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A ZEIEE 56155

Anti—Monopoly Law in Japan, Section 15

SHE. RDEEOWVTNMNIZEZETHEEICIE. E6HELTIEL

SELY,

- BEZEHIZE > T—EDEEIANFIZHIT555EFEFEE/IIZHIRE
JTEHEELBIGE

No company shall effect a merger if any of the following items
applies:

(i) When the effect of the merger may be substantially to restrain
competition in a particular field of trade.

COMEIIHARG. FRIHAZAVTOMELLEITATOIEXRHEEIC
BRSNS, LT TIEIT R TEHEMES,

This regulation applies to all types of business combination.




EREEEERIEREEIETD322010]
The Industrial Structure Vision 2010 by METI

TEEFHDFAFTIALPEEFRF HOERICAAIRGEHEREE
h1Z—RBHEDH TS . BIEHIMRAZERIL. IHEDRIEERAE—
FEERT HCENTARTH D, (PR, BRFEBRDERZEZ, K
DIEH-EBAHGEROOFEEREREINA, RREF-FO0—/N)LTH
ETCTOERFNRIEICEHELZEEL. CNODMIILEH S,

Competition policy: ensured transparency of procedures,
conversion to corporate merger review that considers the
medium— to long—term and the global market.




MEARRBEERER

CEDREMRE

Business integration of Nippon Steel and Sumitomo Metal
(2A3BMttH K Press release, Feb. 3)

HEDHEL

- W BERESICKY MHANETE - TELREERZEEL. SEHEE
DMEEHRMNRZRIETHIEITKY ., FO—/ILEERRZESSITIEIE T St
2, BT - @RE- QAN EHOPHIE THRAREDHFNEREHLTENIET,

- ChIZKY BRNDEEHRADEBITLEEY BARUEARFTORRLE

MNEHEDREICBDEFEELTEWNWIET,
Objectives

— The companies would, through the business integration, accelerate their global
strategies and realize a level of competitiveness which is globally outstanding in
all aspects, including technology, quality, and cost, by combining their respective
resources that each has built up, and generate synergies through consolidation of
the superiority area in their respective businesses.

— Through the business integration, the companies aim to better respond to the
needs of customers both in Japan and overseas and desire to contribute to
further development of the Japanese and global economy and improvement of

global society:.
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MEBARARBLEERERIZTDEERS

Business integration of Nippon Steel and Sumitomo Metal
(continued)

MESHMNBRLETOINE:
5. ERMEDZERIEEMKE - EARATIGENLDEFF MDA L
- UEDMERICKY, IRZAD—EDR LZHDHER(IC, BESHIGTEE
BEQEREERGTHBFEBOBEICEY, EXMENRKILEZRS
ERIC.KREDEHRPLPEAMENIYSVEFMmZFTONSLIZEZ AL
TEWYFET,

Goals of the integrated company

9. Maximizing corporate value and the improving evaluation from
shareholders and capital markets

— By implementing the foregoing measures, the integrated company would
seek to maximize its corporate value and would use its utmost efforts
to obtain a high evaluation from shareholders and capital markets by
further improving its profitability, promoting the strategic utilization of
funds and assets, and building up a stronger financial base.
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L
EEF T DWETE Needs for Empirical Studies

NETDEH(EERGE) L. ERIZ. Z5LTHVEZER
TE=DEAM?
Have mergers in the past really achieved such aims?
- NNEEADR L] FIFEEE EN=M7?
“Improve its profitability”: Did profit rates rise?
 TRATIAS LY AL L AT ?
“High evaluation from shareholders”: Did stock prices rise?
- TEffr- RE-QARXNEETODFHREE N MEARIHIE
w2z N7 FERITEZ -7

“Competitiveness in technology, quality, and cost”: Did R&D
expenditures increase? Did inventions increase?

- [BEHRADER: @EIIERLGENH>I=M"?

“Better respond to the needs of customers’: Did prices not rise?

=
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CPRCERMET O VM ELES DE R T
CPRC Joint Research Project on Post—Merger Evaluation

2000 B[R LIEDTEEGEES (LT, LIZLITEIZE G E

LN2) SJHZhil 2, FIZE SR, K il. AZRFAFE. @mED4D

DERMNBRELMIT S

- 1990 FER DT EFESIZDULVTIL. 20034EIZCPRCHZE
B ZFHRREH (HREFAZHREECR02-03)

We evaluate post—merger profitability, stock prices, R&D,
and selling prices, using the data from mergers that
occurred after 2000.

— For a similar study on mergers that occurred during

the 1990s, see an earlier CPRC research report
(CR02-03, 2003).
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L
DT EDFIFY Limitations of the Study

SITICITFRINHY . FEEGHERICIEE>TULVELY,
- ARFERICEDVTWWA (UBEEIZET 29k, — FELARESH
ML, BHBEROKRMDAAFART,
- EHZOHEINEL, > BHOMENBENSIZIEFR T4 aT B8R (
f=1=L. EIEBRYSRAETIL. SELURAIIZIEBIRENBENEIRELDFEZLY),
- BHOBRME: MEEHILZWLWERLONS,
Due to limitations of the study, the results remain tentative.

— Dependence on published reports (except the price study): financial
reports and share price data of non—public firms are unavailable, which
unfortunately are actually many.

— Short post—merger period: However, business experts tend to say
that mergers need to have effects within 3 years.

— Diversity of merger motives and types: Quite a few seem to have
been made to rescue failing companies.
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10 Fair Trade Commissiom af Jdapan



. B EIREDEFER

Economic Theory of Mergers
and Efficiency




I
BEOETIVICKDEHIERD T

Analyzing Effects of Mergers with an Oligopoly Model
EHETIIZENEEL., 6 EERESD. EHEED
AESEEFEZRBOL (FZLAIRRIISOHLAIEEM) . IE
BHEXDIEZIE LT, AEMICELEFELGEHNS,

- BHICKYDIERER EIRLHY S HEEDRERER

T RBTHEEHBENEDSATEEN,

The oligopoly model suggests that a merger raises the
market price, reduces the output and profits of merging
firms (but may increase the profit rate), and increases the
profits of non—merging firms. The social welfare is hurt.

— The results may change when the merger contributes to
efficiency increase and thereby reduces the merging
firm’ s marginal cost.
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=L 37 I+ AN 11 B2 481
NEER EDEHFADFE
Effects of Efficiency Increase on Mergers

g E Case 1 Case 2 Case 3 Case 4
Efficiency LSy RELY FYKELD MO TREL
increase Zero or small Large Larger Very large
(4%
Price TT ‘U’
B o EFIHE
Merging firms’ U, ’ﬂ‘
profits
HEEBRE
Consumer ‘U’ ’ﬂ‘
welfare
HEHEAE

Social welfare
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TEFEESHARFSAU (AEREIEZEES. 2007438)
Merger Guidelines (JFTC, March 2007)

[EREERICENT, REORFSE, £EXREOME, TIHOFEMIE,

HEEERAOER, HRARARHOMNRILFIZIVEZRHT IL—T DR
FBUARLETEHIEIZEST, AERRT I —THBRFNETHELSHTLE
AEAFENDERICIE, TORLMKL THRFICEALGZEEHIT 5, |

“When improvements in efficiency, whether through economies of scale,
integration of production facilities, specialization of factories, reduction in
transportation costs or efficiency in research and development, is deemed
likely to make the company group take competitive action after the
business combination, this factor will also be considered to determine the
impact of the business combination on competition.”

14 Cowrerition Povicy Researcn Cenrer
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AARSAVIZEDNRIEDERE

Considerations of Efficiency in the Guideline

[CDFZEIZEITEMBEITONTIE, OFHESICTEFTEOMRELT
NEENR LT HEDTH L, OMRIEDR ENERRAIGEETH D
E QMEMUDEELICKYFEBDEENEXRTHLDTHAH_LED3
DDERNHIRT S, |

= QUEFEBDEENERTAILEEHLET D Lo THERMER L
ABH TRELLG I NIELGSEN (F—R4E),

“Efficiencies to be considered in this case are determined from three
aspects: (i) efficiencies should be improved as effects specific to the
business combination; (ii) improvements in efficiencies should be
materialized; and (iii) improvements in efficiency contribute to the
interests of users.”

=> Condition (iii) requires that the interests of users (i.e., consumer
welfare) to increase. Therefore, the efficiency increase must be very
large (Case 4).
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3. EiLfaE

Empirical Results
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3.1 GHERERE (FIRRZE)
Mergers and Profitability
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SFICKYBRERRINENTZITHELIZONETE
T D TDI=HICIE, EHMLDHRES FHZEEENR
LA ERNF O TLS RN DNRESEE
JHOMLENDHD,

- The purpose of the project is to estimate the
Impact of mergers on corporate performance. To
do so, we need to distinguish two types of the
impact: merger itself and merged firms’
characteristics.




ok T4

Company
character-
istics

CRii
Merger

CDOMNRDH
ZREEL =LY
We need to analyze
this effect only.

/ EE R

Company
perform-
ance
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BEHEEDLEXEELGAIEEDER

Selecting Control Firms against Merged Firms

BHENIRICEITOMEIEER (ROEE) DELETEHEXELIES
HEXTEMICHERLTL, U ORZESBETSTL
TWATREEDN DD AR TIHERRAITHEBIEZRAL. &
FLUNDRFENELUTHIHFEREED, BERRDOELLZE
BT S

A simple comparison of pre— and post—merger changes in
financial indicators (e.g. ROE) between merged firms and non-—
merged firms may not capture merger effects alone. In this
study, we apply a propensity score matching method to select
control firms, and then compare financial indicators of merged
firms to those of control firms.

=
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ERROT7LEGEIC KSR B EDER

Selecting Control Firms with
a Propensity Score Matching Method

EERITONT, EEREFEFZHAZEHRCAVLTEHFAE
EHHER(MERRATT)ZKD, CORATZEIZ, §6fLI=t
ELEBLEN ST EEZTYTF I SHE, EREDOLELEXK
H5CEHMETIR)

We begin by estimating firms’ propensity scores for
undertaking mergers, using firm characteristics as the
explanatory variables. Then, based on the estimated
propensity scores, we match a non—merged control firm to
each merged firm. Finally, we compare changes in
performance between them (average treatment effects).

Cowrerition Povicy Researcn Cenrer
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TR REGHESE
The Industry to be Analyzed in this Study

- DO RELT, &

ITOEFHZE UJ:H%)

- S HrHAfE - 20004

- éﬁ'i:#l:?& : 61"1:0

— 15%

F ~2006%

— T ERIT RO

\EE —Hh 5 4R

)d#

- We analyze mergers among first regional banks and
second regional banks.

— Years: 2000 — 2006 (Fiscal Year).

— Number of merger cases: 6.
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ERIRI7 DHEEFRR

Estimation Result of the Propensity Score

Result of Logit Estimation (Sample Size :
y‘yh?ﬁilﬁxé?ﬁiﬁ% (BARH: 773) 773)

E R -407.693 ***
E A Constant -407.693  ***
ROE A1
O 0.188 ROE 0.188
ROED) — -0.020 ***
D= Square of ROE -0.020 k**
EE 4.769 *
CES RS Operating Cost Ratio 4769 *
b 3 32 1. * % ok
RARELS — Capital Asset Ratio -1.899 k**
== 73 %k %k
T RARHEL UEe Bad loans Ratio 0.535 H**
= N ‘E * *
REOXNYIE Sz 2 Log of Assets 52.613 **
= N E - _ *
BEDORBIED _FE 1.723 Square of Log of Assets -1.723 *
EVEFFERBIDILEE 0.541 *** Growth Rate of Regional 0.541 ***
AR Production
R TEHII1IBIDS T T E#HEZHIITLNS, The explanatory variables except constant are lagged ones.
SRITEICEEAIZEENELRN, »** KU IFNFh, Star_1d<'_:1rd errors are adjustegl forg)anks, anci ol el a_nd * mean
D AR /]\—;—o statistically significant at 1% , 5%, and 10%, rxespectlvely.
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BHITRUERSN - IETT

Merged Banks and selected Control Banks

ITEE KMRERIT (20004 A)
HINERIT (20035F4A8)

IR ER1T (200354 8)

£ A LER1T (20044E58)
AL TER1T (20045108
#CI5ER1T (20065108

The Kinki Osaka Bank (April / 2000)

The Shinwa Bank (April / 2003)

Tsukuba Bank (April / 2003)

Momiji Bank (May / 2004)

The Nishi-Nippon City Bank (October / 2004)
The Kiyo Bank (October / 2006)

BRANERTT
HRERIT
RILAERET
JI\FHKERST
I\ FHKERST
L ERER1T

The Towa Bank
The Chukyo Bank
Suruga Bank

The Yachiyo Bank
The Yachiyo Bank

The Hokuto Bank
24



HEICAWSRETER

Measurement of Corporate Performance

BEEMRRELTROE(REF R / #MEE)ZLEY, TATERINDEH
RIEENDEDHERER S, SHITICOVTIE, EHAIEEDT—4

BT ACETHREMMEBTZEYROEZRDH D, 1-1ZL, FROEIZD
WTIEER[REBFOLEZRYR O, EFEDROENFE Y%
ZL5IWV =0 DZERNS (FEEIEFHAROE),

We employ ROE (Current Profit / Net Worth) as a measure of corporate
performance, and look at its changes from one year before merger as
defined below. For merged banks before the merger, we create
hypothetical merged banks by summing up the two firms’ data, to

compute ROE,, ... To control the effects of business fluctuation, we

subtract the annual average from ROE to make year—adjusted ROE.

AROE,, = ROE,, — ROE

i,base

ROE; ; - REIOFEENZB T HROE, ROE

i D IO PRRTEE BT HROE

i ,base

ROE., : ROE of firm i at time t, ROE.

It i base - ROE of firm i at one year before merger.

Cowrerition Povicy Researcn Cenrer
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SHEERIEDFEEEIEFAROE
Year—adjusted ROE in a Year before Mergers

BHTER BT
Merged Banks and Control Banks

HFNERTT 9.696% IR ERIT 11.928%

U 2 KR ER1T 34.664% RAERT 25.079%
BURERTT 4.784% RIVAERTT 16.084%

A CERTT 11.682% INTFHRERIT 2.017%
AAALT1ERIT 3.334% JINTFERTT 2.017%
FCPEER1T -14.035% L #RERIT 3.282%

Cowrerition Povicy Reseancn Cenrer
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_____
= R (ROE) D LLER

Comparison of Corporate Performance (ROE)

BT P RBIT KRR ERIT LR MERST
The Shinwa Bank and The Chukyo Bank The Kinki Osaka Bank and The Towa Bank

0 -

O .
-20 - 20 |
-40 -40 -
-60 -60
-80 -80
Kinki Osaka Bank)

100 £ F15E 1T (The Shinwa Bank) 100 = BHISRAT (The

-#- T ER 1T (The Chukyo Bank) Towa Bank)
-120 -120

2003 2004 2005 2000 2001 2002
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_____
=R (ROE) M ELER

Comparison of Corporate Performance (ROE)

RIRBITERNITRIT LA LIRTFENTFRIRT

Tsukuba Bank and Suruga Bank Momijji Bank and The Yachiyo Bank

T 10

10 0 -
10 -

20
20

30
-30

-40
-40

. e 3R ER 1T (Tsukuba Bank) mm £, 74 L ER1T (Momiji Ban
50

-8 2 )LFER1T (Suruga Bank) & J\F{XER1T (The Yachiy k)
-60 -60

2003 2004 2005 2004 2005 2006
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_____
=R (ROE) M EHLER

Comparison of Corporate Performance (ROE)
BAAXRT1B1TE/N\TFREBIT

(=] 4H= P A
Nishi-Nippon City Bank and The Yachiyo #CRaR 1T &AL ARSRAT
Bank The Kiyo Bank and Hokuto Bank
20 20 -
0 ST E— 0 .
-20 -20
-40 -40
-60 -60
7 B RS T #R1TERIT (The Nishi
-80 Nippon City Bank) -80 -
0o | ®/\FUERAT (The Yachiyo Bank) 100
-120 -120
2005 2006 2007 2007 2008 2009
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L
2ZE R (ROE) 0D HEES

Comparison of Corporate Performance (ROE)

EHZITHRITICEHERLTROENELI=r—X

- BOHERE: 453,

- Ef25 8 64,

- 358 64d34,

- 1-72L, R EELHFTNICEELGEITE NN (EWERV T RIE),

Number of merger cases in which ROE decreased relatively to
non—merging banks

— 1st year after the merger: 3 (out of 4)
— 2" year after the merger: 4 (out of 6)
— 3rd year after the merger: 3 (out of 6)

— Note that statistical significance is lacking in the changes in
performance (both means and medians).

Cowrerition Povicy Researcn Cenrer
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=A :
#E=8  Conclusion

BEERRICHITHEHOMERZE, #HAERITO
T—FRAW, ERRADTLEGRICKYXTEERIT
ZBIRLI- ETHRL-, 2ISENE, &6
FHFMEDM LIFFEHLONIEHST=,

- We used the sample of regional banks in Japan,

applied the propensity score method to select
matching firms, and estimated the impact of
mergers on corporate performance. Our results
suggest that mergers rarely contribute to
Increases in profitability.




3.2 SHFERKME (AR RHT)

Mergers and Stock Prices
(An Event Study)

32
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L
T iE Methodology

EHOERDEEZORMEZLGEEZEZTNT 51
DIZ, ANV DFEERND,

BRATIHET IVISHEL, FEROINRRET—7Vb7R—
FOAIVAIRBEROBRHEERELTHE L THHFIRRE
EZNoNELLTEBRBNEERZFET . INICKYKiEE
ROREZKDNREIVIA—ILT D,

* Applying an event study method, we analyze the
extent that the announcement of a merger influences
the stock price.

*The effect of merger is calculated as the excess of actual

post—announcement rate of return over the expected rate
of return calculated with a market model.

Cowrerition Povicy Researcn Cenrer
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o
£ JL Model

MRRXERELTRTA—4—HEE 4 p 285

I o\
Calculate estimated parameters 3 |
i M

Ri,t = a +bi Rm,t +U ¢

R, 1% /. % t OISR

Stock rate of return of firm / period ¢

R,, #ftOmisnss

Market rate of return, period ¢




(2) BB IEEE AR DETE

Calculate abnormal rate of returns

AR, =R, —(4 +bR |

(3) RIEEBEIRE R CAR DEtE

Calculate cumulative abnormal rate of
returns,
CAR.

T2
CAR(T,,T,)=> AR,,.

t :Tl

35



THRRELI-EXEEEH: 156

Cases of Business Combination Studied : 15

=xGis (6)
RSO (8)
SERETFRADERIL (1)
-Mergers (6)
* Establishment of holding company (8)

- Establishment of a consolidated subsidiary (1)

Cowrerition Povicy Researcn Cenrer |
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1 D %31 (20054 )

LR U3

WIZLSHERFLHKES

— B
Z)

Establishment of a joint holding company by
Sankyo Co., Ltd. and Daiichi Pharmaceutical

Co., Ltd.(2005)

AR FH:2006F2H21H
*Event day: February 21, 2005
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=51 =4

EE—REDIRS

Case: Mergers of Sankyo and Daiichi Pharmaceutical

HRXCARHFR (1R FH; 200642H8218)
=HUE—HIE

Dayly transition of the CAR (Event day ; February 21, 2005)

SANKYO & DAIICHI PHARMAGEUTICAL

o == — 3% : SANKYO
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LMESH(ZEH F—HE)DCARIZ. /1 RUFBIZHENT
BIZTSR, FDE&, T%, —AH, IA4/NLTEEDCARIE
R (=L, #HEtIziZEEE)

- HRATEE, HAZFEXREICIVREERORANMRABL TS
— A, FANILEXRORBPAFIRELEFITSIETFAILE-ERONS,

The CAR of merger companies (Sankyo & Daiichi) was
positive immediately after the merger announcement but
eventually became negative (though statistically
insignificant), while that of the rival companies remained
positive.

— Suggests that the stock market expected the long—run profitability
of the merged firm would rather decrease, while that of the rival
firms would increase.

Cowrerition Povicy Researcn Cenrer
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Results of the 15 Case Studies: Summary

CAR¥t#® Transition of the CAR
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BREHREERIC CAR N TSRELEST=DI(F 1144 (73%) [2EF
L=AS. 1 BRERIZIZ64H (40%) Xz -1thoT-, @

L

=B TlE CAR I BEE(IZEOLEL ST,

In 11 cases out of 15 (i.e., 73%), CAR was positive
immediately after the merger announcement; however, after
a week, it was positive only in less than a half of the cases,
that is, 6 cases or 40% of the cases. In the majority of the
cases, CAR was not significantly different from zero.

Cowrerition Povicy Researcn Cenrer
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#Z=8 Conclusion

KRS TIIRERMNAEEXORPATHAMEZ FRIL TRET S
B HEIEIAVIREEZRMLTRESIIT THS, Lo TEHLZNE
&AL E, REAWIREEZSHSE0. KilixE5H RGBT E
CARZISRIZTHMELHHIEIT THS,

- 15DFPIBITEHEMEAIT T EHEXRIBIZIEIZOMENRES
n5H, 1T ERORIZ. BFDEHIENTIOHRIIERINZL,

In the capital market, the investors will make an investment decision
based on the predicted present value of the firm’ s long—run profits.
Hence, if the merger is expected to raise efficiency of the firm and
thereby its long—run profitability, the merger announcement should raise
its stock price and result in a positive CAR.

— According to our study of 15 cases, such a positive effect was
observed immediately after the announcement in many of the cases
but, after a week, the effects were obscure in the majority of the
cases.

Cowrerition Povicy Researcn Cenrer
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3.3 BHEMERFE
Mergers and R&D
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L
1 BB The Purpose

EHNA/R=23VI(2 52 B EE 0T
To analyze the impact of mergers on innovation
2000 F LIRMD BARBEXRZXNRIZ. EHEXDRIDEFED
IKEZZE
To examine the post—merger R&D activities of Japanese
manufacturing firms, after 2000 :

/\*ﬁé?hj’:]:a* Indices to be studied are:
N RBEARERNE

R&D expenditures (as an intensity, i.e., a ratio to sales)
4 SR NGRS

The number of published patent applications

Cowrerition Povicy Researcn Cenrer
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2 BIFHZED.

S ==

eSO

it —

Review of Theoretical & Empirical Studies

(1) ERpEE

F+ Theoretical predictions

- EBGHIEFJRMERL., oo N—F—{REEH
Quiet life hypothesis vs. Schumpeterian hypothesis
=> KiR%E In controversy
- BREHIEHEXEABOBFETEALT — FHFAOENET

“Innovation aversion” (Farrell & Shapiro[2010])

New products may compete against the merger partner’ s products,
lessening incentives for innovation.

- SO, BHMROFHEICIF2DODEFZENEE:
1) EHITSEFROE M- HKiTREIDOE %
2) B EREFEHEXRDER

The effect of a merger depends on two relations;

- Market & technology relatedness within the merging firms

- Relations between merging and non—merging firms

45



.
(2) REEMRGER — SHGER

Empirical Analyses: Diversity of Evidences

EHNA/R—aV [CEDMEREFTRT
More evidences suggest the negative effects

— | Z [£. Colombo &Garrone[2006][Z& (X
Colombo & Garrone[2006] suggest the following:

1) 86F 8 FITKEESHIERDFFHZER TS SEMR
Mergers, particularly horizontal mergers, tend to reduce R&D
2) METEBORMMNRBENGEE, RRDFEF DK TER

Tend to reduce R&D when the merger partners’ technologies are
substitutable

|-

RN

=
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HERM R - R R DT — N A Do DS

Conclusion from the survey of theoretical and empirical analyses

» EEREDHEFBKRTIE, EHNM/R—23VIIC5EZLH5E
ZERITDIDINGLTELDN. BIZLELS, TDEELLTS
REBEPITFOL-HENBEMTE—RTEHEWNIEETR
IZLTULVA,

Today, competition policy offices tend to give more weight to
the investigation of the impact of mergers on innovation in
their enforcements. Unfortunately, economic studies suggest

that this impact is neither simple nor universal.
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3 ZE:iF#r Empirical Analysis

ﬁj\*ﬁjj_}f Methodology

20004 LAPE D E£ 7153914 & 4 39 mergers after 2000
EHEEI1R DORRDEEIZ LLER 4T

Comparison of R&D activities before and after mergers
R&DFEIE R&D measures
- RRDEEKIE MIERRE/ELS) | BMISHMEE., i
R&D intensity (R&D expenses/sales) (consolidated)
- RREF R BT T2 (HRB%R 1.5 %) | Bk

Number of published patent applications (published after 1.5
years from application) (non—consolidated)
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LB R — 20004 LIFE D395 f5f —
Results: 39 Cases after Year 2000

B3-A3LLER B3-A5HLER B3-A3-5LL &
+tH5 KT 5 L5 BT & LH BT &
A>0 A<0 Al A>0 A<0 Al A>0 A<0 Al

MEFERENE 17 22 39 17 17 34 16 19 34
R&D intensity
BEF O REE 11 28 39 9 25 34 11 23 34

Published application

7E)B3: EHHRISETFEY. A3(B): EHRIG)EF 1Y, A3-5: 5 Ht&R3~5FH DIFEF1Y
A : post—merger value less pre—merger value (A>0 or <0)
B3:3-years mean, pre—merger; A3(5): 3 (5)-years mean, post—merger;

A3-5: 3—-years mean during the 3" to 5% year after merger
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RADEMEIZDINTO N LR

Results concerning R&D Intensity

SEHELRITIEHEI. EEDOFSLUT

R&D intensity increased in less than half of the cases

R EN B EETII. ESULEALER
- RDEHIE 3% LIETIX 15 44 9 &
- RDEHE 4% LI ETIX 10 44 7 &

In R&D-intensive industries, it increased in the majority of cases
(9 out of 15 among firms with R&D intensity > 3%, 7/10 with R&D intensity > 4%)

NMEOBELEFHITIEZHA LR (6 5 5 4)
(T—32DFARETEEL 1 5%FR<)

It increased in 5 of the 6 cases that were subject to JFTC’ s review
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B NBEE R Z DLV TN HFER

Results concerning published patent applications

RRDEMNEDIGEESRERIC. BFHTIET

Decreased in the majority of cases, similarly to R&D intensity

1]

MR (C B> Th, ML DIEE M T

- RADEHE 3% LIETIX 144 5 &
- R&DEHE 4% LI ETIX 10 4 4 &

Even in R&D—-intensive industries, it increased in less than half of the cases
(5 out of 14 among firms with R&D intensity > 3%, 4/10 with R&D intensity > 4%)

NEDBEBELI-FHITELERLE=EDHDLE0NG e 2 #)
Also, it increased in just 2 of the 5 cases that were subject to JFTC’ s
review

==L, B4 LS5Y (ReDEEASHEARET OREHY

However, the effect of time lag between R&D and patent
—appm + 51 E"-Ii:'-ll'lr;II’-#--::IEE:::;:I-I’;II -: :I:I-'n-l Crnter




.
FET OB D LEETE R —2000F LA D & 5 —

Result: Published Applications

20 AR R EF ETFT &

A>0 A <0 All

2574 (BA3-A3-5LLE) 12 22 34
2—year lag (BA3 and A3-5 compared)

3ESY (A3-A4-5LLER) 12 22 34

3—year lag (A3 and A4-5 compared)

) BA3: SR E~R2EDIETFE, AS-5: EHRI~SEB DIETY
A3: B EBI~3EDIFEFEY, Ad-5: 5HE4~SEHD2EFH
BA3: 3 years—mean during pre—merger 15t year to post—merger 2"d year
A3: 3—-years mean during post—merger 15t to 3" year
A3(4)-5: 3 (2)-years mean during post—merger 39 (4th) to 5th year
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4 EEnﬁ'/'_.E_' E"]%ﬁ% Conclusion

S RRDZRET HEEFBT LEE R4
No evidence that mergers always promote R&D.
MEENEEEXTIE, SHERRDIEEINTF=T—ADNZ A, $5EF
HHIZITZEDRENENTULELY,

In R&D—intensive industries, there were more cases in which mergers

promoted R&D: however, they rarely resulted in more patents.

LA, EBEIZIILK OO D KRELGRBEZ ST AI6EENHHT=HIZ, fih
DHEETHETIVLELNDHD. EERBEEEICH->TIL. FFHTIFER
ENMBLETHAD,
However, the study is constrained by imperfect measures of innovation

activities and the lack of detailed information. An examination of such
detailed information will be needed in actual merger investigations.
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3.4 BHt&Mmig

Mergers and Prices

.
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(1) BHY: The Purpose

- PR ENGICE T ABEMD/NEMENEFRIERTED
FITRIELTLWONZERITT S LETEHF (DEFEELM)

DE

R H T A I

- In this study, we examine the price effect of mergers by
analyzing how retail prices of goods in the market changed
before and after the mergers.

Cowrerition Povicy Researcn Cenrer
55 Fair Trade Commissiom af Jdapan



(2) D AEEETIV: Methodology and Model

- Ashenfelter and Hosken (2008)0)5&50)*—’4\13?0)3?)]%
DI FEZFAL, INERFTvF—T—2(ZHEDT, &
GFRIR DM EILZE. EHEXR (EREETIL— 7)?’%:.&%

NS TLELER T B,

- BHORLE-VIT7EIEADEZEDREIZEHEH

- Using retailer scanner data and following the methodology
of Ashenfelter and Hosken (2008), we compare pre— and
post—-merger monthly changes in retail prices of the
products of merged firms (or firms in a combined group)
with those of others

— We will also apply the method for the estimation of the effects on
sales and market shares.
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Pije=a,;+B(post, )+ B,(post, ,, x MPP )+, ,,

-7 HmEs, /. #wEES, ¢« HEAES (AH)
product region month

~ Py SRLETEAMT TS NI-MEIER
sales—weighted price index
- o Hm WRSHENERBOMR
product— and region—specific factor
- post,;,: TEESAICIF0 , EmRICI1ICEDIEE
= 0 before the merger; = 1 after the merger
- MPP,: HEJRILXIRDIRMOLEICI, THEHTO,
Merging Party Product

(=1 if merging firms’ product; = 0 otherwise)

Lol RREIH error term
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(3) xR FEHI:

Cases for the analysis

RBRERRF (93000 B)
hdE ($98505%8)

A RBRNS— A (9220054 8)
(BHA-HTVTHA)

Household flavor seasonings (3000 items)
Sugar (850 items)

Instant noodles (2200 items)
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(4) T—2X: Data

« £ /ZM._8ini'EG) nJr6OOJ«XJ:0)fE§ﬁ0)POS?—'}"
— 8 bl : jl:/EiE , ijt , EBIR , BERE | dbfE , RiE , IT
&, hE, mE, Al

* The data were compiled from the POS (point-of-
sales) data of more than 600 stores in 8 regions and
consist of monthly sales and quantity.

— 8 regions: Hokkaido, Tohoku, North Kanto,

Tokyo Metropolitan, Hokuriku, Tokai, Kinki, Chugoku,
Shikoku, and Kyusyu
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BRUHEEE—E

Estimated Coefficients

31 : Post B2 : PostxMPP

(Thi57) (HEH)
E”’kﬁ"’w | 0.160%™  0.390%"
avor Seasoning
J\‘ **k% * %%
Wi 5 280% 3.840%
Sugar

£ . W ° * kK Kk %
ROA- NIYTOA 50009, 0.005%

Instant noodles
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B3R & L/ TR
(5) '%E% Results retail price after M&A

* By (postD &) N'IE -~ BEFESR
O/NEMEF TEEET LR (F)

* B, (postEMPPORRIEDQHEE) AIE
SEFESRICEALUEEDOMIE
LR ()

6.000%

* B4 (the coefficient of “post”) is
positive — an increase in the 4.000%
average market price after the
merger (red column)

* [, (the coefficient of postxMPP) is
positive — an increase in the prices
of the merger firms’ products (blue __

Column) R TR b BT T D
Flavor Seasoning Sugar Instant noodles

= MPP

m post

2.000%

-2.000%
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-
EHHH : AKFARE (HROEETIFOLRES )

Case study: Flavor seasoning (Ajinomoto & Yamaki)

RDOREDXXIBDFZRAIFIETHE, VIYFEORXXIADFZH

FETHE
- IROZBIEIHEGFHDOLANIILLYB@EELARNILESIZEITF, vYXIEEIE
TIFt=

- BROREVIXRHTEILEZED T IL—TAHRFLTR/IMET H1=DIZEK
BREIE AR ERTE . TAF IR - ROz T BRENE G NI REH
« The cross term with Ajinomoto was positive and significant
while that with Yamaki was negative and significant

— Relative to the market, Ajinomoto raised its prices while Yamaki
lowered its prices after the acquisition.

— Possibility that merging parties changed their product positioning and
differentiated their products in order not only to avoid cannibalization
but also to gain new customers.
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1.1
!

Laspeyres index
1

KDFE X Wiz

Ajinomoto vs. Market

I
2007m3
month

IR - HiZOMELNIL

Black line: maket price level

RER KOZDMEL NI
Gray line: Ajinomoto’s price level

Monthly sales share

1.1
!

Laspeyres index

Y& X 5

Yamaki vs. Market

1
!

I
2007m3
month

IR -HGEOM@ELAIL

Black line: market price level

IREHR VX DM@EL NIV
Gray line: Yamaki’s price level

Monthly sales share
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B
LS ITICHAITDHEERER

Estimation Results on Sales and Market Shares

TEFEEICEY. AF2HOR LS X EXESRIIOBELDE
STEYBBA L 27 EHED (RkAks . ), TiEEARTES
L DFELEGELAILIXIEM (RBRFAE) 3D UMTR D (B #E) o
LESHDFTLEIIEMLI-r—REL@EHA-HYTHA),

» After the merger, sales of merger firms and their market

shares decreased (flavored seasoning and sugar) while sales of
the average firm in the industry increased (flavored seasoning)

or decreased (sugar).

« Also a case in which the merger firms increased their sales
(instant noodles).
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e VITADEEDHTERR
Estimated effects on sales and market shares

e L B1: Post B2 : PostxMPP
%m:_J:rm Sales (7515) (HEE)
ELH*EEJH**zl' . 1.18*** _3.29***

Flavor Seasoning

IJ“’ **kxk **k*k
s -0.74 -21.79
Sugar
= - A ] *kk F*hxk
ROATIIVTHA -23534 68902
Instant noodles

g s B1: Post B2 : PostxMPP
s _/::7 Shares (7518) (HEE)
EIREARR 0.00000™" -0.00002"
Flavor Seasoning

IJ“’ *kk **k*k
e 0.00003 -0.00021
Sugar
1S . “w y
ROA-TIT DA -0.00000 0.00000

Instant noodles
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(6) #55@ Conclusion

3himEd. TEHFERIC
IS FENMEIE ERE Lz (@EHA DY THAZER)

- BB O/NEME (R LMEOMETY) XTTH
) fli& Ll LI ER LT,

After the merger, in all the three markets studied,

—|I
I

&H"E

— The average market price increased (except instant noodles).

— The price of the merger firms’ product (weighted average of
the prices of the firms’ entire products) increased more than
the average market price.
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(6) #55 Conclusion (continued)

HEEE (7OX 08 KR>3 =Z>y)

- DEEEER. —HFOT7 S RTEBESIEZELT  EDTS R
Tl E#HIFZEVLBIETFESBHN B> - ( ARAKR )

= AHBECHSVT, FHMEAOFERZ (TTIRAEL, HEL44d0

HEMEEANOZEELEZEREIT IV EZRE, —HLOEEEOELXZS

O, HOEEZEOEEZ TS OEEM,

Effects on product positioning

— In the flavored seasoning market, one of the merger partners raised
its price while the other lowered its price, suggesting a change in the
product positioning strategy.

=> Suggested is the need to examine the effects on product composition
and positioning that a merger may cause. Some of the consumers may
benefit whereas the others may be hurt.
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Conclusion
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%EIE%‘*J?O).%‘\% Summary of Empirical Analyses

FlImFE-RE~NDEE
- FIRFISHLTEELGEEIERINGI oIz, Eboh VAR,
MR ERZEBLIE=T—RDANZL,
- KX, BRRBBICIELEFTEH575—ANZ0HA . BHDORIZIETL,
BHROEZEIFEICTEOLELGLLGWNV T —ADNBER BT HHT-,
= FIEEBOK(RMEZE R LB LHEETRENEER LNHI=(HAHLIE
FRIENT) T —RIFZLTGWNER BN S,
Effects on Profitability and Stock Prices

— No significant effect on profit rate was observed. Though statistically
insignificant, there were more cases of declining profit rates.

— The stock prices rose in many cases on the day of announcement but
declined within a few days, making the cumulative abnormal returns
not significantly different from zero in the majority of cases.

=> Thus suggested is that efficiency increase was rarely large enough to
raise profitability and stock performance.
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MR - FEr R~ DEE

- ZLDEHTHRFARBELFHTHRLEHRICET

- LALMIRENEERZRLIC. MEFRREZRENSE=E6D

- gfﬁﬁ%% BFEFELIBIREL TR+, EHIZKY, FFM7TEH
WAE,

Effects on R&D expenditures and number of patents

— Both R&D expenditures and the number of patents decreased in
the majority of cases.

— However, there were also cases in which R&D expenditures
increased, usually in R&D intensive industries.

— The measures may not have captured the innovation activity
accurately. More detailed case—specific investigations are needed.
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&~ DFE
- SMEDAEICEONSH., WIT b, miFFHME L EFAER(
HyTHTIEIMET) ., BESARA LM X FEHNIZISIZER TS
& A]
- HREMESNT-EEXTI., At HTE AHBETEIMETE
H5-H, BRICKUELIF-ETIFEENDITE5—RE,

Effects on prices
— The study is confined to 3 industries.

— The average market prices increased (except instant noodles), and the
average prices of the merger firms’ products increased further.

— In an industry with product differentiation, the merger firm may
raise the prices of some products while lowering the prices of
others, suggesting product re—positioning.
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B IEL TR,

Thus, In a nutshell,

;ﬁﬁ%‘ EEZETSE-AREENRNNEHEA),

1FSHfEmET EHEIE,

SOITHEBEEAZEMNSESEF

EDMFTMER EMNHo=EIFRoNL,

EEEBEE 3 TWWIE
M EEfE

nREITOHFE N IICTRBLT:

1L, BRI & BELREL,

Decreased consumer welfare (in the three cases studied).

Unlikely to have improved
firms’ profitability and to

Questionable if the merge

efficiency enough to increase the
raise consumer welfare.

rs contributed to “long—term

competitiveness” as the Industrial Structure Vision hopes.

However, differences across cases need be noted.
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TEBEEENDRE
Implications for Merger Investigations

mERERIABIE., MBE~NDEE. FEACHER) NDFE
EEHIANE,

R L PRAMBESE AR LICOWTIE, ZFEEHIE,
Z O EOFZ. EITAIRRMEDIEE ELICHEICT S,

The priority for competition policy offices should be to watch
the impact on prices and the consumer welfare.

On efficiency increase and the increase in ‘long—term
competitiveness’, the firm needs to show the detailed plans,

together with the scope for implementation.
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ARG E=REHEDERZE

Use of Economic and Quantitative Evidences

HRODTEEEEEETIIEZTRYRELGE O ARIGEHRLIC
£ EDCEMRIFEMEIZRESNDE,
HEAITE DWWV -XYEEN., EENEEFTMmEERT S
CENBETHD,

- THIBEIE DSSNIPT AL, UPPT X (UPP = upward pricing
pressure) IEEIZCHEVWTHE MEIOFTEDKBMHEIZDOLVTO#H =
LN IAEE

- EBEEIVIAL—avIZkb T AL EINERIEEM,

Merger evaluations in Japan have tended to be based on
qualitative evaluation based on interviews, etc.

A wider use is needed of more economic evaluations based
on quantitative analyses, including SSNIP test, UPP test,
and merger simulations.
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