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AN INVESTIGATION OF THE TEN MOST ACTIVE
ACQUISITORS IN THE PAPER AND ALLIED
PRODUCTS INDUSTRY

1950-1965

CHAPTER 1

INTRODUCTION

The paper and allied products industry is one of the most com-
plex and diversified manufacturing industries in the country, and its
astounding growth over the last fifteen years or so has paralleled the
over-all growth of thé American economy. Increased consumer demand for
over 100,000 paper and paperboard products reflects a steady rise in
income and a higher standard of living. To meet this phenomenal demand,
substantial funds for research and development are being allocated within
the industry, thus creating the impetus for new and improved products.
This, ultimately, will reinforce the dynamic role which the industry
plays in the economy.l

The industry produced 43.7 million tons of paper and paperboard
in 1965 with total net sales of approximately $16 million.? For the same
year, per capita consumption reached an all-time high of 501.3 1bs.3 At

the same time the combined sales of the ten most active acquisitors, the

15ce Chapter iI.
2See p. 21.

33ee p. 29.
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representative firms under considera%ion, accounted for approximately
35 percent of the industry's total sales.4 In other words, ghe growth
experienced by these firms paralleled the growth of the industry. '"The
industry has been increasing its productive capacity steadily to keep
pace with the needs of the nation. It can now produce about twice as
much paper and paperboard each year as it could at the start of the post-
war period."5

Diversification seems to be a natural bent of many corporate
ventures, and during the years 1950-1965, the industry became highly
diversified; this is especially true of the larger producers. These
larger firms now have fully integrated mills which produce both pulp and
paper, and aside from selling the pulp and paperboard to other companies,
they have their own converting facilities. The Mead Corporation, for
instance, has become increasingly active at the merchant level by selling
products directly to the wholesalers and retailers., Through vertical and
horizontal integration, the leading producers of paper products have
integrated their facilities all the way forward to the operation of
merchant houses, and all the way backward to the ownership'of extensive
timber resources.

There is general agreement that the period between 1950 and 1965
was a significant merger era. Significant not only to the paper and
allied products industry, but to all facets of the manufactﬁring and

mining sector of the economy.6 Decidedly, the 'urge to merge' has

“Seep. 30.

5 .
"How Paper Serves America,' The New York Timés, A Special
Supplement, October 17, 1965, p. 35.

bsce p. 54,
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become an important corporate tool for growth. Nineteen sixty-seven saw
a record number of mergers and acquisitions accomplished by firms in the
manufacturing and mining industries. In fact, approximately 3,000 such
ventures were completed among companies with net assets worth more than
$1 million.7

Economic concentration, which is often measured by the behavior
of the 200 largest manufacturing companies, has become the bugaboo of the
business community. A study was prepared by the Bureau of Ecanomics,
Federal Trade Commission, in which Dr. Willard F. Mueller, Director,
Bureau of Economics, presented the findings of the orgamization to the
Subcommittee off Antitrust and Monopoly. The Bureau compiled data reiat-
ing to the 100 most active acquiring companies within the 200 largest
manufacturing companies between 1950 and 1963. In addition, 29 select
industries were considered. During this period, firms in the paper and
allied products industry acquired firms with assets valued at $760.9
million.8 Of the 29 selected industries, the paper and allied products
.industry ranked second in dollar value of acquired assets and in number
of acquisitions.

Theoretical economics easily embraces mergers and acquisitions--
fundamental analysis of the long-run relates to various sized operations
which a given firm might undertake, and any growth can, theoretically, be

achieved by external or internal means. A merger or acquisition will

7"Mergers Soared in '67, and Accelerated Pace is Expected for
'68," Wall Street Jourmal, January 3, 1968, p. 13.

8U. S., Congress, Senate, Committee on the Judiciary, Economic
Concentration, Hearings, before the Subcommittee on Antitrust and
Monopoly, Senate, 89th Cong., lst sess., 1965, Part 2, p. 963.

21bid.
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diminish by one, or: more, the number of firms in the industry. The
potential realization of both internal and external economies of scale
to the surviving economic entity is enhanced through mergers. Assuming
further that an acquiring firm is face& with a negatively sloped demand
curve, the additional output will be sold at lower prices; the consumer
will benefit. Though the structure of the industry suggests vigorous
price competition, it is a common social assumption that mergers decrease
competition and increase the degree of monopolization. An attempt of
this thesis will be to relate theoretical structures with realistic
results-of;the merger activity of the ten most active acquisitors.

The Employment Act of 1946 states that "it is the policy of the
federal govermment to help achieve the 'maximum production, employment
and purchasing power' consistent with maintaining a free, private enter-
prise system."]'0 In the respect that government is concerned with
economic stability, so also is any economic system. And, it must provide
for growth. The implication is the same for an individual firm in which
corporate growth is essential, especially to management. Sales--the
direction of change--is one of the most obvious indicators of corpora-
tion performance. Sales become a corporate barometer. As William
Baumol has suggested, sales maximization has replaced profit maximiza-
tion:

Though businessmen are interested in the scale of their operations
partly because they see some connection between scale and profits,
I think management's concern with the level of sales goes con-

siderably further. In my dealings with them I have been struck with
the importance which the oligopolistic enterprises dttach to the

10
George Leland Bach, Economics (5th ed.; Englewood Cliffs:

Prentice-Hall, Inc., 1966), p. 221.
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value of their sales. A small reversal in an upward sales trend
which can quite reasonably be dismissed as a random movement some-
times leads to a major review of the concern's selling and produc-
tion methods, its product lines, and even its internal organizational
structure.
This is evidence enough that one method of overcoming a lagging sales
picture can be through acquisition.

Nineteen sixty-five noted record production figures, climaxing
the increase in output which occurred each year (with the exception of
four) between 1950 and 1965. Per capita consumption increased approxi-
mately 75 percent for the same period.12 These data reflect a greater
consumer demand for paper and allied products. This would further
suggest that the industry is expanding its capacity. Although mergers
effectively contribute to an acquiring company's production, éhey do"not
necessarily increase the industry's capacities. During the period
covered, the industry pumped millions of dollars into new facilities,
and the most active acquisitors invested large capital outlays into
improvements and expans;;h.

The United States is the largest consumer of paper and allied
products, but the potential markets for these products throughout the
world affords the industry a vast new market. Using newsprint as one
example, the 1964 per capita consumption for several selected countries
ran from a low of 0.3 1lbs. in India, to a high of 37.9 lbs. for the
United States (see Table 1). These figures are impressive in a number of

ways. First, they suggest a low rate of literacy throughout the world.

Second, changing consumption patterns indicate a change in a country's
p P

lWllli&mJ Baumol, _mns_sﬂe.kmm.__m_nd_;_th
(New York: Macmillan Company, 1959), p. 45.

12
See
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standard of living, reflecting ultimately a change in its natiomal
ecdnomy. Third, and perhaps most important, considering the current
U. S. balance ©f payments problems, is the vastness of the potential
markets being opened up by the industry. "In 1950 U. S. paper companies
had $378,000,000 invested abroad in various manufacturing enterprises.
Today, investments are about $1,100,000.000. And as these inve;tments
have been made over a considerable period of years, a percentage of
foreign earnings are continually being repatriated."13

"Until very recently economists widely assumed that a competi-
tive structure produced the best possible performance results."l4 On
the other hand, Schumpeter wrote, 'The trail leads not to the doors of
those firms that work under conditions of comparatively free competition
but precisely to the doors of‘the large concerns . . . and a shocking
suspicion dawns upon us that big business may have had more to do with
creating that standard of life than with keeping it down."13 Mergers
point up the basic dichotomy confronting the regulating bodies, the
academic community, and the practitioner. The issue of expanding corpo-
rate unit by means of merger and acquisition is quite obviously not a
simple one. Perhaps, as Marshall suggests, a lesson may be learned
from the young trees of the forest as they struggle in the shade of

their older rivals:

Many succumb on the way, and a few only survive; those few become
stronger with every year, they get a larger share of light and air

13"iow Paper Serves America," op. cit., p. 34.

l4yalter J. Mead, Competition and Oligopsony in the Douglas Fir
Lumber Industry (Berkeley: University of California Press, 1966), p. 2.

15Joseph A. Schumpeter, Capitaligm, Socialism, and Democracy
(3rd ed.; New York: Harper and Brothers, 1950), p. 82.
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TABLE 1

PER CAPITA NEWSPRINT CONSUMPTION FOR
SELECTED COUNTRIES: AVERAGE FBR
1955-59 and 1964
(In Pounds)

Country Average 1964

1955-59
Australia 28.5 - 31.3
Candda 22.8 23.3
Denmark 15.6 26.0
France 10.4 11.3
West Germany 7.8 11.7
Ghana 0.4 1.5
India : 0.2 0.3
Japan 6.0 12.5
Mexico 2.4 2.9
New Zealand 26.2 26.3
Poland 1.8 1.8
Spain 1.9 3.1
Sweden 23.8 29.9
Turkey 0.7 1.1
U.S.5.R. 1.6 2.7
United Kingdom 19.7 26.0

United States 35.7 37.9

Source: United Nations, Statistical Yearbook: 1965,(Statistical
Office of the United Nations, New York, 1966), pp. 723-724,
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with every increase of their height, and at last in their tumn they
tower above their neighbours, and seem as though they would grow on
forever, . . . But they do mot . . . Though the taller ones have a
better access to the light and air than their rivals, they gradually
lose vitality; and one after another they give place to others,
which though of less material strength, have on their side the
vigour of youth.16

Similarly, mergers and acquisitions can be utilized to retain vigor.

They also can be utilized to avoid corporate obsolescence.17

Economics consists of tools which can be used to formulate a

basis for social prognosis. Schumpeter notes:
Analysis, whether economic or other, never yields moee than a state-
ment about the tendencies present in an observable pattern. And
these never tell us what will happen to the pattern but only what
would happen if they continued to act as they have been acting in
the time interval covered by our observation and if no other factors
intruded. 18

It is therefore fitting that the patterns evolved by the ten
most active acquisitaérs in the paper and allied products industry be

examined. It is necessary in order to formulate patterns of behavior

which may occur in the future.

Purpose

Since mergers and acquisitions cogently affect the economic
climate of both community and nation, it is the expedient purpose of this
paper to investigate the motives and subsequent participation of the ten
most active acquisitors in the paper and allied products industry during

the merger movement from 1950 through 1965. The main objective is to

16A1fred Marshall, Principles of Ecomomics, Vol. I: Text, with
annotations by C. W. Guillebaud (9th ed.; New York: Macmillan Company,
1961), pp. 315-316.

175ee "Building Defenses Against Obsolence," Financial Executive,
August, 1967, pp. 23-24.

18Schumpeter, op. cit., p. 61.
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analyze the structure, behavior patterns, and performance records of
the firms within the industry, and to evaluate the conditions under
which significant merger activity existed. The issue is fundaﬁenfally

the reconciliation of theoretical concepts with realistic performances.

Scope

Since the paper and allied products industry was so intensively
engaged in acquisitions, it was recognized that an investigation of the
industry would indicate a judgment, although perhaps not a conclusive
judgment, upon the economic climate of these particular years. Because
economic theory of the firm is based upon behavioral patterns within a
given industry, and since various sized firms were represented, it seemed

appropriate to delimit the study to the ten most active acquisitors.

Method of Approach

Once the purpose and scope of this study was determined, thestudy.
starmedbéith a detailed analysis of the available industry data. Unfor-
tunately, it became readily apparent that there are few studies specifi-
cally related to the paper and allied products industry. Turning to the
trade organizations, namely the American Paper Institute and The National
Paper Trade Association, it was soon discovered that these agencies leave
much to be desired as to pertinent data of mergers. A number of govern-
ment publications provide partial insight into various merger activities
of the industry and an overall impression of the merger movement but
provides limited data for the individual firms. Thus, it was necessary
that the author correspond with the companies themselves. The materials
furnished by these companies, mainly corporate histories and annual

reports, provided the most essential insights into corporate policies of
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individual ﬁergers. A number of local paper merchants was: interviewed
and they provided cogent aspects of the merger movement in its effect
on the community. A vast volume of trade publications wase made
available by these merchants, especially by Roger Arnold, President &f
Empire Paper, Wichita Falls, Texas, and interlibrary loan service helped

to fill in gaps of specific materials,

Sources

There has been little written on mergers and acquisitions in
the paper and allied products industry. The references available are
of a general'nature, and specific materials are related to the aggrega-
tion of industry figures. As to industry, two of the primary sources
used were provided by the American Paper Institute: The Statistics of
Paper, and Monthly Statistical Summary. The U. S. Department of Ccmmerce,
Business and Defense Services Administration publishes a monthly bulletin,

Pulp, Paper, and Board, which proved helpful. An annual report--U. S.

Industrial Qutlook-~-cites recent trends and the current outlook on an ~

industry-by-industry basis. Other publications of the Department of

Commerce, Business Statistics: 1965, and the Census of Manufactures,

Industry Statistics, of the U. S. Bureau of the Census, contributed
useful industry data. Specific materials came mainly from the companies.
Legal sources were derived from decisions rendered by the Supreme Court,
the Federal Trade Commission, and the Justice Department on specific
paper cases, and various sections of the Sherman Act, the Clavyton Act,

and the Cellar-Kefauver Act were cited.

Secondary sources include research reports from the National

Industrial Conference Board, Mergers and Markets. These reports were



11
extremely helpful in cross-checking merger cases which involved the ten
firms in this study. Paper Sales, a trade publication serving paper
merchants and their salesmen from 1950 to date, was used. Perhaps the
most valuable issue was the "25bh Anniversary Issue," January, 1966.
This edition provided a wealth of information concerning the evolutionary
processes of the industry. Often consulted was Moody's Industrial Manual
one of the most complete sources for mergers and acquisitions. A number
of annual series published by leading business journals were valuable:

The Fortune Directory of The 500 Largest U, S. Industrial Corporationms

which compares industrial rankings before and after merger; Dun's Review--
"The Ratbos of Manufacturing'; and Forbes--'Annual Report on American
Industry," which ranks companies and industries by their performance
records.

Of great importance were the Hearings before the Subcommittee

on Antitrust and Monopoly. Economic Concentration, a five-part series,

provided a comprehensive study. Earlier Hearings were also informative:

Current Antitrust Problems, Parts I, II, III, 1955; A Study of the

Antitrust Laws, Parts I and II, 1955; and Legislation Affecting Corpo-

rate Mergers, 1956.

Many significant books have been published by the National
Bureau of Economic Research. Of particular value to this thesis were:

Merger Movements in American Industry; 1895-1956 by Ralph L. Nelson;

Diversification and Integration in American Industry by Michael Gort;

and Capital and Rates of Return in Manufacturing Industries by George

J. Stigler., Three additional books provided background relevant to
managerial problems faced by corporations--problems that arise from the

time of an initial decision to that of a final integration. These works
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were designed for the practitioner, rather than for the academician.
One of the most authoritative works was written by'Myles L. Mace and
George G. Montgomery, Jr.--Management Problems of Corporative Acquisi-

tions. Mergers and Acquisitions: Planning and Action prepared for the

Financial Executives Research Foundation, and The Corporate Merger,
edited by William W. Alberts and Joe E. Segall, which pertains to the
merger-acquisitiaﬁ ﬁrocess as a means of corporate growth, were

invaluable.

Organization of Chapters

Chapter II describes the paper and allied products industry
and provides data for the selected firms. Chapter III entails the
number of mergers which these firms completed between 1950 and 1965,
and includes a detailed amalysis of the specific mergers., Significant
factors of merger actfvity are discussed in Chapter IV, Chapter V
pertains to formidable obstacles to mergers. In Chapter VI a discus~-
sion of possible results of the merger movement is discussed., Chapter

VII is devoted to a summary.



CHAPTER II

DESCRIPTION OF THE INDUSTRY

Introduction

It would be naive to assume that the direction in which the
pepekrcand allied products industry moves presupposes the direction of the
American economy. Nevertheless, a striking suggestion of parallelism
exists, and such an assumption would not be entirely inordinate.

A sequential direction of growth has made the paper and allied
products industry one of the largest industries on the American manufac-
turing scene. Using 1964 as a starting point, this industry, based on
dollar assets per employee within the industry, was ranked as the sixth
largest in the c0untry.. There were only five other industries--petroleum
refining, tobacco, mining, chemicals, and metal manufacturing--which
utilized more assets per employee.1 For paper and wood products, a
typical employee was supported by $21,250 worth of assets with $22,726
worth of sales per'employee.2 The figure for assets per employee was
approximately three and one-half thousand dollars higher than the all
industry average, and sales per employee were a few hundred dollars less

in paper than the all industry average.3

ly. s. Bureau of the Census, Statistical Abstract of the United
States: 1966 (87th ed.; Washington, D. C.: Government Printing Office,
1966) , p. 493.

Ibid.

3hid.

13
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Overall, the paper and wood products industry remained in sixthl
position in 1965 in terms of assets per employee; however, there was a
gain for the industry in terms of sales per employee when the industry
moved from eleventh to ninth in this category (see Table 2 for 1965 data).
Based on the industry median, each worker was supported with $23,690
worth of assets, with sales of $23,644, slightly less than dollar for
dollar, assets for sales.* For all industries, each worker was supported
by less assets in dollar figures, but sales per worker was approximately
fifteen hundred dollars higher. The sales per dollar of invested capital
was $1.58 for paper and wood products with a 6.0 percent return, and a
9.9 percent return on invested capital. With the exception of return on
sales, these figures do not compare favorably with all industries.

The industry ﬂ;; ;ore than 5,200 manufacturing plants spread
across 48 states which produce more than 43 million tons of paper and
paperboard. This represents about an even split of the volume for each
commodity.? In addition, the paper and allied products industry employs
approximately 650,000 workers whose average hourly earnings as of 1965
were $2.75 per hour.® 1In wages, salaries and fringe benefits, the
industry paid some $4.5 billion to its employees.7 The total sales of
the industry were in excess of $15 billion in 1965 when the industry

realized $1.2 billion in net profits before taxes.8 Taxes paid to the

“See Table 2.
S'How Paper Serves America," op. cit., p. 9.

6“Monthly Statistical Summary," American Paper Institute,
Vol. XLV, No. 1, p. 2.

7 " ow Paper Serves America,'" loc. cit.

8y Capital and Income Survey of the United States Paper Industry:
1939~1965," American Paper Institute (New York, 1966), p. 22.



TABLE 2

1

SELECTED FINANCIAL DATA FOR THE LARGEST INDUSTRIAL CORPORATIONS, BY INDUSTRY, 1965
Industry Assets per Sales per Sales per Return_on Return on
Em.ployee2 Employee2 Dollar of Sales Invested
Invested Capital
Capital
Petroleum refining $80781 $62108 $1.27 8.3% 10.4%
Mining 57482 40940 1.28 11.1 13.9
Tobacco 52874 42864 1,37 8.6 13.5
Chemicals 28625 - 28714 1.70 7.5 12.6
Metal manufacturing 23774 25532 1.67 6.0 10.6
Paper and wood products 23690 23644 1.58 6.0 9.9
Glass, cement, gypsum,
concrete 21196 22700 1.52 7.02 10.9
Pharmaceuticals 20411 23758 1.71 10.3 18.0
Food and beverage 20228 41845 3.50 2.8 10,2
Shipbuilding and railroad .
equipment 20118 24330 1.90 64 11.6
Soaps, cosmetics 18061 32906 2,78 6.5 14.9
Publishing and printing 17735 24366 2.15 6.9 14.7
Measuring, scientific and
photographic equipment 17113 20413 1.63 6.1 13.5
Rubber 15799 22334 2,73 4.1 11.1
Farm and industrial machinery 14597 20615 2.11 5.5 14.0

ST



TABLE 2--Continued

Industry Assets per Sales per Sales per Return_on Return on
Employee2 Employee2 Dollar of Sales Invested
Invested Capital
Capital
Motor vehicles and parts $14337 $24392 $2.80 4,47 13.6%
Metal products 13012 20426 2.35 4.8 11.3
Textiles 12825 17788 2.18 4.4 11.1
Office machinery
(includes computers) 11753 13825 2.37 5.0 12.3
Appliances, electronics 11751 18113 2.69 5.0 12.5
Aircraft and parts 9366 19911 4.38 3.3 14.3
Apparel 9226 13692 3.28 4.1 13.8
All industry | 17608 24141 2.20 5.5 11.8

1Includes only those companies in 500 largest industrials

2Industry medians

Source: '"The Fortune Directory," Fortune, Vol., LXXIV, July 15, 1966, p. 250.
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Federal govermment for the same year were over $500 million,9 and an
additional sum of about half this figure was paid in the form of state
and 1o¢a1 taxes.10 ~

But there is more than statistics to the story of paper. Paper
is, in effect, the story of civilization. The history of paper-making
is concerned not so much with the development of the printed page, but
rather with the thousands of applications and potential applications of
this versatile material. Through research and development, the applica-
tions to which paper and its by-products have been adapted forces us to
conclude that one facet seems paramount, and that is change. As for the
paper and allied products industry, with its amelioration and diversifica-
tion, it has culminated in édvantageous change. The efficacy with which
it provides Americans a better standard of living is evident in the tech-
nologically improved products which are now available in the consumer
market.

In view of the general importance of paper in the development of
civilization, and recognizing its particular relevance to the American
economy, it is compatible that the characteristics of the industry be
examined. The development of the ten most active acquisitors in the

industry between 1950 and 1965 needs exploration also in order to

particularize the basic elements of this thesis.

The Paper and Allied Products Industry

This industry manufactures as a major group, pulp primarily from
wood, rags, and other fibers and converts it into paper and board. The

Bureau of Census, in its 1963 Census of Manufactures, further includes

91bid.

10%How Paper Serves America," loc. cit.
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the converted products such as coated paper, paper bags, paperboard
boxes and envelopes.11 However, some of the industries' products are
classified in other major groupings: carbon paper is included in
Industry 3291; group 26 includes pulp, paper, and board mills; converted
paper and paperboard products, except containers and boxes; and paper-
board containers and boxes.

While there is some overlap of products, the degree of specializa-
tion is significantly high. Iﬁ 1963 shipments by mills in this group of
industries consisted of 99 percent pulp, paper and paperboard and only
1 percent of other products. These were chiefly converted paper and
board products and basic chemicals produced as a by-product of the pulp
operations.12 These mills also accounted for nearly all of the pulp,
paper and board produced in all manufacturing industries.!3 There is a
high degree of integration within this group, especially paperboard mills
and various container converting industries. In many cases, the same
industries which produce paperboard boxes, corrugated and solid fiber
boxes as well as sanitary food containers, also manufacture and convert a
substantial part of the paperboard. This is accomplished either at the
same, or separate locations. 4 Integration between primary mills and
converting plants is less noticeable in the manufacture of other con-

verted paper and paperboard products. As in the caese of manufactures of

11U. S. Bureau of the Census, Census of Manufactures: 1963,
Vol. II, Industry Statistics, pt. 1, major groups 20 to 28 (Washington,
D. C.: Government Printing Office, 1966), pp. 26-31.

127144,

131pi4.

1pi4. _
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paperboard containers and boxes, these other converting industries
display relatively high specialization and coverage ratios.l3 With the
exception of part of the bag industry, the overall composition of these
firms is characterized, on the whole, by "independent" or nonintegrated
flants-~-plants not associated or affiliated with a primary paper or

board mill.16

Net Sales
In terms of net sales the overall growth pattern for the industry
has been an impressive one. In 1950, net sales in the paper and allied
products industry were $6,377 million. By 1965 this figure had increased

17 This would represent a

nearly three-fold, reaching $16,224 million.
relative cha;ée of 154 percent over the sixteen year period covered by
this study, with a 38 percent increase in net sales for the industry
between 1960 and 1965. The following table shows the changes in dollar
amounts as well as percentages for each year; it is noted that the industry
has experienced an increaee in its net sales every year since 1961. With
the exception of four years, the industry experienced increased sales,
and this is roughly seventy-five percent of this time period.

Part of the industry's net sales are attributable to sales made
by fofeign owned manufacturing affiliates. However, not all of these
affiliates are consolidated with the parent company. The figures shown

in Table 4 indicate the importance of these foreign affiliates to the

parent company; of how great an importance will be recognized later when

15Ibid.

Ibid.

1704 Gapital and Income Survey," loc. cit.
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a discussion of specific mergers enables us to see that nearly a third
of the mergers involved the acquisition of foreign companies.

In order to get a realistic picture of foreign affiliates, it is
necessary to point out that, with the exception of Canada, both the pro-
duction and distribution of these products was mainly local or within the
immediate area. Only a small amount of these sales represent sales to
the United States. Canada is’ard exception.. Canada exported over fifty

percent of its production to the United States.l8

Selected Balance Sheet Data

The paper industry was in a relatively sound financial position
throughout the yeafs 1956-1965, showing a net profit of more than a
half billion dollars each year with the exception of four. It is diffi-
cult to generalize about the rate of return and net profit without
making both intraindustry and interindustry comparisons. Nineteen sixty-
five reports by the Industry Studies Departmen£ of Dun and Bradstreet.
cited median data for numerous ratios of manufacturing industries,
including paper, having utilized year-end financial statements of various
concerns, and by ranking each firm individually from highest to lowest,
came up with these figures: net profits as a percentage of net sales,
paper, with 54 concerns reporting, had a ratio of 4.63 as compared to
7.20 for the upper quartile, and 1.70 for the lower quartile.19 These
median data are a little lower, though, than the figure reported by the

FIC-SEC for the same year. The same ratio listed for paper boxes was

18y, S., Department of Commerce, Office of Business Economics,
Survey of Current Business, Vol. XLV, No. 5 (Washington, D. C.: Govern-
ment Printing Office, 1966), p. 8.

lggunli_ggyigﬂ, Vol. LXXXVIII, November, 1966, p. 76.
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TABLE 3
NET SALES, PAPER AND ALLIED PRODUCTS INDUSTRY
1950-1965
Year Net Sales Percentage Change
(Millions from Previous Year
of Dollars) (Percent)

1950 6,377 23.2

1951 8,022 25.4

1952 7,688 -4.8

1953 8,371 8.9

1954 8,492 1.4

1955 9,847 15.9

1956 10,686 8.5

1957 10,420 -2.5

1958 10,256 -1.6

1959 11,824 15.3

1960 11,764 -0.5

1961 12,525 6.5

1962 13,698 9.4

1963 14,050 2.6

1964 14,771 5.1

1965 16,224 9.8
Source: "A Capital and Income Survey of the United States

Paper Industry: 1939-1965,"American Paper Institute
(New York, 1966), p. 22.
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TABLE 4

SALES OF FOREIGN OWNED MANUFACTURING AFFILIATES IN
PAPER AND ALLIED PRODUCTS INDUSTRY BY AREA
1957, 1959, and 1961-65
(Millions of Dollars)

AREA
Year Canada Latin Europe Other Total
America Areas All Areas
1957 769 55 34 23 881
1959 800 60 50 30 940
1961 870 85 70 35 1060
1962 945 100 80 55 1180
1963 1042 130 105 65 1342
1964 1212 145 148 90 1595H
1965 1366 178 166 110 1820

Source: U. S., Department of Commerce, Office of Business Economics,
Survey of Current Business, Vol. XLV, No. 5 (Washington,
D. C.: Government Printing Office, 1966), p. 8.
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3.33, and for paper products, the figure was 4.16 for the yearly average.20
On the other hand, there were a number of industries which experienced
smaller ratios: shoes (2.00), structural iron and steel fabricators
(3.44) , meats and provisions (0.83), and dairy products (1.58). But
there were also a number of businesses which enjoyed a greater rate of
net profit to their net sales: drugs (5.93), general industrial
machinery (5.75), mechanical instruments (6.37), medical, surgical and
dental equipment (6.16), books, publishing and printing (7.36), chemicals
(6.08), and petroleum refining (5.31).21 These figures, indicating net
profits, represent the subtraction of all expenses, including in this
case federal income taxes, from net sales to ascertain net profits aftér
taxes.

However, there has been an overall decline in the ratio for the
industry during the period examined. In 1950 the ratio was 8.7 for the
industry as compared with 5.4 in 1965. Table 5 notes that the percent-
age of net profit to sales for paper and allied products moves; in
general, in the same direction as the ratio for all manufacturing
industries. A downward movement of the ratios during the 1950's, chang-
ing to an upward spiral during the mid 1950's, is a pattern that is
apparently repeating itself, though not as clearly, in the sixties.

The similarity of the overall growth pattern of the economy with the
pattern of profits to net sales within both the paper and allied products

industry and all manufacturing industries reinforces the parallelism

201444,

21
Ibid.
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TABLE 5

PROFIT AFTER TAXES AS A PERCENT OF SALES AND NET WORTH,
. PAPER AND ALLIED PRODUCTS INDUSTRY, ALL MANUFACTURING INDUSTRIES,1

1950-1965.

Percentage of Sales Percentage of Net Worth
Year Paper & All Paper & All

Allied Mfg. Allied Mfg.

Prods. Indus. Prods. Indus.
1950 8.7 7.1 15.6 15.0
1951 7.0 5.2 14.1 11.4
1952 5.7 4.3 10.3 10.2
1953 5.4 4.3 9.9 10.4
1954 5.6 4.5 9.7 9.8
1955 6.1 5.4 11.2 12.3
1956 6.1 5.3 11.4 12.0
1957 5.0 4.8 8.9 10.7
1958 4.5 4.2 7.3 8.4
1959 5.2 4.8 9.3 10.2
1960 5.0 4.4 8.4 9.1
1961 4.7 4.3 7.7 8.7
1962 4.6 4.5 8.1 9.6
1963 4.5 4.7 8.0 10.1
1964 5.1 5.2 9.1 11.4
1965 5.4 5.6 10.0 12.6

las reported by FIC-SEC

Source: '"A Capital and Income Survey of the United States Paper
Industry: 1939-1965," American Paper Institute (New York,
1966), p. 25.
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of the industry and the general econom.y.22 It is interesting to note
that the industry paid federal income taxes ranging from a low of $424
million in 1950 to a high of $858 million in 1951. The amount of federal
taxes paid, with the exception of 1950, were greater than net profits
until 1955 when the trend reversed itself. Primarily, this was due to a
reduction in the tax rate from 52 percent to 48 percent (see Table 6).
The percentage change in federal taxes paid by the industry between
1950 and 1965 was 46 percent; net sales increased by 154 percent; net
profits grew by some 56 percent. Furthermore, when net profits after
taxes are combined with depreciation, depletion and amortization, cash
flow increased from $720 million in 1950, to $1,540 million in 1965, a
114 percent increase. The principal factor was the change in deprecia-
tion, et, al., which amounted to more than a 300 percent increase between
1950 and 1965. The significance of this increase in cash flow has become
more meaningful in recent years in investment analysis. Many analysts
prefer using cash flow as opposed to net income as a means of evaluating
the performance of a given industry. Another growth indicator is divi-
dends paid. Here the industry has increased its dividends approximately
130 percent since 1950, and about 31 percent from 1960 until 1965.

The growth of the industry over the last decade and a half is
further evidenced in the increase of its assets which were slightly
more than $5 billion in 1950 (see Table 7). By 1965, the industry

experienced an increase of 174 percent when total assets grew to nearly

22An excellent source of data for manufacturing ratios is Dr. Leo
Troy's Manual of Performance Ratios for Business Analysis and Profit
Evaluation (Englewood Cliffs: Prentice-Hall, Inc., 1966). This work
discusses a number of industries, and allows one to make good intra-
industry comparisons which are so meaningful when evaluating a firm's
performance. -




TABLE 6

SALES, PROFITS AND CASH FLOW, PAPER AND_ALLiED PRODUCTS INDUSTRY, 1950-1965
(In Millions of Dollars)

Year Net Net Profit Federal Net Profits Dividends Retained Depreciation Cash

Sales Before Taxes After Taxes ‘ Earnings Depletion Flow1
Taxes Amortization

1950 6,377 982 424 558 178 N.A. 162 720
11951 8,022 1,417 858 559 - 200 N.A. 183 742
1952 7,688 1,000 563 437 196 N.A. 222 659
1953 8,371 1,005 554 450 : 1203 N.A. 242 692
1954 8,492 970 493 479 227 252 268 747
1955 9,847 1,206 601 604 259 345 - 310 914
1956 10,686 1,283 626 657 273 384 . 360 1,017
1957 10,420 1,020 497 521 270 251 376 897
1958 10,256 899 440 460 286 220 406 866
1959 11,824 1,204 585 619 290 329 459 1,078
1960 11,764 1,135 546 587 312 275 480 1,067
1961 12,525 1,120 535 583 328 255 531 1,114
1962 13,698 1,212 584 . 628 340 288 ' 583 1,211
1963 14,050 1,215 581 - 634 348 286 615 1,249
1964 14,771 1,312 557 754 376 378 641 1,395
1965 16,224 1,488 619 869 409 461 671 1,540
1Net profits after taxes plus depreciation, etc. : Tk Uoz Aellet e

Source: "A Capital and Income Survey of the United States Paper Industry: 1939-1965," American
Paper Institute (New York, 1966), p. 22.
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$14 billion by 1965. During this same period the industry increased its
total capital from $4,075 million to $11,111 million. This represents
a- 173 percent increase. Another important factor affecting the growth of
the paper and allied products industry is the amount it has been willing
to invest in new capital expenditures. Impressive in this respect is the
increase of nearly 275 percent in capital expenditures between 1950 and
1965; an increase in expenditures each year over the previous year
occurred, with only a few exceptions. These figures echo the prominent
part which the paper and allied products industry plays in the growth of
the national economy.

Production of paper and board for the United States also increased
every year except in 1952 and 1957. In 1950, over 24 million tons of
paper and board were produced, and by 1965 production had climbed to
nearly 44 million tons, representing a 79.4 percent increase (see Table 8).
The change in the manufacturing index, obviously, paralleled actual pro-
duction, and further implies the growth of the industry.

Per capita consumption is a relevant and important factor. Con-
sumption of paper and board in the United States for 1966 totaled 48.8
million tons, the equivalent of 501.3 pounds for every individual wi;hin
the country.23 Since the utilization of paper products 1s so closely
related to the general activity of the economy, one c#n expect that con-
sumption will tend to level off or decline during periods of lower
industrial production, and rise when output increases. Given an expand-
ing population, the per capita consumption of paper and board, in
general, has been increasing each year since 1950. In 1955 consumption

reached the 400 plus pounds per person level, and it was not until 1965

23Apparent consumption 18 production pius imports less eprrts.



TABLE 7

SELECTED BALANCE SHEET DATA, PAPER AND ALLIED PRODUCTS INDUSTRY, 1950-1965

(In Millions of Dollars)

{

Year Total Property, Plant Net Property Net Long Total Capital
Assets & Equipment Plant and Worth Term Debt Capital Expenditures
Equipment
1950 5,055 N.A. 2,285 3,585 490 4,075 300
1951 6,005 N.A. 2,600 3,963 625 4,588 390
1952 6,301 4,643 2,777 4,298 784 5,082 370
1953 6,825 5,349 3,272 4,559 803 5,362 400
1954 7,085 5,694 3,367 4,963 908 5,871 N.A.
1955 7,785 6,171 3,623 5,403 1,010 6,413 560
1956 8,492 7,028 4,213 5,772 1,286 7,058 750
1957 8,407 7,502 4,509 5,809 1,309 7,118 770
1958 9,170 8,200 4,818 6,341 1,500 7,841 580
1959 9,721 8,740 5,062 6,642 1,500 8,142 630
1960 10,087 9,432 5,385 6,956 1,499 8,455 750
1961 11,051 10,447 5,857 7,612 1,670 9,282 680
1962 11,670 11,058 6,062 7.766 1,755 9,521 720
1963 11,859 11,420 6,079 7,886 1,900 9,794 720
1964 12,560 12,380 6,585 8,304 1,964 10,268 940
1965 13,850 13,378 7,321 8,672 2,439 11,111 1,120

N.A. Not available

Source:

"The Statistics of Paper," American Paper Institute (New York, 1966), p. 15.

"Monthly Statistical Summary," American Paper Institute, January, 1967, p. 2.
y

8¢
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TABLE 8

PAPER AND BOARD PRODUCTION, AND
CONSUMPTION FOR THE UNITED STATES

1950-1965
Consg_ggtion2
Manufacturing

Year Production Index, Paper Tons Lbs. Per

(1000's) & Allied Profucts (1000's) Capita

(Percent)

1950 24,375 73.8 29,012 382.5
1951 26,047 78.2 30,561 395.9
1952 24,418 74.5 29,017 369.7
1953 26,605 81.1 31,360 393.0
1954 26,876 82.0 31,379 386.4
1955 30,178 92.5 34,719 420.1
1956 31,441 96.9 36,496 434.0
1957 30,666 96.2 35,268 412.0
1958 30,823 97.2 35,119 403.5
1959 34,015 106.7 38,725 435.5
1960 34,444 107.7 - 39,138 433.2
1961 35,698 113.7 40,260 438.2
1962 37,543 119.7 42,218 452.4
1963 39,231 125.1 43,716 461.6
1964 41,748 133.4 46,429 483.4
1965 43,746 N.A. 48,773 501.3

11957-1959 = 100

2Consumption is production plus imports minus exports.
N.A, Not available
Source: U. S§., Department of Commerce, Office of Business Economics,

Businegs Statistics: 1965 (Washington, D. C.: Government
Printing Office, 1965), p. 17.
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that it reached the 500 plus pounds per person plateau--an increase of
a little over 30 percent. This reflects to some degree the changing
patterns in a number of areas served by paper products, such as in
packaging materials as well as the tremendous change in the area of edu-
cation, and the uses to which paper are incorporated in order to serve
these changes.

The United States is the world's largest producer of paper and‘
board; yet the country has, between 1950 and 1965, imported large quanti-
ties from other countries. As was pointed out earlier, Canada is the
major supplier to the United States. According to Table 9, imports of
paper and board were over 5 million toms in 1950, increasing to nearly
7 million tons by 1965. Conversely, exports were less than 400 thousand
tons in 1950, but very significantly increased to nearly 2 million toms
by 1965, representing an approximate five-fold increase. Imports
increased about one-third during the same period.

The industry, historically, has been faced with production
increases as péced by papacity increases which, as will be d;scussed in
more detail later, has helped keep prices of the various products fairly
constant. Table 10 shows some interesting relationships among various
wholesale price indices involving pulp, péper and allied prdducts. Con-
sidering initially the percentage changes between 1950 and 1965, oxie can
see that only one index, waste paper, reflected a decrease in prices.
Moreover, the other indices increased by twenty or more percent. This
compares with an 18.1 percent increase for all commodities, and a 23.6
percent increase for all commodities exceptdfarm and food. Using a
comparison of 1959 with 1965, there is a complete reversal of the

previous pattern. Oie.observésd that all but one index, paper, experienced
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TABLE 9

IMPORTS AND EXPORTS OF PAPER
AND BOARD, UNITED STATES

1950-1965
(In Toms)
Year Imports Exports
1950 5,008,222 371,546
1951 5,149,517 635,303
1952 5,190,859 592,388
1953 5,230,866 475,345
1954 5,189,880 687,098
1955 5,385,786 845,227
1956 5,836,309 81,762
1957 5,471,512 869,736
1958 5,148,634 853,010
1959 5,622,175 911,917
1960 5,721,133 1,026,962
1961 5,777,811 1,215,570
1962 5,867,973 1,192,817
1963 5,825,775 1,340,798
1964 6,386,247 1,704,933
1965 6,802,259 1,775,339
Source: "The Statistics of Paper," American Paper Institute

(New York, 1966), p. 24.



TABLE 10

SELECTED WHOLESALE PRICE INDEXES

1950-1965

(1957-59 = 100.0)

Year All All Pulp, Wood Waste Paper Paper- Converted Bldg. Average
Commod- Commodities Paper & Pulp Paper board Paper & ©Paper & Value

ities Except Farm Allied Board Board Per Ton

caridi*Bodd Products Products

1950 86.8 82.9 77.1 79.4 128.9 74.7 77.1 76.8 74.9 74.8
1951 96.7 91.5 91.3 95.0 203.2 83.6 96.8 92.0 78.9 86.7
1952 94.0 89.4 89.0 92.6 75.7 87.0 93.6 89.6 80.3 86.5
1953 92.7 90.1 88.7 90.6 97.9 88.1 91.3 88.3 84.5 86.9
1954 92.9 90.4 88.8 91.1 86.8 88.9 91.4 88.1 88.9 87.5
1955 93.2 92.4 91.1 93.8 119.5 91.1 93.3 89.6 91.1 91.2
1956 96.2 96.5 97.2 97.8 121.2 96.4 99.0 96.9 95.3 97.1
1957 99.0 99.2 99.0 98.7 83.3 99.6 100.1 99.2 98.5 99.6
1958 100.4 99.5 100.1 100.7 795.3 99.8 100.0 100.4 99.7 99.1
1959 100.6 101.3 100.1 100.7 121.4 100.6 99.9 100.3 101.8 101.1
1960 100.7 101.3 100.8 100.2 90.3 102.0 99.4 102.8 101.4 99.8
1961 100.3 100.8 98.8 95.0 ’80.5 102.2 92.5 99.5 100.8 98.7
1962 100.6 100.8 100.0 93.2 97.5 102.6 98.1 10t.0 97.2 99.6
1963 100.3 100.7 99.2 91.7 92.2 102.4 94.7 99.7 96.2 97.2
1964 100.5 101.2 99.0 96.1 92.4 103.6 96.4 98.3 94,2 96.6

[43



TABLE 10-~Continued

-k

— 4
Year All All Pulp, Wood Waste Paper Paper- Converted Bldg. Average
Commod- Commodities  Paper & Pulp Paper board Paper & Paper & Value
ities Except Farm Allied Board Board Per Ton
and Food Products Products
Percentage
Change
1950-1965
+18.1 +23.6 +29.6 +23.6 -22.9 +39.4 +25.0 +29.2 +24.0 +31.1
Percentage
Change
1959-1965
+ 1.9 + 1.2 - 1.2 -2.6 -18.2 + 3.5 - 3.5 - 1.0 - 8.8 - 3.0
Source: "A Capital and Income Survey of the United States Paper Industry: 1939-1965," American Paper

Institute (New York, 1966), p. 26.
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a decrease in the level of wholesale prices. In some cases, the change
was small, with converted paper and board products down 1 percent; where-
as in other cases, as that of waste paper, the index was down 18.2 per-
cent. These changes, though, were counter to all commodities which
experienced about a 2 percent increase for the period. The overall
pattern of relatively stable prices not only reflects the ability of the
industry to keep capacity in line with expanded demand, but helps explain
the fairly constant rate of net profits, after taxes, to net sales.
Increased capacity has been one of the principal factors in holding in
check the prices of the industry. Given an increase in demand, it would
be expected, ceteris paribus, that prices would increase. However, this
has not been the case in the last few years; though it‘has been true for

the overall scope of this study.

Compensation to Employees

The role of the worker in the paper and allied products industry
is undoubtedly as important to the overall growth of the industry as any
other factor of production. During the period covered employment
increased from 484,000 full-time equivalent employees to 640,000 by 1965,
representing an increase of 32.2 percent (see Table 11). However, the
number of workers which were directly involved in production increased
from 415,000 in 1950 to 497,000 in 1965 (refer to Table 12). Thus, it
is noted that production workers accounted for approximately 78 percent
of the labor force of the industry. This is significant when compared
to 1950 figures when production workers represented about 86 percent of
the work force, pointing up the ever-expanding role played by non-produc-

tion employees.
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Though the labor force increased by a third, wages and salaries
saw an even greater change. For example, in 1950, the industry paid
$1,684 million in wages and salaries to its employees. Sixteen years
later the figure rose to a little more than $4 billion which amounts to
an increase of 153 peficent; howeve?, this figure does not include supple-
ments to wages and salaries, It is in this area that the workers have
made significant gains. They have realized over a four&dfold increase as
wage and salary supplements grew from $96 million in 1950 to $409 million
by 1965. By combining these items--wages, salaries and supplements to
wages and salaries--we see that the total compensation to employees grew
from $1,780 million, the figure for the initial year, up to 1965 when
the total had increased 162 percent, reaching a record high for the
industry of $4,662 million at the close of the period. The average
earnings for each full-time employee in the industry increased from
$3,479 in 1950 to $6,645 in 1965. This represents a relative change of
91 percent in money terms. However, to better comprehend these data,
it might be interesting to convert the data from money terms to real
terms, and thus be able to evaluate the emphasis on the money illusion.
In this case, the Consumer Price Index will be used as a deflator since
it is, in general, the index commonly used in labor negotiations. Using
an index of 83.8 for 1950 and 109.9 for 1965, annual average earnings
paid to each worker in 1950 would, based on 1957-59 dollars, be equal to
$2,010 as compared to $3,870 for 1965--nearly a doubling &f real wages.24

The relative change amounted to a 92.5 percent increase which means that

24U. S. Bureau of the Census, Pocket Data Book: 1967 (Washington,
D. C.: Govermment Printing Office, 1967), p. 196.



36

TABLE 11

COMPENSATION TO EMPLOYEES,
PAPER AND ALLIED PRODUCTS INDUSTRY

1950~1965

Wages Supplements Number. of Average

and to Wages Full-Time Annual

Year Sadaries & Salaries Equivalent Earnings

Employees Per Full-Time

- - = (In Millions) ~ =~ - (In Thousands) Emp loyee

1950 $1,684 $ 96 484 $3,479
1951 1,919 126 509 3,770
1952 1,999 129 503 3,974
1953 2,217 146 531 4,175
1954 2,284 159 532 4,293
1955 2,489 175 549 4,534
1956 2,701 196 567 4,764
1957 2,804 210 565 4,963
1958 2,855 219 555 5,144
1959 3,138 248 579 5,420
1960 3,273 271 590 5,547
1961 3,461 285 595 5,817
1962 3,680 340 615 5,984
1963 3,830 367 622 6,158
1964 4,030 384 625 . 6,448
1965 4,253 409 640 6,645

Source: Data 1950-59, 'The Statistics of Paper,' American Paper
Institute (New York, 1966), p. 17; Data 1960-65, 'Annual
Compilation of American Paper Institute's Monthly Statistical
Summaries for 1966," American Paper Institute (New York, 1967),
P. 59.



37
TABLE 12
NUMBER OF WORKERS, HOURS WORKED,

AND EARNINGS FOR PRODUCTION WORKERS,
PAPER AND ALLIED PRODUCTS INDUSTRY

1950-1965

Number of Average Weekly Average Weekly Average Hourly

Production Gross Hrs. per Gross Earnings Gross Earnings
Year Workers Production per Production per Production

(Thousands) Worker Worker Worker

(Hours) (Dollars) (Dollars)

1950 415 43.3 60.53 1.40
1951 434 43.1 65.08 1.51
1952 421 42.8 68.05 1.59
1953 442 43.0 71.81 1.67
1954 440 42.3 73.18 1.73
1955 454 43.1 78.01 1.81
1956 464 42.8 82.18 1.92
1957 463 42.3 85.45 2.02
1958 454 41.9 87.99 2.10
1959 472 42.8 93.30 2.18
1960 480 42.1 95.15 2.26
1961 478 42.5 99.45 2.34
1962 486 42.5 102.00 2.40
1963 486 42.7 105.90 2.48
1964 489 42.8 109.57 2.56
1965 497 43.1 114.22 2.65

Source: Data 1950-64, for average gross hours and earnings, U. §.,
Department of Commerce, Office of Business Economics, Business
Statistics: 1965 (Washington, D. C.: Government Printing
Office, 1965), pp. 75, 79, 83. Data for Number of Workers,
and all 1965 data, "Annual Compilation of American Paper
Institute's Monthly Statistical Summaries for 1966," American
Paper Institute (New York, 1967), p. 42.
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the workers experienced a significant increase in purchasing power over
this period.

It is an interesting point that even though average weekly gross
earnings per production worker increased from approximately $60 a week
in 1950 to $114 in 1965, the average weekly gross working hours fell
only slightly from 43.3 hours to 43.1 hours for the same period. By
the same token, the average hourly gross earnings for production workers
increased from $1.40 to $2.65 which has, for the industry, reflected a

pay scale well above the federal minimum.

Research and Development

Earlier in this chapter the industry's expenditures on capital
equipment was discussed.?’ The industry's projection of the need for
additional capacity in order to maintain its competitive position in the
economy was noted. ''Intensive competition from other industries, such as
plastics, has had a considerable impact on the industry, compelling it
to adopt new marketing techniques and, of greater importance, develop new
products."26 Table 13 shows data relating to expenditﬁres on research
and development for all industries as well as the paper and allied
products industry. The figures for 1960-64. were based on a R & D
survey released by the National Science Foundation, and published by the
American Paper Institute. The 1965 figures are compiled from estimates

prepared by the Economics Department of McGraw-Hill.

25See p. 28.

26“Annual Compilation of American Paper Institute's Monthly
Statistical Summaries for 1966," American Paper Institute (New York,
1967), p. 53.
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Companies within the paper and allied products industry spent
$77 million on R & D in 1965 which represented an increase of 37.5
percent over the $56 million spent in 1960. On the average, the industry
has increased its expenditures by $3.5 million since 1960. '"Omitted
from the totals indicated for 1960 through 1964 are about $2 or $3
million paid annually to research organizations outside the industry."27
If this were included, it would raise the annual average to approximately
$6 million. However, this is only a small fraction of the industry's
total net sales which in 1965 amounted to over $16 hillion. It should
be mentioned that research and development as a percentage of sales
has experienced an upward trend since 1960.

The paper and allied products industry, though, did not keep
pace with dollar expenditures by other industries for research and
development, |"Only two other industries spent sums below those indicated
for the Paper and Allied Products Industry: Lumber and Textiles. In
contrast to other industries, however, the Paper and Allied Products
Industry financed its R & D expenditures entirely from company funds."28
Along the same line, it would be well to note the sizable contributions
made to total industrial expenditures for research and development by the
Federal Government. Since 1960 federal funds have averaged approximately
57 percent of all such expenditures.29

'"Despite the huge sums spent by the industry on new plant and

equipment and the rising expenditures on R & D projects since 1960,

271pi4.

281pid., p. 54.

291144,



TABLE 13

EXPENDITURES ON RESEARCH AND DEVELOPMENT FOR
PAPER AND ALLIED PRODUCTS, AND ALL INDUSTRIES

1960-1965

Year Funds R&D Full fime Equivalent

for as a percent Number of R & D Scien-
R&D of Sales. tists and Engineers

All Indus. Paper 'A11 Indus. Paper All TIndus. Paper
-(Millions of Dollars)- = = ====- (Per Cent)--===-== =  =<=o==--- (Thousands) -----
11960 10,509 56 2.87 44 292.0 2.4
1961 10,908 59 2.94 s 312.1 2.6
1962 11,464 65 2,91 45 312.0 2.6
1963 12,686 70 2,94 .46 327.3 2,5
1964 13,353 73 2.85 .46 347.5 2.6
1965 13,636 77 2.77 .47 346.3 2.6

Source: “Annual Compilation of American Paper Institute's Monthly Statistical Summaries
for 1966," American Paper Institute (New York, 1967), p. 55.
i
1
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financial results to date have not fully reflected the gains that should
accrue from these progrsms. . . Certainly, the capital expenditures
projects undertaken by the Paper Industry during the period have enabled
it to aﬁfect rising costs by increasing productivity at an impressive
rate. Furthermore, as over half the paper industry's present capacity
has been installed during the past ten years, it should be in a sound
position to meet successfully competition in its markets."0 Should the
economy continue to grow, it would appear that in order for the industry
to maintain its competitive edge, expenditures for research and develop-
ment must, in all likelihood, move ahead at a faster rate in future

years.

The Ten Most Active Acquisitors

During the period 1950 to 1965 the ten most active acquisitors
in the paper and allied products industry were the folld;ihg corpora-
tions: The St. Regis Paper Company, The West Virginia Pulp & Paper
Company, The International Paper Company, The Kimberly-Clark Paper
Company, The Champion Paper Company, The Container Corporation of America,
The Crown Zellerbach Corporation, The Mead Corporation, The Scott Paper
Company, and lastly, The Union Bag-Camp Paper Company.31 These firms are
characterized by one word--diversification. They produce iiterally
thousands of products. But diversification applies not only to product;

it carries a geegrdphical connotation as well. For example, Mead

301414,

311n 1966 the name of Union Bag-Camp Paper was officially changed
to Union Camp Corporation; also, Champion Paper merged with U. S. Plywood
in the same year.
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Packaging International serves customers in 30 countries, delivering
products from its plants and affiliates and licensees in 11 nations.32
Particular examples of diversification can be seen through
Crown Zellerbach and Kimberly-Clark. Crown Zellerbach's diversification
can be considered through its varied facilities. The corporation has
66 principal sales offices spread over twenty-four of the continental
Uﬁ}ted States. It has more than twovmillion acres of timber lands, and
operates sixteen pulp and paper mills in addition to its six lumber
mills and p%zyood plants.33
Kimberly-Clark is representative of product diversification.
It produces more than 100 products in three broad areas: .sanitary paper
products, communiéative papers, and industrial papers and specialities.
"Sales of the compamy's consumer products, including facial and bathroom
tissue, feminine hygiene products, table napkins, towels and wipers
represent about 45 percent of the corporate total. Its branded products,
stocked in about one-half million retail stores throughout the country
and sold to more than 34,000 direct customers, are marketed through one
of the most effective and wide-ranging distribution gystems in the
industry."34 Product development includes both the redesigning sgdtemn
improvement of existing lines, plus the creation of new products. For

example, it is now creating new lines to meet special needs: disposable

sheets, pillowcases, surgical gowns and mattress covers for hospitals.35

32prexel Harriman Ripley, A Study of Thé Mead Corporation
(Philadelphia: Drexel Harriman Ripley, Inc., 1966), p. 7.

33¢crown Zellerbach, Profile of a Corporation (San Francisco: C
Crown Zellerbach Corporation, 1964), p. 51.

34Kimberly-Clark, Information 1967 (Neenah: Kimberly-Clark, :%3
1967), p. 6.

351bid., p. 7.



TABLE 14
FACILITIES OF THE CROWN ZELLERBACH CORPORATION
1964
Type of Facility Number
Pulp and paper mills - 16
Packaging and converting plants 36
Lumber mills and plywood plants : 6
Chemical products plants 5
Research laboratories 4
Engineering offices 3
Paper merchandising outlets 35
Retail building materials outlets 50
Building materials sales--warehouses 6
Marine terminals 3
Principal sales offices 66

Source: Crown Zellerbach, Profile of a Corporation (San Francisco:
Crown Zellerbach, 1964), p. 51.
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The product line termed communicative papers consists primarily
of newsprint, printing papers, business writing papers and envelopes.
Kimberly-Clark sells its newsprint on long-term contracts which includes
over 200 newspapers. Overall, this segment of the company's production
accounts for about 35 percent of its sales. Whereas industrial papers
represent about 14 percent of corporate sales, the remaining 16 percent
of consolidated sales include pulp, lumber and lumber products, non-
woven materials and chemical by-products, and the operation of a whole-

sale paper merchant business.36

Industrial Sales
One of the most important economic indicators of any industry or
firm is its sales. Sales serve as a basis for corporate planning, and as
William J. Baumol suggested ". . . the businessman has gone still further
in his regard for sales volume; I believe that to him sales have become
an end in and of themselves."’ As Baumol points out, the movement of

sales becomes a significant factor in terms of the modus operandi of the

business community.

Fortune Directory, with sales as its major criteria, annually
ranks the 500 largest industrials, and the ten most active acquisitors
have been among the leading 300 since the first directory was published
in 1955. It is notéd in Table 15 that Crown Zellerbach Corporation has
ranked among the top 100 industrials since that year, and that Inter-
national Paper Company has continuously been in the top 50. The

majority of the ten firms have remained in the upper 200. Only two

367454,

37Baumol, op. cit., p. 47.



TABLE 15

INDUSTRIAL RANKINGS AMONG THE
500 LARGEST INDUSTRTIALS OF THE
TEN MOST ACTIVE ACQUISITORS, IN PAPER, BY SALES

1954-1965
Year St. Int'l Scott Mead Cham~ Con- Crown Union- Kimberly- West
Regis pion tainer Zell. Camp Clark Virginia
1954 161 36 133 267 240 171 103 281 177 190
1955 140 37 146 230 258 172 83 273 164 196
1956 117 34 148 233 253 144 82 242 160 208
1957 113 39 153 221 249 173 83 257 136 224
1958 109 38 143 161 237 156 85 258 128 196
1959 92 39 153 138 262 139 83 250 125 198
1960 84 40 149 138 240 141 79 224 118 193
1961 82 40 143 124 158 144 83 210 121 190
1962 87 40 147 121 144 153 83 225 103 190
1963 93 43 151 124 154 161 88 237 105 193
1964 99 40 158 122 157 153 91 238 113 197
1965 111 43 145 124 164 - 168 96 243 117 211

Source: The Fortune Directory: The 500 Largest U. S. Industrial Corporations (New York: Time, Inc.).
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firms ranked lower in 1965 than in 1950; the two were International and
West Virginia Pulp & Paper., Chapter ITII will consider mergers and their
relationships to the sales picture.38

Determination of market share is important in the identification
of industry structure. For example, if one firm controls all of the
sales within 4 market area, it is said to be a monopoly, and if a company
enhances its market share through a number of mergers, there is also the
implicit connotation of moﬁopolization. Thus it is wvital to deterﬁine
the relative share of the industry's market which the leading acquisitors
maintained during the period 1950-65 in order to evaluate the signifi-
cance of monopolization. Tabde 16 notes that the total net sales for
the ten firms was $1,666 million in 1950, representing approximately
26.1 percent of the industry's total net sales.) These firms experienced
substantial growth, and by the early 1960's, their sales accounted for
approximately one-third of the industry's sales. Additiomal factors
are relevant: there was an increase of 240.8 percent in the total sales
of the ten firms as compared to a 154.4 percent idncrease in sales for
the industry from 1950 until 1965; from 1960 to 1965 the growth in sales
of the leading acquisitors was 32.6 percent compared to 37.9 percent for
the industry, particularly noteworthy since the 1960's saw a decline in
merger activity of these firms; and the overall concentration within the
industry did not appear alarming when compared to a number of other
‘industries in which the market share of their top ten firms represanted
considerably more than 35 percent of the industry's sales.

In terms of individual performance, The Mead Corporation experi-

enced the largest growth with its net sales increasing from $93 million

385ee p.63.
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TABLE 16

NET SALES FOR THE TEN MOST ACTIVE ACQUISITORS
PAPER AND ALLIED PRODUCTS

1950-1965
Year Net Sales Net Sales as a Percent
(Millions of Total Net Sales for
of Dollars) - Industry
(Pexrcent)
1950 1,666 26.1
1951 2,106 26.2
1952 2,056 26.7
1953 2,230 26.6
1954 2,375 27.9
1955 2,817 ' 28.6
1956 3,320 31.0
1957 3,498 33.5
1958 ’ 3,628 ' 35.3
1959 4,080 34.5
1960 4,281 36.3
1961 4,548 36.3
1962. 4,780 34.8
1963 4,982 35.4
1964 5,353 36.2
1965 _ 5,677 34.9

Source: Table 3 and Table 17.
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in 1950 to $461 million in 1965 (see Table 17). This is an increase of
nearly 500 percent. Rumning a close second was Champion Paper with sales
increasing 403.5 percent over the sixteen years. Crown Zellerbach experk-
enced the smallest percentage change even though its sales increased im-
pressively from $286 to $709 million, a 147.9 percent increase. All in
all, the 1960's reflected a continuous growth for each company. Still,
Mead remained foremost with a 61.6 percent increase in sales from 1960 to
1965; Champion was unable to match Mead's pace, showing only a 28.9
percent increase. Scott Paper experienced a 47.2 percent increase when
its sales grew from $313 million in 1960 to $461 million in 1965, and
though International Paper's sales have trailed the overall average, in
1959 the company's sales reached the impressive level of over one billion
dollars a year. This level has risen considerably each year since.

Concentration within an industry is often the basis for policy
recommendations, and it is sometimes the criteria used in antitrust cases.
Table 18 indicates concentration performance of the individual firms.
The five most active acquisitors within the paper and allied products
industry provide insight into thé significance of concentration as
reflected in net sales. In most cases of the selected years the com~
panies increased their relative share of the industry's sales. The most
active acquisitor, The Mead Corporation, realized the largest gain., The
largest company, International, experienced a relative decline in its
market share over the last decade. For example, in 1955, the company
had 9.3 percent of the total sales; in 1965 its share had dropped to
8.0 percent. It appears that the merger activity within the industry did

not bring about the concentration which might have been expected.



TABLE (17

NET SALES FOR THE TEN MOST ACTIVE ACQUISITORS,

BY COMPANY, PAPER AND ALLIED PRODUCTS

(In Millions lof Dollars)

1950-1965

Year St. Wast. e¥l Kim - Cham-~ Con- Crown Mead. - ZBcott.r  Union=-
Regis Va. Clark pion tainer Zell. G S Camp
1950 155 96 498 120 85 155 286 93 98 80
1951 196 116 637 143 106 213 329 112 150 104
1952 183 109 631 155 121 178 336 100 147 96
1953 200 118 674 164 118 188 386 111 165 106
1954 200 165 681 179 128 187 388 112 229 106
1955 257 176 916 178 135 215 419 151 247 123
1956 370 188 969 294 154 276 468 168 270 163
1957 376 191 956 324 285 256 466 208 275 161
1958 409 208 915 346 288 290 474 256 285 157
1959 506 233 1,030 368 292 322 527 324 297 181
1960 - 536 250 1,013 404 332 327 554 339 313 -213
1961 565 252 1,045 486 340 330 563 406 333 228
1962 579 277 1,096 515 359 343 589 435 354 233
1963 594 290 1,145 539 364 357 "616 468 370 239
1964 617 302 1,246 555 386 391 662 510 426 258
1965 635 325 1,304 577 428 406 709 548 461 284

6%



TABLE"l7~=«Continued

Year St. West. Int?l Kim.- Cham- Con- Crown Mead: - T -Scotiy-  Undon-
Regis Va. Clark pion tainer Zell. Beit Il Camp

Percent

Change

1950- ‘

1965 310 238 162 381 404 162 148 489 370 2255
1960~

1965 18 31 29 43 29 24 28 62 47 33

Source: Annual Reports

0S



TABLE 18

NET SALES OF FIVE MOST ACTIVE ACQUISITORS
AS A RELATIVE OF THE INDUSTRY'S NET SALES
FOR SELECTED YEARS: 1950, 1955, 1960, and 1965
(In Percent)

Year Mead St. Container Kimberly- Inter-
Regis Clark national
1950 1.4 2.4 2.4 1.8 7.8
1955 1.5 2.6 2.1 1.8 9.3
1960 2.8 4.5 2.7 3.4 8.6

1965 3.3 3.9 2.5 3.5 8.0

Source: Table 3 and Table 17.



CHAPTER III
THE MERGER MOVEMENT FOR SELECTED FIRMS
IN THE PAPER AND ALLIED PRODUCTS INDUSTRY
1950-1965

Throughout the years 1950-1965 the merger movement steadily
gained momentum. The initial year saw 219 acquisitions made by manufac-
turing and mining firms alone, and by 1965 the figure had risen to 1,008
(see Table 19). This does not reflect the countless discussions and
proposals for mergers and acquisitions which were, for some reason or
other, never consummated. There is every indication that corporate
growth by this mgthod, impressive as it was during this pefiod, has an
even greater projected significance.

It is rare for a firm to produce a perfectly homogeneous product.
Production of a single product implies the need for different qualities,
sizes, colors, and other such variations. Because of this need diversi-
fication has become an important objective of most firms. This drive
toward diversification might well reflect a firm's motivation for maximis-
zation of profits, and it obviously indicates a projected change of
either an internal or external nature. Any firm, contemplating diversi-
fication, must determine which method--internal growth or external
acquisition--is the more economically feasible for development. It is
fitting that the methods used by the paper and allied products industry

between 1950-1965 be considered.
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Types of Mergers

The economist appraises the competitive aspects of a given
industry's structure. In respect to mergers, the relationship between
the acquirer and the acquired is of great importance. To discern market
impact, mergers can be broadly categorized: (1) horizontal, (2) vertical,
and (3) coiglemerate or 'negative space.”

Generally speaking, horizontal mergers are classified as 'breadth”
mergers and involve a combination of companies which produce one or more
similar products. These firms also serve the same geographical market.

Vertical mergers may be broadly classified as ''depth' mergers,
and they are basically and extension of a firm's production facilities.
Extension may be forward with final output sold more directly to the
ultimate consumer; or it can be backward with the resources of suppliers
acquired by the producer. In paper products, a producer can acquire a
wholesaler (forward extension), or he can buy large tracts of timber
land (backward exteasibn). In general, mergers of the first two types
are the most common combinations in the paper and allied products industry.

The last category of mergers, currently termed conglomerate,
instinctively lends itself to a more exact terminology--'megative space."
In economic theory, traditional combinations are considered to be either
horizontal or vertical. It has been assumed of conglomerate mergers that
a mutual interest exists between an acquiring and an acquired company.
However, the recent development in mergers and acquisitions has deviated
significantly from this traditional theory. It may be that no such rela-
tionship exists. For example, a paper mill may acquire an electronics
firm (no functional relationship in manufacturing or distribution between

companies). In a product extension merger, a functional relationship
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TABLE 19

MERGERS AND ACQUISITIONS IN MANUFACTURING
~ AND MINING IN THE UNITED STATES

1950-1965
Year Number
1950 219
1951 235
1952 288
1953 295
1954 387
1955 683
1956 673
1957 585
1958 589
1959 835
1960 844
1961 954
1962 853
1963 861
1964 854
1965 1,008
Total 10,163

Source: U. 8. Bureau of the Census, Statistical Abstract
for the United States: 1966 (87th ed.;
Washington, D. C.: Government Printing Office,
1966) , p. 501.
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exists between firms, but their products do not compete directly with one
another (the acquisition of a plastics company by a paper manufacturer).
A market extension merger is one in which the production facilities of
both companies are the same, but each serves a different geographical
market area. This last classification is significant because it is often
the basis for antitrust cases when relevant market area served becomes the

point of departure as far as the courts are concerned.

Manner of Effecting Combinations
There are a number of ways in which companies combine. An
acquiring company may purchase an acquired company outright for cash;
but, more typically, an acquiring company: may use some form of stock
exchange. In a research study conducted for the American Institute of
CPA, Arthur R. Wyatt found that most combinations fell into one of
several '"typical" patterns:

1. Acquiring Company A issued voting stock for all the voting
gtock of the acquired Company B, with one company, A, resulting.

2. Acquiring Company A issued voting stock for all of the voting
stock of the acquired Company B with both companies remaining
in existerice.

3. Acquiring Company A issued voting stock for the assets of
acquired Company B, with B either being liquidated shortly
thereafter through a distribution of shares of A to B's
shareholders or remaining in existence as an investment company.

4., Acquiring Company A issued voting stock and other equity claims
and/or assets in exthange for the stock of acquired Company B,
with one company, 4, resulting.

5. Acquiring Company A issued voting stock and other equity claims
and/or assets in exchange for the stock of acquired Company B
with both companies remaining in existence.

6. A new company C was formed and issued its voting stock in
exchange for all the voting stock of both A and B, New Company
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C might have a name different from A or B, or might leave the
same name as either of these companies.

Consummation of mergers between 1950-~1965 employed one or another of
these six techniques. The exchange of stock was most popular; it was
used in nearly 90 percent of the mergers and acquisitionms.

To determine the value of assets there are basically two methods:
the purchase method, and the pooling of interest method. Under the
purchase method, the assets of an acquired firm are recorded at their

- fair market value. This method treats the acquisition as if the
dominant firm had bought the net assets of another business and
established a new cost basis for “he acquired assets. In the pooling
of interests method, the assets are valued according to their stated
value as cited in the company's accounts prior to the merger. Under-
lying this method is the assumption that no new business entity has been

created.2

Number of Mergers

During the period covered there were 179 mergers.and acquisitions
completed by the ten acquisitors with the greater activity appearing the
latter part of the 1950's and early 1960's (see Table 20). Between 1957
and 1960 there were 81 mergers which represented approximately 46 percent
of all the mergers and acquisitions completed. When these data are
relatéd to the Index of Industrial Production, a close relatiomship is

established between the trend in the number of mergers and the upward

1Arthur R. Wyatt, A Critical Study of Accounting for Business
Combinations (New York: American Institute of Certified Public
Accountants, 1963), p. 10.

2, Robert Madera, "Intercorporate Investments and Business
Combinations," Unpublished Technical Note, Harvard Business School, 1966.



57
TABLE 20

NUMBER OF MERGERS AND ACQUISITIONS
BY THE MOST ACTIVE ACQUISITORS IN THE
PAPER AND ALLIED PRODUCTS INDUSTRY

1950-~1965
Year Number
1950 1
1951 5
1952 1
1953 5
1954 13
1955 14
1956 12
1957 18
1958 16
1959 25
1960 22
1961 14
1962 10
1963 7
1964 10
1965 6
Total 179

Source: Moody's Industrial Manual.

movement of the Index. During the sixteen year period industrial produc-
tion increased every year except two. These similar movements tend to
support the thesis that merger cycles are coincidental with industrial
production; a point which imposes further discussion.

Of the ten corporations studied, St. Regis Paper Company and The
Mead Corporation were by far the most active acquisitors during this

period (see Table 21). The former completed 36 mergers, whereas the
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latter completed 37. The Container Corporation of America: acquired 25
companies, and Kimberly-Clark added 20 new firms to the parent corpora-
tion. International Paper Company averaged one merger per year, and the
remaining companies averaged less than one consolidation per year. The
Crown Zellerbach Corporation and the West Virginia Pulp and Paper Company
had the least number of acquisitions when both companies acquired seven
firms. The resultant overall growth of these compamnites was a combination
of both internal and external developments.

To meet the rising consumer demand for paper products (per capita
consumption cited in Table 8), a corporation has two possible approaches.
First, it can expand existing facilities as well as build new plants
which will increase capacity for both the corporation and the industry.
This approach was utilized by the paper companies when new capital out~
lays, millions of dollars annually, were allocated for new capital )
investments. In fact, the majority of these firms relied more upon
internal growth--expanding their capacity through capital investments
in existing or new facilities--than upon mergers. Secondly, a corpora-
tion can meet the increased demand for its products by additionmal : -
capacity~--the acquisition of new facilities through mergers. In this
case, the problem may be posed that although a firm might be able to
meet its requirements for additional capacity, capacity for the industry
remains unchanged in the short-run, Be that as it may, utilization of
mergers and acquisitions by the ten firms in the study averaged approxi-
mately eleven per year, or about one merger per year per company.
Although at the time of merger the capacity of the industry was unchanged,

capacity eventually increased for both the firm and the industry when
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FIGURE 1

NUMBER OF MERGERS AND ACQUISITIONS
BY THE MOST ACTIVE ACQUISITORS IN THE
PAPER AND ALLIED PRODUCTS INDUSTRY
1950-1965

Number

20

15

10

1950 1955 1960 1965

Source: Table 20.



TABLE 21

MERGERS AND ACQUISITIONS BY THE MOST ACTIVE ACQUISITORS
IN PAPER AND ALLIED PRODUCTS INDUSTRY, BY COMPANY, 1950-1965

Year St. Int'l Scott Mead Cham- Con- Crown Union- Kimberly- West
Regis pion tainer Zell. Camp Clark Virginia

1950 1

1951 2 2 1

1952 : 1

1953 1 2 2

1954 2 1 3 1 5 1

1955 3 2 2 2 2 2 1

1956 5 2 1 1 1 2

1957 4 6 4 1 2 1

1958 1 1 2 6 3 2 1

1959 5 5 8 1 2 2 1 1

1960 11 1 1 1 4 1 2 1

1961 1 1 2 1 1 1 7

1962 1 1 2 2 1 1 1 1

1963 1 4 1 1

1964 1 5 1 1 1 1

1965 1 1 1 1 2 .

Total 36 16 13 37 8 25 7 10 20 7

Source: Moody's Industrials Manual.

09
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succeeding periods saw extensive capital outlays by the acquiring company
used to increase the manufacturing facilities of the acquired company.

Mergers and acquisitions have been notable in the development of
these companies. Ranked according to sales, St. Regis was the 99th
largest manufacturing firm in 1964, as compared to 164th.in.1954.3
During this ten-year period St. Regis acquired thirty-four of its thirty-
six mergers covered by this study. Furthermore, in testimony before the
Subcommittee on Antitrust and Monopoly hearings in March of 1965, Dr.
John M. Blair cited the 17 most active acquiring companies, of which St.
Regis was one, among the 100 most active acquisitors in manufacturing.
The assets of the companies acquired by St; Regis between 1950-1963 were
$247.9 million.*

‘Mead, the most active acquisitor in the industry with thirty-
seven mergers, was ranked the 122nd largest industrial f£irm in 1964,
and 267th largest in 1954. In general, though, the companies which were
acquired by Mead were not among the 500 largest firms prior to 1950.
There were only four companies which were ranked among the 500 largest
in 1948 which were purchased between 1950-1963 by the ten most active
acquisitors in the paper and allied products industry (see Figure 2).

Although outside the scope of this study, there was a highly
significant merger between U, S. Plywood and Champion Papers in 1966.

The combined net sales for these two corporations was in excess of one

billion dollars. The Fortune Directory for 1965 ranked U. S. Plywood

in 152nd place, and Champion Papers was listed in 164th position.

3See The Fortune Directory (New York: Time, Inc., 1954, 1964).

4Testimony of Dr. John M. Blair, Economic Concentration, p. 965.
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FIGURE 2

COMPANIES AMONG THE 500 LARGEST IN 1948 PURCHASED
BY THE 10 MOST ACTIVE ACQUISITORS; 1950-1963

Rank in Acquired Industry Acquiring
1948 Company Company
231 Long-Bell Lumber Co. Sawmill and International
planning mills Paper Co.
379 Hollingsworth and Paper and paper- Scott Paper Co.
Whitney Co. board mills
391 Gaylord Container Corp. Paper and paper- Crown-Zellerbach
board mills Corp.
451 International Cellucotton Paper and paper- Kimberly-Clark
Products, Inc. board mills Corp.

Source: Economic Concentration, Hearings before the Subcommittee
on Antitrust and Monopoly, pt. 2 (Washington, D. C.:
Government Printing Office, 1965), p. 966.
Their subsequent merger raised them to the 76th largest industrial firm
in 1966, making this combination one of the most significant in the
industry.5 However, International Paper still retained its number one
ranking within the industry.

The U, S. Plywood-Champion Papers merger indicated that each
company doubled its sales by means of the combination. Another example
of increased operational size via the merger route is the Crown-Zeller-
bach merger with St. Helen's Pulp and Paper Company in 1955. At the time
of this merger,‘Crown-Zellerbach had sales of $253 million and St. Helen's
saies were $9 million. 1In this case the percentage growth, in terms of

sales, amounted to only 3.5 percent from 1955 to 1956. This is typical

3The Fortune Directory (Time, Inc., 1967), p. 167.
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of the industry when a merger, though involving millions of dollars in
sales, is viewed in relation to the aggregate sales figures of the ¢ ;ul
acquired company. It usually represents less than a 10 percent increase
in the overall sales figure,

There are, of course,.a number of combinations such as U. S.
Plywood and Champion Papers where the acquired firm contributes signifi-
cantly to the aggregate sales picture. For instance, ﬁhen the Union Bag
and Paper Company, whose sales were $106 million at the time of the merger,
acquired the Hankins Container Company in 1955. Hankins sales were $24
million, or about 23 percent of Union's sales, and obviously an addition
of this size to the sales volume of.Uﬁion was significant. Soon after
this merger had been completed, Union Bag and Paper began negotiations
to combine with the Camp Manufacturing Company of Franklin, Virginia.6
In 1955 Union had sales of $123 million but in 1956, the year of the
merger of these two companies, net sales of Union Camp Paper Corporation
rose to $163 million, an increase in net sales of 30 percent. Considering
that Union's sales were $105 million in 1954 and reached $163 million
two years later, the speed by which sales growth is accomplished through
the utilization of merger techniques can readily be seen. It should be
noted, however, that an approximate sixty percent increase in a company's
sales during a two year period is not typical of any company in this

study. Surprisingly, the sales of Union Bag had for a seven year period

prior to 1955 been oscillating up and down without any definite trend.7

6Annual Report: 1960, Union Camp Paper Corporation, p. 7.

.
Annual Report: 1955, Union Bag and Paper Company, p. 27.
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One year,'an increase in the company's sales; the next year, declining
sales. However, such sporadic growth is no more typical than sixty
percent growth over two years.

Another such case pertains to Scott Paper Company, whose total
net sales figure was $98 million in 1950. The acquisition of Soundview
Pulp and Paper Company in November of 1951 boosted its sales approximately
twenty-four percent over pre-merger levels, since the sales of Soundview
were about $23 million at the time. Additional acquisitions by Scott
in 1954 were Detroit Sulphite Pulp and Paper Company and Hollingsworth
and Whitney Company. Detroit Sulphite had sales of $13 million;
Hollingsworth and Whitney $40 million.8 With 1950 as the base period,
Detrait Sulphite added approximately thirteen percent, and Hollingsworth
and Whitney another forty-ome percent to Scott's sales. These three
companies, merged into Scott Paper Company, increased the total net sales
of Scott by nearly eighty percent over a three year period. This once
again magnifies the significance of mergers.

The size of an acquiring company_ié important in the evaluation
of sales growth anticipated by means of the acquisition route. Consider
the case of International Paper Company: in 1965 it was ranked by
Fortune as the 43rd largest industrial firm in the United States with
sales of over one billion dollars.9 Hence, it would take a merger
amounting to hundreds of millions of dollars in sales to achieve the
percentage increases experienced in some of the previously cited mergers.

One of the most significant mergers in the history of International

8
Annual Report: 1955, Scott Paper Company, p. 18.

9The Fortune Directory (Time, Inc., 1966), p. 198.
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Paper was its acquisition of the Long-Bell Lumber Corporation and the
Long-Bell Lumber Company on November 5, 1956.. At the time, International
Paper had net sales of $799.5 million, and Long-Bell had approximately
$106 million--an amount nearly equal to the sales of Scott Paper and Union
Bag and Paper Company prior to their major acquisitions. When the sales
of Long-Bell were added to those of International, the sales of the latter
only increased by approximately thirteen percent. Today, a merger of
$100 million would contribute less than a 10 percent increase to the
sales of International Papef.

Another example of mergers and their effect on total net sales
is the case of Kimberly~Clark's acquisition of International Cellucotton
Products Company in September of 1955. The year before, International
Cellucotton ranked as the 214th largest industrial company with sales of
$145 million, whereas Kimberly-Clark ranked 177th largest with sales of
$177 million.10 Since the merger transpired in 1955, it would be expected
to have significantly affected the 1955 ranking of Kimberly-Clark. A
company whose combined sales were in the neighborhood of over $300 million
should be ranked around the 110th largest industrial. However, Kimberly-
Clark ranked 164th in 1955, with total net sales of_only $224 million.11
This was an atypical combination because all of the sales International
Cellucotton had made as a separate entity did not carry over propor-
tionately into the new amalgamation. This was a case where the sales
growth experienced in other mergers did not materialize. Where other

acquiring companies had realized "a gain of nearly eighty percent, Kimberly-

R T R NPT PR S
Yrpe Fortune Directory (Time, Inc., 1954), p. 107.

llThe Fortune Directory (Time, Inc., 1956), p. 114.

-
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Clark realized only abaut a 27 percent increase in its sales for the
year in which the merger was completed.

The effect on the sales growth of West Virginia Pulp and Paper
Company exemplifies the importance which mergers play. Initially,
énpoofcHeat Virginia's most significant mergers was its acquisition of
the Hinds and Dauch Paper Company in 1954, Sales for the parent company
increased from $118 million in 1953 to $165 million in 1955. West
Virginia made its most significant merger in 1960 when the company
acquired the controlliné interest in The United States Envelope Company.
Though Wést Virginia had the controlling interest, the latter was treated
as a subsidiary not consolidated into the financial data of the control-
ling company. In August 1960, the Antitrust Division of the Department
of Justice brought a civil action under Section 7 of the Clayton Act
seeking divestitute by West Virginia of its stock interest (53 percent
of the voting stock!2) in U. S, Envelope.13

Due to the pending antitrust case, it is assumed that the coné
solidation of the financial statements of the two companies has not
been completed. But the significance underlying this merger was that
U. S. Envelope had net sales in excess of $50 million annually which
would have meant about a 20 percent increase in sales for West Virginia
for 1960. It would represent about the same percentage of increase in
the controlling company's sales any year since if consolidation had been
completed. And, incidentally, West Virginia would have improved its
position among the country's largest industrials. According to The

Fortune Directory for 1960, West Virginia was ranked as the 193rd largest

12Annual Report: 1963, West Virginia Pulp and Paper Company,

13g¢e p. 81.
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industrial with sales of $250 million. If approximately $50 million were
to be addéd to this sales figure (if consolidation with U. S. Envelope
had materialized), West Virginia would have ranked as the 157th 1argest.14
In 1962, West Virginia was ranked as the 190th largest, but again if the
net sales of U. 8. Envelope were to be added, the former would rank as
the 155th'1argest.15 However, in 1965, West Virginia had dropped out
of the largest 200 industrials and was ranked 211lth with sales of $325
million{ The incorporation of U. S. Envelope's sales would have enabled
the company to remain in the top 200; in fact, West Virginia would be
ranked as the 178th largest industrial.16 One may conclude from this that

the sales growth of the companies discussed in this section were, for the

most part, significantly changed through the acquisition of new companies.

Legal Aspects of Mergers

Until 1950 there was legal, as well as economic, justification
for a corporation to acquire the assets rather than the stock of the
acquired company. This resulted from a Supreme Court decision rendered
in 1926 which stated that the Federal Trade Commission had no power to
interfere with a merger if the acquiring corporation had used its $tock
to purchase the assets prior to the time the complaint was issued.17
The court went even further in 1934 when it ruled that the Federal Trade

Commission could not prevent the acquisition of physical assets of

l"The Fortune Directory (Time, Inc., 1960), p. 117.

Lpe Fortune Directory (Time, Inc., 1982), p. 123.

L6r4e Fortune Directory (Time, Inc., 1965), p. 214.

175ee Chapter V, where a detailed analysis of the legal aspects
of mergers is developed.
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competing firms if such action transpired before the commission had

rendered its final decision concerning the merger. As a result, the
court had nullified the action taken by Congress in 1914 to prevent

monopolistic mergers.

This loophole in the law existed until 1950 at which time the
Cellar-Kefauver Act was passed. This was an amendment teaBlectiopaZiand
Section 11 of the Clayton Act of 1914. The amendment read, in part:

Sec. 7 That no corporation engaged in commerce shall acquire,
directly or indirectly, the whole or any part of the stock or
other share capital and no corporation subject to the juris-
diction of the Federal Trade Commission shall acquire the whole
or any part of the assets of another corporation engaged also in
commerce, where in any line of commerce in any section of the
country, the effect of such acquisition may be substantially to
lessen competition, or to tend to create a monopoly.
As a result, the choice of acquisition of either assets or stock was no
longer predicated upon F.T.C. control since the commission now had
control over both techniques. Thus, from a legal standpoint, neither
approach has any advantage.

However, there are advantages to stock or asset purchases for
other reasons. If the acquiring company seeks to obtain only a portion
of the assets which are of some particular value to it, the purchase of
assets would be better than the acquiring of stock. Such a purchase
would void all the liabilities of the seller except mortgages that might

exist on the specific assets acquired.19 Still, there are advantages to

stock purchases. This is one way in which an eventual purchase might

18Public Law No. 899, (0'Mahoney, Kefauver-Cellar Act).

ng. Fred Weston and Eugene F. Brigham, Managerial Finance
(2nd ed.; New York: Holt, Rinehart, and Winston, 1966), p. 640.
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be completed without the prior knowledge of the company whose stock is
being purchased. This could be accomplished by the purchase of a company's
stock in the open market, especially in small amounts over a period of
time. The acquiring company could amass enough shares to place a member
on the board of directors and eventually, perhaps, gain complete contro]..%0

Other legal aspects of mergers are important. The term merger
has been used in a broad sense and denotes any type of acquisition or
combination. But from a legal point of view, there are several distinc-
tions made between mergers and acquisitions, There are statutory mergers
which consist of a tax-free exchange of shares between two companies
one of which will remain and the other will be dissolved as a separite
entity.21 The acquiring company receives all of the assets and all of
the liabilities of the absorbed company. In addition, the action to
be taken must be approved by the vote of the stockholders of both
companies. ''Bonds and preferrdd stock may be used in part, but the
shareholders of the disappearing company must receive some equity interest
in the surviving company under the 'continuity of interest' doctrine."22
The importance is that one of the companies will be dissolved while the
other remains. A consolidation results in the formation of a new

company when two or more companies decide to join forces. From a legal

standpoint, the previous individual companies cease to exist.

21pid., p. 64l.

21Jerome B. Cohen and Sidney M. Robbins, The Financial Manager
(New York: Harper and Row Publishers, 1966), p. 810.

221114, , p. 811.
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In dealing with the financial aspects of mergers and combina-
tions, there is a technical differentiation between purchase and pooling
of interest. A furchase involves the acquisition and complete absorption
of a smaller company by a larger company. A pooligg of interests involves
a combination of two companies, relatively equal tmnsize, in which the
identity of the managements of both remains. The acquired firm continues
to carry out important functions (The Long-Bell Lumber Company as a
division of The International Paper Com.pany).23

The transfer of stock is the usual method used to implement
mergers and conaolidations.24 Approximately 80 percent of the 179
mergers within the scope of this study utilized this method with the
use of cash technique applied in 18 percent of the mergers (see Table 22).
The use of debt securities as well as the stock and cash method of
handling the merger was used in only about two percent of the cases.
Considering the tax laws it is understandable that there are definite
advantages in utilizing the tax-free exchange of stock method. If the
sellers accepted cash, the transaction would be subject to the higher’
rate of personal income tax. If the sellers accepted stock, the maximum
tax would be 25 percent, when the stocks are sold.

Only St. Regis used the debt securities metﬁod of acquisition.
In 1954, when it acquired 50 percent of Class and Paper Ltd. of Alberta,
25

St. Regis financed the $23 million transaction using debt securities.

When the same company acquired the Andre Paper Box Company in 1962,

21p14.

5ee p. 55.

25Moody's Industrials Manual.
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TABLE 22

METHODS USED TO IMPLEMENT THE MERGERS AND ACQUISITIONS
IN THE PAPER AND ALLIED PRODUCTS INDUSTRY

1960-1965

Method Number Percent of

Total
Cash 32 17.9
Stock Exchapge 137 79.8
Debt Securities 1 0.6
Stock and Cash 3 1.7
Totals 179 100.0

Source: Moody's Industrial Manual.

both stock (25,000,000 common shares) and cash ($200,000) were used to
complete the tranlsact:i.on.26 With the exception of Union Bag Camp Paper
Corporation, Champion Paper Company was the only other firm applying the
stock and cash technique of acquisition. All the other companies used
either the stock or cash method (see Table 23). The exchange of stock was
by far the most popular method. One company, International Paper, used
both techniques on a fifty-fifty basis--eight of their acquisitions were

completed through the exchange of stock and eight were cash transactions.

Types of Mergers
The three basic merger categories--horizontal, vertical, and
conglomerate--entail product areas which demonstrate diversification

within the industry. A fluctuating degree of diversification can be seen

26114,
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TABLE 23
METHODS USED TO IMPLEMENT THE MERGERS AND ACQUISITIONS

IN THE PAPER AND ALLIED PRODUCTS INDUSTRY,
BY COMPANY, 1950-1965

Company Stock Stock Cash Debt
Cash ‘ Securities

S5t. Regis 29 1 5 1

Champion 5 2 1 ce

Mead 34 ces 3

Kimberly-Clark 15 ces 5

Crown-Zellerbach 6 cee 1

International 8 cee 8

Union-Camp 10

Container 18 cee 7

West Virginia 6 . 1

Scott 12 e 1

Total 143 -3 32 1

Source: Moody's Industrials Manual.

in the years 1924-1964. When International Paper became less diversi-
fied; Kimberly-Clark's diversification remained static; and, both
St. Regis and Crown-Zellerbach increased their diversification. The
latter increése was due to merger activities.27

There were approximately seven general industrial classifications

which accounted for 90 percent of the mergers. The most frequently

27E¢ ongmic Concentration, p. 973.
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appropriated product line was paper. Nearly four out of every ten mergé;;
involved the acquisition of a paper company {see Table 28). The second
most popularly acquired product line--boxes, bags, and other types of
containerss-involved the acquisition of container companies. The
ac;;isition of pulp companies, plastic companies, and lumber companies
numbered about the‘same as this latter group.

With the exception of a few, most of the acquirers gained new
companies in only a couple of product areas. Both Union Bag Camp Paper
and The Mead Corporation concentrated the bulk of their acquisitions in
two areas, paper and containers. The Container Corporation acquired
eighteen container and five paper companies, and of the seven acquisitionms
West Virginia Pulp and Paper completed, .six involved these two product
areas.” Only St. Regis Paper Company had a notable cross-section of all
product areas, but even so over half of its acquiéitions were paper and
container companies. Scott and Kimberly-Clark alone made no acquisition
of a container company; the former acquired seven paper companies and the
latter added twelve paper companies. St. Regis was the only acquirer of

“waxed paper companies, and Kimberly-Clark accounted for half the mergers
involving envelope companies.

The significance of these acquisitions is that the products
involved are all within the paper and allied products industry, and the
mergers have entailed both horizontal, vertical, and conglomerate--
"negative space''--integration. Considering geographical dispersiomn, an
impressive number of these mergers were motivated from the desire to gain
access to a new market area.

Between 1959 and 1962, 206 manufacturing facilities were acqﬁired

within the paper and allied products industry (see Table 25). The scope



MERGERS, BY TYPE OF PRODUCT, AND BY COMPANY

TABLE 24

Total

1950-1965

Company Pulp Plastics Paper Container Lumber Envelope Waxed Other Total

. Paper Mergers
St. Regis 1 4 -11 10 3 2 5 36
International 1 7 1 2 5 16
Container 2 5 18 g 25
West Virginia 2 A 1 7
Crown Zell. 1 1 2 1 2 77
* Union Camp 5 4 1 10
Kimberly-Clark 2 12 i 1 2 3 20
Mead 1 12 20 4 37
Champion 4 1 1 2 8
Scott 3 1 7 2 13
8 9 67 59 10 4 2 20 179

Source: Moody's Industrials Manual.

LA



TABLE 25

PAPER AND ALLIED PRODUCT MANUFACTURING
FACILITIES ACQUIRED BY COMPANIES

ENGAGED IN MANUFACTURING, BY TYPE OF PRODUCT

1959-1962
{
Type of Number of Manufacturing Facilities Acquired
Paper and Companies
Allied Products Making :
Acquisitions Total 1959 1960 1961 1962

Pulp, paper, and

board 30 95 27 30 15 23
Paperboard container

and boxes 36 ) 76 25 27 14 20
Other paver and

altied products 23 35 9 7 9 10
Total 89 206 61 54 38 53

Source: Economic Concentration, Hearings of Subcommittee on Antitrust and Monopoly, pt. 2

(Washington, D. C.:

Government Printing Office, 1965), p. 1025.

Gl
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of this study deals.with only ten companies, but during this four year
period there were 89 companies involved in acquiring manufacturing facili-
ties in the paper and allied products industry. When the numbers approach
to the merger problem is used, it is evident that the ten firms accounted
for only a small percentage of the total mergers taking place within
the industry. The four year total was 206 acquisitions By these 89
companies, while the number of mergers completed by the ten firms
accounted for 71. This denotes that approximately one-third of the
acquisitions within the paper and allied products industry were made by
the ten firms, and further implies that other companies see the value
in acquiring such manufacturing facilities.

The distribution of large corporations acquired during the period
1948-1965 concerns 100 mergers in the lumber and woods products industry
as well as in the paper and allied products industry (see Table 26).
Though there has been a large number of mergers within these industry
groups, the percent of the total assets of the industry are relatively

small, representing less than ten percent in each case.

Joint Mergers

During the period 1950 through 1965, there were eight joint
mergers. In 1957 St. Regis, International, and Scott acquired the assets
of Alger-Sullivan Lumber Company. In 1961 Scott, along with Eastern
Paper Mills Company, formed a partnership called the Eastern-Scott
Paper Company. Two years later, however, Scott acquired Eastern's half,
making the company a wholly owned subsidiary. The Mead Corporation was
also involved in two joint acquisitions. The first was in 1951 when,

with the Inland Container Company, the Rome Kraft Company was formed;
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TABLE 26
NUMBER OF LARGE CORPORATIONS ACQUIRED DURING 1948-1965

BY INDUSTRY OF ACQUIRED FIRM AND PERCENTAGE
DISTRIBUTION, USING 1959 INDUSTRIAL ASSETS

Industry Number of Percentage Value of Percentage
Group Acquisitions of Total Acquired Assets of Total
(Millions)

Lumber and wood
products 28 3.4 $§ 736.6 2.7

Paper and allied :
products 72 8.8 2,061.6 9.5

Source: Economic Concentration, Hearings before Subcommittee on
Antitrust and Monopoly, pt. 5 (Washington, D. C.: Government
Printing Office, 1965), p. 2024.

later, in 1962, the Rome Kraft Company was merged with one of Mead's

»
il".l

subsidiaries and established as The Georgia Kraft Company. Another joint
venture was completed in 1964 when Mead and Northwood Mills Ltd. formed
Northwood Pulp Ltd., with each company having 50 percent control. Another
¢ompany involved in two or more joint acquisitions was Kimberly-Clark,
which along with International Cellucotton Products Company and Reed and
Company Ltd., acquired the stock in Cellucotton Products Ltd. Each
received one-third of the stock of the acquired company, but the following
year, 1955, Kimberly-Clark acquired International Cellucotton. The other
five companies did not participate in any joint ventures during this

period.

Mergers Involving Foreign Controlled Subsidiaries
0f great interest is the number of mergers by foreign owned or

foreign controlled subsidiaries of these ten acquisitors (see Table 27).
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- TABLE 27
NUMBER OF FOREIGN MERGERS BY PARENT

COMPANY AND BY FOREIGN OWNED OR CONTROLLED
SUBSIDIARIES, BY COMPANY

1950-1965
Company Parent Subsidiary Total
5t. Regis 1 0 1
International 0 14 14
Container 0 16 16
West Virginia 2 0 2
Crown-Zellerbach 1 : 3 4
Union Camp 0 0 0
Kimberly-Clark : 7 2 9
Mead 1 0 1
Champion 0 0 0
Scott 3 2 5
Total 15 37 52

Source: Moddy's Industrial Manual.

@pproximately 30 percent of all foreign mergers involved the acquisition
;y the parent company, and 70 percent negotiated by foreign subsidiaries.
Neither the Champion Paper Company nor Union Bag Camp Paper
Corporation acquired any foreign companies during this period. These
companies were also among the least active corporations in so far as

domestic mergers were concerned. St. Regis Paper Company and the Mead

Corporation were by far the most active domestic acquisitors; yet, during
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this period, these companies acquired only one foreign based company
each. The acquisition patterns of The Container Corporation and the
International Péper Company.are in striking contrast. The former nego-
ﬁiated 26 acquisitions during the 16 year period, averaging one foreign
acquisition a year, which represents approximately 64 percent of the
corporation's merger activity. The International Paper Company's record
of foreign acquisitions is even more impressive. International completed
16 mergers and acquisitions between 1950 and 1965, of which 14 pertained
to mergers by its foreign subsidiaries (see Table 21). The largest share
of its merger activity, nearly 90 percent, consisted of acquisitions
completed by foreign subsidiaries. This was also the case with the Con-
tainer Corporation when mergers by its foreign subsidiaries accounted
for all 16 acquisitions of the company during this time.

There are two apparent motives for undertaking foreign ventures:
taxes and capital flows. The tax structure in many countries is more
favorable to corporations than is the tax structure of the United States.
Over the last decade the United States has been running a deficit in its
balance-of-payments accounts, and by allowing a company's subsidiary to
negotiate the merger the possibility of a cash flow out of the United
States is avoided. The balance-of~payments position of the country is
thereby not dndangered. However, the more favorable tax structure
appears to be the stronger motive for foreign acquisitions by foreign

owned or controlled companies.

Acquisitions Challenged by Regulatory Agencies

Not all of these acquisitions escaped the scrutiny of the regu-

latory bodies in Washington. Seven of the ten corporations were involved
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in one or more complaints issued by either The Federal Trade Commission
or the Antitrust Division of the Justice Department. Figure 3 lists the
acquisitions which were challenged by The Federal Trade Commission, and
Figure 4 cites those challenged by the Antitrust Division.

In the main, the seven acquisitions challenged by the F.T.C.
were settled by consent order, and divestiture of part of the acquired
facilities was ordered. The Antitrust Division challenged only two
mergers during this period: the Kimberly-Clark acquisition of Blake,
Moffit and Towne in 1961, and the West Virginia Pulp and Paper Company's
acquisition of the majority of the outstanding stock in United States
Envelope Company in 1960. As of March 5, 1965, both cases were pending

final disposition.



FIGURE 3

ACQUISITIONS CHALLENGED BY THE FEDERAL TRADE COMMISSION

1951-1965
Companies (and year Markets Industry Status of case as
of acquisition) Concentration of April 30, 1965

Crown-Zellerbach Corp.

(St. Helen's Pulp &
Paper Co.), 19532

International Paper
Co. (Long Bell Lumber
Corp.), 1956P

Purchasing of pulp &
manufacturing, con-

“werting, & jobbing of

Kraft paper & paper
products in the Western
States, particularly
the Pacific Coast
States.

Papers & paperboard
nationally and
Western States par-
ticularly.

85% of Pacific Coast

sales of specified Kraft
paper & paper products

in 3 companies; Crown=-
Zellerbach 2d in the U.S.
and 1lst in Pacific Coast
States in manufacture of
pulp & paper; Crown was
1st and St. Helen's 2d

in Pacific Coast States

in manufacture of specific
Kraft paper & paper pro=-:-
ducts.

International Paper .-~
largest in capacity to
produce paper & paper-
board & in the production
of Kraft board; Long Bell
2d in Pacific Northwest

in production of lumber

& a leading company in the
production of plywood.

Order of divestiture,
Dec. 26, 1957. Upheld
by court of appeals
(CA-9) in 1961 and
ceritiorari denied by
Supreme Court in 1962,
Divestiture accomplished
(1964) .

Consent order, June 17,
1956, requiring divesti-
ture of 127 stock int.
held by Long Bell in
Longview Fibre Co. and
requiring specific out-
put from proposed Western
paper and paperboard

mill to be sold to inde-
pendents. Divestiture
not yet fully accomplished.

[0}
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FIGURE 3--Continued

Companies (and yeir
of acquisition)

Markets

Industry
Concentration

— —

Status of case as
of April 30, 1965

Mead Corp. (York Con-
tainer Corp.; Jackson
‘Box Co.; Industrial
Container & Paper Corp.
Grand Rapids Container
Co., Inc.;:Industrial
Container Corp.;
Gibraltar Corrugated
Paper Co., Inc.; Con-
tainer, Inc.; Taylor
Container Co., Inc.),
1956-1964°

Scott Paper Co. (Sound-
view Pulp Co., Detrait
Sulphite Pulp & Paper
Co.; Hollingsworth &

Whitney Co.), 1951-54.d

Union Bag-Camp Paper
Co. (Camp Manufactur-~
ing Co.; Universal
Paper Bag Co.; 51%%
of stock of Highland

Manufacture and sale of
container board, cor-
rugated products, and
solid fiber products.

Production, distribu-
tion, and sale of sani-
tary paper products &
household waxed paper.

Production & sale of
grocery bags and sacks,
corrugated shipping
containers, liner
board & corrugating

4 largest companies had
307% of 1962 U.S. produc-
tion of container board;
8 largest, 51%; and 20
largest, 817 with Mead
ranking as 3d largest.

Scott 1st in the U.S. in
sale of sanitary paper
products (approximately

3 times more than nearest
competitor).

8 largest companies ac-
counted for 36% of cor-
rugated container ship-
ments in 1958 & the 20
largest 55%.

Consent order, Feb. 12,
1965, requiring divesti-
ture of 7 corrugated

box converting plants

and 1 sheet plant; further

acquisitions by Mead in
the container board manu-
facture or converting
industries, without prior
FTC approval, prohibited
for a 10 year period
Divestiture not yet
accomplished.

Consent order, Apr. 23,
1964, prohibiting speci-
fied acquisitions and
other acquisitions for

a 10 year period. Dives-
titure oI certain paper
machines ordered.

Consent order, Feb. 12,
1965, requiring dives~
titure of 5 corrugated
box plants located in
Maryland, Michigan,

8



FIGURE 3--Continued

Companies (and yegr
of acquisition)

Markets

Industry
Concentration

Status of case as
of April 30, 1965

Container Co.; majori-
ty of stock of Eastern
Box Co.; Allied Con-
tainer Corp.; River
Raisin Paper Co.),
1956-1961.°

Union Bag & Paper Corp
(agreement to increase
holdings of Hankins
Container Co. to 66 2/3
per cent of authorized
and o%tstanding stock) ,

1954,

material, merchandise
bags, shipping sacks,
& bag & shipping bag
paper in Eastern
United States.

Manufacture, sale, and
distribution of con-
tainer board, corru-
gated boxes and sheets
particularly east of
Mississippi River.

4 largest companies ac-
counted for 427% of 1954
U, S. container board
shipments, 8 largest
59% and 20 largest

83%.

Illinois, & Pennsylvania
& the grocers bag and
sack plant in Richmond,
Va. The order prohibited
further acquisitions for
a 10 year period, without
prior FTIC approval, in
Kraft paper & in the
board-converting field
and required Union Bag

to make available to

‘jobbers, distributors,

users, & converters
specified amounts of
course paper. Divesti-
ture not yet accomplished.

Consent order, Mar. 23,
1956, limiting future
acquisition of stock in
Hankins.

€8



FIGURE 3--Continued

1Date of Complaint and FIC docket no.

3February 15, 1965 6180
bNovember 6, 1956 6676
CFebruary 20, 1965 C-880
dyune 1, 1956 6559
€June 15, 1960 7946
f3une 30, 1955 6391
Source:

Economic Concentration, Hearings before the Subcommittee on Antitrust and Monopoly, pt. 2
(Washington, D. C.: Govermment Printing Office, 1965), pp. 992-1000.
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FIGURE 4

ACQUISITIONS CHALLENGED BY ANTITRUST DIVISION

Companies (and yeai
of acquisition)

Status of case as
of March 5, 1965

Kimberly-Clark Corp.
(Blake, Moffit &
Towne), 19612

West Virginia Pulp

& Paper Co. (U.S.
Envelope Co.,
majority of outstand-
ing stock), 1960b

1951-1965
Markets Industry
Concentration
Sale of paper and (Kimberly leading producer
paper products in of some types; Blake, a

Western United States big western wholesaler).

Production and sale U.S. Envelope has 18%
of paper and paper of domestic sales,
products, including

envelopes.

Pending

Pending

'lDate of Complaint

8February 15, 1962
brugust 25, 1960

Source: Economic Concentration, Hearings before the Subcommittee on Antitrust and Monopoly, pt. 2

(Washington, D. C.: Government Printing Office, 1965), p. 977.
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CHAPTER IV

FORCES CONTRIBUTING TO MERGER ACTIVITY

As previously noted, corporate growth by merger and acquisition
has had a perceptible impact upon the development of the paper and
allied products industry. To reiterate, there were nearly two hundred
mergers by the leading acquisitors. This chapter will analyze motiva-
tion; general objectives of corporations will be considered and an
attempt will be made to particularize these objectives in their rela-
tibnship with the merger movement of 1950-1965. Both theoretical models

and concrete examples will be examined.

Traditional Reasons Cited for Mergers

There are a number of authoritative reasons cited for the acqui-
sitive phenomenon which occurred over the last decade and a half. The
starting point for such citations is often a discussion of the role or
objectives of a corporation.1 St. Regils Baper Company, in describing
the function of its Long-Range Planning and Policy Committee, states:

An early task was to set up corporate strategies and objectives
through 1975, with goals defined in terms of sales and net earnings
and with forecasts of the new capital investment required to reach
them. In addition, financial guidelines were established to specify

the rate of net earnings required for each operating group in the
company in relation to investment. Standard financial procedures

1See Mergers and Acquisitions: Planning and Action, A Research
Study and Report (New York: Financial Executives Research Foundation,
1963), Chapter 1.

86
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were drawn up for evaluating gew undertakings in the light of
growth and profit potentials,

Future plans formulated by a corporation are especially significant in
terms of methods to be utilized in achieving corporate growth. These
plans may be realized either internally or externally--by joint venture
or merger acquisition.3
Corporate objectives, simple or complex, are the foundation for
all future plans and their Implementation because they provide:
a basis for decision-making and for evaluating results.  Since
merger and acquisition often have a long-term impact on a company's
operations, management should define objectives which will be
valid for a maximum period of time. Nevertheless, the definition--
and periodic review and revision=--of corporate objectives is a
continuing job since the environment in which a company operates,
and the relative importance of varigus influences on its course
of action, are constantly changing.

There emerges one basic objective around which all others seem
to revolve: growth. In a study of growth by Gardiner C. Means, his
basic conclusion is that large corporations are growing more rapidly
than all other corporations. His analysis includes an investigation as
to how this growth takes place. "A given corporation can increase the
wealth under its control in three major ways: by reinvesting its earn-
ings, by raising new capital through the sale of securities in the public

markets, and by acquiring control of other corporations by either pureh.:

chase or exchange of securities."5 Means further points out that these

zAnqggl Report: 1965, St. Regis Paper Company, 1966, p. 5.

3ibid., p. 9.

41bid.

5Gardiner C. Means, "The Growth in the Relative Importance of
the Large Corporations in American Economic Life," Richard C. Lane and
Selle C. Riemersma, eds., Enterprise and Secular Change (Homewood:
Richard D. Irwin, Inc., 1953), p. l44.
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techniques far outweigh any other such methods which might be used to

bring about corporate growth.

Since the acquiring of control over other corporations plays an

important part in corporate growth, it is appropriate fo:consider numer-

oug 1reasons,; .categorically cited, for mergers and acquisitions.

A, Financial Reasons:

1.

SN

O WwWoO~NoVW
. .

.

Exploit an opportunity

Avcid the risk of internal development programs

Use idle capital

Take advantage of a tax loss, i.e., secure one or apply
an existing one

Increase market value of stock

Effect more rapid growth

Improve on profit level or trend in present business
Secure a source of capital

Spread the business risk

Provide a market for stock

B. Operating Reasons:

1.
2

oo S~ W
P

10.
11.
12.
13.

14‘
15.

16.

Improve upon:. volume level or trend in the present business
Offset seasonal or cyclical fluctuations in the company's
present line

Satisfy customers' demands for additional services or items
Reduce dependence on a single product

Broaden the customer base

Obtain business in a new territory

Acquire new customers and new markets

Take advantage of an existing reputation

Obscure the details of the primary area of activity from
competitors through diversification and the publication of
the consolidated statement

Obtain a research and development group

Strengthen the management

Acquire particular products

Increase utilization of present resources=--any or all types
of resources which the company has at its disposal, includ-
ing physical facilities, individual skills, surplus funds.
Find opportunities to use raw materials whose source of
supply it owns

Enhance power and prestige of the owner, president, or
management ofothéigompany

Provide an outlet for frustrated interests or excess
management capacity '

Add glamour and greater interest to the company6

6Mergers and Acquigitions, pp. 40-41.
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In essence, a firm should try to identify its basic objectives when
contemplating merger activities. Otherwise, the company becomes caught
up in merger activity merely not to be outdone by other companies. In
other words, the "demonstrgtion effect" of merger and acquisition activity
is applicable--merging for the sake of merging rather than for the
achievement of a clearly defined corporate objective. It should be noted
that the above list of objectives is not necessarily all inclusive, but
many areuexempdified iR théSmBrgers which occurred during 1950-65.

Myles Mace and George Montgomery point out that methods used to
achieve corporate goals may take various forms. 'But one method, which
more and more managements are recognizing, is the process of acquisition)J
Corporate goals may, in some instances, be other than growth. An invest-
ment banker notes that companies do not always carefully consider alterna-
tives: '"The main objective of growth.through acquisition in a few cases

8 But in

seems to be to permit the executives to fly bigger DC-3s."
general, Mace and Montgomery's reasons for the acquisition of one firm
by another agree with those previously stated.

At this point, having approached the problem as a function of
the management process, a greater insight into the area of consolida-
tions may be gained by considering the primary objectives of the firm as
traditionally stated in economic theory. The primary motivation of a

given firm, theoretically, is that of profit maximization. The firm

selects that output which enables it to cover the cost of the factors of

, 7My1es L. Mace and George G. Montgomery, Jr., Management Problems
of Corporate Acquisitions (Boston: Graduate School of Business Adminis-
tration, Harvard University, 1962), p. 9.

81bid., p. 10.
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production, including the return for entrepreneurial ability. It is
further assumed theoretically that the objectives of management are
acceptable to stockholders. The traditional approach in economic theory
is based upon production. Through production, the firm provides those
goods which the consumer has displayed a willingness to purchase. Since
mergers will definitely affect production, an analysis of the production
function is an important theoretical tool to be used to gain a better

understanding of merger activity,

The Production Function
The production function is one of the basic tenets of microecono-
mic theory. Siﬁply, there is a functional relationship between inputs
employed and output realized, in the production process. The relation-
ship may be expressed mathematically:
X=f(, bc, .. .n),
X represents the quantity of goods produced, and a, b, . . . are the
factors of production. This yiclds a basic relationsﬁip between inputs
and outputs which permeates economic writings about the behavioral
patterns of individual firms. There are two aspects of this relationship
which should be noted. First, there is the technological process which,
by its very nature, :enables the producer to choose from a number of
alternatives when deciding upon the level of production. Second, since
technological facets will provide a solution devoid of some factor
costs, the consideration of all factor costs as the princiﬁal determining
factor of output will result in the selection of those precise factors to

be used to produce the desired output.9

9Sidney Weintraub, Intermediate Price Theory (Philadelphia:
Chilton Books, 1964), p. 25.
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Theory provides a number of tools to show this relationship, i.e.,
the total physical product curve. This curve denotes that a firm, in the
short run, is able to increase output by adding variable factors to a
given number of fixed factors. Given the scale of plant, reflecting
the fixed factors of production, output will increase to a maximum, a
zenith; 1f additional variable factors are employed, there will either be
no change in output, or total output will be reduced. 1In the short rumn
a firm is limited by its fixed factors. As Professor W. J. L. Ryan
points out, the number of units to be produced for a given time period
will reflect the objectives of a firm. Also, a firm is faced with a
number of alternatives when it formulates its sales plan. 'The data on
which a firm's sales plan is based are partly technical and partiy
economic."10

Technical aspects may be demonstrated through isoquant analysis.
Initially, an isoquant shows a relationship between two or more variahle
factors which are to be added to a given quantity of fixed factors. As
a consequence, the entrepreneur will expect that when all these factors
are combined, a number of production possibilities will result. The
choice, as reflected by entrepreneurial decisions, will then yield the
desired results. These results will be subject to the limits of dimin-
ishing returns.ll It is further assumed that, given fixed factors,
capacity becomes the technical limit to the model. In order to find the
best combination of variable factors, costs must be determined by incor-

porating isocost lines which reflect equal expenditures anywhere along

10y, 3. L. Ryan, Price Theory (London: Macmillan Co., 1958),p. 48.

11Ibid., Chapter 2.
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these lines. Having decided upon the expenditure for variable factors,
the entrepreneur, being a profit maximizer, will produce where a given
isocost line is tangent to an isoquant. The point of tangency will yield
the greatest output for the given expenditures, or the lowest cost per
unit to produce that given output.

Figure 5 shows the relationship between a given isoquant and a
given isocost line. For example, isocost line E/Py - E/Py is tangent to
an isoquant at point A. The significance of this point is that it refleats
the greatest output for the variahle expenditure E. Stated differently,
it means that at A, the entrepreneur will either maximize output, given
expenditure E, or minimize the per unit cost, given expenditure E, It
can be noted that points J, A, and B fall on the same isoquant, indicating
that the various combinations of X and Y at these points will‘yield the
same output. From purely a technical standpoint, there would be little
justification for selecting any particular one of these combinations
over any other combination provided this was the desired level of output.
However, a production plan is only partially technical. With the intro-
duction of cost, point A is clearly the best combination of factors X and
Y. This may be further seen by considering points J and B which, though
falling on the same isoquant, would necessitate the allocation of increased
expenditures to purchase the various combination of inputs. To reach
points J and B, the isocost line would have to shift to the right. Out-
put remains constant, but expenditures have lncreased, a non-optimal
solution.

There are two other aspects of product indifference curves which
should be mentioned. First, a brief explanation of ridge lines: ridge

lines serve as technical boundaries for the various combinations of inputs
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FIGURE 5
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X and Y. At points L, F, D, B, and C for example, the marginal rate of
technical substitution, MRTS, becomes zero. A substitution of X for Y
at these points would mean a shift to a lower isoquant. Furthermore,
the isoquant takes on a positive slope beyond these points, reflecting
that if the same level of output is to be maintained, additionmal units of
both variable factors are needed. Obviously, this adds to the cost of
production without addibg to output levels. Consequently, ridge lines
serve as the technical boundaries within which the entrepreneur should
stay. Second, the expansion path should be mentioned. The expandion
path may be succinctly described as the‘optimal output levels for the
combination of inputs X and Y, given the prices of these two factors.
Therefore, the entrepreneur, once ‘having decided upon the output, needs
only to determine what combinations of X and Y will be necessary to reach
the point of intersection of the expansion path with the selected output,

as shown by the appropriate isoquant.

Determination of Output

In order to determine the best output of a given firm under the
profit maximization constraint, Rule I is applied. Rule I briefly states
that a firm should produce where marginal cost is equal to marginal
revenue. At this point, the firm will either maximize profits or mini=
mize losses. The latter is applicable only in the short run. The former
is applicable in both the short and long run. However, Rule I does not
of itself reveal a profit or loss situation. In order to determine
profits or losses, attention must be directed to Rule II, the relation-
ship between average cost and average revenue. If AR = AC at the desired

output, then the firm is operating at the break-even point. Such a
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relationship is further characterized for the fiirm as one in which normal
returns or normal profits are being realized. On the other hand, if
output is characterized by AC> AR, usually a short run phenomenon, the
firm is said to be experiencing economic losses. Should the firm find
itself in a position where ARD> AC, economic profifs would be reéiizedl
It is this last situation to which George Stigler refers to as one of the
purposes of mergers. Mergers are often undertaken to achieve a monopo-
listic position within the i.ndustry.l2 The assumption is that if a firm
can achieve such a position, the chances of realizing an economic profit
are enhanced.

At this point the concern is with the scale of operations for a
given firm. Traditionally, scale refers to the production possibilities
function which was discussed earlier. Growth is often reflected by
greater scale of plant, As a firm grows it will become increasingly
specialized which, hopefully, will lead to economies of production.
"Looking more closely at the economies arising from an increase in the
scale of production of any kind of goods, we found that they fell into
two classes--those dependent on the general development of the industry,
and those dependent on the resources of the individual houses of busi-
ness engaged in it and the efficiency of their management; that is,
into external and internal economies."!3 An attempt to realize these

economies is one of the reasons cited in support of mergers.

12George J. Stigler, The Theory of Price (3rd ed.; New York:
Macmillan Company, 1966), pp. 230-238. :

13Alfred Marshall, Principles of Economics, Vol, I., Text, with
annotations by C., W. Guillebaud (9th ed.; London: Macmillan and Co., Ltd.,
1961), p. 314.
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Economic: theory states that in the long run a given. firm may be
faced with increasing, constant, or decreasing returns. - Whichever situa-
tion is encountered will be significant in terms of prices to be charged
and profits, either economic or normal, which will be realized. First,
if a firm has constant returns to scale, it will experience, over the
long run, approximately the same minimum average cost as the scale of
production increases, allowing the price to remain constant. Second,
decreasing costs will result in a diminishing minimum per unit cost.
Moreover, assuming entry is possible, the price of the product will tend
to fall over a period of time. Lastly, the firm, which is faced with
increasing costs such as a period of inflation produces, will find that
as the scale of plant increases; internal economies will be ovetrcome by
greater internal diseconomies to scale. The firm will,iﬁn order to
maintain normal returns, be faced with the need to raise the price of
its product in order to cover these increased costs. Over the last few
years, the general level of industrial prices has increased. This upward
spiral reflects the increased cost of production, apparently echoing

the phenomenon of cost-push inflation.

Acquisitions, The Modus Operandi, For Growth

All companies formulate an operating plan, part of which is the
provision for growth. The paper and allied products industry has been
faced with an increasing demand for its products, which stresses the
need for provisions to keep pace. The choice of expanding its capacity
may be achieved by a number of acceptable techniques: internal onc
external expansion--joint ventures, mergers or acquisitions. Further,

it is assumed for the purpose of this analysis that internal growth will
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be coincidental with other techniques. Internal growth is dependent
upon the amount of funds allocated by the firm for capital improvements
which is included in a typical operatiomal plan. Here the analysis is
not concerned directly with internal growth, but rather with those factors
upon which management bases its decisions for acquiring another firm.
In other words, how are mergers utilized in order to realize a firm's
operational plan?

a. Demonstration Effect:

Edward McSweeney, a management consultant, when discussing the
merger era of the 1950's, wrote: 'Only time will tell whether the current
wave of mergers and acquisitions has been built on a firm foundation or
on political quicksand."14 He begins his analysis by noting that in a
recent issue of The Business Record, "four pages of small type were
required to list mergers and acquisitions reported in a 30-day period.
And experts estimate that, due to SEC regulations and closely held
businesses, less than 50 percent are actually reported to the public."15
To give support to the proliferation of merger activity, McSweeney cites
"an abridged list of companies engaged wholly or to a substantial extent
in the paper industry, stocks of which are publicly held, which have
acquired other companies by purchase or merger since 1953."10  For the
period 1953-1958 he shows where 68 different companies acquired 159

companies. To this list he adds a supplement for the periéd 1958-1960,

a period in which 91 different companies acquired approximately 170

Vg gwara McSweeney, '"Urge to Merge: Story of 50's," Pulp and
Paper, June, 1960, p. 75.

L1pid., p. 74.

161pid., p. 75.
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companies. Included in the totals are those companies not only acquiring
other companies, but in a number of cases, these companies found thems::
selves being acquired by someone else at a later date.l7 It would appear
that based upon the sheer volume of mergers and acquisitions which have
taken place within the industry during the past decade or so a "demon-
stration effect" is apparently one of the motivating factors underlying
merger activity. |
b. Integration

The industry has been characterized by the term “integrated
paper company." How does the term apply? A paper company processes
trees into paper which is sold to converters which, in tufn, convert
the paper into various product lines which the ultimate consumer desires.
These products are sold to wholesalers or distributors, and the latter
provides the_paper merchants with the products. It is the merchant who
provides the retailers with the products produced by the industry. Inte-
gration means to control the several steps between the paper producer
and the paper merchant who sells these products.

Consider the case of the West Virginia Pulp and Paper Company.
"Whereas we were servicing only a few hundred customers 15 years ago,
our customer list today runs to more than 11,000. Whereas 15 years ago
our sales and service deéartments numBered less than 50 employees, today
these departments consist of nearly 800 employees."18 These statements
reflect the ever expanding role taking place within the company as it

moves in both horizontal and vertical directions. However, West Virginia

171big., pp. 75-78.

18Annual Re ort: 1959, West Virginia Pulp and Paper Coupany, p.28.
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adds "Growth for growth's sake will be aAvo:l.ded."]'9 Nevertheless, par-
tially due to mergers, the company has found itself becoming more in-
volved in direct consumer sales.
c. Diversification

Diversification is a catchall term which is often applied to
merger activities; yet, its meaning is as varied as the mergers and
acquisitions to which it is applied. The term may be framed in a
set of definitions that Michael Gort developed in his study for the
Nationa]. Bureau of Economic Research in which he defined his concept of
diversification:

Diversification may be defined as an increase in the heterogeneity
of markets served by an individual firm. Heterogeneity of produc-
tion is distinct from diversification if it involves minor differen-
ces of essentially the same product, or if it takes the form of
vertical integration.
Gort's definition notes that diversification is related to markets
served by an individual firm.

An example of product extension, or greater product heterogemeity,
may be seen through the terms of the agreement to merger between The
Mead Corporation and the directors of Westab, Inc., the latter becoming
a wholly owned subsidiary of Mead. '"The move adds a fourth major area
‘of service for Mead with markets in education, business, and communica-
tions. Mead President G. H. Pringle said when the plan was announced,

'With Westab's familiarity and experience in serving the important _

market combined with Mead's technical know how, we can make a contribution

¥31pid.

2oMichael Gort, (o) a A
Industry, A Study by the National Bureau of Economic Research, Princeton
University Press (Princeton, 1962), p. 8.
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to the field of education that neither company could make separately.'"Zl
School supplies account for the bulk of Westab's sales. However, the
raw materials used by Westab have been purchased from outside suppliers,
half of which are covered by long-term contracts with such companies as
Champion and Crown Zellerbach.22 The merger, thereby, has created a
new area around which Mead can plan new units as well as provide the
nucleus from which the parent company can service the educational scene.
The addition of Westab complements other product areas handled by Mesad.
For example, their Sargent Art Division p;ovides a broad range of art
supplies-~crayons, oil paints, water colors, chalk, etc.--to augment

23 Obviously, there appears to be an

the company's line of art papers.
ever expanding market in the growing field of education. Mead, which has
excellent merchant facilities, has,gained greater product heterogeneity
by acquiring Westab which had, at the time of merger, established a
nationwide market for its products.

The impact upon Scott's product lines through its acquisition of
the Soundview Pulp and Paper Co., the Detroit Sulphite Pulp and Paper Co.,
and Hollingsworth and Whitney Co. was significant. Thomas B. McCabe,
the President of Scott Paper Company, in discussing these mergers wrote:
"The recent additions of plants and timbeflandg represented the extension
of a major plan that had its first important stimulus in 1951 through the

acquisition of Soundview Pulp Company's pulp mill... . the site was ideal

construction of a paper mill which is now operating with four modern

21Drexel Harriman Ripley, op. cit., p. 22.

221p44.,

23Anpual Report: 1966, The Mead Corporation, p. 17.
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paper machines.“zé The underlying motivation for Scott's plan for
product integration was: "For better control of costs, improved customer

services and more efficient operatioms. . .,"

and "The strategic locations
of the newly added plants prpvide the opportunity not only for improving
the efficiency of the Company's operations but for its further development
and growth."23 Scott, through its acquisition of the Detroit Sulphite
Pulp and Paper Company, gained entrance into another new prodﬁct area. In
this case, it not only gained additional pulp and paper facilities, but
more importantly, it now became a producer of wax paper, a ﬁfoduct line

in which it had no previous production capabilities.

- Though not within the scope of this study, a recent merger agree-
ment between Scott and the S. D. Warren Co., a maker of high grade
specialty costed papers, is a good example of product heterogeneity. "It
ﬁas not so much Warren's size that made the merger noteworthy. . . Rather,
it was the strategic implication of Scott's entry into a paper area that
it had so far studiously avoided."26 Furthermore, the president of Scott,
noting that even though the company's sales were increasing at 5 percent
each year, these sales were being seriously challenged by the aggressive
entrance of Procter and Gamble and Georgia-Pacific into the tissue market,
Scott's-traditionally strong market area. 'The Warren acquisition marks
a major move for Scott into a fast growing segment of the high-quality

printing-paper business. . . which provide about 80% of Warren's total

2
sales." 7 The significance is, according to Forbes, that Scott has ceased

24Annua1 Report: 1955, The Scott Paper Company, p. 2.

251h4d.

26up0sing Tts Purity," Forbes, April 1, 1967, p. 35.

271pi4.
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to be one of the last true specialists in American industry. Scott,
finding its traditional territories invaded, moved into other product
areas in order to preserve its corporate profits--the yardstick by which
successful management is judged. An underlying motivation for mergers
becomes apparent--self-preservation. Scott, by remaining relatively
specialized, was faced with a choice of either a price war to retain its
existing markets, or diversification into other areas. It appears, how-
ever, that the latter afforded the company more latitude in its marketing
decisions.

St. Regis, one of the most active acquisitors, has enhanced its
product density by means of comsolidation. Through the early 1950's, the
company was primarily engaged in the manufacture of paper, multi-wall
bags, and laminated plastics. "Today, St. Regis is one of the most diver-
sified packaging g{pducers in the world. . . it has 76 converting plants
making corrugated boxes, folding cartons, multi-wall bags, plastic bags,
flexible packaging, envelopes, gumméd tape, reinforced papers,.protective
papers, specialty coated papers, paper plateware, school supplies, and a
variety of special packaging materials. . . Entry into the manufacture
of all these converted products gave the company a new stability, neutral-
izing adverse effects of cyclical swings in individual markets."?® 1In
addition, growth in converting has lead to further integration of the
manufacturing process; the company provides the starting materials as
well as those needed to provide the final product, adding value through-
out the process. An important facet of this growth is directly attribut-
able to the numerous acquisitions which the company has completed over the

last decade and a half.

28Annual Report: 1965, St. Regis Paper Co., p. 17.
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The merger of St. Regis with the American Sisalkraft Corporation
is a good example of how a company increased its product diversification.
Tﬂe principal products of the new addition are reinforced kraft paper
consisting of sheets of kraft paper bonded together by asphalt or a
non-staining adhesive, with fibers of sisal or glass embedded in the
bonding material for reinforcement. "A promising new development of this
division is Pyro-Kure, a permanent and non-corrosive adhesive that imparts

n2? The importance of the

flameproofing properties to barrier papers.
merger to St. Regis is that it not only added diversification to the
domestic market but extended as well the company's scope in its inter-
national operations. A similar merger was completed in the same year
when St. Regis acquired Howard Paper Mills, Inc. through an exchange of
stock. The principal products of Howard are printing and fine business
papers, qffset, envelope and map papers. Howard, at the time of merger,
had begun to manufacture check base stock adapted to the special require-
ments o% automated check sorting in banks.30 The merger added another
important converter as well as adding depth to its product line. Other
examples of how St. Regis further diversifieéd its activities, especially
in converted products, were the acquisitions of the Pollock Paper Company
and the General Container Corporation in 1955. At the same time St.
Regis had completed negotiations for three other companies--The Ajax Box
Company, the Gummed Products Company, and The Chester Packaging Products

Corporation. The combined sales of the five companies would, at the time

of their acquisition, add in the neighborhood of $60 million to the annual

2%Annual Report: 1960, St. Regis Paper Co., p. 18.

301pigd., p. 11.
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sales of the parent company. A few of the products the companies pro-
duced are: corrugated fiber boxes, corrugated and embossed wrapping and
display materials, box tape, kraft sealing tape, printing papers, and
bread wrappers. The Pollock Paper Corporation derives the major part of
its business from waxed paper products, namely bread wrappers. The
company also has a paper mill, a research laboratory, and a special
machinery manufacturing shop. In addition, it conducts a substantial

31 Overall, it becomes

paper distributing business in the Southwest.

apparent that the acquisition route which St. Regis pursued enabled it

to add greater product heterogeneity. ''St. Regis has more than doubled

in size since 1954 when it undertook a major expansion and diversifica-

tion program aimed at broadening its product base. . . The rapid growth

which has been brought about through acquisition of other companies.

has resulted in fuller integration of both production and marketing opera-

tions."32—
The growth of Kimberly-Clark has somewhat paralleled that of St.

Regis. Kimberly-Clark also experienced its greatest expansion during the

1950's with acquisitions playing an important role. It began its acquisi-

tion program in 1951 by acquiring the Munising Paper Company, makers of

specialty papers.33 Since that time, it has merged wigh the International

Cellucotton Products Company, which has become the marketer of the

company's consumer products; the Peter J. Schweitzer Company, the world's

3lAnnual Report: 1955, St. Regis Paper Co., pp. 8-11.

328t. Regis Paper Company, St. Regis in Brief, New York, 1964.
Mimeographed.)

33Kimberly-Clark Corporation, A Brief History (Neemah: Kimberly-
Clark Corporation, 1966), p. 4.
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leading producer of precision thin papers; and the paper wholesaling
firm of Blaker, Moffit and Towne, adding not only diversification to the
parent company's product line, but providing entrance into a new market
area--the western states, Later, the American Envelope Company and the
Neenah Paper Company, a cotton fiber business ﬁaper producer were
acquired.34 The sum total of the new additions to the corporate struc~
ture has played a major role in helping Kimberly-Clark become one of the
most diversified manufacturers of paper and forest products.

At one time the Union Bag-Camp Paper Company, Union-Camp, was
basically a bag and paper company. Today it markets a diversity of
forest and paper products. Here again mergers played a significant role
in the change. In fact, the Union-Camp Corporation was the result of a
1956 merger between Union Bag and Paper Corporation and the Camp Manu-
facturing Company. The latter began as a lumber manufacturer and did not
enter the paper products field until 1936. The combination was quite a
natural comsolidation, with Camp providing bhezHBakkgrdarddeini fohestry and
forest products aidd Union Bag providing broad knowledge of the paper
products field. Moreover, Union was not without extensive land holdings
at the time of the merger. In fact, in 1955 the company had nearly one
million acres.35 Four years after the merger, Union-Camp further
broadened its product line by acquiring the River Raisin Paper Company
which produces solid fibre board and specialty corrugated boxes and now

36

operates as a separate division. "This acquisition added to our =ns51w

34Kimberly-Clark Corporation, Information: 1967 (Neenah:
Kimberly-Clark Corporation, 1967), p. 14.

35Annual Report: 1955, Union Bag and Paper Company, p. 10.

36Annual Report: 1960, Union Bag-Camp Paper Corporation, p. 7.
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resources a northern mill producing corrugated and solid fibre boxboard
entirely from reclaimed Eibre. Also included were box converting plants
in &ix important industrial markets in -which we previously'did not have
producing facilities."37 Another acquisition the company completed was
that of the W. T, Smith Lumber Company which was announced first in
September of 1965. This enhanced product diversification in that it
expanded the company's capacity and enabled it to convert primary mill
products into final products used by the ultimate consumer. In addition,
the acquisition provided the company with nearly 220,000 acres of prime
timberlands, which will be used for the purpose of entering the plywood
field. '"Technological strides which ha;; made it possible to produce
high-quality plywood from Southern pine open up a gapidly growing new

n38 The acquisition enabled Uﬁion-Camp to broaden the

market for us.
market base for its Lumber Division.

Throughout the discussion of diversification, the concern was’
primarily with the concept of product heterogeneity by which the acquir-
ing companies were able to broaden their product mix. Companies which
had been characterized as operating primarily in one sector of the indus-
try now found themselves moving into production areas closer to the sup-
plier. The companies were doing this by gaining increased manufacturing
capabilities in the area of forest products. It would appear that the
companies were not so much trying to effect economies to scale as much as
they were trying to overcome the vicissitudes of the markets faced by

their products. Perhaps the term "spreading the risk" might better

describe one of the most significant reasensifior these mergers. In other

371bid., p. 6.

38Annual Report: 1966, Union-Camp Corporation, p. 18.
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words, the corporations found themselves in an industry which often as
not was faced with capacity outrunning the demand for their products.
Thus, prices were in general kept fairly constant.;- Faced with increasing
césts of production, it would seem that one way to overcome these increas-
ing costs would be through the acquisition of the sources of supply.
Apparently, this has played an important role as a motivating force behind
those mergers just discussed.

Not only have these companies become active in all areas of
forest products, but forward integration has enabled them to become
active as merchants. The Mead Corporation is an example with its merchant
sales representing approximately one-third of the corporation's total
sales.39 The role of merchants has become significant only in the last
decade or so. Until say the early 1950's, the function of the merchant
was handled primarily by independent paper companies and, in general, the
major manufacturers were not significantly involved at this level. On
the other hand, as was cited in the case of Scott Paper, though not
necessarily unique, the company found its traditional markets being
invaded by vigorous new entrants. The competition by the newcomers was
of both price and non-price, Thus, the diversity these new entrants
enjoyed in their product lines provided them with the ability to shift
into those areas which current consumer demand appeared strong. This
ability to change has in itself become another strong motivating force
behind the merger movement within the industry. The ubiquitous nature
that the firms within the industry have assumed has been a most dmportant
factor underlying the acquisition of one firm by another in order to

achieve greater product heterogeneity.

39Annua_ll Report: 1966, The Mead Corporation, p. 2.
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d. Market or Geographical Extension of Production

The preponderance of the mergers covered by this study can be
broadly classified as "b:eadth" mergers. In a merger of this type, the
acquiring company is already producing the same products as those being
produced by the acquired company. A merger brings about no change in
product heterogeneity. However, the emphasis here will concentrate on
determining the impact of mergers on market heterogeneity. MNincweppomic
theory, it is usual to propose cross-elasticity of demand as a basis for
identifying separate markets . . . If cross-elasticity is high, the
products are close substitutes and, hence, belong to the same market; if
it is low, the products belong to separate market."#0 As a result,
mergers are a means of ingress to new market areas when cross-elasticity
of demand is high.

The importance of market extension mergers appeared in the 1940's
and continues to appear in the sixties. '"In the case of paper, the
dominant form of acquisition has been the extension of operations into
allied fields such as kraft paper and pape‘vboard."41 This FTC report
further states that of the 67 mergers studied in the paper and allied
products industry, 71 percent were classified as being horizontal.42

Of the mergers studied, the majority were either market or geo-
graphical extension. Robert M. Allan states:

The probability of a successful acquisition diminishes as manage-

ment moves farther from what it knows best. This suggests that it
is appropriate to require that a prospective acquisition "fit" the

40Gort, loc. cit.

41Federal Trade Commission, Corporate Mergers and Acquisitions,
(Washington, D. C.: Govermment Printing Office, 1947), p. 22.

421pid., p. 13.
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acquirer, that the acquired and the acquirer have many things in

common. This criterion may be satisfied by a similarity in customers,

so Fhat sgills in marketing and distr?bution carry over, or by sigg-

larities in production technology or in research and engineering.
Thus, it would seem understandable that market extension or geographical
mergers would enable the management team of the acquiring firm to better
comprehend the operation of an acquired firm which produces similar
products.

Merchants play an ever-increasing role in the contribution to the
overall growth of a number of corporations. This is especially true of
Mead. Mead has utilized mergers to obtain inroads into this area as well
as to gain wider geographic outlets for its products. In 1961, the
Corporation acquired Beecher Peck and Lewis Papers, Inc. which handles
both fine and coarse papers and related items. The significance of this
merger was that the acquired firm had been a long-time distributor of
Mead grades with a sales force and warehouse facilities in Detroit and
Flint. Thereby, Mead gained a direct outlet in this geographic market
area. At the same time a half-interest was acquired in the Nolan Paper
Company, which handled products identical to those of Beecher, but its
products were sold throughout Southern California.‘ The acquisition
enabled Mead to construct "A large, highly functionalized warehouse.
on a strategic industrial location in Los Angeles, to provide West Coast
customers the same swift and efficient service as our Jersey City ware-

house has been offering East Coast customers since early 1963."44 N T

BN

43Robert M. Allan, Jr., "Expansion by Merger," William W. Alberts
and Joel E. Segall, eds., The Corporate Merger (Chicago: University of
Chicago Press, 1966), p. 104.

44Annual Report: 1963, The Mead Corporation, p. 4.
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Again, an acquisition was utilized by the company to gain access to a
new market area.

The year 1961 illustrates how effective mergers can be in gaining
wide geographical distribution of markets. In February of that year,
Mead acquired the Chatfield and Woods Company and its subsidiaries. Its
eleven locations serve important markets in a region from Nashville to
Buffalo. The Dixon Paper Company was added in October with its nine

branches serving the Rocky Mountain states. Then, in September, three

45

Iowa companies were acquired. These acquisitions illustrate important

trends in the growth of Mead. A statement, establishing such mergers in
the pattern of the company's operations and their significance to the
future of the corporation readsas follows:

For 25 years a swelling proportion of our fine paper production—has
been devoted to "merchant grades," paper for commercial printing,
business papers, and similar grades sold through independent paper
merchants. These merchants, enfranchised to handle the grades of
the Corporation and two of its subsidiaries, Chillicothe Paper
Company (acquired in 1955) and Gilbert Paper Co., now number in the
hundreds. They represent many other suppliers besides Mead. The
loyalty and cooperation of these merchants play an essential role
in our fine paper distribution, since about a fourth of the Corpora-
tion's total sales are merchant sales. The report states further
the role of the other acquisitions: The two Iowa container plants
add a significant new dimension to our pattern of container produc-
tion and distribution. With the exception of the container plant
at Fort Smith, Arkansas, . . . Waterloo and Fort Dodge are Mead's
only container operations west of the Mississippi.

As a result, these acquisitions helped Mead obtain greater market
heterogeneity.
Another company which has turned to mergers as a means of gaining

access to new geographical markets is Champion Paper. This company

45
Annual Report: 1961, The Mead Corporation, p. 4.

461pid., p. 5.
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has only recently turned to mergers when nearly all such mergers came
about during the sixties. As in the case of Mead, merchant sales have
become an important aspect of Champion's development. In 1960 two con-
verting companies were added: Buffalo Envelope Company and Montag, Inc.,
located in Buffalo, New York and Atlanta, Georgia, respectively. '"Montag,
one of the largest and finest éompanies in its field, manufactures and
markets a line of tablets and stationery, including the BLUE HORSE brand

w47 Thus, the company

of school supplies so well known in the southwest.
gained both diversification of product and markets through acquisition.
The relationship with the companies provided Champion with a greater
insight into the needs and requirements of this segment of paper con-
verting. This helped the company serve more effectively all of its
envelope and tablet customers. Nevertheless, the company sold Montag to
Western Tablet and Stationery Corporation within a year. Soon after, the
company noted, "Already substantial improvement in the Company's rela-
tions with tablet converting customers and consequent increases in ton-
nage sales of tablet paper have been experienced."48 It is assumed that
the company faced reluctance on the part of other converters to purchase
Champion's products as long as Champion was a competitor in the tablet
field. A quick exit proved to be a way of regaining the lost sales.

One of Champion's largest acquisitions was completed in 1961 when
negotiations with the Whitaker Paper Company were concluded. "Whitaker,

one of the oldest and most successful paper merchant distributors in the

United States, with sales of about $48,000,000, has its headquarters in

47Annual Report: 1960, The Champion Paper Company, p..8.

48Annu_§l Report: 1961, The Champion Paper Company, p. 4.
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Cincinnati, Ohio. It warehouses and distributes a broad range of fine
and coarse papers and many other products to printers and other users in
the Eastern section of the United States. Whitaker will continue to
market paper and other products of diverse mapufacturers.“49 The distri-
bution capabilities of the company were greatly enhanced by Whitaker.
This is especially significant when coordinated with the distribution
capability of the rest of the company, including the Carpenter Paper
Company, which was added but a few months earlier. "The acquisition of
Carpenter Paper Company, one of the largest and most successful paper
merchandising organizations in the world, shifted the Company's balance
heavily in the direction of the marketplace."50 As a result of the two
mergers, not only did the company find itself operating over a larger
geographical area, but found its corporate function greatly changed. The
Distribution Division was soon established as the company's nationwide
wholesale paper distribution system consisting of the Carpenter Paper
Company in the West, the Whitaker Paper Company in the East, and seven
midwest paper merchants companies. The division soon encompassed major
wholesale distribution centers in 48 cities, each operating on a regional
bas.'lss.51

Another company gaining a greater density of market penetrations
through mergers was the St. Regis Paper Company. In June, 1955,38t. Regis
acquired all outstanding stock of Pollock Paper Corporation. The company

1

has twelve plants, with sales approximating $35 million a year. l.i:

491pbid., p. 5.

5OAnnual Report: 1961, Champion Paper Company, p. 4.

5lpnnual Report: 1962, Champion Paper Company, p. 6.
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This acquisition not only increased product heterogeneity, but resulted in
greater market heterogeneity. During the same period, St. Regis added
the General Container Corporation and its subsidiaries, having nine
plants spread through the northern industrial area from Dubuque, Iowa
to Cohoes, New'York. Coincidently, the company added new facilities in
Chicago and Troy, Ohio. In 1960, through the purchase of Schmidt and
Ault, the company gained better access to converters and merchants in
the middle Atlantic and northeastern states. The acquisition of modern,
well-equipped corrugated box plants in Minneapolis, Minnesota, Jersey
City, New Jersey,‘and Jacksonville, Florida, have broadened the national
coverage of St. Regis--adding plants in new areas as well as strengthen-
ing fhe-company's position in many market centers of primary importance.52
Early the same year, the Sherman Paper Products Corporation qf Newton,
Méssachusetts, with plants located in Chicago and Los Angeles, and the
Central Waxed Paper Company, a Chicago based firm, were acquired. 1In
general, the majority of the acquisitions which St. Regis completed
during the pefiod covered were basically market extension mergers.

Through a number of mergers, each corporation in this study was
able to significantly add to its market heterogenmeity. On the surface,
it is difficult to differentiate between geographical (market extension)
and diversification mergers. Frequently the two are inseparable, Never-
theless, certain facets of a merger tend to suggest that one broad cate-
gory, say market extension, would be more applicable than product exten-
sion. Consider a few acquisitions which West Virginia Pulp and Paper

Company compleéted in the late fifties. The company had developed a new

52Annual Report: 1960, St. Regis Paper Company, p. 13.
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product, trade marked CLUPAK, and using this product as a base, an exten-
sion of the company's converting operations was undertaken and a new
department was created to establiéh a distribution system. To broaden
the line of production, the Fulton Bag and Products Company, with faceoii
tories in New Orleans and St. Louis, alang with the factories of Arkell
and Smiths, at Mobile and Wellsburg, West Virginia, were acquired. In
addition, a factory in Torrance, California was leased for twenty years,
This was the company's first actual operation on the West Coast. Virginia
Folding Box Company, added earlier in the fiscal year, was already
extending its distribution into wider markets. These mergers denote that
West Virginia was already producing the product at the time of the merger,
and that geography was a paramount issue,
e. Research and Development

Another motivation for acquisition is the desire to gain tech-
nical know-how. A large corporation with substantial financial resources
may acquire a smaller company which has developed new techniques. Or,
the desire may be to bring the research staff of a company into the parent
organization. There were a number of these types of mergers within the
paper industry. They are considered 'negative space" mergers and carry
the parent company into areas of production in which it had not previously
ventured. Moreover, the operation of the newly acquired firm is unique--
there is no comparable activity within the parent company which provides
management with anything but limited experience with the new product
line.

The best'example of a research and dévelopment merger is that of
Scott Paper Company. In 1965 Scott acquired the Plastic Coating Corpora-

tion and the Tecnifax Corporation and its affiliates. 'The addition of
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these companies, with their talented and imaginative staffs, has given
added zest to our respective research and scientific programs and has
contributed materially to Scott's plans for product diversification."53
'The importance of these acquisitions is the simple fact that these
companies make products and serve ﬁarkets which are entirely new to Scott.
"With increased knowledge of these companies gained in the intervening
months, we now see even greater promise in their futures than we did at
the time of acquisition . . . We are particularly pleased with the
number of new product possibilities which they have in various stages of
development$P54 Consequently, Scott was able to enter new areas as well
as acquire new product lines which were better exploited through the
vast resources made available to the parent company.

This represented a unique move on the part of Scott. Scott was
characterized as a specialist until the 1960's, and this was truly an
unprecedent event. Through the acquisition, Scott became important to
the reprographics industry. Along with its subsidiary companies, the
acquired corporations possess’" ., . . a base of technical knowledge and
production skills matched by few companies."55 They make a full range of
reprographic products--photographic film bases, a variety of engineering
reproduction materials and equipment, office copy paper, offset plate-
making systems, and data recording materials. Tecnifax, an acknowledged

leader in the diazo field, produces diazofilm, a chemically-sensitized

transparent film., It is used with information storage and retrieval

53Annual Report: 1965, Scott Paper Company, p. 1.
541bid., p. 5.

55Annual Report: 1966, Scott Paper Company, p. 5.
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systems which makes it possible to condense a truckload of paperwork
into a shoebox.9® Since the company also makes diazo reproduction
equipment, overhead projectors and complementary visual aids, Tecnifax
serves, as well as creates, markets which are beneficial to Scott's growth.

Through the continuous strengthening of its research and produc~
tion capabilities, Plastic Coating has become an important producer of
photo-electrostatic copying material. A pioneer in the development of
photo-electrostatic office copying techniques, the company is a sppplier
to the convenience copying market. It has also designed and developed
one of the most efficient systems now in use for pr;ducing electrostatic
office offset masters, aﬁd has developed a unique covering material known
as Kivar which is extensively used on books. Théh:photographic industry
provides another rapidly expanding market for its products. Nearly every
domestic manufacturer of amateur, commercial and industrial photographic
products is a customer--Pclaroid Corporation is one of the most impor&s.:
tant.>’ Thus, it is ﬁot difficult to see that mergers based upon research
and development are noteworthy in corporate development. Obviously,
Scott has entered a growing field which should prove profitable in both
the short and long run.

West Virginia also increased its research facilities when it
acquired Hinde and Dauch. From this merger several new techniques have
evolved; one is the development of improved surface liner board. St.
Regis gained a foothold in molded plastics by acquiring all the capital

stock of Michigan Panelyte Molded Plastics. Over the intervening years,

561pid.

571pid., p. 7.
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the new markets served by the acquired company have grown as the utiliza-
tion of plastics has increased. Champion's packaging division received
a tremendous boost in 1962 when the company acquired Dairy Pak Inc.,
one of the nation's largest producers of milk cartons and packages for
dairy foods. The acquisition was motivated partly in order to produce
plastic-coated instead of wax-coated milk cartons. Another venture of
the company was in 1960 when it assumed partial ownership of the Vaculite
Corporation. Some stock is owned by National Research Corporation which,
originally, developed the Vaoilite process. Technical problems were
complex, especially those in the develbpment of a base paper suitable
for vacuum metallizing. These were eventually solved by Champion's
research effo:ts. Here the basis of the acquisition was to complement
technical know-how, and to enable the company to gain promising future
markets. |
f. Other Motives for Merging

There are a number of reasons for mergers which fall into cate-
gories other than those already mentioned. In addition to domestic
market;extensionhmergers, the role played by consolidations in inter-
national markets has provided the industry with perhaps its brightest
potential. In many cases, paper products enjoyed in America are either
unknown or extremely scarce throughout the rest of the world. Unfor-
tunately, many countries look unfavorably on the development of domestic
markets by outside interests. Sometimes this problem is alleviated by
the acquisition of a domestic producer. The acquiring company gains a
valuable asset when local persomnel are working for the enterprise. In
addition, the channels of distribution already exist. The market is not

a totally unknown quantity. And, in many instances, there is less
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pressure from the host country when existing facilities are acquired,
since, for all practical purposes, the status quo appears unchanged.

At one time or another all the companies in this study acquired
the facilities of a foreign based paper products company, either directly
or through an acquisition completed by a subsidiary. The importance of
international marketing is becoming increasingly more significant in
overall corporate growth. In discussing Scott's international interests

in the 1966 Annual Report, it was noted that the Company's growing

involvement in the international market is one of the most exciting new
directions which the Company has pursued in recent years. 'Since its
first investment in an overseas affiliate twelve years ago, the Company's
foreign interests have expanded at a rate about three times as fast as
its domestic 0perations."58 Scott affiliates are located in 13 countries
having a market potential of 400 million people. Whereas per capita
paper consumption in the United States is well over 500 pounds a year,
foreign consumption is only a fraction of that amount, illustrating
the potential for growth in these markets. The report also describes
the sales growth of these affiliates:
Last year's sales (1965) by Scott affiliates totaled approximately
$100 million, an increase of more than 50 percent in two years.
Scott's affiliates, producipng more than 200 different paper
products, operate 28 paper machines at 18 locations. In nearly all
cases Scott shares ownership of the affiliates on a 50-50 basis
with nationals of the countries involved.

Scott has built its international activities on the basis of partmership

with members of the host country. To understand how Scott developed

Lo

SSAnnqgl Report: 1966, The Scott Paper Company, p. 13.

Ibid.
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these miarkets, it would be of benefit to review the company's philosophy
when it initiated its first foreign association. ‘

Scott's foreign investment program, including the acquisition of
foreign companies which would produce and sell products under their )
trademark, was initiated to enable the company to control quality and
trademark usage. The program was started, like the programs of so many
other companies, in the mid-fifties when Scott invested in Westminister
Paper Company, Ltd., of British Columbia, and in Comparria Industrial de
San Cristobal, S. A., of Mexico. '"We believe that an effective means of
establishing the harmonious and successful operation of a business in a
foreign country is by sharing ownership with its citizens. Their own
special skills and abilities in the development of local resources and
market potential will effectively supplement Scott's experience in
research, manufacturing and distribution."60 This approach is highly
commendable; of all the foreign companies with which Scott has become
affiliated through 1965, only three were owned entirely by Scott, two
of which are in Canada.

Partnerships formed between American business firms and foreign
manufacturers have made technical and manufacturing knowledge, developed
in the United States, available to countries throughout the world. For
instance, St. Regis held several international meetings in Europe for
" the management, technical, and marketing personnel of their licensee
companies. St. Regis also has wholly or partially owned affiliates in
18 countries, with the Republic of South Africa alone having nine such

plants. These firms significantly reduce the United States' unfavorable

60Annual Report: 1955, Scott Paper Company, p. 2.




120
balance of international payments. St. Regis is carrying out its
program of new investments by its overseas financial reserves, and by
borrowing in several foreign capital markets. In addition, the overseas
converting companies are large users of St. Regis kraft paper and paper-
board (their purchases further aid the international payments program).61
Moreover, the company has concentrated its foreign development in paper
converting and packaging operations, thus adding strength to U. §.
exports.

A recent venture of the Mead Corporation affords insight into
how a given partnership works., 1In 1964, Mead joined with Societe
Industrielle et Agricole de la Somme (SIAS) to launch a new packaging
plant in Paris. It is now Mead-Habermachey, and it is based upon the
acquisition of a carton manufacturing firm of long standing in France.
"Progress so far has justified our confidence in the new venture, which
blends the technology and market techniques learned throughout the years
in the United States with the specialized knowledge of the European
market contributed by-SIAS and our own marketing office in Paris.'"0?

Foreign affiliations can smooth entrance into new markets.
Kimberly-Clark's venture into Australia demonstrates: a major barrier
to expansion in that country was removed when Kiﬁberly-Clark entered
into a working agreement with the Australian Paper Manufacturers, Ltd.
The agreement allows the company's subsidiary access to an assured
supply of the quality materials Which‘it needs to operate. At the same

time, the company acqﬁired a controlling interest in Societe Sopalin,

61Annual Report: 1966, St. Regis Paper Company, p. 20.

62Annual Report: 1964, The Mead Corporation, p. 10.




121

a converter of tissue and paper products in France and North Africa.
- Co-shareholder in this venture is Societe Anonyme de Papeteries Darblay,
an established manufacturer of a wide range of paper products. The
association further illustrates a typical method employed to enable an
American corporation to gain admittance to a foreign market. By combin-
ing with another company, usually from the host country, a merger is
completed. As in the case of Sopalin, the firm was utilized as a plat-
form from which the acquiring company could launch the sale of its trade-
marked consumer goods. Thus, Kimberly-Clark was able to gain a foothold
in France and Central Europe.

In addition to joint ventures with foreign companies, there were
a number of affiliations undertaken as domestic joint ventures. An
example is the Georgia based Brunswick Pulp and Paper Company of which
Scott and Mead are coequal owners. With the joint control of the two
owners, Brunswick has gained access to large sums of capital to refinance
its former indebtedness as well as to add to its production capabilities.
Thus, the availabilities of Scott and Mead to financial resources has
enhanced the future of Brunswick. Another such venture involved the
formation of a jointly owned subsidiary by Kimberly-Clark Corporation
and J. P. Stevens and Company, Inc., to develop, produce, and market
nonwoven materials, Here, though short run returns were not expected
to be significant, the combination of Kimberly-Clark's paper making
experience with the textile skills and marketing experience of J. P.
Stevens and Company, should ultimately make the new company an important

factor in the nonwoven field.63 The joint venture enabled a combination

63Annual Report: 1960, Kimberly-Clark Corporation, p. 16.
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of skills to be merged; a new area could be better developed than if
the two firms were to act individually.

A joint venture of International Paper Company and the American
Cyanamid Company gave International an outlet for its by-products which
could be used in the manufacture of a number of products. This provided
International with increased knowledge in the -area of chemicals. Con-
tributions were made by the research facilities of American Cyanamid as
well as by the Arizona Chemical Company, which it jointly owned. The
Southern Kraft Division mills, owned by International,afe the principal
source of supply of the pulp mill by-products which Arizona uses in
refining fatty acids, rosin and turpentine as well as a variety of
organic chemicals for industrial use.64 Thus, through the joint venture,
a complementary product line was established by International.

Another type of merger th:.that of two companies whose sole
motivation is "good business." In other words, there is a "synergistic
effect" when, as a combined unit, the develcpment possibilities seem to
be enhanced significantly. It appears that a number of future mergers
will follow along these lines. An example is the merger of U S.
Plywood and Champion Paper. Although outside the scope of this study,
the basic premises underlying the consolidation explain the future path
the industry may follow. The two companies were of almost equal stature.
Each contributed nearly half of the total pro rata sales. Gene Brewer,
one of the chief executives, said, "This is about as close to a 50-50

merger as you can get in corporate 1ife."®5 The reason cited for the

64pnnual Report: 1966, International Paper Company, p. 18.

651phe Merger That Wasn't Made in Heaven,'" Forbes, March 15, 1967,
p. 46.
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merger was that the opportunity was just too good for either company to
pass up.66 During the sixties, both companies had undertaken significant
moves to integrate their operations. USP's integration backward into
manufacturing and timber propelled it forward toward the paper industry
as well, At the same time Champion, having made a number of similar
moves, found itself at a point in which it could expand only with the
market~-~-the paper market.‘ Thus, both companies began looking for a
major merger. ''No matter how you lopked at it, the two companies seemed
made for each other. Their products, though derived from a single raw
material, were not competitive and served radically different markets;

thus there was no problem with the Justice Department."67

In addition,
Champion had wanted to expand to the West Coast, but could not find the
timber base to support its operations. U. S. Plywood's timberiands are
concentrated on the West Coast. Since there will be less dependence
upon a single market, the newly formed comﬁgny will reduce varying
responses to cyclical influences. And lastly, there will be a greater
utilization of the company's timber resources. Since the company can now
move into a number of higher value-added processes, such as sawmill
operations, the overall economic prospects of the company have been
improved. "A basic purpose of the merger is seeing that each tree in

the forest is converted to its highest value."68

As a result of the merger, the combined assets are $798 million

and net sales are $1,036 million, both of which would rank the new

661p14.
671bid., p. 48.

68Annual Report: 1966, U. 5, Plywood-Champion Papers, Inc.,
p. 10.
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enterprise among the industrial giants. Within the industry, only
International Paper would rank ahead of it. In terms of product diversi-
fication, there are few companies which could boast of such variety.
The importance of the merger, in terms of this study, is the fact that
two companies had, so to speak, reached the limit within their own
industry. In order to satisfy continued corporate growth, both companies
sought out a merger. This move is important<-important because it sug-
gests that other companies within the industry will pursue similar
mergers.

Truly, mergers have played a significant role in the development
of the paper and allied products industry. The reasons underlying the
transactions have been numerous. Many times the primary motives seemed
to overlap. Nevertheless, the underlying motives of various mergers
seemed to emerge which could then be considered as a means of achieving
corporate goals. Even though merger activity among the 10 most active
acquisitors appears to be waning during the sixties, it would seem that
in light of such mérgers as Scott Paper with S. D. Warren Company, and
U. S, Plywood with Champion Paper that the magnifude of future mergers

will be impressive.



CHAPTER V

FORCES RESTRAINING MERGER ACTIVITY

Several forces have served as a restraint upon the merger
activity within the paper and allied products industry; even though, it
would appear from the earlier discussion thgt little stands in the way
of a proposed merger. Despite the flurry of mergers, there were a
number of acquisitiors which were ultimately tgfminated. It has already
been noted that Champion Paper acquired Montag in 1960 and voluntarily
divested itself of the same company one year later. The result was a
brash of sales to other converters.1 Other such examples of voluntary
divestiture of acquired companies will be discussed in this chapter.

On the other hand, the impact of government regulation must be
considered to completely grasp the concept of merger restraint. Without
a doubt, the role played by governmental regulation has proved to be the
major obstacle to unabated merger activity. Regulation together with
interpretations by the courts creates a formidable obstacle when one
company desires to acquire another within the same industry. The analysis
to follow will view various legislative regulations and applicable court
cases from the standpoint of their Impact upon the ﬁaper and allied
products industry. The remaining sections of the chapter will deal with
other phenomena, such as risk, which have served to either block a given

merger, or led to the eventual dissolution of a completed acquisition.

lgee p. 110.
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Antitrust Legislation

During the economy's development, there have been three periods
generally accepted as the most active for merger movements. The first
great merger movement,occurred during the late 19th century, 1885-1905.
The next significant period occurred during the latter part of the 1920's.
And the mid-fifties to the present encompasses the last important merger
period. Two interesting notes should be made at this point. One:
each period of increasing merger activity was prefaced by a new anti-
trust law with, perhaps, the exception of the first merger era. Second:
a depression followed immediately on the heels of these waves of merger
activity. With these points in mind, it would be well to turn to a
discussion of the development of antitrust legislation which, of late,
has become a significant obstacle in the path of mergers.

Antitrust laws were not always considered as an obstacle to
growth. Even today, considering the continuous dialogue of the Sub-
committee on Antitrust and Monopoly, the relevance of antitrust laws is
still widely debated. The Sherman Antitrust Act of 1890 was the first
act of this nature passed by Congress. The importance of the Act was
that government had reacted to the development of industrial concentra-
tion within the private sector of economy; laissez-faire economics was
being tempered when the government made one of its first truly signifi-
cant inroads to the business community.

A brief discussion of some of the sections of the Act will be
of value to the analysis. To begin, a few comments from the preface of
a study made by Professor William Letwin will be helpful. He states:

Contrary to its premises, the public does not easily recognize

wrongs. Especially in the domain of economic policy, what people
eventually come to regard as wWpordguis dfsémn:an:inevitable by-product
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of arrangements they regard as good and desirable. . Contrary to

its premises, the legislature does not always execute the will of

the people...because it’ cannot...translate that will into statutes.

And finally, statutes do not eliminate all problems.2
Professor Letwin points out what many economists will readily admit.
The public is often unaware of any problem, and more importantly, the
problems associated with legislative doctrine are often such that the
cure is often assumed to be worse-zhaﬁ the disease.  This was exemplified
by the Sherman Act. At the time of the Act's passage, the economy was
on the upswiné; the populace was concerned with a multitude of problems
of everyday living, not trusts. Consider briefly the conditions in the
meat packing industry which Upton Sinclair presented in his book, The.
gggglg.3 Even though the worker might have considered trusts as unsatis-
factory business arrangements, there was little that could be done to
change the situation. Fortunately, Congress recognized the problem,
not because of its impact upon the workingman, but because of the impact
on the business community itself. Through cut-throat price competition,
the trusts were able to monopolize their markets for their own economic
advantage.

Even though there is mo unanimity of the interpretations rendered

by the Courts involving the Sherman Act, there is, in general, the accept-
ance of the fundamental premises underlying the Act. Firét, the statute

was written to prevent the exercise and growth of monopoly power.

Second, the purpose of the Act was to retain and restore the business

Zyilliam Letwin, Law and Economic Policy in America (New York:
Random House, 1965), pp. v-xi.

3See Uptoh Sinclair, The Jungle (New York: New American Library,
1960) .
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practice of free entry and price competition to all industries.4 In
order to achieve these ends, the various sections of the Act were specifi-
cally designed to eliminate a number of techniques which are used to |
restrict and limit competition. Such techniques include trusts and the
acquisitioﬁ of the stock of competing companies. Of the eight sections,
the first two were the most significant.

Section 1. "Every contract, combination in the form of trust or
otherwise, or conspiracy, in restraint of trade or commerce among the
several States, or with foreign nations, is hereby declared to be
illegal."

Section 2. "Every person who shall monopolize, or attempt to
monopolize, or combine or conspire with any other person or persons, to
monopélize any part of the trade or commerce among the several States, or
with foreign nations, shall be deemed guilty of a misdemeanor, and on
conviction thereof, shall be punished by a fine not exceeding five
thousand dollars, or by imprisonment not exceeding one year, or by both
said punishments, in the discretion of the court."

The courts did little to stop the wave of mergers which con-
tinued to sweep the country after the passage of the Act. Given the lack
of precise definition of the terms of the Act, the courts moved slowly
to forestall corporate acquisitions. In essence, the Sherman Act proved
to be inadequate in curbingirestrictive business practices. Nevertheless,
the foundation for antitrust control had been laid. But the inadequacies

were such that by the time of the presidential campaign of 1912, the

“Vernon A. Mund, Government and Business (4th ed.; New York:
Harper & Row Publishers, 1965), p. 101.

SCommittee on the Judiciary, The Antitrust Laws, A Staff Report
to the Antitrust Subcommittee, H. R., 88th Cong., 2d Sess., 1965, pp. 1-2.
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leading candidates recognized the need for new legislation. . Soon after
the election of Woodrow Wilson, and under this leadership, Congress
passed the Clayton and Federal Trade Commission Acts.6 There were a
number of important sections in the Act, but for the purpose of this
study the primarylgoncern was with only one: section 7.

Section 7. "That no corporation engaged in commerce shall acquire,
directly or indirectly, the whole or any part of the sfock or other share
capital of another corporation engaged also in commerce where the effect
of such acquisition may be to substantially lessen competition between
the corporation whose stock is so acquired and the corporation making the
acquisition or to restrain such commerce in any section or community or
tend to create a monopoly of any line of commerce. No corporation shall
acquire, directly or indirectly, the whole or any part of the stock or
other share capital of two or more corporations where the effect...may
be to substantially lessen competition...or to restrain such commerce...

7 This section

or tend to create a monopoly of any line of commerce."
further states that the Act does not apply to corporations purchasing
stock for investment purposes. Nor will the Act prevent a corporation
from creating subsidiary corporations in order to carry out lawful busi-
ness endeavors.

The purpose of section 7 was to thwart mergers in their utiliza-
tion of the acéﬁisition of étock. The Sherman Act was basically punitive;

the government could proceed against mergers only if a restraint of trade

or monopoly was evident. Since a typical merger, prior to 1914, was

QAsher Isaacs and Reuben E. Slesinger, Business, Government and
Public Policy (Princeton: D. Van Nostrand Company, Inc., 1964), p. 133.

TThe Antitrust Laws, p: 6.
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completed by acquiring the stock of a competitor, section 7, on the
surface, should have proved to be a formidable obstacle to this technique
of acquisition, The Act spells out in detail that one corporation may
not acquire the stock of another corporation if the effect of the acquisi-
tion"...may be to substantially lessen competition...or to restrain such
commerce...or tend to cfeate a monopoly...' by such action. Unfortunately
as John Maynard Keynes would say, '"There is many a slip between cup and
lip." Indeed, this seemed to be the case of section 7, at least until
the 1950's.

The corporate minds, particularly the corporate 1awyers,.noted
that the Act said nothing about the acquisition of a firm's assets.
Thus, a situation comparable to the opening of Pandora's Box was thrust
upon the world of mergers. Problems arose and abounded. There was no
exact wording which wouid eliminate the acquisition of assets of ome
firm by another, even though the acquisition of stock, prohibited by
law in cases where competitien would be reduced, had been employed as
part of tﬁe acquisition. "In the first thirty-six years after 1914,
decisions under the Clayton Act appear to have blocked only two industrial

mergers."8

Numerous reports by the FIC had noted how its activities were
hampered in policing mergers. The Temporary National Economic Committee
recommended that legislation be inacted to include direct physical asset

acquisition as one of the illegal merger techniques.9 During the late

8Donald Dewey, Monopoly in Economics and Law (Chicago: Rand
McNally & Company, 1959), p. 219.

9Isaacs and Slesinger, op. cit., p. 143.
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1940's the Subcommittee on the Study of Monopoly Power held hearings
on antitrust laws. "Armed with subpoena power, this subcommittee has
been directed to make a searching inquiry into the present antitrust
laws and to report the results of its studies and investigations with
such recommendations for legislation as may be deemed desirable," was
written as part of the introductory statement made by the Chairman,
Emanuel Celler.10 A witness, Dr. John M. Blair of the Federal Trade
Commission, in discussing the ﬁon0polization problem, noted that the
use of the Sherman Act had been quite ineffective in curtailing monopoly
control over the market which results from the concentration of power,
through great size, through great power, through the consolidatibn of
the different independent firms into one or a few large corporations.11
He commented further:

Today, most of the antitrust cases of the Department of Justice,

are cases against this form of action (collusion) by independent

producers. There are relatively few actions against the problem
of size and power, against the problem of combine...The Federal

Trade Commission hag absolutely no legal basis whatsoever to support

an action against the problem of existing size. And because of the
loophole (discussed above), it cannot take effective action against

the problem of the increased size through acquisition and mergers...

Throughout the years, corporations, by increasing their size and
power, have been abte to achieve that which was specifically and

categorically denied when it accomplished by collusive action among

independent producers...the decisions of the Supreme Court in the
U, S. Steel case and in the International Harvester case, stating

in effect that size and power in and of itself, no matter how great,

did not constitute a violation of the law, effectively blocked off
vigorous effective dissolution actions.

Thus, the temper of the times was such that, in 1950, Congress amended

section 7 with the Cellar-Kefauver Act. The new section reads as follows:

10Studz of Monopoly Power, Hearings before the Subcommittee on
Study of Monopoly Power, 81st Cong., lst Sess., pt. 1, 1949, p. 1.

l1pid., p. 193.

121014, pp. 194-195.
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"Section 7. That no corporation engaged in commerce shall acquire,
directly or indirectly, the whole or any part of the stock or other share
capital and no corporation subject to the jurisdiction of the Federal
Trade Commission shall acquire the whole or any part of the assets of
another corporation engaged in commerce, where in any line of commerce in
any section of the country, the effect of such acquisition may be sub-
stantially to lessen competition, or to tend to create a monopoly."13

The Celler Amendment has further extended the coverage of the Act
to bring under its jurisdiction all types of mergers--vertical, market
extension, conglomerate--instead of the basically horizontal types, just
so long as the effects of the merger lessen competition in any market:
product or geographic.14 Nevertheless, the issue remains clear that
in order to challenge any merger or proposed merger, the government needs
only to show that the 'probable' effect of such a combination will tend
to lessen competition substantially. The courts, it is evident, will
have to decide on a case-to-case basis whether the merger or proposed
merger will result in the claimed probable effect.

No matter how arbitrary it may appear, there are certain factors
which usually exist before a merger is challenged. Professor Summer
Marcus notes that the Department of Justice, charged with the responsi-
bility for enforcing the merger law,:has used, at one time or another, the
following criteria in determining whether or not to challenge a merger:

1. The market share of the firms involved in the merger.
2. The level of concentration in the market--before and after the
merger.

3. Whether the merger will give the resultant firm "some competi-
tive advantage which may be decisive."

137he Antitrust Laws, pp. 6-7.

14Isaacs and Slesinger, op. cit., p. 144,
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4., Whether the firm being eliminated is a "particularly vigorous
competitor.”

5. Whether there has been a recent trend of mergers on the part of
the firm or its industry.

6. Whether there is substantial danger that the merger will trigger
others. '

7. The economic power of the merged companies.

8. Whether entry into a market is difficult.

9. Whether demand for the industry's product is increasing.

15
However, the Justice Department does not frequently challenge mergers.
But the concern here is more with how a given merger will be regarded
by the Federal Trade Commission since, as noted earlier, the complaints

instituted by the FTC far out-weighed those brought by the Justice

Department.

Mergers Challenged by Government Agencies

"Here, as under the Sherman Act, the relevant market must be
defined. And here, as elsewhere under the Clayton Act, the impact of
the law depends upon the meaning given by the enforcement agencies and
the courts to the words 'may,' 'substantially,' and 'tend.'"16
Relevant Market

In Chapter III, the acquisitions which were challenged by the
Federal Trade Comiission and the Department of Justice were listed.17
In fact, there were 6 and 2 acquisitions challenged respectively by these
agencies. The majority of the FIC complaints came during the mid-1950's.
The Justice Department complaints involved a merger by Kimberly-Clark in

1962, and one by West Virginia in 1960, which apparently would lessen

competition within the relevant markets served by the merger.

15Sumner Marcus, Competition and the Law (Belmont: Wadsworth
Publishing Company, Inc., 1967), p. 33.

16Clair Wilcox, Public Policies Towards Business (rev. ed.;
Homewood: Richard D. Irwin, Inc., 1960), p. 154.

73ee pp. 89-93.
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It should be noted here that the datilization of the consent
decree, or consent order, has gained in acceptance; as a consequence,
the need for carrying the complaint through a number of courts is often
eliminated. The business community has apparently realized that section
7 has truly become a powerful antitrust weapon which can be used effecxiv:
tively against mergers. As a result, more companies are turning to
appropriate govermmental agencies prior to the formal merger agreement
in order to determine the acceptability of the proposed merger as viewed
through the eyes of the regulating agencies. One Eactor that has
encouraged this approach is the courts themselves. For instance, a series
of court litigations may well take a decade, perhaps longer, before the
case is ultimately settled by the Supreme Court. If the complaint could
be nipped in the bud by asking fé;‘aﬁ opinion prior to the completion of
the merger, 1engtﬁ§ Iitigations could possibly be reduced. Consider the
case involving Crown Zellerbach. The FTC complaint was issued in the
early part of 1954, with the Supreme Court denying cerfdorari in 1962.
By this time, the acquired facilities had, in a sense, become an integral
part of the acquiring company. "Since St. Helens was bought in 1953 and
fully merged into Crown Zellerbach by 1955, the question arises whether
or not the assets of the two companies can be unscrambled to make divesti-
ture feasible."!® This problem was such that even the FIC was trying to
avoid the complicated unscrambling process by asking Congress for the
authority to seek court injunctions against those mergers pending the

FIC's determination of their legality.ld

18paper Sales, April, 1957, p. 10.

191p14.
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It was mentioned above that the FTC challenged the merger
between Crown Zellerbach and St. Helens. The case was one of the first
mergers to be challenged under the amended section 7, Further@ore, it
was not settled by a consent order, but rather it was one of the few
litigated cases involving élleged antitrust violations. In fact, the
case was the first anti-merger case involving the paper industry, which
was to rgach an appeals court.20
The complaint was issued on February 15, 1954. The decision by
the FIC was rendered December 26, 1957, nearly four years after the
initial complaint had been filed. The hearing examiner had found that
the acquisition of St. Helens by Crown Zellerbach had the effect of sub~
stantially lessening competition and tended to create a monopoly in the
relevant line of commerce. This was in violation of section 7 of the
Clayton Act, as amended.?l At the time of the merger Crown Zellerbach's
net sales were $253 million, and St. Helens. had net sales of approxi-
mately $9 million. The merger was completed through an exchange of stock
which was valued at approximately $9.6 million. Since the hearing
examiner had found against the merger, Crown Zellerbach (sometimes
referred to as Crown) cited three primary arguments in the appeal which
were as follows:
1. That the line of commerce is trade coarse paper rather than
census coarse paper as determined by the hearing examiner;
2. That the appropriate section of the country is the Natiom,
or at least the area west of the Mississippi River rather

than the 1l Western States as determined by the hearing
examiner; and :

20paper Sales, August, 1959, p. 9.

2154 F.T.C. 769.
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3. That the acquisition of St, Helens does not have the poten-
tiality of adverse competitive consequences prohibited by
section 7.22

Thus, two basic issues must be resolved: the relevant market znd the
competitive aspects of the consolidation. As to the first issue--
relevant market--the Commission found:

In 1952, 85 percent of St. Helen's domestic sales were in the 1l

Western States. The Pacific Coast States alone accounted for 88.7

percent of its sales within the 11 Western States and 75.4 percent

of its sales in the United States. Respondent also sold 80 to

85 percent of its products comparable to those produced by St.

Helens in the 11 Western States w%gh the greater portion being

sold in the Pacific Coast States.
The Commission noted that factors such as the preferences of purchasers
and the high cost of shipping over long distances resulted in the effec-
tive separation of the Western States from the rest of the country. "The
relevant market here is a substantial market."?* The industry's total
production of coarse papers in the West was 455,934 tons which was shared
among the various western producers as shown in Table 28. Crown Zeller-
bach was by far the most significant producer with St. Helens ranking as
the fourth largest producer at the time of the acquisition., The Commis-
sion considered that a combined total of 62.5 percent of western produc-
tion constituted a predominant share of the market, in spite of its
relative isolation. On the other hand, the Commission noted that Crown,
St. Helens, Longview, and St. Regis, in combination, produced 93.9 per-

cent of the total in 1954. "Of the four, only Crown, St. Helens and

Longview Fibre Company sold a relatively broad lime of wrapping papers,

221pid., p. 799.

231pid., p. 802.

241pid., p. 803.

a0y
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TABLE 28

COARSE PAPER PRODUCTION,
IN THE WEST, BY COMPANY

1954
Company Production Percent of
: (Tons) Total

Crown Zellerbach Corp. 242,539 53.2
Former St. Helens 49,317 10.8
Longview Fibre Co. 80,108 17.6
St. Regis Paper Co. 6,068 12.3
Oregon Pulp & Paper Co. and

Columbia River Paper Co. 14,540 3.2
Publishers Paper Co. 6,929 1.5
Potlatch Forests, Inc. 4,990 1.1
Inland Empire Paper Co. 681 ' .1
Fibreboard Products Co. 81
Simpson Paper Co. 377 .1
Weyerhaeuser Timber Co. 304 .1

Total 455,934 100.0

Source: 54 F.T.C. 769, p. 802.

bag papers and allied papers which was of particular importance to the
jobber trade...Longview Fibre Co., while it produced and sold a relatively
broad line, converted a substantial portion of its production and sold
jobbing papers to only three jobbers."25 Thus, the FIC concluded that
there were two imﬁ;diate results from the acquisition. First, a fully
integrated competitor having its own timber reserves, pulp manufacturing
and converting facilities as well as having fully developed trade outlets
was eliminated. Secondly, the size of Crown Zellerbach was significantly

increased in the relevant line of commerce in which it already had a

commanding lead. It was further noted in the opinion that jobbers must
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have a dependable source of supply of a wide range of papers in the
relevant line, to be competitive.
Very few producers in the West supplied a substantially broad line
of such papers, and supplies outside the West were generally un-
reliable sources, particularly in times of paper shortages. Clearly,
with the elimination of St. Helens, western jobbers generally have
been severely restricted as to sources from which the relevant papers
may be purchased. It likewise appears that many converters which
formerly could lock to St. Helens for purchases of the relevant
-papers must now depend upon Crown as a primary source of supply, a
company which is a major competitor since Crown converts a substan-
tial share of its production.
The Commission added that there was little evidence that the competition
which St. Helens had provided would be effectively replaced in the fore-~
seeable future. Nor would possible entrants produce the broad line of
papers needed to supply the jobbers and comverters, nor would they pro-
vide the extra services that had become customary from St. Helen's
mills. "Under the circumstances, it does not appear that new entrants
will measurably offset the lessening of competition apparent in this

d0"27

recor Thus, the opinion of FIC was'", . . “that the effect of this

acquisition may be substantially to lessen competition or tend to create
a monopoly in the relevant line of commerce. . .28

The last issue involved in the case was the respondent's argument
that the order of divestiture cited by the examiner was unreasonable. It
was argued by Crown that new machinery was added and that improvements
éo St. Helens' property were completed, totaling approximately $14 million.

Therefore, since the property had been substantially added to or improved,

it would be unreasonable to attempt to disjoin the two companies. The

261bid., p. 804.

27Ibid.

281h14.,
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Commission rejected this line of reasoning by noting that ". . . clearly,
_the broad purpose of the statute camnot be thwarted merely because
respondent has commingled its own assets with those of the acquired firmfeghvﬂ
In essence, the Commission supported the hearing examiner, and the

stage was set for judicial review. The decision was appealed, and reached
the circuit court in 1961. The Court again was asked to consider the
acquisition as one which would substantially lessen competition, or tend
to create a monopoly in the lines of commerce. The relevant market was
accepted as a three-state area in which Crown's market share was deter-
mined to be about 51 percent in production, as well as sales, in dollar
values. St. Helens accounted for 12 percent of the production and 1l per-
cent of the sales. To decide the relevancy of these figures the Court
turned to the Interstate Commerce Commission, which showed nearly 90
percent of wrapping paper and bags were shipped from Pacific Coast mills.
It was noted that Longview, the second largest producer, sold 85 perceﬁ;
of its products to Blake, Moffitt, and Towne, which was to be acquired by
Kimberly-Clark in 1961. The Court found that prior to the merger Crown
produced 57.2 percent of the total tonnage of wrapping paper in the West,
whereas St. Helens produced 21.3 percent. After the merger the combina-
tion produced 77.6 percent of the total. Such a predominance of produc-
tion appears to be not only a threat to possible competition, but as the
Court noted, the situation would appear to approach monopoly proportions.
But, the issue was nout the mere possibility of lessening competition. It
was the indication that competitors would be hurt. Furthermore, although

the merger might be intended to increase efficiencies, the Court considered

291piq.,
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the design of the law to be to avold an increase in the relative size of
the market of ﬁhe acquiring firm, if such an increase would threaten its
competitors. It is noteworthy that the Court's concern was with competi-
tors, not consumers. Since the jobbers now had to turn to Crown, the
inference was that competition was threatened because no contradictory
testimony was cited.30

On the other hand, Crown argued that potential new entrants
should be taken into consideration when a comparison of Crown's position
with other competitors was made. The court rejected this argument
because it could not allow a merger which would ordinarily be prohibited,
just because there might exist prospective entrants to the market that
would effset the consequences of the merger.31 It is interesting to note
that earlier both the Court and Commission stated that the merger would
probably substantially lessen competition. Yet the probability that
entrants would provide competition was rejected as a defensive argument
for the merger.

The Circuit Court upheld the Commission. After the merger, the
relevant market share was considered as being too large; it would probably
be a potential threat to the other competitors. Crown Zellerbach appealed
to a higher court, but as noted earlier, the Supreme Court denied

certiorari. Divestiture was completed in 1964, and the commingled assets

were divided.

Impact on Competitors
At the time that the original complaint against Crown Zellerbach

was being decided by the FTC, the stockholders of International Paper,

30296 F24 800.

34,
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Long-Bell Lumber Corporation and Long-Bell Lumber Company approved a plan
to merge. This was November 5, 1956. The next day the FIC filed a com-
plaint charging that the acquisition by International was in violation of
section 7 of the Clayton Act. The FIC turned to a Circuit Court, asking
for an injunction to stop the acquisition. The injunction was necessary
because the Commission considered it impossible to separate assets of the
companies if, after a formal hearing, it is found that there has been a
violation of the Clayton Act. Here, the issue was initially whether or
not the FIC was entitled to an injunction.32

The Court noted that there is a dual scheme of enforcement of the
Clayton Act. One is enforcement by a cease and desist order of the FIC,
and the other is enforcement by suits in equity which are instituted by
several district attorneys in their districts. These specific provisions
as to who may seek injunctive relief, and in what court, implies that the
Commission itself is not authorized to do so. The Court i;;II;d that this
Court-~Circuit Court--acquires jurisdiction to review only after there has
been a formal hearing on the charges. The Clayton Act clearly recognizes
that this Court has no fact finding powers; thus, if the FIC desires an
injunction, it must go to a District Court. In addition, the opinion of
the Circuit Court nqted that the Act did not allow the Commission to ask
for an injunction to maintain the status quo during the proceedings of
the Commission. And if the Commission had no authority to seek an

injunction, it is clear--in the opinion of the Court~--that it had no

power to grant the Commission such relief.33

32541 F24 372,

Brpia.
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Once more the Commission had challenged an acquisition which,
over a period of time, would pose serious problems of divestiture if
there should be an antitrust violation. Since the Commission's request
for an injunction was refused, the FIC pursued its complaint--issued
November 6, 1956. At the time of the merger, International ranked as the
world's largest paper company.

Its capacity to produce paper and paperboard is more than three
times as great as its largest competitor. It is now and for many
years has been the price leader of the paper and paperboard
industry. It is the leading producer of kraft board and ranks as
a leading manufacturer in newsprint, dissolving pulp, book and bond
papers, kraft papers, ground wood and towel papers...isszlso one of
the largest owners of forest-land in the United States.
The company is a fully integrated paper company, having mills in 20 states
which are utilized in the manufacture of its various products. During
the six-year period from 1950 to 1955, its net sales increased from
$498 million to $796 million, an increase of 59.8 percent.
Prior to and since November 5, 1956, respondent has been and is
now engaged in substantially every facet of the paper and paper-
board industry; it has produced and is now producing virtually all
types of pulp, paper and pggerboard, and also converted products
from paper and paperboard.

The Long-Bell Lumber Corporation was a holding corporiation whose
assets consisted of cash and 51 percent of the stock of the Long-Bell
Lumber Company. Both had their main offices in Kansas City, Missouri.
Long-Bell Lumber Company (which will be referred to as Long-Bell) and
its subsidiaries substantially operated in every phase of the lumber

industry from ownership of standing timber, to the operation of retail

building supply yards. It also ranked as the second largest producer of

3459 F.7.C. 1192.

B1pid., p. 119%.
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lumber in the Pacific Northwest as well as being one of the leading
producers of plywood. It owned and operated 100 retail lumber yards ardd
6 jobbing establishments. The company's sales for the six-year period,
1950 to 1955, grew from $102 million to $106 million.36

The terms of the above merger called for an exchange of stock
in which Long-Bell would receive 900,000 shares of International. The
approximate value of the International stock to be exchanged was $117
million. International proposed to build additional facilities to produce
pulp, paper and paper products which would primarily utilize the timber
assets of Lang-Bell. The proposed construction of a kraft mill in
Oregon would be International's first facility for the production of
paper and paperboard in this western market.

The Commission considered that the effect of the acquisition
might substantially lessen competition, or tend to create a monopoly in
the lines of commerce in which the companies were engaged. Specifically,
the complaint stated these possible or actual effects:

1. May substantially lessen competition in the western states
by foreclosing the probable entry of Long-Bell, as well as

<. other potential entrants into the paper industry and also
lessen the opportunities for existing paper companies to expand.

2, May substantially lessen competition in the western states by
reason of leverage which may be excited by the utilization of
the large natural and financial resources and the extensive
operations now has in other markets.

3. May substantially lessen competition in the western states by
resubting in the entry into that market of a seller which is
unlikely to engage in price competition.

4. May substantially lessen competition or tend toc create a monopoly
by the increase of International's share of the country's pro-

duction for various paper products and thereby substantially
lessen the proportion held by competitors.

®Ibid., pp. 1194-1195.
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5. May substantially lessen competition or terd to create a
monopoly in the nation as a whole by the increase of the
present dominant position of International in the paper and
paperboard industry.37
These were the contentions of the Commission, charging International with
increasing its present dominant position in the paper and paperboard
industry by the acquisition of Long-Bell, which would tend to substan-
tially lessen competition or to create a monopoly in commerce, violating
the antimerger provision of section 7 of the Clayton Act.38
Approximately six months after the complaint was issued, '"Res-
pondent, its counsel, and counsel supporting the complaint entered into
an Agreement Containing Consent Order to Divest and to Cease and Desist,
which was approved by the Director and the Assistant Director of the
Commission's Bureau of Litigation, and thereafter submitted to the
Hearing Examiner for consideration."3?
International, in essence, admitted all the jurisdictional facts
alleged, and agreed that the record might be construed to mean that juris-
dictional facts had been duly made in accordance with these allegations.
The order contained in the agreement does not require the Respondent,
International Paper Company, to divest itself of the assets of the
Long-Bell Lumber Corporation or the Long-Bell Lumber Company, which
it acquired in 1956. It does, however, require Respondent to divest
itself of all the stock in the Longview Fibre Company, which it
acquired through the acquisition of the Long-Bell Lumber Company.
In support of the pruposed order submitted in the agreement, counsel
in support of the complaint state that in the light of all the cir-
cumstances of which they are aware, the order will afford the public

immediate and adequate relief, and competition will be well served
thereby.40

371bid., p. 1196.

381pig.

31bi4.

401bid., p. 1198.
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. The Counsel for International also pointed out that the order which would
prohibit future acquisitions would assure a source of supply for smaller
non-integrated converters and wholesalers. Moreover, this would allow
competitors at various levels ample time to reappraise the market and
to plan their futuré development. The hearing examiner accepted thg terms
of the Consent Order and found that the proceedings were in the public
interest. The hearing examiner, thus, ordered divestiture of all the
stock in Longview Fibre Company, and for a period of ten years, Inter~
national was not to acquire any interest in any paper or paperboard mill
located in any present state of the United States which competed with any
of International's mills. Nor could International acquire interest in
any plant located in any state which produced products either made or
converted from paper or paperboard, or which competed with any plant
owned by International. In addtgion, International was required to sell
40 percent of the.paperboard tonnage produced at the mill to non-ii.i::.:
integrated converters, noi-dmbegrated wholesalers, and other non-
integrated purchasers in the 11 Western state areas. The same restric-
tion was placed upon the proposed mill in the Pacific Coast area. The
Commission stated that the decision of the hearing examiner would become
the decision of the FTC.41

There are a number of observations which are relevant to the
above case. Initially, it provides an insight into the workings of a
consent order which is characteristic of the handling of the majority of
cases by the FIC, involving the paper industry. Moreover, International

was required to divest itself of Longview Fibre Company. During the

“lypid., p. 1200.
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previous discussion of the Crown Zellerbach acquisition of St. Helens,
it was noted that the potential entrance of new firms was ﬁbt significant
enough to allow increased competition. Now it is realized that at the
time the third largest paper producer--St. Helens--was being acquired by
Crown, International was picking off the second largest producer. At
~ the same time there developed the very interesting possibility with Crown
taking over St. Helens, and International gaining access to the Western
market through its acquisition of Long-Bell, that there would be sub-
stantial competition for Crown Zellerbach. Nonetheless, the Commission,
by approving International's acquisition of Long-Bell, opened new sources
cf supply to the western states. Still, the question of size becomes
evident when the Commission, noting Longview was a competitor of Inter~
national, disallowed this aspect of the consolidation.

Lastly, it would be well to point out that the opinion rendered
here has definitely affected the role of merger activity on the part of
International. In Chapter III it was observed that International com-
pleted 16 mergers during the period 1950-1965. More importantly, the
preponderance of these acquisitions were brought about by International's
foreign subsidiaries. Tentatively, it may be considered that the Com-
mission views an acquisition by International as tending to lessen compe-
tition in any area in which International has any manufacturing facili-
ties. Since International must have such mergers approved beforehand,
it is not surprising to find that the role which mergers hawe taken by
the company is that of placing the emphasis on foreign ventures. In
summary, the decision rendered in this case did influence the acquisitive

spirit of the corporation. Perhaps the entire industry gained an insight
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into the f£act that divestiture would not be ordered solely because inte~-
gration of facilities had been achieved.

The case involving the acquisition of three companies by Scott
Paper was significant in that it provided further knowledge concerning
the impact of a merger on competitors. After issuing the complaint, the
FIC turned the case over to a hearing examiner. The hearing examiner
found that there was insufficient evidence to support.the alleged viola-
tions, and he ordered the case dismissed. However, the counsel support-
ing the complaint appealed to the Commissioner by requesting an order to
vacate the initial decision to be issued. In reviewing the initial
decision, the Commission noted that the hearing examiner failed to
consider a number of significant points. As a result, the decision was
vacatdd, and fhe case was remgnded to another examiner.42 Commenting
on the case, Paper Sales reported that the dismissal of antitrust
chargers filed against Scott Paper Company were recommended for the
second time by the hearing examiner. Several months before, an examiner
had ruled that the FIC had no case; overruled by the Commission, another
examiner again found that the case had not been proven. "Attorneys in
charge of the complaint said that the acquisition resulted in Scott's
increasing its share of the national paper market. The examiner held,
however, that there is no such thing as a national market, only many
local markets in which Scott has strong competition from local manufac-
turers and distributors."*3 Once again the issue of relevant market

becomes important. = In the Crown Zellerbach case, for instance, the

4256 F.T.C. 2050.

43Paper Sales, March, 1960, p. 5.
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definition of relevant market as being.the United States, in genmeral,
was rejected by the court. Here, the case involving Scott differs: from
the others in the fact that the Commission based its complaint of Scott's
acquisition on the fact that the tendency to monopolize the lines of
commerce, and substantially lessen competition, involved national markets.

Scott's first acquisition, in 1951, was that of Soun&view Pulp
Company, a producer of bleached sulphite pulp. It did not produce any
paper products. However, the pulp mill was the largest mill of its kind
in the world. '"Immediately following the acquisition, Scott was able to
obtain pulp at a manufacturing cost of $77.50 pef ton in contrast to
Soundview's market price of $139.77 per ton."44 This would represént a
potential savings of $12 million per year based upon 1951 costs and
selling prices. . Moreover, after the acquisition Scott made extensive
capital improvements. In fact, the capital additions’. and improvements
at Soundview from the time of acquisition through 1958 amounted to
nearly $50 million. Considering the aggregate merger value was approxi-
mately $60 million, the capital improvements Scott made were substantial.

In 1953, the second firm, Detroit Sulphite Pulp and Paper Company,
was acquired for an aggregate market value of approximately $11 millionm.
The company primarily manufactured paper stock, but no consumer products.
Prior to the merger, Scott had purchased Detroit's entire output of wax
base stock--the only product made by both companies. In all, Scott, the
year before the merger, purchased 53 percent of Detroit's overall produc~
tion. Again, after the merger, Scott made substantial capital improve-

ments--valued at over $11 million from the time of the merger through

4457 F.T.C. 1417.
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1958. The total expenditures were approximately equal to the purchase
price.45

The third acquisition was Hollingsworth & Whitney Company which
was acquired by the issuance of 770,000 common shares of Scott, valued
at $38 million. Of the products Hollingsworth produced, none of the
finished products were sold by Scott; nor did Scott produce or sell any
of the products made by Hollingsworth. Here, too, Scott made extensive
improvements and additions, the total cost of which was approximately
$48 million.40

"The section of the country in which the effects of the acquisi-
tions should be measured is the entire United States, that is, the
national market. The industry's products are used in all sections of the
country."47 Scott sold its products nationwide as well as conducting
national advertising. However, the fact that Scott's competitors con-
fined their sales to one or more areas did not signify that an effective
nationwide area of competition was nonexistent.

To illustrate Scott's dominant position, theCCommission noted
that Scott did ﬁot make paper napkins in 1953; yet by 1955, the company
was the second largest producer of napkins. ‘'The respondent's ability
to successfully penetrate the paper napkin market in such a relatively
short time attests to the high degree of market control which it had

achieved."48 The Commission added that in 1950 Scott was the dominant

I
>Ibid. p. 1420,

461pi4., p. 1421,

Ibid., p. 1422.

481bid., p. 1423.
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producer in the sanitafy paper products industry, a position which the
company has since enhanced. Having purportedly established Scott's
dominant position, the Commission then turned to pricing policies.
Being the dominant firm, it was very interesting to note that Scott had
maintained relatively stable prices over the period in question. It
seemed that Scott was the antithesis of what would be expected from a
company enjoying such status. By this, it seemed that Scott was causing
the marginal or less efficient firms to maintain prices at lower levels
than would exist, had Scott hnot entered the market. It was especially
interesting that the Commission seemed to be concerned, not with the
consumer, but with other competitors.49 The inference here appeared to
be that had Scott allowed the price of sanitary paper products to increase,
the Commission would have favorably viewed its merger program. Whether
or not market power, attributable to size, was utilized was no longer
the problem. Rather, the mere enjoyment of the dominant market position
became relevant in terms of having the potential ablility to exercise

such power. The regulatory agencies as well as the courts seemed to

49The following excerpts from certain documentary exhibits were

used by the commission to illustrate Scott's pricing program. Quoting
a Scott official, the statement on p. 1424 of the decision read:

We are extremely proud of our record in maintaining the general
level of prices of Scott trade-marked products in the fact of rising
costs. Our selling prices are based primarily on manufacturing costs,
with due allowance for promotional expenses, dividends to our share-
holders and the retention of reasonable amounts of earnings for expansion
purposes.,

Our prices have not moved up since 1951--more than 4 years ago--
despite ever higher wages and material prices.

You could logically ask why don't we do something about it--why
not move prices up, since other arms of the paper industry have? Well,
our efforts to broaden our markets, to sell all the new capacity we have
developed, we feel a price increase would be a deterrent--not a help.
There would be no point to higher prices which slowed down sales and
piled up inventory, or conversely required additiomal promotional dollars
which would offset the price increase.
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have turned their emphasis toward the implication of the potential
ability to control the market situation, regardless of the fact that the
actual use of these economic powers were never employed by the companies
involved. Or, as in this instance, these economic powers were used in a
way favoring the consumer, not competitors. :r:, L2 Coawui.sicun
Here, the Commission emphasized the fact that since the time of

the acquisitions Scott had enhanced its.market position. Also it was
noted that more and more of thg total production of the acquired firms
went into Scott's trade-marked products. However, this seemed logical,
given the capital improvements that were discussed earlier. '"The acquisi-
tion aiso af%orded production and marketing economies and other advantages
which dould be reflected by the respondent in price, advertising, promo-
tion or profit."50 Again the Commission is suggesting that the economies
gained will lead to a lessening of competition between Scott and its
competitors,

As a result of the acquisitions, the respondent's market shares have

increased substantially over their prior high levels. In short,

the challenged acquisitions have decisively strengthened the

respondent's ability to compete and each has compounded its capacity

to exert the power inherent in its dominant position in the line51

of commerce for sanitary paper products and household wax paper.
The Commission stated that the effects of the challenged acquisitions
may be to substantially lessen competition, and thus, ordered divesti-
tures of the acquired properties.

Lastly, there were other allegations against Scott for having

violated the Federal Trade Commission Act, which were:

They allege that the respondent's constant and continuous acquiéi-
tion of companies engaged in the pulp and paper manufacturing

O1pid., p. 1427.
Slybid., p. 1433.
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industry, together with their conversion to the manufacture of

sanitary paper products by Scott as the dominant producer of such

products, has been to the prejudice and injurysgf the public and

constitutes an unfair method of competition...
However, thés aspect of the complaint was dismissed because the Commission
noted that there was not adequate support in the record. Once again, the
question was one of éehphasis--the consumer, the public, or the competitor.
Economic theory, in general, strongly emphasizes the role of the con-
sumer as being the most vital factor; yet the regulatory bodies dﬁell
at great length on the role of the competitor.

Scott appealed the decision,'and in 1962 the lower court decided

the issue of whether or not Scott had violated section 7.53 The Court 7
found that the Commisgion had based much of its argument on a survey
showing Scott's shipments of various product lines in 1950 and again in
1955, noting tbe percent of the market these shares represented. The
Commission said that the acquisitions resulted in Scott being able to
increase its market share in all but one of the markets cited. Scott
contended that the survey did not support the contemsion that the iicozns»
increased market share was a result of~;h; acquisitions. The Court sided
with Scott. The case was remanded once again to a hearing examiner for
additional evidence. The issue was resolved in 1964 by a consent order
in which Scott had to divest itself of some paper making machines.54
In general, the case provided another opportunity to gain an insight into

the ambiguities of determining how competitors in the relevant market

were affected by specific mergers.

521p4d.

53301 F24 579.

S45ee Figure 3.
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There was one other section 7 violation which will serve as an
illustration of a violation involving purchases of large shares of stqck
in a competing company. The case involved Union Bag and Paper Company
when it purchased a substantial block of the common stock of the Hankins
Container‘Corporation. Coupled with the shares that Union had previously
acquired, Union would now control two-thirds of the authorized and out-

standing stock of Hankins.55

Both firms manufactured corrugated boxes

and sheets. 'For many years, respondents Union and Hankins, by virtue

of their business and location of operation, have been, and now are,
competitors, so that the elimination of competition by agreement between
them would constitute a violation of a provision of the antitrust laws, "0
The agreement entered into by the two firms briefly set forth the following
conditions:

"l. Union would not acquire the stock, or any parf of the stock,
of a box manufacture in Hankins market area;

2. Container board sales by Union had definite minimum and
maximum quantities of liner board and corrugating medium which could be
sold for a 15-year period;

"3. Each agreed to buy certain products from bhe other, and
limited similar purchases from other suppliers at fixed maximum quanti-
ties; and

"4. Prices paid by Hankins for container board were not to be

higher than in effect of the largest suppliers in the domestic market.>’

5552 F.T.C. 1278, (oo 0000,

561pid., p. 1287.

571bid., pp. 1282-1284.
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In essence, these ﬁere tying arrangements between the companies. When
challenged by the FIC, the respondents admitted all the jurisdictional
facts alleged, and agreed to a consent order which was issued approxi-
mately one year after the complaint. In brief, it was ordered:
". .. forthwith the companies must cease and desist from any planned
common course of action. And Union must limit its control of Hankins
to only a 9 percent stock interest. Also, Union could not vote its
stock, or have a director on Hankins board. "8 Thus, the presence of
directors serving on both boards would be ended.

These cases have traced the important development of antitrust
laws and its pertinence to mergers in regard to the paper industry
between 1950 and 1965. From which two important factors keep appearing
in each merger case: the definition of the relevant market, and the
impact on competitors within that merger. It was significant that
Crown Zellerbach could not use the entire domestic market, providing
potential competitors, in its defense. But rather the market area was
defined as the Western states. On the other hand, Scott's dominance in
the national market was the basis for the complaint brought against it.
When the issue was discussed in terms of regional markets, the issue of
competition was far from lacking. Lastly, it was noted that the relation-
ship of a merger with regard to the ultimate consumer was not relevant
(as in the acquisitions of Scott Paper). It would now appear that section
7 of the Clayton Act, as amended, has become an important obstacle to be
overcome given the acquisitive spirit which seems to prevail among the

firms in this study.

81b1d., p. 1285.
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Possible Effects of Pending Antitrust Cases

The cases discussed in the preceding section have been settled
by either consent orders or‘judicial review. However, there are a
number of cases pending in which no decision has been rendered by the
end of 1965. These cases are importaant in that they may well suggest
the manner in which future acquisitions may be controlled by the regula-
tory agencies. An example of one such case which has yet to be decided
involves an FIC complaint against St. Regis.59 The importance of the
case rests upon the fact that the Commission does not challenge one, two,
or even three-acquisitions, but rather that the complaint is lodged on
the basis of 15 acquisitioné dating froﬁ 1954 through 1960. The total
sales of the 15 companies prior to their acguisition is approximately

$150 million.%

The firms all produce paperboard and converted paper-
board products in varying degrees. The significance of the complaint is
not so much a question of relevant market, or even the percentage‘sharel
of the relevant market controlled by St. Regis. Rather, the issues are
—the number of acquisitions and the time period. The case involves an
eleven-year period between the time the first merger was completed and
the complaint issued. Assuming the case is ultimately resolved by the
Supreme Court, twenty years may have elapsed. Attempting to achieve
dissolution may indeed be a formidable task.

As to the issue of the number of acquisitions encompassed by a

complaint, the Commission, apparently given encouragement by the courts,

seemed to be approaching various types of mergers en masse. For example,

59Betty Bock, Mergers and Markets: An Economic Analysis of the

First Fifteen Years Under the Merger Act of 1950 (New York: National
Industrial Conference Board, 1966), p. 243.

601bid., p. 244.
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there were six new merger complaints issued by the FIC in 1965 in which
the acquiring firm had merged with three or more companies, all of which
were cited in the compl&int.61 Moreover, of the six complaints, three
were against paper companies--St..Regis, Mead and Champion. The com-
plaint against Mead cited 14 acquisitions; acquisitions which, for the
most part, involwed producers of container board, corrugated and solid
fibre products. Even though the Commission was challenging only three
of the acquisitions made by Champion, the combined sales of these three
acquisitions was approximately $150 million.62 Consequently, in three
complaints, 32 acquisitions representing approximately 18 percent of the
mergers and aéquisitions.covered by this study, were challenged. The
final disposition of these cases will have a definite bearing on the
future merger direction to be taken by members of the industry.

The relative market in two of the above complaints is the pro-
duction of container board and the shipment of corrugated products in
the United States. It is interesting to note that prior to the series
of mergers undertaken by Mead and St. Regis that each has controlled
6 percent of the container board market and 5 percent of the shipments
of corrugated products.63 Thus, the Commission views competition in the
relevant line of commerce as being substantially lessened because of
these acquisitions.

Hence, it may be safe to assume that any and all mergers completed

from 1950 to date could be lumped together and challenged by the FIC.

6l1p14. See also pp. 245-255.
621p14., p. 247.

631bid., p. 249, 253.



157
As time passes, the issue becomes more ominous because a given acquisi-
' tion, as far as the Commission is concerned, will be viewed in concert
vith previous mergers as well as. the base for future mergers. However,
this philosophy may not be without substance. If the net sales of the
companies covered by this study are considered, a single merger involving,
say $1 million in net sales, is perhaps inconsequential taken singly.
If a series of such mergers are considered in toto, perhaps a different
conclusion may be drawn. In brief, it appears that the impact of the
regulatory agencies may have important consequences on lump sum acquisi-

tions.

Other Forces Thwarting Merger Acfivity

There are a number of other forces which serve to dampen the
acquisitive spirit of the companies in the paper and allied products
industry. Many of these factors lead, or have led, to the dissolution
of acquired companies. These same factors may possibly prevent the
acquisition in the first place. Already an instance has been noted where
an acquisition of a paper merchant has caused the acquiring firm to lose
some of its pre-merger customers. Dissolution has allowed the company
to regain its lost market. On the other hand, an acquired company may
not develop as the acquiring company has estimated, and again, divesti-
ture may resolve the problem. There is another factor which seems to be
paramount: historical development. Aside from the apparent impact of
antitrust laws, the historical development of the industry seems to be
one of the most relevant aspects when the factors thwarting merger
activity are considered. Historical development can be defined as that

merger activity within the industry which is reflected by the behavior
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of the 10 companies in this study during the period 2950-1965. It
appears that the activity of the firms themselves reflects a significant
drop-off in the number of mergers undertaken by the 10 companies in the-
1960's. This trend, instead of moving in the same direction as the gen-
eral economy, has taken on an inverse relationship. As far as merger
activity is concerned--with reference to manufacturing and mining for all
firms in the United States--the number has, in general, moved along in

64

the same direction as the economy. Thus, the acquisitive spirit of
the paper industry is non-representative of the manufacturing sector of
the economy.

When the impact of the antitrust laws upon the industry is
coupled with the potential results of the numerous decisions pending,
the ultimate control of vertical and horizontal mergers within the
industry seems imminent. This is signiﬁicant considering the industry
has been characterized as one in which vertical and horizontal mergers
are the prevalent types of acquisitions. The courts and the regulatory
agencies are becoming more effective in thwarting these kinds of mergers.
As a consequence, the traditional merger movement within the industry
may well be grinding to a halt. Unless there is a significant change in
the direction of mergers,on the part of the firms comprising this study,
the merger activity within the industry may become a moot question.

Most of the FIC complaints seem to currently revolve around the
percentage share of the relevant market. Therefore, any increase in

market share appears to be a per se violation of section 7 of the Clayton

Act, as amended. It further appears that the only type of merger activity

64See P. 53.
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which might possibly circumvent the amended act is '"negative space"
mergers. However, these mergers are relatively inconsequential for the
industry as a whole. Though, as in the case of Scott acquiring the
Technifax Company, it may be significant to a particular company.
Nevertheless, the extensive use of "negative space' mergers appears
dubious at this time. Considering the historical trend of merger activity
in the industry, it appears to emphasize once more, that the attitude of
management-towafd mergers will have to change in order for the merger
movement to gain new impetus.

Other problemsareﬁ- associated with mergers are usually those
dealing with financial and accounting practices and principles, a#suming
antitrust consequences have been overcome.65 Nevertheless, this overlooks
an important aspect of any merger--the problems associated with people.
Louis W. Matusiak writes, "Inattention to the personnel area can reduce
materially the profitability of a seemingly 'perfect-fit' merger or, in
some cases, actually prevent a proposed merger from becoming a reality."66
Matusiak goes on to point out that problems can often be avoided by the
right approach to the merger. For example, a merger should not be viewed
as an impersonal occurrence. - Many supervisory people especially are
worried about the future role which they will play in the new o;ganiza-
tion--the U, S. Plywood-Champion Paper merger is a prime example.

A fear of loss of identity, titie and/or prestige could lead to the

termination of a proposed merger. 'Rarely do subordinates question

65See Arthur R. Wyatt, A Critical Study of Accounting for Business
Combinations (New York: American Institute of Certified Public Account~

ants, 1963).

6L 0uis W. Matusiak, "Overcoming Obstacles to Merger," The
Journal of Accountancy, September, 1967, p. 52.
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the wisdom of the merger. What they do question--and judge rather hawuil;:-
harshly--is how the merger is accomplished, how it affects the predeces-
sor firm, their jobs and themselves, Therefore; it is imperative that
the program for assimilation be well conceived and executed."®’ As a
corollary, not only is the "people problem" important in a proposed
merger, but the same analysis would equally apply to the case of divesti-
ture.

Having earlier touched upon the subject, it is well to reconsider
another factor which thwarts merger activity~-risk. The risk of the
failure of the merger that is involved in any acquisition seems to grow
geometrically as the acquiring firm moves away from its primary produc-
tion area. According to a recent study John Kitching noted that top
executives were uneasy about their coumpanies' acquisition activities.

"The executives were uneasy about the relatively high degree of risk
associated with investment in an acquisition compared with an equivalent
investment in, say, a new plant,."68 He also mnoted that these executives
"...wished to know what the 'track record' of other companies had been,
before attempting to undertake or expand their own acquisition program."69
Kitching concluded that there were several factors in the case of a
merger failure: (1) the merger was a relative high risk combination--
conglomerate type; (2) size mismatch was relevant in which the acquired
firm's sales were less than 2 percent of:the acquiring firm's sales
volume; (3) the change in organizational format after the merger was

completed was significant in over 80 percent of the failures; and

671bid., p. 56.

68john Kitching, "Why Do Mergers Miscarry?" The Harvard Business
Review, November-December, 1967, p. 86.

691bid.
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(4) synergy is most difficult to achieve where production facilities are
combined.70 Still, the overall conclusion of Kitching's article seemed
to be that mergers failed because of management's failure, or lack of
ability, to cope with the new task. In essence, he supports Matusiak's
"people problems" thesis. Kitchiné concludes his article with '"Finally,
if the acquiring corporation is new to the game, why not tap the skills
and experience of the sophisticated acquirers, especially their knowledge
in the area of risk reduction at negotiation time?'"’!l 1In the end,
overcoming the numerous problems mentioned earlier, the primary obstacle
which will stand in the way of a merger in the paper industry is the
element of risk.

This chapter has been devoted to the analysis of some of the
forces which restrict merger activity.for the purpose of establishing
significance to each of these forces as an obstacle to mergers. The
most important factor was the application of section 7 of the Clayton
Act, as amended. Pursuant to this analysis, the historical development
of merger activity within the industry was discﬁssed; the "people
problem'" was presented; and lastly, the risk element was examined. All
of these factors have had a definite bearing on the trend of merger

activity in the paper industry.

Ibid.

"l1pig., p. 101,



CHAPTER VI
POSSIBLE RESULTS OF THE MERGER MOVEMENT IN
THE PAPER AND ALLIED PRODUCTS INDUSTRY

Noting the number of mergers, those factors were discussed
earlier which seemed to serve as a catalyst for the merger movement,
Persuant to this it was viewed, at some length, the countervailing
factors which seemed to serve as potential, or actual, obstacles to the
acquisitive spirit of these companies.

Nonetheless, the industry may well be in a period of readjust-
ment. Within the industry there appears to exist a significant change
in the magnitude and direction of the mexger movement, such as the merger
of U. §. Plywood with Champion Paper and Scott Paper's acquisition of
S. D. Warren. In the case of Scott, to reiterate, the consolidation with
.§. D, Warren represented an acquisition of a company whose annual sales
are over $100 million. In contrast with the $143 million in sales of
the 15 acquisitions by St. Regis, it appears that current mergers seem
to be moving in the direction of larger-scale consolidations. Moreover,
acquisitions seem to be moving away from horizontal and increasingly
toward vertical and conglomerate consolidations. In the U, S, Plywood-
Champion Paper merger, the consolidation appears to be such that a viola-
tion of the amended section 7 is not evident. Thus, it may well be that
the industry is now entering a new threshold of merger activity. Still,
there are a number of other possible results springing from the merger

movement in paper and allied products industry.
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COMPET ITION

Gene C. Brewer, President of U. §. Plywood-Champion Papers,
noted that 30 years ago the industry produced one product--lumber.
"Today, we are a multiproduct industry, and the end is nowhere in sight."1~
In the same article which dealt with the forestoproducts industry, he
noted the following about the industry:

1. Now, in a ﬁew, deeper phase of backward integration, many
a company is on the way to building a chemical business founded in the
basic chemistry of the tree;

2. Managements are market-oriented to an unusual degree, when
just ten years ago management was still production oriented;

3. Today, the companies of the forest products industry market
5,000 products; and

4. They used to use only 50 percent of a log whereas 85 percent
of a log is now used.?
Although this paper is not concerned solely with forest products, the
transition experienced by this segment of the industry serves as an
example of what is taking place throughout all segments of the paper and
forest products industry. Since all of the companies in this study are
characterized as being fully-integrated paper companies, the turn of
events in regard to forest products industries makes them relevant as
well to this study. -

One of the most significant aspects of mergers is the impact

on the competitive spirit of the industry. . In economic theory, =cui>:c.

1Christopher Elias, "The Forest Products Industry," The Exchange,
April, 1967, p. 1.

21bid., pp. 1-5.
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competition is usually denoted by price competition. Any vicissitudes
in the market are a result of price changes, brought about by shifts
in the industry supply and/or demand curves. Clearly, the paper and
allied products industry does not fit the model of pure competition; yet
reading about the industry, especially in the trade publication, Paper
Sales, the term competition is extensively used to characterize it. How,
then, is the term applied?

To answer this question, consider the development of the market
conditions associated with Chamberlain's small numbers case--oligopoly.3
There are certain characteristics which are used to describe the theoreti-
cal aspects of this model; particularly the factor of uncertainty. In
other words, what will other sellers do in a given situation? Since the
antitrust laws do not allow sellers to act in concert, the element of
uncertalnty is paramount in this case. In general, certain characteris-
tics prevail in such a market: (1) relatively few firms control a
significant share of the market; (2) there exists a heterogeneity of
products--differentiation may be real or imaginary; (3) entry or exit
may be relatively easy or very difficult; and (4) the price may be set
by the industry, or by, perhaps, a dominant firm or price leader. The
interaction between firms is very significant since the pricing policy
pursued by any firm can affect the pricing policy of all firms.
Chamberlain stated further that differentiation exists if there is any
basis for distinguishing the goods of one seller from those of another.

Such a basis may be real or fancied, so long as it is of any

importance whatever to buyers, and leads to a preference for ome
variety of the product over another. Where such differentiation

35ee Edward Hastings Chamberlain's, The Theorv of Mopocpolistic
Competition (8th ed.; Cambridge, Mass.: Harvard University Press, 1962).
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exists, even though it be slight, buyers will be paired with sellers,

not by chance and at random (as under pure competition), but accord-

ing to their preferences.4
Differentiation may be based upon characteristics of product. However,
it may also exist, as Chamberlain noted, with the conditions which
surround the sale,

In retail trade, to take only one instance, these conditions include

such factors as the convenience of the seller's location, the general

tone or character of his establishment, his way of doing business,

his reputation for fair dealing, courtesy, efficiency, and all the

personal links which attach his customers either to himself or to

those employed by him. In so far as these and other intangible

factors vary from seller to seller, the "product" in each case is

different, for buyers take them into account, more or less, and may

be regarded as purchasing them along with the commodity itself.?
This last statement is the keystone because in dealing with "non-price"
competition the above mentioned factors play a more important role than
price. This does not mean that price has no influence, but since prices
throughout the industry have remained relatively stable, the role of
prices has been overshadowed by other factors., Therefore, when speaking
of competition in the paper and allied products industry, it involves all
the relevant factors surrounding the sale, and price is only one of the
factors.

"Everything about the product sounds good--except the price."6

The increasing role of non-price competition, in part, is helpful in
cvercoming a price obstacle. Paper Sales prescribes 21 ways to prove

your price is right or to show that you are the firm from which to buy,

even though the prices charged for your products are higher than those

“Ibid., p. 56.

Ibid.

6191 Ways to Prove Your Price Is Right," Paper Sales, May, 1966,
pp. 36-37.
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charged by competitors. For example, such things as sell ALL the features
of your product, sell quality, point out hidden savings, make prospects
impatient to enjoy benefits of products you're selling, and so forth,
are essential in overcoming competition--price competit:ion.7 By develop-
ing the art of salesmanship, a firm moves away from price competition to
non-price competition.

In an interview Roger Arnold, President of Paper Service Supply
Company, a local paper merchant says: 'Price is often not the key
factor, but rather it is the IDEA (underlining for emphasis) that sells,"8
In other words, service has become ali-important. The paper merchant
has had to sell his products by showing the customer how they will do a
given job better than the products he is now using. '"The key is hard
work, long hours, and the financial rewards will take care of themselves:.."9
The element of service is crucial at the local level. Arnold notes that
"Typically a manufacturer's representative will come into your office,
shake your hand, buy you a lunch, and expect an order. However, if you
ask him to go out and help your salesmen, the manufacturer's representa-
tive does not have the time."!0 It can also be said that about 10 years
ago this same situation would be indicative of the attitlude of the local
paper merchant in his approach to customers. During the intervening

years, there has been a tremendous change within the industry. The mills

T1bid.

8Interview with Mr. Roger Arnold, President of Paper Service
Supply Co., Wichita Falls, Texas, March 2, 1967.

9bid.

1011.1.
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or converters have started to deal directly with the customer, say a
retail grocery chain, and thus the wholesaler is by-passed. The whole~
saler, in order to retain his sales, has had tu adjust his entire
approach. He has become extremely conscious of service. The traditional
markets which have been the bailiwick of paper distributors have been
successfully invaded by the mills. New markets, new sales techniques,
and so forth have had to be developed. '"Ninety-five percent of the
sales of local distributors were made to grocery stores in years past.
Today, the reverse is true; five percent or less of theilr sales are
accounted for by sales to grocery stores."ll Therefore, it has become
apparent that new approaches are vital in order to prevent the complete
usurpation of the local markets by the mills, The nature of competition
within the industry has definitely shifted toward an increasing role
being played by non-price competition. Increased non-price competition
is provided by the entrance of new firms, in the form of the mills, into

the markets traditionally served by the paper distributor.

Direct Mill Competition

Nearly every issue of Paper Sales contains one article about

competition. Again, non-price competition is the basic concern. The
article is often directed toward the paper merchant and usually points . ::
out that the wholesaler is not an anachronism. The inference is that
the wholesaler need not, through default, yield his business to the
mills. One such approach is seen in an article written by Saul Herman--
a wholesale paper merchant. He says that he can usually outsell the

mills. "The major reason is simple; he provides the kind of service

ll1p44.
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that no mill could possibly hope to match."'? Herman adds, "A good
house must be willing to carry in stock all the paper items used by a
prospect...also delivery must be prompt.... Another thing is top quality
lines...these buyers want the best."13 One thing that has been a door-
opener for him is that his firm has the ability to make quick deliveries
from its own inventory. Even though his prices might be no lower, or
even somewhat higher, than those offered by mill competitors, his recom-
mendations sometimes reduce costs for customers. ''More essential than
anything, however, is the salesman's know-how...he must know his business
and know it well."l4 Herman's forte, and the forte of any successful
merchant, lies in the fact that he provides far greater service than
could be rendered to a customer by a direct mill supplier.
He can guarantee immediate delivery when supplies are needed; less
money must be tied up in inventories; smaller warehouse space is
needed when buying is done in smaller lots from a local paper house;
he is constantly available for assistance, whereas mill men may not
be in the city for days at a time; and by selling the lines of
several mills, he is able to provide the best item for every use,
without having to substitute a less adequate item instead.l3
To summarize, the paper merchant of today, finding his markets encroached
upon by direct mill selling, has had to change his philogophy toward the
\ ",
amount of service offered before, at the time of, and'after the sale.
The mills have indeed played a role in the price policy of the

paper distributors. 1In general, the mills have been responsible to a

great degree for holding down prices charged by paper distributors,

%
125441 Herman, "Don't Be Afraid of Direct Mill Competition,"
Paper Sales, December, 1957, p. 22.

1pi4.
YVarpiq.

Lipid., p. 23.
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As a consequence, many paper distributors have employed extensive price
cutting in order to maintain theilr sales market. This may account for
the numerous articles found in the same trade journal decrying the use of
extensive discounting by merchants. In 1961, "the FIC said it was
drafting legislation to go to Congress requiring mills to sell paper dis-
tributors at lower prices than to chains and direct-buying retailers,"1®
The need for such legislation is an indication that the merchant has been
hard pressed by the mills. When the pressure of the mills is coupled n
with an industry often faced with excess capacity, the merchant is
frequently confronted with the need to cut prices. Given increased
sales and even greater increased operating costs, ''some operators con-
tinue meeting this problem with price cutting, though this was proving,
again and again, a short-sighted approach, leading at times to bank-
ruptcy."17 Dick Reinhardt, publisher of Papér Sales, counselled in
November, 1960, '"The safest way for a paper merchant to operate, whether
in industrial or printing papers, is to publish a price list and then

sell every customer on exactly the same basis."18

Lastly, Stephen
Bolling, commenting on developments over the last 25 years, noted:
"Merchants have always been accused of price cutting but mills seem

even worse, in the face of excellent demand, even shortages."l9 There-

fore, it may be concluded that prices are often the major competitive

16"Printing Papers: The Fabulous Years," Paper Sales, January,
1966, p. 64.

17n1ndustrial Papers: Epic Era," Paper Sales, January, 1966,
p. 47.

181pid., p. 48.

V1hig., p. 52.
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weapon used by both merchants and mills. At any rate, the fact that
price wars erupt from time to time seem to indicate that monopolization
does not exist at the local level.

The role of direct selling by the mills has been twofold.
First: it has served as a means of maintaining relatively stable prices
in the local markets. Second: the price competition provided by the
mills has been counteracted by vigorous non-price competition, encom-

passing all the aspects surrounding the sale of paper and allied products.

Product Diversification

The one characteristic which best summarizes the industry is
"change."20 After reviewing the impact of direct mill sales on the paper
distributor, it has been noted that the merchant has turned to providing
the customer with better service as a means of retaining his market.
However, service alone is not enough, but rather the merchant has become
a knowledgable specialist who often is more knowledgab}e_about a cus-
tomer's needs than the customer himself. 'Product knowledge has become
a most important asset, especlally in industrial packaging service.

This, of course, has separated the order taken from the professional
salesman."?l The new competition has, therefore, resulted in the placing
of a greater demand upon the merchant's sales force. However, interest
lies not only in the need for better salesmen but also in the develop-
ment of new products which necessitate the emergence of technically

knowledgable salesmen.

ZOSee p. 22,

2lug;gustrial Papers," p. 53.
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Using a phrase from the 25th Anniversary Issue of Pa er Sales,
""1941-1965 The Incredible Paper Products Revolution,' may sucé&nctly
denote the change in the industry. Consider the number of cargénrsizes
produced by Kimberly-Clark: 'Ninety-six new standard carton sizes have
been added for a total of 2,100."22 This serves as a typical example
from the industry, and represents the greater variety of existing
products beiné offered. Moreover, it points up once again the importance
of well-trained salesmen to help customers select the products best
suited for their needs.

The product revolution has gained added impetus as paper proved
to be an ideal substitute for glass, tin, steel, burlap, canvas, cloth,
rubber, leather and many other products. Not all of the applications
have proved themselves in the long-run, but others have found wide scale
market acceptance. During the discussion of the many types of diversi-
fication mergers, numerous examples have been cited.of new products
being served by the paper industry. Since paper is an ideal substitute
for numerous products, there is a high degree of cross-elasticity of
demand between paper and other materials, especially those materials
used in packaging. DMuch of the product development is directly attrib-
utablé :to this interindustry competition for the packaging market. One
example is that of paper milk cartons replacing glass containers. In
addition, the product proliferation within the industry is readily

apparent in the Source of Supply Directory of paper and allied 1ines.23

22Pa er Sales, February, 1966, p. 42.

23See Source of Supply Directory (Park Ridge: Peacock Business
Press, Inc., 1965).
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This annual publication not only provides a complete listing of paper
and allied products, but also cites the numerous suppliers of these
products. It is of interest that few products have but one or two
sources of supply. Typically, there are at least a dozen or more manu-
facturers of the products. The paper merchant does have a broad source
of supply, and in light of the merger activity which is characteristic
of the industry, the sources appear to be increasing rather than
decreasing.,

Lastly, the merger activity of the 10 most active acquisitors
has added to the deepening of product mix. In a number of cases,
mergers have been utilized to gain access to a new market. By providing
ingress, additional sources of supply have been added which have enabled
the merchant to keep pace with the product proliferation. A survey
reported in Printers Ink illustrates the significance of new products at
the retail level. The survey includes those items carried by a chain of
food stores in Minneapolis in 1967, and compares them with those found
in a comparable survey conducted in 1957. The new items account:for 55
percent of the items now handled. Moreover, these items contribute 52
percent of unit sales, represent 52 percent of dollar sales, and earn
57 percent of dollar margins.z4 The following table denotes those
products experiencing marked growth. Paper products have increased
66 percent, representing a 72 percent gain in sales of these products.
It may be noted further that9b§% 1B57 the industry entered into a signifi-
cant merger period. By 1967 the effect of these mergers reflects a

greater product mixX. With retail paper product sales, the introduction

24"Product Categories Showing Marked Growth," Printers' Ink,
August,25, 1967, p. 8.
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TABLE 29

PRODUCT CATEGORIES SHOWING MARKED GROWTH FROM 1957 TO 1967
(In Percent)

L __ ———— — — - — —— ———— - _——— —— ——— —— ____— — __————

Item New Item As Sales Margin
Percent of Gain Gain
“Total Items

Paper products 66 72.. 96
Prepared canned fodds 73 120 138
Laundry detergents 53 67 162
Pet foods 81 85 99
Refrigerated doughs 85 111 160
Snacks 71 154 177
- Frozen dinners 72 88 140
Candy 53 101 112

lprofit gain from selling these products.

Source: '"Product Categories Showing Marked Growth," Printers' Ink,
August 25, 1967, p. 8.

of a new product is not strictly a single product line, but rather the

new product is offered in a multi-line sequence. For instance, if a

new line of tissue paper is introduced, it comes in a series of different

sized packages as well as a number of colors. According to some sources,

the introduction of a single product line is usually unsuccessful.

Therefore, paper products especially, as the abovg mentioned data suggest,

have been widely expanded. Not all of the heterogeneity is attributable

to merger activity; however, it appears that mergers did play an impor-

tant role in this area.

The Effects of Integration

Mergers and acquisitions have resulted in a new era of marketing

techniques, but what effect has the waves of mergers had upon the i:. .



174
industry? The initial wave of mergers resulted from the fact that during
the early 1950's, the quantity of paper products demanded has acceeded
the quantity supplied. The results have been high prices, high profits,
and acquisitions. Paper manufacturers have become fully integrated
companies, moving from acquisitions of forest resources to the acquisi-
tions of paper houses. However, many companies have found the operation
of wholesale establishments not to their liking. For example, Scott
Paper took over the operation of an Eastern paper house, and after ome
year, divested itself of the operation. .Scott-dvopped the paper house
because of the following reasons:

1. the problem of maintaining adequate warehouse stocks;

2. the problem of billing hundreds of customers in a given
local market;

3. the fact that many local companies preferred to deal with
local merchants rather than with branch warehouses of national organiza-
tiéns; and

4. the necessity for handling the thousands of local problems
that require the immediate attention of a local representative with an
intimate knowledge of customer needs.25
In spite of this, the acquisition wave has continued.

In 1960, Champion Paper acquired Cappenter Paper Company which
had acquired numerous paper distributors prior to 1960. '"The trade
took immediate notice, as this leading manufacturer of many paper lines

became owner of a sizeable distributor complex."26 Another significant

23papér. Sales?. February, 1966, p. 66.

201bid., p. 67.
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mill-merchant acquisition which occurred around the same time was
Kimberly-Clark's purchase of Blake, Moffitt & Towne. There were a number
of similar mergers which have been noted. The importance of these
mergers lay in the fact that the sources of supply for many merchants
were affected. Also, the "demonstration effect" seemed to prevail as
one after another of the major paper manufacturers began acquiring
merchant houses.

All in all, the impact of these mergers has provided a '"Lester

Effect' or '"Shock Effect."27

As increased wages have resulted in
stimulating improvemenfs in management and labor performance, so too
have mergers stimulated the entire industry. New products, new tech-
niques, better utilization of resources, all have become common prac-
tices within the industry. The growth of non-price competition, as well
as price competition, has definitely carried service to the forefront
in the industry. .Lastly, the industry has found itself on the crest,
perhaps, of a new and more complex merger wave of activity. It seems
that the industry is now at a point where extensive vertical and con-
glomerate types of mergers may occur. The bulk of conglomerate mergers
may take the form of primarily market extension mergers. They should
continue to provide the means of gaining access to new market areas
rapidly.

The emphasis on geographical markets, as well as the development

of product lines, is reflected by the data in an annual report. Of

interest is the evohution in the annual report from the early 1950's

27Richard A, Lester, Economics of Labor (2nd ed.; New York:
MacMillan Company, 1964), p. 517. '
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through'the‘mid-sixties. At the outset of this study, the basic product
lines for each company have usually been cited by geographical region.
Using St, Regis as an example, its annual report lists each plant and
the product produced at that site. In 1955, the company has had 43
domestic plants and 9 foreign-owned affiliates described in the report.28
By 1965, the annual report has incorporated a new format. In this report,
each major product is cited individually, and under each heading is
listed all the various plant locations where the product is produced.
For example, where St. Regis has had 8 corrugated box plants in 1955,
the 1965 report cites 26 such manufacturing plants.29 Obviously, not
all of these new plants are attributable to mergers. But, the point is:
it appears that the 10 most active acquisitors have become engaged in a
numbers game. ''Keep up via merger' seems to be the theme song for these
firms, It is difficult not to be impressed by the Annual Reports of the
Mead Corporation. Each report presents a map of the United States on
which their plant sites have been located. It is indeed impressive
to note the manner in which the map is being covered with more dots,
stars, and lines with each successive annual report. As a consequence,
the manifestation of merger activity may, in part, be attributable to

corporate annual reports--the ''demonstration effect' manifestation.

The Consumer
Under the model of pure competition, the products are homo-
geneous--identical. The consumer is thus afforded no choice other than

the choice to purchase, or not to purchase, the item. As denoted in

zséggual Report: 1955, St. Regis Paper Company, p. 11.

29Annual Report: 1965, St. Regis Paper Company, p. 26.
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FIGURE 5

COMPETITIVE OUTPUT
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Chapter III, mergers are often undertaken as a means of adding to the
product heterogeneity of a company. Therefore, the effect which mergers
have had upon the consumer has been beneficial. The obvious question
is: in what way has the consumer benefited?

- Again using the model of competition, the model is cited as
desirable because society is thus offered products at their lowest cost.
In other words, given a perfectly elastic demand curve, horizontal line,
the equilibrium position for the firm is attained when price is equal
to average cost, P = AC, At this putput, average revenue is equal to
average cost, AR = AC, which means the firm is realizing normal returns.
The significance, though, is that average cost is at a minimum. Graph-
ically, it is shown in Figure 5. The price, P, is equal to average cost,

marginal cost, average revenue, and marginal revenue. Thus, the firm is
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FIGURE 6

NONCOMPETITIVE OUTPUT
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operating at the point of profit maximization, as well as at the lowest
point of its average cost curve. However, the products distributed in
the paper industry are differentiated--heterogeneous. Hence, the demand
curve faced by any firm would be negatively sloped, indicating that
given a price change, different quantities are demanded. The signifi-
cance of this becomes apparent when examining Figure 6. The firm would
operate where MR = MC, but at this output, X, the avergge cost is equal
to average revenue, but the price, P, is above the lowest point on the
firm's AC curve. The point of tangency of a downward-sloping demand
curve is obviously above the minimum cost of production output, denoted
by X'. The consumer, as a result, is confronted with a higher price and

fewer units than may be the case under competition.
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Theory suggests that if there is a movement away from product
homogeneity and the model of competition, the result is that the‘cOn-
sumer is penalized by being confronted with higher prices and fewer
units. But thébry also provides the tools to refute such an analydgis--
the bugaboo of economies of scale. Briefly, since economics recognizes
a curvelinear average cost curve, it can be argued that internal
economies are relevant factors., Assume a number of competitive firms
is joined into ome large-scale firm, definite economies may be generated.
As a result, the average cost curve may fall, reflecting a lower per
unit cost for producing a given unit of output. Assuming this to be the
case, the consolidated firm may now be willing to provide more units at
a lower price. In fact, a number of mergers has been discussed in which
a greater quantity of goods has been sold at lower prices after a merger
(see below).

The question which immediately arises is whether the consumer,
or the competitor, is in need of protection. Economic theory suggests
that if a firm is unable to cover its average cost of production in the
short-run, the firm should exit the industry in fhe long-run. However,
the courts and the regulatory bodies have muddied these waters by
‘minimizing the question of prices. Still it should be noted that the
courts are apparently concerned, not with short-run, but rather with
long-run consequences of mergers. In other words, the lower prices
resulting from a given merger are often construed as being only temporary.
Once a monopolistic position is established, prices may be pushed ever
upward. It is the potential ability to control prices through the domi-
nation of the market that has been one of the major obstacles confronting
the merger movement. Citing Scott's acquisition of Soundview Pulp Co.,

Lo wlniis
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Detroit Sulphite Pulp and Paper Co., and Hollingsworth & Whitney Co.
as an example, it has been.notéd that the FIC apparently minimized
prevailing market prices after the merger.30 The concern is apparently
the probaﬁle effect on existing competitors. Does the.mere existence
of a large number of firms benefit society?

"Economics is the study of how men and society choose, with or
without the use of money, to employ scarce productive resources, which
could have alternative uses, to produce various commodities over time
and distribute them for consumption, now and in the future, among various
people and groups in society."31 The emphasis is placed on allocation of
resources for consumption. Thus it would seem that economics serves
consumption, not necessarily competitors. Competition, or the mqiel of
competition, is merely a means to an end. Suppose that a merger does
result in the realization of lower per unit costs; it would seem that
economics is serving the purpose for which it is purported to serve--
the consumer, if that merger is allowed to stand.

Immediately, the counter argument arises. What about monopoliza-~
tion? Given the stage of development of the paper and allied products
industry at this time, monopolization is not a serious issue. In fact,
the merger movement seems to have enhanced the competitive situation.
Extensive geographic penetration has been accomplished by mergers. As
additional companies move into new markets, the situation changes.

Though perhaps unfortunate, the marginal merchant may, in some cases, be

driven out in the process. But economics is not directly concerned with

30See p. 151.

3lpau1 A, Samuelson, Economics (7th ed.; New York: McGraw-Hill
Book Company, 1967), p. 5.
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the perpetuation of the marginal firm. Economics strives for the most
efficient, lowest cost-operation with, hopefully, the lowest possible
prices being charged. In addition, alluding to indifference curve
analysis, the consumer may derive a much higher level of satisfaction,
ceteris paribus, if the prices of the goods consumed are lowered. The
consumer's increased feal income as reflected by lower prices increases
the total satisfaction of society. Since much of the theoretical analy-
sis involving the consumer is phrased in terms of maximizing the level of
consumer satisfaction, it would seem that to deny the consumer lower
prices would be to come in direct conflict with the role of consumer
~ economics. The consumer may benefit from mergers either by realizing
lower prices, or by experiencing constant prices. On the other hand, the
consumer should not be faced with increased prices in order.to protect
the marginal producer or paper merchant.

There is another aspect of mergers which needs elaboration at
this point: the deepening product heterogeneity which has resulted from
numerous mergers in the industry. How does this affect the consuméf?

The issue revolves around consumer choice. It would be erroneous to
assume that mergers alone have contributed to the product proliferation
experienced by the industry. Nevertheless, it appears that mergers have
contributed to the wide scale availability of these product lines. The
acquiring firm, with large financial resources available, is often in a
better position to develop far wider markets which are gained through the
acquisition of new facilities and then to expand internally into these
same areas. The result is broader product selection being made available

to the consumer.
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Lastly, there is one other factor which is pertinent to the
consumer. It has been noted that paper products are easily substitutable
for numerous types of packaging material. Obviously, then, the materials
for which paper is a substitute can also be substituted for paper. It
is this interindustry competition that serves as a good, perhapg even
better, check on the pricing activities of the paper industry, than the
mere presence of a few additional paper producers in a given market.
The innovational processes which prevail in the economy are highly comp:-
petitive.ll Moreover, no market is without possible entrants, and in many
cases, these entrants represent firms from other industries. For example,
Proctor & Gambel has begun to acquire a number of paper producers. It
is this type of entrant which protects the consumer from the effects of
possible monopolization which numerous mergers may afford an acquiring
company. Briefly, the consumer has been spared any significant price
increases in the short run after the numerous mergers discussed above,
and in the long run the prices charged the consumer should be held in
check by the forces of competitive products--interindustry competition.
Thus it would seem that the regulatory bodies, when considering the impact

on the consumer, have, in essence, inferred a non-probable result.

Impact of Mergers on Society

Has society benefited from the merger activity of the paper and
allied products industry? Again, it would appear that society has
definitely gained from such merger activity.

Since antitrust cases are resolved on the basis of 'probable"
effecté on competition, the issue of intent is paramount. If intent is

based upon monopolization of a market, most observers would agree that -
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a merger transpired under such circumstances suould be disallowed.
However, it seems that the evolutionary spirit underlying today's corpo-
rate enterprise may be to gain as large a share of a given market as
possible. The question arises: what is an acceptable technique which
can be utilized to gain a.larger share of the market being served?
Natural growth--however that may be defined--is considered an acceptable
technique., Legally, if a company evolves as the dominant firm in a
market, the antitrust laws condone such behavior. Unfortunately, any
attempt by a corporation to add to its size is often construed to be an
attempt to monopolize. Natural means are acceptable; unnatural means--
mergers=--are not ac;eptable, especially horizontal mergers. Hence the

question of intent concerning monopolization is, perhaps, a foredrawn

conclusion of the modus operandi of the business community. Yet, a more

relevant stand on intent is needed.

Based ﬁpon the nature of the majority of mergers undertaken in
the paper and allied products industry, it appears that the primary
intent has been to expand corporate markets. As noted in Chapter IV,
market extension mergers have accounted for the majority of mergers
completed by the companies in this study. Moreover, if monopolization
has, in truth, been the major objective, it seems reasonable to expect
that prices would have tended to move upward throughout the period of
“the study. Besides, these companies have made large capital expendi-
tures in order to create additiomal corporate, as well as industry, .,
capacity. A number of mergers have afforded the acquiring company a
new base from which expansion could take place. The intent gseems to be
expanded capacity. This in itself would further seem to run counter

to the usual argument set forth under the concept of momnopolization.
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Assumihg monopolization is agchieved, price is expected to increase, and
as is further aésumed, output is reduced. Cont;arily,Lit appears that
the paper and allied products industry has done little to thwart ine: ..
creased qutput. In fact, many analysts sugéest that this increased
output is the major cause of depressed prices in the industry. To wit,
if monopolization is the primary purpose underlying the merger movement,
it would seem that the companies themselves have failed to recognize
their motives.

Nevertheless, theAlaws which have been written to protect society
~ from anticompetitive actions have provided a number of exceptions which
would render mergers acceptable, Mergers may be allowed because:

1. Owners desired to liquidate their holdings; .

2. The free transferability of capital assets tends to put them

in the hands of those who will use them to their utmost
economic advantage;

3. Growth by merger may lead to economies of scale;

4, Entry by merger may stimulate improved economic performance,

for example, an industry characterized by oligopolistic
lethergy; and

5. Diversification may mean economic stability.32

In essence, as Donald F. Turner.has noted, Congress has pointed out
that mergers can very well be procompetitive. Therefore, assuming that
a given merger is established as procompetitiQe, society will benefit
from the consolidation.

Another area improved by mergers has been the basic attitudes of

the local paper merchant. The lethergy, characteristic of the paper

32Donald F. Turner, "Conglomerate Mergers and Section 7 of the
Clayton Act," Harvard Law Review, LXXXITI, May, 1965, 1317-1318.
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merchant in fhe past, has been significantly overcome. Moreover, new
entrants using the merger route have challenged traditional markets.
In 2ddition, the acquiring company, supported by large capital resources,
was able to expand greatly.thé existing facilities, affording the con-
sumer a wider choice of products. This reinforceé the conclusion that
society has greatly benefited from merger activities of the industry.
In fact, there have been no instances where the ultimate consumer has
been placed at a disadvantage. However, there are some examples where
converters or wholesalers have found themselves at aA¢ompetitive dis-
advantage. Nonetheless, the issue‘here is not the impact on competitors,
but on society. Society, unfortunately,-is not the issue in many of

the cases discussed in Chapter V. Although cruel, perhaps, the marginal

firm, marginai in the sense that costs are higher, should not Be pro-
tected at the expense of society in general.

When discussing the purpose of antitrust statutes, Judge Learned
Hand, in the Alcoa Case of 1945, stated:

It is possible, because of its indirect social or moral effect, to
prefer a system of small producers, each dependent upon his own
skill and character, to one in which the great mass of those en-
gaged must accept the direction of a few.... We have been speaking
only of the economic reasons which forbid monopoly; but, as we

have already implied, there are others, based upon the belief that
great industrial consolidatiaons are inherently undesirable, regard-
less of their economic results. In the debates in Congress Senator
Sherman, himself...showed that among the purposes of Congress in
1890 was a desire to put an end to great aggregations of capital
because of the helplessness of the individual before them.,..
Throughout this history of these statutes it has been constantly
assumed that one of their purposes was to perpetuate and preserve,
for its own sake and in spite of possible cost, an organization of
industry in small units which can effectively compete with each
other.33

3
3148 F2d 416.
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Judge Hand'é opinion in this case is basically from the viewpoiht of the -
number of competitors, regardless of the economic comsequences. It
could be argued that the best way to encourage competition is to allow
the firms to drive prices upwérd, thus attracting new firms to enter the
industry. Such an approach, though favorable to the producer, would
likely result in a loss of real income for the consumer. Moreover, the
pursuit of numbers by the statutes and regulatory bodies canmot serve
the best interests of society. Protection is afforded the producer and
not the consumer. Again, the paramount question is emphasis. Which
group--consumer or competitor--needs to be protected?

On the other hand, Turner has noted: '"... there seem.to be
overpowering reasonsAagainst using cost savings as a basis for invali-
dating conglomerate or other mergers."34 He cites three reasoms why
economies, per se, should be grounds to validate mergers.

1. There is the enormous social interest in progress and effi-
ciency, which has represented one of the primary bases for the
policy of promoting competition as it has in fact evolved.

2. To forbid mergers that would or might produce substantial effi-
ciencies would narrow substantially the category of acceptable
mergers, thereby drastically weakening the market for capital
assets and seriously depreciating the price which entrepreneurs
could get for their businesses when they wish to liquidate...

3. The protection that this policy would afford to small business,
except in the short Sgn, is at best highly conjectural and
probably negligible,. : -

To which, Turner adds that there are a number of more effective tech-

niques which are available to aid small business entrepreneurship. The

government has already made available loans and loan guarantees to small

34Turner, op. cit., p. 1326.

Brpid., p. 1%27.
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businesses. Further, the Small Business Administration has been
established to serve this segment of the economy. Nevertheless, pro-
tection, be it through tariffs or antitrust statutes, serves the marginal
firm, and it 1s typically a short-run phenomenon. If efficiencies are
germane, it is only a question of time until such efficiencies are
realized through internal growth. In the paper and allied products
industry, there are several instances where internal economies are
coincidental with the growth of the firm.

In summary, it appears that society has fallen victim to the
zealous protection of the competitor, at the expense of the consumer.
To deny a merger simply because it reduces by one or more the number of
competitors, is to fall to take into consideration the reasons, theo-
retical reasons especially, why competition is a desirable characteris-
tic,. Succinctly put, competition tends to equate price with the lowest
point on the average cost curve. Price is equal, or approximately equal,
to the average cost of production. Moreover, if a merger affords the
manufacturer an opportunity to realize a reduced average cost curve,
then society apparently will realize a greater output at a lower price,
increasing the real income of society. The issue, however, becomes

clouded for one apparent reagon--the role of the entrepreneur.

The Role of the Entrepreneur

Profit, normal profit, is the teturn for entrepreneurial skill--
enterprise. It is assumed that the entrepreneur's purpose is to maxi-
mize the profits of the company which is served by his skill. Based
upon this assumption, a merger becomes a useful managerial weapon since

it may well lead to the monopolization of the market. Inherent to this
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may be a broader attempt of the entrepreneur to maximize the firm's
profits, perhaps resulting in a higher price and lower output. If the
firm is afforded the opportunity of fealizing economies to scale, the
consolidation may still yield a lower price and greater output than
existed prior to the merger. This leads to the question which much be
resolved--what is the role of the entrepreneur? Monopolization is
undesirable because, given the opportunity, it is assumed that the
entrepreneur will raise his prices in oxrder to enhance his profit pic-
ture.

Economic theory, however, would allow for several factors to
come into play. First, the law of demand states that an increased price

will result in a decline in the quantity demanded, ceteris paribus.

Assuming an elastic demand curve, the entrepreneur will find that not
only sales, but total revenue, will diminish if price is increased.

The assumption of an elastic demand curve is appropriate because
lowered prices have led to increased revenues. Since the products are
close substitutes, this in itself suggests a high degree of cross-
elasticity of demand, which would serve to check any price increases.

In addition, the importance of interindustry competition may, for the
most part, tend in the long-run to give rise to a more elastic demand
curve, These factors may well explain the overall development of fairly
stable prices throughout the industry, especially when coupled with
excess capacity. Therefore, if merger activity has led to the monopoli-
zation of the industry, and the entrepreneur's purpose has been to maxi-
mize profits, the general price levels‘as well as the profit levels

which exist throughout the industry do not support such assumptionms.



189

Briefly, what are the alternatives to the profit maximization
assumption? Baumol writes: 'Perhaps the most remarkable failure of
modern value theory is its inability to explain the pricing, output and
other related decisions of the large, not quite monopdlistic firms
which account for sc large a proportion of our output."36 In his study,
Baumol is struck with the importance which management placed upon the
level of corporate sales. This has led him to develop the revenue
maximization hypothesis.37

Weintraub adds that, in general, economic analyses have relied
upon the assumption of maximization of profits for their solution.
“"Although it is probably accurate as a general principle of business
conduct and as an indicator of the ultimate results, the shortcomings
of this assumption are commonly acknowledged; no one will deny that it

138

fails to describe all the facts. He further notes that public utili-

ties are prohibited by law from applying this formula, and other prac-
tices which may tend to violate the maximization rule would be retail
mark-ups and full-cost pricing.

It is surprising and iromnical, that, to judge by what businessmen
often say, one would think that they, too, agree that the nature
of business corporations is exactly and precistly what critics say
it is; namely, that the corporation has no other purpose, and
recognizes no obher criterion of decision except profits, and that
it pursues_these profits just as single-mindedly and irresponsibly
as it can.

36Baumol, op. cit., p. 13.

37Ibid., also see Chapter VI.
38, . .
Weintraub, op. cit., p. 189.

39Robert N. Anthony, "The Trouble with Profit Maximizatiom,"
Harvard Business Review, XXXVIII, November-December, 1960, 127.
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Professor Anthony, then, sets forth to show why in the real world
of the practicing business community this assumption is invalid. It
should be pointed out that Anthony places the blame on the perpetuation
of this assumption squarely on the teaching of profit maximization
economics. He adds that "Although we find leaders of the business com-
munity stresiing the importance of a satisfactory profit, we also find
them discussing business responsibilities, the need for a fair division
of income among the parties involved in a business, and other subjects
that are incompatible with the profit maximization goal."40 He adds,
"If profit maximization is the governing bbjective of business, such a
statement is nonsense."41 To illustrate the lack of consistency of
profit maximization with management practice, Anthony poses a few
questions; some of which are:

Why give an employee a separation payment when he is discharged?

. Why don't executives spend all their waking hours at work?

Why have a lawn around the plant, and why spend money to mow it?

If prices are always as high as possible, how can a wage or material

cost increase lead to a price increase?42
There are other questions raised which may serve to show the line of
reasoning Anthony uses to support his nonmaximization thesis. In brief,
the assumption of profit maximization is unrealistic, according to
Anthony, because: "(l) profit maximization is too difficult, and (2) it

1.3

is immora With reference to the ehhical problem, he states that

"profit maximization requires the businessman to uice every trick he can

40Ibid.

“lipig,, p. 129.

421444, , p. 130.

431bid., p. 134.



191
think of to keep wages and fringe benefits down, to extract the last
possible dollar from the consumer, to sell as low quality merchandise
as he can legally hoodwink the customer into buying, to use income solely
for the benefits of the stockholder, to disclaim any responsibility to
the community, to finagle the lowest possible price from his vendors

1l

regardless of its effect on them, and so on. In other words, "A
businessman is a human being, and it is completely unrealistic to
assume that he should act in an éthical vacuum."45 Moreover, there is
little evidence to support the concept that most active acquisitors in
the paper and allied products industry are profit maximizers. Nor has
the merger movement, per se, significantly enhanced the ability of the
corporations to approximate such a position.

Other assumptions put forth in lieu of profit maximization are:
the number of employees, the market areas served (which seems very rele-

vant to this study), the company's rate of growth over a neriod of
Y » p g ¢

time, and maintenance of the firm's corporate image.

Workable Competition

Most textbooks which are related to the general area of govern-
ment and business refer to the concept of workable competition. Indirect
mention has been made of this concept, but it demands a more detailed
development. Wilcox regards a market as workably competitive when it is
characterized by conditions in which neither buyers nor sellers have the

upper hand. The conditions which would give rise to such a market are:




192

1. It need not involve the standardization of commodities; it
does require the availability of products so closely related
that they may be readily substituted...(and) that they differ
so little that sellers will not hesitate to shift from one to

another.
2, It does not require that markets be formally organized, ... it
does require that information be ... (granted) to some traders

and withheld from others.
3. It does require that traders be sufficiently numerous to offer
to buyers and to sellers, respectively, a considerable number
of genuine alternatives in sources of supply and demand, so
that, by shifting their purchases or sales, they can substan-
tially influence quality, service, and price.
4. Each trader must be free to adopt his own policy governing
output, purchases, add price; ... power must not be so distrib-
uted that lack of resources or fear of retaliation prevent one
trader from encroaching on the sales or the purchases of
another.
5. It does require that transference and entry be unobstructed by
artificial barrieriéand that no preferences be accorded or
handicaps impesed.
Workable competition involves the development of conditions which
prevent the curtailment of market activity associatdd with monopoliza-
tion. These characteristics are applicable to the paper and allied
products industry, because there exists: a high degree of cross-
elasticity &f demand; a choice of supply; independent action on the
part of sellers; and the possibility of new entrants prevails in the
markets served by the industry.

In general, competition can be said to be effective as long as:

1. The consumer is afforded a choice as to the number of
suppliers which act independently, and who vigorously attempt to satisfy
the consumer's demands.

2, Prices as well as the availability of products are publicly

made available to all consumers--potential or actual purchasers.

46Wilcox, op. cit., p. 307.
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3. The products themselves are good substitutes and the quality
is the same for the products being supplied by these firms.
Drawing upon a popular political phrase, the consumer should be afforded

a ""choice,"

not an echo. The merger movement has been benefitiailta the
consumer by affording him additional sources of supply through the multi-
plicity of products being offered by the industry. Mention has been
made of.the fact that prices are relatively stable; if not declining
throughout the industry. Consequently, it would seem that the industry
is effectively competitive. Competition is‘effective, in the sense
that there is little, if any, evidence to support the contention that
prices have increased or that output has been reduced after these mergers
were completed.

If these conditions prevail, the consumer and society are
benefited. Since price competition exists within the paper industry,
the consumer has also benefited from vigorous nonprice competition.
‘However, nonprice competition has not circumvented price competition.
Rather, nonprice competition has been coupled with strong price compe-
tition to provide the consumer with a true choice as to products, to the

number of suppliers of these products, and to constant prices being

charged for these products.

The Demonstration Effect
Another phenomenam which has emerged is the ''demonstration
effect." William B, Harris said: '"Since 1946, interest in mergers has
been so broad that practically every corporation in the U. S. with a

net worth of $1 million has been approached with a merger proposition,
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or has itself apprdached another company with a deal."47 Although
Harris is commenting on the early fifties, the comment is important and
relevant throughout this study. It seems as if the "demonstration
effect” has, in truth, played an important role.
The function of business enterprise seems to be to serve growth.

One way to achieve growth is through mergers.48

"In the 20 years since
World War II, the managements of a lot of U. S. companies, perhaps all

major companies, have operated as though growth were their real raison

d'etre."49 Continuing, Business Week also notes that growth exerts its
own dynamism, and certain paradoxical propositions emerge:

1. A growth company needs very high caliber men to run it--but it
also attracts these men where a slow-growing or declining
industry, say a railroad, never would.

2. A growth company in the high technology, high-investment area
requires endless amounts of money and credit-~but it is likely

to have a reputition that generates both earnings and Wall
Street backing.

3. A growth company inevitably involves risks--big#risks--whether
in making mergers, developing new products or new markets, or
applying new techniques to old businesses.

Moreover, growth can quickly catch the eye of Wall Street as well as by
other companies. This recognition, especlally by other companies, has
contributed significantly to the merger movement.

Underlying the merger movement is the basic fact of economic

life--"grow or die." Growth is often a slow process as evidenced by

47William B, Harris, "The Urge to Merge,' ' Fortune, November,
1954, p. 102.

48See p. 65.

49"Corporations: Where the Game is Growth," A Special Report,
Business Week, September 30, 1967, p. 99.

501pid., p. 102.
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the case of Container Corporation of America. Known as a packaging
company, the company is one of_zhé least active acquisitors in the study.
A recent article in Businegs Week, reports how Container has concentrated
on vertical integration tapered to the rear. The pursuit of such a
policy has resulted in a very enviable position for €ontainer because
the company has performed well. Container's uniqueness lies in the fact
that it has been able to enjoy growth without having to venture from
converting paperboard into packaging. However, the company has become
increasingly interested in diversification as a defmnsive move.  As in
the case of Scott, Container has found its baliwick being encroached
upon by other companies, such as St. Regis, International Paper, Crown
Zellerbach and Union Camp as well as American Can and Continental Can.51
The significance here is that Container is faced with an ever increasing
number of competitors. Therefore, in order to maintain its current level
of growth, new markets have to be established because the above mentioned
entrants assuredly will gain a share of this segment of the packaging
market.

There are a number of other indicators which seem to favor the
demonstration thesis. First, there are an increasing number of ads
being placed by large diversified companies~--conglomerate companies--
which alluded to their diversification. Examples are:

"We're bigger than 90% of the companies on the Big Board. But
nobody knows us from Adam;'92

5lngontainer Seeks a Bigger Package," Business Week, October 21,
1967, p. 186.

52Ad by North American Rockwell, Wall Street Journal, September

21, 1967, p. 5.
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"Forbes Magazine said the acquisition of Kern County Land Company
would give Tenneco, Inc. 'as much diversity as mny major company
around. '"33
These are but two ads along the same line--diversification. However,
the recurring theme is that diversification has come so fast by means
of the merger route, that the genmeral public is often unaware of the
magnitude of these growth companies. Currently it seems that corpora-
tions, instead of fearing size, have gained status through size.
Bigness now seems to be an end in itself. Putting together a large
scale, well diversified corporation has become the paragon to which
many businessmen aspire. Second, there appears to be an increasing
number of seminars held on acquisitions and mergers. A description of
one such seminar began:
IN TODAY'S COMPETITIVE CORPORATE CLIMATE, no chief executive
responsible for guiding his company's growth can afford to be
uninformed about what aggressive, capably-managed corporations are
doing to build earnings and assets through acquisitions and mer-
gers. As new corporate striitegies and tactics emerge that could
out-perform or engulf you, practical planning, proven policies,
and tested methods are musts if you are to excel or even survive.
A small variation in method of acquisition can make a difference
of millions of dollars. Or it may save hundreds of thousands--
or millions--of dollars that otherwise would bz paid out in taxes.
Maximizing benefits and avoiding pitfalls can mean such substan-
tial sums of money that this vital area of corporate activity
deserves the closest attention of your most competent executive
officers.%%

More and more members of the stock exchange are conducting this type of

seminar throughout the country. 1In addition, 2 number of companies are

53Ad by Tenneco,Inc., Bugsiness Week, September 23, 1967, pp. 70-

71.

54"Special Seminar on Acquisitions and Mergers,'" Ad by D. H.
Blair & Co., Wall Street Journal, September 28, 1967, p. 17.
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being created to serve the specialized needs of corporations merging,
being merged, or seeking mergers. .One such company offering special
two-day workshops on acquisitions and mergers is Corporate Seminars,

- Inc., in New York. Part of their program includes a simulated exercise
in which participants simulate the negotiations for a merger.S5 The
origin of the program itself is interesting. William Colvin, who was
employed by Olivetti-Underwood Corporation, where he was involved in
efforts to acquire new companies, has decided to téach others how to
make mergers. Thus, he has created his traveling school--Corporate
Seminars. Though only about one year old, it has graduated approxi-
mately 700 students. Enrollment is expected to reach 2000 per year in
the future. Tuition can run as high as $500 for a two to five day .. :..::
course. Colvin expects a profit of $100,000 this year.56 This suggests
a new adage--"It may well be better to instruct in the act of merger-
ing than to practice such an act."

Third, there are a number of new publications which are
devoted solely to merger and acquisition activities. There are additic
tional publications, such as Financial Executive and Dun's Review,
which devote space to merger activities. The fact that publications
dealing exclusively with mergers and acquisitions exist, reflects the
increased role of this segment of business. One such publication,

Mergers and Acquisitions, is a series of monthly lists which cover

acquisitions where the acquiring, or the acquired unit is engaged in

55Ad by Corporate Seminars, Inc., Wall Street Journal, October

31, 1967, p. 16.

56"Mergers," Time, November 24, 1967, p. 104.
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manufacturing, mining, wholesale or retail trade, or one of the serviee
industries.”’ Although the lists do not purport to be complete, they
are fairly well representative of larger acquisitions; small acquisi-
tions are seriously underrepresented, according to the Announcement.

Another publication by the NICB, already cited, is Mergers and Markets.

This is an annual series which has been published since 1960. The
emphasis of the studies is on the economic factors taken into account
in the case-by-case enforcement of the merger act. The most recent
edition "... is designed as a guide to the critical company and market
facts taken into account by the courts in appraising the competitive
consequences of different forms of acquisitions, and the implications
of these appraisals for merger planning."58 The series points up the
fact that mergers and acquisitions are an important facet of the busi-
ness community.

Lastly, the growth of the conglomerate form of business entre-
preneurship has served as the training ground for numerous business
leaders. For example, as noted above, Colvin, the founder of Corporate
Seminars, has received his training in merger planning with Olivetti.
However, Olivetti is not unique. Other companies are vigorously pur-
suing mergers and acquisitions. Consequently, the executives who are
trained in the process often leave for other companies where their
merger experience is utilized. Perhaps one of the fastest growing
conglomerates is Lmng-Tempco-VauéEE.- Its growth is achieved by means

of product heterogeneity which is enhanced by mergers and acquisitions.

57See Announcement of Mergers and Acquisitions (New York:
National Industrial Conference Board, Inc., 1967).

581bid., p. 1.
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This philosophy cannot fail to have some impact on the business com-
munity. Another training camp for corporate executives iIs Litton
Industries. In fact, these executives who have dropped out of Litton
refer to themselves as "Lidos." According to Business Week, "Each'Lido
has taken over one of the top three spots of other companies. Some
started their own companies. Most of those who have been in their new
jobs at least a year have gone a long way to upset the statussquo of

n59 The article also notes that the basic philosophy

their companies.
at Litton is entrepreneurship, opportunity sessions, and a strong
appetite for growth through planning. 'Litton believes in acquiring
companies with a special knowledge as a means of attaining profitability
in a new field, rather than taking the time to build from scratch."60
Furthermore, Litton has recently moved toward public and social service.
Litton has been active in both the Job and Peace Corps as well as
working on the economic development of Crete and Western Peloponnesus

in Greece.61 As an aside, one cannot help but wonder whether Litton
will start merging countries the way it has merged companies.

To reiterate, there does seem to exist a definite 'demonstra-
tion effect” in terms of merger activity. Moreover, it appears that if
the courts overturn the numerous horizontal mergers of Mead and St.
Regis, it may necessitate that future acquisitions be along vertical or

conglomerate lines. Also, one of the factors which serves as an obsta-

cle to future merger activity in the paper and allied products industry,

PNV N IR

39itron: B-School for Conglomerates,' Business Week, December
2, 1967, p. 88.

601pid., p. 90.

6l1pid.
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is corporate attitude. However, it appears that the emerging executives
within the industry are more cognizant of planned growth, utilizing
mergers and acquisitions. Therefore, as stated earlier, perhaps, the
industry is experiencing a period of readjustment, and is nct in the
doldrums of merger activity. Lastly, as noted in-Chapter III, consoli-
dations among all firms exist at approximately the same time in terms
of activity. When one firm, say Mead, has been very active in acquir-
ing new firms in the late 1950's, the other firms have also been busy
acquiring new facilities. In essence, it seems that the industry is on
the brink of a new merger wave. But if shpattern is developing, the
new mergers may tend to invélve larger scale acquisitions, such as the
U. S. Plywood and Champion Paper consolidation. Similarly, these
acquisitions may tend to involve interindustry comsolidation. For
example, there may be an increased number of mergers resembling the
one in which Scott Paper acquired the Technifax Corporation and The
Plastic Coating Corporation. As a result, Scott has entered and has

become andimportant factor in the reprographics industry.

Foreign Acquisitions

Perhaps the most promising area in the development of new
markets has been opened to the industry through the acquisition of
numerous paper and forest products companies located outside of the
United States. In Chapter IV, the discussion has shown where many of
these acquisitions have initiated the foreign activities for a number
of companies, though not until the mid to late 1950's. Nevertheless,
the corporations have already realized the significance of such ventures

to their overall corporate development. For the most part, International
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Paper has acquired only foreign owned companies during the period
covered by this study.62 Consequently, a significant portion of
International's growth can be traced to these mergers. However, since
International is definitely the largest paper manufacturer, the company
may well have turned to foreign operations in order to avoid antitrust
regulations. Acquisitions on the domestic scene would, in all likeli-
hood, be well screened by the Justice Department and the Federal Trade
Commission.

Scott Paper Company considers the company's involvement in the
international market as one of the most exciting new directions pur-
sued in recent years. Quoting from the Company's 1966 Annual Report:

Since its first investment in an overseas affiliate twelve years
ago (195%), the Company's foreign interests have expanded at a
rate of about three times as fast as its domestic operations.
Scott affiliates, currently employing some 5,000 people, are
located in 13 countries having a market potential of 400 million
people.
The Report goes on to state:
While the use of paper in the United States has reachdd a per
person consumption level of 531 pounds a year, foreign use is
only a fraction of that amount. The potential for growth is
sizeable indeed.®3
As in the case of Scott, St. Regis Paper Company has also pursued an
extensive growth program through its foreign affiliates. The company
has gained manufacturing and marketing facilities through both wholly-
owned and partially-owned companies. Moreover, the company often has

entered into patent license and technical aid agreements with foreign

manufacturers. Overall, though, the situation faced by many of the

62See Chapter III.

63Annual Report: 1966, The Scott Paper Company, 1967, p. 13.
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companies is favorable in that the demand éuceeds the supply of their
paper products. Thus, the paper industry is faced with incgeasing
markets, both domestic and international.

Another area of opportunity for the American companies to enrich
their foreign markets is through the utilization of joiﬁt-ventures.
Such agreements, perhaps, provide the best of two worlds in which
American "know-how'" can be coupled effectively with foreign "know-of."
One such venture involved Crown Zellerbach--Crown-Van Gelder Papier-
fabrieken N. V., in Velsen, Holland, which was formed in 1963. Although
only two years old, operating efficiencie¢s and output have reached
new peaks, and the quality of kraft grades produced have satisfactorily
met customer demands.64 The success of this venture may undoubtediy
encourage the formation of other such endeavors. These facilities also
provide the company with assuréd outlets for their products, especially
pulp production, which may afford the companies an opportunity to reduce
further excess pulp capacity.

Excess capacity helps explain, in part, why many companies had
to turn to foreign markets in the mid to late fifties. During the
early 1950's, the industry had found itself in the enviable position
in which the quantity of its products demaunddd by the consumer--domesgtic
consumer--could not be supplied by the industry. Prices were up, and
capacity was being expanded to meet consumer demand. - By the mid fifties,
capacity exceeded the volume needed to f£fill customers' orders. The
creation of new markets was important. Moreover, the Common. Market was

being created, reflecting the increasing potential of European markets

64nnual Report: 1965, Crown Zellerbach Corp., 1966, p. 12.
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which were to gruw as the EEC grew. However, the paper and allied
products did not limit itself to Europe. As noted in Chapter IIIL, the
companies serve markets throughout the world.
Another factor involving some of the non-domestic affiliates
pertains to long-term purchase agreements. For example, Mead has
agreed to purchase 50 per cent of the output of certain affiliates.

"... sufficient to provide for all costs

The prices paid are to be
and expenses including interest on indebtedness, federal taxes on
income, and adequate funds for the affiliates to pay current install-
ments on their funded indebtedness .7 Consequently, Mead has provided
for the successful operation of these firms. Typically, the agreement
also includes the stipulation that the remaining 50 percent be pur-
chased under like terms by the other 50 percent owners .56 A two-way
street is the result. Mead has a market for its products; Mead also
has a guaranteed source of supply for products which it needs. At

some future date, this may become a problem because it is obvious that
extensive arrangements of this nature could very well deny independent
producers either sources of supply, or potential markets for their
outputs,

Lastly, the importance of overseas markets can be briefly
illustrated by an example involving the chemical sales of Union Bag
Camp Paper Corporation. Union Camp's Chemical Division is the world's
largest marketer of wood-derived chemicals among pulp and paper produc-

ers. The division has achieved varying degrees of market penetration

63pnnual Report: 1966, The Mead Corporation, 1967, p. 34.
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with shipments to 28 foreign countries. - More significantly during
1965, these shipments accounted for more than 20 percent of the cuwrruylh
company's total chemical sales .67

To summarize this section it appears that the expansion of
international markets may potentially serve as the area affording the
greatest volume of growth. To compare the paper producing facilities
of the United States with the rest of the world is to suggest that the
latter lags in this facet of manufacturing. In order to illustrate
this point, consider one company--Union Camp=--and consider just one of
its mills located in Savannah, Georgia. This mill is the largest and
most fully integrated operationcof its kind in the world. At the end
of 1966, it has made an historic breakthrough by annually producing
more than one million tons of brown (unbleached) grades of paper and
paperboard. No other paper mill has achieved such a record. "And
of all paper producing countries in the world, only fourteen turned out
more paper in 1965 (the last year of available statistics) than did the
Savannah mill alone in 1966."68 True, the mill is uniqug, but its
uniqueness points up the fact that the opportunity to provide the rest
of the world with paper and allied products appears to be bright, ind
indeed, for American companies.

After reviewing some areas which have emerged as a result of

the merger activity within the industry, it appears that a readjustment

period is under way, and the merger movement should regain its impetus

67Angugl_ﬁgggx;;__12§§, Union Bag Camp Paper Corporation, 1966,
p- 18.

68Annual Report: 1966, Union Bag Camp Paper Corporation, 1967,
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as the 10 most active acquisitors move toward vertical and conglomerate
type mergers. Competitive aspects which include both price and non-
price competition have benefited the consumer and society.  The benefits
have included stability of prices, even lower prices in some sectors

of the industry, greater availability of sources of supply, and increaset
potential entrants. Workable competition, the demonstration effect, and
the significance of foreign acquisitions have been a development of

merger activity.



CHAPTE& VII

SUMMARY

There are a number of significant facets which have emerged
from the investigation of the merger activities of the ten most active
acquisitors in the paper and allied products industry from 1950 to 1965.
However, if one factor seems to dominate, it is "CHANGE!" Throughout
this paper, change seems to permeate nearly every fiber of the industry.
Karl R. Bendetsen, while President of Champion Paper, Inc., has written:
The predominant characteristic of life and of enterprise is change.
The principal ingredient of growth itself is change, although change
is not necessarily growth. It is axiomatic,of course, that change
can be better or for worse. It follows then that of all futures
for the paper industry, the single, predominant characteristic will
be CHANGE--directed change for the better or misdirected change for
the worse.
Needless to say, Bendetsen is confident that the change would be for the
better. It is interesting to note that the year this study commences
approximately 50 percent of a felled tree is utilized. During the
ensuing years this percentage has already been increased to approximately
85 percent.2
Moreover, change has appeared in a number of ways. For example,
the volume of production has increased, meeting the ever increasing

demands for paper and allied products. The additional products which

are offered to the consumer, as well as the expansion of lines of

IRarl R. Bendetsen, "Changing Characteristics of the Paper
'~ Industry," Financial Analysts Journal, XIV, January-February, 1967, 43.

2Sce p. 106.
206



207
existing producte, further points up the changing character of the
industry. - Merger activity in itself represents change--especially
product and market extension mergers. One examplé of product extension
is Scott's acquisition of Tecnifax Corporation and The Plastic Coating
Corporation. As a result, Scott has become an important factor in the
reprographics industry. All of the companies have gained access to
new markets through mergers, and as a consequence, many traditional
markets are upset, necessitating even further change. Many of the
traditional markets are being invaded by other paper companies. For
example, Mead has gained new outlets from coast to coast, providing
nation-wide distribution for their products.

Integration is another important area reflecting the changing
character of the firms. Integration has been achieved, to a significant
degree, through backward and forward acquisitions. These firms are
usually classified as totally integrated paper compani.es.3 In their
standard stock reports, Standard and Poor's usually includes some mention
of the fact that these paper companies are broadening their product
lines, usually by acquisition. Another important aspect of integration,
especially with reference to the local paper merchant, is direct mills
sales. As the paper producers moved forward in their expansion and
acquisition programs, more and more mills came into the area of merchant
sales. Direct mill sales have had a major impact on the industry.4 The

Zellerbach Paper Company operates 25 distribution centers and 30 sales

3see Standard & Poor's Corporation, Standard Listed Stock Reports.
In their recommendation section, there are usually two terms mentioned:
(1) leading integrated product, and/or (2) expanded product lines. Both
terms signify change.

4See Chapter IV.
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offices throughout the seven western states.5 This is but one example
of the increasing role being undertaken through direct paper merchandis-
ing sales. The companies are no longer dealing solely with wholesalers.
In fact, this invasive action has necessitated a significant revision of
the sales techniques employed by the local paper merchant.6
Before reviewing in detail some of these aspects of change, a
mention of the basic process of paper making itself is in order. . As
Bendetsen has pointed out, "It is fair to say that there have been no
basic innovations in the methods used to form paper and paper board
since the invention cf Louis Fourdrinier of the paper forming system
which bears his name or since the advent of the less widely employed
cylinder method."’ However, another aspect of change comes to the fore
in relation to paper making--planned obsolescence. Perhaps oﬁe of the
best statements on plant obsolescence comes from West Virginia Pulp and
~Paper Company. Through an aggressive research program aimed at making
the company's present equipment obsolete as rapidly as possible, Westvaco
believes this is the best way to improve its compétitivevsituation.s
"One example of obsolescence induced by research is found in our large
paper machines, which are as modern as we can make them. Even so, one
research organization developed a distributor system for paper machine

headboxes far superior to the system we were then using, which was the

5Anng§; Report: 1965, Crown Zellerbach Corporation, 1966, p. 6.

6See pp. 163-168.

7Bendetsen, op. cit., p. 44.

gAnnual Report: 1965, West Virginia Pulp & Paper Company, 1966,
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best available on the market. We installed this new component on six
of our newest and largest machines at a cost of $200,000 a unit and
scrapped the other equipment which was still quite new."9 At the same
time, the company is developing a new printing paper process bearing the
trademark Accutrim. "“If this development is as successful as we hope,
it will make our existing equipment obsolete, but advance our competitive
position in the process."10

The foregoing information points up a number of aspects of change
pervading the industry. First, the development of new processes and
techniques is extensively being pushed by all companies. . Second, in
order to achieve these new techniques, large sums of money are being

allocated for research and development.11

It is noteworthy that there

is some mention of corporate research activity in the companies' annual
reports. In fact, more and more space in the reports is being used to
discuss the companies' research and development activities. When reading
these annual reports written in the fifties, the dearth of data of any
type on R & D is striking when compared to the annual reports of the

same companies written in the sixties. Third, the competitive situation
has truly undergone significant changes. Westwaco purportedly engaged

in R & D to improve its competitive position.12 At this point it is well

to note that the spirit of dynamism seems to extrude change throughout : .

all facets of the paper and allied products industry.

91bid., p. 8.

107514,

11See Chapter II,

12506 Chapter VI, pp. 163-167.
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The spirit of change perhaps serves as an indication that the
merger movement has not contributed to a lethargic spirit. Just the
opposite seems to be true. Purportedly, monopolization dampens the
competitive spirit. If lethargy is a characteristic of monopoly--resting
on one's laurels--then it would appear that the nearly two hundred
mergers and acquisitions have significantly honed rather than dampened

the competitive spirit of the industry.

Competition

In the last chapter, the transitory state of competition in the

13 The industry has moved away from price

industry has been developed.
competition to rigorous non-price competition. This does not mean that
price competition is absent; quite the contrary is true. In spite of
direct mill competition and excess production in some cases, prices

have remained fairly stable. Some prices of product lines, however,
have become depressed. Furthermore, there still is extensive discount-
ing of established price lists, often resulting in a wholesaler or paper
merchant absorbing a loss in order not to lose a preferred customer.
Stephen Bolling of Mississippi Paper Co., commenting on the important
changes over the last tweﬁty-five years, has said, "Competition for
business on the mill level has become especially important . . ." and
“Merchants have always been accused of price cutting but mills seem even
worse, in the face of excellent demand, even shortages."14 However, the

merchant faced with depressed prices has consequently turned increasingly

to non-price competition.

13See p. 163,

14Stephen Bolling quoted in "The 25th Anniversary Issue,"
Paper Sales, January, 1966, p. 52.
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The trade publications usually have at least one article in each
issue decrying the extensive practice of price cutting. For example, one
such article has appeared in Paper Sales entitled, '"21 Ways to Prove Your
Price Is Right." The emphasis of the article is on ways in which the
merchant may overcome the price objection--his price is higher than the
ones for other comparable products. The fact that prices have tended
to fluctuate has added greater dépth to the local paper merchant. The
latter, in order to overcome deteriorating prices, has become a specialist
in those products he services. 'Product knowledge has become a most
important asset, especially in industrial packaging service."1? Moreover,
the local paper merchant has moved into the handling and distribution of
other lines, such as sanitary supplies, film and equipment. These items
are obviously not strictly paper products. This may be coincidental to
the fact that the paper producers themselves are moving toward greater
product heterogeneity. In essence, the paper merchant, faced with price
competition from direct mill selling, has turned toward rigorOus non-
price competition, especiaily that of providing various types of service
to his customers which, in general, are not provided by the mills.
Besides, the paper merchant has become a specialist, gaining in a number
of instances a greater knowledge of the needs of his customers than the
customer realizes himself. Much of the development of extensive non-
price competition can be attributed to the merger activity. By integrat-
ing their productive facilities, the paper companies have entered into
the sphere of consumer distribution at an expanding rate. The paper
merchant has had, for the most part, little choice but to change or be

eliminated.

151hid., p. 53.
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This same spirit of survival has also become characteristic of
the entire industry. Competition has been a contributing factor, inter-
industry competition. Perhaps one of the most significant éspects which
has emerged from this paper is the growth of interindustry competitionm.
The emergence of a multitude of good substitute prodﬁcts has changed the
industry, particularly in packaging. Moreover, the introduction of new
eqﬁipment has resulted in the obsolescence of existing equipment. - This
further reflects the competitive aspect of the industry. In other words,
to gain a competitive edge by means of lower cost of production tech-
niques, perfectly good but less efficient capital equipment is replaced.

The profit maximization thesis of traditional economic,microg.u
economic, theory suggests, as an industry moves toward monopolization,
that prices may increase and output may diﬁinish. After the wave of
mergers which have been concluded by the ten most active acquisitors,
neither of these conditions prevail. 1In fact, just the opposite seems
to be true. The capacity of these firms is still being enlarged through
capital expenditures as well as by acquisitions. This means that the
capacity for the industry is growing, too. And as noted throughout the
paper, prices in the paper industry have lagged otﬂ;r sectors of indus-
trial community. One concluding note on interindustry competition needs
elaboration. Often it is said that monopolization of profits becomes a
long-run phenomenon. This means that even though the business firms may
be unable or unwilling to maximize their profits in the short run, these
firms will do so in the long run. 'Such a viewpoint seems to be further
from the actual occurrences in the business community. It appears that
the evolution of new products and new processes may become the most

formidable obstacle to the attaimment of monopolization in any one
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industry. In the business community of today, the innovational parade

can easily pass by a company or even an industry. In brief, the role of
the mills, new products, substitute materials, all have served in a sig-
nificant way to maintain a strong competitive position within the industry.
Competition here is two-fold: price and non-price. Since the maintenance
of competition is stressed as a means of providing the consumer with the
items desired at the most efficient rate, attention is directed toward the

impact of mergers on the consumer,

Consumer
The consumer has benefited in a number of ways from the merger
movement. Prices have remained relatively stable, and but for a few
years the quantity of paper products demanded has exceeded the quantity
supplied. Since numerous mergers have been classified as either geo-
graphical or market extensions, more products have been made available.
These new distribution points also have provided a greater source of
supply to paper merchants, as well as affording the merchant a greater
variety of product lines which he, in turn, can offer his customers.
| The merger movement has perhaps provided the greatest gain for
the consumer in terms of new products. Due to increased intra-and inter-
industry competition, the industry has truly experienced the emergence
of product proliferation. - Waiden's Guide, a paper directory, cites
numerous products of interest to the buyer of paper and related products.
For example, under the heading Boxes, there are nearly ninety different
types listed. This would be exclusive of various sizes, colors, and so

forth.16 A similar directory for 1961 listed less than thirty types

165ce Wziden's ABC Guide and Paper Prdduction Yearbook (Chicago:
Walden, Sons and Mott, Inc., 1965),
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under the same heading.17 This approach--market orientation--is
reflected in a report directed t.o Mead share cwners in 1964.

In a year which generated record production, sales, and profit
totals, . perhaps the most significant element for the future of
the Corporation was an increased dedication to marketing as a way
of corporate life. A number of dramatic steps were taken during
the year to insure that all segments of the crganization keep
their energies directed toward satisfying customer requirements,
rather than on production-oriented goals.

The report goes on to discuss future planning with increased emphasis on
the marketing scheme.
We're dedicating ourselves anew to finding out how we can use our
knowledge and caEability to fulfill the needs of the customer to
the fullest. . .19
Moreover, the corporation staged a number of marketing conferences with
the explicit mission to develop more thorough marketing plans.
Many activities formerly conducted separately--forecasts and plans,

campaigns and needed research--were pulled together to unite all
resources in the service of what the customer wants.

A discussion of the Creative Consumer Packaging Division of
International Paper is also illustrative of the increased emphasis on
consumer choice. The company has esﬁablished nine creative art centers
to bring graphic and structural diversity to consumer packaging.21 The
applications, the company notes, are:

In folding boxes the Lord Baltimore Press makes thousands of &
different styles and kinds of packages every year. Muirson Lable

'17See Source of Supply, Directory of Paper and Allied Products

(Park Ridge: Peacock Business Press, Inc., 1961).

1§égnual Report: 1964, The Mead Corporation, 1965, p. 4.

V1pid., p. 27.

201pid., p. 28. Also see Ibid., pp. 29-32.

21pnnual Report: 1966, International Paper Company, 1967, p. 2.
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Company, with the industry's largest library of food illustrationms,
produces millions of labels daily in more than thirty thousand
different designs. Single service, which manufactures Pure-Pak
plastic coated paper milk containers2 maintains designs and plates
for forty thousand individual items.
The orientation is definitely toward serving the consumer.
In order to further enhance the industry's position, all the

companies in this study have recently--mid 1560's--completed research
facilities. New Ideas are paramount. "If necessity,is the mother of
invention, ideas are the father."?3 Union-Camp has created a full-time
Ideation Group which is comprised of industrial designers who concentrate
on identifying problems as well as opportunities in all areas germane to

the company's operation.24

Also, the company has set up an endowment
at the Parsons School of Design where students probe the range of paper
shapes and characteristics, adapting them tc new uses in packaging and
related areas.25
The establishment of new research facilities, the development of
new products, the innovations achieved with better manufacturing tech-
niques, coupled with relatively stable prices, all have served to provide
the customer with new and imaginative materials which has definitely
contributed to a better standard of living fér-the American people. One
such example in the area of paper disposables is the development of a

complete line of hospital products and paper dresses. In order to keep

pace with changing consumer desires, it appears that the industry has

Ao s 3

221pi4.

23Annual Report: 1965, Union-Camp Corporation, 1966, p. 17.

241114,

251pid., p. 18.
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developed more colors, designs and combinations to meet the changing

temper of society.

Foreign Acquisitions
The most promising area in terms of potential as wéll as actual
development of new markets has been afforded the industry through numerous
acquisitions and joint ventures involving foreign paper and allied : =o<::
products companies.26 A number of the mergers and acquisitions have been
undertaken in order to initiate service to these foreign markets by the

27 In other words, the entrance to these markets

acquiring company.
apparently has become more accessible by means of mergers than by the
creation of new facilities by American Paper companies. Moreover, the
majority of these acquisitions are typically participating ownership
agreements. The American company acquires a half interest, allowing
local business interest to acquire the remaining stock interest. . More-
over, a number of companies, St. Regis for instance, have also entered
into a number of license and technical agreements with foreign manufac-
turers :thovoughout the world. It should be further noted that the pre-
ponderance of these foreign acquisitions were undertaken in the late
1950's and early 1960's. For example, Scott Paper's First investment ‘in
an overseas affiliate had been rendered in 1954,

When per capita consumption is considered, it can readily be
seen that the rest of the world is in need of additional paper and allied

28

products. Since the United States and only a few other countries

265¢e p. 200.

273ee Chapter III.

2830¢ p. 10.
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are paper exporters, and as the standard of living of the world increases,
there will be greater demands placed upon the producers of paper prod=:.:
ucts.29 Typically, the volume of goods demanded runs well ahead of the
volume of the paper and allied products produced. The growth potential
of world markets is sizeable. The significance of these growth markets
becomes more apparent each year as foreign-made sales account for an
increasing share of the total sales of these companies. vFon example,
in 1965, the chemical sales shipped by Union Camp's Chemical Division
to 28 foreign countries represented approximately 20 percent of the
Division's total sales.3?

Lastly, foreign acquisitions can play an important role in the
| current balance of payments deficit of the United States. By developing
numerous foreign affiliates, the American companies gain a two-fold
advantage. First, they are assured of markets for their goods. And
second, any profits generatéd by these foreign.dffflidfes can be
expropriated to this country. Both will favorably aid this country's
payments position.. Moreover, since partially-ownéd affiliates are very
common, this helps reduce the need for large outflows of American capital.
In brief, the growth of foreign markets should, indeed, prove to be one
of the most exciting developments for thé paper and allied products
industry, and when coupled with the evolution taking place domestically,

it would appear that the potential growth of the industry is assured.

Antitrust Aspects of Mergers

The most relevant factor restricting merger activity is the role

played by the regulatory agencies. This is illustrated by the fact that

295 e p. 35.
30see p. 203.
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the preponderance of the cases have been settled by either consent orders

31 Moreover, the numerous cases discussed have sub-

or judicial review.
stantiated the fact that it now appears section 7 of the Clayton Act, as
amended, is truly a major obstacle to the merger movement within the
industry. In general, the cases handled by the Justice Départment and
Federal Trade Commission have been primarily concerned with horizonfal
and vertical mergers. Since the relevant market served by acquired and
acquiring firm is the keystone in every case, two factors have emerged--
the number of firms and the percentage share of market. - Under sectiom 7
it appears that these two facets have proved to be insurmountable for
the acquiring firm in the mergers challenged. In brief, horizontal and
vertical mergers have been fairly well controlled. Conglomerate type--
_especially product extension--have remained unchallenged.

However, there is another aspect emerging, which appears to run
counter to the basic philosophy as expounded by the propoments of a rigor-
ous antitrust policy. Willard F. Mueller, Chief Economist and Director
of the Bureau of Economics, Federal Trade Commission, in contrasting the
current merger movement with earlier movements, notes that the antitrust
agencies have been given a powerful tool--The Celler-Kefauver Act of
1950--with which to effectively deal with the most obvious anticompetitive
mergers, i.e., horizontal, vertical, and geographical market extension

mergers.32 The Act, he notes further, has been passed in recognition of

31See p. 185.

32WillardF. Mueller, "Merger Enforcement Policy,'" A Position
Paper for the Professional Dialogue on Marketing and the Federal Trade
Commission, Winter Meeting of the American Marketing Association,
Washington, D. C., December 29, 1967, p. 1.
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the failure to deal adequately with anticompetitive mergers between
1890 and 1950.33 However, the main ‘ssue at this point is Mueller's
statement: = "The important point to grasp when interpreting this statute
is that it is designed to strike at monopoly in its incipiency."34

It is the philosophy of striking at monopolization at its
incipiency that is somewhat befuddled by the action of the regulatory
commissions., There are still a number of significant merger cases
pending, i.e., The Mead Corporation, and St. Regis Paper Company cases.
- These cases are significant in that they may well suggest the manner in
which future acquisitions may be controlled by the regulatory agencies.
Assuming that the basic philosophy of antitrust is to nip monopoly at
its incipiency, one is made to wonder how the term inc;piency applies
to the mergers undertaken by firms in the paper and allied products
industry. For example, the above mentioned St. Regis case involves an
FIC complaint dated July ZA 1965. The Commission is not challenging
one, two, or even three acquisitions, but rather the complaint lists
15 acquisitions which St. Regis completed between 1954 and 1960.35
It does seem that eleven years after a merger has taken place is not
attacking monopolization at its incipiency. . Moreover, if the case goes
against St. Regis, in all likelihood divestiture will be ordered.

Obviously, these firms cannot be restored to their original market

positions. Thus, it does appear even more likely that these firms may

3§Ihid., P. 1. Also see Chapter V, this paper, for a detailed

statement in support of this viewpoint.

3%ibid., p. 2.

35Betty Boék;ﬁog. cit., p. 243.
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become part of another corporate giant, say Procter and Gamble. "Says
one antitruster: 'Selling a company isn't all that easy. . With so many
companies joining together, many times the only buyer you can find is
another giant like the one you're trying to cut back.'"36 It appears
further that the problems associated with divestiture grow more enormous
as the time between the initial complaint and the settlement of the case
grows more distant.  Therefore, it seems that if long drawn-out cases
are designed to nip monopolization at their incipiency, it does appear
that the regulatory bodies are creating situations which apparently they
are trying to avoid. The only possible justification may be that con-
glomerate mergers are more desirable than vertical or horizontal ones.

Thus, the role being played by the regulatory agencies has become
a formidable obstacle to vertical, horizontal and geographical mergers.
On the other hand, the '"negative space'' mergers have remained, for the
most part, unchallenged. 1In general, the majority of mergers discussed
in this paper did go unchallenged. Still, the historical nature of
mergers within the industry has tended toward those types which are
most susceptible to regulaticn under the amended section 7. As the
industry moves away from this traditional approach, antitrust procedures
may no longer hold in check the merger movement. However, this does not
mean to imply that no new horizontal or vertical mergers may be completed.
On the contrary, these types of mergers will exist, but they will be
fewer in number. Since '"negative space'" mergers may remain relatively

unchecked, it may be reasonable to expect future mergers to widely reflect

36,
“""Finding Homes for Merger Orphans,' Business Week, December 9,

1967, p. 154.
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this phenomenon. Mergers may, for the most part, be large scale--involve
firms with annual sales in the $100 million or more category. In brief,
horizontal, vertical, and/or geographical market extension mergers,
though occurring, may become less significant to the ten mqst active

acquisitors in the paper and allied products industry.

Other Emergent Factors From the Study

There are a number of other significant factors which became
apparent upon investigation. One element is related to the so-called
"Demonstration Effect' which seems to pervade the entire business
comnunity with reference to merger activity.37 A number of factors have
emerged in support of this viewpoint, For one, there are numerous
publications which are related exclusively to merger activities that have
recently (mid-sixties) come into existence, such as, "Growth and Acquisi-
tions Guide" which is published each month by Predicasts, Inc., in
Cieveland, Ohio.38 Also, a new breed of management consultants is
springing up in order to locate potential mergers. The finders' fee
can be substantial. It often rums as high as 10 percent of the gross
sales of the acquirea company. In addition, the finder need not concern
himself with the ultimate success of the venture; the fee is paid regard-
less of the amount of success or failure of the merger. Lastly, the
number of mergers tends to suggest a 'demonstration effect.' This is

analogous to keeping-up with the Jones' as a motivation for corporate

375¢e pp. 193-200.

38The series is designed for the business community. Not only
are mergers and acquisitions summarized, but an analysis of potential
areas for mergers and acquisitions is also provided by Predicasts.
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behavior. Though not easily shown by empirical data, it does appear to
be a relevant factor, and one which seems to become more important with
successive generations of business executives.

Concentration has presented surprising factors. . Concentration
did not fully emerge. . When data relevant to the ten ﬁost active acquisi-
tors (sales, assets, and so forth) are compared to industry totals, there
is no clear pattern which reflects concentration. Even though these
firms are the most active acquisitors, -their overall relative market
share has stayed fairly constant. Company growth records seem to
parallel that of the industry. In brief, it appears difficult to show
conclusively that these firms have gained a dominant position in the
"industry through their acquisitive spirit., In fact, this study tends
to imply that these firms may have experienced a declining market share
had they not pursuad an active merger program.

'Another facet which has emerged pertains tg tﬁe role of profit
maximization. A number of reasons which may invalidate such a premise
has been discussed.39 However, it is well to note the conclusion:
profit maximization appears to be unfeasible in either the short run
or the long run. In the short run, each of the companies has provided
numerous public services which have the =ffect of raising the cost of
production without gaining commensurate price increases; profits are not
maximized., With reference to the long run, it seems that profit maximiza-
tion is even less probable. Inter- and intraindustry competition serve
to curb long-run gains.  More specifically, technological advances have

been coming at a greater pace each year. This means that the long run

3%ee p. 189.



223

is even more tenuous since today's products may exist, but their composi-
tion may well be of a completely new material tomorrow (plastic instead
of cardboard containers). Nonetheless, the findings suggest that the
firms have neither maximized profits nor increased prices. The overall
effect favors the consumer.

To summarize, there seems to be little indication that the merger
trend within the paper and allied products industry may cease, especially
the merger activities of the ten most active acquisitors. It does appear,
however, that there may be a shift in direction, as these firms move into
the area termed 'negative space" mergers. It further appears that
mergers arevmore likely to enhance product heterogeneity rather than
market heterogeneity. This seems probable because the regulatory bodies
have apparently concerned themselves more with vertical and horizontal
mergers rather than with conglomerate mergers. - In addition, as more
firms find their traditional markets being encroached upon, there is a
tendency to turn to diversification mergers. A good example is when
Procter and Gamble and Boise Cascade entered the market areas served by
Scott. Such encroachment by firms now in the industry as well as poten-
tial entrants suggest that many firms may turn to greater product diver-
sification achieved through acquisition. Since the cost of mergers is
often far less than building new facilities, the merger movement may be
fanned as the investment capital markets tighten up as a consequence of
the strong inflationary pressure which has existed these last few years.
Moreover, it actually seems as if the merger movement implies a cause
and effect relationship in itself. It appears that a true demonstration

effect exists in regard to mergers, and once the momentum gets under way,
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the forces feed, as well as fan, themselves to greater heights. Unless
a major economic downturn occurs, a new merger law written, or growth
by merger can be shown to be an unsound business policy, it is reasonable
to expect the mOvement to continue. - Moreover, there seems to be little
economic justification to suggest the movement should be thwarted.
In fact, it further appears that the merger movement should be encouraged

in this particular industry.
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