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There is little evidence in the literature on the relative importance of the

underlying sources of merger gains. Prior literature suggests that

synergies could arise due to taxes, market power, or ef�ciency

improvements. Based on Value Line forecasts, we estimate the average

synergy gains in a broad sample of 264 large mergers to be 10.03% of the

combined equity value of the merging �rms. The detailed data in Value

Line projections allow for the decomposition of these gains into

underlying operating and �nancial synergies. We estimate that tax

savings contribute only 1.64% in additional value, while operating

synergies account for the remaining 8.38%. Operating synergies are

higher in focused mergers, while tax savings constitute a large fraction of

the gains in diversifying mergers. The operating synergies are generated

primarily by cutbacks in investment expenditures rather than by

increased operating pro�ts. Overall, the evidence suggests that mergers

generate gains by improving resource allocation rather than by reducing

tax payments or increasing the market power of the combined �rm.
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