merger-induced Change in
Concentration

Table 6 contains the results of regressing abnormal returns on the
merger-induced change in the Herfindahl index (¢H) of the major in-
dustry of the target firm, controlling for the premerger level of CR4.
Since a nonhorizontal merger does not change the level of concentra-
tion, this table is based on the horizontal mergers only. Furthermore,
with data on dH available for only five of the 116 horizontal unchal-
lenged mergers in our sample (see table 1), I restrict the analysis to
challenged mergers. If anything, this restriction possibly introduces a
sample bias in favor of the market concentration doctrine since the
challenged mergers were all accused by the government of ‘‘monop-
olizing”’ product markets.

Despite this potential bias, the regression results in table 6 do not
support the market concentration doctrine. The coefficient multiplying
the change in the Herfindahl index is uniformly negative across all the
reported regressions. For example, increasing dH by 1% implies a
reduction of 0.570% in the abnormal returns (yw) to the merging firms
over the —20, 10 period. With a z-value of —1.79, this coefficient is
statistically different from zero at the 10% level of significance. Simi-
larly, the abnormal returns adjusted for the probability of a successful
government challenge (AR) are reduced by 1.299% (t = —1.79) as a
result of a 1% increase in dH.

The results for the rival firms are similar, although the significance
levels are somewhat lower. The proposal-induced abnormal return
(yw) to the average portfolio of rival firms declines by 0.420% as the
merger-induced change in the industry’s Herfindahl index increases by
1%. This coefficient is statistically different from zero at a 10% level of
significance, with a t-value of —1.70. For both AR and 6, the
coefficient multiplying dH appears with a negative sign, although the -
values are too low to conclude that they are statistically different from
zero.>! Thus, on balance, the correlation between the merger-induced
change in concentration and the abnormal performance of both the
merging firms and their rivals appears to be negative. Adjusting the
abnormal performance by a maximum likelihood estimate of the proba-

31. The results in table 6 based on the product-price-change estimation 0 are generally
consistent, although not closely comparable, with results reported by Stillman (1980).
Using monthly security returns and 15 horizontal mergers challenged between 1954 and
1970, Stillman finds no correlation between what he calls the *‘effective price change”
(measured over 7 and 13 months preceding and including the month of the merger
announcement) and the merger-induced change in concentration.
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bility of a successful government challenge reduces the significance of
the regression but does not entirely remove the negative correlation.
Furthermore, transforming the abnormal returns into a hypothetical
product price change estimator essentially drives the correlation to
zero.»?

Since the evidence fails to support the market concentration doc-
trine, it follows that yw (and therefore AR) is unlikely to represent
monopoly rents, even for high levels of both CR, and dH. Conse-
quently, it is also inappropriate to refer to 6 as a product price change
estimator. One consistent explanation for the positive average abnor-
mal returns to the merging firms and their rivals is that the merger
announcement signals the presence of opportunities for realizing pro-
ductivity increases available to the industry at large.*® In sum, the
evidence in this paper is consistent with the proposition that the
merger-induced abnormal returns represent the capitalized value of
future cost savings from a more efficient allocation of corporate re-
sources.

VI. Conclusions

The classical market concentration doctrine predicts that a horizontal
merger is more likely to have collusive, anticompetitive effects the
greater the merger-induced change in industry concentration. Since
successful collusion increases the industry’s product price (or de-
creases factor prices), it also follows from this doctrine that the ex-
pected benefits to the product market rivals of the merging firms are
increasing with the concentration change. I test this proposition by
studying the cross-sectional relationship between the industry wealth
effect of merger proposal announcements and industry characteristics
such as the level of the four-firm concentration in the major industry of
the target firm and the merger-induced change in the industry’s
Herfindahl index.

Although the announcement of a horizontal merger is typically asso-
ciated with positive abnormal returns to rivals of the target firm, I
reject the proposition that this industry wealth effect is positively cor-
related with the change in concentration implied by the horizontal

32. The significance of the coefficients multiplying the level of concentration (CR,) in
table 6 reflects the results discussed earlier in tables 4 and 5. In other words, the
significance of this variable is predominantly associated with values in the upper range
CRy.

33. Asdiscussed by Eckbo (1983), a merger proposal may di

information detailing the new production or investment strategy to be lmplemented by
the merged firm. This information can increase the market value of the rivals even if
implementation of the new strategy requires merger with some other firm. In the latter
case, the abnormal returns to rival firms can be interpreted as capitalized gains from
future merger activity, a proposition that, at least in principle, is testable.
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merger. This conclusion is based on a sample of 80 horizontal mergers
which the antitrust law enforcement agencies alleged would ‘‘mono-
polize” product markets. Furthermore, including a larger sample of
horizontal unchallenged mergers, and a comparison group of nonhori-
zontal mergers, I also reject the proposition that the industry wealth
effect is positively correlated with the premerger level of concentra-
tion.

Since a significant part of the data on market shares and concentra-
tion were collected using sources related to the challenged cases, the
rejection of the market concentration doctrine is not likely to be ex-
plained by an excessive level of aggregation in my measures of these
industry characteristics: the enforcement agencies frequently use a
definition of the relevant ‘‘endangered’” product market that contains
only a few closely related products. Second, the lack of evidence in
favor of the doctrine hardly reflects the possibility that the relevant
product markets were, in spite of the government challenge, already
monopolized prior to the merger: the mergers in my data base cover a
wide range of concentration levels, and there is some evidence of a
significantly negative correlation between the industry wealth effect of
the merger announcement and the merger-induced change in concen-
tration. Third, the results are not explained by a general antitrust
“‘overhang,” that is, a large probability that anticompetitive mergers
will be successfully challenged by the government: I adjust the merger
proposal-induced industry wealth effect by a maximum likelihood esti-
mate of the probability of a successful antitrust complaint. Finally, I
also reject the market concentration doctrine after transforming the
industry wealth effect of the merger into a perpetuity that, in a con-
stant-growth valuation framework, can be interpreted as a permanent
increase in the industry’s product price expected to follow from a
hypothetically anticompetitive merger.

On the other hand, the market reaction to the merger proposal an-
nouncement is consistent with the proposition that the horizontal
mergers in the sample were expected to provide a more efficient alloca-
tion of corporate resources regardless of the level and change in con-
centration. The positive industry wealth effect may reflect information
concerning opportunities for productivity increases that are available
to the nonmerging rival firms. Of course, while this information argu-
ment is consistent with the evidence, it is, at this stage, just conjecture.
The information signaling argument clearly needs further development;
it is a topic that is currently being researched. The conclusive finding of
this paper is that my evidence systematically rejects the antitrust doc-
trine, even for values of the level and merger-induced change in indus-
try concentration which, over the past 3 decades, have been consid-
ered ‘‘critical’’ in determining the probability that a horizontal merger
will have anticompetitive effects.
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