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Introduction

Since the start of economic integration in the European Union (EU) after World War II, the EU member states’ markets have become more interwoven. Especially after the Treaty of Rome was ratified in 1957, it became attractive for firms to merge with a foreign firm in the EU because free movement of goods, services, capital and labor was allowed. Especially in the 1990s, the number of cross-border mergers has increased significantly in the EU. For example, Corus was created in October 1999 through the merger of British Steel and Koninklijke Hoogovens. The value of cross-border mergers in the EU attained $498 billion in 1999, an increase of 75% compared to 1998 (Bjorvatn, 2004). Only 20% of all foreign direct investment (FDI) consists of greenfield investments, which are investments where one firm sets up an entirely new production plant in another country. The remaining 80% of all foreign direct investment (FDI) consists of mergers and acquisitions (Van Marrewijk, 2002). Clearly, mergers and acquisitions are of great importance to FDI and we can expect that the increase in the number of cross-border mergers affects European social welfare. Social welfare can be defined as the sum of consumers’ surplus and producers’ surplus (Church and Ware, 2000). Producers’ surplus can be calculated as profits of a firm, or to put it in a simple way, [price – cost] * quantity sold. Producers have several reasons to merge, such as increasing economies of scale and increase in market power. Increasing economies of scale means that when producers operate on a larger scale, the average production costs will fall due to improved efficiency. In addition, market power will increase when firms merge because the combined firm will have more market power than the market power of the individual firms before the merger. However, the focus of this text is on consumers’ surplus, which is the amount of surplus or additional value that exists because a market price of a good or service is lower than the consumers’ actual willingness to pay. 


In this paper I investigate what the social welfare effects are for consumers in the EU. Are they better off when cross-border mergers take place? Cross-border mergers take place in many different industries. In order to illustrate the effects of cross-border mergers, I incorporate the specific merger case in the airline industry of KLM-Air France. Not much research has been conducted on the impact of this merger on European consumers and I investigate what the possible social welfare effects are of the KLM-Air France merger that took place in 2003. When the merger was announced, several experts from the airline industry rejected this merger because they were convinced that this would be harmful to KLM (RTL Z press article). However, KLM-Air France performed well in 2004 and I am interested in examining whether consumers are better off. The research question of this paper is: Is the change in social welfare for consumers as a consequence of cross-border mergers beneficial? 


First, I discuss theories on consumers’ surplus and the effects of cross-border mergers that follow from merger theory. Subsequently, I present results from previous literature studies. While presenting these results, I discuss which consequences for consumers exist by exploring empirical results from the KLM-Air France merger case. In chapter 2 I discuss the development of economic integration in the EU and specifically the development of cross-border mergers in the EU. In chapter 3 I introduce theory on social welfare and mergers. I focus on the effects mergers have on consumers’ surplus. Furthermore, I incorporate the KLM-Air France merger case in this chapter. Chapter 4 concludes the paper and provides an answer to the research question.







