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2.6:  Mergers and Acquisitions 

 
Business evaluation of mergers:  Does the 

market value of the new combined entity exceed 

the sum of the pre-merger market values of the 

separate firms? 

 

Numerous academic studies seem to indicate 

that by this standard, most mergers are 

unsuccessful. 

 
Why are most mergers unsuccessful? 

 Roll’s “hubris hypothesis” 

 The “merger paradox” 

 
Government evaluation of mergers (for 

competitive implications): 

 Proceeds in a straightforward SCP approach 

using DOJ Guidelines as a first filter 

 Attempts to balance efficiency gains against 

anti-competitive concerns 

 
The “merger paradox” refers to both empirical 

evidence and theoretical analysis that only 

mergers that create extreme market power are 

likely to be successful in terms of generating 

increases in value for owners. 

 
 
Relevant exercises:  Problem Set 2, exercise 10. 


