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(a) The present structure of industry:

The first major wave of mergers in the United Kingdom took place
around the 18908, the second in the late 19208, and early 19308

and the last merger wave, which is far from being spent, started

in earnest in the mid-19%0s. The first wave of mergers led to a
degree of concentration, the second to a measure of rationalisation,
Particularly in basic and old-established industries, such as steel,
coal, cotton and shipbuilding, The third wave brought about
further concentration in selected scctors of manufacturing and
distribution; it also aided the develoument of the ‘conglomerate’

and it was instrumental in restructuring industry in the United
Kingdom,

The causes of the current thrust for mergere are numerous. The
introduction of mass production was follcowed by the need for mass
distribution, and, subsequently, by the demand for mass finance -
hence no sector of the economy has escaped pressure for a measure of
concentration, Also, there have been too many companies making or
marketing Lro wide a range of products. while competition -~ hence
concentration by merger - has played a part in raducino the number
of firmg, defensive strategies have sometimes, too, lead to mergers,
and, more recently, so has the desire for diveraification resulting
in the birth of the conglomerate. The procass. of fragmentation of
industry has bheen largely arrested in the mature economy of the

United Kingdom.- certainly in a number of siynificant sectors.
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United Kingdom industry has become markedly more concentrated since
the second world war; nonetheless, few large individval firms
dominate any given sector - except for a handful, and mainly 1in
strategic industriez; hul *he importance of large companies in many
industries ..as grown ~ both as uppliers of gouds to the market and
as employers of labour and of capital.

(b) Changes in industry struciure during the past ten years:

The structure of United Kingdom industry has changed'significantly
during the past twenty years. Small firms - employing 200 people,
or less - accounted for 94 per cent of all firms in manufacturing

in 1963, but they employed only 20 per cent of the labour force;
hence € per cent of the firms employed 80 per cent. In retailing -
traditionally the small man's business (i.e. firms with a turnover
of £50,000 pcr annum, or less) - small firms accounted for 96 per
cent of all firms, and for 49 per cent of all employment. Hence,
fragmentation in retailing is greater than in manufacturing. (rable )

In some industries concentration is significant inasmuch as the

three largest firms account for cver 50 per cent of the output of the
appropriate branch of industry. Amcng tne more important of such
industries are man-made fibres, mineral oil refining, tobacco, sugar
refining, dyestuffs, margarine, detergents, cement, steel tubes,
watches and clocks, asbestos, cables and wires, electrical machinery
motor cycler, vegetable and anjal oils and fa's.

In certain other industries, such as dress manufacture and lingerie,
housebuilding and construction, timber merchanting, household
textiles, printing and publishing, furniture, hosiery and knitted
goods, and in womens' wear, the degree of concentration, while
growing, is unlikely to be significant since the combined output of
the three largest firms in the industry accounts for less than

15 per cent of the business - in many instances very much less.
(Tavle 2). (While the Census of Manufacturing figures in Table 2
refer to 1951 and 1958, there is no reason to suppose that the
pattern has changed radicelly in the Census of 1963.)

It can be argued that, in those trades and industries where the
price of entry is high - where research is vital, productive
equipment expensive and manpower needs call for special skills =
a higher degree of concentration will pe found; per contra, where
the price of entry is low - as in the manufacture of dresses or in
baasket making, for instance - wlere the skills needed are easily
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acquired, fashion eliement high, and machinery easily obtainable
on hire - fragmentation is likeiy to be high.

The decade of the 19608 has witnessed significant concentrations

in a number of industries - both manufacturing and distributive.

In manufacturing, perhaps the most significant was in electrical

manufacturing, where only one major firm now exists -~ the General
; Electric-English Electric Company - as against three majors until
the late 19608 - Associated Electrical Industries, English Electric,
and General Electric. In the manufacture of nuclear reactors, the
number of consortia capable of Ssupplying a complete nuclear power
station ~ embracing electrical, mechanical and civil engineering
skills and capabilities - has been reduced from five in the 1950s
to practically one by the 1970s. Significant concentration in
structure has similarly taken Place in shipbuilding, textile
machinery, machine tools, ball bearings, sclentific instruments,
joint stock (deposit) banking, and most branches of retailing -
particularly in shoes, chemists' gundries and food. The force of
the multiples has increased their share of the retail trade from
24 per cent in 1957 and 32 per cent in 1966 to an estimated 40 per
cent forecast by 1975, Almost all the diminution in trade was
suffered by the independent - invariably small - trader.

(c) BSpeed and direction of reorganisation:

The number of mergers in the United Kingdcm has steadily risen since
published statistics have been available to chart their progress. ;
Table 3 shows their steady increase in numbers and in value - with J
1968 having been a bumper year when their value has rocketed to
Eml. 946. The highest number - 1,000~ was reached in 1965, the year
the Mergers and Monopolieg Act was implemented.

Though the greater majority of acquisitions have been, and continue
for the present, independent companies, not all acquisitions denote
the loss of independence of one of the parties to the deal. It
should be noted that during the past five years, there has been a
perceptible trend in the sale of subsidiaries by one public company
to another. These causes may be attributable to shortage of funds,
change of main emphasis in the activity of the firm (e.g. concentra-
tion on hydraulic engindering, hence selling electrical engineering
subsidiaries), desire for concentration, lack of management in a
subsidiary, expense of diversified research, etc. Table 4 shows
the rising tide of selling of subsidiaries - whose number increased
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from 107 in 1479 .2 2441 in 1971,

The type of mardger or acquisition <hich best serves the alms of
concentretion is the horizontal merger:  chat 13 when two compar.ies
manufacturing or narketing rouyaly the samt Jype ot nroducts or
gservices coubine furces. In ‘.o omering vears of the present
merger movement in the 19505 and early 19ous, probahbly the majority
of all mergers were of thw horizvontal variety. Records of mergers
classified by type have been analysed by the Monopolies Commission,
but these only included a survey of 771 mergers - Lased on the
2,024 companies analysed for the years 1998 to 1968, and only of
companies (a) with nei assets of EmQ.5 and over at the beglinning of
1961,'and (b) engaged principally in the United Kingdom and had a
quotation at the beginning of 19861 on a federated Stock Exchange,
Their research, set out in Table 5, indicates that while in the
period 1958/1960 some 62 per cent of all companies merqed - taking
manufacturing and distribution - were of the horizontal variety,
this percentage was reduced to 51 per cent by 1968, In manufactur-
ing alone, the ratio of horizontal mergers to vertical meryers has
always been lLigher than in distribution and service industries.

The research work of the Monopolies Commission on the sample of

771 mergers has alsc included an analysis of concentration in a
number of industries. Their report shows that: “The largest
reductions in the numbers of cempanies were in textiles (88),

drink (85), non-electrical engi.eering (82), wiolesale distribution
(71), electrical engineering (47), retail distribution (47) and
food (44). The largest reductions as percentages of the number of
companies in classifications at the end of 1957 were drink (63 per
cent), food (54 per cent), chemicals (45 per cent), vehicles (44 per
cent), bricks, etc., etc., (43 per cent), electrical engineering
(42 per cent) and textiles (41 per cent). Of the 2,024 companies
in the population at the end of 1957, 771 (38 per cent of the
original figure) had ceased to exist as independent trading
organisations by the end of 1968. In the manufacturing sector,
600 companies (40 per cent of the number at Ehe end of 1957) were
merged; in the distributive and service industries, 171 companies
(33 per cent of the number at the end of 1957) were merged."” (1)

(1) A Survey of Mergers, a paper prepared by the Staff of the

Monopolies Commission Department of Trade and Industey,
HM50, London 1970. p.d
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assets lncregscd beyond £mo.h during tne ren vear vetiod Lo 190,
Had the poteniial naw eutroats qualifiod for acgutission into this
sample, there is little doubt that their number wotdd nel have beon
reduced from 2,024 in 1957 to 1,453 by the ond of 1968, Theiy
number wouid be censiderably highoer Aespite the 77) mergers which
have taken place in this vartlcular sample of companies; how mueh
higher must remain a conjecture.

This observation about the continuing rise in numbers of substantial
companies ~ in this case Lo meet the assetl. test ot £0.5m -~ should
be considered as more than just of passing importance. The numher
of private companies floted on the market each year to become public
companies totalled 1,619 (1) between 1958 and 1967, as agalnst the
1,253 being acquired, in the corresponding period, Hence the
stock of substantial firms continues to Jgrow, and, therefore, in
certain branches of industry, the process of concentration is likely
to 8low down, and in others it may even fragment! However, this

i8 not a serious hazard,

One further feature impacting on reorganisation of industry is the
occasional decline of substantial, sometimes of giant, companies:
such firms sometimes go insolvent or bankrupt; but, more usually,
they are acquired, oftcn by smaller f{irms with managerial excellence
and this enakles the smaller firm to become a very large firm much
more quickly. When a smaller fivim is injected into a large firm
with the owners of the smaller firm finishing up in control, then

a 'reverse takeover' has occurred.

Finally, an importan: aspect of industrial and commercial reorgan-
isation is the telescopiny of the time-~scale. Nowadays, it takes a
much shorter time to start a new firm, to run a successful company
and to become large, somet ines very large. Similarly, the
penalties of unsuccess are also swifter and companies can more
quickly suffer reversals.

(1) Companies General Annual Report for 1967, Table 4, p.23

Board of Trade, HMSO, London, 1968.
(1) See also Table 9.




I1 Industrial recoganisation and meraeis: *
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(a) Governnunt veliance on comnctiticn to promote ofijclency:
SUCresSive governuents bave ait-ruted to raise industrial efficlenay

by encoura ‘ng competition, anc this has undouitedly lead to a
measurc of concentraotion. Husveveo, governnents have been
deliberately selective in thelr apwroach to concentration by
encouraging meruers Lir certain sectors and discouraging them in
others, The fragmentation of parts of United Kingdom industry was
recognised by successive governments since the end of the second
world war, and, in particular, since the mid-1950s. Government
measures from time to time have endeavoured to arrest this
fragmentaticn.

Between the two world wars, United Kingdom industry enjoyed
substantial tariff pfotection in the domestic markets, and some
degree of preferential treatment in overseas Commonwealth markets.
As Commonwealth preferences waned, and as an effect of the GATT,
tariff reductions were carried out in industrial countries to
promote world trade, the increasing competltiveness of British
industry became a matter for survival.

The liberalisation of imports is a powerful weapon in exposing the
weaknesses of industry. In the machine tool industry it has shown
that, while Britain exports bulk, it imports refinement, The

unit value »>f bulk, i.e. simpl¢ machine tools, 1s comparatively
low, ard the unit value‘of scpnisticated machine tools is high.

In the electrical industry, the threat of importing large power
transformers (from Canada, for instance) for use in a nationalised
industry has been a sobering thought, and so has, more recently,
the actual piacing of certain orders for telephone equipment abroad
for the British Post Office - a public corporation.

The need to export, and to withstand overseas competition has
undoubtedly assisted in the reorganisation of industry - and this
can best be seen in the waves of concentration which have taken

place, inter alia, in the motor car industry. Apart from specialist i
motor car makers, manufacturing in low volume for a specialist market i
of affeciorados, even the two leaders of motor manufacture in the
United Kingdom in the 1960s - two large firms, Leyland Motors and
British Motor Corporation - had to merge in 1968. while the motor
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to protest its home warkot where 1ocel Amevicig Dicducers - coupled
with a2 rising tide ot fmnoris - have proved to o be omerni teys

competitors.

The United Kingdom's sventual ACCes510n to tre Huropean Common
Market has been considcered inevital-le bv suncessive governmente,

and preparations for that eventaaliity had to take into account the
general level of competitivencss of British industrv, While in

the European Frec Trade Area - that half-way house bhetween complete
independence and the membership of the European Econowic Compunity -
British industry was by far the most dominant entity; in the new
scheme of things, when the United Kingdom enters the Common Market.
in January, 1973, this will no longer be the case.

The success of the GATT, the rise of Japan, the growing competition
by countries both troa East and Westi have alerted United Kingdom
industrialists to the need for restracturing their industries for
added competitiveness. This process of resrructuring has been
given impetus in the United Kingdom, more by the government's
favourable attitude to mergers than by its acruai fists. By the

late 19508 governments began to look with favour upon recoenstruction
by merjers. s

(b} Government reliance on private inttietive to improve industry
structure:

In addition to the external forces Impinging upon industry and
channeling changes towards reorganisation and reconstruction, there
is, too, the private initiative of industrialists to hasten this
change, and, similarly, the professional advisers of industry
recommending and supporting reorganisacion in ancicipation of change,

The restructuring of industry under private auspices - that i8 on
the inittative of the participants, who are directers of companies,
or upon the initiative of advisers to companies, the bankers and

the brokers - is & voluntary anct. Reconstracting under such
conditions may contain an element of the national interest, but

this contribution mus¢ be ~cnsideraer a8 a by-product of entraepeneurs'
anticipations of gain through 'bettar businecs', The ma+ivating
forces for mergers or acquisitions are varied; the enlaragement of

a business, the achievement of Jgreater competiciveness, atrtempts at

hol g
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reduction of competltion, opportunltles for establishing new
markets, increase in the volume of production, with a corresponding
reduction .. costs, hence, pcssibly, of prices - these are all
potentially irwportant consideranions. All thesc obiectives are
worthy and -an serve the purpcos s of the taconcmic good'; however,
all these objectives «r. L. ie :'iy unly means LO an end. The

end result for the industrialist must Le, in some measure, an
increase in proiitability of the merged enterprises, or a degree of
added stabllity of business, or halting the financial deterioration
of the companies by means of rationalisation.

With these objectives of ‘'betterment' in view, there is little
doubt that mergars and acquisitions have become important adjuncts
of business expansion by external means. This fact is brought out
in relief in Table 3 by the merger statistics which reveal that
while the value of mergers was around the £ml30 average annual,
between 1954 and 1958, this rose to about Em900 between 1969~1971.
Businessmen have always acquired other men's businesses, and this
tendency has been encouraged and reinforced trom time to time by
government support. On account of the ever-growing ramificationa
of business enterprise and of the complicated processes of taking
them over, numerous skills have developed over the past fifty years
or 80, the use of which help to make company marriages more
successful.

Even if the industrialist himse f seeka out hi likely potential
partner, he may not wish or ls uct suificientiy experienced himself
to negotiate a proposed acquisition and is likely to call in an
intermediary - a banker or broker - to helyp him, Then, there is

the verification of the chosen company's financial position, which
is the task of the reporting accountants, and when, finally, a price
has been agreed, the assets =nu profit verified, then the specialised
skills of tha ccrporation lawyers are called in to draw up the legal
contract for transfer of ownership. All these professionals play
an important role as specialist advisers.

The role of the merchant banks has beeﬁ, and remains, important in
mergers - particularly in the case of public companies (that is,
companies whose shares are juoted on the Stock Exchanges), and

even more so when the public corpany bid for decides to oppose the
bidder company. The merchant banks hav: the mechanism for dealing
with contested bids and, invar.ably, hoth the attacking and the
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of the biddaing company'= roard of dlredtrcs, Gsraiatad Dy the skills
of 1ts merchant ban¥ing advicer,

There is a iarge, andg growing, number of merenant banks operating
in the United Kingdom - both in Londoen and in the provinces. Some
of the merchant banks have 1 weli-established reputation for the
successful handling of contested, and algo of uncontested mergers.
It should be noted that when merchant banks handle nerger
negotiations, the conpany bid for nas keen usually chosen by the
bidding industrialist, whe tnstructs the merchant bank to act for
him. Merchant banks sometimes also endeavour to suggest possgible
merdger combinations to their clients, but this ismt in the main-~
stream of their activities.

Ay

Little is known about the Propensity of the 1jcint stock banks'
advisory role in the encouragement of mergers and acquisitions

in the United Kingdom, Joint stock banks have, hitherto, not
generally induvlged in the activities of the uwerchant banks - though
one or two of them have established merchant barking subsidiaries
or have forged associations with them,

Perhaps it is appropriate Lo mention that joint stock (deposit)
banks in the United Kingdom do not, as a rule, lend long-term to
induscry. Short and medium-term loans have been the staple
business of these financial institutions, Hence, to successfully
‘ount an acquisition by raising the necessary monies - 1f the
purchase is for cash, or there is, as there nust he, a cash
alternative to shares offered - the joint stock hanks (ir the past
at least) cculd only provide temporary accommodation to the bidder |

by way of bridging finance, a facility which merchant banks also
provide.

I is in respect of the strength of ties between bank and customer
that the rcie of the joint stock banks in the United Kingdom {s so
d.fferent from those in the rest of Europe, On the Continent,
joint stock deposit banks, =25 well as banque d'affairs, have
Substantial stakes in many industrial and commercial companies -
hence the more intimate and more permanent nexus batwoen the banks
and industry. Companies with such azsociations cannot easily
Manoeuvre on the merger or acquisition front without the
complaisance of their hanks. Hecause hanks, as a rule are
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conscrvative insiitations, this moey Le o Logical reason why the
rate of mergers *n BEuiope nss been oo much iowsr than in Anglo=
Saxon countyies. This poirt will ve appreclated bettev when it
is realised that, while in the Lnited ginadom alone, thie number of
mergers totislled 7,5?ﬂ(3353&w¢3ﬂ 194) nad V869, the pumber for

the same period was onlv 3,153 2% pakingy all tac nergers in all the :
countries of the European Economic Community. i

Thus, the role cf the merchani vanks in the United Kingdom is
important when one public company acquires annther, or when a

private company is acquired, and also when the acquiring company
requires financial suppeort and also financial advice. However,

the forte of the merchant banks lies in contested bids, and here,

of course,'solely public companies are involved. (Contested bids

are only possible between public companies!}. There can be no

contest when a public company wants to acquire a private company,
since the shares of a private company, are not quoted con the Stock
Exchange, but are held by the founder, his wife, and, perhaps,

family, or a few other shareholders, Hence, the acquisition of a
private company hinges upor the peaceful agreement of the share- ;
holders to sell to another (usually, but not always, a public company);

The great majority of the acquisitiorns in the United Kingdom have
been, and continue to be, private companies. While public company
acquisitions, as a percentaga of all acquisitions, accounted for
23 per cent in 1957, 1eciiniag o only 3 per cent in 1965, they
again rose to nearly 17 per cent in 1968 - a spacial year as it
included several substantial bank mergers. In terms of
percentage of the to%tal - duriig the period ~ rising from a low of
42 per cent in 1956 to a high of 84 per cent in 1968 - in that
exceptional year, but the average would be nearer 70 per cent. (3)
Peaceful mergers and acquisitionsa have been important among

public companies, but they are axiomatic between a public aﬁd a
private company; while no statistical documentation appears to

be available on this important aspect of 'company marriages', it
may well be accurate to assume that, perhaps, between 90 per cent
to 95 per cent of ail nerger activity in the United Kingdom is

{1} See table 3.

(2) Opera Mundi, Commission cof EEC,
policy, March, 1970

in memorandum on industrial

(3) Based on detailed merger statistics compiled by the Department
of Trade ana Industry, London, but discontinued since 1969.
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of lawyers, accounrc.nts or bankeos, or, snddead, a spociallst fiprm
dedicated solely to the broking i mergers of companies, In recent
years, merger broking has bocome more protessional in the United
Kingdom and specialist merger brokinyg firms have been established,
The business of these firms 1is erxclusively the promstion of
veaceful and planned mergers, and their skili is finding the right
partners for firms in manuficturing and in the distributive and
service industries. Unlike some other advisers to companies,
professional merger brokers concentoate exclusively on merger work.

Merger brokers develop ideas for a get together between two
companies; their main task, huwever, is to find a partner for a
company wishing to acquire, or to find a buyer tor a vendor firm
whose owner wishes to sell. By far the greater part of the
broker's work is to find sellers, as, invariably, buyers heavily
outnumber sellers. On having been insrructed by a company to
acquire a specific firm, it must be assumed that the professional
merger broker has previously discussed the requirements of his
client in some detail and that the broker agrees with his client's
ideas about a specific type of acquisition. The importance of

a well prepared and argued out acquisition brief cannot be
exaggerated, since a broker's reputation depends upon finding the
right acquisition.

Merger brokers are not concerned with the accountancy examination

of the vendor, or with the legal issues involved; their domain is
to find the most appropriate rartner for their clientz, make a
Preliminary assessment of his suitability, help in the neqgotiations
and assist in the determination of the price. knowing the problems
and aspirations of both parties, the broker's task is to pring

them together under optimum conditions.

The most taxing task of the merger broker 1s to find a suitahle
acquisition candidare. The scarch to find such a candidate may
take a long time. As an example, in the case of one merger broker,
every vear some 4,000 firms are contacted, ahout 1,000 are visited

by the broker's directors or executives, perhaps as many as 400




companies sy anapined {n gore Jdeven, o, er vk ood of the vear,
the nurber of companies negoliatea o meraed - for huying clients
at home or abroad - 15 anlikel to exceea 28 or 30, that should
not be unsaid 13 fhat., b Anv fdne ourinoe tae veor, L@ niumber

of mergers ad acquisitions negqg tiasted by the o wme firm of brokers
nevar falls under 250, sometimes over 200 - but both the rate of
wastage and the rate of new candidat:s coming forward beina guite
high.

What are the reasons tor one company wanting to acquire another,
and for a company wishing to find a partner? Official 'findings’
are woefully inadequate in publislhiing the reascns why one iirm
would want to acquire anocher, ov why a firm wants to sell out.
Admittedly, it is a difficult stacistic to collect and assemble

in a recent study of small fivas {Table 6), the highest percentage
of firms seeking to be acquized was due teo 'tirancial failure',
and the second highest was 'problems of successicn' - that is,

the founder not having anyone to whom to leave the business.
Interestingly enough, the ‘'elimination of competition’ was not
found as important a cause as might have been expected. A furthery
imporlapt reason is lack of 'finuncial resources' for expansiong
then there is the need for acguiring ‘pro’essional management' to
supplement the knowledye and oexpersence ~f the owner-manager.

Some companies have grown to their limits on their own resources,
and any fur .her and more rapid rowth necessit tes joining up with
another company which is in a pusition to supply special facilities
in marketing, manufacture or research. But, in addition to
corporate rcasons, there can be many telling personal reasons -
provision for 'death duties', the ‘desire to retire', the 'wish to
find some firm capable of managing his company and looking after

the employees' - why the owner or the controlling shareholder of
a company would want to be acquired

When contemplating the reasons why a company wants tc acquire
another, the purpose of the purchase must be carefully examined.

Does the acquir‘ng firm want to be bigger, does it want to diversify,
or want to becoe an industrial holding company? Only when the
acquisition objectives have been examincAd and critically discussed,
and the financial capability to buy cirefully assured, can the
would-be acquirer begin to think of buving specific types and

sizes of firms.

+ /A
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Why the OO Y wagies by e R VS whe ' hg '.-\.1}'1?::

COMPrRy waals to buy, oun thea ve gyeril g 1. BUACTIUS Cagsn g,
Put cne factor stond. oul g SROLLA Y e ne; aaite Ly 4y gt
MOSE COTPorate mic.iam. ere L o e e s hur on s, There
ngesing Lheigihts amona trose wmfariling witn pergere that

companics only want g L Car R OVEr whon Blhew e aling nr that

the desire of a firm to ACGULre must rtccessarily have some hidden

notives, such as elimization of competition oy Josire to buy a

new lease of 1ife, orv Simpiy vne desire for aggrandisement by the

owner. Such cxplunations come edasily, bhut

4re invariably
misleadino.

(¢) Role of a anital

edi-develoney = MALXCL AR mergers:

-

There is little doubt tha: the United Ringdom has the most.
sophisticated and highly davelopeg “apltal market in the world.
Any class of berrower can obtaja roney, provided the firm fy

credit werthy, and has a sound project In view,

% should not lLe
United Kingdom generate

most of thetir capital requiremente from tneivr own savings, though
@ proport:on of rorey roquirament s

unsaid, however, thgt businesses in the

are also financed by capital
1sgues and long~term loan nonies,

Information tabulated in Takie v, and pas=d on nublished sources,
indicates that the meanz of Dayment
a period,

‘or acuvuinttions varies over
The use of ordinary sharas rose rrom 35 per cent of
the expenditure un acguisiticns in 1964 te 60 per cent in 1968,
When companies show or expect to show good profits,
high and buying by issue

shares stand
ordirary shares is preferred.
a company for ordinary shares is une fovm of
since it meant the enlargement. of the equity

Buying
+ capital issue,

Lasge,

Preference shares alsc rank as capitai issues, though these have
become unpopular in the United Kinasdoum compared to loan
as the preference dividend is
tax profits;

has declined from 4 Ler oant

stock,
Payeble by the company from post-

'O 4 per cent of +*he expenditure of
acquisitions between 1964 and 1968,

Long-term loans have increasad from % per cent to 22 per cent

during the same pericd. These loang are asually in the form of

secured or unsecured notes, and Hften the notes can oktain a

dre

it is little wonder, therefore, that their nopularity
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quotation vn the sStouck Exchange. The duration of these notes can
be anything up to 1%-20 years -~ thus, they offer additional liquidity

to buy a company, for instance, without Ailuting the equity capital,

Those who wish to have a stake in the growth of the company acquiring
their firms usually opt for a substantial vroportion of the purchase
consideration Luing paid iin vidiiialy Slhages, <hile those looking for
security ot “ixed incomn» mav w:.t a prooortion naid in notes or in
cash. Cash has enjoyed waning popularity as a means of payment -
declining frem 56 per coent %o 17 ser cent between 1964 and 1968.

The reason is not in any way a flight from money, but a testimony

to the efficient cperation of the capital gains tax. 1f the
shareholders of an acquired company take cash for their holdings
they are immediately liable for payment of capital gains tax - at

a rate of 30 per cent; if, however, they take paper - ordinary or
preference shares, or notes - then payment of capital gains tax is
deferred until the paper which they received in exchange is sold.
This way payment of capital gains tax can be deferred.

Ralsing monies for acquisition through the London capital market is
a simple exercise. In the same way, obtaining a public quotation
by placing about 35 per cent of the (newly floted) company's shares
with the public is alsc a relatively easy task. Once a firm has
acquired a public gquotation, investors are ready and willihq to
subscribe to new shares, and thus provide additional capital for

its expansion, if appropriate, for use in making acquisitions.
Shares of already estahlished nuhlic companies can also be 'placed’
(s0ld) witl institutions such s pension funds, financial trusts,
investment trusts, and insurance companies ~ all of which are
prepared to purchase a small proportion of many companiesr.' shares
for their investment portfolio. No financial institution wants to
hold a really substantial percentage of any company's shares -
unless a 'special relationship' exists between them.

For public companies the mechanism of ralsing noney is often via
merchant banks and stockbrokers - who also invest on behalf of
their clients - private individuals as well as institutions,

Financial institutions ilnvest monies in private concerns toco, and

can provide the funds for a private company to take over another.

What facilitates the investor's propensity to invest in the shares of

companies on the Unlted Kingdom Stock Exchanges is the existence of
a well-developed market in securities

+ Where shares can be easily

the shares of
the financial centres of many

traded. Hence, there ir usually a healthy market in
most quoted companies - unlike in
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other countries, where tne shares oc only a4 few companies are dealt
in with any frequency ang o PLOUPCES Drics for the sharos {7, theretore,

not easlly estahliz ed,

Table 8 shows the number of sesuvtfaa matel n e Londsn Stoack
Lxchange since 1954, their nomival /2tue ond their warkes valuation
at a fixed date ¢ach veoar. An interesting feature of the
information in the tabie is that, while *the number of securities
dealt in has declined fronm 9,861 tu 1954 to 8,378 in 1972, their
market value has rizen from $mi0. °03 to im142.5310 (1) jere s an
indication of the fact thac conpanies huve expanded and their shares
have grown in va:ue; rthe neminal unount of these same securities
during the period under review has Jrown trom E€m26.653 to EmS4, 326 -
by more than double,

(d) Non-obstructing legal framework:

The most important comment to be made on the legal framework in the
United Kingdom about mergers is that it puts no obstacles in their
way. The Companies Acts provide a legyal frauework and proteétion
against fraud. A well-developed corps of expert corporation lawyers
practice and amonyg them a high Cegree of specialisation has developed.

TO suppiement the general provisions of the Companies Acts a City
Working Party was set up by the Governor of The Bank of England in
1959 to consider good business practice in the conduct of takeovers.
The working party consisted of representatives of the accepting
houses, investment and unit trusts, insurance dssociations, clearing
banks, issuing houses, Confederation of British Industry, pension
funds and the London Stock Exchange. The City Code -~ embodied in

a published code - does not have the force of law, but no company

or its advisers would want to fun counter to its recommendations,
since, in an extreme case, the facilities of the City would be
withheld from them. The City Code s a living body of requlations,
and the Panel whicn administers it bublishes a yearly report of its
activities as well as a constantly reviwsed rules of conduct. While
the Panel has dons good work in protecting the shareholder, for
instance, voicas have been raised to andnm'ihe tunel's instructions
with more authority,

(e) Adeguacy of accounting framework:

The United Kingdom is the cradle =f modern accountancy and the
Professional institutes of accountant = - “us% as the institutes of

%

(1)  1.394 securities are government statks with a value of
£Em25.233




lawyers and other professicnal bedica - dnsict on high professional
gtandards, Apart from the statvtory accounting provisions of the
Companics Acts, the lostitute af Chartered aceountants issues notes
On o aceonntancy practise feem o edy b tian o b yhich all accountants
and auditor: verforce adhere. Mile accountancy remains an art,
the interpretation of company accounts dces not differ markedly
between accountants.

The accounts of all comvonies must be audited each year by a
‘qualified' or 'recognised' accountant. Auditcrs are engaged by the
directors of companies, but report to the shareholders! Thetir
remuneration is agreaed by the shareholders of companies at their
annual general meeting. Audited accounts are unquestioningly
accepted by both parties to a merger or acquisition,

When a public company acquires another public company, the basis
for financial facts is taken on the face value of the audited and
published accounts. Wiuen a public company acguires a private
company it is usual to send in a firm of reporting accountants to
verify the assets, etc., of the private company. This is a2
Precaution because the owner of a private company can change the
digsposition of his assets in a firm since the publication of his
last accounts; after all, he is responsible only t¢ himself, and
this is why reporting accountants would prepare a report for the
prospective buyer of the ovpo-y. There are no accounting obstacles
of any kind in the way of merge:1 in the Unitec Kingdom,

(f) Anti-monopoly legislation:

The Monopolies and Mergers Act, 1965, i1s the first specific merger
legislation introduced in the United Kingdom, though legislatién on
monopoly goes back to an act in 1948; it is a liberal law, and only
under two specific conditions can, if the Department of Trade and
Industry think fit, a merger can be referred to the Moncpolies
Commission. Thus, an inquiry can be nordered by the Commission 1if
the proposed merger will bring about a market share of over 33§ per
cent of the combined companies, or if the value of the assets of

the company to be bid for exceeds five million pounds.

Since the passing of the 1965 Act, the work of the Monopclies
Commission has expanded i the four years, 1965-1968, the
number of merqers considercd by the Board of Trade totalled 318
(plus 49 mergers vroposcd in the filelds of newspapers, banking and
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building soiotics) LWVOiving qross assets of £m3.858., 1t is
interesting to ncote {hat #3 per cent o+ the mercers considered
were horizontal! (i)

(¢) Ownership of industry:

In 1971, some 16,680 public companies were registered (Table 9) and
nearly 9,000 companies' shares were traded on the Stock Exchanges,
(T~ble 8) as at March 1972. The number of private companies,

also for 1971, totalled 560,55], The numuer of new company
registrations during 1971 rose tc 39,287.

Probably just over half of United Kingdom industry is privately
owned: and about half of the private sector is owned by institutions
and the other half by individual shareholders, {2)

IIT Government intervention £o prormote industrial reorganisation

and mergers.

(a) Studies in structure of industry to identify reorganisation needs

Numerous studies have been carried out by the United Kingdom
government scrutinising industrial performances or inquiring into the
anatomy of industry. These included the Working Party Reports,
issved after the second world war, in the late 1940s, the reports of
the Board of Trade, National Economic Development Office, the
Ministry of Technology, and now the Department of Trade and Industry;
these have all examined sectors of industry, but, even if the need
for reorganisation was recognised, thu reports were not specifically
prepared with this view in mind. Rather more formal studies focus-
ing on mergers were carried out by the Industrial Reorqganisation
Corporation, but none of these were actually published; they were
WOrking papers examining the stracture of industry from the vantage
point of reorganisation.

(b) Help to start merger neqgotiationz -~ IRC:

A bolder policy of government agsisting in the negotiations for
mergers was initiated with the setting up of the IRC by the Labour
Government in 1966. The IRC was established “for the purpose of
promoting industrial 2fficiency and profitability and assisting the
economy of the United Kingdom ... to promote or assist the
reorganisation or develcpment of any industry: or, if requested, to

(1) Mergers a guide to Board of Trade practice, IIMSO, London, 1969
Tables 1 and 2, pPps. 25, 26.

(2) Estimates by the writer.
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do so ... establish or develop or promote or assist the establishment

P

or development of any ndustrial cotevprise, ™)

Mergers and acgulsition: were cacouraged, c©.q. to support better
quality management, more «fflclent resoarch, speedier develonment,
better marxketinge and the use of up=tn-date viant for achieving
longer pro luction runs. The ’'hite taper on  he IRC pointed out
that "there was nn organisation whose special function is to search
for opportunities to promote rationallsation schemes which would
yield substantial benefits to the national economy. Merchant banks
and issuing houses carry through a great many mergers every vyear,
but they can, in general, only act at their clients' request." (2)
Because official blessing had hoen bestowed on mergers and
acquisitions, and because government support was an objegtive by
those wanting to carry out ambiticus merqers, businessmen in large
numbers approached the Corporation for its views and for advice.

The IRC has achieved some of the founders' objectives in stimulating
thinkiag abour reorganisation of industry; it has used 1its undounted:
infleence to effect numarous sensible new combinations in industry

and it has contributed tc the rationalisation of several industries -:

in speclal steels, process plant, materials handling and construction
equipment, hydraulics compcnents and instrumentation - just to ‘
mention some. Undoubtedly, the most far reaching ‘ndustrial

;
:

reconstruction supported by the TRC was in the electrical manufactur-%
ing industry, and in the hallbearing industry -~ in the case of the |
latter, the sumnary ol o case srhudy is published in the Appendix.

(c) PFinanucial aid for merqge.r. - IRC:

In the IRC the government has found the means to encourage

industrial mergers meriting {ts support. All mergers are, in ,
effect, acquisitions, with very few exceptions, and all acquisitions;
require financing. The scale of many mergers approved or initiatedi
by the IRC were such that funds had to be fcund from the public purse;
to carry them throuagl. Parliament voted €mlSO for the IRC to
support mergers when appropriate and by March 3lst, 1970, its last

year of operation, the Corporatlon invested €m80.S5, some Em22.6 in
equities.

It is in respect of how to spend the money put at the IRC's disposali

that controversy arose ahout the role of the Corporation, and this

(1) Industrial Reorganisacion Act, 1966, Section 2 (1)
HM50, London 1966

(2)  1Industrial Reorganisaticn Corpovation, Cmnd. 2889, HMSO,
London, 1966,
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debate possibly led in its Jdemise, undar the “onservative governwent

in 1971, ddvancing lnans Lo aorr val e gon was one thing,
investing ironey by baying into companies via the stock marker was
another, After «ll, by Dbacking it dadgimont wath monev, tiie {RC
Beceme both judie wald jury ino:ospeot of FLVeStang In conpanies.  in

any case, th: «billity to buy into Ordlrary shaes was not generally
approved by the lLugsines:s o- Gankirer coarmuntty,

(d) Other ainstitutional halp:

Apart from the IRC, governments can Alwavs find both the funde and
the excuses to finance reconsiruction in industry, The
reorganisation o the aireraft industry and the pressure for meraers
through the Shipbuilding Industry Board are only two examples of
Govccnment finding thc necessary funds for supporting mergers in
importart strategic industries,

(e) Possible aid for merders in Industry Act, 1972.

Though the Conservative Government. abolighed the IRC in 1971, in the
following year it took powers to provide selactive financial
assistance to industry in Part Il of the Industry Act, 1972, which
became overative on August 9th. These powers are designed not only
to expand and safeguard employment. in the assisted areas, but also
to strengthen British industry generally. The purposes for which
assistance can be given include developing and modernising industry,
promoting efficiency, ensuring orderly contraction, encouraging
growth and promoting the reconstruction, reorgani:ation or conversion
of an industry or cocmpany . It is therefore possible that in certain
circumstances assistance under the Industry Act will be given to
facilitate mergers,

Financial assistance to industry is widely drawn - and includes
investment by acquisition of loan or share capital {n any company, or
axtending guaranteaes, or providing loans or qrants. However, no
shares in a cowpany car be acquired without the consent of the
company, and, except in the assisted areas, not more than half of the
equity capital can be acquired by the Govarnment, There are also
various other constraints on the acquizition and retention of equity

capital, These limitations, as such, did not anply in the case of
the IRC.

IV Lessons to be drawn from the United Kingdom's experience:

In most branches of manufacturing and service industries, varyiny
degrees of soncentration have been accomplished since the second

world war. The rate of concentration has accelerated since the
early 1960s.
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An increasing and completely up-to-date example of how, in a decade,
one sectlicn of indusiry <an increase its concentration can be gauged
from a simnle calculation in Table 10 which portrays changes in an
important sector of the electrical industry - appliances. This table
shows that, in some cases, the number of suppliers has been reduced
and 80 has the number of prodt ts made by the ; 1in some appliances
only one of the variables has ueclined, and, in others, either or both 1
have increased. The ratio of concentration success is expressed in a
declining average number of each appliance supplied by all its makers.
In over 40 per cent of Lhe appliances examined (14 out of a valid
comparison of 33; a higher degree of concentration existed in 1961
than in 1951,

(a) Desire for growth:

Some enterprises have had to grow bigger to survive - atomic energy,
motor manufacture, heavy electrical machinery makers, to mention some
of the most obvious. An increasc in size is also sodght to provide
an enhanced ability for the large corporations to supply a
comprehensive range of products and services. It ie suggested that
thers are optimal sizes for most enterprises.(l)

(b) Larger - better?

Large companies can become more efficient by becoming larger, but they|
do not necessarily becoms more profitable. Unless the industrial ;
organisation is consciously and keenly geared to profits, the results :
of greater efficiency by an increase in scale may be dissipated. The ;
diffioultios of examining a sc yment of an inéd stry over a period to f
monitor the benefits of concentration are well-nigh impossible, What
ic possible is the measurement of performance of a significant
individuul firm in relation to its industry. Such a firm is, for
example, the General Electric-English Electric Company, whose four
stages of development - (1) as an individual company in 1967-68,

(44) when the GEC merged with AEI in 1968-69, (iii) when GEC + ARI
merged with EE in 1969-70 - and (iv) the combined efforts of the
merged companies in 1971-72 - in terms of pre-tax profits, turnover,
net assets and earnings per share, are well documented in Table 11.

(c) Government intervention effective:

As» rationulisation and concentration by private enterprise, with
government support of particular cases, has been broadly successful,
stronger governmsnt policies are not needed in the United Kingdom;

partially to replace the IR, the government has instituted new
measures in the Industry Act.

(1) The Economies O ar Scale Production in British ;ndu

An introductory study Ey C. Pratten and R.ﬁT“BEEH”TETESTTEBG%%%%on
with A, Silberston, Department of Applied Economics., Cambridge
University Press, 1965, pps. 99-105.
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NUMBERS OF MERGERS AND CLASSIFICATION DISTHIBUTION 1958-1968

Period within Mot withinr Toatal Tntal
same same merd s mergers
classification clags:'~ation per annum

number % numnber % number § number
DUSTRY

1958/60 109 66 56 34 165 100 55

1961/63 101 66 52 34 153 100 51

1964/65 57 61 37 39 94 100 47

1966 22 46 26 54 48 100 48

1967 . 36 59 25 41 61 100 61

1568 43 54 - 36 46 79 100 79

Totals 368 232 600

Averaqge 61 ' 39 100 54

DISTN. AND SERVICES

1958/60 17 44 22 56 39 100 13
1961/63 16 3o 38 70 54 100 18
1964/65 10 40 15 60 25 100 12
1966 5 28 13 72 18 100 18
1967 2 14 12 86 14 100 14
1968 8 k1. 13 62 21 100 21
Totals 58 113 i71

Average 34 66 100 16
ALL INDUSTRY

1958/60 126 62 78 38 204 100 68
1961/63 117 86 90 44 - 207 100 69
1964/65 €7 56 52 44 119 100 59
1966 27 40 39 60 66 100 66
1967 38 50 37 50 75 100 75
1968 51 51 49 49 100 100 100
Totals 426 345 771

Average 56 44 100 70

A Survey of Mergers 1958-1968 4 paper prepared b;, the staff of the

Monopolies Commission, Department of Trade and Tndustry.
HMSO, London 1970, p.é6.
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H TABLE 10
£
: No. of No. of Models Average No. of
4 Appliance Suppliers available Models ner supplier
: ;
1871 1961 1971 1961 1971 1961
] 3lankets, pads
{ and bedwarmers 37 48 147 242 4.2 5.0
] Boiling rings 9 18 19 39 2.1 2,2
{ Carpet Underlays X 5 X 69 X 13.8
{ (heated)
Clothes Dryers 9 25 17 60 1.9 2.4
(heated) :
1 Clothes Dryers
(spin) 11 16 28 22 2. 4 1.4
§ Ciothes Dryers,
Cabinets & Racks ] X 26 X 3.28% X
§ Coffee Grinders
¥ and Makers 23 a2 60 44 2.9 2‘0
§ Cookers a7 19 17 131 5.4 6.9
Dishwashers 19 18 60 20 3.01 1.3
§ Ory Shavers 10 18 4 -1 4.8 1
Fans - Desk and ; .
Extractor s 25 127 148 3.8 5.9
Firelighters 3 5 2 ] 1.0 1.0
Floor Polishers L] 12 11 19 2.2 1.6
§ Food Preparation ‘ ,
§ Machines (Mixers 17 26 119 75 6.0 2.9
g Juicers etc.) , :
§ Fryers S -7 9 19 1.8 2.7
§ Hairdryers 17 b $7 26 3.9 1.7
§ Heaters - Wall, . , , ;
4 Portable, Pan, 72 119 500 957 6.0} 8.01
§ Skirting
4 Infra-red Grills ,
4 and Spits ] 15 k7] 38 4.2 3.1
{ irons 2l 22 63 8l 3.0 3.7
§ Ironing Machines X $ 8 8 1.6 1.3
{ Kettles 19 23 7% 94 3.9 4.1
] Plate Warvers 11 13 43 L} 4.1 3.1
§ Radiators - y 5 ‘e ; ' 2 a -
A 7 9 200 92 7.3 10.2
| 167729814856, 7 3 115 183 “t s
§ Viaste Disposurs 1o 10 30 17 3.0 1.7
{ “ea Makers 4 4 15 11 2.9 3.8
i Toasters i3 i1 ad 14 1.6 2.8
Vacuum Cleaners 14 23 56 69 4.0 3.0
| Vacuum Cleaners (Mand) 10 1? 15 22 1.5 1.3
| Wash Boilers 2 . y» 1 4.5 2.5
Washing Machines @&
Driers (combined) 20 23 80 41 4.0 1.8
Water Heaters
(Instantaneous) 7 6 46 10 6.5 1.7

Ccmpiled by the Research Departmeat, Chesham Amalgamations & Investments Lto
- London. .
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APPENDTI X

Merger example 1 - & private initiative

———

Brief summary of a merger between two small Private companies in
the United Kingdom food industry.

L e M-S el

The merger of these two companies was conceived under private
auspices, without any governmental support, incentive or official
assistance. Because of the relative absence of major complications
of mergiang the two companies - the owners were willing to merge
pProviding a financial formula acceptable to both was found - the
incubation period was only just over four months.

Company (A) was manufacturing mainly ‘summer foods', e.g. salad
dressing, mayonnaise and fruit soups; the firm, established in 1890
employed 150 people, was family owned and managed, but had no family
succession, With a turnover of tm2 and profits before tax of
£130,000, the company was reasonably profitable, but not earning the
kind of returns it might have earned under better management, and
profits had been eroding slowly.

Company (B) was manufacturing a specialist range of 'winter foods'
@.g. Christmas hams and puddings, and marketing specially packed
hampers, This company, too, owner managed; it employed 40
Pecple, with a rising turnover of £700,000 and profits before tax
of 570,000. The firm was established only three years earlier by
4 youny man, who was expanding his business fast by a novel method
of distribution. Company (A) employed the customary method of
distribution - via wholesalers and retailers,

At the time of the merger the financial anatomy of the two companies
was ag follows:

Valuation
Turnover Pre-tax Net Multiplier of
' profit assets Companies
Company (A) £2,000,000 £130,000 £600,000 (4dx) £520,000
Company (B) £ 700,000 ¢ 70,000 £240,000 (5kx) £385,000
Combined
(A & B) £2,700,000 £210,000 £840,000 £905,000

W




e

Company (&) was the l.rger of the two, and mach longer established.
It had assets, epparently in excess cf requirements; {ts profits
had diminished on a static turnever over a period of four years.
Company (B) was owned Ly a Young man who started business only

three years Luicre ohe iewger.

For the purposes of iLho McLje., Conpany (A) was valued at 4 times
pre-tax profits, and Company (3) 5% times pre-tax profits. The
reason for valuing (H) at premium was because of its rapid growth,
good profit ratio to turnover and in relation to assets, and its
young management,

The merger gave improved asset backing to (B) in the combined
company which will enable him to expand faster, e.g. better credit,
improved purchase terms; rew business eraergy was infused into (A)

since the young owner of (B) became chief executive of the combined
companies,

Some kind of checks and balances were, however, maintained between
the owners of (A) and (8), since (A) owned 57 per cent of the
combined equity, while (B) only just 43.

The merger immediately resulted in;

(a) management succession at the top - hence the future
of the firm and its enployees reasonably safeguarded;

(b) better asset utilisation in relaticn to turnover;

(c) better range of produci viiered tu vach firm's
cus-omers;

(d) improved employment tpportunities, since each company's
salesmen could offer the cther company's foods to their
customers;

(e) 1in larger company no redundancy, due to shrinking turnover’
and declining profits; .

(f) added manufacturing facilities for company (B) since
resources (i.e. machinery and plant) were under-utilised
in company (A);

(g9) small savings initially, but larger likely savings in the
years to come in costs of administration - for instance
accountancy, insurance, banking charges, and,

(h) material increase in profits in first complete year of
merger,




The owner of Company {(A) had a laraer chare of the combined
business, and some provision had had to be made regarding the
future of the business after his retirement or death, Accordingly
an agqrecwent was reached that the managing director (Formerly
owner of (B)) should buy out the chairman'’s (formerlv owner of (A))
shares by paying him at s rate of valuation for the business at

4 times the averaae annual Profits in the last three years, This
means that the chairman when paid out will participate in the
growth of thg comoined comvanies.

This merger was completed without any money being paid out - it
was based on a share exchange. The money to bay out the senior
partner (chairman owning 57 pPer cent) will have to be found, in
due course. By the time this eventuality occurs, little difficulty
is expacted to find the financial resources - becauge:
(1) either the company goes to the market, becomes a
public company and the two Owners can negotiate
their shares freely on thc Stock Exchange,
(11) or bridging finance can be found by the managing
director, and subsequently fund the debt.
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APPENDIX

Merger example 2 ~ inspired by government

o e e e e e et e —-—

Summary of statement by the Industrial Reorganisation Corporation
on the United Kingdom ball and roller bearing industry - explaining
the reasons for t.he encouraéement of a merger between three British
ball bearing manufacturers (1)

Position of industry:

It was decided that a detailed investigation of the ball bearing
industry should be undertaken by IRC. The industry is a large
sector of engineering technology, making an essential input to major
exporting sectors such as the motor and aircraft industries; compared
with the industries in Western Europe and North America, the
structure of the UK based industry appeared fragmented. Hence, the
possibility of a merger between Ransome & Marles and The Skefko

Ball Bearing Company (Skefko; a subsidiary of SKP of Sweden) as

suggested could mean that there might shortly be no viable British
owned company in the industry.

The characteristic structure of the industry in other advanced
economies shows a very high degree of cnncentration. It was shown
to the IR. that maximum econoi.les could be giined by optimising the
lengths of production runs, and by limiting the range of bearings
to be produced. Tt was against this background that IRC considered
the situation in the UK industry and decided on a course of action.

In 1968 total UK based production amounted to some £70 million of
which €15 million was exported. Imports accounted for £11 million
making total UK consumption of g£66 million. There were six major
manufacturers, three wholly owned subsidiaries of operating divisions
of foreign groups: Skefko, British Timken (Division of the Timken
Roller Bearing Co., USA) anc Fafnir (subsidiary of Textron Inc., USA).
The three other major manufacturers were UK controlled: Ransdine ]
Marles, Hoffmann, and Pollard. The si._.re of domestic consumption
held by the three UK owned companies was approximately 35 per cent
and the rest is shared between the other companies and imports.

(1) The 1969/70 Report & Accounts of the Industrial Reorganisation

Corporation, London, 1970,
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There was an identity -f vicw in the lndustry that, with the
possible excepticu of Lapered bearines, whore praduction is shared
by Skefko and Timken alone, thure weire too Many companius producing
in sub-optimum manufazruring units an eXIC85.ve range of bearings
in too short runs. The fragmentacion in the industry was ono
major factor causina low productivity, which internaticnal
comparisons made clear: cutput per employee in Europe averaged
about €3,000 per annum compared with only just over £2,000 per
annum in the United Kingdom. The performance of the UK industry
has reflected these limitations, in 1963 the value of UK exports
exceeded imports by 75 per cent; by 1968 exports were cnly 36 per
cent more than imports and the UK had increasingly heavy deficity
in the balance of trade with the advanced economies of Western
Europe and North America.

Suggestions for merger:

IRC went deeply into the possibility of creating a strong British
contrclled element in the industry out of the three British owned
companies, Ransome & Marles, Hoffmann, and Pollard, The three
companies, with combined sales of over £30 million, offered
considerable possibilities for rationalisation and development,
The two largest companies eack manufactured between 7,000-13,000
different types of bearings and a major proportion of all three
companies' products overlaped.

Rationalisation would make possible standardisation of product lines,
the concentration of production of the ccmponent parts - ball,
rollers, cages and races - and a reduction of stocks. The resulting
volume of sales and economies of scale could be expected to generate
a cash flow for new plant and machinery, for sustaining a strong
development effort in advanced production engineering techniques

and mounting an extensive overseas marketing effort. Thus, a strong
British owned group would be formed, and the position of Skefko,
firmly established in the UK market and with the backing of SKF's
international operations particulaxly strong in the tariff-free EFTA
market, would not be prejudiced. The result would Le a balanced
industry ensuring effective compatition of henefit to producer and
customer.

The board of IRC decided, accerdingly on Septermber 27th, 1968, to
support the formaticn of a British owned company comprising, if
possible, the three British owned bail bearing companies.
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O0n this basis, the chasrrmern of “he Eiire : Britiszh owned comnpanies
were invited by TRC on Novoembor 18¢h ¢ mart tcivate in an
investigation Ly an i adependent firr of chvrtered accountants which
willd =o) iect snd anatyse Finanei imtaornation on the three
companies as the basie for +tne dedapiod terger negotiations wiich
would take place later.

Action by Industrial Rzerganisation Corporatisn:

By January 19y progress .an ihe discusscions with the companies was
slowing down and the board ~i IRC decided that reorganisation could
be achieved tn best cffect wnd with least delay 1f it had itself a
firm basis from which to neqntidtc-. Accordirgly IRC made a cash
offer, on January 3lst, for the shares of Brown Bayley Ltd., which
owned 60 per cent of the ordinary shares of lioffmann. A revised
IRC bid, reccamenced by the board of Brown Rayley and its financial
advisers, became unconditional on February 28th. Immediately
thereafter, IRC jnvited Pollard te disecuss termns on which that
business could be Lrecught wLnto the proposed three-company group.
However, since withdrawing from the IRC fponsored negotiations,
Pollard had held negotictions with Sketko and anhounced on April 8th
that terms had been agrecd for Skefko to take a 15.6 per cent
interest in Pollard by subscribing fur new shares at a price
considerably above the than wzarket price. The arrangement was
also to provide for an excnange of directors and of technical
developments in desinn, manifactuving and engineering research.

At this point in o long and ~ "rlex negotiation, Ransome & Marles and
IRC (i.e. Hoffmann) had to decide whether to settle for a two-way
grouping or to proceed with an ¢ fer to the shareholders of Pollard
for all their shares. IR was palticulariy influenced by the
judgement of the board of Ransowe & Marles as the focal point in the
reorganisation. Both Ransome & Marles and the management of
Hoffmann considered that there were important industrial and
commercial arguments in favour of including Pollard in the group,
The decisive consideratjons were that Pollard!

§ cutput was strongly
concentrated on the standard fange ol bearings where the economies

of volume production were particularly applicaule, that Pollard had
useful additiconal nmaket out lets in the UK and abroad, and that
with Pollard the british Jroap weul!

1Ave a market ghare enabling
it to stand up t. sLring torelgn bosed competi tors,

Accordingly, IRC wave tull BULPOYL LD RAansome

& Marles' offer for
Pollard. A fivst oijer was ann aeed wnRoApril 3Nth, then a revised
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offer for Pollard and this wos subsequen+]y fecommended by the

Pollard board on May 21st. The thren~yay grouping had thus been
achieved.
IRC is conscious that the Succussful conclusion of this negotiation

does not, in itself, create & viable commercial enterprise, IRC

is a major shareholder in the new group and intends to see that the
funds it has made available are turned to good account, As before,
IRC i8 prepared to censider participation by SKF or another laxge
international ball bearing company in the enlarged group on
arrangements similar to those envisaged between Skefko and Pollard,
subject to the necessary consents being ohtained from the Board of
Trade. IRC is keen to proumote joint industrial ventures on terms
that can be seen to be beneficial to the parties concerned,









