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PREFACE 

In this Study we present a new body of comprehen­ 
sive statistical information on busines s mergers in 
Canada from 1945 to 1961. These data were gathered by 
means of an official questionnaire conducted by the Office 
of the Director of Investigation and Research under the 
Combines Investigation Act and were made available to 
us through the Economic Council of Canada. The data 
cover both international and domestic mergers. This 
information is not only unique for Canada, but no com­ 
parable information is available for any othe r country. 

Work began on this Study during the summer of 
1965. More than a year and a half was spent processing 
the questionnaire data. The first step was to organize a 
satisfactory system for codifying the information taken 
from the completed que stionnaire forms and transferring 
this information to magnetic tape for processing by elec­ 
tronic computer. These arrangements were worked out 
by Ralph Sultan of Harvard University, R. M. Davidson 
of the Director's Office and Mr. Roseman. The second 
very laborious step was to edit each questionnaire form 
and transfer the data it contained to the code forms 
developed for this purpose. 

The editorial work was carried out by university 
students specially employed for the purpose. Pains were 
taken to ensure that answers given in response to the 
questionnaire were interpreted and codified in a uniform 
manner. In our judgment a high degree of confidence can 
be placed in those portions of the data that are quanti­ 
tative in nature or that fit into easily defined categories. 
Other portions of the data relating to broader questions, 
such as the information on types of mergers, warrant 
les s confidence. Warning flags are posted at various 
points in the text where data of more doubtful reliability 
provide the basis of the discussion. 
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97753-1~ 



We freely acknowledge that we have not exhausted 
the research potential of this new information. Our 
investigation represents a first pass at the data, as it 
were. Rather than attempt to develop the analysis further 
on our own, it seemed preferable to publish the Study in 
its present form, thereby making the figures available 
generally for research in this area and, hopefully, un­ 
leashing other economists on this information as well. 
In order to facilitate this development, we have made the 
data available in as much detail as was feasible. 

It is a pleasure to acknowledge the generous assis­ 
tance we have received from many persons in the course 
of preparing this Study. Among those to whom we feel a 
special obligation are the following: C. E. Beigie, R. E. 
Caves, R. M. Davidson, J. J. Deutsch, B. Lacombe, 
D. L. McQueen, G. Rosenbluth, A. J. R. Smith, 
R. Sultan, D. Walters, D. A. White, F. Wildgen, T. A. 
Wilson. 

University of Western Ontario, 
London, Canada. 
January 1969. 

Grant L. Reuber 
Frank Roseman 
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CHAPTER 1 

INTRODUCTION 

1. Foreign Investment and Ownership in Canada 

Foreign investment is a perennial issue of public 
policy in this country, arousing much intere st and discus­ 
sion. Particular attention has been given over the years 
to direct investment and the foreign ownership and control 
of Canadian industry. In the discussions on these topics 
many complex and difficult que stions have been raised 
with important economic, political and social implications. 
As valid and convincing answer s to the se que stions have 
been sought, the need for more and better theoretical and 
empirical analysis has become apparent. At the same 
time it is evident that, in the final analysis, one I s view 
on these matters to an important degree is a matter of 
judgment reflecting the relative priorities that are placed 
on the numerous objectives of Canadian society, and the 
relative importance that one attaches to the various pieces 
of empirical and theoretical evidence bearing on the se 
questions. Within this context, the purpose of the present 
Study is limited to providing new factual information on 
the acquisition of Canadian firms by foreign firms during 
the period from 1945 to 1961. As such, the Study doe s 
not deal with many other aspects of this general subject 
that have evoked considerable intere st over the years .1../ 

1/ For a much wider-ranging discussion of the general 
issue of foreign ownership and control in Canada, the 
reader is referred to Foreign Ownership and the Struc­ 
ture of Canadian Industry, Report of the Task Force on 
the Structure of Canadian Industry, Ottawa, Queen IS 
Printer,1968. 
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The Take-Over of Canadian Firms3 Z945-6Z 

With the substantial growth since 1939 in the inter­ 
national flow of direct inve stment and the growing impor­ 
tance of the large, integrated international corporation, 
the issue of foreign ownership and control of domestic 
industry has become more important not only in Canada 
but also in other countries. Europeans, for example, in 
recent years have expressed considerable concern about 
the "t ake= ove r!' of European industry by U. S. investors 
and have adopted a number of policies designed to arrest 
this development. l/ The issue has also received much 
attention in many less-developed countries. Although the 
present Study relates exclusively to Canada, its findings 
are relevant to the discussions of this issue in other coun­ 
trie s as well. 

A merger may be defined as the acquisition by one 
or more firms, whether buurchase 01 s ares or le~s_e_ 
of assets or otherwise, of control over the business of 
ànothertlrm. 2.-/-It norma1ly results in an increase in the 
size of the acquiring firm, a reduction in the total number 
of firms engaged in a certain line or lines of business, 
and a consequent increase in the degree of industrial con­ 
centration. Where the acquiring firm is located in a dif­ 
ferent country than the acquired firm, there is also likely, 
other things being equal, to be a rise in the percentage of 
foreign control of industry in the country of the acquired 
firm. It is important to note, however, that mergers are 
not the only way in which these effects can occur. Firms 
in an industry can grow bigger and acquire a larger per­ 
centage share of the total market by means of internal 

2 

l/ See, as example s, Christopher Layton, Trans -Atlantic 
Investments, Boulogne-sur-Seine, France, The Atlan­ 
tic Institute, 1967; and J. J. Servan-Schreiber, The 
American Challenge, New York, Atheneum, 1968. 

2/ A more precise definition is provided in section 3 
below. The terms "acquisition" and "merger" are 
used interchangeably throughout this Study. 



Introduction 

expansion not involving the acquisition of other firms. 
This applies just as much to foreign-controlled firms 
as to dome stically-controlled ones. Thus, a foreign­ 
controlled firm may, by profitable reinve stment of undis­ 
tributed earnings, and without drawing further funds from 
its foreign parent, increase its share of the market and 
in this way bring about rises in both industrial concentra­ 
tion and the percentage of foreign control of domestic 
industry. 

From 1945 to 1961, 639 _i9.!"eig!l acquisitions took 
lace in Canada of which ~st 500 were acquisitions of 

firms previously controlled in Canada. These international 
mergers may be compared with a total of 1,187 domestic 
mergers and a total population of domestic firms that 
grew from about 27, 000 in 1945 to over 100, 000 in 1961. 
In no year from 1945 to 1961 did the number of acquisi­ 
tions of Canadian firms by foreign firms exceed one­ 
tenth of 1 per cent of the total population of firms in 
Canada. 

Unfortunately no comparable figures are available 
on the number of mergers occurring in Canada since 
1961. Such evidence as is available suggests that, while 
the number of mergers of all kinds increased from 1961 
to 1965, the ratio of foreign to domestic mergers did not 
increase after 1961 and may actually have declined some­ 
what)_! 

The foreign acquisition of Canadian firms was 
reflected in the inflow of foreign capital from 1945 to 1961. 
However, the inflow for acquisitions was but one of a 
number of forms in which foreign capital entered Canada 
during this period. As is evident from Table 1-1, the 
inflow for acquisitions throughout the period consistently 

l_/ See Chapter 7, section 5. 
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The Take-Over of Canadian Firms~ 1945-6l 

accounted for only part of the net inflow of capital for 
direct investment purposes. At its peak in 1955, the in­ 
flow for acquisitions accounted for some 38 per cent of 
total net direct investment and for the period as a whole 
it averaged about 16 per cent of direct investment. The 
remaining portion was accounted for by flows of addition­ 
al foreign funds into Canadian firms already controlled 
abroad. It may be noted, too, that there are important 
forms other than direct investment in which foreign 
capital enters Canada: e. g. portfolio investment in 
Canadian equities insufficient to give control over the 
companies concerned; long-term borrowing abroad by 
Canadian governments and private borrowers; and many 
forms of short-term borrowing. If direct investment 
tends to attract more than a proportionate share of public 
attention, it is doubtless because, unlike other forms of 
capital inflow mentioned, it is associated with the acqui­ 
sition or reinforcement of foreign control of Canadian 
industry. 

~vanced economy has as high a degree of 
foreign control of its industry as has Canada. Some indi­ 
cation of the striking difference in this respect between 
Canada and the countries of Western Europe is given by 
the figures presented in Table 1-2. As these figures 
indicate, in 1966 U. S. direct investment accounted for 
over 40 per cent of new investment in plant and equipment 
in Canada compared with 6 per cent for Britain and the 
Common Market countries. 

At present non- residents control about a third of 
the major sectors of Canadian industry, including control 
of about three-quarters of the oil and gas industry and 
three- fifths of mining and smelting and Canadian manu­ 
facturing. These figures are approximately twice as 
large as in 1926, as shown in Table 1- 3. The big in­ 
crease in foreign control occurred prior to 1957; since 
then the ratio in manufacturing has crept upwards a 
bit further, while the ratios in most other sectors 
have either stabilized or declined slightly. 

4 
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Table 1- I 

NET FOL< EleN CAPITAL MOY EMENTS TO CANADA, 1945-61 
($ Million) 

Total Total Net Capital Total Estimated Total 
Net Capital Movements in Net Direct Inflow for 
Movem,"nt( I) Long- Term Forms( 1) lnve stment( 1) Acquisitions(2) 

1945 12. 8 

1946 363 715 (3) 26 6.4 
1947 49 721(3) 67 4.4 
1948 451 43 (3) 86 4.4 
1949 177 31 107 5. 6 

1950 334 608 258 9. 2 
1951 517 665 289 35. 3 
1952 164 448 269 12.4 
1953 443 618 363 30. 2 
1954 432 579 311 79. 2 

1955 698 410 343 130. 1 
1956 1,361, 1,424 479 121. 3 
1957 1,455 1,301 446 75. 9 
1958 i, 131 i, II Z 372 zs. 5 
1959 1,504 i, 148 470 69. 5 

1960 1,243 900 600 160. 8 
1961 982 910 445 93.9 

(1) 
Bank of Canada, Statistical Summary. 

(2) 
Series shown in note to Table A-6. 

(3) Dominion Bureau of Statistics, The Canadian Balance of International Payments, 
1963, 1964 and 1965 and lnternational lnve stment Position. 

5 
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Table 1-2 

PERCENTAGE OF NEW INVESTMENT IN PLANT AND EQUIPMENT 
ACCOUNTED FOR BY U. S. DIRECT INVESTMENT, 1966 

Canada 41 

Europe 6 

Common Market 5 
Belgium 8 
France 4 
West Germany 5 
Italy 3 
N ethe rland s 11 

Britain 10 

Source: Christopher Layton, Trans-Atlantic Investments, Boulogne-sur-Seine, 
France, The Atlantic Institute, 1967, Table C, p. 14. 

Table 1-3 

NON-RESIDENT CONTROL 
AS A PERCENTAGE OF SELECTED CANADIAN INDUSTRIES, 

SELECTED YEARS, 1926-63 

Percentage of Total Control 
by Al! Non-Residents 

Percentage of Total Control 
by U. S. Residents 

1926 1939 1948 1957 1963 1926 1939 1948 1957 1963 

Manufacturing 60 43 46 56 38 35 43 30 32 39 

Petroleum and 
natural gas 76 70 62 74 

Mining and 
smelting 38 61 40 52 42 59 38 37 52 32 

Railways 3 3 3 2 3 2 2 3 3 2 

Other utilitie s 26 20 26 24 5 4 20 24 4 4 

Total of above 
and mer­ 
chandising 17 21 25 32 34 15 19 22 27 27 

Source: Dominion Bureau of Statistics, The Canadian Balance of International Payments, 
1963, 1964 and 1965 and International Investment Position, Table XIV, p. 127. 
These estimates are based on the estimated book value of capital employed in 
each industry. 

6 



Introduction 

All told, about four -fifths of the foreign control over 
Canadian industry is exercised by U. S. re sidents. 

The acquisition of Canadian firms by non-residents 
from 1945 to 1961 contributed to the increase that 
occurred in foreign control over Canadian industry during 
this period. It is important to recognize, however, that 
most of the increase in the share of Canadian indu st r y 
controlled abroad reflects mainly: (i) the growth of firms 
that non-residents controlled prior to 1945; (ii) the growth 
of firms after they were acquired by non-residents during 
the period from 1945 to 1961; and (iii) the growth of new 
enterprises established by non-residents. By compari­ 
son, foreign acquisitions at the time they were acquired 
are relatively unimportant. Taken at their value at the 
time they were acquired, foreign acquisitions from 1945 
to 1961 account for a relatively small share of the total 
value of assets controlled by non-residents in various 
sector s of Canadian industry in 1962, as shown in 
Table 1-4. 

Table 1-4 

TOTAL VALUE OF ASSETS OF FIRMS ACQUIRED BY 
NON-RESIDENTS FROM 1945 TO 1961 AS A PERCENTAGE OF 

THE VALUE OF ASSETS CONTROLLED BY NON-RESIDENTS IN 1962 

Manufacturing 
Mining 
Construction 
Transportation 
Trade 
Finance 

12 
2 
5 

38 
6 

.02 

Source: Table 3-4. 
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2. Objectives and Approach of the Study 

Despite the interest and concern that the issue of 
foreign ownership and control has evoked in Canada over 
many years, our knowledge in this area remains meagre 
and inadequate. Until about a decade ago, the main 
factual evidence on the subject consisted of a pioneering 
study written in the 1930' s by Me ssr s. Marshall, 
Southard and Taylor, together with a few unpublished 
Ph. D. theses, the data on Canada's foreign investment 
position published by the Dominion Bureau of Statistics, 
and some miscellaneous evidence. _li Within the past 
decade a number of analytical studies have appeared in 
which the policies, practices and performance of foreign­ 
owned firms have been examined and compared with 
resident- owned firms. A. E. Safa r iant s work is a major 
contribution in this area.l) In addition, some work has 
been done, notably by R. G. Penner, to try to assess the 
benefits of foreign investment to Canada.]} 

The present Study has two main objectives. The 
first is to present new data that make it feasible to 
evaluate in a meaningful way the relative importance of 
foreign acquisitions of Canadian firms and the leading 
characteristics of both the acquired and acquiring firms. 

li Herbert Marshall, Frank A. Southard, Jr., and 
Kenneth W. Taylor, Canadian-Arne rican Industry: A 
Study in International Investment, New Haven, Yale 
University Press, 1936; Dominion Bureau of Statistics, 
Canada's International Investment Position. 

~I A. E. Safarian, Foreign Ownership of Canadian Indus­ 
.!£y_, Toronto, McGraw-Hill, 1966, and the references 
cited there. 

].1 Rudolph G. Penner, "The Benefits of Foreign Invest­ 
ment in Canada, 1950 to 1956", The Canadian Journal 
of Economics and Political Science, XXXII: 2, May 
1 966, pp. 1 72 - 1 83. 

8 



Introduction 

The second purpose is to identify and to evaluate the 
importance of the factors that have had an influence on 
the number of foreign acquisitions that occurred from 
1945 to 1961. A few remarks are made in passing on 
evidence relating to the economic consequences of foreign 
acquisitions but no attempt is made to examine this 
question systematically and in detail. No attention at all 
is given to many other questions that have been raised in 
connection with the general is sue of the foreign owner­ 
ship and control of Canadian industry. 

A central feature of the research strategy adopted 
for this Study is the use of domestic mergers as a con­ 
trol group against which to evaluate the characteristics 
of international mergers and the factors giving rise to 
merger activity. International mergers may be viewed 
as part of the general phenomenon of industrial mergers 
common in industrialized countries. Many of the same 
factors that lead to domestic mergers seem likely also to 
lead to international mergers. Accordingly, much of the 
theory and empirical evidence that has emerged from the 
study of mergers in the United States, Britain and else­ 
where, is directly relevant to an analysis of international 
mergers. Moreover, if one wishes to understand what 
effect international boundaries have on the characteristics 
of international mergers and the factors influencing 
merger activity, it seems highly desirable to compare 
international mergers with domestic mergers going on 
simultaneously. As a method of evaluating the character­ 
istics, determinants and consequences of international 
mergers, this comparative approach seems more 
promising than an approach focusing on international 
mergers alone. 

An important by-product of this approach is that it 
sheds considerable light on the phenomenon of domestic 
mergers as well -- a subject that warrants attention in 
its own right from the standpoint of public policy. This 
consideration provides a further justification for the 
approach adopted. 

9 
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3. Data and Definitions 

The data pre sented in this Study were provided to 
the authors by the Departm ent of Consumer and Corporate 
Affairs ... !.! The data were collected through an official 
questionnaire survey conducted by the office of the Director 
of Investigation and Research under the Combines Inves­ 
tigation Act. This office maintains a day-to-day record 
of acquisitions reported in the financial pres s , daily 
newspapers in the larger cities, and a large number of 
trade journals. The questionnaire was provided to all 
companies known from public sources to have made at 
least one acquisition and to be conducting business in a 
sector of the economy to which the Act applies. Any com­ 
panies that made acquisitions that did not come to the 
attention of the Director slipped through the survey net. 
It is likely that the number of acquisitions missed for this 
reason is small. In addition, firms in the service sectors 
of the economy, except for transportation, were largely 
excluded -- e. g. financial institutions, most utilities, 
advertising agencies, real estate companies -- since they 
are not covered by the Act. However, a number of acqui­ 
sitions in sectors not covered by the Act are included in 
the data because the acquiring companies or their sub­ 
sidiaries engaged in activities falling within the juris­ 
diction of the Act or made acquisitions in sectors covered 
by the Act. 

All tables and charts showing the distribution of 
merger activity by industry divisions are subject to the 
qualification that the coverage in the industries not covered 
by the Act is incomplete and varies from industry to indus­ 
try. 

J) Initially by the Department of Justice. Since this 
Study began, the office of the Director of Investigation 
and Research has been transferred from the Depart­ 
ment of Justice to the Department of Consumer and 
Corporate Affairs. 

10 



Introduction 

The terms "merger" and "acquisition" have been 
used interchangeably in this Study. Strict usage would 
require the term "merger" to be reserved for situations 
where two or more firms amalgamate, each giving up its 
previous identity, and "acquisition" for situations where 
one firm, maintaining its own identity, acquires other 
firms as subsidiaries that mayor may not lose their 
identity. For present purposes these distinctions are not 
very important, as indicated in Chapter 4, and for styl­ 
istic reasons the terms have been as sumed to be synony­ 
mous. In all cases involving the merger of two or more 

Although the data do not include all acquisitions in 
Canada from 1945 to 1961, it is important to recognize 
that they include virtually every acquisition in those 
sectors of the economy covered by the Act. All companies 
that were approached were required to return separate 
questionnaires for each of the acquisitions they made 
between 1945 and 1961 inclusive. Because of this, many 
acquisitions came to light that had not been reported 
in the press and in trade journals. 

The data collected on acquired companies relate 
only to companies for which the amount paid exceeded 
$10, 000 and which had physical assets that could sustain 
an independent operation. This means that a number of 
acquired non- operating companies were excluded in the 
mining and petroleum industries that were valuable be­ 
cause of the mineral and petroleum rights held by these 
companies. 

Sales of parts of firms that met the above criteria 
were also included as acquisitions and represent an 
important segment of the total number of acquisitions -­ 
more than 15 per cent of foreign acquisitions and 6 per 
cent of dome stic acquisitions. The majority of the firms 
that sold part of their =r: or operations ultimately 
ceased doing busines s.l 

Jj Table A- 3. 

11 
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companies, the larger of the companies was labeled the 
acquiring company and the smaller one( s) the acquired. 

12 

No predetermined percentage of ownership or con­ 
trol by the acquiring firm was defined to distinguish situa­ 
tions where mergers occur from situations where one 
firm invests in another without seeking deliberately to 
influence the policies of the firm in which it has invested. 
Since the acquiring firm returned a questionnaire in each 
case in which it felt that it had gained control over a firm, 
its decision in the matter was taken to be the best guide. 
In virtually all acquisitions a very substantial share of 
ownership was attained. There are only nine cases in 
which the acquiring firm held les s than 50 per cent owner­ 
ship at the reporting date, which generally was in 1961 
and 1962 but was as late as 1965 in a small number of 
acquisitions. The firms were also asked to report all 
cases in which they held a 10 per cent or greater owner­ 
ship interest in another firm. Among other things, this 
information made it unlikely that cases of substantial 
ownership shares without "control" could pass unnoticed 
and unque stioned. There were no returns in which a 
majority ownership share was not considered to constitute 
control. 

A foreign acquisition is defined as one in which a 
foreign- controlled company, with or without Canadian 
operations either directly or through a Canadian sub­ 
sidiary, acquires a company or division in Canada. li 
The purchase of a company or division in Canada by a 
Canadian- controlled company is defined as a domestic 
acquisition. Both definitions apply regardless of the 
nationality of the ownership and control of the acquired 
company prior to the acquisition. In other words, all the 

li In the majority of acquisitions - - about 72 per cent -­ 
foreign acquisitions were made indirectly through a 
Canadian- based subsidiary. See Table A-4 for the dis­ 
tribution of the possibilities specified in the definition. 
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acquired companies in this Study were located in Canada. 
In most cases the acquired company had been owned and 
controlled by Canadians, but in a significant number of 
cases -- 18 per cent of the foreign acquisitions and 6 per 
cent of the domestic acquisitions -- the acquired com­ 
panies had been under foreign control...!/ 

13 

Among the questions included in the questionnaire 
survey were questions concerned with the size, profit­ 
ability, DBS industry classification, geographical loca­ 
tion, market rank and range of products sold by the 
acquired and the acquiring firm. Other questions dealt 
with reasons for the acquisition and the economies ob­ 
tained by it. It is evident that the replies warrant varying 
degrees of confidence. In most cases, the questions 
dealt with information that was readily available to the 
firm and did not give rise to problems of interpretation. 
The size and DBS industry classification of the acquired 
and acquiring firms are examples of such questions. 
Other questions, such as those concerned with the retsons 
for the acquisition or the clas sification of acquisitions 
into different types of mergers by the editors of the ques­ 
tionnaire s, are subject to difference s of interpretation 
and opinion. The percentage of responses to different 
questions also varied. Some questions, such as the year 
of the acquisition, were answered by virtually all firms. 
By contrast, less than half of the questionnaires reported 
the profit rate of the acquired firms. In the discus sion 
that follows, an attempt has been made to identify explicit­ 
ly data that in the opinion of the author s are open to some 
question for any or all of these reasons. 

4. Organization of the Study 

The remainder of this Study is organized as follows. 
Chapter 2 briefly summarizes the main findings of our 
investigation. In Chapter 3 data on the number of mergers 

..!/ Table A-I. 
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are presented and the relative importance of international 
and dome stic merger s is reviewed in relation to four 
yardsticks of comparison. The leading characteristics 
of international and domestic mergers are examined in 
Chapter 4, giving particular emphasis to differences and 
similarities between these two types of merger. In Chap­ 
ter s 5 and 6 the discus sion focuse s on the relationship be­ 
tween firm and industry characteristics and the number of 
mergers. And in Chapter 7 an attempt is made to identify 
and measure the influence of various general economic 
influences on merger activity. The data on mergers are 
provided in the Statistical Appendix.ll In some case s 
the Se data have been annotated with explanatory comments. 

II All table s are numbered by chapter and table number -­ 
e. g. Table 1-1. Appendix tables are identified by A--, 
e.g. Table 5A-I in the Appendix to Chapter 5, and 
Table A-I in the Statistical Appendix. 

14 



CHAPTER 2 

SUMMARY OF FINDINGS 

1. The number of foreign and domestic acquisitions 
from 1945 to 1961 is shown graphically in Chart 2-1. In 
total, 639 international mergers and 1,187 domestic mer­ 
gers occurred in Canada from 1945 to 1961. On this show­ 
irig ; domestic acquisitions outnumbered foreign acquisi­ 
tions by 2 to 1 for the period as a whole. Prior to 1954 
this ratio was 2 1/2 to 1; after 1954 it was roughly 11/2 
to 1. The average value of foreign acquisitions (total 
price paid -;- number) increased some four to five times 
from 1945- 50 to 1960-61, compared with a twofold in­ 
crease in the average value of domestic acquisitions and 
a similar increase in the price of new investment goods. 

2. The number of foreign acquisitions in Canada during 
this period may be considered small when compared with 
the number of firms in Canada, the number of mergers in 
North America and the percentage of the industrial labour 
force working in the acquired firms. 

3. The relationship between the inflow of foreign capi- 
tal for purpose s of acquiring Canadian firms and the in­ 
flow of total direct investment and Canada's balance of 
foreign indebtedness is shown graphically in Chart 2-2. 

4. Summary evidence on the leading characteristics 
of foreign and domestic mergers is presented graphically 
in Charts 2- 3 to 2-9. The characteristics in question 
are: the size of firms, the industrial distribution of 
firms, the extent to which acquisitions are concentrated 
in the hands of a relatively few acquiring companies and 
the profitability of acquired firms. 

15 
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Summary of Findings 

CHART 2-2 

VALUE OF FIRMS ACQUIRED IN INTERNATIONAL MERGERS 
IN RELATION TO FOREIGN DIRECT INVESTMENT 
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* Cash (Series II) as a Percentage of Direct Investment 
in Canada 

* * Value of Acquired Firms as a Percentage of the 
Change in the Value of Total Non-Resident Direct 
Investment in Canada Controlled by Non-Residents. 
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Summary of Findings 

CHART Z-4 

SIZE DISTRIBUTION OF ACQUIRED FIRMS, 
CLASSIFIED BY NUMBER OF EMPLOYEES PRIOR TO MERGER, 
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CHART 2-5 

PERCENTAGE DISTRIBUTION OF NUMBER OF ACQUIRED FIRMS 
AND TOTAL NUMBER OF DOMESTIC FIRMS, 

BY INDUSTR Y DIVISION, 
1945-61* 
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* As pointed out in Chapter I, the coverage of the questionnaire is 
less complete for those sectors that do not co:me under the juris­ 
diction of the Combines Investigation Act. 
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CHART 2-7 

CONCENTRATION OF ACQUISITIONS BY ACQUIRING FIRMS, 
1945-61* 
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CHART 2"8 

PERCENTAGE OF ACQUIRED FIRMS 
THAT WERE INCURRING LOSSES, 

1945-61 

PER CENT 
25 

20 

15 

10 

5 

o 
FOREIGN DOMESTIC 

23 



The Take-Over of Canadian FirmsJ 1945-6l 

PER CENT 
20 

15 

10 

5 

o 

CHART Z-9 

MEDIAN PROFIT RATE OF ACQUffiED FffiMS 
THAT WERE EARNING PROFITS, 

1945-61* 
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* Profit rates are defined as the reported book profit as a percentage 
of reported net worth. 
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Summary of Findings 

The median age and size of firms acquired in 
foreign and domestic mergers were as follows: 

Foreign Domestic 
Mergers Mergers 

Age (years) 14.3 13.7 

Size: Sales ($ million) 1. 1 0.7 
Assets ($ million) O. 7 0.4 
Employees (number) 54 43 

5. The industrial distribution of both foreign and 
domestic mergers was concentrated in the manufacturing 
and trade sectors. The evidence on concentration indi­ 
cates that merger activity was cone entrated in the hands 
of relatively few firms, though a large majority of firms 
acquired no more than two firms each. Merger activity 
was more concentrated among domestic acquiring firms 
than among foreign acquiring firms. 

6. The profitability of firms acquired in foreign and 
domestic mergers may be summarized in the following 
manner:..!./ 

Foreign 
Mergers 

Domestic 
Mergers 

Median profit rate of acquired 
firms earning a profit (%) 17. 0 18.7 

Percentage of acquired firms 
incurring los ses 19. 0 22.8 

7. The evidence available for the period 1945 to 1961 
suggests that in any given industry, foreign-controlled 
firms tended to account for a larger percentage of acquisi­ 
tions than of control of assets. However, there is evidence 

1/ Profit rates are defined as the reported book profit as 
a percentage of reported net worth. 

25 
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that the difference between these two ratios is fairly uni­ 
form across industries, and may in part reflect the size 
characteristics of foreign- and domestically-controlled 
companies. Putting the same point another way, one can 
say that after one makes allowance for a common differ­ 
ence among all industries between the distribution of 
merger activity and the degree of foreign control, the 
distribution of mergers between foreign and domestic 
acquisitions in any industry was proportional to the dis­ 
tribution of r e s id errt- and non-resident-controlled com­ 
panies already in existence in that industry in Canada. 
Extending this relationship one can say further that the 
number of foreign acquisitions in any industry was: 

The Take-Over of Canadian Firms, 1945-6l 

(a) positively related to the number of foreign­ 
controlled firms already in the industry; 

26 

(b) positively related to the number of dome st ic 
mergers occurring in the industry; and 

(c) negatively related to the number of domestically­ 
controlled firms in the industry. 

8. The reasons for mergers reported by ac qurr mg 
firms on the questionnaire, while subject to considerable 
uncertainty, indicate that supply reasons were relatively 
more important for domestic acquisitions than for foreign 
acquisitions. 

9. The data on the market relationships between mer- 
ging firms indicate that about 74 per cent of domestic 
mergers represented broad horizontal mergers, and 
58 per cent of foreign mergers fell into this category. 
Most of the remaining mergers were vertical mergers. 
Chart 2-10 shows the distribution of acquisitions by type 
of market relationship as defined in Chapter 5. 
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Summary of Findings 

CHART 2-10 

PERCENTAGE DISTRIBUTION OF THE TYPES OF MERGERS, 
1945-61 
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10. The questionnaire data suggest that economies of 
scale were not an important consideration explaining mer­ 
ger activity, though on this point also the data are open 
to question. To the extent that scale economies were 
important the main emphasis seems to have been on re­ 
ducing overhead administrative costs. 

11. There is fairly strong evidence of a relationship 
between general economic conditions and the number of 
mergers. Where foreign mergers are concerned, the 
influence of general economic conditions from 1945 to 
1961 seems to have arisen for the most part from factors 
influencing foreign demand for Canadian firms and, on 
the supply side, from the level of economic activity and 
financial conditions in Canada. Our "best" estimate, in 
several respects, indicates that about 92 per cent of the 
year-to-year variation in the number of foreign mergers 
from 1945 to 1961 can be explained in terms of variations 
in: 

(a) the number of mergers occurring in the 
United States; 

(b) corporate liquidity, represented by the supply 
of internally generated corporate funds in 
Canada; and 

(c) the number of commercial failures in Canada. 

12. The inclusion of the number of mergers in the 
United States reflects the hypothesis that the demand of 
U. S. firms for Canadian companies is simply a spill­ 
over of their demand for firms in the United States and 
consequently of the level of merger activity in that 
country. As merger activity expanded in the United 
States, the number of acquisitions by U. S. firms in 
Canada also tended to increase during this period, and 
vice ver sa. The level of corporate liquidity and the 
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Summary of Findings 

number of business failures, on the other hand, reflect 
dome stic economic condition'S in Canada. As the level of 
c_orporate liquidity declined, domestic firms apparently 
were induced to accept affiliation with other firms at 
prices that foreign acquiring firms found attractive. As 
a consequence, corporate liquidity was as sociated nega­ 
tively with the number of foreign acquisitions. The num­ 
ber of business failures, on the other hand, was positively 
associated with the number of foreign mergers, as one 
might expect. As profits fell and losses arose and as, in 
some cases, bankruptcy became imminent, firms evidently 
were willing to sell out at prices that foreign buyers were 
willing to pay. The number of bankruptcies may be viewed 
as reflecting, in part at least, the general level of econo­ 
mic activity in the country. 

13. The year-to-year variations in the number of domes­ 
tic merger s in Canada from 1945 to 1961 can "be st" be ex­ 
plained, according to our evidence, by two factor s: 

(a) variations in Canadian stock market prices, 
reflecting busine s s expectations about profit 
prospects; 

(b) variations in level of corporate liquidity, 
repre sented by the supply of inte rnall y 
generated funds in Canada I s corporate 
sector. 

Together, these two variables explain about 89 per cent 
of the variation in the number of domestic mergers from 
1945 to 1961. The estimated relationship indicates that 
the number of domestic mergers was positively associated 
with stock market price s and negatively as sociated with 
the level of corporate liquidity. This evidence of the 
influence of general economic conditions on the number 
of dome stic merger s is consistent with the evidence of 
the influence of general economic conditions on the num­ 
ber of international mergers. 
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CHAPTER 3 

THE NUMBER AND RELATIVE IMPORTANCE 

OF INTERNATIONAL MERGERS 

1. Annual Number of Merger s, 1945 to 1961 

Table 3-1 shows the annual number of acquisitions 
in Canada by foreign firms, by U. S. firms and by domestic 
firms, together with the total number of domestic firms 
in existence. In columns 7 through 13 various ratios are 
shown, based on the se data. Several points might be parti­ 
cularly noted. First, for the period as a whole the num­ 
ber of firms acquired by foreign firms amounts to a little 
over half of the number of firms acquired through dom­ 
estic take-overs. At the same time, in no year from 1945 
to 1961 did the number of firms taken over in international 
merger s exceed more than one -tenth of 1 per cent of all 
the firms in Canada. Second, if one compares averages 
for quinquennia, it is apparent from column 12 that the 
number of firms taken over through foreign mergers in­ 
creased relative to the total number of firms in Canada 
afte r 1955, though the ye ar -to - ye ar variation for the entire 
period was considerable. Third, the growth in foreign 
take-overs was more pronounced than the growth of dom­ 
estic take-overs,as shown by column 7. Relative to the 
number of domestic firms, the number of domestic mer­ 
gers, if anything, was somewhat less after,1950 than from 
1945 to 1950. Fourth, it is evident from column 9 that the 
ratio of total acquired firms to total acquired Canadian 
firms entering international mergers has not changed very 
much, on average, over this period. Finally, take-overs 
by U. S. firms have, if anything, decreased slightly in re­ 
lation to the total number of international mergers, as 
shown by column 10. 
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Relative Importance of International Mergers 

Table 3-2 shows the average value of acquired firms 
(total price paid -i- total number of acquired firms) by year 
from 1945 to 1961, together with the implicit GNE price 
index for new fixed business investment. As indicated by 
the data, the average value of firms entering international 
mergers had increased on the order of four to five times 
from 1945-50 to 1960-61, and the average value of firms 
acquired in domestic mergers had about doubled. During 
the same period, prices of new investment goods had 
approximately doubled. It will also be observed that in 
the 1945-50 period the average value of the acquired 
firms taken over in international transactions was some­ 
what less than for those taken over in domestic trans­ 
actions. By the end of the 1950ls the average value of 
internationally acquired firms was appreciably larger 
than the average value of domestically acquired firms. 

2. Relative Importance of Mergers 

For present purposes the relative importance of 
international Canadian mergers will be assessed in re­ 
lation to four yardsticks: the number of firms in Canada 
and the United States; the number of mergers in Canada 
and the United States; the number of employees in Canada; 
and Canadal s annual net foreign investment and balance 
of international indebtedne s s. 

(a) Number of Firms 

As already indicated, about 650 international mer­ 
gers and about 1,200 domestic mergers occurred in Canada 
from 1945 to 1961. According to taxation data, about 
100,000 companies filed tax returns in 1961 in Canada and 
about L, 200, 000 campanie s filed tax returns in the United 
States in the same year. 'Cast against this background, 
the number of mergers in Canada has been very small. 
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Relative Importance of International Mergers 

Moreover, it is important to note that although the ratio 
of the number of campanie s in the United State s to the 
number of companies in Canada was about 12 to l, the 
number of foreign mergers in Canada was outnumbered 
by the number of domestic mergers in a ratio of about 1 
to 2. In this sense there is at least some prima facie 
evidence that the Canada-U. S. border has mattered sub­ 
stantially. It has apparently served very effectively to 
limit the take-over of Canadian firms by U. S. firms. 
Otherwise one might expect the ratio of foreign to dom­ 
estic mergers to approximate more closely the ratio of 
the number of campanie s in the two countrie s , 

Before one could accept the result of such an aggre­ 
gative comparison with a great deal of confidence, one 
would wish to expose it to more detailed analysis. It is 
possible that other factors unrelated to the political boun­ 
dary may explain some or most of the differences in these 
ratios. 

Unfortunately, it has not been possible to undertake 
such a detailed analysis for purposes of this Study. How­ 
ever, in order to make some allowance for the possible 
influence of distance and differences in industrial struc­ 
ture related to climate, one can make a comparison with 
the number of U. S. firms in only those states that border 
on Canada.!_/ According to taxation data, about 525, 000 
firms filed tax returns from the se state s in 1961. On this 
basis the ratio of the number of companies in border 
states to the number of companies in Canada was 5 to 1. 
This evidence reinforce s the conclusion that the Canada­ 
U. S. border has mattered substantially in the sense ex­ 
plained earlier. 

1/ The number of firms filing tax returns with internal 
revenue districts located in: Washington, Idaho, 
Montana, North Dakota, Minnesota, Wisconsin, 
Illinois, Michigan, Ohio, Pennsylvania, New York, 
Vermont, New Hampshire and Maine. 
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The Take-Over of Canadian Firms~ 1945-6l 

(b) Number of Mergers: Canada versus United States 

Another way of evaluating the importance of inter­ 
national mergers in Canada is to consider these mergers 
in relation to domestic mergers in Canada and domestic 
mergers in the United States. A detailed comparison of 
international and domestic mergers in Canada will be 
given in Chapter 4. Here we are concerned only with a 
comparison between Canada and the United States. 

From the figures given earlier, it will be observed 
that Canadian mergers from 1945 to 1961 were equal to 
about 1. 8 per cent of the number of Canadian companies 
in 1961. Applying the same ratio to the number of U.S. 
firms, one arrives at a hypothetical figure of about 22,000 
mergers for the United States for the same time period. 
This is over two-and-a-hal£ time s greater than the actual 
number of U. S. mergers, as reported in the Federal Trade 
Commission series.ll Unfortunately, this series is very 
incomplete and it is far from clear by how much the series 
understates the number of mergers. There seems to be 
some reason to believe, however, that the series covers 
more than half the merger s that took place in the United 
States during this period. 1£ this is correct, the evidence 
suggests that relatively more mergers have occurred in 
Canada than in the United States in the sense that the ratio 
of the number of mergers to the number of firms has been 
greater for Canada than for the United States. 

(c) 'Number of Employees 

The internationally acquired firms that reported 
the number of their employees, as shown in Table A-26, 

!/ U. S. Congress, Senate, Hearings before the Subcommittee 
on Antitrust and Monopoly of the Committee of the Judi­ 
ciary, S. Res. 40, 89th Congress, 1st Session, March 
16, 17, 18, April 13, 14, 15 and 21, 1965, Economic 
Concentration, Part 2, "Mergers and Other Factors 
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Relative Importance of International Mergers 

in total provided jobs for about 105, 000 employees when 
they were taken over. The firms acquired in dome stic 
mergers, which reported their figures, in total provided 
jobs for 115,000 employees at the time of take-over be­ 
tween 1945 and 1961. In mid-1953 -- midway between 
1945 and 1961 -- the labour force engaged in private non­ 
agricultural production in Canada was roughly four million. 
Consequently, one can say that something like 2.6 per cent 
of the industrial labour force was involved in international 
mergers at the time when such mergers took place, and 
about 2.9 per cent of the industrial labour force was in­ 
volved in dome stic merger s , 

Affecting Industry Concentration", Washington, U. S. 
Government Printing Office, 1965, Appendix L, p. 847. 
How much the Federal Trade Commission series 
understates the total number of mergers is uncertain. 
The series includes only manufacturing and mining 
mergers mentioned in Moody's Industrial Manual and 
the Standard Corporation's figures. In the commentary 
on this point, W. F. Mueller of the Federal Trade Com­ 
mission notes that the number of mergers indicated for 
1964 was approximately doubled when they consulted a 
wider range of sources (1,700 versus 854). He also 
points out that mergers in the dairy industry alone, for 
which comprehensive data are available for some years, 
exceeded the total number of recorded mergers in 
manufacturing and mining as indicated by the FTC 
serie s, even though the dairy industry accounted for 
Le s s than 3 per cent of total sale s in manufacturing 
(see p. 504 of Mueller's testimony). 
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(d) Balance of Payments and International 
Inde btedne s s 

The Take-Over of Canadian Firms, Z945-6Z 
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Table 3 - 3 summarizes several comparisons relating 
to foreign capital flows and foreign indebtedne s s. Since 
the figures shown in the balance-of-payments statement 
for foreign investment reflect almost entirely cash trans­ 
fers, only the cash payment involved in international mer­ 
ger transactions is compared to these balance-of-payments 
serie s. Moreover, as expl a ined in Table A- 6, two cash 
payments series are suggested by our data. These series 
generally agree fairly well, but in a few year s quite sub­ 
stantial differences are indicated. In Table 3-3, therefore, 
both series have been related to the balance-of-payments 
figures for investment (cash) flows (columns 2 through 7). 
It should also be noted that in about a quarter of the cases 
foreign firms acquired Canadian firms from other foreign 
firms. These cash transactions are excluded in Table 3-3 
since it seems unlikely that cash was transferred to Canada 
as a result of these transactions. In column 8 of Table 3-3 
the total value of merger s for each year is related to the 
annual change in Canada's net balance of international in­ 
debtedness on direct investment, as shown by DBS data 
on Canada's balance of international inde btedne s s. 

Two points might be noted in connection with Table 
3-3. For many individual years the ratios are probably 
greater than many people would have guessed in the 
absence of data. Investment, of course, still enters the 
country, whether through mergers or through some other 
device. However, it is evident that transfer s for the imme­ 
diate purpose of mergers have been a significant part of 
direct investment. Secondly, it will be observed that the 
relative importance of transfer s via merger s has fluctuated 
considerably from year to year. This instability reflects 
in part at least variability over time in the number and 
value of foreign merger s, 
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The Take-Over of Canadian Firms~ 1945-61 

Further information on the relationship between 
foreign mergers and foreign control is given in Table 3-4. 
These figures show the total value of assets of firms ac­ 
quired by foreigners from 1945 to 1961 as a percentage of 
the total value of assets controlled in 1961 (1960), bymajor 
industry. Three points should be noted in connection with 
these figures. First, the assets included in column 2 re­ 
late only to those acquisitions where a foreign firm pur­ 
chased a firm that was previously controlled in Canada 
and to those acquisitions for which the nationality of owner­ 
ship was not reported (59 cases). The figures exclude the 
foreign acquisition of a firm in Canada that was previously 
controlled by another foreign firm since such a transaction 
between two foreign companies presumably does not affect 
the foreign control of Canadian firms. 

Secondly, it is necessary to allow for the effect of 
rising price s from 1945 to 1961 on the value of acquired 
assets if one wishes to compare these figures with the 
total value of assets controlled by non-residents in 1962. 
To illustrate, suppose a foreign firm bought a Canadian 
plant valued at $1, 000, 000 in 1945. The value of the plant 
in 1961 will have increased to $2, 096, 000, other things 
being equal, simply as a consequence of the general in­ 
crease in price levels. If, now, one compares the value 
of the plant at 1945 price s with the value of as sets con­ 
trolled by non-re sidents reckoned at 1962 prices, the 
comparison will understate the proportion of non-resident 
control accounted for by acquisitions. In order to over­ 
come this difficulty, the value of acquisitions and assets 
have been adjusted for price changes from 1945 to 1962, 
expressing both in constant dollars valued at 1949 prices. 
This adjustment is based on the implicit GNE price index 
for business investment. The ratio of the value of assets 
acquired to the value of assets controlled by non-residents 
on a constant 1949 dollar basis is shown in column 4 of 
Table 3-4 •. !_/ 

1../ The year 1962 is the first year for which data are avail­ 
able under the Corporations and Labour Unions Returns 
Act. 
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The Take-Over of Canadian Fi rm e , Z945-6Z 

Thirdly, in 132 cases the questionnaire respondents 
did not report the book value of assets acquired. In 110 
cases these values were estimated on the basis of figures 
given on the total amount paid for the acquired companies 
in the manufacturing whole sale trade, retail trade, trans­ 
portation and other sectors of the economy. 

It is apparent that foreign acquisitions from 1945 to 
1961, valued at the time of the acquisition, account for 
onl y a small part of the total value of as sets controlled 
by non-residents in various sectors of Canadian industry. 
For manufacturing the ratio is 12 per cent, for mining 
and trade 5 per cent, for transportation 36 per cent, for 
construction 4 per cent, and for finance almost zero. 
Within the manufacturing category the largest ratios 
occur for leather, wood, paper, and nonmetallic minerals. 
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CHAPTER 4 

LEADING CHARACTERISTICS 

OF MERGING FIRMS 

1. Introductory Outline 

This Chapter has a twofold purpose: first, to pro­ 
vide a quantitative description of the leading character­ 
istics of acquired and acquiring firms participating in 
international and domestic mergers; and second, to com­ 
pare the characteristics of firms entering international 
and domestic mergers and, where feasible statistically, 
to compare the characteristics of each of the se groups 
of firms with those for all firms in Canada. For our pur­ 
poses, we have chosen to concentrate on five character­ 
istics: the age of firms, the size of firms, the industrial 
distribution of firms, the number of firms acquired by 
acquiring companies and the profit rates earned by firms. 
Other characteristics might have been explored had more 
time and resources been available. We feel that those 
characteristics that have been analyzed are among the 
more intere sting to be considered, but no particular claim 
is made for giving these priority over others. 

2. Profile of Merging Firms from 1945 to 1961 

From 1945 to 1961, 639 foreign acquisitions of 
Canadian firms were reported. The nationality of 59 of 
the acquired firms is uncertain. Of the remainder, 82 per 
cent of the acquired firms were Canadian, 13 per cent 
were American and 5 per cent were British. Of the 
acquiring firms, 65 per cent were American, 27 per 
cent British and 8 per cent were from other countries 
(Table A-I). 
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The Take-Over of Canadian Firms, 1945-61 

Four-fifths of these mergers consisted of a single firm 
buying out a single firm (Table A- 3). Over 73 per cent 
of the foreign acquisitions were made indirectly through 
Canadian-based subsidiaries (Table A-4) most of whose 
head office s were located in Ontario and Quebec 
(Table A-2). 

How doe s this general picture for foreign merger s 
compare with the picture for domestic mergers? During 
the same period -- 1945 to 1961 -- 1,187 domestic mer­ 
ger s took place in Canada. In this case the nationality of 
82 acquired firms is uncertain. Of the remainder, 93 per 
cent of the acquired firms were Canadian,4 per cent were 
American and 3 per cent were British (Table A-I). Over 
85 per cent of the se dome stic merger s consisted of a 
single firm acquiring a single firm (Table A- 3). About 
64 per cent of the head office s of the acquiring firms were 
located in Ontario and Quebec (Table A-2). 

(a) Age Characteristics 

The age distribution of firms acquired in international 
and domestic mergers is shown in Table 4-1. The median 
age of the acquired firms by industry division and by two­ 
digit manufacturing industry, is shown in Table 4-2. Five 
points might be particularly noted. 
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Table 4- 2 

MEDIAN AGE OF ACQUIRED FIRMS, (1) 1945-61 

Foreign Domestic 

Aggregate, 1945-61 14.3 

Mining, etc. 15.9 7.3 

Manufacturing 19.0 17.5 

Transportation, etc. 10.6 8. 0 

Trade 16.4 14.0 

Other industry divisions 9. 1 Il. 1 

Food and beverage 17 19 

Leather 29 27 

Wood 10 22 

Paper 24 25 

Primary metal 10 4 

Metal fabricating 17 14 

Machinery 17 8 

Transportation equipment 15 12 

Electrical products 21 17 

Nonmetallic mineral products Il 6 

Chemical and chemical products 22 15 

M'i s c e l l a n e ou s manufacturing 13 26 

Other manufacturing industries 21 25 

(1) Excluding X and Y, there were more than 20 firms acquired in foreign 
and domestic acquisitions, respectively, in each of the industry divisions 
reported separately in the Table. Within the manufacturing division, 
only industries with 10 or more acquisitions are shown separately. 
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Leading Characteristics of Merging Firms 

First, slightly more than half of the acquired firms 
in both domestic and foreign mergers were less than 15 
years old at the time of the merger. Secondly, within the 
group of acquired firms less than 15 years old, there is 
an interesting difference in pattern between foreign and 
domestic mergers. Acquired firms entering into domestic 
mergers were younger than those entering into foreign 
mergers. The disparity, as shown in Table 4-1, is great­ 
est in the 1-5-year class, where the percentage of ac­ 
quired firms entering domestic mergers is eight percent­ 
age points above those entering foreign mergers, and in 
the 11-15-year class, where the opposite, roughly, is 
true. Thirdly, there is considerable variation in the 
median age of acquired firms among the industry divi­ 
sions, with those in manufacturing and trade considerably 
older than the acquired firms in the extractive industries, 
transportation and the Ilother industry divisions". Fourthly, 
with the exception of the extractive industrie sand 11 other 
industry divisions", the median age of the firms acquired 
in foreign mergers was about two years more than that of 
the firms acquired in domestic mergers. Finally, the 
1.5 year difference in the manufacturing division is sus­ 
tained at the level of the manufacturing industries, in the 
sense that the median age of firms acquired in foreign 
mergers was greater in eight of the 13 industries (includ­ 
ing "other manufacturing industries"). 

(b) Size Characteristics 

Data on the general size characteristics of ac­ 
quired and acquiring firms are summarized in Tables 4-3 
through 4-6, measuring size in three ways: size of sales, 
size of assets and size of labour force. Several inter­ 
esting features are indicated by these data. For firms 
acquired in foreign mergers, these figures indicate that, 
of those firms for which data are available, about half 
had fewer than 50 employees, assets under $700, 000 
and sales of about $1 million. Three-quarters had 
fewer than 200 employees and about two-thirds had 
assets under $1.5 million. The picture is roughly the 
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The Take-Over of Canadian Firms~ Z945-6Z 

same for firms acquired in dame stic acquisitions, except 
that, on average, they were apparently smaller than the 
firms acquired in foreign merger s: the average size of 
sales is 10 per cent smaller, the average size of assets 
is 68 per cent smaller and the average number of em­ 
ployees is 31 per cent less. The differences in the median 
values are of the same orders of magnitude for assets and 
employees; for sales, the difference increases from 10 per 
cent to 57 per cent.}:_1 At the same time the average size 
of the firm acquired in both international and dome stic 
merger s from 1945 to 1961 appear s to have been substan­ 
tially larger than the average size of all Canadian firms 
in existence during this period. Taxation data suggest 
that the average as set size of all Canadian firms during 
this period was about $722,000 and the average value of 
sales about $555, 000.!:_1 On the basis of mean size, the 

II Because the distributions are highly skewed in the 
direction of the larger classes, the value of the mean 
is consistently lar ger than the value of the median. In 
the case of the acquiring firms, the mean is as much 
as five times more than the median in some instances. 
However, for the most part, both characteristics of 
the distributions operate in the same direction in com­ 
parisons of foreign and dome stic acquisitions. 

!:_I Taxation Statistic s, 1946 and 1963, Department of 
National Revenue. The se figure s are the average for 
1945 and 1961 of: 
i) Total Assets of all profit and loss companies 

submitting tax returns, divided by total number 
of profit and loss companies; 

ii) Total Sales (1961) ["Gross Sales or Revenue 
(1945)" Jof all profit and loss companies sub­ 
mitting tax returns, divided by total number of 
profit and los s companie s. 

Data for the se calculations are given in Table H of 
the 1946 publication and Table 4 of the 1963 publi­ 
cation. 
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Leading Characteristics of Merging Firms 

average as set size of the firms acquired in foreign acqui­ 
sitions was almost seven times larger than the average 
asset size of all Canadian firms and the corresponding 
figure based on sales indicates that firms acquired in 
foreign mergers were over eight times larger . .l_1 Com­ 
paring firms acquired in domestic mergers with all 
Canadian firms one finds that, judged in terms of sale s, 
domestically acquired firms were almost six times larger 
than all Canadian firms and, judged in terms of assets, 
they were five times larger than all Canadian firms. ~I 

II 
This comparison is biased to some extent because 
only firms with net as sets of $10, 000 or more are 
included among acquired firms. It is considered 
unlikely, however, that this bias is sufficiently 
great to alter the basic impression conveyed by the 
figures. 

21 
From 18 per cent to 35 per cent of the questionnaire 
returns on foreign and dome stic mer ger s did not give 
information on the sales and assets of the acquired 
firms. It is very likely that the nonresponses repre­ 
sent mergers in which the acquired firms were smaller 
than the average. However, even if the total number 
of acquisitions, rather than just the acquisitions for 
which information was given, is used in computing 
the mean, the very large difference between the 
average size of acquired firms and the average value 
of all firms in the economy would per s i s t, 
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Leading Characteristics of Merging Firms 

Table 4-6 

AVERAGE SIZE OF FIRMS ACQUIRED 
IN FOREIGN (F) AND DOMESTIC (D) ACQUISITIONS, (1) 1945-61 

Sales Assets 

.... _--_._------------_._-------------------- 

Mean Median Mean Median Mean Median 
(F) (D) (F) (D) (F) (D) (F) (D) (F) (D) (F) (D) 

Aggregate Data, 
Indu s t r y Division 
and Ma uuf a c tu r i n g 

Indu stry 

Employees 

43 

($ Million) ($ Million) 

4. 5 4. I 1. 1 .7 4.7 2. 8 . 7 Aggregate 

J\1ining, etc. 1.7 .7 .4 . 2 6. 5 2. 4 4. 4 

5. 9 4.4 1.4 .9 5.7 3. 5 . 9 M a nu I a cturing 

Z.2 2.7 .7 .3 10.5 2.2 T ran s po rta ti on, etc. 

2.4 5.2 .7 .91.01.2 Trade 

1. 6 1. a . 1 2. 4 1. 2 .7 Services, etc. 

Other industry 
d iv i s io n s 2. 9 3. I . 4 . 7 1. 3 4. 8 . 3 

Food and beverage 7.0 3.71.91.0 4.31.9 .8 

Leather 2. 5 I. 6 1. 6 1. 2 1. 1 I. 2 . 8 

Wood 6. 4 1. 5 1. 4 . 8 5. 4 2. 7 1. 5 

8. 0 14. a 3. 2 1. 6 io. 2 14. 8 1.5 1. 2 630 749 174 112 Paper 

Metal fabricating 1. 2 2. I . 8 1. a .7 1. 5 .5 

Electrical products 3.7 2.3 2.4 1. 9 2. a 1. 2 1. 7 

Nonmetallic mineral 
products 4.35.71.0 2.0 7.0 3.81.2 

Chemical and 
chemical products .6 .6 2. I . 9 1. 6 .6 

Miscellaneous 
rnanufacturing .6 1. 9 3.2 .9 2. a .5 1. 0 

Other manufacturing 
industries 10.7 4.4 2.0 .7 10~8 3.5 1.4 

---------------_._------------------------------------ 

(Number) 

.4 256 194 54 

.7 126 61 24 

· 5 320 242 94 

.4 76 62 .3 198 

.3 .2116169 20 

.6 2.4 177 91 12 

· 6 241 17 1 23 27 

.3 180 184 74 66 

.8 288 134 199 132 

.7 312 173 174 95 

.8 80 168 58 119 

.7 257 167 174 100 

.8 305 261 124 44 

.5 46 144 34 .5 

· 3 17 a 104 112 

.5 510 228 135 112 

(I) 
Excluding X and Y, there were more than 20 firms acquired in foreign and domestic 
acquisitions, respectively, in each of the industry divisions reported separately in the 
Table. Within the manufacturing division, only industries with la or more acquisitions 
are shown separately. 
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The Take-Over of Canadian Firms, Z945-6Z 

The data on the size characteristics of acquiring 
firms are complicated by the fact that in a significant 
number of acquisitions the foreign acquiring firms did 
not have any assets or employees in Canada prior to 
making an acquisition. Different results are obtained in 
comparing the size of acquiring foreign and dome stic 
firms depending on whether firms that did not have any 
operations in Canada prior to making an acquisition are 
included or excluded ... U If those firms are included in 
comparing the means and medians, the acquiring domestic 
firms were larger with respect to the rate of sales and 
employees and the average size of assets. The foreign 
acquiring firms were only larger when one compares 
median asset values. If one omits firms that did not 
have assets in Canada prior to making an acquisition, 
the size picture is reversed. Foreign acquirers had 
larger mean and median assets, somewhat larger mean 
sales and the same median sales as domestic acquirers. 
Measuring size in terms of employees, the mean and the 
median yield conflicting re sults with large differences. 
The average size of acquiring domestic firms was 36 per 
cent higher, but there was a 32 per cent difference in 
favour of the foreign firms when the median values are 
compared. Although at first blush it may seem somewhat 
surprising that foreign acquiring firms are not consider­ 
ably larger than domestic acquiring firms, it should be 
remembered that the data for foreign firms refer to their 
Canadian operations only and do not encompas s the total 
operations of the se acquiring companies. If all their 
foreign operations were included as well as their Canadian 
operations, this picture would probably be different, with 
foreign acquiring firms showing up as relatively much 
larger in size. 
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}j Acquiring firms with sales in the form of exports 
were included in calculating the median and mean 
sales of foreign firms even when the firms did not 
have any assets or employees in Canada. 



Leading Characteristics of Merging Firms 

(c) Industrial Distribution 

The distribution of acquiring and acquired cam­ 
panie s is summarized in Table s 4-7 and 4- 8, together with 
the distribution of all domestic companies. 1£ one looks at 
the industry division breakdown shown in Table 4-7, the 
major point that stands out is the considerable difference 
between the distribution of all dome stic firms and the dis­ 
tributions of acquired and acquiring firms in foreign and 
domestic mergers .. There is apparently a much stronger 
tendency for mergers to occur in the manufacturing and 
mining industry divisions than there is in the other divi­ 
sions. In both of the se divisions the percentage of acquired 
firms was more than twice as large as the percentage of 
all dome stic firms located in the se industrie s. The rever se 
tendency is apparent in the construction, finance and ser­ 
vice divisions, in which a relatively small percentage of 
mergers occurred compared with the percentage of all 
domestic firms in these industries. 

1£ one ranks the industry divisions in terms of the 
percentage of acquired firms in each, there is a close car­ 
re spondence between the distribution of firms acquired in 
foreign merger s and the distribution of firms acquired in 
domestic mergers: manufacturing followed by trade is 
the most important in both distributions, and thereafter 
there are only small differences in rank. 

A considerably wider disparity is evident between 
the distribution of acquiring firms participating in inter­ 
national merger s and those participating in ~ome stic 
merger s. The manufacturing and service divisions are 
much less important for domestic acquiring firms, and 
other sectors are correspondingly more important. 
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Leading Character{stics of Merging Firms 

One of the notable feature s of Table 4- 8 is the wide 
distribution of foreign acquisitions: these occurred in 
each of the manufacturing industrie s.l_! Nine industrie s 
accounted for 5 per cent or more of total foreign acqui­ 
sitions in the manufacturing sector. Firms acquired in 
domestic acquisitions were, save for the tobacco indus­ 
try, also widely dispersed throughout the manufacturing 
industries. But in contrast to foteign merger s, the indus­ 
trial distribution of firms acquired in dome stic merger s 
is much more concentrated. The major reason for the 
difference is the heavy concentration of domestic acqui­ 
sitions in the food and beverage industry, which contained 
approximately one-third of the acquired and acquiring 
firms. Another noteworthy feature of the industrial dis­ 
tribution of merger s indicated by Table 4- 8 is the heavier 
concentration of foreign merger activity relative to dom­ 
estic mergers within the electrical and chemical indus­ 
trie s. 

In the Appendix to this Chapter, annual data from 
1945 to 1961 are pre sented, showing the number of acquired 
and acquiring firms entering both international and dom­ 
estic mergers, broken down by industry division and manu­ 
facturing industry. No attempt will be made to comment 
on these figures in detail but two points might be especially 
noted. Fir st, both acquired and acquiring firms entering 
foreign merger s have been highly concentrated over the 
year s in the manufacturing and trade divisions. Although 
domestic mergers have also been concentrated in these 
divisions, more dome stic merger activity is evident for 
other sectors. Secondly, within the manufacturing divi­ 
sion it is evident that merger activity, both domestic and 
foreign, has continued to be widely disper sed among 
various manufacturing industrie s. 

1/ 
This is perhaps not surprIsmg given the length of 
time being considered and the wide spread foreign 
owner ship in manufacturing. 
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Leading Characteristics of Merging Firms 

(d) Number of Firms Acguired by Acguiring Firms 

Another aspect of merger activity to be considered 
is the extent to which this activity is concentrated in the 
hands of a few acquiring campanie s. The degree of this 
concentration is indicated in Table 4- 9. The figure for 
international merger s indicate s that over half of the ac­ 
quiring firms purchased only one firm and about three­ 
quarter s purchased one or two. About 10 per cent of the 
acquiring companies purchased five or more firms. By 
contrast, domestic mergers seem to be more highly con­ 
centrated. About 23 per cent of the acquiring campanie s 
purchased five or more companies; only a third purchased 
one company and less than 60 per cent purchased one or 
two companies. 

A somewhat different way of examining the same 
data is to inquire as to the number of acquired firms 
accounted for by the firms that made numerous acqui­ 
sitions. The nine acquiring firms that engaged in 10 or 
more foreign acquisitions represented 3.5 per cent of 
the acquiring firms but accounted for 20 per cent of the 
foreign acquisitions. Twenty- six firms engaged in 10 or 
more domestic acquisitions; they represented 8. 7 per 
cent of the acquiring firms and made 39. 3 per cent of the 
acquisitions. Moving up the distributions, one finds that 
29 acquiring firms that made five foreign acquisitions or 
more represented less than 10 per cent of the acquiring 
firms and made 37. 2 per cent of the acquisitions. There 
w e re 69 firms that made five domestic acquisitions or 
more. These represented about 18 per cent of acquiring 
firms and accounted for 57.4 per cent of the acquisitions. 
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The Take-Over of Canadian Ei.rme , Z945-6Z 

Table 4- 9 

NUMBER OF FIRMS ACQUIRED BY ACQUIRING FIRMS, 1945-61 

International Domestic 
Number of Number of Number of 
Acquired Acquiring Per Cum. Acquiring Per Cum. 
Firms Firms Cent Per Cent Firms Cent Per Cent 

137 53. 1 53. 1 110 36.7 36.7 

2 52 20. 2 73.3 65 21. 7 58.4 

3 23 8.9 82.2 35 Il. 7 70. 1 

4 17 6.6 88. 8 21 7. a 77. 1 

5 5 1.9 90. 7 15 5. a 82. 1 

6 6 2. 3 93. a 6 2. a 84. 1 

7 2 O. 8 93. 8 9 3. a 87. 1 

8 2 O. 8 94. 6 3 1.0 88. 1 

9 5 1.9 96. 5 la 3.3 91.4 

la 3 1.2 97.7 3 1. a 92.4 

Il 0.4 98. 1 3 1.0 93.4 

12 3 1.2 99. 3 3 1. a 94.4 

13 a 2 0.7 95. 1 

14 a a 

15 a 3 1. a 96. 1 

16 a 3 1.0 97. 1 

17 a 2 0.7 97.8 

18 a O. 3 98. 1 

19 a a 

20+ 2 0.8 100. a 6 2. a 100. a 

Source: Table A-33, excluding firms in X and Y categories. 
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Leading Characteristics of Merging Firms 

(e) Profit Rate s 

The distributions of the profit rates earned by the 
acquired firms are shown in Tables 4-10 and 4-11, and 
by the acquiring f i rm s in Table 4-12. Consideration of 
profit rate s has been divided into two separate parts: the 
percentage of firms incurring losses prior to the merger, 
and the distribution of net profit rates of the firms that 
were earning a positive return on their net worth. Profit 
rate s are defined as reported book profit as a percentage 
of reported net worth. 

The two distributions yield conflicting answers to 
the question of whether firms acquired in foreign or dom­ 
estic mergers were more profitable. A somewhat greater 
percentage of the firms acquired in domestic acquisitions 
were incurring losses (22. 8 per cent compared with 19 per 
cent), but the profit rate earned by them was a bit higher 
(18.7 per cent versus 17.0 per cent). Mixed results are 
also obtained for trade and manufacturing when the data 
are considered at a more disaggregative level. However, 
in mining and 11 other industry divisions" the firms acquired 
in foreign acquisitions appear to have been more profit­ 
able, and/or there was a smaller percentage of them that 
were incurring lasse s than the firms acquired in domestic 
acquisitions. 

One of the striking features of the profit picture 
considered by industry division is the extent to which the 
firms acquired in mining were less profitable than the 
ones acquired in the other divisions; more than two-fifths 
of the firms acquired in both foreign and domestic acqui­ 
sitions were incurring losses and the median profit rate 
of firms acquired in domestic acquisitions was about one­ 
fourth of the median rate earned in the other divisions. 
The median rate of the firms acquired in foreign acqui­ 
sitions was also much lower than the median rate earned 
in the other divisions. 
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Leading Characteristics of Merging Firms 

Table 4-11 

MEDIAN PROFIT RA TES OF ACQUIRED FIRMS AND 
PERCENTAGE OF ACQUIRED FIRMS WHICH INCURRED LOSSES, 1945-61(1) 

Aggregate Data, 
Industry Division 
and Manufacturing 

Industry 

Percentage of 
Acquired Firms 
Which Were 

Incurring Losses 

Median Profit Rate 
of Acquired Firms 

Which Were Earning 
Positive Profits 

Foreign Domestic Foreign Domestic 

Aggregate 19.0 22.8 17.0 18. 7 

Mining 43. 5 42.6 

Manufacturing 17.9 23.4 

Trade 19.0 13.3 

Other industry division 8. 0 21. 2 

10.0 4. 7 

16.5 19.3 

21. 1 19. 6 

25.0 21. 7 

Food and beverage 9. 1 24.2 22.5 18. 1 

Leather 25.0 45. 5 15.0 1 L 3 

Wood 14. 3 15.8 13.8 25.8 

Paper 10. 7 7. 1 18. 8 20.4 

Metal fabricating 37.5 16.7 17.5 20.0 

Electrical products 20.0 27.3 18. 1 31. 3 

Nonmetallic mineral products 28. 6 21. 7 27.5 30. 8 

Chemical and chemical products 12.5 47. 1 11. 9 10. 0 

Other manufacturing industries 15.6 24. 0 14.4 17.7 

(1) Excluding X and Y, there were more than 20 firms acquired in foreign and domestic 
acquisitions, respectively, in each of the industry divisions reported separately in 
the Table. Within the manufacturing division, only industries with 10 or more 
acquisitions are shown separately. 
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Table 4-12 

The Take-Over of Canadian Firms3 Z945-6Z 

DISTRIBUTION OF PROFIT RATES OF ACQUIRING FIRMS 
PRIOR TO MERGER, 1945-61 

International Mergers Dome stic Merger s 
Net Profit 0/0 of total 0/0 of total 

as Percentage of for which data Cumulative for which data Cumulative 
Net Worth available total (0/0) available total (0/0) 

1- 5 22. 3 22. 3 10.4 10.4 

6-10 12.9 35.2 14. 7 25. 1 

11- 15 20. 7 55.9 23. 6 48. 7 

16-20 16. 3 72.2 14.4 63. 1 

21-25 8.7 80.9 Il. 2 74.3 

26-30 5.4 86. 3 9. 9 84.2 

31-35 3.4 89. 7 7.6 91. 9 

36-40 2. 8 92. 5 1.9 93.8 

41-45 1. 6 94.1 2.2 96.0 

46-50 1.4 95. 5 1. 1 97. 1 

51-55 O. 4 95. 9 O. 3 97.4 

56-60 95.9 O. 5 97.9 

61-65 O. 6 96. 5 0.2 98. 1 

66-70 1. 0 97.5 0.2 98.3 

71-75 97.5 98. 3 

76-80 0.2 97.7 0.6 98.9 

81-85 97.7 0.2 99. 1 

86-90 97.7 99. 1 

91-95 O. 2 97.9 O. 1 99. 2 

95+ 2. 0 100.0 O. 7 100.0 

Percentage of firms 
incurring los se s 10.6 8.4 

Median rate 13.6 15. 5 

Source: Table A-25, excluding X and y categories. 
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Leading Characteristics of Merging Firms 

When one compares the profit rates earned by the 
acquiring and acquired firms, it is intere sting to discover 
that the median profit rate of the acquired firm was higher 
than the rate earned by the acquiring firms. There was a 
3. 2 percentage point difference in dome stic acquisitions 
and a 3.4 percentage point difference in foreign acquisi­ 
tions. On the other hand, as might be expected, far fewer 
of the acquiring firms were incurring losses than the ac­ 
quired firms: 10. 6 per cent compared with 19 per cent 
in foreign acquisitions and 8.4 per cent versus 22.8 per 
cent in dome stic acqui sitions. 

Based on both aspects of the distributions, the firms 
that engaged in domestic acquisitions were somewhat 
more profitable than the firms that made foreign acqui­ 
sitions. There is approximately a two percentage point 
difference in the median rate of profit and in the relative 
number of firms that were incurring losses. 
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The Take-Over of Canadian Firms, Z945-6Z 

Appendix to Chapter 4 

NUMBER OF FIRMS ENTERING MERGERS 
BY INDUSTRIAL DIVISION 

AND MANUFACTURING INDUSTRY, 
BY YEARS, 1945-61 

These Appendix Tables assign numbers to the Industry 
Divisions and Manufacturing Industry as follows: 

Industry Divis ion 

1. Agriculture 
2. Forestry 
3. Fis hing and tra pping 
4. Mining, etc. 
5. Ma nufa ctur ing 
6. Construction 
7. Transportation, etc. 
8, Trade 
9. Finance, etc. 
10. Services, etc. 

Manufacturing Industry 

1. Food and beverages 12. Primary metal 
2. Tobacco 13. Metal fabricating 
3. Rubber 14. Machinery 
4. Leather 15. Transport equipment 
5. Textiles 16. Electrical products 
6. Knitting mills 17. Nonmetallic mineral 
7. Clothing products 
8. Wood 18. Petroleum and coal 
9. Furniture products 
10. Paper 19. Chemicals 
Il. Printing, etc. 20. Mis cellaneous 
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Table 4A -1 

NUMBER OF ACQUIRED COMPANIES, 1945-61 
CLASSIFIED BY INDUSTRY DIVISION 

Industr:t: Division 
Year 2 3 4 5 6 7 8 9 10 

A. Total Foreign Mergers 

1945 16 3 2 
1946 2 8 3 
1947 7 5 1 
1948 8 2 
1949 6 4 

1950 5 1 2 
1951 2 11 3 1 
1952 Il 4 
1953 15 9 
1954 23 4 14 
1955 4 36 4 8 1 
1956 5 23 9 6 10 
1957 1 25 7 
1958 Il 29 18 
1959 3 41 19 

1960 6 46 1 30 2 5 
1961 3 42 2 3 28 5 

Total 8 0 38 352 7 27 160 3 38 

B. Canadian Companies Acg,uired in International Mergers 

1945 12 3 
1946 2 6 3 
1947 5 5 
1948 4 
1949 4 

1950 5 
1951 8 3 
1952 10 4 
1953 12 8 
1954 14 4 11 
1955 2 28 4 8 
1956 2 19 9 5 2 
1957 18 6 
1958 5 16 14 
1959 3 29 18 

1960 4 36 1 18 2 4 
1961 2 35 2 3 23 2 

Total 8 0 21 261 7 25 132 3 12 

continued ... 
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The Take-Over of Canadian Firms~ Z945-6Z 

Table 4A -1 (cont'd.) 

Industr}:: Division 
Year 2 3 4 5 6 7 8 9 10 

c. Domestic Mergers 

1945 36 2 2 10 
1946 9 39 4 8 3 
1947 17 1 8 6 
1948 16 6 16 
1949 13 10 

1950 2 23 4 6 
1951 4 3 25 14 15 
1952 10 30 18 
1953 4 25 3 7 25 2 
1954 10 27 7 16 
1955 6 31 1 32 5 3 
1956 6 35 9 25 2 
1957 9 31 9 17 
1958 4 29 3 12 28 2 
1959 8 61 2 7 38 2 

1960 11 42 1 Il 38 2 4 
1961 12 59 3 13 56 

Total 4 21 0 88 539 16 109 366 14 22 
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Table 4A-2 

Leading Characteristics of Merging Firms 

NUMBER OF ACQUIRING COMPANIES, 1945-61 
CLASSIFIED BY INDUSTRY DIVISION 

Industry Division 
Year 2 3 4 5 6 7 8 9 10 

A. Total Foreign Mergers 

1945 19 2 2 
1946 12 1 
1947 9 3 
1948 10 2 
1949 6 4 

1950 4 2 
1951 13 3 
1952 11 3 
1953 18 6 
1954 32 4 4 
1955 3 40 4 6 1 
1956 5 27 9 3 10 
1957 29 3 
1958 11 36 11 
1959 3 55 6 

1960 4 77 6 2 
1961 2 63 3 8 7 

Total 0 2 0 33 461 3 27 68 2 36 

B. Domestic Mergers 

1945 35 3 12 
1946 53 4 7 
1947 17 1 8 
1948 16 6 16 
1949 15 9 

1950 21 3 6 5 
1951 4 28 13 16 
1952 10 31 2 13 3 
1953 4 29 3 6 24 2 
1954 12 27 4 14 3 
1955 5 34 2 34 3 
1956 7 40 7 22 2 
1957 9 32 8 13 3 2 
1958 4 38 2 12 23 
1959 9 60 9 38 2 

1960 14 51 2 12 29 2 
1961 12 63 2 9 58 3 

Total 0 0 94 590 12 102 342 29 3 
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The Take-Over of Canadian Firms, Z945-6Z 

Table 4A-3 

NUMBER OF ACQUIRED COMPANIES, 1945-61 
CLASSIFIED BY MANUFACTURING INDUSTRY 

Manufacturing Industry 
Year , 3 4: 5 b 7 8 9 10 11 12 13 14 15 16 17 18 19 20 

A. Total Forei8n Mergers 

1945 4 2 2 2 3 
1946 3 
1947 1 3 
1948 3 
1949 2 2 

1950 2 
1951 2 2 3 
1952 3 1 1 
1953 4 3 3 3 
1954 3 3 5 2 2 
1955 2 2 3 3 3 5 3 2 5 2 3 
1956 2 3 3 1 1 3 4 1 
1957 1 4 3 6 3 3 2 
1958 6 2 2 4 2 3 3 2 2 
1959 4 2 2 3 2 2 3 6 2 2 4 6 2 

1960 6 1 1 2 1 2 5 5 3 2 2 8 7 
1961 5 3 2 4 2 5 2 3 2 9 

Total 41 4 6 13 8 3 8 17 3 31 6 10 31 24 19 34 22 9 47 18 

B. Canadian ComEanies Acsuired in International Mergers 

1945 1 3 2 2 
1946 
1947 2 
1948 
1949 2 

1950 2 
1951 2 2 
1952 3 1 
1953 3 3 3 
1954 3 1 2 2 2 2 
1955 2 3 3 2 5 2 2 3 2 1 
1956 2 2 2 1 1 2 3 
1957 2 3 4 2 2 2 
1958 5 2 1 1 1 1 1 
1959 3 2 2 3 2 2 4 2 2 4 

1960 5 1 1 2 4 2 3 2 2 5 7 
1961 5 3 2 3 1 2 3 2 3 2 6 

Total 33 3 3 12 7 3 8 12 3 22 5 9 22 14 15 20 19 8 30 15 

continued ... 
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Leading Characteristics of Merging Firms 

Table 4A-3 (cont'd.) 

Manufa.cturing Industry 
Yea.r 2. 3 4 5 6 7 8 9 10 Il 12. 13 14 15 16 17 18 19 2.0 

C. Domestic Mergers 

1945 2.3 2. 2. 2. 2. 1 
1946 2.1 3 4 2. 2. 
1947 10 1 2. 2. 
1948 7 2. 2. 2. 
1949 3 2. 

1950 5 3 3 3 2. 2. 
1951 6 2. 4 2. 3 2. 2. 
1952. 9 2. 2. 2. 3 3 2. 
1953 14 3 2. 2. 
1954 8 2. 4 4 2. 
1955 14 1 2. 2. 1 3 2. 2. 1 
1956 11 4 5 2. 5 3 
1957 6 3 10 2 3 2. 
1958 9 2. 2. 1 2. 4 1 3 2 
1959 14 3 5 2 2 6 7 2 5 2 3 8 

1960 6 2 3 10 5 4 3 4 2 2. 
1961 18 2 3 4 2 5 3 2 8 5 2 

Total 184 0 4 15 23 9 9 28 5 43 51 13 39 Il 11 16 31 6 26 16 
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Table 4A-4 

NUMBER OF ACQUIRING COMPANIES, 1945-61 
CLASSIFIED BY MANUF ACTVRING INDUSTR y 

Manufacturing Industry 
Year 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 

A. Total Foreign Mergers 

1945 4 3 2 4 3 
1946 3 2 I 2 
1947 2 2 2 
.1948 3 2 3 
1949 2 2 

1950 2 
1951 3 2 
1952 3 2 2 
1953 3 1 3 2 3 4 
1954 2 3 2 2 2 2 3 4 2 5 
1955 2 3 2 3 3 3 3 6 2 5 5 
1956 3 1 2 2 3 4 5 1 
1957 1 2 4 7 1 4 1 4 3 
1958 6 2 2 1 3 3 1 4 6 4 2 
1959 4 2 3 3 2 4 6 4 4 4 3 14 

1960 7 2 2 2 9 4 8 2 19 13 5 
1961 5 3 3 2 5 2 3 4 3 5 4 11 10 

Total 42 4 14 10 6 10 14 34 11 8 40 24 25 45 28 61 69 16 

B. Domestic Mergers 

1945 22 2 2 2 
1946 27 3 Il 2 4 3 
1947 11 1 2 2 
1.948 8 2 1 2 2 
1949 4 2 2 3 

1950 7 3 3 1 2 I 
1951 8 4 4 2 3 2 2 
1952 14 2 1 I 3 3 4 
1953 15 2 3 2 3 1 
1954 8 I 3 4 4 
1955 10 2 I 3 3 3 2 2 4 
1956 8 4 1 4 5 2 4 3 1 4 
1957 5 2 1 9 1 4 3 
1958 8 2 1 I 1 2 2 1 9 2 1 3 
1959 13 3 3 3 3 9 8 8 3 2 

1960 7 3 2 16 4 3 2 4 2 1 4 3 
1961 21 4 6 2 8 2 2 3 9 2 2 

Total 196 0 Il Il 19 Il 10 39 I 63 50 49 15 16 20 10 33 16 10 Il 
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CHAPTER 5 

FIRM AND INDUSTR y CHARACTERISTICS 

AND THE REASONS FOR MERGERS 

The remainder of this Study focuse s on the reasons 
for mergers. In this Chapter the reasons for mergers 
as reported in the questionnaire survey are considered 
together with supplementary evidence on profit rate s, the 
incidence of losses, types of mergers and realized or 
anticipated economies resulting from mergers. The next 
Chapter is concerned with the relationship between the 
degree of foreign control in various Canadian industrie s 
and the number of foreign and dorne st i c mergers occur­ 
ring within the se industrie s , In Chapter 7 attention shifts 
from the influence of firm and industry characteristics 
on the number of mergers to the influence of general eco­ 
nomic conditions. 

1. The Reported Reasons for Mergers 

In explaining mergers it is necessary to consider 
how a difference may arise between the price that a seller 
is willing to accept and a buyer is willing to pay, thereby 
making a merger transaction feasible. This issue is dis­ 
cus sed in greater detail in Chapter 7. Suffice it to note 
here that if the reasons for mergers given in response to 
the que stionnaire make sense, they should explain why the 
acquired firm was worth less to its owners than to the 
acquiring firm. Thus any reason that explains why the 
supply price is lower and/or the demand price is higher 
than it otherwise would be qualifies as a merger "cause". 
One of the factors that determines the amount that an 
acquiring firm is willing to pay is the cost to it of reaching 
the same position as that of the acquired firm through in­ 
ternal expansion. Hence, reasons that indicate why the 

73 
97753-6 



acquisition route is preferred to internal growth also 
qualify as "causes" in that they help to explain why buy­ 
ers are willing to meet the reservation prices of sellers 
of firms. 

The Take-Over of Canadian Firms, 1945-6l 

(a) The Data 

The data on the reported reasons for merger sare 
based on the responses to the following query: "the reasons 
which led the reporting company or firm in this instance 
to choose the merger route to expansion rather than to 
rely on internal growth ". 

The answer s to this question give rise to problems. 
Did the per sons charged with filling out the questionnaire 
know the considerations that led the firm to buy rather 
than build? Hopefully, the respondents only attempted an 
answer when they had this information. Were they con­ 
scientious and forthright in their responses? There is a 
strong presumption that firms would be reluctant to report 
a desire to increase their market power or an attempt to 
avoid an intensification of competition as a consideration 
in their decision. Further difficulties are as sociated with 
the task of translating written statements into a form that 
can be processed by the cornpute r , 
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It can be expected that the replies to this question 
are biased in the direction of stressing those reasons 
which place the acquisitions in the best possible light 
from an anti-monopoly policy point of view. This does 
not mean, however, that the reasons that were given are 
false; more likely they are incomplete. Thus, although 
the strength of some of the reasons for mergers may be 
inferred from other information, it is possible to arrive 
at some assessment of the relative importance of the 
reasons that were reported. 

An answer to the foregoing question was attempted 
in 78 per cent of the questionnaire returns on domestic 
acquisitions and in about 83 per cent of the returns on 
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foreign acquisitions. Slightly more than half of each set of 
reasons ranked first in Table 5-1, and a somewhat higher 
percentage of the reasons in lower ranks, are based on 
answers that seemed satisfactory. The rest of the answers 
have been reported under "Other Reasons for Acquisitions" 
in Table A- 31. "Reasons" and "Other Reasons" are dis­ 
cussed together in this section unless a distinction is 
made explicitly. 

The answers to this question generally consisted of 
one or two paragraphs. A large number of categories were 
set up by the editors of the questionnaires after perusal of 
the responses and on the basis of general knowledge of 
the motivations for mergers. Each of the categories was 
assigned a code number and, in the early stages of coding, 
allowance was made for additional categories. The rea­ 
sons shown in Table 5-1 comprise all the responses that 
were reported. 

Firms usually gave more than one identifiable rea­ 
son. Of the returns that gave at least one identifiable rea­ 
son for domestic acquisitions, 59 per cent gave a second 
identifiable reason and 15 per cent a third reason. The 
percentages were similar for foreign acquisitions, with 
51 per cent of the firms giving a second identifiable rea­ 
son and 18 per cent giving a third reason. Allowance was 
made for a total of five reasons in constructing the data 
sheet. The editor s were instructed to rank the reasons 
according to the emphasis placed on them by the respon­ 
dents. No distinction was made between "Reasons" and 
"Other Reasons" in establishing the ranks. 

The coded reasons may be interpreted in two ways: 
by the ranks established by the editor s; or, disregarding 
ranks, in terms of the number of times a class of reasons 
was reported. For example, the response that the "owner 
or owner s wanted to sell" accounted for 27. 9 per cent of 
the total number of first-ranked reasons, for domestic 
acquisitions, 16. 2 per cent of the total number of second­ 
ranked reasons and 10. 1 per cent of the total number of 
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third-ranked reasons. When it is recognized that there 
are usually several reasons for a merger, one may wish 
to consider the number of time s "owner or owner s wanted 
to sell" was a factor, wherever it was ranked. On this 
basis, this reason accounts for 33. 7 per cent of the dom­ 
e stic acquisitions in which an identifiable reason was re­ 
ported. Both approaches have been used in Table 5-1. 
Columns 1 and 2 show the number of time s each rea­ 
son was ranked first as a percentage of the total number 
of times any reason was ranked first. Columns 3 and 4 
show the number of times each reason was identified, 
regardless of rank, as a percentage of the total number 
of times any reason was given for mergers. 

(b) The Distribution of the Reasons for Mergers: 
"Other Reasons" 

As noted above, the reported reasons for mergers 
have been divided into two classes: those responses that 
were clas sified as answer s to the question asked - - why 
buy rather than build? - - and those that were not. The 
latter have been placed under the heading "Other Reasons 
for Acquisitions ". Apart from the reasons relating to 
cost reduction (row 12 of Table 5-1), the "Other Reasons" 
merely describe the direction of expansion. They throw 
some light on the types of rne rge r s , but not on the rea­ 
sons why mergers occurred. Merger types are discussed 
in a systematic way in the next section. 

(c) The Distribution of the Reasons for Mergers: 
The Supply of Firms 

The most frequent response was that the "owner or 
owners wanted to sell". This reason along with "to acquire 
a busines s available at a bargain price" pertains to the 
supply of firms. All the other reasons relate to the demand 
for fi rrns. On this basis, supply considerations were of 
considerably more importance in domestic acquisitions 
than in foreign acquisitions, with 34. 8 per cent (323 acqui­ 
sitions) of the firms reported as up for sale, compared with 
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27. 0 per cent (142 acquisitions) in foreign acquisitions.l.l 
When only the reasons that were ranked fir st are con­ 
sidered, the supply side accounted for 28. 5 per cent (264 
acquisitions) and 20. 3 per cent (105 acquisitions) of dom­ 
estic and foreign acquisitions, respectively. 

If one gives all ranks equal weight, and places the 
figures for domestic acquisitions first, the considerations 
given for "owner or owner s wanted to sell" are distributed 
as follows: no identifiable reason, 39.8 and 49. 3 per cent; 
retirement, 19. 9 and 16. 9 per cent; financial difficultie s , 
26.4 and 11. 8 per cent; competitive difficulties, 6.5 and 
2. 2 per cent; other reasons, 7. 4 and 19. 9 per cent.l:_1 
The distribution of the detailed reasons given for firms 
wanting to sell is undoubtedly influenced by the fact that it 
wa s the acquiring firms that an swe r e d the que stionnaire.ll 
The se firms reported on what they knew about the firms 
that they acquired: whether or not they had been for sale, 
their financial and competitive health, and on one of the 
more obvious per sonal factor s that might cause owner s to 
want to sell -- the desire to retire. 

As was noted in Chapter 4, 22.8 per cent and 19.0 
per cent of the firms acquired in domestic and foreign 
acquisitions, respectively, for which profit information 
was reported, were incurring losses in the period prior 
to their acquisition. The hypothe sis that is inve stigated in 
Table 5 - 2 is that the acquisitions for which supply reasons 
were reported were more heavily represented by firms 
incurring losses than for those earning positive profits. 

II Double-counting, as e xpl a.in ed in the note to Table 5-1, 
has been eliminated. 

21 
Table A-31. 

31 There may have been cases where an owner of 
the acquired firm was kept on after the acquisition and 
participated in providing questionnaire answers. 
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Table 5-1 

PERCENTAGE FREQUENCY DISTRIBUTION OF REPORTED REASONS 
FOR ACQUISITlqNS 

Number of Times Reason Number of Times Reason 
Was Ranked First as Was Identified as 

Percentage of Total Number Percentage of Total Number 
of Times Any Reason of Times All Reasons 
Was Ranked First Were Identified 

Reason Forei~n Domestic Forei~n'~ Domestic':' 
(I ) (2) (3) (4) 

1. Reasons directly related to 
the competitive situation 0.9 1.7 5.9 8.4 

2. To acquire something unique 
to acquir ed (or to firms like 
acquired) 8.2 8.1 21. 3 18. 3 

3. Owner(s) wanted to sell 19. 5 27.9 25.6 33.7 

4. Belief better management 
would increase profits 0.4 0.2 0.4 1.7 

5. To acquire a business avail- 
able at a bargain price 0.4 0.6 1.5 2.7 

6. Cheaper and less risky to buy 
rather than build 6.5 11.9 20.3 24.8 

7. To be able to float stock or 
obtain funds more easily 0.5 2.4 

8. Acquisition made because of 
the merger of parent 7.8 8.0 
companies 

9. To expand without additional 
capital (by exchange of 
shares) 0.2 0.3 0.2 0.4 

10. To take advantage of tax Law s 0.9 0.4 1. I 0.8 

Il. To get control of liquid assets 
of the acquired company 0.2 0.2 0.2 0.3 

Other Reasons for AC9.uisitions 

12. To achieve economies of scale 
or to reduce costs 1.3 5.0 4. 7 7.1 

13. To increase size in order to 
improve bargaining power 
as a buyer 0.1 0.4 

14. To make an investment 2.7 4.1 4.0 4.5 

15. To expand productive 
capacity or operations 7.2 10.6 12. 3 13. 5 

16. To establish a manufacturing 
plant in Canada 5.5 7.6 

continued ••• 
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Table 5-l(cont'd.) 

Number of Times Reason 
Was Ranked First as 

Percentage of Total Number 
of Times· Any Reason 
Was Ranked First 

Number of Times Reason 
Was Identified as 

Percentage of Total Number 
of Times All Reasons 

Were Identified 
Reason Foreign Domestic For eign* Domestic* 

(1) (2) (3) (4) 

17. To organize new integrated 
enterprise or amalgamation 0.8 2.3 0.8 2.6 

18. To diver sify into new field 4. 7 4.5 6.5 4.9 

19. To diversify by adding re­ 
lated or complementary 
products or services 10.4 7.5 14.2 10.0 

20. To disperse into wider geo­ 
graphic markets in same or 
related lines 5.7 4.6 12.9 8.7 

21. To establish or ensur e 
continuation of a sales 
outlet 10. 1 4.8 13. 5 10.9 

23. To ensure or provide needed 
service (transportation, 
drilling warehouse, etc.) 1.3 1.8 3.2 5.6 

22. To establish or ensure 
continuation of a supply 
source 5.3 2.4 7.2 4.1 

"Columns 3 and 4 were derived by adding across ranks, subtracting the nurnb er of 
repetitions which r e sult ed where two or more elements in a set of individual reasons were 
reported in one acquisition and dividing by the number of acquisitions for which .at least 
one identifiable reason was reported. The sets of reasons numbered 1-3, 6 and 12 are 
each composed of s eve r aI non-mutually-exclusive reasons. It would be double-counting to 
count a ~ of reasons more than once as an explanation of acquisitions for these composite 
classes. As instances, more than one source of cost reduction or more than one reason 
for wanting to sell were often reported and were each coded under separate ranks (see 
Table A-33). Therefore, it is only appropriate to add across ranks for a class of reasons 
if one is interested in the number of times the class was mentioned; but it is inappropriate 
if one is trying to determine the number (or percentage) of acquisitions in which the class 
was mentioned. The number of repetitions which occurred for the classes of reasons 
numbered 1-3, 6 and 12 are listed below. 

Reasons directly related to the competitive situation 
To acquire something unique to acquired 
Owner(s) wanted to sell 
Cheaper and less risky to buy 
To achieve cost reductions 

Foreign Domestic 

None None 
8 10 

55 
29 27 

None 43 

It might also be of interest to note the number of times "owner{s) wanted to sell" and ''to 
acquire a business available at a bargain price" were both mentioned. The numbers 
wer e: foreign - - 1 and domestic - - 14. 

Source: Table A-33. 
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The Take-Over of Canadian Firms, 1945-6l 

Table 5-2 

PERCE:;NTAGE DISTRIBUTION OF SUPPLY AND DEMAND REASONS 
AMONG ACQUIRED FIRMS 

EARNING POSITIVE AND NEGATIVE PROFITS 

At Least One Demand Reason(s) 
SUEEli: Reason On Ii: No Reason(X) 

(Per cent) (Per cent) (Per cent) 

Domestic AC9,uisitions 
57.9 (65.3)* Losses 30.7 (34.7)* 11.4 

Profits 23.8 f27. 5)* 62.7 (72.5)* 13.5 

Foreign AC9,uisitions 
13.5 (16.7)* 67.6(83.3)* Losses 18.9 

Profits 20.1 (23.7)* 64.6 (76.3)* 15.4 

':'The cas es wher e no reason (Xl was given wer e excluded in the calculation of the per­ 
centages of supply and demand reasons. 

Source: Cross-tabulation of reported profits of acquired firms with the reasons given 
for the mergers. 
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The hypothesis is supported for domestic acquisitions: 
a supply reason was given for 30. 7 per cent of the acqui­ 
sitions where the acquired firms were incurring losses 
and for 23. 8 per cent of the cases' where positive profits 
were shown. But the difference in these percentages, along 
with the large proportion of case s where firms were in­ 
curring 10 s se s and no supply reason was given, indicate s 
that the presence of losses accounted for a small part of 
the supply reasons. And for foreign acquisitions the cor­ 
responding figures are contrary to the hypothesis. If one 
compares foreign and domestic acquisitions, the distribu­ 
tion of reasons where firms were earning positive profits 
is fairly similar, but there is a wide difference in the cases 
where losses were reported. The latter result is rooted in 
the relative importance of financial difficultie s in supply 
reasons among foreign (Il. 8 per cent) and domestic (26.4 
per cent) acquisitions. For one reason or another, losses 
by acquired firms were mentioned as a reason for acqui­ 
sitions far Ie s s frequently in foreign acquisitions. 

(d) The Distribution of the Reasons for Mergers: 
The Demand for Firms 

In aggregate the demand reasons for domestic and 
foreign acquisitions, as presented in columns 3 and 4 
of Table 5 -l, are quite similar. Two sets of reasons on 
why it was cheaper to buy rather than build stand out: 
(i) it was "cheaper and less risky ... ", and (ii) in order 
"to acquire something unique ... ". The first reason was 
given for 20. 5 per cent of foreign acquisitions and for 
24. 8 per cent of dome stic acquisitions, and the corre s­ 
ponding percentages for the second reason were 21. 3 and 
18.5. None of the other reasons were given in more than 
4 per cent of the replies. "Cheaper and less risky" is 
ambiguous and it is not surprising that it was ranked as 
relatively important. When firms are expanding their 
markets, the acquisition of new plant, equipment and know­ 
how to satisfy newly acquired markets obviously may pro­ 
vide advantage s in speed and certainty that have a value. 
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Furthermore, by acquiring a firm, the acquiring firm 
may eliminate some of its competition, thereby reducing 
its costs and risks. 

There is a major difference between domestic and 
foreign acquisitions in the "acquisition made because of 
the merger of parent companies ". This reason shows up 
only for foreign acquisitions. The acquisitions for which 
this reason was given may be taken to represent one set 
of circumstances in which conditions in the United States 
or other countries directly determined foreign acquisitions. 

"To be able to obtain funds more easily" appears 
only in the reasons for domestic acquisitions. But it was 
a relatively unimportant factor, appearing for 2.1 per 
cent of the acquisitions for which a reason was given. 

When the two major demand reasons are considered 
in greater detail, there are some appreciable differences 
between domestic and foreign mergers. 1£ one gives all 
ranks equal weight, the breakdown of why it was "cheaper 
and less risky ... " is: 

Domestic 
% 

Foreign 
% 

It was faster 22. 2 (48. 3) 41.2 (51.9) 

It provided an immediate 
as sured market 19. I (41. 5) 31. 6 (39.8) 

It would otherwise have taken 
too long to acquire knowledge 
of the production process 3. 9 ( 8.5) 1. 5 ( 1. 9) 

The acquiring firm wa s 
unfamiliar with the mar ket O. 7 ( 1. 7) 5.1 ( 6.5) 

A combination of the above 
or other 54. 1 20.6 
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The large percentages in the residual category call for 
even greater caution than usual in reaching a conclusion. 
This category has been excluded in the figure s in paren­ 
theses. Two points stand out in these figures: a lack of 
familiarity with the market was of more importance in 
foreign acquisitions; in domestic acquisitions there was 
a greater concern to gain a knowledge of production pro­ 
cesses. The relative importance of these factors was 
minor, however, and there was a marked similarity be­ 
tween dome stic and foreign merger s in re spe c t to the 
numerically more important reasons. 

The distribution of reasons within the class "to 
acquire something unique to (the) acquired (or to firms 
like the acquired)" is: 

Domestic 
0/0 

Foreign 
0/0 

An outstanding man or 
group of men 12.2(17.1) 24. 2 (30. 2) 

Know-how or processes 12.8 (17.8) 16.7 (20.8) 

Necessary licences or 
permits from regulating 
authoritie s 20.6 (28.7) 16.7 (20.8) 

W ell- known brands or 
trade marks 17. 8 (24. 8) 6. 7 ( 8. 3) 

Trade connections 8. 3 (Il. 6) 5.8 (19.8) 

A combination of the above 
or other 28. 3 20. 0 

Different features of the acquired firm were of in­ 
terest to the acquiring firm in foreign and domestic acqui­ 
sitions, as reflected in the sizeable differences in all save 
one category in the foregoing distributions. The importance 
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of licence s or permits to foreign- or domestically­ 
controlled firms clearly depends on the nature of the in­ 
dustry. In trucking, for example, the acquired firm's fran­ 
chise may be considered one of its most important assets. 
Brands or trade marks and trade connections both reflect 
the acquired firm's market position. A relatively greater 
concern in foreign mergers with the quality of the manage­ 
ment of the acquired firm is reflected in the figure s of the 
first row. 

A summary of the major difference between foreign 
and domestic acquisitions was that those aspects that 
may be considered internal to the firm -- management 
and proce s se s - - were of relatively more importance for 
foreign acqui sitions, and the external aspects of the 
firm -- permits, trade marks and market connections -­ 
were of relatively more importance for dome stic acqui­ 
sitions. 

However, to maintain a proper per spective it should 
be noted that, once the residual categories are excluded, 
the percentages that have been reported in each of the 
subcategories of "it was faster and less risky" and "to 
acquire something unique ... " relate to about one-ninth 
and one-sixth,respectively, of the total number of dom- 
e stic and foreign acquisitions. 

The competitive reasons (row 1 of Table 5 -1) for 
dome stic acquisitions that were mentioned were "to ex­ 
pand without disturbing (the) competitive situation" and 
the "~arket (was) too small to support another competitor ". 
The latter reason, along with "to fore stall acquisition by a 
competitor ", accounted for mo st of the reasons related to 
the competitive situation in foreign acquisitions. 

2. Types of Mergers 

Merger types are defined in terms of the market 
relationship between firms entering a merger; they des­ 
cribe the direction of expansion of the acquiring firm. 
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Market relationships have been divided into four major 
categories in this Study: (1) broad horizontal; (2) vertical 
forward; (3) vertical backward; and (4) conglomerate. 

The relative importance of merger s from 1945 - 61 
clas sified within the se four broad categorie s is as follows: 

Foreign Domestic 
Mergers Mergers 

% % 

Broad Horizontal 58 74 

Vertical forward 20) 11) 
backward 11) 31 7) 18 

Conglomerate 11 8 

100 100 

Horizontal mergers were predominant in both foreign and 
domestic mergers. At the same time, vertical mergers, 
especially those reaching forward to markets, were sub­ 
stantially more important in foreign mer ger activity than 
in domestic merger activity. 

Each of these categories, in turn, has been further 
subdivided. The broad horizontal category in Table 5-3 
includes successively weaker horizontal relationships: 

(1) The fir st subcategory "horizontal" conforms to 
the usual definition: the acquiring and acquired 
firms sell the same product in the same mar­ 
ket - - i. e. they are competitor s. 

(2) In a "geographic market extension" acquisition, 
the acquiring and the acquired firms sell the 
same product(s), but in different geographical 
markets. 
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(3) In a "product extension" acquisition, the 
acquiring and acquired firms each sell part 
of what might be termed a full line. 

(4) The last three subcategorie s in the clas s of 
broad horizontal acquisitions - - "competing, 
but different materials ", "same three-digit 
industry" and "same two-digit industry" -­ 
are meant to capture market relationships 
that, in the opinion of the que stionnaire 
editor s, contained elements of a competitive 
relationship but were too weak to be defined 
as narrowly "horizontal ". However, just 
because the merging firms were in the same 
three-digit or two-digit industry was not, by 
itself, considered a sufficient justification 
for placing the merger in one of these two 
weaker horizontal categorie s. 

In practice, there is often no clearly defined line 
between ''horizontal'' acquisitions, on the one hand, and 
"geographic market extension" and "product extension" 
acquisitions, on the other. Whether an acquisition is 
treated as horizontal or as falling within one of the two 
closely related categorie s depends on the extent to which 
firms overlap in the geographic and product markets in 
which they sell. Where there is a significant amount of 
overlap, disagreement among observers as to whether an 
acquisition belongs in the product or market extension 
categories or should be labeled as horizontal is a question 
of degree rather than of kind. However, more important 
than the possible existence of elements of a horizontal 
relationship in "geographic market" and "product extension" 
acquisitions is the potential for a competitive relationship 
that exists between the acquiring and the acquired firms. 
Several factors may determine the direction of expansion 
of a firm. But it is very likely that firms considering 
expansion will first investigate the possibilities of broad­ 
ening their market(s), either geographically or by increas­ 
ing their range of products. 
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Table 5-3 

PERCENTAGE DISTRIBUTION OF TYPES OF MERGERS (1) 

Foreign Domestic 
% % 

Broad Horizontal 

Horizontal 
Geographic market extension 
Product extension 
Competing. but different materials 
Same three-digit industry 
Same two-digit industry 

26.8 47. 1 
14. 1 12.0 
11. 1 9.0 
0.5 0.8 
2.3 1. 1 
2.7 3.8 

57.6 73.7 Subtotal 

Vertical Forward 

Sales 
Service or service and sales 
Assembly or fabrication 
Processing plants 
Other 

16.5 7.4 
1.8 1.3 
0.5 0.5 
1.3 0.5 
0.2 1.5 

20.3 11. 3 Subtotal 

Vertical Backward 

Parts 
Materials 
Services 
Final commodities 
Other 

1.7 0.3 
5.3 2.6 
0.5 0.7 
1. 5 2.3 
1.8 0.9 

10.8 6.7 Subtotal 

Conglomerate 

Jointness in selling 
Same raw material 
Same or similar processes 
Other 

1.0 O. 1 
0.3 0.3 
0.3 0.1 
9.7 7.8 

11. 3 8.3 Subtotal 

(1) See Appendix to this Chapter for the procedure followed in classifying types of 
mergers. 
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Vertical merger s are defined as the acquisition of 
supplier s or customer s. Where a customer is bought, the 
acquiring firm is thought of as moving a step closer to 
the final consumer and the acquisition is called "forward ". 
Similarly, a vertical "backward" acquisition occur s when 
a supplier is acquired. The two clas se s of vertical acqui­ 
sitions have been divided into four subcategorie s plus a 
catch-all category in Table 5 - 3. In a broad way, the sub­ 
categories describe what the acquired firm was buying 
from or selling (type of product, or service) to the acquiring 
firm. 

The final broad category of merger types is a resi­ 
dual clas s that is defined as the absence of a recognizable 
horizontal or vertical market relationship. Unlike vertical 
and broad horizontal acquisitions, the reasons for acqui­ 
sitions are less likely to be found in the market relation­ 
ship between the acquiring and acquired firms. Certainly 
the opportunities for increased market power and for cost 
savings in production, distribution and selling are more 
difficult to see. One is forced to look beyond the se po s­ 
sibilities to such things as the nature of the managements, 
capital structure and research departments of the acquiring 
and acquired firms, to find possible reasons why the firms 
are worth more when they are combined under one manage­ 
ment than when they are separate. Moreover, the latter 
variable s may also be important in other type s of acqui­ 
sitions; for example, if capital structure considerations 
are important in conglomerate merger decisions, a priori 
it is not apparent why they should not be just as important 
in horizontal and vertical merger s as in conglomerate 
mergers. The one explanation of conglomerate mergers 
that is not applicable to other type s of acquisitions is the 
absence of a recognizable market relationship and the re­ 
duction of risk through diversification of product lines and 
markets. By buying firms in industries other than those 
in which it is operating, the acquiring firm is able to 
reduce its vulnerability to changes in tastes and technology, 
because any adver se effects caused by such change sare 
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unlikely to extend over the entire range of the firm I s acti­ 
vities. However, the importance of this consideration is 
uncertain. 

In order to differentiate somewhat among conglom­ 
erate acquisitions, three type s of relationships between 
the acquiring and the acquired firms were specified: 
(1) jointness in selling; (2) same raw material; and (3) same 
or similar processes. Unfortunately, the addition of these 
categorie s did little to lift the veil; they captured only a 
handful of the acquisitions and the rest fell into the resi­ 
dual category. 

There are considerable difference s between foreign 
and domestic acquisitions when classified by the relative 
importance of various market relationships. Most marked 
is the difference in the narrow horizontal category, ac­ 
counting for 47 per cent of domestic acquisitions compared 
with 27 per cent of foreign acquisitions. The other market 
relationships are relatively more important for foreign 
acquisitions. This is particularly striking for the vertical 
forward category where the difference is approximately 
nine percentage points, but it is also true for the vertical 
backward, conglomerate, geographic market extension and 
product extension categories where the differences range 
from two to four percentage points. 

Part of the difference s noted appear s to be due to the 
relative importance of what have been termed "complex" 
and "simple" acquisitions and to the very different dis­ 
tribution of market relationships in these two kinds of 
acquisitions. The distinction between complex and simple 
acquisitions is based on the number of four-digit indus­ 
tries in which the acquiring firm was operating at the time 
when it made an acquisition. The acquisition was termed 
simple if it was operating in one industry, and complex if 
it was operating in more than one industry. Approximately 
57 per cent and 80 per cent of the domestic and foreign 
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Vertical 
backward 10.3 3. 8 11. 0 8. 9 
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acquisitions, respectively, were complex.1./ When the 
acquisitions are divided into simple and complex acqui­ 
sitions, the following comparisons are obtained:~1 

Simple 
Acguisitions 

Complex 
Acguisitions 

Foreign 
0/0 

Domestic 
0/0 

Foreign 
% 

Domestic 
0/0 

Horizontal 37. 6 66. 8 24. 2 32.4 

Geographic 
market 
extension 22.2 10.4 12.2 13. 2 

Product 
extension 11. 1 5. 8 11. 2 11. 3 

Other broad 
horizontal 6. 8 3. 8 5. 2 7. 1 

Vertical 
forward 4. 3 5. 0 24. 2 15. 9 

Conglomerate 7.7 4.4 12.2 11. 1 

Comparing foreign and domestic complex acquisitions, 
one observes a high degree of similarity in most of the 
categories. However, the two points of difference that 

II - Table A-9. 

~/ As may be noted in Tables A-9 to A-l3, the acquisitions 
were coded by the editors as either simple or complex. 
Here the market relationships derived from Table 5-3 
were merely divided using the original coding. 
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show up in Table 5 - 3 are still evident, though the differences 
are somewhat modified: there are relatively more hori­ 
zontal dome stic acquisitions and relatively more vertical 
forward foreign acquisitions. If one consider s only simple 
acquisitions there are also large differences in the various 
subcategories of horizontal and vertical merger s. Dif­ 
ferences between the distributions for simple and complex 
acquisitions are also apparent. 

The percentage size distributions of the as sets of 
the acquired firms are shown for types of market relation­ 
ships in Table 5 -4. A number of difference s in the size of 
firms acquired in foreign and domestic acquisitions are 
apparent in this Table. The acquired firms in domestic 
acquisitions were smaller than those in foreign acquisitions 
in both horizontal and geographic market extension mer­ 
gers. Also, although the differences are not as large, the 
same conclusion holds, roughly, for product extension, 
other broad horizontal and vertical forward mer ger s. In 
the case of vertical backward mergers, there was a some­ 
what greater concentration in the smaller classes of firms 
acquired in foreign acquisitions than of those acquired in 
domestic acquisitions, but firms acquired in foreign acqui­ 
sitions also were more highly concentrated in the largest 
clas s. Thus only in the case of conglomerate acquisitions 
may one conclude that the firms acquired in domestic acqui­ 
sitions were lar ger, on the whole, than the firms acquired 
in foreign acquisitions. 

The Table also permits a size comparison to be 
made between different types of mergers. Turning first to 
the foreign acquisitions, one may conclude that the firms 
acquired in vertical forward mergers were smaller than 
those acquired in the other merger categories. However, 
it is difficult to reach any decision about the merger cat­ 
egory which contained the largest acquired firms. This is 
a rather important point, because it indicates that the Com­ 
bines Investigation Act did not affect the identity of the ac­ 
quiring firms with respect to the size of the acquired firms. 
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In particular, it is noteworthy that conglomerate acqui­ 
sitions were no larger (and perhaps smaller) than the 
other type s of acquisitions. The situation is more am­ 
biguous in the case of dome stic acquisitions. There were 
relatively fewer acquisitions in the smaller classes in 
the conglomerate category than in the other merger cat­ 
egorie s , However, there were no conglomerate acqui­ 
sitions in the two largest classes and all but 5.7 per cent 
of the conglomerate acquisitions involved acquired firms 
that held less than $6,401,000 worth of assets. A hori­ 
zontal or vertical market relationship was evident in the 
majority of the largest acquisitions, with a fair number 
of them contained in the narrow horizontal category.];_/ 

3. Economies Resulting from the Acquisitions 

The economies resulting from mergers are of 
interest both as a cause and as an effect of mergers. 
Economies were included as a cause in Table 5-1,and 
are included as an effect in Table 5-5. Generally, the 
economies obtained from mergers are the economies of 
being or growing bigger rather than from merging per se. 
This is why economies were placed with "Other Reasons 
for Acquisitions" in Table 5-1. The economies reported 
in Table 5-5 should be regarded as those that occurred 
from expanding via merger in the various directions dis­ 
cussed under types of acquisitions. Since it is not known 
whether the merger route to expansion affords the same 
cost savings as tho se that may be obtained through inter­ 
nal expansion, no inferences can be drawn from this 
evidence about economie s of scale based on internal ex­ 
pansion. 

1/ The market position of the acquIrIng and acquired 
firms are reported in a number of table s in the Sta­ 
tistical Appendix. But unfortunately the data are very 
incomplete. In most cases the market share and the 
ranks of the merging firms are unknown. As a result, 
it was not considered worthwhile to report on that part 
of the Statistical Appendix in the body of thi.s Study. 
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Table 5-5 

PERCENTAGE FREQUENCY DISTRIBUTION OF REPORTED ECONOMIES 
RESULTING FROM ACQUISITION 

Number of Times 
Economy Was Ranked First 

as a Percentage of the 
Total Number 

of Times Any Economy 
. Was Ranked First 

Number ofT'ime s 
Economy Was Id ent if ied 
as a Percentage of the 

Total Number 
of Times All Economies 

Were Identüied 
Foreign Domestic Foreign Do-mestic Reason 

( 1) (2) (3) (4) 

Economies Through Integration of Plants 

1. One of the plants was 
clos ed, but no details 
'l-dded 0.2 0.5 0.5 0.7 

2. One of the plants was 
closed and remaining 
plant(s) considerably 
improved or enlarged 

3. One of the plants was 
closed and production 
concentrated in larger 
or more modern plant 0.2 0.5 0.2 0.5 

4. Number of products 
produced in each plant 
reduced (greater 
specialization) 0.4 0.7 

5. Other 1.9 5. 7 3.6 7.8 

Economies and TransEortation 

6. More rational location 
of plants 0.2 1. 1 0.7 1.6 

7. Can combine or co- 
ordinate shipments O. 7 0.3 0.7 0.5 

8, Other or not s.pecified 1.7 1.7 1.9 2.4 

Economies in Promotion, Selling, or Distribution 

9. Advertising 0.2 0.3 0, 5 1. 1 

10. Combining salesmen's 
routes or delivery 
routes 0.7 0.5 3.7 

Il. Other or not specified 3. 1 4.4 5.3 7.5 

Economies Throush Intesration of Nonmanufacturing Establishments 

12. Warehouses 0.8 1.6 

13. Terminals and transport 
routes when trucks 
involved 1. 1 1.6 

14. Other 0.9 1.0 4.5 
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Table 5-5 (cont'd.) 

Number of Times 
Economy Was Ranked First 

as a Percentage of the 
Total Number 

of Times any Economy 
Was Ranked First 

Number of Times 
Economy Was Identified 
as a Percentage of the 

Total Number 
of Times All Economies 

Were Identified 
Reason 

(3) (4) 
Foreign Domestic 

(1) (2) 
Foreign Domestic 

Products Formerly Purchased on Market Now Produced Internally 

15. Formerly were purchased 
in Canada 0.5 

16. F'or m er Iy were imported 0.5 

17. Formerly were purchased 
in Canada and imported 

18. Economies in administra­ 
tion (same office staff 
handles acquiring and 
acquir ed, etc.) 21. 3 

19. Economies through better 
or more elaborate manage­ 
ment (more specialists, 
etc.) in acquiring company 2.4 

20. Less cost than establishing 
new facilities 6.5 

21. Economies in use of raw 
materials 0.2 

22. Volume buying, but reason 
why an advantage not 
specified 0.2 

23. Greater bargaining power 
because of volume buying 2.9 

24. Financing available at lower 
cost 0.2 

25. Better bargaining position 
in selling 

26. Market possibilities, but 
no elaboration 0.7 

27. Negligible or no economies 49.0 

28. Not applicable was response 
of firm 4.8 

29. Some economies anticipated 
but not realized 2.4 

19.4 

6.0 

3. 1 

1.5 

2.5 

4. I 

1.3 

0.4 

2.0 

31.0 

4.4 

5.7 

0.5 

0.7 

25. I 27.8 

3.6 8.7 

8.9 4.1 

1.0 3.6 

1.0 2.8 

5.0 6.6 

0.2 3.7 

0.9 

1.2 3.5 

49.3 31. 3 

5.3 4.4 

3.3 II. I 

Source: TableA-34. 
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The heading on the que stionnaire that solicited 
information on economies asked for "details of the econ­ 
omies, if any, secured by the merger which were not 
otherwise obtainable ". The nonre sponse rate was approxi­ 
mately 35 per cent of the returns for both foreign and 
domestic acquisitions. The procedures followed in coding 
the responses were exactly the same as those described 
for the coding of the reasons for acquisitions. Also, 
Table 5-5 was constructed in the same way as Table 5-1. 

An oft-expressed defence of horizontal mergers and, 
to a Ie s ser extent, vertical merger s is that they permit 
the achievement of economies of size. The defence would 
appear to be particularly appropriate in Canada, given 
that it is often claimed that plants are too small or, where 
they are large, that the output mix produced in them is too 
diversified to reap fully potential economies of scale. 
Based on the economies reported, one can say that these 
problems in Canadian manufacturing apparently were not 
solved to any considerable extent by the acquisitions that 
occurred from 1945 to 1961. Negligible or no economie s 
were reported in 56 per cent of the foreign acquisitions 
and in 41 per cent of the domestic acquisitions. The econ­ 
omies were much more concentrated in head office acti­ 
vities than at the level of the plant. Economies in adminis­ 
tration were reported under one rank or another in 
approximately one-quarter of the foreign and domestic 
acquisitions (row 18). In an additional 8.7 per cent of 
the dome stic acquisitions and 3. 6 per cent of the foreign 
acquisitions, improvements in management were specified. 

The percentage of acquisitions for which cost 
savings at the level of the plant were reported was small, 
especially for foreign acquisitions. Furthermore, when 
cost savings were reported, no details were provided in 
the majority of the cases. Thus, although savings in pro­ 
duction and distribution may be as sociated with the econ­ 
omies reported in rows 1 to 14 and 21, their sources are 
not well defined. 
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A distinction between private and social benefit 
should be made for a number of the reported economies. 
For instance, greater bar gaining power (row 23) in the 
markets in which the firm buys entails the transfer of 
income from one group of producers to another. Whether 
society approves of the transfer depends on the identity 
of the buyer s and seller s. Similarly, the effect on re source 
use depends on the level of the prices paid before the bar­ 
gaining power was obtained. Also relevant is the relative 
market positions of the buying firm's competitors. In all 
case s in which there is not a reduction in the amount of 
resources needed to produce a given output, as in rows 
9 and 20 to 26, there is no presumption that private and 
social gains are in the same direction. 

97 

Liberally interpreted, the evidence suggests that 
there were savings in production and physical distribution 
in 35.7 per cent of the domestic acquisitions. Economies 
in administration and management were reported for a 
similar percentage of domestic acquisitions. For foreign 
acquisitions the corresponding figures are 15 per cent and 
30 per cent, respectively. It should be kept in mind that 
the various sources of economies were renorted for the 
same acquisitions in a number of cases. 

For these economies, which are more clearly in 
the direction of more efficient r e s ou r c c use, the key un­ 
answered que stion is the magnitude of the savings rather 
than their source. The data are unyielding on this point. 
However, the large percentage of acquisitions for which 
negligible or no economie s were reported, and their nature 
when they were, create the "feel" that economies were not 
an important consideration, and certainly not one about 
which the firms were either willing or able to provide 
detailed replie s, 

Since the question of economies is of some impor­ 
tance, the qualifications that apply to the foregoing 
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conclusion should be noted. Fir st, the que stion to which 
the firms were responding was somewhat obscure. This 
may perhaps explain the nature of the responses as well 
as the high nonresponse rate. Second, there is some ques­ 
tion about the quality of the responses. Unless the person 
filling out the que stionnaire had a comprehensive knowl­ 
edge of the operations of the companies, was willing to 
spend some time thinking about the question, and perhaps 
even engage in some research, it is doubtful if he could 
be expected to provide a complete and accurate answer. 

The final qualification relates to the rather small 
percentage of responses that could be interpreted as re­ 
porting savings in production costs. The merger path is 
not the most direct one to follow in the exploitation of 
economies of size in production. If plants are too small 
for maximum efficiency, placing them under common 
owner ship will not help to make them bigger - - at least 
not immediately. Only over a period of years may it be 
possible to consolidate production in larger plants. Thus 
the questionnaire returns may have understated the extent 
of the economies in production because of the lag in their 
realization. There is, however, one counter-argument 
that must be considered. 1£ the merging firms were 
duplicating the production of more than one product, they 
might have been able to lengthen the production runs by 
increasing the specialization of output within the different 
plants. One might expect this to take less time to accom­ 
plish than the building of new facilities. It is therefore 
striking that no cases of increased specialization were 
reported for foreign acquisitions,and less than 1 per cent 
of domestic acquisitions referred to increased speciali­ 
zation. 
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Appendix to Chapter 5 

1. Procedure Followed in Classifying Types of Mergers 

In specifying the market reiationship, a complication 
arises when the merging firms are operating in more than 
one market, since how one specifies the relationship may 
depend on what part of their activities one compares. 
The approach that was adopted here was to allow for mul­ 
tiple relationships based on different parts of the firms I 

operations. Allowance was made for a market relation­ 
ship between the following activities of the merging firms: 

(1) between their main activitie s; 

(2) between the main activity of the acquired firm 
and the subsidiary operation of the acquiring 
firm that was most closely connected with the 
main activity of the acquired firm; 

(3) between the main activity of the acquired firm 
and the most important subsidiary operation 
of the acquiring firm that was connected with 
the main activity of the acquired firm; 

(4) between the subsidiary activity of the acquired 
firm and the main activity of the acquiring firm; 

(5) between the subsidiary activity of the acquired 
firm and the subsidiary activity of the acquiring 
firm that was most closely connected with the 
subsidiary activity of the acquired firm. 

In establishing the connections and defining the mar­ 
ket relationships, vertically integrated firms were treated 
as though each of the steps of extraction, production, or 
distribution was a separate activity. This approach creates 
ambiguities in defining "main" and "subsidiary" operations, 
and also affects the market relationships established for 
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each of the identified connections. For example, assume 
that a retail outlet (gasoline station or a distributor of 
heating fuel) is acquired by an integrated oil company. If 
refining or extraction is interpreted as the main activity 
of the acquiring firm, the relationship between the main 
activities of the merging companies would be vertical 
forward, and the relationship between the main activity of 
the acquired firm and the subsidiary activity of the ac­ 
quiring firm would be horizontal. If the main activity of 
the acquiring firm was interpreted to be in distribution, 
the market relationships for the two connections -- between 
the main activities and between the subsidiary and main 
activities -- would be reversed. Of course, a difference 
of opinion about what was the main and subsidiary activity 
could also affect the other market relationships, vertical 
backward and conglomerate. No rule was established for 
determining what constituted the main and subsidiary acti­ 
vities of the companies. Each case was decided by exam­ 
ining the value of sales of the different products (value 
added figures were not available). 

Figures on these various subgroup market relation­ 
ships are presented in Tables A-9 to A-13. In roughly 
95 per cent of the acquisitions. the acquired firm operated 
in only one industry, and hence engaged in only one acti­ 
vity. Thus the acquisitions included in Table s A-12 and 
A-13 that deal with the subsidiary activities of the acquired 
firms are relatively unimportant. In the discus sian that 
follows, attention is focused on the relationships based on 
the acquired firm I s main activity.}:_/ 

Table 5-3 was constructed by examining the market 
relationships between the main activity of the acquired 
firm and the activities of the acquiring firm, starting with 

1/ The total number of foreign and domestic acquisitions 
on which the percentages are based is 601 and l, 173, 
respectively. Out of the total of foreign acquisitions, 
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its main activity. Where a vertical or broad horizontal 
relationship existed between the main activities of the 
firms, it was entered as the market relationship for the 
acquisition. Where the merger was clas sified as con­ 
glomerate, the relationship between the main activity of 
the acquired firm and the subsidiary operation of the ac­ 
quiring firm that was most closely connected with the 
main activity of the acquired firm was examined. If there 
was a vertical or horizontal relationship between those 
activitie s, it was recorded as the merger type for the 
acquisition; otherwise, the acquisition was placed in the 

586 are based on the main activity of the acquirer and 
15 on the subsidiary activity of the acquirer most 
closely related to the main activity of the acquired. 
That is, 15 of the 83 acquisitions classified as con­ 
glomerate in Table A-9 (based on the main activitie s 
of the merging firms) were placed in the broad hori­ 
zontal or in a vertical category in Table A-lO (based 
on the subsidiary activity of the acquiring firm that 
was most closely related to the main activity of the ac­ 
quired). The 15 acquisitions were distributed as. follows: 
horizontal -- 4; product extension -- 6; same three- 
digit -- 1; vertical backward to materials and to final 
commodities -- 3 and l, respectively. 

Turning to dome stic acquisitions, 74 of the 171 acqui­ 
sitions classified as conglomerate in Table A-9 were 
placed in the broad horizontal or in a vertical category 
in Table A-lO. The 74 acquisitions were distributed as 
follows: horizontal -- 33; geographic market exten­ 
sion -- 14; product extension -- 10; competing, but dif­ 
ferent materials -- 1; same three-digit industry -- 2; 
same two-digit industry -- 6; vertical forward to sales, 
assembly and other -- l,land 2, respectively; vertical 
backward to services, final commodities and other -- 1, 
1 and 2, respectively. 
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conglomerate category used by the editor s for de scribing 
the relationship between the main activities. Therefore, 
there was no recognizable vertical or horizontal relation­ 
ship between the main activity of the acquired and the acti­ 
vitie s of the acquirer in any of the acquisitions placed in 
the conglomerate category. 

2. Supplementary Comments and Data on Types of 
Mergers 

A secondary vertical or broad horizontal market re­ 
lationship .exi sted for 19 per cent of the foreign and IS per 
cent of the domestic acquisitions classified as vertical or 
in the broad horizontal category shown in Table S-3. The 
secondary market relationships are shown in Table SA-l 
as percentages of each of the market relationships in 
Table S-3. By combining Tables S-3 and SA-I, one may 
obtain a virtually complete picture.!/ of the market re­ 
lationships between acquiring and acquired firms. For 
example, there was a secondary market relationship in 
8. 0 per cent of the foreign acquisitions shown as hori­ 
zontal in Table S-3. Therefore, the following categories 
for acquisitions may be classified as horizontal with res­ 
pect to the merging firms' most important activities: 
horizontal (only) -- 92.0 per cent; horizontal-geographic 
market extension - - O. 6 per cent; horizontal-product 
extension - - 3. 7 per cent; and horizontal-vertical back­ 
ward -- 3.7 per cent. When each of the foregoing per­ 
centages is multiplied by . 268 (the share of the acquisition 
in Table S - 3 clas sified as horizontal) they are converted 

1../ The two table s do not exhaust all the market relation- 
ships because there was a handful of acquisitions in 
which there were three nonconglomerate market re­ 
lationships with respect to the main activity of the ac­ 
quired firm. Also, the market relationships involving 
the acquired firm's subsidiary activitie s have not been 
included in our discus sian. 
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to percentages of all foreign acquisitions. Secondary 
market relationships were most common for acquisitions 
initially classified as vertical -- approximately 40 per 
cent for both foreign and domestic acquisitions. The com­ 
bination of vertical and b r oad horizontal indicate s acqui­ 
sitions by firms vertically integrated to some degree. 

Combinations such as horizontal-product extension 
in Table 5A-I highlight the important, if obvious, point 
that the classification of mergers is imprecise and leaves 
considerable difference of opinion over the category in 
which an acquisition belongs. In the context of the present 
Study, it cannot be assumed that the concept of an activity 
was uniformly applied. What may have been classified as 
an activity in one instance may have been considered to 
be two activities (or more, conceivably) in another instance, 
with the re su It that one market relationship would be speci­ 
fied in one instance (e. g. only horizontal or only product 
extension) and two relationships in the second (e. g. hori­ 
zontal-product extension or vice ver sa). In addition, the 
same acquisition might also have been placed in different 
market relationship categories where there were elements 
of several market relationships in one acquisition, say 
horizontal, geographic market extension and product ex­ 
tension. 

Tables 5A-2 and 5A-3 provide a picture of the re­ 
lationship between the main activities of the merging firms. 
However, in contrast to the previous tables, the relation­ 
ships of the main activities are classified in terms of 
their location by sector s and two-digit industrie s, rather 
than from the viewpoint of narrowly defined "theoretical" 
industries. 

Consistent with the importance of the broad hori­ 
zontal category in Table 5-3, acquiring firms made most 
of their acquisitions in the same sector or industry in 
which their main activity was located: 84 per cent of the 
dome stic acquisitions and 79 per cent of the foreign acqui­ 
sitions were of firms in the same sector as the acquiring 

103 



The Take-Over of Canadian Firms, 1945-6l 

firm. I_! Similarly, when the firms located in manufac­ 
turing acquired firms whose main activity was in manu­ 
facturing, they tended to acquire firms in the same two­ 
digit industry.:?:../ This was true in 80 per cent of both 
the foreign and domestic acquisitions. 

However, the firms located in the manufacturing 
sector were most prone to make acquisitions in other 
sectors, with 20 per cent and 27 per cent of them doing 
so in domestic and foreign acquisitions, respectively. 
The major part of these foreign acquisitions and more 
than half of these domestic acquisitions were concentrated 
in the trade sector. The matrix in the top right-hand quar­ 
ter of Table 5A-2 and Table 5A-3 makes it possible to 
identify the location of the manufacturing firms and the 
sector s in which they made acquisitions. Firms located 
in most of the 20 industries made acquisitions in the trade 
sector, but the distribution among industries is very dif­ 
ferent for the dome stic and foreign acquisitions. Two in­ 
dustrie s - - petroleum and coal products, and chemicals -­ 
accounted for 62 of the 95 foreign acquisitions. The dom­ 
estic acquisitions are more equally distributed as well as 
being concentrated in different industrie s. Of the 66 dom- 
e stic acquisitions, 12 of the acquiring firms were located 
in the food and beverage industry, l O in primary metal and 
8 in petroleum and coal products. Apart from the distinct 
difference between foreign- and domestically- controlled 
firms in the primary metal industry, much of the difference 
in patterns is due to proportions of foreign and domestic 
control of the two-digit industrie s. 

Most of the vertical forward acquisitions of sales 
and/ or service outlets in Table 5 - 3 can probably be traced 
to the acquisitions by firms located in the manufacturing 
sector of firms located in the trade sector. 

l/ See the matrix in the top left-hand corner of Table 5A-3 
and Table 5A-4. 

2/ See the matrix in the bottom right-hand corner of 
Table 5A- 3 and Table 5A-4. 
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The vertical backward acqui sitions in Table 5 - 3 
may also be roughly traced in Table 5A-2 and Table 5A-3. 
Acquisitions by firms located in manufacturing of firms 
in forestry and in mining, quarrying, oil wells, probably 
account for many of the acquisitions of firms supplying 
materials. A similar correspondence probably exists 
for: (a) the acquisitions of firms in manufacturing by 
firms in trade, and (b) the acquisitions classified as 
vertical backward to final commodities in Table 5-3. 
Further, in many of the cases where the acquiring and 
acquired firms are classified in different sectors, the 
acquiring firm was vertically integrated and was operating 
in both sectors. It is only when the firms are classified 
according to their main activity that the acquiring firm 
appears to be moving across sectors via acquisition. 
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CHAPTER 6 

MERGER ACTIVITY AMONG 

FOREIGN CONTROL VERSUS OTHER FACTORS 

AFFECTING THE INCIDENCE OF 

MANUF ACTURING INDUSTRIES 

1. Three Hypotheses 

The reasons for foreign and domestic acquisitions 
are examined in this Chapter by investigating the influence 
of foreign control compared with other factors on the dis­ 
tribution of foreign and dome stic acquisitions among 
various manufacturing industries. 

Assume that a country has two industries, X and Y, 
and that non-residents control 10 per cent of the firms in 
industry X and 50 per cent of the firms in industry Y. 
If we further assume that foreign- and domestically­ 
controlled firms have an equal propensity to engage in 
merger activity, are equally well placed to buy up other 
firms, and have equal advantages to gain from mergers, 
one would expect to find that approximately 10 per cent of 
the mergers in industry X and 50 per cent of the mergers 
in industry Yare foreign mergers, as we have defined 
them, and that the remainder are domestic mergers. In 
other words, on the assumptions made, one would expect 
the distribution of foreign and dome stic acquisitions be­ 
tween industries X and Y to be directly proportional to 
the initial distribution of foreign- and domestically­ 
controlled firms between industries X and Y. Such a 
finding would imply that the nationality of control of ac­ 
quiring firms is in itself irrelevant as a determinant of 
the interindustry mix of merger activity. 1£ one found 
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that the cross-sectional distribution of merger activity 
among industries was related in direct proportion to the 
distribution of control among industries, one could con­ 
clude that the deviations from the proportional relation­ 
ship reflected a variety of market and cost factors 
impinging on both foreign and domestic acquiring firms 
and on acquired firms. If, on the other hand, one found 
that the relationship was not proportional, one would con­ 
clude that these deviations reflected not only market and 
cost factors, but also an independent influence of foreign 
control on merger activity in various industries. 

The Take-Over of Canadian Firms~ Z945-6Z 

In its simplest form, the hypothesis being posed 
implies that the ratio of the number of forei~~ mergers 
to total mergers, domestic plus foreign, ( . ) in 

. dt' . di tl t' 1 N + M any ln us ry, i , IS Hec y propor ron a 
to the ratio of foreign control in that industry: 

(6. 1) = 
Fin + Fim 

where Fin and Fim indicate the number of foreign- and 
domestically-controlled firms in industry i , A second 
variant of this hypothesis allows for the possibility that 
there is a constant difference between these two ratios. 
In this form the hypothesis may be restated as follows: 
the ratio of the number of foreign to total mergers in 
any industry is proportional to the ratio of foreign con­ 
trol in that industry after allowance is made for a con­ 
stant differential between these two ratios: 

(6. 2) = Ci + 
Fin + Fim 

This formulation implies that even if there is no foreign 
control in industry i, Ci (100) per cent of the mergers 
in industry i will be foreign mergers, and that this ratio 
increases above Ci by the amount of any increase in the 
ratio of foreign control. For example, if in industry i 
the ratio is 10 per cent, the predicted ratio of foreign to 
total mergers is Ci +.10. This hypothesis may be In­ 
terpreted as sugge sting that foreign firms enjoy a 
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Manufacturing Mergers t Foreign ControZ 

= Cl + B 

common advantage in all industries over domestic firms 
in making acquisitions, which is reflected in the constant 
term Cl. Once this common factor has been allowed for, 
the cross - sectional distribution of acquisitions coincides 
exactly with the cross-sectional distribution of foreign 
ownership, and foreign control per se does not afford 
additional advantages in any industry over and above the 
common advantage equally available in all industries. 

A third variant of the hypothe sis is that the degree 
of foreign rne r ger activity is not independent of the Ie vel 
of foreign control in various industries. 

(6.3) 
Fin + Fim 

where B is significantly different from 1. O. This 
hypothesis allows for the possibility that foreign acquisi­ 
tions are influenced in various industries not only by a 
factor, Cl, common to all industries, but also that the 
degree of foreign control in any particular industry exer­ 
cise s a special influence of its own. Allowance having 
been made for the common factor, Cl, the ratio of fo r « 

eign mergers to total mergers is not proportional to the 
ratio of foreign control.ll 

The differences between these three hypotheses 
are illustrated graphically in the following Figure. 

II A fourth possible hypothesis is that there is no sys­ 
tematic relationship between the degree of control and 
the ratio of foreign merger s in which case 8 is not 
significantly different from zero. 
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The Take-Over of Canadian Firms, Z945-6l 

Ni Fin 
(6.2) Ni+Mi = cr+ Fin+Fim (cr#O;B=l) 

Ni Fin 
(6.1) ~ = ~ (cr=O;B=l) 

i i 

Ni Fin 
(6.3) Ni+Mi = cr+B ~ (crfO;B<l) 

Fin/Fin+Fim 

If either hypothesis (6.1) or (6.2) holds and B is not sig­ 
nificantly different from 1. 0, one may conclude that the 
evidence is consistent with the view that interindustry 
variations in merger acti vity are independent of the 
degree of foreign control per se and largely reflect mar­ 
ket and cost conditions confronting various industries. 

In order to test these hypotheses, one may fit 
equation (6.3) and examine the value of the parameters 
Ci and B. If the first hypothe sis holds, Ci will not be 
significantly different from zero and B will not be sig­ 
nificantly different from 1. O. 1£ the second hypothesis 
holds, Ci will be significantly different from zero and 
B will not be significantly different from 1. O. And if 
the third hypothesis holds, Ci will be significantly differ­ 
ent from zero and B will be significantly different from 
1. O. 
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Manufacturing Mergers & Foreign ControZ 

Before applying this test it is necessary to specify 
what variable to use to measure control. Since the num­ 
ber of acquisitions is the dependent variable, the number 
of firms is the closest corresponding measure of control. 
A problem might arise, however, if the average size of 
foreign-controlled firms making acquisitions during the 
sample period was substantially different from the aver­ 
age size of domestically-controlled firms. Our evidence 
is somewhat uncertain on this point. According to Table 
4-4 above, the average size of acquiring firms, judged 
in terms of assets and sales, was less than the average 
size of domestic acquiring firms. However, as indicated 
in Chapter 4 these figures include only the size of that 
portion of the acquiring foreign firm situated in Canada 
and do not reflect the total size of the acquiring firms. 
If their foreign, as well as their domestic, operations 
were included in the size comparisons, the foreign 
acquiring firms would be larger than domestic acquiring 
firms, in some industries at least. Moreover, our es­ 
timate s of the degree of foreign control are based on 
company data, not on firm data. As indicated below, 
foreign-controlled companies in Canada generally (in­ 
cluding those not making acquisitions but who might 
nevertheless be a force in the market for firms) were 
considerably larger on average than all domestically­ 
controlled companies. In order to allow for the possi­ 
bility that the relative difference in size in acquiring 
foreign and domestic companies may have influenced 
the number of mergers, the value of company assets 
was included in the anal ysi s , 

Before discussing data and the analysis itself, it 
will be helpful to indicate the notation and definitions that 
have been used in the remainder of this Chapter. 

113 



The Take-Over of Canadian Firms, 1945-6l 

N = number of foreign acquisitions 

M = number of domestic acquisitions 

Nis' Mis = the respective number of foreign and 
domestic acquisitions in the ith industry 

Nib, Mib the respective number of foreign and 
domestic acquisitions made by firms 
located in the ith industry 

Nih, Mih = the number of foreign and domestic 
acquisitions in the ith industry where 
both the acquiring and acquired firms 
were located in the ith industry 

Fin = the number of foreign-controlled 
companie s in the ith industry 

Fim = the number of domestically-controlled 
companies in the ith industry 

Ain = the value of foreign-controlled company 
assets in the ith industry 

Aim = the value of domestically-controlled 
company assets in the ith industry 

Sin the average size of foreign-controlled 
companies in the ith industry 

Sit = the average size of all companies in 
the ith indu stry 

R2 = coefficient of multiple determination, 
adjusted for degrees of freedom 

t = ratios shown in square brackets 

n = number of observations = 18 (17 in log­ 
linear r.e.l ati on s ) 
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Manufacturing Mergers & Foreign ControZ 

The number of acquisitions may be measured in 
terms of Nib or Nis or Nih. In our estimates, all 
three have been employed as the dependent variable: 

Nih + Mih 

Attention is focused mainly on the first and second of 
these ratios. The first ratio tests the three hypotheses 
in terms of the number of acquisitions made by firms in 
the ith industry. This allows for circumstances that 
cause firms in an industry to make acquisitions outside 
the industry, as occurred in the case of most conglom­ 
erate and vertical acquisitions .1/ A somewhat more 
limited set of merger force s is allowed for in the second 
ratio since it reflects only those forces that result in the 
merger of firms in the same industry. However, it 
makes for a simpler and more direct test to limit the 
hypothesis to those cases where the acquiring and ac­ 
quired firms are in the same industry. The difficulty 
with the third ratio is that there is no logical reason 
why there should be a relation between the number of 
acquired firms in an industry and the number of acqui­ 
sitions made by acquiring firms in that industry, except 
when the buyer and seller are in the same industry. 
Since about 75 per cent of the acquired firms in the 
manufacturing sector were acquired by firms in the 
same two-digit industry as the acquired firm, one 
would expect the results from using these three ratios 
as the dependent variable to be somewhat similar. 

1/ However, since the analysis is conducted at the 
level of two-digit industries, some acquisitions 
were clas sified as conglomerate or vertical when 
the acquiring and acquired firms were in the same 
industry. 
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2. The Data 

The Take-Over of Canadian Firms, Z945-6Z 

The relevant ratios required to apply the test are 
presented in Table 6-1. Columns 1 and 2 are based 
on the number of acquisitions over the period 1945 to 
1961, columns 3 and 4 on the distribution of control 
in 1962 - - the earlie st year for which this information 
is available for two-digit industries. The hypothesis is 
based on the direction of causation running from columns 
3 and 4 to columns 1 and 2. But in using an end- 
of-period year to measure the distribution of control, 
there is an effect on columns 3 and 4 running from 
columns 1 and 2 as well. Acquisitions from 1945 to 
196'1 had some impact on the distribution of control of 
assets and firms. However, to the extent that this 
effect is unevenly distributed among industries, the 
bias introduced is unsystematic and may not bias the 
statistical results in the direction of supporting the 
hypothesis.l/ Furthermore, there is no reason to 
believe that Fin and Ain were more affected by Nis 
than Fim and Aim were by Mis, and hence there 
is no obvious bias when the te st is based on the ratios 
used in equations (6.1) and (6.3). 

The reporting firms were asked to specify the 
"nationality of the controlling interest in the acquired 
and acquiring companies or firms immediately before 
the merger". There were no questions relating to the 
percentage of foreign ownership. In constructing 
columns 3 and 4, foreign control was assumed when 
50 per cent or more of the owner ship was held abroad. 
The data for the estimated equations reported in this 
section are also based on the same criterion of control. 
A second set of equations, based on the as sumption that 
25 per cent ownership constitutes control, was also run. 

1/ See Table 3-4 for an indication of the impact 
foreign acquisitions had on foreign control. 
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Manufacturing Mergers & Foreign Control 

The se equations are reported in the Appendix to this 
Chapter. The differences in the estimated equations 
when 50 per cent ownership and 25 per cent ownership 
are assumed are minor. 

It is recognized that there are difficulties associ­ 
ated with testing the hypotheses at the level of the two­ 
digit industry. Apart from the tobacco industry, and 
perhaps petroleum and coal products, the breadth of the 
two-digit industr.ie s is such that it may not be concluded 
that any two firms in the same two-digit industry are in 
the same market environment - - e ven allowing for the 
more obvious differences between firms, such as size. 
li, for any two-digit industry, foreign and domestic 
firms are not distributed among the industries within 
the industry in the same proportion as for the two-digit 
clas sification as a whole, there is a pas sibility of obtain­ 
ing statistical results that are inconsistent with one or 
other hypothesis even though the hypothesis is valid. On 
the other hand, there is also the possibility that the 
average results for each two-digit industry may be more 
consistent with one of the hypothe se s than the re su l.t s for 
the finer industry clas sifications would be. Further 
weaknesses in the data are pointed out below, and should 
be taken into account in evaluating the results of our tests. 

3. The Re suIts 

Inspection of columns 1 and 2 of Table 6-1 with 3 
is sufficient for one to reject the simple proposition 
that the percentage of acquisitions accounted for by 
foreign-controlled firms in any industry during the 
sample period was equal to the percentage of companies 
in that industry that were under foreign control. Com­ 
parison of columns 2 and 3 reveals that the percentage 
of foreign acquisitions was higher than the percentage of 
companies under foreign control in 17 out of the 18 in­ 
dustries, with the difference exceeding 12 percentage 
points in 15 of the 17 industrie s , This consistent pattern 
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The Take-Over of Canadian Firms, 1945-6l 

is accurately summarized by the difference of 20 percen­ 
tage points in the average percentages for each column 
given in the last row of the Table. The differences be­ 
tween columns 1 and 3 are equally large and in the 
same direction. 

This conclusion is confirmed by equations (6.4) 
and (6.5). The simple proportionality hypothesis reflec­ 
ted in equation (6.1) implies intercept values of zero 
and slope coefficients of one. The positive and significant 
intercept terms of equations (6.4) and (6.5) are therefore 
inconsistent with a simple proportionality hypothesis. In 
this connection it is also noteworthy that the mean differ- 

Nib Fin 
ence between M and is 18.4 

ib + Nib Fim + Fin 
per cent, which approximates the intercept term of 
equation (6.4), and the mean difference between 

N'h F· 1 ln 
and is 20.8 per cent, which 

Nih + Mih Fin + Fim 
is comparable to the intercept term of equation (6.5). 

Nib Fin 
-2 .56 R = 

(6.4) = 0.191 + 0.890 ' 
Nib + M i b [ 2. 41 ] [ 4. 79 JF in + F im 

Nih Fin R2 = .75 
(6.5) 

Nih + Mih = 0.206+ 1.004 F. + Fim 
[3.43J [7.l5J III 
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Table 6-1 

THE PERCENTAGE DISTRIBUTION OF FOREIGN ACQUISITIONS AND 
FOREIGN-CONTROLLED FIRMS AND ASSETS BY TWO-DIGIT INDUSTRIES 

Nb Nh F n(l) An(l) 

Industry Nb + Mb Nh + Mh Fn + Fm An + Am 

(1 ) (2) (3) (4) 

Food and beverage 17.57 18.12 12.82 26.15 

Tobacco 100.00 100.00 66.67 85.34 

Rubber 56.00 80.00 68.18 91. 97 

Leather 47.62 5?.94 13.19 27.07 

Textile, knitting and clothing 29.82 33.33 13.29 30.66 

Wood 26.42 40.00 9.86 27.98 

Furniture and fixtures 50.00 50.00 11. 63 21. 47 

Paper 34.69 35.29 35.15 40.91 

Printing and publishing 18.03 11.54 12.27 10.94 

Primary metal 14.04 47.06 33.59 60.17 

Metal fabricating 12.73 64.52 31.99 51. 34 

Machinery 60.00 86.67 51. 15 63.69 

Transportation equipment 55.56 68.18 48.06 84.23 

Electrical products 81. 48 76.47 57.04 66.63 

Nonmetallic mineral products 45.90 40.00 26.28 51. 07 

Petroleum and coal products 79.22 87.50 69.44 99.35 

Chemical 86.25 84.00 62.47 76.40 

Miscellaneous manufacturing 60.71 61. 90 42.42 64.61 

Average 52.00 57.70 37.00 54.40 

( 1) The number of firms and the volume of assets are based on corporations with a 
minimum of $250,000 worth of assets. Since it is the activity of the acquiring 
firms that is being studied, the omission of the smaller companies does not 
create any problems; only four of the reporting firms had less than $200,000 
worth of assets, and 21 reported assets worth $400, 000 or less. 

Source: For columns 1 and 2, Table 5A-2 and Table 5A-3; for columns 3 and 4, 
Corporations and Labour Unions Returns Act, 1962, Ottawa, Queen's Printer, 
1965, Tables 4A-22A. 
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This evidence is, however, fully consistent with the 
second variant of the hypothesis which implies that the Cl 

is significantly different from zero and S is not signifi­ 
cantly different from 1. O. For equation (6.4) the prob­ 
ability of mistakenly rejecting the hypothesis B = 1 is 
approximately 50 chances in 100,andfor equation (6.5) 
it is about 97 chance s in 100. In short, the statistical 
evidence gi ve s more re ason, u sing conventional con­ 
fidence levels, for provisionally accepting the hypothesis 
that S = 1 than for rejecting the hypothesis. However, 
the "best" point estimate of course is the estimate ob­ 
tained in the equation. In summary, our evidence 
suggests that once a common differential between the 
ratio of foreign to dome stic mer ger acti vity and the 
ratio of foreign to domestic control has been allowed 
in all industrie s, the interindustry mix of merger ac­ 
tivity is largely independent of the degree of foreign 
control and seems to reflect mainly market and cost 
conditions. 

A possible explanation for the common difference 
between the ratio of foreign to total mergers and the 
degree of foreign control, as reflected by Cl, is the 
difference between Canadian and foreign, especially 
U. S., tax laws. In the time available, we have not 
been able to investigate this possibility. 

Another possible explanation for the consistent 
difference between the ratio of foreign mergers to total 
mer gers and the ratio indicating foreign control - - as 
reflected by the intercept term, Cl - - is a difference 
in the average size of foreign- and domestically­ 
controlled companies. This possibility is suggested by 
comparing columns 3 and 4. On average, the per­ 
centage of assets controlled was 17 percentage points 
higher than that of the number of firms, with the direc­ 
tion of the difference maintained in all but one of the 18 
industries. Foreign-controlled cornpani.e s were larger, 
on average, than domestically-controlled companies. 
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than 1. 0, indicating that changes in were 
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Furthermore, a comparison of column 4 with columns 1 
and 2 indicates smaller and far less consistent differences 
between column 3 and columns 1 and 2. 

The effect of the size of companies on merger 
activity by foreign-controlled firms is investigated in 
three different ways. Fir st, 

Fin Ain 
and are both included as 

Fin + Fim Ain + Aim 
explanatory variables in equations (6.6) and (6.7). How­ 
ever, the percentage of assets and the percentage of 
companies are highly collinear (r = .95) and as a result 
the t -ratio for both variable s is reduced, though the 
value of [3 in equation (6.6) remains significant. In both 
equations, the value of a remains significantly different 
from zero. Secondly, 

Ain 
is used as an explanatory variable by itself 

Ain + Aim 
in equations (6. 8) and (6.9). The value s a are Le s s than 
in equations (6.4) and (6.5), and only one of them is sig­ 
nificant at the 5 per cent confidence Le vel. At the same 
time, the estimated values of B are significantly less 

Ain 

l e s s than proportional to change s in 
Fin + Fim 

Thirdly, the ratio of the average size of foreign­ 
controlled companie s to the average size of all campanie s 

Fin 
was included along with as an explanatory 

Fin + Fim 
variable. The regression equations are numbered (6.10) 

Sin 
and (6.11). Although Sit is not a useful variable for 

explaining differences between industries (it is clearly 
insignificant), its effect on the intercept terms and their 
t-value s is consistent with the view that the positi ve 
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intercept term in equations (6. 4) and (6. 5) may be due to the 
difference in the average size of foreign- and domestically­ 
controlled firms. But of course this result must be inter- 
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preted with caution. It is not clear why, or whether, 
Fin 

adding the ratio of average firm size to ----­ 
Fin + Fim 

better procedure for capturing the effect of average firm 
Fin 

size than, say, 
Sin 
S·t • . 1 

(6.8) and (6. 9). 

is a 

weighting F. through multiplying 
Fin + lm 

it by The latter approach re sults in equations 

N·b 
( 6 6) 1 = 0.226 + 1. 237 • Nl·b + Ml·b [2 • 27 J [ 2. 04 J 

Ain 
- 0.300 
[O. 60J Ain + Aim 

(6. 7) 
Nih Fin 

Nih + Mih 
= 0.181 + 0.757 

Fin + Fim [2.40 J [1. 65 J 
Ain 

+0.213A A·· 
[0.57 J in + im 

(6.8) 
Nib Ain 

=0.158+0.664 
Nib + Mib [1. 54] [3.90J A. + A. ln lm 

Nih Ain 
(6.9) 

Nih + Mih 
=0.139+0.803 

Ain + Aim [1. 86 J [6.48 J 

Nib Fin 
{6.10)N + M =0.153+0.913 

Fin + Fim ib ib [0.62J [3.80J 
Sin 

+0.018 - 
[ O. 16 J Sit 
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Nih Fin 
( 6 11) - 0.062 + 1.171 

• Nih + Mih - [0.36J [7.01J Fin + Fim 

+ O. 126 Sin 
[1. 67 J Sit 

It is e vident that there was a much clo ser relation- 

N°h 
ship between Nih : Mih and than there 

was between the latter and 

Fin + Fim 
Nib 

One possible 
Nib + Mib • 

reason for the difference is that the causal chain from 
the percentage of foreign acquisitions to the percentage 
of firms that are foreign controlled is stronger for 
horizontal acquisitions. The difference may also be due 
to more uniform behaviour on the part of firms with re­ 
gard to horizontal acquisitions (which encompass some 
vertical acquisitions when the industry is defined at the 
two-digit level) than to all types of acquisitions. How­ 
ever, an important part of the explanation probably lies 
in the nature of the data. As interpreted in the question­ 
naire data, the "f i.r m" encompas sed the total Canadian 
operations of the acquiring firm. The "fi r m" under the 
Corporations and Labour Unions Returns Act refers to 
each separately incorporated enterprise and each wholly 
owned subsidiary. The allocation of firms to industries 
by the questionnaire was based on the f i r rn s ' main 
activity. In those instances in which an acquisition was 
related to the subsidiary activity that lay outside the 
two-digit industry in which the main activity occurred, 
the nature of the main activity was unrelated to the ac­ 
quisition. However, this pas sibility does not exist 
where merger activity is measured by Nih' because 
the acquired firm was located in the industry in which 
the acquirer was classified by definition. 
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4. Extension of the Re suits: Estimated Eguations 
for Nb and Nh 

Fin 
Equation (6.3) may be written as Nib - -­ Fim . 

_ Fin Mib and Nih - --. Mih and these equations may be 
Fim 

estimated in log-linear form,}:j the expected signs of 
the regression coefficients for the explanatory variables 
are plus for Fin, Mib and Mih and minus for Fim. 

(6. l3)logNih = -0.070 + O. 873logFin + O. 44110gMih 
[0.30J [6.47J [4.37J 

- 0.4l8logFim 
[3.48 J R 2 = .82 

U sing logarithms of the variable s, the following 
estimates were derived: 

(6.l2)logNib =-0.032 + O. 972logFin + 0.484logMib 
Io, iu [5. 03J [4. 07 J 

- 0.5l3logFim 
[3. 89J 

The signs of the coefficients conform to those that 
were expected and the coefficient for each variable is 
highly significant statistically. U sing equation (6. 12) as an 
example, one can interpret the equation as follows: given 
the number of domestically-controlled firms and the num­ 
ber of dome stic acquisitions, a 10 per cent difference in 
the number of foreign-controlled firms between industries 
is associated with an 8.7 per cent increase in the number 
of foreign horizontal merger s. Similarly, ceteris paribus, 
a 10 per cent difference, respectively, in the number of 
domestic acquisitions and the number of domestically­ 
controlled firms, is as sociated with a 4. 4 per cent increase 
and a 4. 2 per cent decrease, respectively, in the number of 
foreign acquisitions. 

1/ The reason why Nib and Nih were added to the denom­ 
inator originally was the existence of a zero value for 
Mib and Mih in the tobacco products industry. This 
industry is not included in the present regressions. 
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Unfortunately, the use of an end-of-period year 
introduces a certain bias; both 10gFin and 10gFim are 
affected by 10gNib and 10gNih' This difficulty cannot be 
avoided, N everthele s s, the high level of statistical 
significance associated with the estimated parameters 
cannot be dismissed on the ground that it mainly reflects 
the direction of causation flowing from 10gNih and 10gNib 
to 10gF in and 10gF i m- 

The hypotheses, of course, are not very enlighten­ 
ing from the standpoint of explaining foreign acquisitions 
that were undertaken by firms without any Canadian 
operations prior to the acquisition. The se acquisitions 
appear to account for about 11 per cent of the foreign 
acquisitions .1/ No attempt was made to identify and 
delete these acquisitions, though it may be wise to do 
so in future work employing narrower industry clas sifi­ 
cations than have been used in this Chapter. 

5. Concluding Comments 

What emerges from this evidence may be summed 
up as follows: 

(a) There appears to be a uniform difference (Ct) for 
all industries between the ratio of foreign to total 
mergers and the ratio of foreign control. There 
is some tentative evidence to suggest that this 
difference may reflect the generally larger size 
of foreign-controlled firms compared with 
domestically- controlled firms. 

(b) Once this factor, common to all industries, has 
been allowed for, the evidence is consistent with 
the view that the ratio of foreign to total mergers 

]) Table A-4. 
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is proportional to the ratio of foreign control. 
As already indicated, this implies that differ­ 
ence s in the degree of merger acti vity in various 
industrie s reflect market and cost conditions 
rather than differences in foreign control per se. 

(c) The equations that have been fitted" explain" 
between half and four-fifths of the interindustry 
mix of merger activity. This means that a sig­ 
nificant portion of the interindustry mix of 
merger activity remains to be explained in 
terms of other factors. One way of approaching 
this task in future re search would be to try to 
explain the deviations from the equations fitted 
here in terms of various market and cost variables. 
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Appendix to Chapter 6 

1. Simple Correlation Coefficients 

Nib + Mib 

Nih + Mih 

Fin + Fim 

Nih Nis Fin Ain 

Nih + Mih Nis + Mis Fin + Fim Ain + Aim 

.89 .84 .77 .70 

.93 .87 .85 

.83 .80 

.95 
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2. When 25 per cent ownership was assumed to constitute 
control, the following re su It s were obtained: 

Nib Fin 
(6A.l) =0.179+0.848 

Nib+ Mib [2.06J [4.45JFin+ Fim 

(6A.2) 

(6A.3) 

-0.005Si 
[0.07 J 

Nih Fin 
= 0.190 + 0.961 ---- 

Nih + Mih [2.80 J [6. 45JFin + Fim 

Nili F~ 
= 0.062 + 1.054 

Nih + Mih [0.41J [5. 91J Fin + Fim 

+ 0.054S· 
[0.96J1 

(6A.4) 

(6A.5) logNib = 0.154 + 1. 05210gFin 
[O. 51 J [5. 14 J 

- O. 53210gFim + 0.4421ogMib 
[4.15J [3.77J 

(6A.6) logNih = 0.217 + 0.9341ogFin 
[0.90J [6.42J 

+ 0.3911ogMih - 0.4071ogFim 
[3.90J [3.51 J 
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CHAPTER 7 

THE INF LUENCE OF 

GENERAL ECONOMIC CONDITIONS 

ON THE NUMBER OF MERGERS 

1. Introduction 

In the two preceding Chapters attention has focused 
mainly on firm and industry characteristics and the 
relationship between these characteristics and the number 
of mergers. Here we propose to look across the particu­ 
lar s of firms and iridu str i e s to consider what effect, if 
any, changes in the general economic environment may 
have had on merger activity from 1945 to 1961. To put 
it more technically, in this Chapter we concentrate on 
broad macro-economic relationships in contrast to pre­ 
vious Chapters where the emphasis was on micro­ 
economic relationships. 

A basic is sue to be considered in explaining why 
mergers take place is why the buyer believes it worth 
his while to buy a firm at the price at which the s e Il er 
is prepared to sell it. Merger transactions may be 
assumed to reflect differences in the demand and supply 
conditions confronting buyers and sellers that lead to 
difference s in the expected profitability of firms as seen 
by buyers and sellers. On the demand side, there may 
be difference s in expectations about market demand, 
differences in access to information, differences in 
access to markets, and so forth. On the supply side, 
there may be differences in access to financial resour­ 
ces, differences in access to factor inputs, differences 
in access to technology and managerial talent, differences 
in risk and attitude s to risk-bearing, difference s in the 
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length of the planning horizon, as well as other factors. 
For the most part, smaller firms seem to be subject to 
more stringent constraints on both the demand and supply 
sides than larger firms with the result that larger firms 
tend to absorb smaller firm-s. 1) 

The view that merger transactions reflect differ­ 
ences in the demand and supply conditions facing buyers 
and sellers can be readily adapted to explain international 
mergers. In this situation, the question is not only why 
the buyer believes the firm is worth more than the seller, 
and consequently why he is willing to pay the price at 
which the seller is willing to sell. There is also the fur­ 
ther question of why a foreign buyer believes the firm is 
worth more than potential domestic buy(er~, and con­ 
sequently why the foreign buyer is willing to buy the 
domestic firm at a price that potential domestic buyers 
are not prepared to pay. Again, the answer can be sought 
in terms of differences in the demand and supply con­ 
ditions faced by foreign buyers and by potential domestic 
buyer s , 

One can think of the net pre sent value of a firm as 
being equal to the discounted value of the future net 
profits of the firm, or: 

RI - Cl R2 -C2 Rn - Cn 
(7.1) NPV = + + ••• + 

(1 + rI) (1 + ri) 2 (1 + r n)n 

where NPV is the net present value of the firm, R is 
total annual expected gross revenue in future years, 
C is total annual expected costs in future years gross of 
intere st and amortization, r is the expected opportunity 
cost of capital in future years, and n is the number of 
year s over which returns are discounted, reflecting the 
planning horizon of the buyer or seller. 

1:../ For a fuller discus sion, see E. T. Penrose, The 
Theory of the Growth of the Firm, New York, 
John Wiley and Sons, 1959, p. 156 ff. 
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NPVb and NPV s represent the net present values 
placed upon any firm by potential domestic buyers and 
the potential seller, respectively. In order for a mer­ 
ger transaction to occur in a perfectly competitive mar­ 
ket, NPVb must be greater than NPV s; NPVb cannot be 
les s than NPV s since in this situation the buyer will not 
be prepared to pay enough to overcome the reservation 
price of the seller.!.! The differences in market cir­ 
cumstance s and constraints impinging upon buyers and 
sellers, such as those already referred to, are reflec­ 
ted in the different values assumed for R, C, r and n, 
which results in buyers and sellers placing different 
valuations on firms. 

A necessary condition for a foreign merger to 
occur under competitive market conditions is that the 
net pre sent value of the firm as seen by the foreign 
buyer, NPVf' exceeds the maximum net present value 
of the firm to all potential dome stic buyer s and the mini­ 
mum net present value to the domestic seller. As in the 
case of domestic mergers, it is apparent that differences 
in the market circumstances and constraints bearing on 
foreign buyers compared with those bearing on domestic 
buyers and sellers may readily give rise to situations 
where NPVf exceeds both NPVb for all potential domes­ 
tic buyers and NPV s- Moreover, when the possibility 
of international transactions is introduced into the picture, 
it is evident that exchange rate considerations may also 
be a factor influencing the valuations placed on firms by 
buyers and sellers. 

A related question is why potential buyers, domes­ 
tic or foreign, do not choose to establish new facilities 
rather than to buy existing facilities. Presumably, this 
is because the NPV s for firms that are taken over is 

1/ Here and elsewhere, we abstract from the direct 
and imputed costs of merg.er transactions. 
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less than the cost of establishing fully comparable facili­ 
tie s anew (including the goodwill and other intangible s 
associated with a going concern) and of overcoming bar­ 
rier s to entry. 
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This conceptual framework is very simple, of 
course, and would require further elaboration for pur­ 
poses of detailed firm and industry analysis. Neverthe­ 
less, in this simple form it provides a framework for 
considering how changes in general economic conditions 
may influence the number of mergers. Because of dif­ 
ferences in their characteristics and in the market con­ 
ditions and constraints that they face, changes in general 
economic conditions can be expected to have differential 
effects on potential buyers and sellers. These differen­ 
tial effects will be reflected in differences in the impact 
of change s in economic conditions on R, C, r and n, and 
consequently on NPV s' NPVb and NPVf which, in turn, 
will affect the number of mergers that take place. 

In the empirical analysis that follows we have 
attempted to identify the particular feature s of the 
general economic environment to which the number of 
mergers seems to be especially sensitive and to evalu­ 
ate the relative importance of changes in these factors 
in explaining merger activity. The investigation of these 
questions is based on time - serie s analysis, applied by 
fitting a series of linear equations by ordinary least 
squares to annual data for the period from 1945 to 1961. 
The first part of the analysis can to some extent be 
characterized as a search procedure de signed to identify 
the most likely factors explaining variations in the total 
number of international mergers during the sample 
period. Having derived two relationships that seemed 
to explain change s in the total number of international 
mergers satisfactorily, both relationships were subjected 
to three tests. The first test is to determine how plaus­ 
ible each explanation of international mergers looks in 
the light of the re sults obtained when the same relation­ 
ship is fitted to data on the number of domestic mergers 
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in Canada. The second test is to see how well each 
relationship stands up to disaggregation when each is 
rerun on the main components of international mergers. 
The third test is to assess the predictive power of each 
estimated relationship. A few of the estimates that were 
fitted in the process of deriving our two "best" estimates 
are presented in the Appendix to this Chapter together 
with some supplementary notes on these experiments and 
detailed information about the statistical data employed 
in the regression estimates.!_! 

Throughout this analysis we have concentrated on 
the number of mergers. The main alternative that was 
considered was the value of merger s , Limitations of 
time and resources made it impossible to pursue the 
analysis along both avenues. We opted for the number 
of mergers rather than the value of mergers, on the 
ground that our concern is with the factor s influencing 
merger activity and that for this purpose the number of 
mergers is preferable. The value of mergers can be 
expected to vary widely because of the particular size 
of firms taken over; yet the size of the firms taken over 
may have little or no relation to the reasons why firms 
are taken over, which is our principal interest. A few 
preliminary tests were run on the value of mergers. 
These seemed inconclusive and unpromising, largely, 
it seemed, because of unsystematic year -to-year vari­ 
ations in the average value of the firms taken over. It 
is freely acknowledged, however, that it may prove 
illuminating in future re search to consider the value of 
mergers as well as the number of mergers. 

2. Estimated Relationships 

In the serie s of experiments undertaken to explain 
variations over time in the number of international 

!/ Other equations that were fitted are available from 
the authors upon request. 
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i) the number of mergers in the United States (A); 
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mergers in Canada, consideration was given to the follow­ 
ing explanatory variables: 

ii) the number of commercial failures in Canada (F); 

iii) the supply of funds generated internally in 
Canadian corporations (L); 

iv) the level of business activity in Canada, as re£lec- ' 
ted by the level of unemployment (U), or the index 
of industrial production in manufacturing (I), or 
profits per unit of manufacturing output (IT); 

v)the level of common stock prices in Canada (Z); 

vi) de viations in Canada's foreign exchange rate from 
$~.OO Can. = $1.00 U.S. (x); 

vii) the level of short-term interest rate in Canada (i); 

viii) the level of short-term interest rates in the United 
States (ia); 

ix) the difference in short-term intere st rate s between 
Canada and the United States (il); 

x ) the difference between the level of stock market 
prices in Canada and the United States (ZI); 

xi) the income velocity of circulation (V = money 
stock + GNP); 

xii) a time trend (t). 
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The three major influences that seem to have been im­ 
portant are the factors influencing merger activity in 
the United States, the level of economic activity in 
Canada, and financial circumstances in Canada. It 
proved more difficult to nail down the specific variables 
that most accurately reflect the relationship between 
these three general influences and the number of inter­ 
national mergers in Canada, N. The two "best" 
hypotheses that emerged from our tests are as follows: 

(7.2) N = 3.32355 + O. 06770A + 0.03290F - 20.46221L 
[5.l5J [3.40J [2.17J 

.92 D. W. = 2.77 S.E. = 7.43 

(7. 3) N = 41. 94603 - 2.15884Z'+ 
[7.51J 

+ 5. 0798 6t - 8. 0 1457 U 
[3.90J [3.46J 

0.33441Z - 19.44272ia 
[ 2 . 0 7 J [ 5. 4 5J 

R_ 2 = .97 D. W. = 2.30 S.E. = 4.99 

or 

(7.3a)N = 52.75491 - 2.33058Z' - 19.22958ia + 6.7639lt 
[7.50J [4.78J [5.88J 

- 8. 34426U 
[3.20 J 

R_2 = .96 D. W. = 1. 90 S.E. = 5.63 

Here, as elsewhere in this Study, t-ratios are shown 
in square brackets below the associated parameters. 
R2 is the coefficient of multiple determination, adjusted 
for degrees of freedom; D. W. is the Durbin-Watson 
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statistic;.!} and S. E. is the standard error of estimate. 
We have followed the convention of regarding regression 
coefficients that are equal to or greater than twice the 
associated standard error, as indicated by t-ratios of 
2. a or more, as being significantly different from 
zero. This level of statistical significance implies 
that if a parameter passes our test the chances are 
about 95 out of 100 or better that the evidence of a 
systematic relationship is not the result of chance. 
A Scottish verdict of "not proved" is pronounced on 
relationships in which the estimated parameters do 
not warrant this degree of confidence, as indicated by 
their t-ratios. In these cases our evidence should be 

.!_/ The simple least squares model assumes that 
the residuals between actual values of the depen­ 
dent variable and the estimated value s are ran­ 
domly distributed. The Durbin- Watson statistic 
may be used to test for significant autocorrelation 
in the computed re sidual s of a re gre s sian equation. 
Tables for evaluating the Durbin-Watson statistic 
are given in J. Durbin and H. S. Watson, 
liTe sting for Serial Correlation in Least Squares 
Regression, IP', Biometrika, LXXVI, 1951, 
pp. 159 -178, and H. Theil and A. L. Nagar, 
"T'e sting the Independence of Regression Disturb­ 
ances", Journal of American Statistical Associ­ 
ation, LVI, 1961, pp. 793-806. There is no 
evidence of significant negati ve autocorrelation 
in the residuals at the 95 per cent confidence level 
for equations (7.2) and (7.3). 
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interpreted as indicating only that we have been unable 
to ascertain a significant relationship and should ~ be 
interpreted as proving that no relationship exists • .!/ 

The simple correlation coefficients between the 
variables included in the foregoing equations as well as 
in other tests are given in the Appendix to this Chapter. 
It is evident from the se estimate s that there is consider­ 
able multicollinearity between the explanatory variables 
used in our tests. Multicollinearity does not bias the 
parameter estimate s, but it can be expected to increase 
the estimated standard errors of the parameters and to 
reduce the estimated t-ratio s, thereby rendering the 
t-tests less powerful than in the ab se n c e of high multi­ 
collinearity. This means that, following the procedure 

Confidence le vels 

l/ With 15 or fewer degrees of freedom, t-ratios of 2.0 
imply a Le vel of stati stical significance somewhat 
below the 95 per cent confidence Le vel, as indicated 
by the following figures giving precise estimates of t 
at the 95 and 99 per cent level of confidence. 

15 degree s of freedom 
two-tailed test 
one -tailed te st 

2.13 
1. 75 

2.95 
2.60 

Eguation (7.2) 
13 degree s of freedom 
two -tailed te st 
one -tailed te st 

2.16 
1. 77 

3.01 
2.65 

Eguation (7.3) 
Il degree s of freedom 
two -tailed te st 
one -tailed te st 

2.20 
1. 80 

3.11 
2.72 
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adopted for this Study, one is in danger of rejecting sig­ 
nificant relationships as insignificant on the basis of the 
estimated t-ratios. On the other hand, if, despite the 
inter correlation between explanatory variables, these 
variables show up as statistically significant, one can 
conclude that they are even more significant than the 
statistical tests suggest. Of the explanatory variables 
shown in equations (7.2) and (7.3) the greatest inter­ 
correlation is between F and L (r = .97).1.1 

The simple relationships over time between the 
more important variables suggested by our analysis are 
shown graphically in Charts 7-1 and 7 - 2. 

II 
In order to try to overcome the problem of multi­ 
collinearity, a number of equations were fitted 
using first differences, as reported in the Appen­ 
dix. None of these estimates proved to be satis­ 
factory. In addition, the estimates were, in effect, 
run against detrended values of the variables by 
including a time trend, in the regression. The 
regression coefficient for t is statistically sig­ 
nificant in equation (7.3); it was not statistically 
significant when included in equation (7.2), as is 
evident from equation 3 shown in the Appendix to 
this Chapter. 
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CHART 7-1 

THE NUMBER OF FOREIGN MERGERS IN CANADA, 
CANADIAN CORPORATE LIQUIDITY, AND COMMERCIAL FAILURES, 

AND THE NUMBER OF MERGERS IN THE UNITED STATES, 
1945-61 
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The Take-Over of Canadian Firms~ 1945-6l 

THE NUMBER OF FOREIGN MERGERS IN CANADA, 
STOCK MARKET PRICES, INTEREST RATES AND UNEMPLOYMENT LEVELS, 

1945-61 
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Equation (7.2) suggests that about 92 per cent of 
the year-to-year variation in the number of international 
mergers in Canada, N, from 1945 to 1961 can be ex­ 
plained by variations in: i) the number of mergers in 
the United States, A; ii) the number of commercial 
failures in Canada, F; and iii} the supply of internally 
generated funds in Canadian corporations, L. Equation 
(7.3) suggests that about 97 per cent of the variation in 
the number of international mergers during this period 
can be explained in terms of variations in: i) the differ­ 
ential between stock market prices in Canada and the 
United States, zr; ii) the level of Canadian stock mar­ 
ket prices, Z; iii) the unemployment rate in Canada, U; 
i v) credit conditions in the United States as reflected in 
short-term interest rates, ia; and v} a secular time 
trend, t. These hypotheses were judged "best" using 
as criteria the reasonableness of the sign and the size of 
the regression coefficients, the statistical ~~nificance 
of the regre ssion coefficients, the value of R and the 
evidence provided by the Durbin- Watson statistic on the 
randomness of the distribution of the estimated residuals. 
On these criteria there is little reason for regarding one 
of these relationships as superior to the other. However, 
as indicated later in this Chapter, equation (7. 2) may be 
viewed as standing up somewhat better to the te sts to 
which both hypotheses were subjected and hence may be 
regarded as our "best" explanation of the relationship 
between general economic conditions and the number of 
international mergers in Canada. 

In Chapter 1 it was sugge sted that foreign acquisi­ 
tion of Canadian firms may simply be a manifestation of 
a general phenomenon of mergers taking place in North 
America. If, in fact, foreign mergers in Canada are a 
part of this general phenomenon, one would expect to 
find the significant positi ve relationship between the num­ 
ber of foreign mergers in Canada, N, and the number 
of mergers in the United States, A, shown in equation 
(7. 2). A may be viewed as an indicator of the propen­ 
sity of U. S. firms to merge, reflecting their views about 
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the long-run economic outlook, the most efficient way to 
expand, the desire to establish a monopoly or oligopoly, 
attitudes about trends in the enforcement of merger laws 
and legislative action, and so forth. In the literature on 
mergers in the United States, reference is frequently 
made to the merger "waves" which have occurred, and 
attempts have been made to explain these waves in terms 
of underlying business motivation such as merger for 
monopoly and merger for oligopoly.ll These discussions 
suggest that variation in the number of mergers in the 
United States has reflected changes in the und e r ly ing 
attitudes and motivation of businessmen towards mergers. 
If this is true within the United States, it is equally plaus­ 
ible to expect the propensity of U. S. businessmen to en­ 
gage in merger activity to be a determinant of the number 
of international mergers in Canada. Moreover, variations 
in the numbers of mergers in the United States may serve 
as an appropriate index of changes in a variety of econo­ 
mic factor s influencing the willingnes s of U. S. firms to 
undertake mergers -- e. g. changes in credit conditions 
in the United States and changes in the business outlook. 

To the extent that A reflects underlying attitudes 
to mergers in the United States and the influence of 

li Economic Concentration, op. cit., testimony by 
Meuller, pp. 505-508; Ralph L. Nelson, Merger 
Movements in American Industry 1895-1956, 
National Bureau of Economic Research, Princeton, 
Princeton University Press, 1959, Chapter 5; 
Jesse W. Markham, "Survey of the Evidence and 
Findings on Mergers", Business Concentration and 
Price Policy, National Bureau of Economic Research, 
Princeton, Princeton University Press, 1955, 
pp. 146-154; George J. Stigler, "Monopoly and Oli­ 
gopoly by Merger", Readings in Industrial Organiza­ 
tion and Public Policy, The American Economic 
Association, Richard B. Heflebower and George W. 
Stocking, eds., Homewood, Illinois, Richard D. 
Irwin, Inc., 1958, pp. 69-80. 
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contemporary market conditions on merger activity, A 
can be expected to reflect changes in the demand by U. S. 
firms for firms in Canada. By including A as an ex­ 
planatory variable in this relationship, as already sug­ 
gested, one is in effect directly posing the hypothesis 
that U. S. acquisitions of Canadian firms are simply a 
spillover of merger activity in the United States; the 
acquisition of firms in Canada is assumed to be con­ 
ditioned by much the same factors as the acquisition of 
firms within the United States. 

The other explanatory variables included in equation 
(7. Z) relate to economic conditions within Canada. The 
supply of internally generated funds in Canadian corpor­ 
ations' L, is negatively related to N, indicating that 
as Canadian corporate liquidity is reduced the number of 
international mergers is likely to increase. This result 
also seems quite plausible. As internally generated funds 
become les s readily available among Canadian corpora­ 
tions, the opportunity cost of capital can be expected to 
rise from the standpoint both of potential domestic buyers 
of Canadian firms and of seller s of Canadian firms.ll 
A rise in r in equation (7.1) implies that both NPV sand 
NPVb decline -- in other words, Canadian firms become 
relatively cheaper to buy. To some extent, at least, the 
supply of internally generated funds in the United States 
can be expected to vary independently of the supply of in­ 
ternally generated funds in Canada. Moreover, the in­ 
fluence of changes in the supply of internally generated 
funds in the United States is to some extent taken into 
account separately via variations in A. Apart from these 
considerations, since many acquiring foreign firms are 
larger than acquired firms}.! and since tighter financial 
conditions can be expected to impinge less heavily on 

li For an elaboration of this view, see James S. 
Duesenberry, Business Cycles and Economic Growth, 
New York, McGraw-Hill, 1958, Chapter 5. 

1.1 We refer here to the size of the entire parent firm 
and not to the size of the parent firm's operation in 
Canada only, as reported in Chapter 4. 
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larger than on smaller firms, a general tightening of 
liquidity in North America can be expected to place for­ 
eign firms at an advantage relative to potential domestic 
buyers and sellers. This means that NPVb and NPV s 
can be expected to decrease relative to NPVf as liquidity 
in North America generally is impaired, thereby bring­ 
ing more foreign buyers into the market and increasing 
the incentives for thos e already actively in the market 
for Canadian firms. 

The number of business failures in Canada, F, is 
positively related to the number of international mergers. 
When business failures are increasing and profits are 
low, reflecting more difficult busines s conditions in the 
country, one might expect more Canadian owners to be 
more eager to sell their firms, and these firms can then 
probably be bought more cheaply. There are at least 
three reasons for believing that this supply effect will 
predominate and that a positive relationship is to be ex­ 
pected. First, F relates to economic conditions in 
Canada and hence is likely to be more directly reflected 
in the actions of the acquired company than in the actions 
of the foreign acquiring company which will be influenced 
not only by Canadian economic conditipns but also by con­ 
ditions abroad. Secondly, to the extent that mergers are 
influenced by busines s expectations on the demand side, 
this influence will be reflected in A, leaving F to cap­ 
ture mainly the partial effect of current profitability 
on the supply side. Thirdly, as pointed out earlier, 
owners may prefer to hold on to firms for noneconomic 
reasons, such as remaining their own boss, even if it 
would be in their financial interest to sell out. This pref­ 
erence can only be indulged, however, up to the point 
where bankruptcy is imminent; at that point the pressure 
to liquidate the business can no longer be resisted. Hence, 
as the total number of bankruptcies increase, one can 
expect the number of mergers to increase also.11 
II The number of acquired firms includes only firms 

that are operating businesses or firms in the process 
of being liquidated. The purchase of charter s of de­ 
funct firms and firms that are no longer actively in 
busines s is not included. 
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To sum up, equation (7.2) indicates that the 
demand of U. S. firms for Canadian companies, in part 
at least, can be regarded as a spillover of their demand 
for firms in the United States and, consequently, of the 
level of merger activity in that country. This influence 
appears to be conditioned by two domestic influences 
the level of corporate liquidity, reflecting Canadian 
financial conditions, and the number of bankruptcies, 
reflecting the level of business activity in Canada. 
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Equation (7.3) does not lend itself as easily as 
equation (7.2) to sorting out the influence of the propen­ 
sity of U. S. firms to merge, on the one hand, and 
domestic factors, on the other. Nevertheless, it is 
consistent with equation (7.2) in pointing to the same 
general influences on the number of international mer­ 
gers in Canada, even though the particular variables 
included in the relationship are different. Two of the 
variables included in equation (7.3) directly reflect cir­ 
cumstances in the United States. The other three vari­ 
ables relate to Canada. These variables, however, 
probably also indirectly reflect economic circumstances 
in the United State s to some degree because of the close 
correlation between the level of economic activity, the 
economic outlook and secular trend factors in Canada 
and in the United States. Furthermore, the evidence 
presented in Chapter 5 indicates that the number of 
international mergers is closely and systematically 
related to the number of domestic mergers and the 
number of firms. This implies that factors that affect 
domestic merger activity in Canada can also be expected 
to affect the number of international mergers. 

Turning to the specific variables included in 
equation (7.3), one finds a number of studies in the 
United States which indicate that mergers are positively 
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related to the current level of economic acti vity. 1./ The 
main reason for this may be that during periods of rapid 
expansion the differences in the demand and supply con­ 
straints bearing on firms become more important, with 
the result that more firms are in a position to buyout 
other firms at prices that are mutu al.l y advantageous. 
For example, during a period of rapid expansion, a large 
firm may be able to exploit the expansion more profitably 
than a small firm because of its larger and more capable 
corps of rnan age r s , easier access to credit, better knowl­ 
edge of markets, and SQ forth. Similarly, a foreign firm 
may have access to more and better managerial resources, 
to cheaper and more easily available credit, to cheaper 
factor inputs, to better market promotional facilities, and 
to larger markets than domestic firms. As a consequence, 
during an expansion, the constraints limiting the expansion 
of a domestic firm prior to merging are probably greater 
than the constraints on the same firm after it has been ab­ 
sorbed by a larger foreign firm. 

The selection of an appropriate indicator of econ­ 
omic activity leaves room for some uncertainty. For our 
purposes we tested three possibilities: the level of unem­ 
ployment, U; the index of industrial production in manu­ 
facturing, I; and profits per unit of manufacturing output, 
IT. Neither of the latter two was statistically signifi- 
cant in either equation (7.2) or (7.3). U was less satis­ 
factory than F in equation (7.2) and more satisfactory 
than F in equation (7.3). Since unemployment rates in 
the United States and Canada are highly correlated, vari­ 
ations in U can be expected to reflect variations both in 
the demand of U. S. buyers for Canadian firms and in the 
supply of firms up for sale in Canada. 

1/ E 'C t t' , , - conomlC oncen ra lOn, op. cIt., teshmony by 
Meuller, pp. 505-508; Nelson, lac. cit., Markham, 
lac. cit. 

148 



Economic Conditions & the Number of Mergers 

The studie s already cited in connection with the 
level of economic activity also sugge st a close positi ve 
relationship between mergers in the United States and the 
level of industrial stock prices in the United States. 
Se veral reasons have been advanced to explain this 
relationship:l/ 

(a) Stock market prices serve as a proxy to reflect 
business expectations about the future level of 
economic activity and profits; when business pros­ 
pects are favourable, businesses have an incentive 
to expand and the cheapest way to expand frequent­ 
ly is via mergers. 

(b) In prosperous times, large companies may gener­ 
ate more loanable funds than they can profitably 
ab so rb int:ernally. Accordingly, they buy into 
other companies, viewing acquisitions as the best 
investment opportunity open to them. 

(c) Small firms wishing to expand find it very difficult 
and costly to raise sufficient capital through the 
credit and equity market to exploit fully the invest­ 
ment opportunities they see. The most effective 
way to raise the necessary capital is to sell out to 
a large firm which can raise capital much more 
easily and cheaply. In the same way, small firms 
in these circumstances may also be much more 
constrained relative to large firms in respect to 
management, skilled labour, and other inputs. 

l./ Meuller, lac. cit.; Nelson, lac. cit. 
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These reasons can be summarized within the 
theoretical framework introduced earlier as follows: 
stock market prices reflect expected levels of economic 
acti vity and profits; when economic expansion and high 
profits are generally expected, as reflected by higher 
stock market prices, firms seek to expand; it is cheaper 
for them to expand by taking over existing firms than by 
building new firms; and they are able to buy firms at ad­ 
vantageous prices because the firms they take over are 
constrained in various ways which precludes them from 
taking advantage of the expected expansion as effectively 
as they can when the se constraints are relaxed via merger. 
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As is evident from equation (7.3). the regression 
coefficient of Z falls just short of being significant at 
the 95 per cent confidence level (on a two-tailed test). 
When equation (7.3) is re-estimated omitting Z to ob­ 
tain equation (7. 3a), the value of R2 remains virtually 
the same, indicating that Z contribute s very little to 
the explanatory power of equation (7.3). 

The difference between the level of the stock mar­ 
ket price for Canada and for the United States, Z', is 
negatively related to N. This result can be rationalized 
on the ground that variations in Z' reflect variations in 
differences in the opportunity cost of capital in the two 
countries, although it is recognized that variations in Z' 
may reflect many other influence s as well. As capital 
becomes more expensive in Canada relative to the United 
States, for example, stock prices in Canada can be ex­ 
pected to decline in Canada relative to stock prices in the 
United State s , At the same time, because of the increase 
in the cost of capital in Canada relative to the United 
States, NPV sand NPVb can be expected to decline 
relati ve to NPVf, thereby tending to increase the num­ 
ber of foreign mergers. This implies the plausible 
assumption that capital is more mobile domestically 
than internationally; otherwise differential changes in 
the cost of capital would not oc-cur. 
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The U. S. Treasury bill rate, ia, is negatively 
associated with N •. !_! This variable may be viewed as 
a proxy for credit conditions in the United States. In 
accordance with the theoretical framework outlined ear­ 
lier, as credit conditions tighten up, raising the oppor­ 
tunity cost of capital in the United States, the price 
that U. S. buyer s are willing to pay Canadian firms 
can be expected to decline, and vice ver sa. 

Finally, time, t, was included in the equation 
(7.3) to take account of a variety of broad secular factors 
that may be important but about which we know relative­ 
ly little that can be taken into account quantitatively. 
Among these secular factors are changes in business 
at t i tu de s towards mergers generally, attitude s towards 
foreign investment, changes in the size of the Canadian 
economy and business relative to foreign economies and 
business, changes in market imperfections in capital 
markets, changes in business attitudes to risk, changes 
in busine s s attitude s regarding future profits, and so 
forth. 
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In concluding this section, it may be noted that 
when the F and U were added singly and in combin­ 
ation to equation (7.3) the parameters of both proved 
to be insignificant. At the same time, when Z I, t, 
and U were included as a group, in pairs and singly, 
in equation (7.2), the regression coefficients for these 
variables were also insignificant .. ~./ 

II When the differential between Canadian and U. S. 
Treasury bill notes, iI, and the Canadian Treas­ 
ury bill rate, i , are added separately to equation 
(7.3), neither is statistically significant. 

~I Z I and ia were omitted from this te st on the 
ground that the U. S. components of Z I and ia 
are already reflected in A. 



The Take-Over of Canadian Firms, 1945-6l 

3. Tests Based on Data for Domestic Mergers 

The procedure adopted to test the hypotheses 
developed in the previous section with data relating to 
domestic mergers was simply to rerun the analysis 
described in section 2, substituting the number of 
domestic mergers, M, for the number of international 
mergers, N, as the dependent variable. The purpose 
of this test was twofold: i) to ascertain whether the 
same variables that explain N in our "best" explan­ 
ations also explain M; and ii) if not, to consider 
whether the differences in the "best" equations explain­ 
ing M and N, respectively, are plausible. 

When equations (7.2) and (7.3) were refitted sub­ 
stituting M for N, equations (7.4) and (7.5) were 
obtained: 

(7.4) M = 25.32219 + 0.09885A+ 0.02291F - 16.21973L 
[4.00J [1.26J [0.92J 

-2 R =.81 D. W. = 2.02 S.E. = 13.95 

(7.5) M = 4.43229 + 1. 40011Z - 3.19034t 
[3.18J [0.90J 

- 5. 49453ia + 1. 187l0U 
[0.57J [0.19J 

- O. 72287Z1 

[ O. 92J 

R2 = .82 D. W. = 1. 23 S.E. = 13.58 

As an explanation of M, these equations are un­ 
satisfactory in several respects. For one thing, all 
variables except Z and A fall short of being statistic­ 
ally significant by the criterion we have adopted. The 
significance of A, the number of mergers in the United 
States, is implausible since it is looked upon as reflect­ 
ing the tendency of U. S. firms to engage in merger ac­ 
tivity. Presumably the tendency of U. S. and Canadian 
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firms to merge might be highly correlated, so that A 
may serve as a proxy for the propensity of Canadian 
firms to merge as well; but this relationship seems 
somewhat tenuous. In addition, it will be noted that the 
value s of R 2 for both equations ar e sub stantiall y Le s s 
than for the corre sponding equations explaining foreign 
mergers. 

R 2 = .89 D. W. 1. 69 S.E. = 10.84 

In further tests, profits per unit of output in manu­ 
facturing in Canada, IT, the three-month Treasury bill 
rate in Canada, i , the ratio of money supply to GNP, V, 
and the index of industrial production in manufacturing, 
I, were added to equations (7.4) and (7.5) in an attempt 
to arrive at a more satisfactory explanation of M. The 
best explanation of M emerging from these tests, on 
the criteria noted in the previous section, is given in 
equation (7.6): 

(7.6) M = 2.44178 + 1.89396z - 32.52104L 
[6.31J [3.19J 

According to equation (7.6), approximately 89 per cent 
of the variation in M can be explained by variations in 
Canadian stock market prices, Z, and the supply of in­ 
ternally generated funds in Canadian corporations, L. 
How reasonable is this explanation of domestic mergers 
and how consistent is it with the hypothesis derived to 
explain international mer ger s? 

Reference has already been made to evidence sug­ 
gesting a strong positive association between the number 
of domestic mergers in the United States and stock mar­ 
ket prices, Z, and the reasons why one might expect 
such an as sociation have been re viewed. In the se explan­ 
ations, stock market prices are assumed to reflect 
business expectations about future economic activity and 
profit s. Two supplementary piece s of e vidence can be 
adduced to support this point of view. 
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Fir st, an attempt was made to te st whether the 
relationship between stock market prices and the number 
of mergers might reflect some peculiarity in the way in 
which payment was made. It is far from clear why one 
would expect such a relationship to exist. Nevertheless, 
it is sometimes suggested in popular discussions that, as 
stock market prices rise, acquiring companies can buy 
out firms more readily. Although it is difficult to make 
much sense out of the hypothesis, the suggestion seems 
to be that there is something about the means of payment 
that influences mergers. As a test of this, a linear re­ 
gression was fitted to data from 1945 to 1961, using as 
the dependent variable the number of acquired firms for 
which stock was paid as a proportion of the number of 
acquired firms for which no stock was paid. The ex­ 
planatory variable in one test was stock market prices, 
Z, . and in a second test the explanatory va r i abl.e.w as 
stock market prices, Z, internally generated funds, L, 
and the short-term rate of interest, i , Such tests were 
run for both international and domestic mergers. In 
e very instance, the estimated regre s sian coefficients 
proved to be highly insignificant with t-ratios consis­ 
tently well below 1.0 for all explanatory variables and 
very low values for R2 • From these tests it seems 
that there is little reason for believing that the means 
of payment, whether stock or other assets, has any sig­ 
nificant influence on the number of mergers. 
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Secondly, recent work on econometric models in 
Canada suggests a significant positive relationship be­ 
tween investment in plant and equipment and stock mar­ 
ket prices. This evidence is consistent with the view 
that increases in stock market prices reflect an antici­ 
pated improvement in future business prospects. This 
is fully consistent with our finding that, as stock market 
prices rise, businessmen increase their investment in 
existing plant and equipment through mergers as they 
expand their activities to exploit expected future demand, 
and vice versa. 



Economic Conditions & the Number of Mergers 

The rationalization for including L in equation 
(7.6) has also been reviewed earlier. The negative 
association between M and L indicates that a reduc­ 
tion in internally generated corporate funds is associated 
with an increase in mergers. This suggests, as one 
would expect from other evidence, that variations in 
internally generated funds have a greater impact on the 
supply of firms available for sale at given prices than 
on demand by acquiring firms. Since, by our definition, 
acquiring firms are generally larger than the acquired 
firms, their access to external sources of funds is likely 
to be easier and cheaper than for acquired firms.if 
Accordingly, variations in the liquidity constraint are 
likely to be reflected to a greater extent on the supply 
side of the market. 

No significant relation was found between the num­ 
ber of business failures, F, and the number of domes­ 
tic mergers, M. This result is questionable. A priori, 
it seems at least as likely that owners of failing businesses 
should sell to domestic buyers as to foreign buyers. 
This is especially so because, as shown earlier, domes­ 
tic buyers acquire somewhat smaller and newer firms 
than foreign buyers, and bécause, as our earlier evidence 
also indicates, the variation in rates of return in these 
smaller and newer firms is greater t"'.an for other firms. 

!/ Employment, Growth and Price Levels, "An swe r s 
to Questions on Monetary Policy and Debt Manage­ 
rnerrt'", Hearings, Joint Economic Committee, Part 
6C, 86th Congress, 1st Session, Washington, U.S. 
Government Printing Office, 1959, pp. 1773 -1774; 
Annual Report, 1959, Bank of Canada, p. 6; John 
H. Young and John F. Helliwell, "T'h e Effects of 
Monetary Policy on Co rpo r at ion s'", Report of the 
Royal Commission on Banking and Finance, Appen­ 
dix Volume, 1964, Ottawa, Oue e n ' s Printer, 1965, 
p. 387. 
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In order to ensure that the failure to find a significant 
relationship between F and M does not reflect the high 
multicollinearity between F and L, equation (7.6) was 
rerun substituting F for L. Not only is the regression 
coefficient for F insignificant in equation (7.7), but also 
it has the wrong sign. 

(7.7) M= -13.71964+ 1.56934Z - O.02l77F 
[ 4.48] [ 1. 76] 

R2 = .84 D.W. = .92 S.E. = 12.88 

When considered in relation to international mer­ 
gers, as explained earlier, changes in F seem likely to 
be reflected mainly in the supply price of Canadian firms. 
In the case of domestic mergers, however, changes in F 
are likely to be reflected in both the demand and supply 
price of firms. Not only are rising business failures, 
for example, likely to lower the reservation prices of 
potential domestic sellers, rising failures can also be 
expected to lower the reservation prices of potential 
domestic buyers. Given that changes in F may lead to 
shifts in both demand and supply in the same direction, 
it is possible that the demand and supply effects largely 
cancel each other out and that the methods we have em­ 
ployed are incapable of identifying the relationship that 
may exist between F and M. 

In another set of tests, M was added to equations 
(7.2) and (7.3) to see whether foreign mergers in Canada 
might be viewed simply as an extension of domestic mer­ 
gers, with some influence being exercised by other fac­ 
tors as well. The estimated parameter for M was not 
statistically significant when M was added to equation 
(7.2) but was significant when added to equation (7.3). 
In addition, when A was added to equation (7.6) the 
estimated regression coefficient was not statistically 
significant. In the relationship explaining variations in 
N, A was included as a proxy for the demand by U. S. 
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firms for Canadian firms. In the case of domestic mer­ 
gers, effective demand arises from Canadian buyers and 
it is implausible to expect a significant relationship to 
exist between A and M, even though statistically such 
a relationship may be indicated, as in equations (7.4) and 
(7. 5), because of high inter correlation between the 
demand of U. S. and Canadian buyers for Canadian firms. 
Both these findings -- no significant relationship between 
M and N when M is added to our "be st" explanation of 
N, and no significant relationship between A and M 
when A is added to our "b e st!' explanation of M - - tend 
to reinforce the credibility of our findings. 

The relationships between M, N, A, Z and L 
over time are shown graphically in Chart 7-3. 

4. Tests Based on Disaggregated Data 

All of the analysis presented up to this point has 
been based on data for the total number of international 
and domestic mergers. It is widely recognized that 
analysis of aggregative data may lead to spurious results 
arising simply as a consequence of some peculiarity in­ 
herent in the way the components are put together or 
because of the special characteristics of a few compon­ 
ents of the aggregate that are not shared by other com­ 
ponents. In general, one can say that more confidence 
is warranted in findings that hold not only at the aggrega­ 
tive level but also in respect to the main components of 
the ag'g r e g at e data that one is trying to explain. Put 
another way, a te st of the validity of an explanation of 
change s in aggregati ve data is whether the same explan­ 
ation holds for the main components of the aggregative 
data. 
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CHART 7-3a 

THE NUMBER OF FOREIGN AND DOMESTIC MERGERS IN CANADA, 
AND THE NUMBER OF MERGERS IN THE UNITED STATES, 

1945-61 
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CHART 7-3b 

THE NUMBER OF DOMESTIC MERGERS IN CANADA, 
STOCK MARKET PRICES AND CORPORATE LIQUIDITY, 

1945-61 
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The total number of international and domestic 
mergers can obviously be classified in many different 
ways. For the purpose of running tests on various com­ 
ponents, we have elected to reclassify the total number 
of mergers, by years, in the following ways: 

1. International mergers: 

(a) the number of Canadian firms only, Nc, as 
shown in column 3 of Table 3 -1; 

(b) the number of firms acquired in the manufac­ 
turing division of industry, N 5, and in the 
trade division of industry, Na, as shown in 
the Appendix to Chapter 4, Table 4A-l, 
columns 5 and a; 

(c) the number of Canadian firms acquired in the 
manufacturing division of industry, NcS' and 
in the trade division of industry, NcS' as 
shown in the Appendix to Chapter 4, Table 
4A- l, columns 5 and S; 

(d) the number of firms acquired in broad horiz­ 
ontal mergers, Nh' and in nonhorizontal 
mergers, Nnh. 
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II. Domestic mergers: 

(e) the number of firms acquired in the manufac­ 
turing division of industry, MS, and in the 
trade division of industry, MS' as shown in 
the Appendix to Chapter 4, Table 4A-l, 
columns 5 and S; 

(f) the number of firms acquired in broad horiz­ 
ontal mergers, Mh' and in nonhorizontal 
mergers, Mnh. 
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The tests made consist of fitting linear equations 
as before with the various components enumerated above 
as the dependent variable and with the same explanatory 
variables as in the corresponding equations that were 
fitted to aggregative data for international and domestic 
mergers. The purpose of these tests was to ascertain 
how the parameters, t-ratios and R.2 for the equations 
relating to the components compare with those for the 
equations explaining the total number of international 
and domestic mergers. 

The estimated equations are given in the Appendix 
to this Chapter (equations 7A.ll to 7A.28). The following 
points might be especially noted in connection with the 
te sts based on equations (7.2) and (7.6): 

(a) In all equations based on equation (7.6) explain­ 
ing some component of domestic mergers, the 
regre s sian coefficient for Z is highly significant 
and has a positive sign. The coefficient for L is 
significant in two case s and insignificant in two 
cases; it consistently has a negative sign. 

(b) With one exception the value of R 2 for all of the se 
equations exceeds. 790 In the exceptional case 
the value of R2 is .71. 

(c) All the signs of the coefficients of all the variables 
included in the fitted equations based on equation 
(7.2), explaining the various components of inter­ 
national mergers, are consistent and also have 
the same signs as the carre sponding coefficients 
in the aggregate equation. 

(d) The sign of the constant term for all equations ex­ 
plaining international mergers is positive, with one 
exception: (7A. 27), relating to horizontal mergers. 
The sign of the constant term for two of the 
equations explaining domestic mergers is negative, 
and for the other two it is positive. 
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(e) Although the estimated regression coefficients for 
each explanatory variable included in the various 
equations explaining international mergers are of 
the same general order of magnitude, it is evident 
that they differ somewhat from equation to equation. 
This is scarcely surprising. One can speculate on 
various reasons for these differences, but it would 
require more time than has been available for this 
Study to try to nail down these reasons empirically. 

(f) Except for equations 7 A. 24 and 7 A. 26, the Durbin­ 
Watson statistic give s no e vidence of significant 
autocorrelation in the computed residuals for any 
of the disaggregated equations at the 5 per cent 
Le vel of confidence. 

A comparison of the disaggregati ve equations based 
on equation (7. 2) with those based on equation (7. 3) sug­ 
gests that the former is a "better" estimate from two 
standpoints. First, as indicated by Table 7 -l, the signs 
of A, F and L remain the same consistently in all the 
disaggregative equations and coincide with the signs es­ 
timated in equation (7. 2). This is not true of the dis­ 
aggregative equations based on equation (7. 3): both Z 
and U switch signs in one (not the same) estimate. 
Secondly, the parameters retain their significance to a 
greater extent in disaggregati ve equations based on 
equation (7. 2) than in those based on equation (7. 3). The 
value for R2 for both sets of equations is very similar. 
The differences between corresponding equations are 
certainly too small to be statistically significant; ne ve r­ 
the l e s s , it may be noted that, of the seven sets of 
equations shown in Table 7 -I, the value of R 2 is greater 
for fi ve of the equations based on equation (7.2). 

161 



The Take-Over of Canadian Firms~ Z945-6Z 

Table 7-1 

COMPARISON OF SIGNS AND T-RATIOS OF ESTIMATED REGRESSION COEFFICIENTS 
FOR EXPLANATORY VARIABLES INCLUDED IN REGRESSION EQUATIONS 

FITTED TO COMPONENTS OF N 

Component s Eguation (7.2) Eguation (7.3) 

of N A F L 'R2 Z Z' ia U t 'R2 

Nc +* +* -* .94 +* -* -* +* + .93 

N5 +* +* .90 + -* + .89 

N8 +* +* -* .84 -* -x +* .83 

NC5 +* +* .91 + -* + .85 

NC8 +* +* -x .79 + -x + + .82 

Nh +* + .87 +x -* -* -* +* .94 

Nnh +* +* -* .90 + -* -* + .88 

N +* +* -* .92 +x -* -* -* +* .97 

+ = plus sign for the estimated regression coefficient; 

- = minus sign for the estimated regression coefficient; 

* indicates coefficient significant at the 95 per cent level 
of confidence on a two-tailed test; 

x indicates a t-ratio of 2.0 or greater but not significant 
at the 95 per cent level of confidence. 

Source: Equations 7 A. 11 to 7A. 17 and 7 A. 22 to 7 A. 28 in the Appendix to this Chapter. 
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Another intere sting point that emerges from 
these disaggregative equations which may warrant fur­ 
ther inve stigation is the difference in performance be­ 
tween equation (7.2) and (7.3) when applied to horizontal 
and nonhorizontal international mergers (equations 7A.16, 
7 A. 17, 7 A. 27 and 7 A. 28 in the Appendix). As is evident 
from Table 7 -l, the coefficients of all the explanatory 
variables have t-ratios greater than 2.0 when equation 
(7.3) is fitted to explain Nh; only the coefficient of A 
has a t-ratio greater than 2.0 when equation (7.2) is 
fitted to explain Nh. When fitted to explain Nnh, the 
performance of these relationships is reversed: the co­ 
efficients of all the explanatory variable s included in 
equation (7.2) have t-ratios greater than 2.0, and only 
two coefficients in equation (7.3) - - for Z' and ia - - have 
t-ratios greater than 2. O. 

5. Predictive Tests 

Initially it was our hope that the data on the number 
of firms could be updated from 1962 to 1965 from pub­ 
lished sources and that the predictive power of our esti­ 
mates could be tested against data for the post-1961 
period. Unfortunately it proved impossible to update the 
data in a comprehensi ve fashion. The figure s that one 
can derive from published sources apparently are not 
nearly as complete as those derived from the question­ 
naire for 1945 to 1961. The differences between the two 
serie s are large and unsystematic as indicated by the 
following comparison. 
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Que stionnaire Data Published Data Difference 
Foreign Domestic Foreign Domestic (I}-P) (2)-~4} 

(1 ) ( 2) (3 ) ( 4) ( 5) (6 ) 

1959 66 120 51 79 15 41 
1960 93 110 80 82 13 28 
1961 86 147 39 86 47 61 
1962 67 119 
1963 37 96 
1964 76 120 
1965 70 159 

Because of the lack of comprehensive data for the 
period after 1961, another type of predictive test was ap­ 
plied. Equations (7.2) and (7.3) explaining foreign acqui­ 
sitions, and equation (7. 6) explaining dome stic acqui sitions, 
were refitted for two s ubp e r iod s : 1947-61 and 1945-59. 
From these refitted equations, estimated values of N 
and M were derived for the two years at the beginning 
and at the end of the period, respectively. The predicted 
values of Nand M were then compared with actual 
values as well as with predicted values obtained from 
three "rrai ve!' models. As a predictive test, this proced­ 
ure is less satisfactory than the procedure we initially 
hoped to follow. This is because data for the year s we 
predict have been used to develop the hypotheses which 
we wish to test. 

"Nai ve!' models serve as a standard against which 
to judge the predictive power of estimated relationships. 
Three such models have been employed. The first 
Ilnaivell model simply assumes that the number of mer­ 
gers in any given year will be the same as in the year 
before. 

- (7.8) Nt = Nt-l 

(7.9) Mt = 
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A A 

where Nt and Mt are the estimated number of foreign 
and domestic mergers, respectively, in time, t, and Nt-l 
and Mt-l are the actual number of foreign and dome stic 
mergers, respectively, in time, t-1. 

The second "naive" model assumes that the number 
of foreign mergers in any given year is a constant frac­ 
tion of domestic mergers. When predicting 1945 and 1946, 
this fraction is as sumed to be equal to the ratio of foreign 
to domestic mergers from 1947 to 1951; and for the pre­ 
dictions for 1960 and 1961 this fraction is assumed to be 
equal to the ratio of foreign to domestic mergers from 
1955 to 1959. 

(7.10) Nt = N 

When this second "nai ve " model is applied to predict the 
number of domestic mergers in Canada, the same conven­ 
tion is followed. In this case it is assumed that the ratio 
of domestic to foreign mergers remains constant in 
relationship to the number of foreign mergers. 

A 

(7.11) Mt ~ • Nt . 
N 

The third "naive" model assumes that the number 
of firms acquired in foreign and domestic mergers in 
Canada remains a constant fraction of the number of mer­ 
gers in the United States, 

(7.13) Mt 

.n, 
At 

A 
:hl At , 
A 

(7.12) Nt 

where Nand M are the average number of foreign and 
domestic mergers in Canada, and A is the average num­ 
ber of domestic mergers in the United States from 1947 
to 1951 when predicting 1945 and 1946, and from 1955 to 
1959 when predicting 1960 and 1961. 
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Table 7-2 presents the results of our predictive 
tests, together with the refitted equations on which the 
estimated values of N are based. These tests indicate 
that equation (7.2) is a better predictor than equation (7.3) 
and than any of the three "naive" models.!_/ This con­ 
clusion is indicated by the value of the root mean of the 
squared deviations. (The smaller the size of this figure, 
the better the prediction.) Equation (7.3) outperforms 
the three "naive" models in predicting 1960 and 1961 but 
performs subatantia Ily worse in predicting 1945 and 1946. 

The Take-Over of Canadian Firms~ 1945-6l 

Secondly, il one compares the root mean of the 
squared deviations with the computed standard errors of 
the two estimates, one finds that the root mean for equa­ 
.tion (7.2) in both cases falls within the standard error of 
estimate. For equation (7.3) the root mean in both cases 
is more than twice the standard error of estimate. On 
this basis also, equation (7.2) outperforms equation (7.3). 

Thirdly, il one compares the stability of the coeffi­ 
cients of the estimated regression coefficients shown at the 
bottom of Table 7-2, it will be noted that the coefficients 
for equation (7.2) exhibit much greater stability than the 
coefficients for equation (7.3). This provides a further 
reason for preferring equation (7.2) to equation (7.3). 

Table 7 -3 present s the results of the predictive 
tests made on equation (7. 6). This estimate outperforms 
all the "naive" estimates with one exception. The value 
of the root mean of the squared deviations is somewhat 
more than the standard error of estimate. 

1/ The prediction based on equation (7.2) is slightly 
inferior to predictions based on two of the naive 
models for 1945 and 1946 but very much better 
than any of the predictions based on naive models 
for 1960 and 1961. 
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Additional evidence on the estimates based on 
equations (7.2), (7.3) and (7. 6) is presented graphically 
in Charts 7-4, 7-5 and 7-6. Each Chart shows the actual 
number of mergers, the number of mergers as estimated 
by our fitted regression equation and the difference 
between the actual and the estimated number of mergers. 
As already indicated by the value of R 2, equation (7.3) 
gives a closer fit (i , e. the residuals are smaller) than 
either equation (7.2) or equation (7. 6). The visual evidence, 
confirmed by statistical evidence, gives no indication of 
systematic autocorrelation in the error terms. 

Since the value of R 2 for equation (7.3) is higher 
than for equation (7.2), it is to be expected that the root 
mean of the squared deviations for the full period from 
1945 to 1961 will also be lower for equation (7.3) than 
(7.2). As is evident from Table 7 -4, for the period as a 
whole, both estimates outperform by a considerable margin 
the three "naive" models introduced earlier. The estimated 
r e lat iorrsh ip explaining domestic mergers also outperforms 
these naive models in terms of its predictive power for the 
period as a whole. 

Table 7 -4 

COMPARISON OF ROOT MEAN SQUARED DEVIATION 
BETWEEN ACTUAL AND ESTIMATED NUMBER OF MERGERS 

AS DERIVED FROM THREE ESTIMATED MODELS 
AND THREE NAIVE MODELS, 1945-61 

Model 
Root Mean Squared De vi at ion 
(Actual-Estimated) 1945-61 

International Mergers Equation (7.2) estimated 
Equation (7.3) estimated 
Equation (7.8) naive 
Equation (7.9)(1) naive 
Equation (7.10)(1) naive 

6.5 
4.0 

12.6 
13.6 
Il. 4 

Domestic Mergers Equation (7.6) estimated 
Equation (7.11) naive 
Equation (7.12)(1) naive 
Equation (7.13)(1) naive 

9.8 
19.2 
25.3 
15.5 

(1) The mean values for M, N and A required to apply these models were calculated 
for the full period 1945 to 1961. 
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CHART 7-4 

THE NUMBER OF FOREIGN MERGERS IN CANADA, 1945-61: 
ACTUAL AND ESTIMATED FROM EQUATION (7.2) 
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CHART 7-5 

THE NUMBER OF FOREIGN MERGERS IN CANADA, 1945-61: 
ACTUAL AND ESTIMATED FROM EQUATION (7.3) 
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CHART 7-6 

THE NUMBER OF DOMESTIC MERGERS IN CANADA, 1945-61: 
ACTUAL AND ESTIMATED FROM EQUATION (7. 6) 

160 

140 

....... M ~ 120 ...... 
VI 
0:: 
LIJ 100 (.? 
0:: 
LIJ 
::E 
o 80 
~ 
VI 
LIJ 
::E 60 0 
0 

LI.. 
0 40 
0:: 
LIJ 
CIl 
::E 

20 ::::l 
'\ z 

+ ... -, / \RESIDUAL 
0 V 

20 
1945 50 55 60 

172 



Economic Conditions & the Number of Mergers 

6. Recapitulation 

In this Chapter we have reported on an extensive 
serie s of te sts de signed to ascertain the influence on the 
number of international mergers exercised by general 
economic conditions. Considerable e vidence has been 
found to suggest that such an influence exists. In the 
main it appears to arise from factors influencing the 
demand of foreign, mainly U. S., firms, for Canadian 
firms, and from the Ie vel of economic activity and credit 
conditions in Canada. It has been more difficult to pin 
down precisely what particular aspect of general 
economic conditions is most closely associated with 
foreign mergers in Canada. Our "best" estimate in 
some respects is that variations in foreign mergers in 
Canada can be explained by variations in the number of 
mergers in the United States, the number of commercial 
failures in Canada and the supply of internally generated 
funds in Canada's corporate sector. In effect, this can 
be interpreted as saying that foreign merger s in Canada 
are governed by the same factors governing domestic 
merger s in the United State s, conditioned by the level 
of activity in Canada and Canadian credit conditions. 

Variations in the number of domestic mergers in 
Canada, according to our evidence, can best be explained 
by variations in stock market prices in Canada, reflect­ 
ing business expectations, and internally generated funds 
in Canada's corporate sector, reflecting Canadian credit 
conditions. 
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Appendix to Chapter 7 

t - time. 1945 = 1 to 1961 = 17. 

1. Variables and Data 

I - Total Index of Industrial Production. 
Bank of Canada, Statistical Summary. 

TI - Profit per Unit of Output = Index of corporate 
profits in manufacturing before tax/Index of 
manufacturing production (before 1965 re visions). 
DBS, Canadian Statistical Review. 

x - 100. a -- exchange rate (average noon spot rate). 
Bank of Canada, Statistical Summary. 

U - Unemployment as Percentage of the Labour Force. 
Bank of Canada, Statistical Summary. 

A - Number of U. S. Mergers. Economic Concentration, 
Hearings before the Subcommittee on Antitrust and 
Monopoly of the Committee on the Judiciary, 
U. S. Senate, 89th Congress, 1965, Part 2, 
"Mergers and Other Factors Affecting Industry 
Concentration", Appendix 1, p. 847. 
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F - Total Number of Commercial Failures. 
DBS, Canadian Statistical Review. 

L - Corporate retained profits + Corporate depreci­ 
ation allowances. DBS, National Accounts. 

V - Money Supply/GNP. Bank of Canada, Statistical 
Summary. 
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1 3-month Treasury Bill Rate, average of Wednesdays. 
Bank of Canada, Statistical Summary. 

la - U. S. 3 -month Treasury Bill Rate. U. S. Depart­ 
ment of Commerce, Historical Statistics of the 
United States, Survey of Current Business. 

Z - DBS Index of Common Stock Prices, "Investors 
Index, Total". Bank of Canada, Statistical Summary. 

Za - U. S. Standard and Poor's Industrials Index (con­ 
verted to the same base as DBS Index). Bank of 
Canada, Statistical Summary. 

M - Number of domestic mergers. Appendix. 

MS - Number of domestic rne r ge.r s in manufacturing. 
Appendix. 

MS - Number of domestic mergers in trade. Appendix. 

Mh - Number of horizontal domestic mergers. Appendix. 

Mulr Number of nonhorizontal domestic mergers. 
Appendix. 

N - Number of foreign mergers. Appendix. 

Ne - Number of Canadian firms acquired in foreign 
mergers. Appendix. 

NS - Number of foreign mergers in manufacturing. 
Appendix. 

NS - Number of foreign mergers in trade. Appendix. 
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NeS - Number of Canadian firms in manufacturing 
acquired in foreign mergers. Appendix. 

NcB - Number of Canadian f i rrns in trade acquired in 
foreign mergers. Appendix. 

Nh - Number of horizontal foreign mergers. Appendix. 

Nnh - Number of nonhorizontal foreign mergers. 
Appendix. 
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Mean Value and Standard Deviations 

of Variables, 1945-61 

Standard 
Mean Deviation 

I 128.08 30.13 
1 1. 71 1. 38 
x - 0.69 4.50 
IT 106.78 12.70 
U 3.97 1. 72 
Z 72.57 29.66 
i' 0.01 0.58 
Z' 4.37 9.69 
A 476.00 251. 82 
F 1,407.35 841. 47 
L 2.16 0.87 
V 0.44 0.08 
N 37.59 27.05 
Ne 27.82 20.58 
N5 20.71 13.81 
N8 9.41 9.22 

NeS 15.35 10.74 

NeS 7.76 6.75 
Nh 22.00 15.61 
Nnh 15.59 12.05 
M 69.53 32.02 
MS 31. 71 13.24 

MS 21. 53 13.50 
Mh 47.59 19.96 
Mnh 21. 94 13.40 

ia 1. 70 0.95 
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Economic Conditions & the NumbeF of MeFgeFs 

2. Fitted Regression Equations 

(7A.l) N = 6.00570 + O. 07750A + 0.03563F - 17. 63471L 
[4.24J [3.42J [1.73J 

- 0.23841Z 
[0.78J 
D. W. = 2.86 R2 = .92 S. E. = 7.54 

(7A.2) N = -3.24268 + O. 07183A + 0.03051F - 13.86105L 
[5, 2 5 J [3 . 08 J [1. 23 J 

- 3.6832li 
[1. 05 J 

R_2 = .93 D. W. = 2.43 S. E. = 7.40 

(7A.3) N = 3.57383 + O. 06788A + 0.03033F - 21. 32887L 
[4.96J [1.87J [2.00J 

+ 0.5742lt 
[0.20 J 

R_2 = .92 D.W. = 2.77 S. E. = 7. 72 

(7A .. ,4) N = 2.33806 + 0.06660A + 0.03177F - 19.91775L 
[4.52J [2.75J [1.96J 

+ O. 48709U 
[0.20 J 

R_2 = .92 D. W. = 2. 77 S. E. = 7.72 

(7A.5) N = 2.82887 + O. 06850A + 0.03281F - 20. 34696L 
[ 4. 17 J [ 3. 24 J [2.06 J 

- 0.48508i' 
[0.09J 

R2 = .92 D.W. = 2.75 S. E. = 7.73 

(7A.6) N = 10.96277 + O. 08768A + 0.02534F - 21. 06496L 
[3.42J [1.43J [1.65J 

- 0.42139Z + 3.15254t - O. 75354U 
[1.03J [0.71J [0.24J 

R2 = .91 D. W. = 2.88 S.E. = 8.04 
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The Take-Over of Canadian Firms, 1945-6l 

(7A.7) N = 0.79241 + O. 05782A + 0.03061F - 18.84095L 
[2.88J [2.92J [1.90J 

+ 0.09996M 
[0.66J 

"R2 = .92 D.W. = 2.76 S. E. = 7.59 

(7A.8) N = 41. 00356 - 2. 00513Z' + O. 21264M + 5.75825t 
[7.86J [2.25J [4.99J 

- 18. 27438ia - 8. 26699U + 0.03669Z 
[5.91J [4.16J [0.19J 
D. W. = 2.77 S. E. = 4.26 "R 2 = .98 

(7A.9) N = -21. 93493 + 0.86068Z - 1. 35761L 
[2.49J [0.12J 

R 2 = • 79 D.W.=1.74 S.E. = 12.48 

(7A.I0) M = 25.32219 + 0.09885A + 0.02291F - 16.21973L 
[4.00J [1.26J [0.92J 

R2 = .81 D.W. = 2.02 S.E. = 13.95 

(7A.ll) Ne= 23.19889 + 0.43899Z - 1.44673Z' - 12.68080ia 
[2.52J [4.67J [3.30J 

- 6.11165U + 2.77072t 
[2.45J [1.97J 

R2 = .93 D. W. = 1. 68 S. E. = 5.37 

(7A.12) NS= 20.29275 + 0.16130Z - 1.04579Z' - 6.15218ia 
[1.11J [4.03J [1.91J 

- 3.15900U + 1. 81010t 
[1. 51J [1. 54 J 

R2 = .89 D. W. = 2.57 S.E.=4.50 

(7A.13) N8= 10.67499 - O. 06630Z - o. 62822Z' 
[0.54J [2.87J 

- 0.44806U + 2.02117t 
[0 . 25 J [2. 04 J 
D. W. = .86 

- 5.94546ia 
[2.19J 

R2 = .83 S.E.=3.80 
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Economic ConditioniJ & the Number of Mergers 

(7A.14) NC5 = 13.32111 + 0.23876Z - 0.76271Z' 
[1.79J [3.22J 

- 4. 89265ia - 3. 44466U + 
[1.66J [1.80J 

1. 11573t 
[1. 04J 

R2 = .85 D. W. = 2.33 S.E. = 4.11 

(7A.15) NC8 = 3.62103 + 0.04328Z - O. 34622Z' 
[0.46J [2.08J 

- 3. 7269lia + O. 24078U + 0.87804t 
[1.80J [0.18J [1.16J 
D.W. = 1.31 S.E. = 2.89 R2 = .82 

(7A.16) Nh = 28.91041 + 0.25343Z - 1. 36588Z' 
[2.11J [6.38J 

- 1 2. 587 61 i a - 6. 58022 U + 3. 1351 5t 
[ 4. 74 J [ 3. 81 J [3. 23 J 

R2 = .94 D. W. = 2. 14 S. E. = 3.71 

(7A.17) Nnh = 13.03563 + 0.08098Z - 0.79296Z' 
[0.60J [3.32J 

- 6. 85S12ia - 1. 43435U + 1. 94472t 
[2.32J [0.75J [1.80J 

D. W. = 2.36 S.E. = 4.14 R 2 = .88 

(7A.18) M5 = 10.50299 + 0.94844Z - 22.01354L 
[4.79J [3.28J 

R2 = .71 D.W. = 1.84 S.E. = 7.14 

(7A.19) M8 = 7.07223 + 0.59651Z - 6.78872L 
[3.46J [1.16J 

R 2 = .79 D.W.=1.73 S.E.=6.23 

(7A.20) Mh = 5.08769 + 0.95596Z - 12.42177L 
[4.08J [1.56J 

R 2 = • 82 D. W. = 1. 71 S. E. = 8. 46 

(7A.21) Mnh = -2.64591 + 0.93800Z - 20. 09929L 
[6.01J [3.79J 

R 2 = .82 D. W. = 2.35 S.E.=5.64 
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The Take-Over of Canadian Firms, 1945-Cl 

(7A.22) Ne = 0.99379 + 0.05796A + 0.02293F - 15.26894L 
[6.72J [3.61J [2.47J 

R 2 = .94 D.W. = 1.98 S.E. = 4.87 

(7A.23) N5 = 0.86167 + 0.03516A + 0.01308F - 7.07089L 
[4.53J [2.29J [1.27J 

-2 
R =.90 D.W.=1.95 S.E. = 4.38 

(7A.24) N8 = 5.78284 + 0.02077A + 0.02009F - 15.96062L 
[3.17J [4.16J [3.40J 

D.W.=1.61 S.E.=3.70 -2 R =.84 

(7A.25) Ne5 = 1. 26601 + O. 03039A + 0.01118F - 7. 44835L 
[5.19J [2.59J [1.78J 

R2 = .91 D.W. = 2.14 S. E. = 3.31 

(7A.26) Ne8 = 2.38625 + O. 01743A + 0.01055F - 8. 20902L 
[3.16J [2.60J [2.08J 

:R2 = .79 D.W. = 1.63 S.E. = 3.11 

(7A.27) Nh = -1. 69528 + O. 04131A + 0.01201F - 5.94667L 
[4.20J [1.66J [0.84J 

R2=.87 D.W=2.37 S.E.=5.56 

(7A.28) Nnh = 5.01880 + O. 02639A + 0.02090F - 14.51552L 
[3.91J [4.21J [3.00J 

"R2=.90 D.W.=2.43 S.E.=3.81 

182 



(c) In experiments in which V, the income 
velocity of circulation, was included as a 
proxy for credit conditions in Canada, the 
estimated regression coefficient was statis­ 
tically insignificant. 

Economic Conditions & the Number of Mergers 

3. Supplementary Notes 

(a) The regression coefficient for the exchange 
rate variable, x, consistently was insig­ 
nificant in all tests run. 

(b) The parameter for i , the short-term intere st 
rate in Canada, consistently had a negative sign 
in all the te sts run, and in many instance s the 
parameter was statistically significant. To the 
extent that i reflects credit conditions in 
Canada and variations in i reflect changes in 
the cost of capital, one would expect i to be 
positively related to N. One possible explan­ 
ation for the negative sign for the coefficient of 
i is that i serve s as a proxy for U. S. 
monetary conditions. As a test of this possibi­ 
lity, both i and ia were included in equation 
(7.3), on the ground that if i is acting as a 
proxy for ia, the coefficient of ia would re­ 
main significant and the coefficient of i would 
be insignificant. This re sult was borne out. 

(d) In one series of tests, the number of U. S. mer­ 
gers, A, and the number of business failures, 
F, were included in equations 7A.18, 7A.19, 
7A.20, and 7A.21 of this Appendix. Both vari­ 
ables consistently were insignificant. 
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Statistical Appendix 

The Take-Over of Canadian Firms~ 1945-6l 

There were 639 foreign acquisitions and 1,187 dom­ 
estic acquisitions during the period 1945-61. A data 
sheet to which the information from the questionnaire re­ 
plies was transferred in coded form was prepared for each 
acquisition. The following table s summarize the inform­ 
ation item by item for the entire period. The order of the 
items on the data sheet ha s not been followed and it was 
often possible to combine a number of items in one table. 
An attempt has been made to put the foreign and domestic 
data for each variable or category in the same table. 
Where it was necessary to separate the foreign and dom­ 
estic frequency distributions, the same table humber was 
used for both distributions and "foreign" or "dome stic" 
was indicated in the table. 

Several points of a general nature apply to the tables. 
The fir st concerns the coding of information in the ques­ 
tionnaire replies. A1l the non-numerical information was 
translated into numerical codes and transferred to the data 
sheets in that form. Except in a few cases, the descriptions 
of the data in the tables were translated back from the nu­ 
merical codes, exactly fo1lowing the verbal descriptions 
of the data sheet. In those cases (Tables A-34, A-35) in 
which, for purposes of convenience, the de scription of the 
data in coded form was retained, a key to the codes pre­ 
cede s the table. 

Two codes are repeated virtually in every table. 
The letter X was used by the editors in those instances 
in which no information, or insufficient information, was 
supplied in the que stionnaire return. The letter y was 
u sed when the que stion did not appl y to the re sponding 
firm. For example, if a manufacturing firm was asked 
to give the location of its plants and it failed to do so, X 
was used to describe its response. However, the res­ 
ponse of a firm without any manufacturing activities was 
coded Y. 
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Statistical Appendix 

A second point that affects the interpretation of the 
tables concerns the basic unit from which the tables were 
constructed. Firms returned a separate questionnaire 
reply for each of their acquisitions made after January 1, 
1945. (The acquisition of a company with a number of 
subsidiaries was counted as one acquisition, however.) 
It is the questionnaire replies and, hence, the data sheets 
that form the basic unit of information. The total number 
of responses in the tables is equal to 639 and 1,187 -- the 
number of foreign and domestic acquisitions, respectively. 
The tabulation of information, with the acquisition as the 
basic unit, results in repetition for the items relating to 
the characteristics of the acquiring firm. Only 147 of the 
foreign acquisitions and 121 of the domestic acquisitions 
were made by firms engaged in a single acquisition 
over the period. Furthermore, 235 of the foreign acqui­ 
sitions and 596 of the domestic acquisitions were made by 
firms that made more than one acquisition in a calendar 
year. 

These points should be kept in mind in reading the 
tables: except in a couple of tables which are identified 
in footnotes, the number of acquiring firms in each cl.a s s 
cannot be read from the tables. In Table A-7, for instance, 
the number 461 appear s in the manufacturing row and un­ 
der the column foreign acquiring company. This number 
should be interpreted to read that the acquiring company 
was located in manufacturing in 461 of the foreign acqui­ 
sitions. However, the number of separate acquiring firms 
that this number represents may not be obtained from 
the table.l...1 

II On average, in the foreign acquisitions, each firm made 
1. 6 acquisitions. Thus the best guess of the separate 
number of acquiring firms in the example under dis­ 
cussion is 461 + 1. 6 = 279. (The average number of 
acquisitions made by acquiring firms in domestic ac­ 
quisitions was 3. 6. ) 
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The TaKe-Over Canad-ian Firms, o-r' 
.I 1945-6Z 

Firms that made acquisitions and were subsequently 
acquired were treated as follows: they were interpreted 
to be the acquiring firm for all acquisitions they made 
before they were acquired; any acquisitions they made 
after that were considered to be undertaken by the firm 
that had acquired them. 
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Newfoundland 
Prince Edward Island 
Nova Scotia 
New Brunswick 
Quebec 
Ontario 
Manitoba 
Saskatchewan 
Alberta 
British Columbia 
X 
Y 

o 
1 

30 
20 

205 
554 
lIZ 
15 

132 
116 

StatisticaL Appendix 

TableA-1 

NATIONALITY OF ACQUIRING (ULTIMATE CONTROL) 
AND ACQUIRED COMPANIES 

Foreign Domestic 
Acquiring Acquired Acquiring Acquired 

Nationality Companl ComEanl COTnEanl ComEanl 

Canadian 0 473 1, 187 1,033 

American 416 78 0 39 

British 174 29 0 27 

Other Foreign 49 0 0 4 

X 0 59 0 84 

y 0 0 0 0 

Table A-Z 

PROVINCIAL LOCATION OF HEAD OFFICE OF CANADIAN-OWNED 
ACQUIRING COMPANIES 

Province Number of Head Offices 
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The Take-Over of Canadian Firm3~ ZD45-6Z 

Table A-3 

CATEGORY OF ACQUISITIONS 
INVOLVING ACQUIRING COMPANIES 

Category Foreign Domestic 

A single company (which survives) 
buys a single company 490 1,013 

A single company (which survives) 
buys a group of companies with 
interrelated owner ship 33 48 

A single company (which survives) 
buys a company as one of a series 
of contingent acquisitions 0 6 

Merger or amalgamation of two or 
more previously unrelated companies 
into a new corporate entity 2 34 

Sale of a division or a group of 
assets capable of sustaining an 
independent company in business 
of a company (which survives) to 
an unrelated company 23 27 

Sale of a division or a group of 
assets capable of sustaining an 
independent company in business 
of a company (which is no longer 
operating) to an unrelated company 74 44 

Other 3 2 

X 14 13 

Y 0 0 
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Table A-4 

METHOD OF ACQUISITION WHERE ULTIMATE 
ACQUIRING COMPANY WAS INCORPORATED ABROAD 

Method 

Directly without any operations in Canada 71 

Directly with operations in Canada 72 

Indirectly through a Canadian-based 
subsidiary 418 

Indirectly with operations in Canada 
through the acquisition of another 
foreign-based firm with operations 
in Canada 10 

Other 2 

x 66 

Y o 

Table A-5 

LAWS UNDER WHICH ULTIMATE ACQUIRING COMPANY 
WAS INCORPORATED 

Laws of Incor2oration Foreign Domestic 

Dominion 26* 590 

Provincial 41* 594 

United States 374 0 

Britain 152 0 

Other foreign 42 0 

X 2 

Y 3 

*Insta;'ces where the ownership or control is held by foreign resident individuals rather 
than a foreign resident corporation. 
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The Take-Over of Canadian Firms, Z945-6l 

Table A-6 

NUMBER AND VALUE OF ACQUISITIONS BY YEAR* 

($ Thousand) 

Imputed Total 
Value of Value of Value of Total Price, if Less 

Cash Stock Debts Other Con- Price than 100 Per 
Year Number Payment Parment Assumed siderations Paid Cent OwnershiE> 
( 1) (2) (3) (4) (5) (6) (7) (8) 

Foreign 

1945 23 8,484 892 3,716 17, 371 17,708 
1946 15 6,325 1,545 7,913 7,880 
1947 13 4,379 4,401 4, 379 
1948 14 4, 283 60 4,433 5, 126 
1949 11 5,230 5,638 5,477 
1950 9 4,937 342 9, 544 11,813 
1951 19 35,263 304 327 1,641 37, 568 42,925 
1952 17 12,074 3,592 25 16,074 17, 418 
1953 25 29,456 37 30,243 32,980 
1954 43 74,603 788 3,836 83,794 90, 523 
1955 56 102, 609 42,653 1,609 147,346 153,678 
1956 54 124,483 38,656 2,249 162,224 206,365 
1957 35 14,907 8,278 6,690 3,545 94,406 114,463 
1958 60 26, 559 68,834 17 1,628 99,011 99,662 
1959 66 69, 392 520 1,009 l, 123 72, 144 90,977 
1960 93 141,725 107,003 10,043 1,200 279,000 405,296 
1961 86 74,350 74, 397 1,759 331 170,401 176,219 

Domestic 

1945 51 14, 150 1,592 310 17,752 18,282 
1946 64 37,638 157 1,992 46,006 52,755 
1947 32 5,352 1,863 128 893 8,844 9,006 
1948 39 30,242 4,310 500 41,312 41,896 
1949 27 23,916 4,273 28, 556 29,268 
1950 36 34,957 1,400 36,437 38,858 
1951 61 36,968 31, 353 72,719 72,606 
1952 59 19,746 11,277 3,498 35,603 45,672 
1953 68 36, 588 l, 107 1,219 2,830 50, 610 60, 667 
1954 6) 36,461 8,669 100 51,946 65,277 
1955 78 65,093 13,832 8,069 99,089 102,660 
1956 81 33,243 9,619 480 58 46,415 48,649 
1957 68 17, 737 71,860 907 1,935 165,807 159,752 
1958 80 72,435 33,950 44 2, 191 121,752 130,889 
1959 120 103,255 26,865 24,464 25 195,826 215,975 
1960 110 44,949 151,690 3,252 4, 366 198, 300 199, 164 
1961 148 86, 532 39, 381 2,469 142,216 162, 661 
X 4 

*It is important to note that the sum of columns 3 through 6 does not coincide with the 
values in column 7 because of incomplete detail in the questionnaire replies in reporting 
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the component parts of the total price paid. Since cash was the major method of payment, 
it is likely that the differences between column 7 and the sum of columns 3 to 6 consist 
substantially of unreported cash payments and, therefore, a maximum estimate of the 
amount of cash payments may be obtained by adding the differ ence between column 7 and 
the sum of columns 3 to 6 to column 3. 

Except for 1956 in foreign acquisitions and 1960 in domestic acquisitions (reporting 
errors clearly took place), the total price paid is higher than the sum of its reported parts. 
In about half the years the differences are fairly small, but in the remaining years there 
are a number of large differences. The differences for all the years are listed below. 

Column 7 less the sum of 
columns 3 - 6 
($ Thousand) 

Year Foreign Domestic 

1945 4,279 1,700 
1946 43 6,219 
1947 22 608 
1948 90 6,270 
1949 408 367 
1950 4, 265 80 
1951 33 4,398 
1952 383 1,082 
1953 750 8,866 
1954 4, 567 6,716 
1955 475 12,095 
1956 3,164 3,015 
1957 60,986 73, 368 
1958 1,973 13, 132 
1959 100 41,217 
1960 19,029 5,957 
1961 19, 564 13,834 
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TableA-7 

DOMINION BUREAU OF STATISTICS INDUSTRIAL CLASSIFICATION 
OF ACQUIRING AND ACQUIRED COMPANIES* 

Foreign Domestic 
Industrial Acquiring Acquired Acquiring Acquired 

Classification ComEan:z: ComEan:z: ComEan:z: ComEany 

1. Agricultur e 0 0 4 

2. Forestry 2 8 21 

3. Fishing and trapping 0 0 0 0 

4. Mining, quarrying, oil wells 33 38 95 88 

5. Manufacturing 461 352 593 541 

6. Construction 3 7 12 16 

7. Transportation, communication, 
other utilitie s 27 27 102 110 

8. Trade 68 160 343 367 

9. Finance, insurance, real 
estate, holding company 2 3 29 14 

10. Community, business or 
personal services 36 38 9 23 

X 7 5 3 3 

Y 0 0 0 0 

*The companies were placed in industrial classifications by the editors, who based their 
decisions on information contained in the questionnaire replies. In those cases in which 
companies wer e operating in more than one classification, the editors classified the com­ 
panies on the basis of their most important activity. 

The same method was followed in allocating firms to two-digit manufacturing industries; 
the summaries of which follow in Table 8. 

The editors were given the following guidelines for acquisitions involving a foreign-owned 
or -contr'oll ed acquiring company: 

(al If the acquiring company is foreign-based with Canadian operations, 
classify these operations. 

(b) 1£ it has no Canadian operations but makes export sales to Canada, 
classify its main export activity. 

(cl If it has no Canadian operations and makes no export sales to Canada, 
classify its main operation outside Canada, or, if there is no informa­ 
tion, the closest related activity to that of the acquired company. In 
the latter case, it is possible that the code classification will be X. 
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Table A-8 

DOMINION BUREAU OF STATISTICS TWO-DIGIT INDUSTRIAL CLASSIFICATION 
OF ACQUIRING AND ACQUIRED MANUFACTURING COMPANIES* 

Foreign Domestic 
Manufa ctur-ing Industrial Acquiring Acquired Acquiring Acquired 

Clas sification Com2anr Com2anr Comeanr Comeanr 

1. Food and beverage 42 41 197 185 

2. Tobacco products 4 4 0 0 

3. Rubber 14 6 Il 4 

4. Leather 10 13 Il 15 

5. Textile 6 8 19 23 

6. Knitting mills 3 Il 9 

7. Clothing 10 8 10 9 

8. Wood 14 17 39 28 

9. Furniture and fixtures 3 5 

10. Paper and allied industries 34 31 64 43 

Il. Printing, publishing and 
allied industries Il 6 50 52 

12. Primary metal 8 10 49 13 

13. Metal fabricating 
excluding machinery and 
transport equipment 40 31 15 39 

14. Machinery -- excluding 
electrical machinery 24 24 16 Il 

15. Transportation equipment 25 19 20 11 

16. Electrical products 44 34 10 16 

17. Nonmetallic mineral products 28 22 33 31 

18. Petroleum and coal products 61 9 16 6 

19. Chemical and chemical 
products 69 47 11 27 

20. Miscellaneous manufacturing 17 18 11 16 

X 5 5 3 3 

Y 171 280 590 641 

*See footnote to Table A -7. 
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The Take-Over of Canadian Firms, lD45-6l 

Table A-9 

TYPE OF MERGER OR ACQUISITION 
BETWEEN MAIN ACTIVITY OF ACQUIRING AND ACQUIRED 

Simple* ComElex Total 
(F) (D) (F) (D) (F) (D) 

Horizontal 

Horizontal 44 334 113 185 157 519 
In differ ent 
geographic markets Z6 5Z 59 75 85 IZ7 

Complementary 13 Z9 48 66 61 95 
Competing. but 
differ ent materials 6 Z Z 3 8 

Same three-digit 
industry 4 7 9 4 13 Il 

Same two -digit 
industry 3 6 13 33 16 39 

Vertical Forward 

Sales outlets 3 5 97 81 100 86 
Service or service 
and sales 0 13 Il Z Il 15 

Assembly or 
fabrication 0 Z 3 3 3 5 

Processing plants Z 7 4 8 6 
Other 3 0 13 I 16 

Vertical Backward 

Parts 1 3 9 0 10 3 
Materials 6 7 Z3 Z3 Z9 30 
Services 0 Z 3 5 3 7 
Final commodities 5 6 3 ZO 8 Z6 
Other 0 11 8 11 9 

Jointness in selling 6 1 7 Z 
Same raw material 0 Z Z 6 Z 8 
Same or similar 
processes I 1 1 0 Z 1 

Conglomerate 7 18 65 14Z n 160 

X 37 6 
Y 0 8 

"Where the acquiring company operates in only one four -digit industry. 

Note: (F) Acquisitions involving a foreign -owned or -c on tr ol l e d acquiring company; 
(D) Acquisitions involving a Canadian-owned acquiring company. 
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Statistical Appendix 

Table A -10 

TYPE OF MERGER OR ACQUISITION 
BETWEEN MAIN ACTIVITY OF ACQUIRED COMPANY AND 

SUBSIDIARY OPERATION OF ACQUIRING WHICH WAS 
MOST CLOSELY CONNECTED WITH MAIN 

ACTIVITY OF ACQUIRED 

Simple* Complex Total 
(F) (D) (F) (D) (F! (D) 

Horizontal 

Horizontal 15 56 79 57 94 
In differ ent 
geographic markets 0 5 24 35 24 40 

Complementary 0 2 17 20 17 22 
Competing. but 
differ ent materials 0 0 0 0 

Same three-digit 
6 industry 0 0 2 6 2 

Same two-digit 
12 industry 0 0 3 12 3 

Vertical Forward 

Sales outlets 7 2 14 3 21 
Service or service 
and sales 0 0 0 0 0 0 

Assembly or 
3 fabrication 0 0 Z 0 

Processing plants 0 8 1 9 
Other 0 2 3 

Vertical Backward 

Parts 0 0 0 0 
Materials 0 1 10 2 10 3 
Services 0 0 0 1 0 1 
Final commodities 1 0 3 9 4 9 
Other 0 0 0 6 0 6 

J ointnes s in selling 0 0 1 1 
Same raw material 0 0 0 0 0 0 
Same or similar 
processes 0 0 0 0 

Conglomerate 0 0 0 0 0 0 

X 38 8 
Y 476 948 

':' Where the acquiring company operates in only one four -digit industry. 

Note: (F) Acquisitions involving a foreign-owned or -controlled acquiring company. 
(D) A cquisitions involving a Canadian-owned acquiring company. 
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TableA-ll 

The Take-Over of Canadian Firms, Z945-6Z 

TYPE OF MERGER OR ACQUISITION 
BETWEEN MAIN ACTIVITY OF ACQUIRED COMPANY 

AND SUBSIDIAR Y OPERATION OF ACQUIRING 
WHICH WAS SECOND MOST CLOSELY CONNECTED WITH 

MAIN ACTIVITY OF ACQUIRED 

Simfle* Comelex Total 
(F) (D) (F) (D) (F) (D) 

Horizontal 

Horizontal 0 0 3 5 3 5 
In differ ent 
geographic markets 0 0 3 0 3 0 

Complementary 0 0 0 4 0 4 
Competing, but 
different materials 0 0 0 0 

Same three-digit 
industry 0 0 0 2 0 2 

Same two-digit 
industry 0 0 0 0 0 0 

Vertical Forward 

Sales outlets 0 0 0 6 0 6 
Service or service 
and sales 0 0 0 0 0 0 

Assembly or 
fabrication 0 0 0 0 0 0 

Processing plants 0 0 3 3 
Other 0 0 0 I 0 

Vertical Backward 

Parts 0 6 0 2 0 8 
Materials 0 0 I 0 0 
Services 0 0 0 2 0 2 
Final Commodities 0 0 0 2 0 2 
Other 0 0 0 2 0 2 

J ointnes s in selling 0 0 0 7 0 7 
Same raw material 0 0 0 2 0 2 
Same or similar 
processes 0 0 0 0 0 0 

Conglomerate 0 0 0 0 0 0 

X 38 51 
y 593 1,095 

*Where the acquiring company operates in only one four -digit industry. 

Note: (F) Acquisitions involving a foreign-owned or -controlled acquiring company; 
(D) Acquisitions involving a Canadian-owned acquiring company. 
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Statistical Appendix 

Table A-Il 

TYPE OF MERGER OR ACQUISITION 
BETWEEN SUBSlDIAR Y ACTIVITY OF ACQUIRED 

COMPANY AND MAIN ACTIVITY OF ACQUIRING COMPANY 

Sim~le* Com~lex Total 
(F) (D) (F) (D) (F) (D) 

Horizontal 

Horizontal 9 4 5 5 14 
In different 
geographic markets 0 0 0 1 0 

Complementary 0 z 6 3 6 
Competing, but 
different materials 0 0 0 0 

Same thr ee -digit 
industry 0 5 2 5 

Sam e two -digit 
industry 0 0 3 3 3 3 

Vertical Forward 

Sales outlets 0 z 11 2 12 
Service or service 
and sales 0 0 0 0 0 0 

Assembly or 
fabrication 0 0 0 0 0 0 

Processing plants 0 0 0 3 0 3 
Other 0 0 0 0 

Vertical Backward 

Parts 1 0 0 0 1 0 
Materials 0 3 3 2 
Services 0 0 0 1 0 1 
Final commodities 0 0 0 0 0 0 
Other 0 0 0 0 0 0 

Jointness in selling 0 0 0 0 0 0 
Same raw material 0 0 0 0 1 
Same or similar 
processes 0 0 0 0 0 0 

Conglomerate 0 0 0 0 0 0 

X 38 61 
Y 580 1,078 

"Where the acquiring company operates in only one four -digit industry. 

Note: (F) Acquisitions involving a foreign-owned or -controlled acquiring company; 
(D) Acquisitions involving a Canadian-owned acquiring company. 
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The Take-Over of Canadian Firms, Z945-6Z 

Table A -13 

TYPE OF MERGER OR ACQUISITION 
BETWEEN sunSIDIAR Y ACTIVITY OF ACQUIRED COMPANY 

AND SUBSIDIARY ACTIVITY OF ACQUIRING WHICH 
WAS 1\10ST CLOSELY CONNECTED WITH SUBSIDIARY 

ACTIVITY OF ACQlJIRED 

Simple':' Complex Total 
(F) (D) (F) (D) _t.rr_. ___ (~ 

Horizontal 

Horizontal 6 8 19 9 25 
In different 
geographic markets 1 0 1 1 2 1 

Complementary 0 0 0 5 0 5 
Competing, but 
different materials 0 0 0 0 0 0 

Sam e thr ee -digit 
industry 0 0 0 0 0 0 

Sam e two -digit 
industry 0 0 0 2 0 2 

Vertical Forward 

Sales outlets 0 0 0 2 
Service or service 
and sales 0 0 0 0 0 0 

Assembly or 
Iabr i cat ion 0 0 0 0 0 0 

Proces sing plants 0 0 0 0 0 0 
Other 0 0 1 0 0 

Vertical Backward 

Parts 0 0 0 0 0 0 
Materials 0 0 0 1 0 
Services 0 0 0 0 0 0 
Final commodities 0 0 0 1 0 I 
Other 0 0 0 0 0 0 

Jointness in selling 0 0 0 1 0 1 
Same raw material 0 0 0 0 0 0 
Same or similar 
processes 0 0 0 0 0 0 

Conglomerate 0 0 0 0 0 0 

X 38 61 
Y 589 1,088 

':'Where the acquiring company operates in unly one four-digit industry. 

Note: (F) Acquisitions involving a foreign-owned or -controlled acquiring company; 
(D) Acquisitions involving a Canadian-owned acquiring company. 
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Statistical Appendix 

Table A -14 

GEOGRAPHIC MARKETS SERVED BY 
ACQUIRING AND ACQUIRED COMPANIES 

Foreign Domestic 
Acquiring Acquired Acquiring Acquired 

Market(s) ComEany ComEany Company ComEany 

Domestic only 41 528 918 1.035 

Export only. to United 
States mostly 5 2 2 

Export only, to several 
countries 0 4 0 

Mixed domestic and export 
to United States mostly 13 14 164 68 

Mixed domestic and export 
to several countries 2 26 78 26 

Acquiring company foreign- 
bas ed but did not s ell in 
Canada 25 0 0 0 

Acquiring company foreign- 
based and did sell in 
Canada 32 0 0 0 

Acquiring company foreign- 
based but whether or not it 
sold in Canada is unknown 24 0 0 0 

Foreign company with 
Canadian operations made 
export sales to Canada 58 0 0 2 

Foreign company with 
Canadian operations, but 
whether or not it made 
export sales to Canada is 
unknown 415 13 2 3 

Other 3 0 5 2 

X 25 49 18 48 

Y 0 0 0 0 
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Table A-IS 

'l'he Tak.e-: Over of Canadian Firms, 194 5- C L 

TYPE OF CANADIAN MARKET SERVED BY 
ACQUIRING AND ACQUIRED COMPANIES 

Foreign Domestic 
Acquiring Acquired Acquiring Acquired 

Market Served ComFanr ComEanr ComEanr ComEanr 

National 376 256 681 285 

Regional: West mostly 59 40 164 86 

Regional: Ontario and 
Quebec mostly 46 32 82 58 

Regional: Maritimes mostly 5 7 19 18 

Provincial 23 68 131 210 

Local (smaller than 
provinces) 19 146 90 465 

X 67 90 20 65 

Y 44 0 0 0 

Table A-16 

PROVINCE SERVED BY ACQUIRING AND 
ACQUIRED COMPANIES WHERE MARKET 
SERVED WAS PROVINCIAL OR SMALLER 

Foreign Domestic 

Province 
Acquiring Acquired 
ComEany Company 

Acquiring Acquired 
ComEany ComEanr 

Newfoundland 
Prince Edward Island 
Nova Scotia 
New Brunswick 
Quebec 
Ontario 
Manitoba 
Saskatchewan 
Alberta 
British Columbia 
X 
y 

0 2 2 
0 0 4 

2 Il 
0 0 0 9 

10 32 12 54 
22 107 93 299 
0 2 16 49 
0 7 9 34 
5 13 27 70 
7 50 68 138 
53 52 Il 65 

541 372 948 452 
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Statistical Appendix 

Table A-17 

MARKET SHARES') 

Held by Held by Held by Held by 
Acquirin, I) Acquired Acquiring Acquired 
Company Compan}:( I) Com~an}:(2) Compan:t(2) 

Share A B A B A B A B 
"/0 

Foreign 

1- 5 Il 13 16 23 1 0 16 7 
6- 10 26 19 15 12 9 0 5 2 

11- 15 15 34 18 10 1 1 7 0 
16 - 20 8 4 8 8 0 0 3 1 
21- 25 26 2 8 3 0 4 2 
26- 30 5 3 4 5 0 0 3 
31- 35 Il 3 0 0 
36 - 40 0 Il 6 1 0 0 3 1 
41- 15 4 3 2 3 0 0 3 0 
46- 50 0 2 0 2 0 2 0 
51- 55 2 I 0 0 0 2 I 
56- 60 4 4 3 1 0 0 0 0 
61- 65 0 I I 3 0 0 2 0 
66- 70 0 0 0 0 0 0 1 
71- 75 5 0 0 0 0 0 0 
76- 80 2 2 0 0 0 2 0 
81- 85 2 0 0 0 0 0 0 
86- 90 0 0 0 0 0 0 0 0 
91- 95 0 0 I 0 0 0 I 0 
96-100 0 0 0 0 0 0 
X 278 440 191 335 72 88 188 248 
y 249 90 357 234 552 550 396 374 

continued .•• 
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The Take-Over of Canadian Firms, 1945-Cl 

Table A-17 (cont'd.) 

MARKET SHARES':' 

Held by Held by Held by Held by 
Acquirin11) Acquired Acquiring Acquired 
Company Company( 1) Company(2) Company(2) 

Sharf.' A B A B A B A B 
% 

Domestic 

1- 5 21 14 37 30 9 4 46 40 
6- 10 Il 23 16 5 4 19 15 
11- 15 Il 25 14 4 6 2 14 8 
16 - 20 21 29 12 0 3 3 7 
21- 25 19 14 10 0 3 1 5 0 
26- 30 20 6 7 0 3 4 
31- 35 34 16 10 3 10 5 
36 - 40 7 3 2 0 1 5 2 
41- 45 10 4 5 0 6 5 4 2 
46- 50 0 4 1 0 0 3 0 
51- 55 5 4 2 1 0 1 
56 - 60 4 0 0 0 3 1 0 
61- 65 6 2 0 0 0 3 2 
66- 70 5 0 1 0 0 0 0 0 
71- 75 4 1 0 1 0 0 0 
76- 80 3 0 0 0 0 0 2 0 
81- 85 3 0 0 0 1 0 1 
86- 90 6 0 0 0 0 0 0 
91- 95 0 0 0 0 0 0 0 
96-100 0 0 0 0 0 0 2 1 
X 621 811 369 480 183 215 524 628 
y 376 231 699 663 968 946 538 476 

*Relates to the respective market shares of the acquiring and acquired companies in their 
main or over-all activity (prior to the merger or acquisition). In many instances the 
market share was reported for only a few products in the narrowest DBS industrial classi­ 
fication (three or four digits). These instances are reported in A. The reported market 
shares for full three- or four-digit industries are reported in B. 

(I) If serving regional or national market in its main or over-all activity. 

(2) If serving provincial market Or smaller in its main or over-all activity. 
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Statistical Appendix 

Table A-18 

MARKET SHARES 
WHERE MERGING COMPANIES OPERATE 

IN SAME MARKET'-' 

Foreign Domestic 
Acquiring Acquired Acquiring Acquired 

Share Company Company Company Company 
% 

1- 5 18 50 27 92 
6- 10 19 22 18 42 
11- 15 25 19 37 26 
16 - 20 7 II 41 II 
21- 25 21 6 28 9 
26- 30 3 6 16 Il 
31- 35 4 4 20 17 
36- 40 3 4 5 6 
41- 45 0 5 15 5 
46- 50 0 3 7 2 
51- 55 9 4 
~6- bO 7 0 
61- 6~ I 2 5 3 
66 - 70 0 0 0 0 
71- 75 0 2 
76- 80 '2 0 1 
81- 85 0 I 0 
86- 90 0 0 0 
91- 95 0 0 I 
96-100 0 I 0 0 
X 312 292 698 711 
Y 220 208 251 244 

':'The market shares are for the industry in which both the acquiring and the acquired 
companies were producing prior to the merger, and relate only to horizontal relation­ 
ships. The industry could represent either a main activity or a subsidiary activity. 
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~he Take-Over of Canadian Firms, 1945-6l 

Tab1eA-19 

EXPORT SALES TO CANADA BY FOREIGN-OWNED 
OR -CONTROLLED ACQUIRING COMPANIES 

Sales Number of Companies 
($ Thousand) 

0-100 86 

100-500 4 

500 -1,000 

i, 000 -S, 000 5 

5, 000 -10, 000 

10,000 -50,000 0 

50,000 0 

X 434 

Y 108 
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Statistical Appendix 

Table A -20 

SHARE OF RELEVANT MARKET ACCOUNTED FOR 
BY FOREIGN-OWNED OR -CONTROLLED ACQUIRING COMPANY'S 

EXPOR T SALES TO CANADA 

Share Number of Comeanics 
% 

1- 5 84 
6- 10 0 
11- 15 0 
16- 20 0 
21- 25 0 
26- 30 1 
31- 35 0 
36 - 40 0 
41- 45 0 
46 - 50 0 
51- 55 0 
56 - 60 0 
61- 65 0 
66- 70 0 
71- 75 0 
76- 80 0 
81- 85 0 
86- 90 0 
91- 95 0 
96-100 0 
X 447 
Y 107 
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The Take-Over of Canadian Firms~ Z945-Cl 

DBS 
Four -Digit 
Industrial 
Classifica- 

tion 

Foreign 

First 
Second 
Third 
Fourth 
Fifth 

Domestic 

First 
Second 
Third 
Fourth 
Fifth 

Foreign 

First 
Second 
Third 
Fourth 
Fifth 

Domestic 

First 
Second 
Third 
Fourth 
Fifth 

Table P. -21 

RANK OF ACQUIRING AND ACGUIRED COMPANIES 
PRIOR TO MERGER WITHIN TOP FIVE INDUSTRIES 

Rank 
y 2 3 4 5 6 7 8 9 10 Il 12 13 14 15 16 17 18 19 20" X 

98 43 16 17 9 
15 14 14 1 6 
Il 8 3 2 0 
10 3 0 
2 4 0 2 0 

320 2 
200 0 
o 000 

000 
o 0 0 0 

Acquiring 

3 
2 
o 
o 
o 

1 0 2 
300 
300 
300 
000 

Acquired 

o 
3 
I 
o 

6 
2 
2 
o 
o 

o 0 
o 0 
o 0 
o 0 
o 0 

o 
o 
o 
o 
o 

o 
o 
o 
o 
o 

o 
o 
o 
o 
o 

o 0 
o 0 
o 0 
o 0 
o 0 

2 
o 
o 
o 
o 

o 

o 
o 

o 
o 
o 
o 
o 

2 

o 
o 
o 

o 
o 
o 
o 
o 

o 
o 
o 
o 

o 
o 
o 
o 
o 

I 
o 
o 
o 
o 

2 
2 
o 
o 
I 

o 
o 
o 
o 
o 

o 
o 
o 
o 
o 

o 0 
o 0 
o 0 
o 0 
o 0 

2 9 386 
o 0 298 
o 208 
o 0 143 
o 0 64 

48 
287 
406 
480 
567 

o 0 
o 0 
o 0 
o 0 
o 0 

3 2 835 15 
o 1 508 476 
10333741 
o 0 194 930 
o 0 88 1,053 

279 
408 
510 
596 
587 

"Insignificant. 

153 62 70 14 20 3 4 2 0 
108 38 17 20 5 10 0 0 
56 19 17 12 2 2 0 0 
13 20 11 9 0 3 0 4 0 
21 7 Il 4 2 0 0 0 

14 
7 
5 
3 
o 

220 
2 3 I 

000 
o 0 0 0 
o 0 0 0 

8 
3 
4 
I 
o 

7 
7 
I 
5 
2 
o 
o 

5 
2 
o 
o 
o 

o 
o 

668 
10 10 6 
552 
4 3 
6 4 

464 2 
5 4 1 I 
4 1 0 0 
1 0 0 1 1 0 
2 3 020 
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1 
o 
o 
o 
o 

5 
o 
o 
2 
3 

o 
o 
o 
o 

o 
o 
o 
o 
o 

o 
o 
o 
o 
o 

o 
o 
o 
o 
o 

o 
o 
o 
o 

3 
o 
o 
o 
o 

o 
o 
o 
o 

o 
o 
o 
o 
o 

o 2 9 303 
o 0 2 197 
o 0 0 113 
o 0 37 
o 0 51 

o 8 4671 447 
o 2 0 306 835 
o 98 1,065 
o 2 0 60 1,112 
o 1 0 87 1,076 



StatisticaZ Appendix 

Table A -22 

RANK OF MERGED COMPANIES 
WITHIN TOP FIVE INDUSTRIES 

DBS 
Four -Digit 
Industrial 
Clas sifica- 

tion 
Rank 

y 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 ':' X 

Foreign 

First 
Second 
Third 
Fourth 
Fifth 

Domestic 

First 
Second 
Third 
Fourth 
Fifth 

Foreign 

First 
Second 
Third 
Fourth 
Fifth 

Domestic 

First 
Second 
Third 
Fourth 
Fifth 

Immediately after Mer ger 

113 46 
21 19 
14 10 
13 2 

18 21 
20 5 
5 3 
3 0 

7 
6 
2 
9 
o 

2 3 0 3 
400 
1 0 0 0 
3 0 0 0 
8 000 

o 0 
12 0 0 
300 
000 
000 

o 0 
o 0 
o 0 
o 0 
o 0 

o 
o 
o 
o 
o 

o 
o 
o 
o 
o 

o 
o 
o 
o 
o 

o 2 8 410 
o 0 367 
o 0 250 
o 0 150 
o 0 0 80 

5 
183 
350 
458 
543 240 2 

171 62 71 11 13 3 4 2 0 0 2 0 0 0 
119 44 19 19 7 10 0 1 0 1 0 0 1 0 0 
61 28 23 13 2 2 1 2 0 4 0 0 0 0 0 
16 30 9 11 1 2 0 6 0 2 0 1 0 0 0 
26 9 14 2 4 2 0 0 0 0 0 2 0 0 

At Time of Reporting 

113 51 22 27 ·2 2 4 2 2 0 0 0 0 0 0 0 
24 23 17 5 5 15 0 1 3 0 0 0 0 0 0 0 
13 11 4 3 3 3 0 0 0 0 0 0 0 0 
13 2 3 0 11 0 0 0 0 0 0 0 0 0 0 0 
240 2 8 000 0 000 0 0 0 0 0 

174104 64 9 15 6 2 3 0 0 1 2 0 0 0 
123 42 33 17 11 6 0 0 4 0 0 2 0 0 0 
64 31 15 17 15 0 1 a a 1 a a a a a 
19 29 18 11 3 0 0 8 a a a a a a 
31 9 17 2 3 0 0 0 a 0 a a a 

o 
o 
o 
o 
a 

o 0 0 0 
o 0 0 a 
a 000 
a a a a 
000 a 

8 
187 
350 
459 
547 

3 2 832 io 
1 0 602 363 
o a 359 692 
o a 218 891 
a a 125 I, 002 

*Insignificant, 
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o 0 3 8 394 
a a 1 356 
o 0 0 248 
o 0 a 1 149 
o 0 0 0 76 

a 
a 
a 
a 

000 
000 
a a a 
a a 0 
a a a 

2 2 787 15 
2 0 566 381 
a a 342 701 
o 0 200 898 
o 0 116 l, 007 



The Take-Over of Canadian Firms, 1945-Gl 

Table A-23 

LEADING PRODUCT OF ACQUIRING AND/OR ACQUIRED COMPANIES 
WHICH APPEARED ON SELECTED PRODUCT LIST 

OF DOMINION BUREAU OF STATISTICS, RELATING TO PRODUCTS 
ABOUT WHICH STATISTICS ARE NOT PUBLISHED 

BECAUSE LESS THAN THREE COMPANIES 
ARE ENGAGED IN THEIR PRODUCTION 

Foreisn Domestic 
Acquiring Acquired Acquiring Acquired 

Product List( s) Comeanr Comeanr Comeanr Comeany 

1960 list only 17 17 42 32 
1960 and 1945 lists 0 2 31 19 
1945 list only 3 2 15 5 
Neither list 476 393 509 492 
X 3 6 4 3 
Y 140 219 586 636 

Table A-24 

AGE OF ACQUIRED COMPANY 

Companies Acquired by Companies Acquired by 
Foreign-Owned or Canadian - Own ed 

Age -Controlled Comean):: Comean):: 

1- 5 95 240 
6-10 113 196 
11-15 97 98 
16-20 42 87 
21-25 41 69 
26-30 52 83 
31-35 33 82 
36-40 31 51 
41-45 23 32 
46-50 17 27 
50+ 36 48 
X 59 174 
Y 0 0 
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Statistical AppenJix 

Table A-25 

CONSOLIDA TED NET PROFIT 
EXPRESSED AS PERCENTAGE OF CONSOLIDATED NET WORTH 

FOR BOTH ACQUIRING AND ACQUIRED COMPANIES 
IMMEDIATELY BEFORE MERGER AND AT TIME OF REPORTING':' 

Foreign Domestic 
Immediately At Time Imm ediately At Time 

Before of ReEortin!l Before of Reporting 
% (A) (B) (A) (B) (A) (B) (A) (B) 

0- 5 III 43 81 60 91 75 188 65 
6-10 64 53 122 31 129 50 133 47 

11-15 103 48 87 36 207 72 279 38 
16-20 81 40 82 16 126 55 214 28 
21-25 43 28 56 17 98 50 112 27 
26-30 27 24 28 10 87 38 46 12 
31-35 17 20 2 7 67 27 15 3 
36-40 14 19 5 3 17 22 4 9 
41-45 8 8 4 5 19 10 1 3 
46-50 7 9 0 10 13 0 0 
51-55 2 5 0 3 13 11 4 
56-60 0 4 1 2 4 6 0 0 
61-65 3 1 4 0 2 7 1 
66-70 5 2 0 0 2 10 0 2 
71-75 0 4 0 1 0 6 0 0 
76-80 2 4 2 5 4 0 3 
81-85 0 0 0 2 3 0 0 
86-90 0 0 0 0 0 1 0 0 
91-95 1 1 0 0 1 0 0 2 
95+ 10 8 52 6 6 113 3 6 
X 72 245 56 364 231 572 67 798 
Y 11 0 3 17 0 0 49 

Loss 59 75 102 59 80 140 112 90 

'~The consolidation of accounts applied where the acquiring or acquired firm consisted of 
more than one corporation. 

Note: (A) -- Acquiring Company; (B) -- Acquired Company. 
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Th~ Take-Over of Canadian Firms, 1945-6l 

Table A-26 

TOTAL NUMBER OF EMPLOYEES 
OF BOTH ACQUIRING AND ACQUIRED COMPANIES AND THEIR SUBSIDIARIES 

IMMEDIATELY BEFORE MERGER 
AND OF REPORTING COMPANY AT TIME OF REPORTING 

Foreign Domestic 
Number of Immediately At Time Immediately At Time 
EmElolees Before of Reporting Before of Reportin(\ 

(A) (B) (C) (A) (B) (C) 

0-25 III 170 14 92 285 31 
26-50 22 68 38 50 IDS 28 
51-75 14 45 16 26 53 42 
76-100 16 24 Il 19 43 27 
lOI-ISO 24 44 27 52 72 43 
151-200 20 23 23 52 32 25 
201-300 40 33 48 72 42 72 
301-500 54 33 63 77 35 114 
501-1,000 74 28 89 133 29 198 
I, 001-2, 000 45 II 102 145 19 157 
2,001-5,000 82 9 106 69 5 191 
S, 001-10,000 41 2 27 47 3 36 
10,001-20,000 28 0 48 30 0 61 
20,00 1-50,000 2 0 ID 9 0 26 
50,001-100,000 0 0 I 12 0 21 
100,001-200,000 0 0 0 0 0 0 
Over 200, 000 0 0 0 I 0 0 
X 64 149 16 299 455 112 
Y 2 0 0 2 9 3 

Note: (A) -- Acquiring company and subsidiaries where applicable; 
(B) - - Acquir ed company and subsidiaries where applicable; 
(C) - - Consolidated. 



Table A-27 

TOTAL SALES AND ASSETS 
OF ACQUIRING AND ACQUIRED COMPANIES 

AND THEIR SUBSIDIARIES 

A B C 
Sales Assets Sales Assets Sales Assets 

($ Thousand) 

Forei!!n 

0-100 65 87 54 71 I I 
100-200 5 4 33 53 2 6 
200-400 14 18 57 72 10 5 
400-800 20 22 87 86 II 14 
800 -1,600 28 33 91 72 27 48 
1,600 -3,200 56 58 83 62 50 43 
3,200-6,400 71 66 51 47 63 80 
6,400-12,800 72 65 34 19 106 88 
12,800-25,600 78 60 20 II 133 90 
25, 600 - 51, 200 32 57 14 10 54 88 
51,200 -102,400 38 41 4 71 39 
102,400-204,800 46 53 2 33 76 
204,800-409,600 32 17 2 53 46 
409,600-819,200 7 2 0 0 17 I 
819,200-1,638,400 3 4 0 0 7 7 
1,638,400-3,270,800 0 0 0 0 0 0 
3,276,800- 0 0 0 0 0 0 
X 70 50 110 128 I 7 
Y 2 2 2 0 0 0 

Domestic 

0-100 31 8 114 217 5 I 
100-200 10 26 71 99 3 3 
200-400 34 29 99 150 10 17 
400-800 31 39 126 128 16 22 
800-1,600 84 92 119 99 34 39 
1,600-3,200 91 141 105 87 94 59 
3,200-6,400 124 198 59 47 94 179 
6,400-12,800 151 137 41 27 166 153 
12,800-25,600 138 127 18 22 191 196 
25,600-51,200 133 80 II 9 233 164 
51,200-102,400 68 83 3 2 79 106 
102,400-204,800 59 54 6 3 55 66 
204,800-409,600 38 37 I 0 90 134 
409,600-819,200 33 5 0 0 47 19 
819,200-1,638,400 3 13 0 0 66 24 
1,638,400-3,276,800 0 0 0 0 0 0 
3,276,800- 0 0 0 0 0 0 
X 158 II? 401 290 3 4 
Y 13 ? 

Note: (A) -- Acquiring Company and subsidiaries for fiscal year ended immediately 
prior to date of merger; 

(B) -- Acquired Company and subsidiaries for the fiscal year ended immediately 
prior to date of merger; 

(C) - - Acquiring Company and subsidiaries for the latest fiscal year at time of 
reporting. 
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The Take-Over of Canadian FirmB~ Z945-6l 

Table A -28 

MEANS OF ACQUISITION -- BY PURCHASE OF ASSETS 
OR SHARES 

Foreign Domestic 

Shares 371 669 

Assets 251 517 

X 17 

Y 0 0 

Table A-29 

METHOD OF PAYMENT FOR ACQUIRED SHARES 
OR ASSETS 

Cash only 

Foreign Domestic 

484 917 

45 109 

6 14 

26 44 

19 49 

3 18 

8 9 

48 27 

0 0 

Stocks or other securities only 

Debts or other considerations only 

Cash plus stock 

Cash plus debt or other considerations 

Stocks plus debt assumed or other 
considerations 

Cash, stock plus debts or other 
considerations 

X 

Y 

214 



Table A-30 

PURCHASE PRICE AND METHOD OF PAYMENT 
FOR ACQUIRED SHARES OR ASSETS 

Value of 
Debts Value of Total Imputed Total 

Value of Assumed Other Actual Price if 100% 
Cash Stock as Part of Consider- Price Ownership had 

Pa:z:ment Pa:z:ments Pa:z:ment ations Paid beenAchieved 
($ Thousand) 

Foreign 

0-100 122 8 5 2 142 127 
100-200 82 7 0 0 85 83 
200-300 47 5 1 2 50 48 
300-400 36 2 3 46 45 
400-500 28 5 1 31 27 
500-1,000 81 6 1 3 93 93 
1,000-2,000 53 7 3 3 57 62 
2,000-3,000 26 2 0 0 30 29 
3,000-4,000 19 3 0 3 25 24 
4,000-5,000 5 3 0 0 15 16 
5,000 -10, 000 12 6 2 0 16 19 
10,000-20,000 7 4 0 0 13 13 
20, 00q-30, 000 2 2 0 0 3 4 
30,000-40,000 1 1 0 0 2 3 
40,000-50,000 2 0 0 0 2 3 
50,000-60,000 0 0 4 3 
60,000-70,000 0 1 0 0 1 0 
70,000-80,000 0 0 0 0 0 
80,000-90,000 0 0 0 0 0 0 
90,000-100,000 0 0 0 0 0 0 
100,000-200,000 0 0 0 0 0 
Over 200,000 0 0 0 0 0 0 
X 65 56 41 44 23 38 
y 50 520 584 578 0 

Domestic 

0-100 394 37 14 10 427 409 
100-200 161 17 3 7 177 181 
200-300 94 14 0 3 109 105 
300-400 64 10 3 4 76 76 
400-500 38 6 3 2 50 48 
500-1,000 92 22 4 2 133 136 
1,000-2,000 65 22 3 4 83 84 
2,000-3,000 21 5 0 0 31 29 
3,000-4,000 12 4 0 18 21 
4,000-5,000 12 2 0 0 15 16 
5,000-10,000 17 6 1 27 24 
10,000-20,000 Il 2 0 13 12 
20,000-30,000 1 4 0 0 7 12 
30,000-40,000 0 0 0 0 0 0 
40,000-50,000 0 0 0 0 1 1 
50,000-60,000 0 0 0 0 0 0 
60,000-70,000 0 0 0 0 1 
70,000-80,000 0 0 0 0 0 0 
80,000-90,000 0 0 0 0 0 0 
90,000-100,000 0 0 0 0 0 0 
100,000-200,000 0 0 0 1 
Over 200,000 0 0 0 0 0 0 
X 64 58 45 40 15 26 
Y 141 977 i, 110 i, 113 3 5 
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The Take-Over of Canadian Firms, Z945-6Z 

Table A-31 

REASONS FOR ACQUISITION IN DESCENDING ORDER OF IMPORTANCE 

Rank 
Reasons * 2 3 4 

Rank 
5 5 2 3 4 

o 

2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 

2 
1 
o 

1 
o 
o 
2 
9 

19 
4 
2 
1 
6 

42 
20 
4 

14 
3 
4 
o 

16 
2 
2 
15 
13 
o 
2 
1 
3 
o 
o 

41 

o 
o 
4 
1 
o 

Foreign 

11 
1 

o 
o 
o 

19 
5 
1 
3 
7 

11 
19 
2 

2 
o 

o 
1 
o 
2 

23 
9 

3 
o 

19 
o 
o 
1 
o 
o 
o 
o 
1 
o 
o 

o 
2 
o 
1 
9 
o 
o 
5 
6 
o 
1 
9 
2 
2 
4 
1 
o 
o 
o 
o 
o 
o 
o 
2 
6 

20 

5 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 

216 

o 
o 
o 
o 
o 
o 
o 
2 
o 
o 
o 
1 
o 

2 
G 
o 
o 
o 
o 
o 
o 
o 
2 

10 
o 
o 
o 

1 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 

o 
o 
o 
o 
o 
o 
o 
1 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
2 
1 
o 

o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 

Domestic 

2 
6 
6 
2 
o 
o 
o 
12 
7 

26 
2 
5 
o 

23 
122 
61 
2 

41 
14 
2 
1 

15 
2 
6 

30 
22 
2 
o 
8 

48 
2 
3 

19 0 
14 20 
o 
2 
2 3 
o 0 
o 0 
7 3 

11 5 
10 1 
23 5 
6 3 

o 
25 2 
12 10 
10 1 

o 
54 1 
7 3 
2 0 
o 0 
3 1 
9 4 

.16 3 
21 6 
18 4 
7 
1 
8 

47 3 
1 0 

16 0 
o 0 
o 1 
2 0 
o 0 
o 0 

o 
1 0 
o 0 

3 
3 
o 
o 

2 
o 

continued ..• 

o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
2 

o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
3 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 

o 
o 
2 

o 

o 
o 
o 
o 

o 
o 
2 
o 
o 
o 

24 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 



StatisticaZ Appendix 

Table A-31 (cont'd.) 

REASONS FOR ACQUISITION IN DESCENDING ORDER OF IMPORTANCE 

Rank Rank 
Reasons':' 2 3 4 5 2 3 4 5 ---_. 

Foreign Domestic 

60 3 3 0 I 0 19 13 3 0 0 
61 0 2 0 0 9 2 2 3 2 I 
62 0 0 0 0 12 3 3 0 0 
63 0 0 0 0 0 9 0 0 
64 4 I 0 0 12 14 3 1 0 
65 0 0 0 0 0 0 3 2 0 0 
66 0 0 0 0 0 I 3 0 0 0 
67 0 0 0 0 0 0 0 0 0 0 
68 Il 5 0 0 32 2 0 0 
69 3 0 0 0 6 0 1 0 0 
70 38 25 2 0 0 98 24 2 0 1 
71 29 9 2 0 0 3 0 0 0 0 
72 4 0 0 0 0 21 3 0 0 0 
73 25 8 1 0 0 42 2 1 0 0 
74 47 15 4 1 0 56 14 8 0 0 
75 8 0 0 0 0 13 2 0 0 0 
76 24 28 1 S 1 38 26 S 2 0 
77 6 2 0 I 0 S 0 3 0 
78 30 6 2 0 0 30 31 9 1 0 
79 23 10 0 0 0 IS 12 0 3 0 
80 19 S 3 1 0 9 6 0 0 0 
81 9 1 0 0 0 13 ':) 0 0 
82 7 4 4 2 0 17 IS 18 2 0 
X 112 112 112 112 112 260 260 260 260 260 
Y 0 2s6 430 493 S12 0 376 783 878 922 

*Refer to Schedule A on the following page. 
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The Take-Over of Canad-ian Firms, 1945-Cl 

Schedule A 

REASONS FOR ACQUISITION 

Code 
Numbers 

o - To expand without disturbing competitive situation 
- Market too small to support another firm (where stated) 

2 - To eliminate a competitor 
3 - To forestall acquisition by a competitor 
4 - To forestall acquisition of an outlet by a competitor 
5 - To forestall acquisition of a source of supply by a competitor 
6 - To reduce short-run costs which had been increased due to a declining market 

218 

To acquire something unique to acquired (or to firms like acquired) 
7 - An outstanding man or group of men 
8 - Know-how or processes 
9 - Necessary licences or permits from regulatory authorities 

10 - Well-known brands or trade marks 
11 - Trade connections 
12 - Three or more of sevento eleven and thirteen 
13 - Other 

Owner or owners wanted to sell 
14 - Only stated that acquired firm was up for sale 
15 - Owner wanted to retire 
16 - Liquid capital was needed (or anticipated to be needed) to pay inheritance tax 
17 - Acquired firm was in financial difficulties 
18 - Acquired firm was in competitive difficulties 
19 - Acquired firm was unable to grow because of difficulties in raising capital or 

because owner unwilling to delegate authority 
20 - Three or more of fifteen to nineteen and twenty-one 
21 - Other 
22 - Belief better management would increase profits 
23 - To acquire a business available at a bargain price 

Cheaper and less risky to buy rather than build 
24 - It was faster 
25 - It provided an immediate assured market 
26 - It would otherwise have taken too long to acquire knowledge of production processes 
27 - The acquiring firm was unfamiliar with the market 
28 - Three or more of twenty-four to twenty-seven and tw.enty-nine 
29 - Other 

To increase size in order 
30 - To be able to float stock 
31 - To be able to obtain funds more easily 
32 - Acquisition made because of the merger of parent companies 
33 - To expand without additional capital (by exchange of shares) 

To take advanta.ge of ta.x laws when acquired firm making 
34 - Losses 
35 - Profits 
36 - Not stated whether firm making profits or losses in answer 
37 - Other tax reasons 
38 - To get control of liquid assets of the acquired company 
39 - To obtain preferential treatment where less than 100 per cent ownership acquired 



Sta tis t i c a L Ap p e i:",ii;,.; 

Schedule A (cont'd.) 

OTHER REASONS FOR ACQUISITION 

To achieve economies of scale or to reduce costs in 

60 - Production 
6'1 - Distribution 
62 - Research or exploration 
63 - Finance 
64 - Management -- office activities, etc. 
65 - Advertising 
66 - To increase size in order to improve bargaining power as a buyer 
67 - To increase size for prestige 
68 - To make an investment, but no additional information given 
69 - To make an investment because liquid assets available 
70 - To expand productive capacity or operations 
71 - To establish a manufacturing plant in Canada 
72 - To organize new integrated enterprise or amalgamation 
73 - To diversify into new field 
74 - To diversify by adding related or complementary products 
75 - To diversify by adding related or complementary services 
76 - To disperse into wider geographic markets in same lines 
77 - To disperse into wider geographic markets in related lines 
78 - To establish a sales outlet 
79 - To ensure continuation of a sales outlet 
80 - To establish a supply source 
81 - To ensure a continuation of a supply source 
82 - To ensure or provide needed service (transportation, drilling, warehouse, etc.) 
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Table A -32 

REPOR TED ECONOMIES RESULTING FROM ACQUISITION 
IN DESCENDING ORIYER OF IMPORTANCE 

Rank Economies ,;, 
Realized 2 3 

Rank 
2 3 

00 
.01 
02 
03 
04 
05 
06 
07 
08 
09 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
X 
Y 

';'Refer to Schedule B on the following page. 
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Foreign 

1 3 
12 9 
2 0 
2 
o 0 
1 0 
o 0 
3 2 
1 
o 1 

13 7 
2 

3 o 
7 

89 15 
10 4 
27 10 

3 
1 1 
o 0 
1 0 
o 0 
8 5 
o 0 
o 0 
o 2 

205 1 
20 

1 0 
o 0 
o 0 
o 0 
o 0 
o 0 
o 0 
o 0 
o 0 
o 0 
o 0 
o 0 
o 0 
4 0 

o 
o 0 
1 0 
o 0 
o 0 
o 0 
o 0 
o 
1 
o 0 
o 0 
2 0 

221 221 
o 347 

o 
o 
o 
o 
o 
o 
2 
o 
o 
2 
o 
1 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
1 
o 
o 
o 
1 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 
o 

221 
406 

o 
o 
o 
o 
o 
o 
o 
o 
o 
1 
2 
o 
o 
o 

Domestic 

19 
31 
3 
o 
o 

10 
3 

15 
2 
5 

33 
8 
2 

13 
145 
45 
23 
11 
4 
o 
4 
3 

43 
6 
8 
7 

232 
33 
o 
3 
o 
o 
o 
o 
2 
3 

o 2 
18 0 

1 0 
o 0 
o 0 

18 0 
4 0 

11 0 
6 0 

21 2 
20 3 
3 

2 
1 
1 
o 

16 

5 0 
31 32 
18 2 
2 6 

14 2 
o 

o 0 
o 0 
1 1 

13 2 
6 0 
3 

25 2 
2 0 
o 0 

2 0 
o 0 
o 0 
o 0 
o 0 
o 0 
o 0 

o 
o 0 
1 0 
o 0 
o 0 
o 0 
o 0 
o 2 

o 
o 0 
o 0 
o 0 
o 0 
o 0 
o 0 
5 0 
o 11 

11 0 
6 0 

436 436 
500 681 

2 

o 
1 
o 
2 
o 
o 
5 

436 
o 



StatisticaZ Appendix 

REPOR TED ECONOMIES REsuLTrnq FROM ACQU~ITION 

Schedule B 

Realized 

Anticipated 
but Not 
Realized 

Code Numbers 

00 28 
01 29 

02 30 
03 31 
04 32 
05 33 
06 34 
07 35 

08 36 
09 37 
10 38 

11 39 
12 40 
13 41 
14 42 

15 43 

16 44 
17 45 

18 46 
19 47 

20 48 

21 49 

22 50 

23 51 
24 52 
25 53 
26 
27 

Volume buying, but reason why an advantage not specified 
Greater bargaining power because of volume buying 

Products formerly purchased on market now produced internally 
Formerly were purchased in Canada 
Formerly were imported 
Formerly were purchased in Canada and imported 
Financing available at lower cost 
Better bargaining position in selling 
Market possibilities, but no elaboration 

Economies in promotion, selling or distribution 
Advertising 
Combining salesmen's routes or delivery routes 
Other or not specified 

Economies in transportation 
More rational location of plants 
Can combine or co-ordinate shipments 
Other or not specified 
Economies in administration (same office staff handles acquiring 
and acquired, etc.) 
Economies through better or more elaborate management (more 
specialists, etc.) in acquiring company 
Less cost than establishing new facilities 
Economies in use of raw materials 

Economies through integration of plants 
One of the plants was closed, but no details added 
One of the plants was closed, and remaining plant(s) considerably 
improved or enlarged 
One of the plants was closed and production concentrated in larger 
or more modern plant 
Number of products produced in each plant reduced (greater 
specialization) 
Other 

Economies through integration of non-manufacturing establishments 
Warehouses 
Terminals and transport routes when trucks involved 
Other 
Negligible or no economies 
Not applicable was response of firm 
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The Take-Over of Canadian Firms, 1945-6l 

Table A-33 

TOTAL NUMBER OF ACQUISITIONS MADE BY ACQUIRING COMPANY 
(DIRECTLY OR INDIRECTLY) BEFORE JANUAR Y I, 1945, 

AND DURING THE PERIOD FROM JANUARY I, 1945, 
TO DECEMBER 31, 1961, INCLUSIVE 

Forei!;ln Domestic 
Number of Prior to 1945 to Prior to 1945 to 
Acguisitions 1945 1961 1945 1961 

0 341 0 469 0 
38 137 109 112 

2 28 102 59 130 
3 20 69 39 105 
4 14 68 60 84 
5 7 25 31 75 
6 0 36 II 36 
7 10 14 22 63 
8 0 16 32 24 
9 25 45 43 90 
10 I 30 45 30 
II 12 II 12 33 
12 0 36 18 36 
13 0 0 3 26 
14 0 0 0 0 
15 3 0 45 45 
16 0 0 9 48 
17 0 0 0 34 
18 0 0 0 18 
19 0 0 0 0 
20+ 72 50 47 198 
X 0 0 0 
y 68 0 132 0 
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Table A -34 

TOTAL NUMBER OF ACQUISITIONS MADE BY ACQUIRING COMPANY 
(DIRECTLY OR INDIRECTLY)lN CANADIAN INDUSTRY 
DURING YEAR IN WHICH PARTICULAR ACQUISITION 

WAS REPORTED AS HAVING BEEN MADE 

Number of AC9,uisitions Foreign Domestic 

0 0 0 
404 591 

2 135 250 
3 37 134 
4 32 61 
5 10 42 
6 6 32 
7 7 6 
8 8 30 
9 0 0 

lOt 0 41 
X 0 0 
Y 0 0 

223 



The Tak:e «Ou e r of Canadian Firms, lJ4.5 - B L 

Table A -35 

PERCENTAGE OWNERSHIP BY ACQUIRING COMPANY IN VOTING SHARES 
OF ACQUIRED COMPANY IMMEDIATELY BEFORE MERGER 

AND AT TIME OF REPORTING 

Foreign Domestic 
Percentage Immediately At Time of Immediately At Time of 
Ownership before Merger ReEorting before Merger Reportin!l; 

0- 5 608 3 l, 127 8 
6- 10 3 0 2 0 
11- 15 0 0 3 
16 - 20 0 4 0 
21- 25 I 0 0 I 
26 - 30 0 2 3 2 
31- 35 2 0 I 2 
36 - 40 0 0 I 0 
41- 45 I 2 2 2 
46- 50 2 2 9 3 
51- 55 0 13 0 25 
56- 60 0 4 0 6 
61- 65 0 6 0 16 
66- 70 0 9 0 16 
71- 75 0 5 0 3 
76- 80 0 9 0 8 
81- 85 0 2 0 4 
86- 90 0 2 0 4 
91- 95 0 4 0 12 
96 -100 0 314 0 566 
X 21 22 35 8 
Y 0 240 0 500 

224 

Table A-36 

PERCENTAGE OWNERSHIP HELD BY ACQUIRED COMPANY 
IN VOTING SHARES OF ACQUIRING COMPANY 

IMMEDIATELY BEFORE MERGER 

Percentage 
OwnershiE Forei!l;n Domestic 

0- 5 611 i, 117 
6 -10 0 0 

11- 15 0 0 
16-20 0 0 
21-25 0 0 
Over 25 0 2 
X 28 68 
Y 0 0 



StatisticaZ Appendi~ 

Table A-37 

RATE AT WHICH CONTROL OF ACQUIRED COMPANY WAS 
ACHIEVED BY ACQUIRING COMPANY 

By less than complete ownership 
initially -- complete ownership ultimately 28 34 

Forei n Domestic 

By complete ownership initially 474 627 

By less than complete ownership 
initially -- less than complete ownership 
ultimately 72 111 

x 21 11 

Y 44 404 

Table A-38 

NUMBER OF INDUSTRIES IN WHICH ACQUIRING COMPANY 
W AS OPERA TING IN 1964* 

Industries Foreign Domestic 

177 195 

2 92 243 

3 89 182 

4 64 91 

5 81 48 

6 15 36 

7 13 72 

8 24 16 

9 14 38 

10 0 7 

11 11 51 

12 23 15 

13 0 8 

14 13 46 

15 5 0 

16 10 26 

17 0 16 

18 0 0 

19 0 0 

20 or more 6 84 

X 2 13 

Y 0 0 

"The breakdown of industries is at the three-digit and four -digit level. The repetition 
of the same answer for firms which made more than one acquisition must be taken into 
account, e. g., there was only one firm which was operating in 11 industries. 
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J'ne I'ak e=Ou e r of Canadian Firms, 194 5- 6l 

Table A -39 

ALL OR PART OF THE ACQUISITION SUBSEQUENTLY SOLD 

Acguisition DisEosed of Foreign Domestic 

No 568 l,096 
Yes - - entir e acquisition 28 51 
Yes - - corporation or division 9 12 
Yes - - important plant but less than a 
corporation or division thereof 6 

Yes - - but a small part ther eof 4 8 
Other 5 7 
X 24 7 
Y 0 0 

Table A-40 

YEAR OF DISPOSITION OF ALL OR PART OF A PREVIOUS ACQUISITION 

Year Foreign Domestic 

1946 0 0 
1947 0 0 
1948 1 
1949 0 0 
1950 0 0 
1951 0 1 
1952 1 0 
1953 5 
1954 2 
1955 3 
1956 3 1 
1957 4 2 
1958 3 2 
1959 3 5 
1960 7 8 
1961 2 9 
1962 2 
1963 0 
X 38 46 
Y 572 i, 100 
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Statistical Appandix 

Table A-41 

REASON FOR DISPOSITION OF ALL OR PART OF A PREVIOUS ACQUISITION 

Reason Foreign Domestic 

0 10 

0 4 

13 33 

0 0 

2 

3 5 

0 2 

To dispose of assets or operations not 
part of principal business 

To withdraw from extremely competitive 
market 

To dispose of uneconomic or unprofitable 
operations 

Disposal made when acquisition did not 
produce expected return 

Purchase offer too attractive to refuse 

As s et s or company no longer necessary 
for principal operations 

Shares or assets transferred to 
affiliate 

To withdraw from competition with publicly 
owned enterprise or as a result of 
expropriation o 

To provide new type of operation (e. g; , sale 
and lease-back) o 

To enlarge number of participants in joint 
enterprise 

Assets obsolete or would involve too much 
cost to modernize 3 

To acquir e funds for principal activity 

To acquire a valuable affiliation 

x 44 22 

y 572 l, 100 
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The Take-Over of Canadian Firms, ZD45-6Z 

Table A-42 

TOTAL NUMBER OF MANUFACTURING ESTABLISHMENTS 
OPERATED BY BOTH ACQUIRING AND ACQUIRED COMPANIES 

AT TIME OF ACQUISITION 

Foreign Domestic 
Acquiring Acquired Acquiring Acquired 

Total Number Compny Comeany ComEany Company 

0 94 118 35 100 
1 142 281 246 458 
2 57 40 101 52 
3 41 10 57 16 
4 24 5 68 8 
5 16 5 27 5 
6 28 2 25 4 
7 10 2 26 3 
8 14 25 3 
9 10 0 11 2 

10 2 1 11 2 
11 2 0 11 0 
12 2 12 
13 2 0 10 0 
14 0 0 12 1 
15 0 0 5 0 
16 2 0 2 0 
17 0 2 0 
18 0 2 
19 0 0 0 
20 or more 1 103 1 
X 56 22 80 61 
Y 134 150 315 469 
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Table A-43 

TOTAL NUMBER OF MANUFACTURING ESTABLISHMENTS 
OPERATED BY REPORTING COMPANY AND ITS SUBSIDIARIES 

IN 1964 

Total Number Foreign Domestic 

80 67 
2 67 80 
3 55 81 
4 58 91 
5 22 53 
6 16 40 
7 7 50 
8 34 24 
9 18 83 
10 33 39 
11 11 28 
12 8 28 
13 6 24 
14 4 27 
15 5 13 
16 16 40 
17 1 7 
18 8 11 
19 0 29 
20 2 15 
21 17 3 
22 0 9 
23 14 16 
24 0 9 
25 or more 155 307 
X 2 13 
Y 0 0 
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Table A-44 

NUMBER AND PROVINCIAL LOCATION OF MANUFACTURING ESTABLISHMENTS 
OF BOTH ACQUIRING AND ACQUIRED COMPANIES AT TIME OF ACQUISITION 

o 
Number of Establishments Reported 

y 

Acquiring Companies 

2 3 4 5 5t 6 7 8 9 lOt X 

Foreign 

N ewfc undland 
Prince Edward Island 
Nova Scotia 
New Brunswick 
Quebec 
Ontario 
Manitoba 
Saskatchewan 
Alberta 
British Columbia 

Domestic 

Newfoundland. 
Prince Edward Island 
Nova Scotia 
New Brunswick 
::Juebec 
Ontario 
Manitoba 
Saskatchewan 
Alberta 
British Columbia 

Foreign 

Newfoundland 
Prince Edward Island 
N ova Scotia 
New Brunswick 
Quebec 
Ontario 
Manitoba 
Saskatchewan 
Alberta 
British Columbia 

Domestic 

Newfoundland 
Prince Edward Island 
Nova Scotia 
New Brunswick 
Quebec 
Ontario 
Manitoba 
Sa skatchewan 
Alberta 
British Columbia 

391 7 0 0 
397 0 0 0 
379 9 2 0 
370 26 1 0 
223 124 19 3 
128 142 65 26 
346 41 2 1 
374 13 3 0 
310 62 18 0 
291 60 25 3 

789 15 
774 23 
735 31 
733 57 
458 166 
266 200 
554 139 
624 67 
575 68 
553 102 

o 
9 

o 
o 

o 0 
o 0 
o 0 
o 0 

12 2 
15 8 
o 0 
o 0 
o 0 
3 0 

o 
o 
o 
o 
04021 
o 6 0 0 0 
o 
o 
o 
8 

25 7 5 
5 3 8 

83 30 22 
83 48 23 
39 25 28 
65 39 
44 26 41 
32 30 18 

o 
o 

4 
o 

14 
20 

12 8 2 
14 7 14 

Acquired Companies 

385 
384 
373 

o 
2 

12 

1 
o 
o 

383 2 0 
299 78 8 
169 189 19 
356 29 
368 18 0 
356 28 2 
343 32 8 

o 
o 
o 

1 0 
2 0 
4 0 
o 0 
o 0 
o 0 
o 0 

23 
14 
50 
70 

o 0 
o 0 
o 0 
o 0 
000000 
1 0 0 0 
o 0 
o 0 
o 0 
o 2 

o 
o 
1 
o 

o 
o 
o 
o 

o 0 
3 0 

o 
o 
3 
3 

o 0 
o 0 

o 
o 

3 
o 
o 
o 

636 
633 

2 
5 

o 
o 

o 
o 
o 
1 
4 
6 
2 
o 
2 

621 15 1 
623 14 0 
521 101 8 
332 276 15 
588 42 6 
609 
584 
552 

24 5 
39 6 
65 11 
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o 
o 

41 200 
42 200 
49 200 
42 200 
49 200 
49 200 
49 200 
49 200 
49 200 
49 200 

54 328 
52 328 

4 8 
3 118 

52 
53 
52 
63 
51 
49 
55 
54 

328 
328 
328 
328 
328 
328 
328 
328 

20 233 
20 233 
20 233 
20 233 

o 19 233 
21 233 
20 233 
20 233 
20 233 
21 233 

47 502 
47 502 
47 502 
47 502 

a 49 502 
2 47 502 

47 502 
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Table A -45 

NUMBER AND PROVINCIAL LOCATION OF MANUFACTURING ESTABLISHMENTS 
IN PRINCIPAL ACTIVITY OF ACQUIRING COMPANY IN 1964 

Number of Establishments Reported 
0 2 3 4 5 6 7 8 9+ X Y 

Foreign 

British Columbia 412 112 27 19 4 6 24 1 31 0 2 
Prairies 369 77 46 68 4 8 27 0 2 36 0 2 
Ontario 158 284 82 33 34 12 1 0 0 33 0 2 
Qu eb e c 323 209 41 5 11 9 28 1 9 0 2 
Maritimes 528 71 2 4 2 0 2 0 0 28 0 2 

Domestic 

British Columbia 703 253 162 19 11 22 1 0 0 3 0 13 
Prairies 557 156 101 140 57 68 18 72 0 5 0 13 
Ontario 355 342 163 117 45 14 26 9 0 103 0 13 
Quebec 629 316 168 34 12 2 5 0 4 4 0 13 
Maritimes 966 47 100 27 3 0 0 4 26 0 13 

Table A-46 

NATURE OF PRE-1945 MERGERS* 

Foreign Domestic 

Companies acquired had assets or sales 
volume 1/4 as great as acquiring company. 
or larger 64 181 

Companies acquired had assets or sales 
volume under 1/4 as great as acquiring 
company 73 195 

Information not available 99 208 

X o 2 

y 403 601 

".This Table is based on information taken from a study done by Professor J. C. Weldon 
for the Combines Branch. 
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