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Abstract

This paper establishes a connection between non-financial corporate mergers and acqui-

sitions (M&A) and the rise of large firms, decline productive investment, concentration of

markets and profits, and rising markups. First, using Refinitiv M&A deals data, I briefly re-

count the history of corporate M&A deal making in the last four decades in which this study

focuses (1980-2020), with special attention to its sector dynamics. Second, the paper presents

a literature review highlighting the gap for the type of study presented here, in terms of both

methods and time scope. An articulation of the process from which M&A are linked to the

new corporate environment is presented in the form of 6 hypothesis. Third, using Compustat

firm-level data I present stylised evidence poiting towards the potential validation of those

6 hypothesis. I found that M&A has become an important corporate growth strategy (hy-

pothesis 1). A steeper drop in capital expenditure among firms with the highest acquisition

spending points to scrapping capex for M&A (hypothesis 2). Fed’s flow of funds data suggests

corporate funds are redirected to the household sector for M&A payments, potentially de-

pleting corporate funds. A micro-macro tension arises (hypothesis 3), where individual firms

grow larger in total assets through M&A to achieve corporate growth goals, while their capex

declines, dampening aggregate corporate investment. M&A is also connected to the rise in

market concentration (hypothesis 4) and the accumulation of intangibles that create barriers

to entry (hypothesis 5). Finally, firms with the most acquisitions, account for 40% of total

profits and have higher markups (hypothesis 6). In a period where efforts are aimed at curbing

M&A deals, these findings highlight the implications of leaving the M&A market unrestricted.
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1 Introduction

This paper explores the role of merger and acquisitions (M&A) in the US in contributing to explain

the new characteristics of the current economic environment of the non-financial corporate sector:

the rise of large firms, decline of investment rates, high concentration of markets and profits,

and increased markups. The US M&A market has consistently surpassed records in recent years,

reaching an unprecedented $5.8 trillion in 2021, surpassing previous peaks in 2015 and 2017, as

depicted in Figure 1, illustrating four decades of rising M&A deals in volume and value. In light

of the transformation of the corporate environment, the antitrust movement has experienced a

revival, gaining support not only among academic scholars (L. Khan, 2018) but more broadly in

the United States (Paul, Sanjukta, 2022; Posner, 2021). M&A have become a crucial concern for

public policy as demonstrated by Joe Biden’s intensified efforts to curb M&A and monopolies,

such as the appointment of Lina Khan, an anti-monopoly advocate, as the new head of the Federal

Trade Commission (FTC), and Jonathan Kanter as the new Assistant Attorney General for the

Department of Justice (DoJ) Antitrust Division, both of which are responsible for implementing

anti-trust regulations in the United States. Since then, the FTC and the DoJ Antitrust Division

have increased their activities in challenging M&A deals (Levin, B. et al., 2023) and have issued

new merger guidelines in August 2023. Here evidence is presented in support of acting against

M&A as a way to unroll the new characteristics of the non-financial corporate sector.

This paper contributes to our understanding of corporate growth strategies, particularly

focusing on M&A, and its impact on firm growth and its correlations with sectoral and macroe-

conomic trends. I argue that if firms have adopted a growth strategy, of which M&A plays a

significant role, instead of relying solely on productive capital expenditure in property, plants, and

equipment—i.e., as defined in national accounts as corporate investment—macroeconomic invest-

ment rates are likely to have been negatively affected. Expenditures on acquiring firms do not entail

the creation of new productive capacity since M&A involves a change in the ownership of already

established assets. In recent years, numerous studies have proposed various explanations for the

decline in US macroeconomic investment rates, to which this study adds acquisition expenditure

as a potential contributing factor.

Furthermore, this study establishes a mechanism whereby which NFCs have increased

both market concentration and the concentration of profits among a few firms with large markups

over the last decades. As M&A deals are completed, firms are eliminated from the market, all else

being equal, leading to increased market concentration. This effect, combined with other methods

of enhancing market power through M&A, such as acquiring intangible assets or engaging in killer

acquisitions, can facilitate the rise of markups and the concentration of profits. While equating

market power with a measure of markups illustrates some empirical trends, as seen in De Loecker

et al. (2020), it lacks a micro-founded explanation of the aggregate results observed. Even when
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higher productivity is suggested as the driver mechanism (Autor et al., 2020), this explanations

lacks an explanation to explain about how some firms achieved higher productivity rates. The

integrated framework presented herein posits M&A as one mechanism contributing to explaining

the empirical trends observed in the evolving NFC sector landscape, thus enabling the integration

of trends typically presented apart from each other.

The empirical analysis in this paper is primarily based on firm-level data from Compustat

and descriptive statistics. One advantage of using firm-level data is that it allows us to distinguish

between different types of firms, such as those that invest in acquisitions and those that do not.

Specifically, we demonstrate that the top 10% of firms with the highest acquisition expenditure

account for more than 95% of the total acquisition expenditure from 1980 to 2020. Another

advantage of our approach is the relative importance of the firms included in the Compustat

database in the overall US economy. Compustat provides information about US publicly listed

firms, which includes some of the largest corporations (ibid.). Thus, the data it contains enables

us to address meaningful questions regarding the most significant firms in the economy.

A final advantage of our approach contrasts with common approaches to M&A stud-

ies. Neoclassical and behavioural theories often focus disproportionately on explaining why M&A

occur due to external shocks and whether they are profitable for shareholders. Moreover, these

studies typically assume market efficiency, either as a permanent assumption or by allowing for

market failures. In this paper, we refrain from making such assumptions, thereby filling a gap

in the literature by broadening the questions we ask and establishing links between M&A as a

growth strategy and the evolving corporate landscape, as well as macroeconomic trends. Given

the overrespresentation in the literature of the 1960s and 1980s M&A waves, our focuse on the

1980s onwards is also a novel contribution of the present study, specially for the period of the 21st

century.

This work establishes six hypotheses that relate to our research goal and presents sup-

porting evidence. Firstly, we demonstrate that M&A has become an important corporate growth

strategy (hypothesis 1), evident in a steady increase in the ratio of goodwill over total assets,

exceeding 17%, which is significantly higher than other intangible assets. Concurrently, we ob-

serve a decline in property, plant, and equipment. Additionally, expenditure on acquisitions rises

relative to total available funds and traditional investment, at times reaching 50% of total capital

expenditure. Hypothesis 2 posits that if corporate growth goals are achieved via M&A instead of

through capital expenditure, the latter should decline, especially among firms heavily engaged in

acquisitions. Our descriptive data analysis reveals that 10% of all firms account for more than 90%

of total acquisition expenditure, and these firms exhibit a greater-than-average decline in capital

expenditure and a reduction in their share of capital expenditure. Using flow of funds data from

the US Fed, we demonstrate that the transfer of corporate funds due to M&A transactions towards
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shareholders becomes significantly more important than buybacks, and as important as dividend

payments in the late 1990s and early 2000s, remaining as significant as buybacks after 2010. This

supports the assumption that one of the reasons for declining investment rates is due to a transfer

of corporate funds to shareholders. Hypotheses 1 and 2 give rise to the paradox presented in

hypothesis 3, which states the micro-macro tension between increasing firm size, especially among

the 10% of firms that account for more than 90% of total acquisition expenditure, and declining

capital expenditure rates at both the firm level and, consequently, the aggregate level.

Our hypothesis 4, in line with Stigler (1950), posits that M&A contributes to market

concentration. Supporting this hypothesis, we present data indicating that the primary reason

for market exit is M&A, with over 70% of total acquisition expenditure concentrated among the

largest 20% of firms based on asset size. Additionally, there is an increase in both the share of sales

and assets of the top 10% of firms responsible for 90% of total acquisition expenditure. Given the

concentration of acquisition expenditure among the largest firms in terms of assets and sales, M&A

can be seen as a mechanism contributing to the rise of superstar firms, which is compatible with the

higher productivity hypothesis proposed by Autor et al. (2020). Furthermore, market power can be

augmented not only through market concentration but also by accumulating intangible assets with

monopoly sway or by undertaking killer acquisitions. Supporting hypothesis 5, we demonstrate

that more than half of total intangible assets are accumulated by firms with the highest acquisition

expenditures.

Finally, our last hypothesis establishes a connection between the use of M&A and in-

creasing markups and concentration of profits. Indeed, after 2000, firms with the most acquisition

expenditure experience markups well above the average, concentrating an average of 44.8% of total

profits since 1980. The rise of market concentration and increasing market power, features of stag-

nant economies (Kalecki, Michael, 1954; Steindl, 1976), spurred by the use of M&A, can also be

viewed as another mechanism through which acquisition expenditure negatively affects investment

growth, as shown in Gutierrez and Philippon (2016). Overall, the results we present are consistent

with the suggestion that M&A, as a corporate growth strategy, is related to declining investment

rates, higher market and profit concentration, as well as higher markups.

The remainder of the paper is structured as follows: The next section provides a brief

history of NFC M&A in the US since 1980, setting the stage for the subsequent analysis. Section

3 offers a theoretical review of M&A theories relevant to the issues under study, highlighting why

these issues have been overlooked in previous research. Section 4 outlines an integrated approached

to link M&A with the broader corporate environment and presents six hypothesis for potential

validation. Section 5 presents the empirical evidence, and Section 6 offers a brief conclusion.
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Figure 1: Number and value of M&A deals in the US, 1980-2021

Source: Refinitiv. Author’s calcaulation

2 A short history of M&A from the 1980 to 2022

Figure 2, Panel A, shows the share of M&A deals in the US and the rest of the world. While

the US share shrunk from 60% in the early 1980s to around 40% in the early 1990s, the US

remains the most relevant market, which is the focus of this study. In order to give a hint of

the economic importance of the value of M&A deals, Figure 2, Panel B, shows the dollar value

per year as percentage of the US GDP. The interpretation is that in the last M&A waves, in

average, is that the value of capital assets that changed hands was in average more than 10%

of US GDP.This study commences in the 1980s, a period marked by a takeover frenzy driven

by hostile takeovers, often facilitated by leveraged buyout (LBO) deals. These takeovers were

frequently characterised by their hostile nature, with debt imposed on the buyout firm’s balance

sheet to serve as a financial constraint aimed at disciplining and restructuring the organisation. In

contrast to the diversification and conglomerate-building focus of the 3rd wave in the 1960s (Stigler,

1968), the 1980s witnessed the divestiture of a significant portion of acquisitions, a trend that had

already begun in the 1970s (Kaplan et al., 1992; O’Sullivan, 2001; Porter, 1987; Ravenscraft et al.,

1987). The takeover movement in the 1980s provided Wall Street with an opportunity to continue

promoting and financing M&A deals that had originated in the previous wave of the 1960s, known

as the conglomerate wave. During this earlier wave, large corporate managers sought to expand

into unrelated lines of business using substantial debt, often financed by Wall Street. However, the

economic turbulence of the 1970s left conglomerates in a precarious financial position. In response,
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Wall Street raiders and bankers collaborated with divisional managers to acquire the business lines

that conglomerates needed to divest from.

Figure 2: M&A World Market Share and Economic Importance

Source: Refinitiv. Author’s calcaulation

This shift towards specialisation coincided with changes in antitrust policy, as enforcement

of antitrust laws loosened under the Reagan administration (Shleifer et al., 1991; Vaheesan, 2019).

As it can be seen in Figure 1 in the 6, that shows the direction of acquisition for each sector, the

last four decades have seen a quest for specialisation rather than diversification like in the 1960s.

Table 1 shows how M&A deals in consumer products and services and manufacturing sectors,

dominated the market in the 1980s, alongside the energy sector, and have remained among the

most active sectors until the end of the period under study. While the 4th merger wave was pivotal

in establishing the financial industry as a driving force behind corporate control and restructuring,

reinforcing the shareholder value ideology (Lazonick and O’Sullivan, 2000), it pales in comparison

to the subsequent waves that unfolded over the next three decades (see Figure 1).

The M&A wave that swept through the United States in the early 1990s, reaching its

peak in 2000 with a total value of $2,140 billion before being punctuated by the bursting of the

dot-com bubble, was marked by an internationalisation of the deal market. This surge in M&A

activity was driven by the need to catch up with the rapid advancements in information and

telecommunications (I&TC) technologies (see Table 1). Consequently, a significant concentration

of deals occurred in the industrial and telecommunications sectors. Prominent among the major
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US deals during this period were the AT&T and Tele-Communications Inc. transactions in 1999,

as well as the absorption of GTE and NYNEX by Bell Atlantic (now Verizon) in 1996 and 1998,

involving two of the largest telephone companies of their time. After 1995, cross-border M&A

investments accounted for approximately 20% of all deals, a substantial increase compared to

the less than 7% observed in the previous fifteen years. Notably, these cross-border deals were

primarily outbound investments from the US, indicating a trend towards offshoring production.

It’s important to highlight that the 5th wave extended across several continents, with a notable

presence in the UK, continental Europe, and the nascent Asian market (Gregoriou et al., 2007).

Equity swaps emerged as a dominant source of financing for these deals, driven by the overvaluation

of I&TC shares. This dynamic fuelled the wave but also contributed to its decline when the dot-com

bubble burst.

Table 1: Industry Shares of M&A Values: Averages for Each Period

Sectors 1985-1990 1991-2000 2001-2007 2008-2020

Consumer Products and Services 18.6% 15.0% 12.3% 12.9%

Consumer Staples 4.8% 4.4% 4.6% 4.2%

Energy and Power 16.4% 5.8% 7.9% 7.4%

Healthcare 2.3% 5.1% 9.7% 10.9%

High Technology 5.2% 10.3% 23.8% 21.7%

Manufacturing 20.3% 19.3% 19.6% 20.5%

Media and Entertaiment 16.4% 15.9% 8.5% 7.5%

Real State 3.1% 4.2% 5.3% 9.2%

Retail 5.6% 3.6% 3.9% 3.7%

Telecommunications 7.3% 16.4% 4.3% 2.1%

Source: Refinitiv1. Author’s calculations.

The short wave between 2002 and 2007 was marked by the large availability of liquidity

through credit markets and piled up cash accrued by the buoyant economic environment. It

was thus cash that financed the largest portion of deals, closely followed by debt. Thanks to

persistent low interest rates and the bank willingness to lend, the dormant industry of LBOs

made a comeback to the market rebranded as Private Equity (PE), but their business strategy

remained mostly the same as described in the 1980s . Banks involvement in M&A, became a

crucial part of their business, accounting to more than 30% of their income by charging fees on

their advising and financing of deals. It was also the wave in which mega deals, those of value

of $5bn and more, became normal business, with more mega deals each year than the previous

2000 record. Despite the higher number of per-year deals, Alexandridis et al. (2012) reported that

deals acquirers tended to overpay less than in the 1990s. As show in Table 1, during the 6th wave,

deals in high technology and healthcare sector start to rise rapidly. Relaxed anti-trust enforcement

7



allowed for more horizontal mergers, in comparison to the 1990s.

The most recent M&A wave spans from 2012 to 2022. In 2021, this wave set new records

in both volume (exceeding 25,000 deals) and value (surpassing $3,400 billion), surpassing previous

highs set in 2015 and 2017. Historically low interest rates and central banks injecting liquidity

into financial markets led to exceptionally inexpensive access to credit and the issuance of cor-

porate securities, particularly corporate bonds. Consequently, a significant proportion of deals

were financed through debt, indicating the continued growth of PE firms . Nevertheless, cash re-

mained the preferred method of payment. Major corporations expanded their operations through

M&A across related and unrelated lines of business. The most active sectors included healthcare,

biotechnology, pharmaceuticals, and technology. Notably, tech giants like Alphabet engaged in fre-

quent acquisitions, averaging one per month since 2001. These big-tech firms, relying on network

economies to fuel growth and establish fortified market positions, diversified their business inter-

ests by acquiring smaller and potential future competitors. Mega deals continued to dominate the

landscape surge (Aliaj et al., 2022), with landmark transactions such as Dow-DuPont, Heinz-Kraft,

AT&T-Time Warner, and Disney-21st Century Fox exceeding $100 million per deal. However, the

recent rollback of central banks’ monetary stimulus measures, following the pandemic, brought

this M&A wave to a halt.

3 Review of M&A and their effects

There is an extensive literature on M&A, why they happen and their effects. The interested reader

in a wider review is referred to Martynova et al. (2008)..

While the literature has examined the effects of M&A on the performance of the involved

firms, many of these studies do so to validate hypotheses regarding why mergers occur. The

first two hypotheses, derived from neoclassical theories, aim to test whether M&A occur under

the assumption that firms maximise either profits or shareholder value (Harford, 2005; Jovanovic

et al., 2002). The mounting evidence against these theories has led some researchers to propose

a third category, in which firms or managers are assumed to strive for goals other than profits

or shareholder value, particularly growth maximization (Gugler, Dennis C. Mueller, et al., 2012;

Shleifer et al., 2003). The focus on testing these hypotheses has meant studying firm-level post-

merger performance rather than the effects of M&A on the wider corporate sector, which is the

focus of this paper.

For example, the literature has not yet delved into the significance of external expansion

via M&A as a growth strategy for the corporate sector compared to the traditional approach of

internal expansion through capital expenditure. This observation is crucial as it sets the stage

for examining how various corporate strategies, including M&A, might impact corporate capital
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expenditure and, subsequently, influence macroeconomic investment levels.

Some scholars have explored a related question, such as the impact of M&A on a firm’s

growth (Weston, 1953). However, the results are not satisfactory since it is challenging to quantify

the contribution of mergers, given the unaccountable potentialities for growth and uncertainties

inherent in the acquisition process (Penrose, 1959). These difficulties arise from both stating the

growth path of acquired assets and determining the counterfactual growth path if the acquisition

had not taken place. Weston (1953) proceed with their analysis without accounting for the present

value of acquired assets, while Aaronovitch et al. (1975a,b), in a similar exercise to Weston’s, incor-

porated a growth rate of acquired assets. However, despite the explicit nature of their assumption,

no economic reasoning was provided for their applied method.

Theoretical analyses of M&A overlook their impact on capital expenditure. Existing

literature, rooted in investment theory, suggests that M&A activity is influenced by factors similar

to traditional investment, such as high firm valuations and Q values (Jovanovic et al., 2002).

However, these studies prioritize validating the q-theory of investment to predict M&A waves (Du

Boff et al., 1989), neglecting to explore post-M&A capital expenditure implications. Moreover,

they rely on the assumption of market efficiency, with even behavioural studies using softened

versions of this assumption (Gugler, Dennis C. Mueller, et al., 2012). This gap underscores the

need for further research to fully understand the broader ramifications of M&A activities. Only one

study has focused on the implications of M&A for overall GDP growth, finding a negative relation.

In that study, the mechanism of how M&A translates into lower GDP growth is not spelled out

and considers M&A deals of financial corporations too. We think that a better approach is to take

one step back from economy-wide GDP growth effects and ask whether NFC M&A can be linked

to lower NFC investment in capital expenditure, which is a more traceable link.

The literature on corporate financialization attempts to explain the lower capital invest-

ment rates since the 1980s. It links the depletion of corporate financial resources, through higher

shareholder payouts (O. Orhangazi, 2008; Stockhammer, 2004), or the diversion of investment

towards financial markets (L. E. Davis, 2018), as reasons for the decline in accumulation rates.

However, M&A has not yet been examined as a contributing factor to declining investment rates,

a connection that this paper explores in the next section.

Few studies have delved into the impact of M&A on market concentration and prof-

itability. Notably, Muller (1976) found that non-merging companies, on average, retained more of

their market share than merging companies. However, studies by Dennis C Mueller (1980), Ghosh

(2001), and Gugler, Dennis C Mueller, et al. (2003) failed to identify post-merger increase profitabil-

ity or sales growth in M&A cases from the 1980s takeover wave. These studies primarily focused

on mergers occurring in the 1960s and 1980s. The 1960s, marked by the rise of conglomerates, saw
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acquisitions of companies in unrelated businesses, leaving many firms studied as quasi-independent

units. Conversely, the 1980s were dominated by LBOs, with post-acquisition strategies often em-

phasizing downsizing rather than growth (Lazonick and O’Sullivan, 2000). Consequently, both

Muller (1976) and Gugler, Dennis C Mueller, et al. (2003) examined numerous acquired firms left

as autonomous entities with no business relation to the acquiring company. It is challenging to

explain why, in such cases, acquisitions should lead to higher growth sales. Thus, their findings

of no evidence linking M&A to increased market concentration at the industry level are less sur-

prising. This contrasts with the high industry relatedness of M&A deals, as shown in table 2,

and is consistent with Pryor (2001) for the 1990s, who also used relatedness of M&A as a proxy

to infer their effect on market concentration. Although not focusing on market share, Gugler,

Dennis C Mueller, et al. (2003) interpreted the simultaneous rise in profitability and decline in

sales of horizontal mergers as indicative of increased market power.

Another issue with these studies is that they employ an event-study approach, and their

results hinge on the measure of profitability as well as the selection sample and measure of post-

merger performance (Martynova et al., 2008). If profitability is proxied by an earnings measure,

the effect is usually negative, while cash-flow measures tend to show positive results. The problem

with earnings measures is that they may be influenced by factors other than increased post-merger

performance, such as efficiency gains or higher market power. For instance, in acquisitions, the

acquiring company not only increases its balance sheet by the value of the assets of the acquired

company but also by the amount of goodwill. The latter increases the assets of the acquiring

company without any counterpart in productivity or efficiency, thereby dragging down profitability.

Another issue with event studies is the selection of the method of measuring the counterfactual

post-merger performance, for which no reliable economic reasoning method is provided. Comparing

post-merger performance against a possible counterfactual in which no acquisition has occurred

is the only way to test whether the theories, whether neoclassical - managers maximise profits or

shareholder value - or behavioural - maximisation of growth - hold true.

A prime example of examining historical trends through hypothesis testing is Stillman’s

study on oligopoly effects. He suggests that competitors of firms involved in anti-competitive

acquisitions should experience a rise in market valuation due to anticipated price increases from

the Cournot-Nash equilibrium model. Yet, upon failing to observe this, he concludes that, on

average, M&A transactions do not lead to less competitive markets. The study, however, overlooks

other ways in which the market dominance of acquiring firms may adversely affect competitors,

such as through intangible acquisitions and the creation of barriers to entry, a point we address

further in the following section.

No M&A study has yet explored the dynamics of markups, a widely used measure of

market power. Recent literature has highlighted the rising markups observed in the NFC sector,
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attributed to increased demand reallocation towards more productive firms and reduced antitrust

enforcement (De Loecker et al., 2020; Gutiérrez et al., 2019). However, the former explanation

attributes this trend to an external shock toughening market conditions by lowering the thresh-

old for marginal costs, yet fails to explain how firms achieve greater success compared to their

competitors. Additionally, Gutierrez and Philippon (2019) fail to consider the significance of the

relative position of firms in the market, including factors such as firm distribution of market share,

capital expenditure, and relative markups, in understanding market dominance. They do not clar-

ify the mechanisms through which high-markup firms come to dominate the market—is it through

productivity gains or M&A activity?—thus warranting antitrust scrutiny. Furthermore, lax an-

titrust enforcement itself acts as an external shock, exacerbating barriers to entry. We complement

these findings by proposing M&A as a mechanism through which firms displace competitors by

elimination or through acquisitions of intellectual property rights (IPRs), resulting in a skewed

distribution of high markups and profits concentrated among firms allocating a disproportionately

high share of resources to acquisitions.

4 The link between M&A growth and declining investment,

alongside concentration of markets and profits in large

firm with higher markups

In light of the limitations of existing literature on M&A and its effects, this section proposes

an integrated approach to understanding the impacts of M&A, which synthesises various trends

typically analysed in isolation. Each step of this approach is presented as a hypothesis, with

supporting data provided in the subsequent section for potential validation. It is proposed that the

increase in M&A activity in the non-financial corporate sector is linked to shifts in the corporate

landscape in the US, characterised by larger firms, lower investment rates, market and profit

concentration, and higher markups. This establishes a connection between firm-level behaviour

and broader trends observed at both the corporate and macroeconomic levels. Additionally, this

section outlines empirical indicators that can be examined to support the hypotheses presented

here. Figure 3 provides a summary of this process.

As depicted in Figure 1, corporate M&As have surged in recent decades to historically high

levels. This leads to our first hypothesis, suggesting the emergence of a new prevalent corporate

growth strategy, wherein firms increasingly opt for external expansion over internal investment, i.e.,

capital expenditure. Numerous examples illustrate the significance of acquisitions in the growth

strategies of major firms. For instance, Microsoft’s inclination towards acquisitions as a growth

driver, as highlighted by Economist (2021), is noteworthy, with the total value of its acquisitions

far exceeding its investment expenditures. Similarly, Alphabet has maintained a consistent pace
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Figure 3: Stylised articulation process

of acquiring approximately one firm per month since 2001. Furthermore, external expansion is

not confined to large corporations alone, as medium-sized firms have also embraced this growth

strategy in recent years (Acharya et al., 2022).

As articulated by theorists of the firm, there are compelling reasons why firms engage

in acquisitions, as it enables faster growth by eliminating the need to accumulate internal growth

resources, relying instead on the firm’s entrepreneurial services (Marris, 1964, p. 123) (Penrose,

1959, p. 165). However, corporate growth is constrained by the firm’s ability to expand within a

certain period (Wood, 1975), contingent upon the availability of managerial services for integration

and coordination (Penrose, 1959, p. 167). As noted by Penrose (ibid.), ”the more extensive the

external expansion in any given period of time, the less can existing resources be used for internal

expansion in the same period” (ibid., p. 171)2. Consequently, if part of corporate growth is

achieved through M&A, other growth strategies like capital expenditure must be curtailed. Thus,

our second hypothesis posits that the decline in capital expenditure can be partly attributed to

the rise in M&A as a corporate strategy. While it is plausible that a depletion of corporate

funds due to acquisition expenditure negatively impacts capital expenditure, as suggested by the

financialization literature, this is not a necessary condition for the mechanism proposed here. It

is argued that if corporate growth objectives are achieved through M&A, the need for additional

corporate investments to fulfil those objectives diminishes.

A micro-macro tension arises from M&A as a corporate growth strategy (hypothesis

2Best (1990, p. 125) has summarised the argument succinctly, stating, “Penrose’s theory of the growth of the

firm is based upon two assumptions: everything cannot happen at once, and a person cannot do everything alone”.
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one) and the subsequent decline in capital expenditure (hypothesis two). While firms pursuing

M&A continue to grow and increase their size, they simultaneously reduce capital expenditure.

This reduction in capital expenditure at the firm level may translate into a decline in aggregate

macroeconomic corporate investment. The third hypothesis posits that as corporations expand

through M&A, the aggregate investment rate may decrease due to the widespread adoption of

external growth as a corporate strategy. However, despite this decline in aggregate investment,

individual growth objectives are still achieved through M&A. From a macroeconomic perspective,

firms’ M&A expenditures do not contribute to the generation of new productive capacity and

are therefore not recognised in national accounts as investment. This tension between firm-level

growth and macroeconomic investment constitutes the third hypothesis: as firms increase in size

through M&A, capital expenditure growth declines.

The fourth hypothesis establishes a connection between M&A activity and the escalating

concentration of markets. This phenomenon arises from the diminishing number of firms operating

within a market following each M&A transaction. With every deal, a firm is absorbed or eliminated

from the market, thereby amplifying market concentration, assuming all other factors remain

constant. Even in instances of acquisitions involving small firms, such as those pursued by private

equity firms through rollup acquisitions, this approach can lead to the monopolisation of local

markets, prompting regulatory concerns from bodies like the FTC. Furthermore, while M&A has

become increasingly accessible to medium and small-sized firms in recent years, especially during

periods of quantitative easing (Acharya et al., 2022), it remains a growth strategy predominantly

favoured by large corporations. This propensity further solidifies market concentration within

already large firms. One reason behind this trend is the substantial financial resources available

to large corporations, encompassing retained earnings and external financing. M&A activities,

particularly those aimed at market monopolization, have long been acknowledged for their ability

to leverage current assets and anticipated monopoly profits (Du Boff et al., 1989; Hake, 1998;

Stigler, 1950; Toporowski, 2000). The scale of these current assets and expected monopoly profits

determines the extent to which acquiring firms can access additional financial resources through

capital markets, thereby ensuring the financial feasibility of such operations. Examples include

Verizon’s $49 billion share sale for the acquisition of Verizon Wireless and Anheuser Busch-InBev’s

$46 billion raise for the purchase of SABMiller, highlighting the crucial role of capital markets in

facilitating large-scale mergers (M. Khan, 2016). Notably, during the 1990s, companies with access

to this strategy utilized the stock market to acquire technologies through stock-based payments

(M. Carpenter et al., 2003).

IPR and technology absorption acquisitions have played a significant role and are expected

to continue doing so (Annette L Ranft et al., 2000; Annette L. Ranft, 2006; Annette L. Ranft and

Lord, 2002), representing yet another pathway through which M&A drives market dominance - this
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constitutes the fifth hypothesis. The growing importance of IPRs as barriers to entry has spurred

companies to contemplate acquiring existing incumbents, especially when certain assets confer a

degree of monopoly power (Pagano, 2014). With a substantial portion of innovation now emanating

from the startup ecosystem, firms increasingly opt for growth through acquisitions rather than

relying solely on internal innovations, particularly in high-tech (M. Carpenter et al., 2003; Marie

Carpenter et al., 2017; Lazonick, 2010) and pharmaceutical sectors (Baranes, 2020; Lazonick,

Hopkins, et al., 2017; Tulum et al., 2018). This approach has long been recognized as the ”entry-

for-buyout” strategy, aimed at establishing barriers and assimilating intangible assets (Gilbert et

al., 1982; Rasmusen, 1988). For example, in the 1970s, Eli Lilly & Co. dominated the insulin

market. In 1978, Genentech patented its development for synthesizing human insulin, and the

following day, Eli Lilly & Co. acquired Genentech (Barese, 1991). More recently, notable examples

include Facebook’s acquisitions of Whatsapp and Instagram. The term ”killer acquisitions” has

gained traction to describe extreme cases of entry-for-buyout, with the aim of eliminating a target

firm’s technology3.

The final link in our argument is the rise of markups and the concentration of profits

in firms that pursue M&A as part of their corporate growth strategy. Following the tradition

of (Kalecki, Michael, 1954), it is plausible that increasing market concentration via M&A allows

dominant firms to increase their markups - the sixth hypothesis. While market concentration

is not the sole determinant of markups across time and sectors (L. Davis and Ö. Orhangazi,

2021), there is evidence supporting that the increasing market concentration of recent decades is

associated with increasing markups (Autor et al., 2020; De Loecker et al., 2020; Grullon et al.,

2019). Additionally, it is plausible that firms pursuing M&A already enjoy larger markups than

other firms. A larger markup may imply more available resources to engage in acquisitions. Recent

evidence on corporate trends highlights the importance of monopolizing intangible assets that act

as barriers to entry (Lambert, 2020; Pagano, 2014; Rikap, 2021) for high-markup firms (Calligaris

et al., 2018; Ö. Orhangazi, 2019). As explained earlier, M&A is an important method of acquiring

IPRs that can reinforce barriers to entry. Moreover, higher markups can be achieved not only

by raising prices due to reduced competition but also by securing dominance and control over

suppliers, allowing a firm to increase markups by reducing costs. Several studies reveal reduced

supplier wages (Wilmers, 2018) and input prices (Bhattacharyya et al., 2011; Fee et al., 2004) for

firms involved in M&A.

If high-markup firms that pursue M&A tend to dominate the market, either through

concentration or IPRs, this implies that the new price system redistributes further profits towards

3These often evade antitrust scrutiny due to low reporting thresholds (Wollmann, 2019) and have been found to

be particularly prevalent in the pharmaceutical sector (Cunningham et al., 2021) and to have a significant impact

on large tech companies despite being less frequent in this sector (Latham et al., 2020).
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these high markup firms, as explained in Steindl (1976). Thus, the seventh and last hypothesis

states that profits will tend to concentrate increasingly in firms with the highest acquisition activity.

This is consistent with the composition effect reported by De Loecker et al. (2020), whereby the

average markup increase is the result not only of increasing markups of individual firms but also of

high markup firms enjoying a higher market share. This proposed articulation suggests mechanisms

through which the composition effect takes place, a link missing in the study by De Loecker et

al. (ibid.). High-markup firms that engage in M&A eliminate competitors, forcing a demand shift

towards them that results in a higher share of gross profits relative to the total. Moreover, the M&A

mechanism may also be compatible with the high-productivity mechanism suggested by Autor et

al. (2020), since high-markup firms may also have access to more internal and external financial

resources to finance acquisitions. In any case, while M&A may create stagnation tendencies at

the macroeconomic level by reducing the need to expand through capital expenditure, at the firm

level, they generate an increased accumulation of profits for acquiring firms.

5 Empirical trends of M&A as a corporate growth strategy

in detriment of capital expenditure

To assess the hypotheses outlined in the previous section, Table 2 summarizes the hypotheses

drawn and the expected trends in the corporate sector, indicating potential validations. Hypothe-

sis 1 should manifest as a rise in goodwill for the NFC sector, an asset generated only through the

process of acquiring firms. Additionally, the NFC sector should show an increased ratio of capital

expenditure over both total capital expenditure and available funds. If M&A reduces investment

in productive assets, as the second hypothesis states, firms with the highest acquisition expen-

diture should see the most significant decline in their ratio of capital expenditure over available

funds, as well as their share of capital expenditure over the total capital expenditure of the NFC

sector. Moreover, an increase in funds directed away from the corporate sector towards share-

holders should result from settling M&A payments. Regarding the micro-macro tension, the third

hypothesis suggests that the most acquisitive firms should increase in size while reducing capital

expenditure rates. As for the potential validation of hypothesis four, which posits increased mar-

ket concentration due to M&A, data is presented showing an increase in exits from the market

due to M&A, high industry relatedness of both sides of M&A deals, concentration of acquisition

expenditure among large firms, and an increasing share of both sales and assets over the totals of

the NFC sector. If the acquisition of IPRs is related to M&A, as proposed in hypothesis five, then

firms with the highest acquisition expenditure should accumulate most of the intangible assets

(other than goodwill) in the NFC sector. Finally, if hypothesis six holds true, we should observe

that firms with the most acquisition expenditure can charge higher markups as well as concentrate

a disproportionately large amount of total profits.
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Table 2: Summary of hypothesis and evidence sought for validation

Hypothesis Evidence

1.Have MA become an important

corporate growth strategy?

1. Rise in acquisition-specific accumulated assets goodwill.

2. Rise in the ratio of acquisition expenditure over cape.

3. Rise in the ratio of acquisition expenditure over available funds.

2.Can M&A scrap capital expendi-

ture?

4. Capital expenditure over available funds falls the most among

firms with highest acquisition expenditure.

5. Firms with highest acquisition expenditure’s share of capex declines.

6. The NFC sector increases the funds paid to shareholders

due to M&A transactions.

3.Micro-macro tension:

Larger firms

despite lower investment rates

7. The size of highest acquisition expenditure firms rises while

investment rates decline.

4.Have MA increased market

concentration?

8. Increase exit of firms from the market due to M&A.

9. Sales share of firms with highest acquisition expenditure increases.

10. Assets share of firms with highest acquisition expenditure increases.

11. Concentration of acquisition expenditure among largest firms.

5.Do M&A create barriers

to entry?

12. Concentration of IPR assets among firms with highest

acquisition expenditure.

6.Are higher markups and higher

profits related to MA?

13. Highest markups among firms with highest acquisition expenditure.

14. Concentration of profits among firms with highest acquisition

expenditure.

In implementing an empirical strategy to track the indicators and their expected trends as

outlined in Table 2, the focus is on the firm-level financial database of Compustat, where the code

aqc refers to acquisition expenditure, which encompasses cash outflows or funds used for, and/or

costs related to, the acquisition of a company in the current year or effects of an acquisition in a

prior year carried over to the current year. An important consideration is that solely focusing on

acquisition expenditure flows may overlook the amount of M&A paid by equity, a common form

of payment. However, Compustat also provides information about goodwill (code gdwl), which

represents the excess of cost over equity of an acquired company and is independent of the payment

method, reflecting the acquisition activity of the firm as long as deal prices surpass acquired booked

value. The sample includes only NFCs with non-negative total assets and non-negative sales,

amounting to 20,359 distinct firms. These firms are categorised by industries according to the

SIC industry classification. Compustat also tracks information about sales, total assets, as well

as different types of assets and cash flow information, enabling the presentation of evidence in

support of the conclusions drawn from the conceptual discussion.

In contrast to the literature review in Section 3, the focus here is on tracking the acquisi-

tion expenditure flows and the firms that disburse them, without tracking the effects on acquired

firms. This approach allows for monitoring the position relative to other firms of those that un-
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dertake acquisitions as a growth method. Additionally, it facilitates the transition from firm-level

effects to sector and macroeconomic level implications by considering the share of acquisition ex-

penditures, market share, relative size, and other indicators of those firms that account for most

acquisitions relative to the whole NFC sector. Apart from the convenience of the data variables

available in Compustat, the use of this database is justified, as noted by Autor et al. (2020), as it

provides a broad representation of investment and employment trends, encompassing major firms.

Additionally, as emphasized by (Toporowski, 2016), these large corporations significantly influence

investment growth in the broader economy. In addition to the Compustat data, the Fed enhanced

flow of fund data is utilized to demonstrate the increase in corporate payments to the household

sector due to M&A, and industry relatedness uses Refinitiv data.

In what follows, the expected empirical trends indicated in Table 2 are presented. The

empirical analysis is divided into two subsections. Subsection 5.1 addresses hypotheses 1 to 6,

which pertain to corporate growth and capital expenditure effects. Subsection 5.2 focuses on the

connection between M&A activity and the concentration of markets, IPRs, and profits, as well as

higher markups.

5.1 Empirical trends of M&A as a corporate growth strategy in detri-

ment of capital expenditure

1st Hypothesis: Growing importance of M&A as a corporate growth strategy 2:
• 1. Rise in acquisition-specific accumulated assets: goodwill.
• 2. Rise in the ratio of acquisition expenditure over capex.
• 3. Rise in the ratio of acquisition expenditure over available funds.

To assess the increasing significance of M&A as a growth strategy within NFCs, I examine

their accumulation of goodwill and various expenditures as a percentage of available funds. Good-

will represents the premium paid by acquiring firms over the book value of their target companies

and accrues as an asset.

In Figure 4, Panel A, we observe the changing asset composition as a percentage of total

assets over time. Notably, the importance of productive assets consistently declines, decreasing

from 60% to under 40%. Conversely, goodwill’s share follows an upward trajectory, starting when

Compustat began accounting for it in 1986. In 2001, goodwill experiences a sudden and substantial

surge, continuing to rise faster than in the 1990s, ultimately exceeding 15% of total assets. The

graph also includes other intangible assets to show that goodwill consistently outweighs other

intangibles in NFCs’ balance sheets. This evidence suggests that despite the clear importance of

IPRs, growth through acquisitions is equally relevant in understanding corporate growth.

Examining expenditure flows in Figure 4, Panel B, reaffirms the upward trend in the
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Figure 4: Increasing importance of M&A as growth strategy of NFC, 1980-2021

Source: Compustat. Author’s calculations. Productive assets are property, plant, and equipment.

Available funds is equal to operating income after depreciation and taxes plus the net debt flow.

significance of M&A as a strategy for corporate growth. It is crucial to note that Compustat

exclusively provides data on acquisition expenditure flows. Consequently, we can quantify the

resources allocated to acquisitions but lack information on the specific target firms of these ex-

penditures. Capital expenditure, representing a substantial 80% of expenditures initially, steadily

decreases to approximately 40%. Simultaneously, payouts to shareholders, encompassing divi-

dends and buybacks, rise from 20% to a comparable 40%. Should the financialization argument

that shareholder payouts drain corporate resources be taken seriously in explaining low investment

rates (L. E. Davis, 2018; O. Orhangazi, 2008), acquisition expenditures should also be taken into

account given its relevance as a percentage of available funds.

Expenditure on acquisitions fluctuates in tandem with M&A waves. It escalates from an

average of 5% in the 1980s to approximately 10%. During the 1990s, it continues to surge, reaching

around 20%, and maintains a level of about 15% after the 2000s. It is important to note that the

acquisition expenditure alone underestimates the resources devoted to M&A since it only includes

the part of deals paid in cash. Table A1 in Appendix A lays out the acquisition expenditure as a

percentage of available funds for each industry of NFCs. In 2009, consumer durables experienced a

substantial decline in available funds, artificially inflating their acquisition expenditure in relation

to their funds.

18



What’s even more striking is the aggressive increase in acquisition spending by the health-

care and high-tech sectors. Healthcare shows a consistent upward trajectory in this regard, while

high-tech peaks during the early 2000s, subsequently reducing its expenditure to levels just above

those seen in the 1990s. A parallel trend emerges in the manufacturing and services sectors, albeit

at lower magnitudes. Consumer non-durables, on the other hand, exhibit a dip in acquisition funds

during the 1990s compared to the 1980s, followed by a resurgence in the early 2000s, only to recede

back to 1990s levels over the last 12 years of the period.

Figure 4, Panel C, confirms the notion that NFCs have realigned their expenditure pri-

orities to place greater emphasis on acquisitions as a corporate growth strategy. The mounting

importance of M&A as a corporate strategy reflects NFCs’ increased willingness to allocate more

resources to acquisitions. Instead of predominantly boosting productive investments, these firms

achieve their growth objectives by intensifying their focus on acquisitions. In light of the evidence

presented thus far, it appears that NFCs have shifted towards a more acquisition-intensive growth

strategy while reducing their emphasis on capital expenditures.

2nd Hypothesis: M&A scrapping of investment:
• 4. Capex over available funds declines further among the most acquiring firms.
• 5. Decline of the top-acquiring firms’ share of capex over the total.
• 6. Flow of funds away from corporate sector towards shareholders due to M&As.

The corporate landscape is highly diverse, and as previously mentioned, acquisitions often

emerge as a preferred growth strategy among the largest corporations. Moreover, if acquisition

expenditure is meant to have a detrimental effect on capital expenditure, the most acquiring firms

should experience a deeper drop of capital expenditure. In Figure 5, Panel A, we explore the

distribution of acquisition expenditure within NFC divided into deciles based on their acquisition

spending. The figure reveals a concentration of acquisition activity among the top 10% of acquirers,

which collectively account for more than 90% of all acquisitions. The subsequent 10% of acquirers

contribute to the remaining 10% or less. With such a skewed distribution of acquisitions, our

subsequent focus will revolve around a comparative analysis of the top 10% and top 20% against

the rest of the sample.

The sector composition of the Top-10% of acquirers, which account for more than 90%

of acquisitions, has undergone a remarkable shift. Table A2 illustrates this transformation. In the

1980s, the dominant players in acquisition expenditure were the manufacturing, consumer non-

durables, and energy sectors. However, the 1990s marked a pivotal turning point as healthcare,

Hitech, and telecommunications sectors—where Telecommunications emerged as the third-largest

acquirer—doubled their presence among the top acquirers. Utilities also emerged as a significant

player during this period. Meanwhile, manufacturing saw its share among top acquirers’ dip from

26% to 20%, remaining the leading contributor.
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Moving into the 2000s, Hitech and healthcare solidified their positions, each accounting for

approximately 20% of the top acquirers’, while manufacturing contributed 18%. Other sectors like

telecom, consumer non-durables, wholesale and retail, and energy, while still important, collectively

comprised less than 10% of the top acquirers during the most recent 12 years of the sample period.

Figure 5, Panel B, shows that that the top 10% of acquirers curtail their capital expendi-

ture as a percentage of their available funds to a greater extent, reducing it by slightly above forty

percentage points from 1980 to 2020. In contrast, all other firms reduce their capital expenditure by

only thirty percentage points. Given the constraints on their organisational and financial resources,

it is plausible that the pursuit of acquisition-driven growth may add an additional constrain on

capital expenditure.

To delve deeper into the relationship between acquisitions and capital expenditures, Fig-

ure 5, Panel B, provides insights into the share of capital expenditure within the top 10% and

top 20% of acquirers. During the first half of the period, there is a discernible increase in the

share of capital expenditure by the top acquirers, suggesting a simultaneous focus on productive

capacity expansion and acquisitions. However, a significant shift occurs from 2001 to 2008, as

these top acquirers experience a rapid decline in their share of capital expenditure. This decline

levels off to figures akin to those observed in the mid-1990s. Thus, starting in the early 2000s, a

dichotomy emerges between capital expenditure and acquisitions. The top 10% and top 20% of

acquirers reduce their investments in productive capacity, consequently relinquishing their share

in total capital expenditure. Conversely, the rest of the sample, which undertakes no acquisi-

tions, manages to augment their capital expenditure, thereby increasing their share of the total.

In combination, panels B and C in figure ?? show that firms with most acquisition expenditure

have reduced their expenditure in capital expenditure more than those firms that do not engage

in acquisitions.

When considering the destination of corporate acquisition expenditure in terms of institu-

tional sectors, we can approximate the situation using the US Federal Reserve Financial Accounts.

Figure 6, Panel A, provides insights into dividend payments made by the entire non-financial cor-

porate sector. Additionally, it incorporates data from the US Fed Enhanced Financial Accounts,

which begins in the last quarter of 1996. This data distinguishes retirements of shares by public

non-financial corporations due to repurchases (buybacks) and M&A activity4.It’s important to

note that the data for M&As only covers acquisitions paid for in cash, excluding those funded

by equity. In cases where M&A is paid in cash, this equates to a transfer of funds from the cor-

porate sector to the household sector in exchange for capital property rights. To interpret this

data accurately, we should bear in mind that since the mid-1990s, approximately 70% to 80% of

4This graph has been shown first by Mason (2018)
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Figure 5: Scrapp of Investment by acquisition-driven growth of NFC, 1980-2021

Source: Compustat. Author’s calculations.

corporate equity in the US is held directly or indirectly by the US household sector, facilitated

through institutional investors, mutual funds, and ETFs5.

Figure 6, Panel A, presents a scenario where, for the most part, between 1997 and 2021,

M&A retirements serve as a significant form of shareholder remuneration, comparable to buybacks

and even surpassing them during the late 1990s. Although shareholder payments can technically

be perceived as a transfer of corporate funds to shareholders, akin to dividends and buybacks, the

”downsize and distribute” shareholder value orientation, as described by Lazonick and O’Sullivan

(2000), may not fully apply here. This is because corporations that absorb others are growing

through these transactions.

It might still be argued that prioritizing acquisitions as a means of corporate growth,

instead of traditional productive investments, aligns with the shareholder value orientation, where

companies seek to generate quicker returns for distribution to shareholders, since acquisition allows

for faster growth. However, Figure 6, Panel B, challenges this notion by showing that acquiring

firms do not distribute more to shareholders in the form of dividends and buybacks. In fact, during

the 1980s and 1990s, firms that engaged less in acquisitions tended to distribute a larger portion

of their funds to shareholders. One interpretation of these findings is that acquisitions are indeed

pursued as part of a long-term growth strategy.
5Source: Federal Reserve Board Financial Accounts of the United States, Table L.223 Lines 1, 18-22, and 28.
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Figure 6: Corporate funds flows to shareholders, several reasons, 1980-2021

Source: Panel A Flow of Funds and Enhanced Financial Accounts, Federal Reserve Boards. Panel B

Compustat. Author’s calculations.

3rd Hypothesis: Growth without capital expenditure:
• 7. High-acquisition spending firms grow faster despite investment declines.

Finally, as tentative evidence to show the micro-macro tension arising from the spreading

of M&A as a corporate growth strategy, Figure 6, Panel C, presents two data trends. On the left

axis, the difference between the median asset size of the top 10% of firms with the most acquisition

expenditure and the median asset size of the rest of the firms is plotted. On the right axis,

the investment rate as capital expenditure over productive assets of those same firms is displayed,

showing a decrease of almost ten percentage points. If the 10% of firms with the highest acquisition

expenditure grow larger while at the same time cutting down on investment expenditure, given the

evidence presented thus far, it seems reasonable to see acquisitions as accounting for that further

growth (recall Figure 5 that R&D expenditure relative to available funds is similar across all types

of firms).

5.2 Empirical trends of M&A as monopolisation of markets and profits

4rd Hypothesis: M&A as catalyst of market concentration:
• 7. Exit due to M&A.
• 8. Increase of top-acquiring firms’ share in total sales.
• 9. Concentration of acquisitions among largest firms.
• 10. Increase of top-acquiring firms’ shares in total assets.
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As previously mentioned, M&A serves as a mechanism for removing firms from the mar-

ket. Figure 7, Panel A, illustrates the evolution in the Compustat database of the total number of

firms, along with the reasons for delisting from the stock market. Over the past four decades, the

primary reason for delisting has been associated with M&A activity, particularly during the latter

half of the 5th M&A wave. Beginning in the late 1990s, there has been a consistent decline in the

number of firms in the market, with M&As playing a major role in this trend. Furthermore, as

shown in Figure 1 in the Appendix using Refinitiv data, the combination of firms via M&A is done

in around three-quarters of the cases with other companies from the same industry. This points

to a larger effect of M&A on market concentration.

In order to establish a connection between M&A activity and the growing market con-

centration, particularly within large corporations, Figure 7, Panel B, reveals that more than 70%

of acquisition spending in the Compustat database is attributed to the largest firms based on

their assets. As previously mentioned, M&A is a viable growth strategy especially for these major

players. Furthermore, if M&A is undertaken by the largest firms, it reinforces their position as

market dominants. Figure 8 provides insight into the top 10% of acquirers, where it is important

to recall that over 90% of all acquisition expenditure in the Compustat database is carried out by

this group, as shown in Figure 5. This top 10% continuously increased their market sales share

throughout the 1980s and 1990s (Figure 8, Panel A). Their market share stabilized during the

2000s but experienced growth once again toward the end of the series, coinciding with the end of

the largest M&A wave in history (Figure 1). The same pattern is observed in Figure 8, Panel B,

in terms of their share of total assets.

5th Hypothesis: M&A to rise barriers to entry:
• 11. Concentration of intangible assets among top acquirers.

It is crucial to recognize that not only is acquisition tied to the growth of large firms,

but it also plays a significant role in the monopolization of markets through the accumulation of

intangible assets, as highlighted by Pagano (2014). Figure 8, Panel C, illustrates that the top

10% of acquirers have amassed over 50% of all intangible assets, excluding goodwill, over the past

four decades. As previously discussed, it is probable that M&A activities have contributed to

the absorption of intellectual property rights. They have also been used as a method to prevent

potential rivals from developing new IPs that could challenge the positions of established players,

as the already-mentioned ”killer-acquisitions.” Figure 8, Panel C, shows that during the 1990s,

the concentration of intangibles among top acquirers surged to nearly 80%. In the 2000s, their

share declined to levels similar to those of the 1980s around 55%, possibly due to the decrease

in the number of smaller public firms in the database. Panel C in Figure 8 also shows the share

of expenditure in R&D conducted by the top 10% of most acquiring firms. The lower level of

their share of R&D expenditure compared to the level of their share of intangibles suggests that a
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high proportion of intangibles has been acquired rather than internally generated. It is important

to note that internally generated brands, mastheads, publishing titles, customer lists, and similar

items are not recognised as intangible assets and only appear in the balance sheet once acquired

by another company. This centralisation of intangible assets is also connected to the fact that top

acquirers have managed to increase their share of total profits, as shown next.

Figure 7: M&A to monopolise markets, 1980-2021

Source: Compustat. Author’s calculations.

5th Hypothesis: M&A fostering increasing profitability:
• 12. Higher markups for top acquiring firms.
• 13. Concentration of profits among top acquiring firms.

In Figure 9, Panel A, we can observe a comparison between the median markups of the

top 10% of acquirers and of all other firms. During the first half of the period, the two series

exhibit a similar pattern, characterised by a gradual increase. The primary distinction between

them is marked by two spikes, one in the mid-1990s and another at the end of the 5th M&A in the

late 1990s, where they briefly deviate. However, starting in the early 2000s, the markup of the top

10% of acquirers experiences a significant and sustained increase, surpassing that of the average.

These results point to the fact that those firms that undertake acquisitions, starting in the early

2000s, have had a higher markup.

In Figure 9, Panel B, the underlying reason for this divergence in markup trends post-2000

is illustrated. It shows that an expanding share of the total acquisition expenditure is attributed
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Figure 8: Top-Acquiring firms growing dominance, 1980-2021

Source: Compustat. Author’s calculations.

to the top 30% of firms with higher markups. While in the 1980s and 1990s, this top 30% of

highest-markup firms accounted for slightly more than 30% of acquisitions, their share began to

rise significantly from the 2000s onwards, eventually surpassing the 50% mark by around 2020. It

is also possible that the increasing expenditure on acquisitions by these firms has allowed them to

increase their markups.

In turn, the trends illustrated in Figure 9 are closely tied to the sectoral composition of

the top 10% of acquirers. As shown in Table A2, around the turn of the 21st century, consumer

non-durables and telecommunications relinquished their positions to the healthcare and high-tech

(Hitech) sectors as the dominant acquirers. Meanwhile, the share of the manufacturing sector

among top acquirers remained relatively constant. This shift implies that two sectors, healthcare

and Hitech, which exhibited the highest markups (as seen in Figure 2 in the 6), ascended to

dominate the composition of the top 10% of acquirers, consequently driving up the average markup

of this select group.

Similarly, within each industrial sector, we observe a comparable trend where firms with

the highest markups consistently exhibit a larger share of acquisitions within each sector. Table

Figures 3 and 4 in the 6 provide an overview of the acquisition share for each quartile based on

markups for each sector (quartile 4 represents firms with the highest markups). Across all sectors,
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Figure 9: Markups of Top-Acquiring firms, 1980-2021

Source: Compustat. Author’s calculations.

Note: Markups are calculated as (sale - cogs)/cogs. If instead of the median, a sales-weighted average of

markups is employed in Panel A, or if markups are calculated as (sale/cogs), the same pattern still

remains.

except for wholesale & retail, it is evident that acquisitions are less common for low markup firms

on average over the past four decades. Acquisitions tend to be undertaken by firms in the middle

and upper segments of the markup distribution. In sectors such as Hitech, telecommunications, and

consumer non-durables, the 3rd and 4th quartiles are responsible for the majority of acquisitions.

In the healthcare sector, the 4th quartile accounts for an overwhelming majority of the acquisitions

within that sector.

The top 10% of acquirers demonstrates a remarkable concentration of total profits among

NFCs. The last row in Table ?? shows the share of total profits in the sample accumulated by

this top 10% of firms with most acquisition expenditure (it is important to recall that these top

10% of acquirers represent more than 95% of total acquisitions). The rows specific to each sector

illustrate the proportion of total profits contributed by the firms within that sector that fall within

the top-10% of acquirers in the overall sample.. The upward trajectory of this trend is staggering,

nearly doubling their share from the 1980s to the second decade of the 21st century. It’s worth

highlighting that during the 7th M&A wave, an average of 50.9% of profits were exclusively accrued

by the top 10% of acquirers. In combination with Panel A in Figure 8 and Panel A in Figure 9,

the increasing concentration of profits among the top-10% of acquirers seems to be due
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Table 3: 1980-2020 Share of Total Profits by Sector among Top-10% of Acquirers in Compustat

Ranked by average of whole period (last column in bold)

Sector 1980-1990 1991-2001 2002-2007 2008-2020 Whole period

Average

Hitech 0.6% 4.0% 6.9% 13.3% 9.2%

Manufacturing 5.0% 8.1% 9.2% 8.8% 8.1%

Healthcare 1.4% 3.5% 5.7% 7.6% 5.5%

Telecom 2.9% 3.8% 4.2% 6.0% 4.2%

Wholesale & Retail 1.6% 3.9% 4.3% 4.4% 3.9%

Consumer Non-Durables 3.3% 4.8% 3.8% 2.4% 3.6%

Utilities 0.7% 3.2% 2.8% 3.4% 3.0%

Consumer Durables 3.4% 4.3% 1.6% 0.5% 2.5%

Mining 0.6% 0.8% 2.6% 1.2% 1.5%

Services 0.7% 1.3% 1.3% 1.2% 1.2%

Energy 2.9% 0.5% 0.7% 0.9% 12%

Transportation 0.4% 0.4% 0.6% 0.8% 0.6%

Construction & Real State 0.0% 0.2% 0.4% 0.3% 0.3%

Total 23.7% 38.7% 44.0% 50.9% 44.8%

Note: The appropiate interpretation of this tables is, for instance, during the period between 1980 and

1990, Hitech companies within the Top-10% of acquirers in the overall Compustat sample accumulated

0.6% of the total profits within that sample.

Source: Compustat. Author’s calculations.

A consistent increase in the share of accruing profits among the top 10% is observed for

sectors such as Hitech, healthcare, telecommunications, and utilities. Meanwhile, the manufactur-

ing sector retains its position as the second-largest contributor despite a decrease in its contribution

during the last 12 years of the period. Consumer non-durables experienced a peak during the 5th

wave but declined significantly thereafter, signifying a shift in profitability dynamics. This data

underscores the remarkable profitability of the Hitech and healthcare sectors. Even during the

1990s, these sectors were among the top contributors to the profits of the top 10%, despite their

lower volume of acquisitions (as shown in Table A2).

The trends about higher markup of profits among firms with highest volume of acquisition

expenditure are in line with the consensus in the recent literature about increasing markups (Autor

et al., 2020; Barkai, 2020; L. Davis and Souza, 2022; De Loecker et al., 2020; Grullon et al., 2019;

27



Hall, 2018), which can be summarised as in that most firms have seen no increase in their markup,

with the median remaining constant, while those in the upper teil of the distribution have been

able to increase their markups6. At the same time, there is a composition effect driving most of

the upwards movement of aggregate average markups due to the reallocation of economic activity

towards high-markup firms. As explained above, these trends are in line with the use of M&A

by large, profitable firms. Moreover, these firms have increased their power control and eliminate

competitors via M&A, which potentially has contributed to the increase of their markups. Thus, to

the mentioned literature about markups, this contribution adds the role of M&A as a mechanism

through which the composition effect takes place -elimination of firms by high-markup firms-, and

a potential explanation of the increasing markups of the high-markup firms -domination of the

market through M&A-powered market concentration dynamics and accumulation of IPRs through

acquisitions.

6 Conslusions

This paper has contributed to the understanding of corporate growth among NFC in the US since

1980 to 2020, focusing on the role of M&As. A historical recount of M&A deals since the 1980s

reveals the rapid increase of M&A to historical record levels. With the use of Refinitiv the data,

it has been shown that Manufacturing and Consumer products dominate the market for the four

decades under study. While Hitech and Healthcare are among the sectors with most M&A deals

after the early 2000s. Internationalisation of deals started to become relevant in the 1990s. The

four M&A waves under study show high industry relatedness and while the Hightech sector is the

second preferred target sector for all other sectors. The evidence presented suggests that the aim

of M&A is the acquisition of technology as well as the monopolization of markets given the high

industry relatedness of the deals. These trends alone warrant significant attention and further

exploration, as has been done in here.

The discussing of the existing literature about M&A has shown the pertinence of the

subsequent empirical analysis in terms of the time scope in which this paper is focused as well as

the methods applied. Previous literature has focused on firm-level effects of both acquiring and

acquired firms, blurring the potential different effects that an acquisition may have upon them.

Also, the over-representation of the 1960s, the conglomerates M&A wave, and of the 1980s, the

M&A wave dominated by the LBOs and tailored to dismantling those conglomerates, make the

generalisation of their results inapplicable to the late 20th and early 21st century. Moreover, the

6Autor et al. (2020) posit that one reason for higher markups is the ability of large firms to distribute large fixed

costs, including overheads, among large amounts of output. They do not provide empirical evidence to validate that

and Stiel et al. (2022) find no evidence for the German case. De Loecker et al. (2020) also align to the view that

overhead cost can not explain the raise in markups and thus, it should be market power what leads the increase.
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M&A literature is generally geared towards testing neoclassical or behavioural theories that carry

important assumption. This paper has suggested to move forward focusing on acquiring firm and

their acquisition expenditure, moving away from restricting assumptions.

Making sense of the corporate growth dynamics over the past four decades likely involves

considering a range of explanations that apply with varying degrees of relevance to different coun-

tries, industries, and time periods. This study has aimed to contribute to this understanding

by establishing a connection between the rise of M&A and the new corporate environment that

dominates the NFC sector in the US. It has been proposed that as M&A has become an impor-

tant growth strategy of NFCs, corporate goals has been achieved through that method of external

growth to the detriment of capital expenditure. The logic articulated is straightforward: if growth

corporate goals are achieved via M&A, the need for growth via capital expenditure declines. More-

over, it is also possible that personal and organisational resources as well as financial ones are tied

up to acquisitions, limiting the capabilities to be used on other uses. If M&A has contributed to

the decline of investment in the NFC sector, it has do so for aggregate macroeconomic investment

too. In these, sense, it is a contribution to the financialization literature in suggesting M&A as

another factor reducing investment rates. But this study goes further in taking M&As as an ex-

planation of other characteristic of the NFC sector. It points to a tension that arises and that is

largely unmentioned, in which firms continue to grow larger while macroeconomic investment lags.

Corporate growth through M&A explains both trends. On the other hand, the proposed articu-

lation links M&A with the increasing domination of market by large corporations via elimination

of firms as well as the acquisition of IPRs, that in the last decades have increasingly become an

important resource to create barriers to entry. Finally, whether because M&A are undertaken by

high-markup firms or because they allow to increase markups thanks to increasing domination of

markets, those firms that grow through acquisition will put in place higher markups as well as

increase their share of total profits.

Commenting on the process by which competition shapes the fate of companies, James

Crotty (2002) concisely captured the essence of how large firms have come to dominate their

markets: “[a]lthough technological superiority influences this sorting process, it is mainly those

with deep pockets, not efficiency in design and production, who are winning this life and death

struggle. Since the mid-1990s, core global industries have experienced an ongoing merger-and-

alliance wave of historic proportions” (ibid, 2002). The stylised articulation discussed above and

the empirical evidence presented in this paper, particularly the evidence for NFCs, aim to provide

a deeper understanding of Crotty’s observation.

The evidence has been divided to provide validation for six hypotheses, each representing

a step in the stylized articulation process linking M&A with the new corporate environment. The

first hypothesis, concerning the growth of M&A as a significant corporate growth strategy, has
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been supported by the increasing accumulation of goodwill (outpacing other intangible assets),

alongside the decline in productive assets, and the relative growth of acquisition expenditure

compared to available funds and capital expenditure. The second hypothesis, which posits that

external growth is detrimental to capital expenditure, is substantiated by the more pronounced

decline in capital expenditure over available funds among the top 10% of firms with the highest

acquisition expenditure (which accounts for more than 95% of all acquisition expenditure since the

1990s) compared to the rest of the firms. Furthermore, the share of capital expenditure of the top

10% of acquirers has decreased since the year 2000.

Moreover, this sample of highly acquisitive firms has increased their acquisition expendi-

ture from less than their total value of capital expenditure to more than three times their level of

capital expenditure by the late 2010s. This suggests that as firms expend more on acquisitions,

they reduce their capital expenditure more than other firms.

It has been showed that despite M&A representing a faster avenue for corporate growth,

it is not necessarily correlated with higher shareholder payouts, as high-acquisitive firms distribute

to shareholders as much as other firms. However, the flow of financial resources away from the NFC

sector towards the household sector due to M&A payments has been as significant as buybacks for

the last 15 years, and as important as dividends in the final years of the 5th M&A wave. As for the

third hypothesis, which stems from the first two hypotheses and manifests as a micro-macro tension

wherein firms with high acquisition expenditure grow larger while reducing their investment rates,

is underscored by the widening size disparity between the median size of the top 10% of firms with

the highest acquisition expenditure and the median size of all other firms. Concurrently, these

top firms have steadily decreased their investment ratio by about ten percentage points since the

1980s.

Regarding the linkage between M&A and market domination—the fourth hypothesis—it

has been demonstrated that M&A stands as the primary cause of firm elimination in the Compustat

database. Furthermore, acquisition expenditure is heavily concentrated, with around 70% of the

total being attributed to the largest firms, thereby reinforcing their already substantial market

presence. Additionally, the share of both sales and assets of the top 10% of firms with the highest

acquisition expenditure has increased significantly, especially during the first two decades and since

2015, which coincide with periods of historically high M&A volume.

Given the increasing significance of intellectual property rights (IPRs), the fifth hypothesis

posits that M&A also serves as a means to accumulate intangible assets by acquiring firms that

develop them. It has been observed that the top 10% of acquirers accumulate more than 50%

of intangible assets (excluding goodwill) while engaging in a disproportionately lower amount of

research and development (R&D). Moreover, since many intangible assets are only recognized once
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acquired by another firm, the disparity between the share of intangibles and the share of R&D

expenditure of the top 10% of acquiring firms suggests the pivotal role of M&A in the process of

accumulating such assets.

The final hypothesis suggests that firms with the highest volume of acquisitions should

exhibit higher markups, either due to their ability to acquire other firms more easily owing to their

larger resources or because their increased dominance allows them to raise markups. Evidence has

indeed shown that starting in the early 2000s, the top 10% of firms with the highest acquisition

activity experienced greater increases in their markups compared to other firms. Moreover, as

predicted by Steindl (1976), those with higher markups are expected to capture a larger portion

of total profits. This prediction has been confirmed, as it has been demonstrated that the top

10% of firms with the highest acquisition activity have, on average, accumulated almost 45% of

total profits in the last four decades in the US, increasing to 50% since 2008. These findings are

significant as they indicate that M&A serves as a crucial mechanism for increasing markups of

NFCs, for which, apart from productivity increases, there is a lack of explanation for the observed

trend according to De Loecker et al. (2020).

While this investigation has centered on the US, it’s important to acknowledge that since

the 1990s, the M&A market has increasingly become international. Countries such as the UK,

Western Europe, Japan, and more recently, China, have all played significant roles on the global

M&A stage. Chinese outbound acquisitions, in particular, have sparked concerns in both business

and political spheres across the Western corporate world. It’s highly probable that some of the

trends observed in this paper are applicable to other countries. However, further research in these

countries may uncover nuanced trends in their firms’ corporate growth strategies, providing insights

into their unique economic development trajectories.

Moreover, the role of acquisitions in constructing global value chains is an area that war-

rants deeper investigation, especially considering the significance of US FDI outflows in the form

of M&A. Additionally, given the reconsideration of antitrust laws in the US, the UK, and the EU,

understanding the macroeconomic effects of M&A becomes increasingly crucial. This understand-

ing can inform well-designed economic policies that support effective antitrust enforcement in the

21st century.
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A Industry decomposition

Table A1: 1980-2020 Sectors’ share in Top-10% of Acquirers

Ranked by average of whole period (last column in bold

Sector 1980-1990 1991-2001 2002-2007 2008-2020 Whole period

Average

Consumer Durables 11.0% 7.5% 11.8% 69.6% 28.7%

Healthcare 15.5% 19.8% 23.4% 30.8% 22.6%

Consumer Non-Durables 28.8% 18.5% 21.4% 18.6% 21.7%

Hitech 10.1% 19.4% 35.1% 21.1% 19.7%

Manufacturing 17.7% 17.1% 22.0% 20.9% 19.2%

Services 13.3% 20.5% 22.7% 18.4% 18.2%

Construction & Real State 15.8% 20.2% 4.0% 23.1% 17.6%

Average 12.6% 14.1% 16.4% 18.6% 15.5%

Wholesale & Retail 14.4% 14.3% 18.7% 12.1% 14.3%

Telecommunications 4.9% 12.2% 12.0% 11.7% 10.1%

Mining 11.1% 12.7% 17.5% -0.2% 8.9%

Energy 11.5% 6.1% 6.4% 3.8% 6.9%

Utilities 1.6% 10.6% 8.8% 7.0% 6.8%

Transportation 8.1% 4.4% 9.9% 5.0% 6.4%

Source: Compustat. Author’s calculations. Available funds is equal to operating income after

depreciation and taxes plus the net debt flow.
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Figure 1: Industry relatedness: direction of M&A deals intra- and inter-industry, 1980-2021

Source: Refinitiv. Author’s calculations.
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Table A2: 1980-2020 NFCs’ Acquisition expenditure as % available cash flow in each sector

Ranked by average of whole period (last column in bold

Sector 1980-1990 1991-2001 2002-2007 2008-2020 Whole period

Average

Manufacturing 26.1% 20.2% 19.1% 17.9% 20.9%

Hitech 3.7% 9.4% 17.5% 21.1% 12.7%

Healthcare 4.8% 8.9% 10.7% 19.2% 11.1%

Telecom 7.4% 15.8% 10.0% 8.3% 10.4%

Consummer Non-Durables 15.7% 9.7% 7.2% 6.9% 10.0%

Wholesale & Retail 9.1% 8.5% 9.7% 6.9% 8.4%

Utilities 2.8% 11.2% 7.0% 7.3% 7.1%

Mining 5.2% 3.0% 6.87% 4.4% 4.6%

Services 3.6% 5.4% 6.3% 3.6% 4.5%

Energy 12.1% 1.5% 1.5% 1.0% 4.2%

Consumer Durables 5.4% 4.5% 1.8% 1.3% 3.3%

Transportation 3.3% 1.6% 2.1% 1.6% 2.1%

Construction & Real State 0.8% 0.3% 0.5% 0.4% 0.5%

Source: Compustat. Author’s calculations.
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Figure 2: Markups by Sectors, 1980-2021

Source: Compustat. Author’s calculations.
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Figure 3

Source: Compustat. Author’s calculations.
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Figure 4

Source: Compustat. Author’s calculations.
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