
Table 1 Market shares of the global beer 
market by retail sales value

Company Market share (%)

AB InBev 20.8

SABMiller 9.7

Heineken 9.1

Carlsberg 6.1

China Resources Enterprise 6.0

Tsingtao Brewery 4.7

Molson Coors Brewing 3.2
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The rise of 
‘Megabrew’
Jon Guest considers the merger of  
two of the world’s largest brewers

The proposed acquisition of SABMiller by 
Anheuser-Busch InBev (AB InBev) has received 
a huge amount of attention in the media and 

has been nicknamed ‘Megabrew’. This is because of 
the size of the two companies involved. Although the 
name AB InBev may not be widely known, the brands 
it produces are much more recognisable. These include 
Budweiser, Stella Artois and Becks. It is the largest 
brewing company in the world with a 20.8% share 
of the global beer market (see Table 1). SABMiller is 
the second-biggest brewing business in the world. 
Its brands include Miller, Peroni and Grolsch. If the 
takeover is completed it would be the third largest in 
history.
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Market power
Why is AB InBev willing to pay $106 million to acquire 
SABMiller — a figure 50% greater than the market 
value of the company (as at 14 September 2015)? Given 
the size of the businesses involved one possible reason 
is to increase its market power. If the deal goes ahead 
then the newly merged company will produce nearly 
one in three of all the beers drunk in the world and will 
have over 400 different brands. This could reduce the 
price elasticity of demand for the brands produced by 
the business, thus enabling it to increase its prices and 
make greater revenues.

Negotiating with competition 
authorities
This may be good news for the shareholders of the 
merged businesses, but the deal might not be in the 
interests of either the consumer or society as a whole. 
For this reason a number of competition authorities 
will be analysing the implications of the takeover on 
the level of competition in various regions of the world.

One market where the deal has raised particular 
concerns is in the USA, where AB InBev and SABMiller 
already have market shares of 46% and 27% respective-
ly. SABMiller’s strong presence in this market is a result 
of its joint venture, MillerCoors with Molson Coors. In 
order for the takeover to obtain approval in the USA, 
SABMiller’s 58% share of this joint venture has been 
sold to Molson Coors for $12 billion. It will be interest-
ing to see the outcome of AB InBev’s other negotiations 
with competition authorities around the world.
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Weblinks to follow up
BBC report on the merger: 
www.tinyurl.com/obs829v

Implications for African beer markets: 
www.tinyurl.com/p9qj9ej

The Telegraph looks at cost-savings measures: 
www.tinyurl.com/p9twegs

Will ‘Megabrew’ mean price increases for 
beer drinkers?

Activities

1 Why might the takeover reduce the price 
elasticity of demand for the brands produced by 
AB InBev?

2 Draw a diagram to illustrate the simultaneous 
impact of the greater market power and lower 
costs that might potentially result from a 
horizontal merger. Consider the impact on both 
consumer and producer surplus.

3 Using a cost curve diagram, explain the 
difference between economies of scale and 
X-efficiency.
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Access to new markets
Another possible motive for the merger is to enable 
AB InBev to gain access to new and growing markets, 
particularly in Africa. Sales of beer have been declining 
in developed countries as customers switch to other 
alcoholic drinks such as wine and spirits. In contrast 
Africa is the region of the world with the fastest growth 
in beer sales, as its consumers have been switching 
from home-brewed to mass-produced beer. AB Inbev 
has negligible sales in this region while SABMiller is 
the largest seller by volume in 30 out of the 38 African 
markets in which it operates.

Cost-saving measures
The first two potential motives for the merger have 
focused on the positive impact it might have on AB 
InBev’s revenue. Other benefits include the potential 
cost savings — an area where AB InBev has built a 
formidable reputation. For example, since 2008 it 
has reduced the costs of running the Anheuser-Busch 
business by $2.25 billion.

How can these cost savings be made? Press reports 
often talk about the reduction or elimination of 
duplicate resources. Following the successful completion 
of a takeover, previously separate departments may 
be combined into one office. If the newly integrated 
department is smaller than the previously separate ones 
but can operate just as efficiently, then average costs will 
fall. This is simply an example of an economy of scale.

Another way costs can be reduced is if any 
X-inefficiency within the acquired business can be 

reduced or eliminated. X-inefficiency exists when an 
organisation incurs higher costs than are necessary. 
AB InBev has gained a reputation for removing any 
waste in acquired businesses. In an interview with the 
Financial Times its chief executive Carlos Brito stated: 
‘In any company, there’s 20 per cent that lead, 70 per 
cent that follow and 10 per cent that do nothing. So the 
10 per cent, of course, you need to get rid of.’

Most observers believe that it will take a year for the 
deal to be completed and it will be interesting to chart 
its progress over the next 12 months. Many mergers 
in the past have not delivered the benefits that were 
anticipated.
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