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This paper reviews the evidence on takeover waves of the 1960s and 1980s, and discusses
the implications of this evidence for corporate strategy, agency theory, capital market
efficiency, and antitrust policy. We conclude that antitrust policy played an important role
in the two takeover waves, and that the wave of the '60s presents a problem for efficient

capital markets.

INTRODUCTION

The American economy has experienced two
large takeover waves in the postwar period: one
in the 1960s and one in the 1980s. Both waves
had a profound impact on the structure of
corporate America. The dominant trend in the
'60s was diversification and conglomeration.The
’80s takeovers, in contrast, reversed this process
and brought American corporations back to
greater specialization. In many respects, the last
30 years were a roundtrip for corporate America.

In this paper, we summarize what is known
about these two takeover waves, and interpret
this 30-year experience. The major changes that
the two takeover waves brought about provide
a natural testing ground of theories and ideas
about how corporations and financial markets
work. We try to use the available evidence to
draw lessons for these various theories, as well
as for public policies suggested by the theories.

The first section of the paper summarizes the
evidence on the two takeover waves. The next
section examines alternative interpretations of
these experiences and argues that there is only
one sensible view. Implications are then drawn
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from available evidence for Chandler’s ‘Strategy
and Structure’ approach to corporate evolution,
for agency theory, for market efficiency, and for
antitrust policy. A concluding section follows.

SUMMARY OF THE EVIDENCE
Takeovers in the 1960s

The takeover wave of the 1960s was the largest
since the turn of the century ‘mergers for
monopoly’ (Stigler, 1968). A typical ’60s trans-
action was a friendly acquisition, usually for
stock, by a large corporation of a smaller public
or private firm outside the acquirer’s main line
of business. Such unrelated diversification was
common among the large companies. Rumelt
(1974) reports that the fraction of single business
companies in the Fortune 500 dropped from 22.8
percent in 1959 to 14.8 percent in 1969. The
fraction of ‘unrelated business’ companies, which
are essentially conglomerates with no dominant
businesses, rose from 7.3 percent to 18.7 percent.
There was also a substantial move to diversifi-
cation among companies that retained a dominant
business. The critical feature of the *60s takeovers,
then, was unrelated diversification.

There were many reasons why unrelated
diversification occurred in the 60s. To begin, the
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’60s wave, like all the others, was, in part, driven
by large corporate cash flows and high valuations
of company stocks. Reluctant to pay out the high
cash flows as dividends, and able to issue equity
at attractive terms, managers naturally turned
their attention to acquisitions. The interest of
corporate managers in growth and survival of
their companies is well understood (Donaldson,
1984). From this point of view, dividends were
regarded as a complete waste, and acquisitions
as a very attractive way to conserve corporate
wealth.

But why did the takeover wave take the form
of diversification? By far the most important
reason is the aggressive antitrust enforcement in
the ’60s and ’70s that simply disallowed mergers
of firms in the same industry, regardless of the
effects of these mergers on competition. In
some cases, antitrust authorities even challenged
mergers of two unrelated firms. Faced with this
policy, a corporate manager who wanted to make
acquisitions basically had to diversify or face a
costly antitrust challenge.

There are, of course, some reasons why
managers might have wanted to diversify even if
they did not have to. They might have believed
that they could better manage the target, perhaps
by following internal capital reallocation methods
across divisions. Williamson (1975), among
others, has argued that central offices can do this
better than external capital markets. Scientific
management theories that put accounting in the
centerfold of growth manuals also had many
admirers. Small companies acquired in the process
were alleged to not know management. If these
theories were correct, acquisitions guided by more
informed management would create shareholder
value.

In addition, diversification has some benefits
for the managers. It may reduce personal risk of
the managers, cut the cyclicality of cash flows,
and so allow regularization of investment, or
simply help managers entrench themselves. Both
the beliefs in the efficiency of diversification and
managerial objectives were probably behind
it. Nonetheless, it is hard to believe that
diversification would have taken the enormous
proportions that it did without the prevailing
antitrust policy.

Evidence from the stock market suggests that
shareholders liked having their firms diversify
relative to the alternatives that might have been

chosen. Using a data set from the ’60s and early
’70s, Matsusaka (1990) reports that, on the
announcement of an unrelated acquisition, the
stock price of the bidder rose an average of $8
million, adjusting for market movements. On
the announcement of a related acquisition, in
contrast, a bidder’s stock price fell by $4 million.
The difference between the two returns is
significant. It seems that investors fully subscribed
to the belief that unrelated acquisitions benefitted
their firms relative to the alternatives, which
makes it even less surprising that firms diversified.
They just did what the stock market told them
to do.

One of the reasons that firms diversified was
to get into growing lines of business when their
current operations matured. When continued
growth could not be sustained from existing
operations, firms bought growth in unrelated
lines of business. Interestingly, the stock market
liked acquisitions of rapidly growing companies
more than those of slowly growing ones. Matsu-
saka (1990) examined bidder stock returns on
the announcement of acquisitions in the ’60s and
found that firms that bought rapidly growing
targets earned higher returns on the announce-
ment. Buying growth was the type of diversifi-
cation shareholders especially approved of, and
not surprisingly, the managers obliged.

Contrary to the expectations of the 1960s,
the experience with diversification has been
disappointing. As extensively documented by
Ravenscraft and Scherer (1987), profitability of
acquired companies did not, on average, improve.
Moreover, starting in the 1970s, many of the
acquisitions have been reversed through divesti-
tures. Porter (1987) reports that half of the
unrelated acquisitions made by conglomerates
were later divested. Ravenscraft and Scherer
(1987) estimate that one-third of all (including
related) acquisitions made in the ’60s and ’70s
were later divested, and their sample stopped
before divestitures became really massive. Kaplan
and Weisbach (1990) report that 44 percent of
all acquisitions made between 1971 and 1982
were divested by 1989. Kaplan and Weisbach
also report that prices obtained in these divesti-
tures were sufficiently attractive to make them a
reasonable investment ex ante. Nonetheless, the
fact that diversification of the ’60s did not, on
average, lead to profitability improvements and
was, to a substantial extent, subsequently



reversed, is clear evidence of a failure that was
not expected in the ’60s.

Takeovers in the 1980s

Takeovers in the '80s were very different from
takeovers in the ’60s. First, the size of the
average target has increased enormously from
the modest level of the ’60s. Of the 1980 Fortune
500 companies, at least 143, or 28 percent, were
acquired by 1989. Second, many transactions,
especially the large ones, were hostile—done
against the will of the target firm’s management.
Third, the medium of exchange in takeovers
became cash rather than stock. In all these
respects, the ’80s were very different from the
"60s.

The ’80s were also characterized by some even
more radical new forms of control changes. These
include ‘bustup’ takeovers, that were followed
by selloffs of a substantial fraction of the target’s
assets to other firms. Such bustup takeovers were
only a part of the larger divestiture movement,
whereby firms sold their divisions to other firms.
Another new organization in the 1980s was
the leveraged buyout, a largely debt-financed
acquisition of a firm by its own management.
Like bustup takeovers, management buyouts
were followed by divestitures of a substantial
fraction of the assests (Bhagat, Shleifer, and
Vishny, 1990; Kaplan, 1990).

Many of these features of the takeover wave
of the 1980s can be understood in light of the
changed antitrust policy, initiated when the new
Reagan Administration picked a new set of
enforcers. It is fair to characterize the new policy
as hands off. As antitrust authorities stopped
challenging mergers of firms in the same industry,
the number of such mergers increased sharply.

Most importantly, there was a sharp increase
in the number of friendly related acquisitions,
most notably in the airline, timber, food, oil,
and several other industries. But, in addition,
hostile takeovers also turned out to be a response
to the antitrust policy. Subsequent to such
takeovers, the acquirer typically busted up the
target and sold off many of the divisions to other
firms in the same industry as these divisions, a
strategy that would not be possible in the 1960s.
In fact, Bhagat et al. (1990) show that, when one
follows through with divestitures, over 70 percent
of the assets acquired in hostile takeovers ended
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up managed by firms in the same line of business
as these assets. In contrast, only 4.5 percent of
the assets ended up managed by unrelated
acquirers. This is a stark contrast to the diversi-
fication strategies of the '60s, as Rumelt’s (1974)
evidence makes clear.

Even leveraged buyouts (LBOs) can, to some
extent, be viewed as a reaction to the relaxation
of antitrust enforcement. Within 3 years following
such buyouts, about 50 percent of the assets are
typically sold off to buyers in the same industry
as those assets (Kaplan, 1990). Bhagat et al.
(1990) view LBOs and, to some extent, other
hostile takeovers as temporary organizational
forms that serve the function of brokering the
assets of a diversified company to other firms in
the same industry as those assets.

The evidence from the stock market suggests
that shareholders, again, liked what was hap-
pening. Morck, Shleifer, and Vishny (1990) found
that in the 1980s, stock prices of the bidding
firms rose when they bought other firms in
the same industry, and fell with unrelated
diversification. It is clear that the market disfa-
vored unrelated diversification: when Kodak
acquired Sterling Drug, its market value fell by
$2 billion, the full amount of the premium.
Morck et al. (1990) also found that bidding
shareholders returns to buying rapidly growing
companies were also negative in the ’80s, in
contrast to the experience in the ’60s. It is not
at all surprising that, in light of such market
reception, firms stopped diversifying and buying
growth. In fact, Mitchell and Lehn (1990) show
that firms that lost market value when they
made acquisitions were themselves likely future
takeover targets.

Unlike in the case with takeovers of the ’60s,
we do not have much evidence on the ex-post
performance of the 1980’s takeovers. There is
some evidence (Kaplan, 1989) tht leveraged
buyouts improve profitability, and there is also
some evidence (Lichtenberg and Siegel, 1989)
that productivity of plants rises after they
experience a control change. This may, however,
result from reduced investments, and not necess-
arily from improvements in the present value of
profits. One study that has shown increases in
profitability, that of Healy, Palepu, and Ruback
(1990), may not have adequately corrected for
asset sales.

There have not, at this point, been satisfactory



