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THE FIRM: STRATEGY, MERGER, AND LONG-RUN SURVIVAL

smoustafa E. El Shaarawy

This paper explores the theoret ical aspects of the firm's early

main strategy, analy:zing the course of mergers and acquisitions up to the

end of the 1970s. It is found that mergers, acquisitions, and other types

of expansion were the result of the execution of the firm's strategy,

rather than an outcene of changes in the firm's strategy. The importance

of this finding is that it may enable us to assess the probable grouth

roduction and its effects on the

opportunities of the capitalist mode of p

s;nbility of the whole system.

Firm Stratcgy:

ategy of the firm under capitalism to

We st_art'b}" defining the str

explain how capitalism as 3 system gencrates economic growth, and how 1t

ensurcs the survival and development of its economic units. Define firm

strategy as the firm's long-run objectives, specifically:

1. achicvving a <uitihle rate of return on invested capital. and

3. identifying investment opportunities for accumulated capital.

These objectives should ensure that the accumulative process can be repro-

duced and accelerated in the future. 1t should also ensure the growth and

expansion of the fira.  The firm turns to Jiffcn-.nt methods of action

to achicve these ohiectites.  We will adopt Mara’s view on accumilation



. (as Hqilbronct did befor:) to Jvteraine 2uch methods. . :

4 Thr following flou charts (1a, Ib) indicate the three piagbs of

“the accunmlatlon circutr and the Production Frocess. 1t ig cfeér thi('
rcp¢1::ng rhe produglion pro ¢85 angd furthcr arcumu!atloa of capnt.l ovrr-

Time re utres .enough labor and means f
q g ° productzon as uell ws sufflcient

marlefs to absnrb Ouxput Tbuc the firn hee to ensure thijs rrxang]e»denx-

nation towards achieving its long Tun ob)ectlvea

11

Our next point of investigation is to explain how the firl'exccutes

its triangle strategy. 2

A. Product Market 5

P,

With respect to the domxnation of the product market, the firn

seeks to acquire a share of domestic or international markets. This can
be achieved by one of the following methods:
1. The firm can develop its production and/or management tech-
niques to reduce cost of production and as a result, lowey

prices vis-a-vis competitors.

2. The firm may seek horizontal integration, acquiring other

competitors.

l“Mgfl depicts the process much as a businessman would namely as

the complicated way in which money makes money and capital expands. Marx
Pictures this as a great accumulution 'circuit’ that can be divided into

three phases.” in Robert L. Heilbroner, "Beyond Boom and Crash,"U.S.A.
1978, pp. 18-22.



Frow CHART 1B.
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Money Capital + Surplus Value
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Repeating of Production Process



Lo The Guae v pesnrt to Yavbward or forsard Integration,

B, Laboer Marbet

With pegard ta the Firm' s insuranie of its needs for labor force,
it may resart to the following method-:
1. e=talrbishing teatning conters, introducing new snd advanced
techniques and reallocating plants where cheap labor supply
cxists. |

enhancing labor productivity to reduce labor inputs through

e
.

mechanitzation, speclalizarion and division of labor.
3. developing unified contracts to ensure strong bargaining

power over labor ferce.

C. Means of Production:

. ,
Concerning resources, the firm may achieve control over row material,
Inputs, energy resources, finance, technulogy, transport and commumnication

through the following methods:
1. the acyuisition of complementary activities through vertical

integration or Jipect Investment in inputs OF outputs.
3. the use of alternative Inputs in the production pmén.
C 8. the efficiont use of Inputs, nducing techaleal production
coefficionts, ‘ . | |
3. the attempt to contrul demand for inputs and the use of |
resources through Roriiontal integration and sequtring com- .
pering fiems,  This can also B¢ achieved through unemﬁ_

ameng Mvers of resources,



{n our analysis we assume that the firm's strategy does not change.
Accepting this assumption is very erucial to our analysis because the firm
cannot survive without its driving force -~ that is, achieving an acceptable
rate of return and channeling of accunulated returns in investment opportun-
ities. It is operating strategy, rather than strategy by itself, which has
to change to meet changing ¢ircumstances such as changes in the firm size,
structure of industry, ownership forms and degree of competition in the
nrlmt.l As a resu;t we should be careful not to mix between the long-
run objectives of the firm and the means for achieving these objectives.

Now we move to explain the firm's growth stages and trace the

relationship between them and the firm's operating strategy.

A. Growth Through Domestic Market:

At this stage, the firm seeks to obtain a larger share of the
domestic market for labor, means of production, and products. This is te
promote internal growth within the firm and increase the rate of concen-
tration in industry, in order to achieve its objectives. Firms are
directed, in this stage, to acquire competing firms until its internal
expansion oppgrtunltln are exhausted, limited by the large economic
sQu of tl}. firm and/or the scope of technological Jevelopment. At this
point or even earlier other forms of acquisition become necessary to

cont ini ’ 9
_ inue the fiva's opvrating strategy, moving from horizontal to verti-
cal integration.

i
Gareth P. yas and : : V. .
mevpriee.” "-......."°"!:..."r 1%, l'::c ‘::;\: Thaekeiser, “The Emrrging Eurapean



B. ﬁrq:££>!hﬂggﬁh Fxternal Markét:'
— i
At the beginning of this stage, the firm,secis to establish itself in
the international market. This mbvc.i; ﬁecessi:atod by domestic marké;
saturation. At a later p#ft of_this stage,the firm‘sfarts to acquire other
corporations to obtain a larger sh;re of the exis?ing market and t; increase
investment Opportunities open to thé firﬁ. | 7 |
Mergers, acqulsxtxons, and other types of etpansxon in the fxrst stage

aim at local interlacing and expansxon of the accumulatlon c1rcu1t In the

second stage they aim at 1nternatlonal 1nter1ac1ng and exp4n51on
IV

EMPIRICAL ANALYSIS

A. Mergers Survey:

A merger wave is defined as a perxod of time characterl.ud by relatively
large numbers of mergers ‘reported sxmultaneously in many industrxes and lines
waves are

of economic activity.l As a result, four distinct and cyclical

discernible (see Tables 1 and 2) in the merger field:

. the turn of the century merger wave.

2. the late 1920s mergeT wave.

3. the late 19605 merger wave which beg1n in the 19506 and has con-

tinued until the peak of 1969.

U.S.A.,

]
" Samucl Richardson Reid "Mergers, Managers, -and the Economy "
98, pp. 13-18. e



6
1. the late 1970s merger wave which began in 1976 and has continucd

until now.

In the first stage under the competitive firm mode, a tremendous change in
product ion technique took place which helped firms to achieve growth and
concentration through operating their strategies. Also the merger wave
played an important part in the growth of the firm. The desire for large
size is induced by the firm's operating strategy to gain expected advantage
from economies of scale and for market control. The merger wave included

the following types of expansion:

1. the consolidation of a number of small or medium sized firms into

a leading firm.

e

a leading !argé firm acquiring another large firm, thus markedly

increasing both its absolute and relative share in the industry.

Consolidation dominated the merger wave and the disappearance of firms
happened mostly as a result of ?onsolidation (see fable 3. In addiiion to
that most types of mergers were consummated fhrough the domestic market.
This led to the prevalence of Jiffercnt degrees of restricted competitive
types in the industry. Also concentration increased considerably within

. L :
industries. Reid, Stlgler.z and \'ernon3 pointed to this phenomenon.

Reid pointed to this citing that rof the ni ' i
- s d ninety-two large industrial
?:r5:r§ s;udlgd by Moody, scventy-eight controlled 50% or more of the output
eir industry, and twenty-six controlled R0% or more." (p. 40).

= 4 G:orgc J. Stigler, "Monopoly and Oligopoly by Merger,” AER, Vol. 30,
- < May 1950, p. 28, pointed to the growth of monopoly. He said, "in

this ¢ :

they ‘r'::l:;gx T;ﬁ;: ;2:km::°‘:§'ybh°5“" o af!arae scale only in the eighties,
: & ¢ begianine o i i - ine

their pinnacle at the end of the ceﬁtury.s the nincties, and they attained

3 s

By 1900 the Amcrican tndqstrinlists had alzeady made themsclves felt



In the sccond merger wave, the mwerger-acquisition replaced the merger
consvlidation. Also the importance of t{\c horizontal merger Jeclined and
the use of vertical and circular types of merger increusod.' Thus, divers.
ification mergers of geographical and circular meriers became important
during the late 1920s, and thereby, the merger tended to achieve or pre-’
serve existing oligopoly positions in many industries. This period of
mergers was characterized by the rise of-financlal institutions as poéef—

ful promoters of merger. Also the degree of concentration among industries

increased markedly.z

In addition to the above, the activity of American firms in the inter-

national narket‘becomes'extensive.;

.

In the thrid wave uhiéh stsrted in 1955.rhori;6ntal nerﬁérs éontinu;d
to play a role especially in industries which had yet to :dach a large
economic size and high concentration. At the same time no;t'ofvthe merger-
acquisitions became involved in cénglomerate and circular types of ieriép;,
.aining at diveisification. in which the firm switches from5ingleto nu?tiple
Prodﬁcts. often in an entirely ne; line of business. A very important point

¥as witnessed concerning the degree of concentration studied by Shepherd

== that is, "while the degree of intra-industry concentration lncreaSed'. 8

s aggressive and indefatigable rivals throughout Western Europe.f Raymond
Vemon observed, in "Sovereignty at Bay,” U.S.A., 1971, p. 81. ,

lReiJ. p. §7.
b4
“Reid, p. d6.

Yemon pointed to these .changes citing that "while the U.S. was
‘ securing a commanding international lead in some of the technologically
“wefFlented industries, she was also establishing an intemnational-lead in-
‘:{ﬂe industries on the basis of other factors, notably on the basis of an
ioility for producing standardized products on a mass basis and of promot-
d“t 3 related trade name (as corn products of General Foods and Coca-cola
im-ing the 1920s and 1930s). These industrics. lihe those assoclated with
Mustrial innovations, were Jominated by large firms and were highly com-

Centrated in structure.” P. 85



the degroe of overall concentration increased even grcater."' in the scope
of Intarnationasl activity, World War LI left Furope in an economic daze.
Concentrating on the repalr of the war's destruction, American firms had
seven years of war induced bonanzi mirhets. By the end of World War 11,

the phenomenon of U.S. firms with extensive overseas manufacturing intckcsts
was solidly ostablishcd.z

In the fourth wave of mergers, the reported number of mergers incrc;sed

considerably (since the late 1970s). This wave was characterized by the
following:

1. The increased importance of merger in the forms of Eong!omﬁte,
joint venture, and cooperation agreements.

2. The international industrial concentration increased while the
degree of domestic concentration varied from one major country to
another.

3. The wide extension of the merger movement in the intefnational
market which was accelerated in the post World War I and Il
periods. Vernun gave an explanation for this extension. He
said that "the existence of the FEC probably had powerful effects

on the locational decisions of U.S. controlled firms that were

establishing subsidiarics in Europe’."3 Furthermore, the fact that

U.S. firms developed a Jorinant position in science. technology.

and industrial Jdevelopment, is indisputable.

Ypeid, p. 82,
7 1
“Vemon, pp. 85-8~,

3.
Vermon, pp. 89-90,



1. The degree of overall wonventration incfeased during the decade
191 to 198, Tha e develupment can be seen in Table No. 4, which
points to the distriburion of large firms in the U.S. by group
size hetween 1960 and 1991, '

§. Most mergers in the external market were among large corporations
€ 3100 million or more assets) and small corporations (with $1

million or less asscrs).‘

B. Mergers and Firm's Stratagy:

Since the early stages of thclfi;m's growth, we notice that merger
waves take different shapes reflecting tﬁq operation of the firm's stra-
tegy. This relationship was questioned on the foliowing basis:

(1) Some empirical studies attempted tdlne;sufé the Quccess of these
mergers imters of their relative profitability. Their findings
were that after sufficient tihc had,claﬁs;d consolidation earn-
ings actually diminishcd.z‘

As a result, the motive for expansion c¢ould not be achieving a certain
rate of profit, but personal and prefessional motives, such as affluence,
Prestige, community and social recognition, and continuity of their
established positions of pewer and control, In fact the operation of

the firm's triangle strategy aims ar creating new opportunitles for the
utilization of accumilated cu;;lml in addition to a suitable investment.
Feturn.  Thus, comparing the firm's rate of retum before and_afier -efger

ignores investment opportunitics made possible by the merger or expansion

X ‘FTC report on M § A of 1975, in "Mergers and Acquisitions, Journal
of Corporate Venture, Spring, 1977, Vol. 12, No. 1, LS. A, pp. 3987

, .
“Reid, p. W,
/—/
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and also ignores its effects on accumulation. Also the tendency for

profit rate to fall results essentially as an outcome of increasing
the firm beyond the optimum economic size and the increased relative
scarcity of means of production in industry. The firm, in its contin-
uous efforts to overcome these obstacles, seeks mergers to achieve its
needs for know-how and technology, or to achieve continuous supply of
factors of production or concessions to utilize new resources. Accept-
ing the concept of not using accumulated capital by the firm in the
repeated production cycle leads to refusing the dynamic growth of
capitalism and firm expansion. Certainly, this does not deny the
existence of other mdtives. such as professional motives or self-
interest for management, but such interest plays a minor role in the
lotiQe for merger. -

(2) Soﬁe believe that there is a'trenﬂ towards diminishing industrial
concentration, while the firm's operating 3trategy leads to
expansion and as a result increased concentration. Does this
mean that the firm's qperating strategy has changed?

As we.revicw the merger movement, we notice that the firm's operating
Strategy leads to a shift in the corporation, from expansion within the
domestic market to the intérnafional market. Also, that cxpansion‘in the
domestic market, led, in the first stage, to increased intra-industrial
concentration, and in the following pare, it led to greater overall concen-
tration in the economy. 1In the international market the firm sceks to

Increase industrial concentration within host markets. This led to

diminishing-the-domestic voncent ration as a result of reallocation. This



cannot he tuken as an excusce to say thut the firm's strategy has hanged,
since measuring concentriation should be taken bn a global basis, i.e,,
calculating the concentration for home and host markets.
(3) It is unimaginable that the government would chal!cnie the firm’s
strategy. At the sane time, the firm's strategy is expansion.
So, how can we explain the antitrust laws which block mergers’
paths?
The answer to this lies in two points:
a. The antitrust laws were nof effectively executed to prevent merger

1,2

i 3
or-expansion. ’

Some even believe that the} increased-expansicn.
b. Following the Circumstances,sprrounding'the iispance of ;;e anti-
trust laws, we can explain the po;sible -6fives for these laws:
= 1. To protect American indusfry fr&j the European intermational
combinations which reached a peak at the'énd of tb? nineteenth
-century,4 and, currentiy, to fﬁcg'ghe.rising industrial power

of both Japan and Europe;S

Kenneth D. George and A. Silberston, "The Causes and Effects of
Merger,” in Markets, Corporate Behavior and the State. A.P. Jacquemin and
H.K. de Long (eds.), 1976, U.S.A., pp. 133, 135,

b
L~ J.K. Calbraith, Everyone's Guide to Fconomics, Boston, 1978, pP- 3.

) s”The record clearly shows that the turn of the century wave developed

:n the Jdecade following the passage of the Sherman Act in 1890, the late 1920s

Tave ¥as recorded following the passage of the Clayton Act and the Federal
Tade Commission Act in 1914, and the current wave Jdeveloped following the

’aizaﬁe 0: the so-called anti-merger amcndment to the Clayton Act in 1950."
» P. do. . ‘ ;

-4 Nl
195 Alfred Plummer, “hternational Combines in Modemn Industries,” U.S.A.,
51, pp. 18-46. -

5 : 2 :
Jack N. Behrman, N g t MNE, U.S.a.: P i -
PP. 16-117, rman, ational Interests and S rentlce'nall.l9.o,

-



2. The increased contradictions inside the American ¢conomy and the
conflict of interest led to the need for government intcrvention
to organize competition in order to create a balance between the

s 8 4d ;
different power groups in the U.S. The antitrust laws werc

. : 3
the government tools to bring concert among conflicting interests,

Conclusion

It becomes clear that mergers, acquisitions, and other types of
‘expansion were the result of the execution of the firm's triangle strategy,
rather than an outcome of the change in strategy itself. The importance
of ihis finding is that the érowth and expansion of the firm cannot take
place without the existence of competiton. Thus, economists questioned the
future of tﬁe free market economy. However, as time passed, the system
grew stronger .and wider in spite of it chronic and formidable crisis.
Competition was, and still is, tﬁc cornerstone of capitalism. This
competition is based upon private ownership and free choice, promoting
innovation, advanced technology, and motivating the firm to grow through
operating its strategy. The firm which has failed to operate its strategy
should be voluntarily liquidated because it has no place to go except down,

and it is better that it sclls itself, before the sheriff does it for it.

0.V

Robert G. Hawkine and Ingo Walter, "The MNC,"” in Chall
_ : . MNC, allenges to a
Liberal IEO, R.C. Amiacher and others (editors), U.S.A., 1979._f5. 1539-198.

2 » v L1 ]
RCWK’ieS, U-S.A. » l.q\uo, p. P

/Sﬂobelt E- B.’lldh‘ill, "Plo[o‘,t l ()"iﬂ [} LA | " in (: a E
P t prl‘ssur'% in th f l'-s i h IIOH ¢S
. l !-CU"‘ mi¢ OrJ(. ’ R.(.. .‘\m-.ch(‘l “nd Othc re (“ N




Thus, the essence of the capitalist system, under competition, is free
nuS, i

atry and exit of firms from the market. These movements generatce a
e o

Jynamic foree resulting in the prevalence of more efficient fiyms with

alvanced technology. As the development of science and health services

augaented population growth rntesvand increased-avgrage age for individuals,
the development of product ion techniques and innovations helped to create
pew firms and expanded opportunities for growth and developed existing ones.
On the other hand, competition léads to the concentration of producfon in

a fex firms, resulting in the restriction of competition, leading eventually
to monopoly. Fascinating centrast exists, COmbétftioh creates the consti-
tuent units of the system and gives them chances fpfléurinq] and growth.

On the other hand, competition leads to a re:trictivé market. The conse-
quence of the firm's operating strategy leads to the cessation of conpeﬁi-
tion in both domestic and internmational markets. Thus; tﬁe firms cannot
prolong their chances of éxpansion and grqw;h;‘ We qQuestion iflthéré is

a possibility for the existence of other forms of competition uﬁich can
help the firms to find expanded investment opportunities while not réaching
beyond the maximum optimum size. Some suggest that the efforts of the .
state to organize the competition, to p;ovont monopolizing economic activi-
ties, will preserve market competition in purt of the economy. ! But, even
if this is possible there is no guarantec that a small firm wich nés
technology or new products will not be acquired by a larger firq. freeing

it from the worry and annoyance presented by the smaller COIp;tltéps.

Moreover the scope of the problem is beyond'tho Jomestic market Galb =
» raith

/{ i o ‘ ;
Don E. Waldman, Antitgust Action and Market § , .
p. 1S. Antitgust Acticon A ST Siiucture, U.s.a, 1979

L at G A
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sald, sesessing the state efforts, "You can't drop a few stones into the
piver and stop the full furce of the mnholwl.". w¥hile Benston, assul.
ing the suggeation of issuance of new antitrust laws by the Justice Depart.
pent, said, "1 find these arguments are without foundation in fact of
logle, Therefurs, [ conclude that new antimerger legislation is 111-
advised, It would bar rational merger activity which provides substantial
benefits. In addition, it weuld impose significent new costs oh society
without producing new, compensating bomﬂu&”

Pinally, we ¢an state that the more gestricted the market i, the
more 1ikely thers will be an Increase in mergers. It is often the only
path availsble to achieve the firm's ohfectives. Advanced R § D, and its
sccompanying technological progress, will be, for some time, key elements
in the growth of the firm. As a last resort, merging may provide the

capital necessary %o ﬁlntatathue vital elements, and, thus, an oppoF-

vunity for the Firm's sievival and further growth,

R e

‘0’5“1 .Ga“"ﬂ‘.’l; p. 40,

'lﬂmon. p; W\



TABLE NO. 1

NUMBLR OF REPORTED MERGERS AND ACQUISITIONS TN
MANUFACTURING ANP MINING, 1895-1972

e N e M v fmel oy, e
1895 3 | 1014 39 | 1933 120 | 19s2 288
1896 2 1915 71 | 1934 101 1953 205
1897 69 | 1916 1T | 1938 130 1 1953 387
1898 303 1917 195 | 1936 126 1955 683
1899 1208 1918 71| 1937 124 1956 673
1900 33 1919 171" | 1938 110 | 1957 s8s
1901 123 11920 206" | 1939 7 | 1958 589
1902 39 1921 a87 | 1940 140 1959 835
1903 142 1922 309 | 1941 1 - | 190 844
1904 79 1923 31| 1942 118 | 1961 954
1905 226 | 1924 363 | 1943 213 | 1962 853
1906 128 1925 $54 | 1043 324 1963 861
1907 | 1926 856 | 1945 333 | 196s - 854
1908 0 1927 870 | 1946 419 1965 1008
1909 19 1928 1058 | 1947 404 1966 995
1910 142 1929 1245 | 1948 223 | 1967 1496°
1911 103 1930 799 | 1949 126 1968  1829°
1912 2 1931 164 | 1950 219 199  1712°
1913 85 1932 203 | 1981 238 1970 1318°

1971 1269°
1972 1268°

-

not directly comparable,

2

Sources: le.;rgcrs & Acquisitions, issues for data from 196801972.

5. R. Reid, "Mergers, Managers, and the Econory," 1968, p. 15,
Table 2.1, t



TABLE NO. 2
MERGERS AND ACQUISITION ACTIVITY, 1973-1980

1973 1974 1975 1976 1977 1978 1979 1980

I. Mergers and Acquisition 1064 1088 859 1058 1139 1339 1394 1237

u_. c..m. Acquire Forcign 180 101 12} 87 4 106 144 279
Foreign Acquire U.S. . .

3. Jeint Ventures 153 117 - 142 207 170 1?7 158 183

§f. Cooperation Agrecamcnts 66 89 164. 137 184 | 139 171

.

Totals gl 1463 1395 1286 1489 1563 1793 1832 1870

.

mas.oo Merpers n Acguisltion, The Journal of _ao.,ﬁonawa. Venture, :.m.?. issues from 1973-1ur1,



TABLL NO. 3

Firm Disa earances .
Year By Eonsoliaatfon- EZ Acguis!t!!§

1) 3
1895 86.1 13.9
1896 84.6 " 15.4
1897 89.9 10.1
1898 . 93.1 6.9 -
1899 91.7 8.3
1900 85.9 G 14.1
1901 83.2 16.8
1902 70.7 29.3

Source: §S.R. Reid, "“Mergers, Managers, and the Economy,” U.S.A., 1968,
P- 38, Table 3.1.



TABLE NO. 4

PLSTRIBUTION OF THE 500 LARGEST ¥.8. IXDUSTR
CORPORATIONS BY $12E GROUP, 1960-1981

{Size Group $ Dillion Sales)

1 »i1 10 bi1 20 bil 30 bil 50 pil 75 bil  Sales of the 500
to to to to to to Largest Corp.

Year 10 Dil 20 bil 30 bil 50 bil 7s bil 125 bil ($ billiom)

1960 39 ! - - - . 203
1961 40 i - - - i o
1962 48 1 - - e 20
1963 47 2 - - - " 245
1961 $3 2 - - - . 66
1965 s7 2 1 - i Ee 298
1966 77 2 1 - - - 332
1967 80 2 1 - - - 333
1968 101 2 1 - - - 405
1969 112 2 1 - - - a3
1970 137 3 - - - - 463
1971 124 2 -k . - - 502
1972 13 1 gy B - 537
1973 158 [ 2 1 - - 667
1974 192 7 2 2 . . 833
1975 192 6 3 2 . . 865
1976 218 7 3 2 . . 971
1977 228 s 2 2 2 - 1.086
1578 241 9 3 2 2 - 1.218
1979 265 1 3 3 2 » 1.435
1980 27 16 s 2 3 1 1.650
1981 285 1” 6 3 2 ] 1.7

Source: Fortune, issues from 196}-1987.



