Do mergers pay?
Do mergers pay? For many it would seem not, if the findings of a recent BusinessWeek report are to be believed. A survey of 302 major US mergers (valued at over $500 million) between July 1995 to August 2001 revealed that 61 per cent of buyers managed to destroy their own shareholders’ wealth.

The heady days of the US merger wave between 1995 and 2000 were to produce a merger boom five times greater than any previous boom in US economic history. At its height, between 1998 and 2000, deals totaled nearly $4 trillion, more than the previous 30 years combined. Businesses went on a truly memorable purchasing binge. But, like all bingeing, at some point it must come to an end, and when it does the consequences can be a severe hangover!

In the scramble to beat rivals, businesses were faced with what is called the “winners curse”: that is, in their desperation to do the deal, they offer an inflated premium for stock, in effect wiping out the merger’s whole potential economic gain. On average, buyers offered 36 per cent above the seller’s market price, so unless the buyer could create considerably more value from the merger than the stock market recognised, the deal was destined to fail – and fail the majority did.

With stock markets now depressed and businesses fearful of deflation, mergers and acquisitions are not the front-page news they were a couple of years back. The hangover may be clearing, but business remains cautious about hitting the merger and acquisition trail quite so soon.

Want to find out more? The motives behind mergers are reviewed in Sloman Economics (4th ed) p 206–9 and Boxes 8.6 and 8.7, Sloman Economics (5th ed) p203–5 and Box 8.5, and Sloman and Sutcliffe Economics for Business (2nd ed) Chapter 14, section 14.6

� Measured by looking at share values one year after the deal.





