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INTRODUCT ION

As part of the activities of the United Nations Industrial Development
Organization (UNIDO) designed to develop a better understanding of industrial
policies, an Expert Group Meeting was arranged to consider the subject of
industrial reorganization and mergers. The Meeting was held at Vienna from
7 to 10 November 1972,

Five experts were asked to review the experience of their countries and
to consider what lessons that experience provided for other countries, includ-
ing countries at an earlier stage of industrislization, They were
Hilton Liviero Pezzoni (Bragil), Jean-Jacques Bonnaud (Prance),

R. V. Subrehmanian (India), Takeshi Isayama (Japan) and Nicholas A. H. Stacey
(United Kingdom of Great Britain and Northern Ircland), The experts were
acting in their personal capacity and not as representatives of their
Govermmente,

This report draws on the experience of the five countries specifically
to explore the reasons for increased industrial reorganiszation activity in
recent years (chapter I), to consider Wiy Jovernments have found it desirable
and sometimes necessary to intervene to promote such reorganisation
(chapter II) and to examine the types of policies and institutions that can
be used to implement this intervention (chapter ITI).

The extent to which this experience can be transferred to other countries,
including countries o8 am earlier stage of imdustrialization, is considered
in chapter V., MWaps are suggested in which UNIDO can help to make this trans-
fer of wcricneg both effective and useful.

The Expert Oroup found that indust fal reorganiszation was becoming an
interrational as well as a national concern (chapter IV)., The future deve-
lopment of industries in industrialised and developing countries should
follow a mutually advantageous pattern. Developing countries should become
increasingly important exporters of those manufactured producte and partec that
they can produce more cheaply, and developed countries should take thia into
acoount in their poliocies for industrial reorganisation,

In this and the following chapters the views expressed are those of the
sxperts,




I. REASONS FOR INCREASED ACTTVITY 1IN
INDUSTRIAL REORGANIZAT "ON

Industrial reorganization hae become an important area 7 industrial

policy in most industrialized countries in the last .0 years, The tempo of

industrial recrganization increased in the 19608 as domestic competition
intensified, the pace of techmological change accelarated, and competition
from international sources became steadily more important. The substantial
reduction in trade barriers betweon industrialized countries achieved in the
last 15 years, fast-growing markets and larger economic groupings have ail
helped to produce a marked trend tuwards larger units. In these circumstances,
Governments have accepted the need for the concentration of industry into a
smaller number of larger units and, in some sectors of induatry, theyrhave
found it necessary positively to promote such a change. Instead of focusing
exclusively on fostering competition among domestio -enterpriges by satlawe
ing monopolies and cartels, inductrial policy has hecome more flexible in
aorder to respond better to the growing force of competition from intcrnational

rather than domestic sources,

Moat developing countries have remained largely isolated from these
changes, because they have continued to protect their industries from extornal
competition with substantial tariffs or control of importe, However, the
adverse effect of high-cost (heavily protected) industries both on domestic
consumers and on export prospects is now more widely recognized than it was
in the 1960s, Many developing countries urgently need to increase their
exports of manufactures to keep their international paymenis in balance in
the 1970s, To raise levels of efficiency and to help achieve their export
targets, specific measures to facilitate and promote industrial rearganiza-

tion have been introduced by Governments in a few of the more industrialized

dewveloping countriess  Although this is a very recent occurrence, other deve-

toping couniries are likely to follow this practice in the 1970s.




The aim of Goveramente 1xn promcting Lho reormuc ation of indu. S FE
varind from country to country; policy hus hemged within ore oot pes
the reorsanisation of Adirferont Lrancher 5t industry has been Apprenched o
differenl ways. Howcver, in practice it is usua) Iy pousible b ciuneify the
motive [vr reorganization cither ag defensive (whcn management reeds Lo oo
improved 10 deal with adverae circusstances) or as aggressive (woor menagent
neads to be slrengsinened or expanded to take advantage o0 particuiariy favour-
able opportunities), The textile, shipburlding and cou~nimin Tndw beies

wre examples of industries thal have been reorganized in u dcofensive manner

in some 1ndustrialized countries, in order to deal with a declining demand

for the industry's products, The computer industry, electronice and some
brancheg of the electrical and machine-tool industriecs are examples of indic—
tries in which some aggressive rcorganization has been required as a basis

for further expansion to meet growing demas® at home anl abroad,

In most cases, the need for reorganization has arisen because the ¢xist-
ing structure of the indusiry, requiring the division of responsibility {or
management, was found inadecuate to cope with the changed circumatances Paiced
by the industry. Some industries were fragmented into too many independent .y
managed units, ataking it difficult for each unit to rationaliice production
and to adopt improved technology as it Lecame available, Othere have experi-
enced major shifte in demand for their products or have suffered from greatly
increased competition from both domestic and foreign scurces, Still others
have been affected by growing foreign competition, which has Leen facilitated
by & substantial redmction in the tariff and other barriers to trade between
industrialized countries over the last 1% yeare, Whatever the cause, a larger
management unit has been required o improve the competitive position of the
industry and help it to maintain its status ae an important supplier to the
market, in addition to providing the specizl skills necessary when the opera-
tion of several units has needed to be rationalized or eontracted.

In many cases, the need to reorganize an industry to take advantage of
expanding demand has also derived from the fragmented structure of the
industry, The expansion of fimms that have required either new capital
investment in large quantities or a sustained high level of cxpenditure on
research and produ~t development has been, tound deairable from the national

point of view, yet it has been beyond the resources of existing fime acting




independently, A trend towards more efficient and sometimes larger management
wiits has been notled in industries with continuous production processcs (for
cxample, chemicals and petrochemicals) and in industries where a rapid pace

of technological advance has been achieved by massive expenditures on research
and product deyelopment (for example, electronics, aerospace, pharmaceuticals

and specialized machine tools),

The secale on which industrial reorganization has been carriod out in
developing countries has been much smaller, but the pattern 5o far seems to
have been much the same, EBExamples are foun? of both types of reorganization
in India (for example, jute, textiles, steel and machine tools) and in Brazil
(for example, textiles and steel)s In developing countries, the need to con-
sider a large-scale reorganization of industry is usually less urgent and
subject to more constraints, Limitations of domestic demand tend to impose
a constraint on the size of the plant to be installed, except in areas where
exports are possible, Even where, because of growing domestic demand, export
prospects or the need to update technology, the reorganization of industrial
units is considered necessary, developing countries do not view such problems
from the same angle as they are viewca in irndustrialized o onomies.
Reorganization of' industries, whether through mergers or other moans, gener—
ally involves substantial changes in ownership and control the means of
production, ard it may bring in its wake sensitive social provioms, The
important question that these countries have to face iz how to bennrfit from
modern, efficient large-scale industrial and business enterprise without
injury to broader social objectives and interests, Each country has to find
an appropriate answer with due regard to its tradition, experience and social
and economic systems, A degrce of State participation is often found neces~
sary in actual practice in such reorganization schemes to secure a balance

between economic anda social considerations,

In both industrialized and the larger developing countries, then, govern-‘
ment intervention to promote industrial reorganization has tended to concen-
irate on industries that are of strategic importance to the future growth of
the industrial sector and the economy as a whole. Stirategic importance
appears t¢ have been defined not only in temms of ensuring thai the industry
should be capable of meeting 8rowing external competition out also that it

sthould make full utilization of the country's natural resources (agriculture,



minerals etc.), that it should have a major impact on further industeria i ization

potential (machine tools and Bteel), that it should be subject to national
control when it is a key industry for technological advancement {(computera),

and that it should develop adequate national sources of supply for materiiis
and products which the country would need in the event of an emergency,
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craved in curpsnt speratisaz and for future deve A more

ST larger managemort it may be neededs  to reduce the number of

sitey to improve the allocation of production to each unit
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ratiomalise the system of distritution, to avoid duplication in researnh and
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product development, and to economize on management pargonne]l eto,

Thega ob, tives are the same whether the fim represents public, private
wd

ar & mixed pattom of ownerships, The role that govermment intervention plays,

#very, wWill umually vary according to ¢ type of ownership preva’ling in
the industry, Wrore the Jovernment has g direst or indirect share in the
owaorship of a majority of the firme comprising an industry {as is often the

La8e in a 4«

country where governmentecwned financing institutions
are usually a major source of industrial financing), the Govermment ifself

may have some financial interest in the venefits of reorganization,

The need for a Government to take specific action to initiate reorgani za-
tion at toe level of a sector of industry depends on the influence that the

Jovernmont can exert sver the fims in the gector concerneds In most countries,

the machinery cotabliched for joint government=industry consultation provides
an oppertunily for the Government to exert some degree of influence over the
evolving structure of at least the more important sectors of industry. The
mogt meticulous foms of consultation betwesn industry and Government is
found in Japan, but Brazil, Prance and the United Kingdom of Great Britain

and Horthern Ireland have also developed channels of communication, India

for many years has had a system of licensing all major new investments in the

celuztrial gestor, Consultation over the fom of new investment has not,

s

S

wiatod the necesaity to recrganice a ageoctor of industry when cire

e have cchanged at a lator date,
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The vid tor cubsequent reorganization has o fter Goon o brtiried oy
sorermment ctudies made for indicative planning riarposes. Theso have poveqod
W@oaknesses caused by the fragmented structure of 4 ao-t oot industry and th
raed 5 change the ctructure, However, guch studics have besn made st n-\}y. q

fow sextors of inductry in most countries, gince a very extenaive and repooat-
ing range of studies would be needed t5 obtain a dotailed picturs of the

constantly changing anavomy of the industrial sector as a whole,

In practice, therefore, extensive industrial reorganization has taken
place on the initiative of the firms themselves without goverrment interven-
tions In France, Japan, and the United Kingdom the contribution that such
mergers have made to industrial reorganization has been substantial and is of
growing importances In recent years, the number of mergers has exceeded
4,000 a year in the United States of America and 1,000 a year in France,
Japan and the United Kingdom, In Brazil and India the number of mergers has

been relatively small,

Industrial reorganization through mergers takes various foms, If one
firm absorbs another, thereby maintaining management responsibility for the
enlarged enterprise, the merger may be called an "acquisition"., If both
enterprises (or in some cases more than two erterprises) lose their legal
identity and together assume a new identity, the merger may be called an
“amalgamation" or "fusion" of the enterprises involved; but in practice,
there have been very few true me~gers in this sense., Another fom is the
agreed sale of a manufacturing or trading unit by one enterprise to another,
which may be called a "divestment", "de-merger" or "scission". The essential
feature of each form is that the number of units managed by one management
group is changed in & manner that permits improved co-ordination of their
operations and future development, All of the above forms of industrial
reorganization have been used to a greater or lesser degree in the five
countries represented at the Meeting,

Cbetacles to the implementation of mergers have been largely removed in
countries where mergers have become an established or increasingly important
part of the pattern of industrial life. The legal system of these countries
facilitates a fusion of two or more industrial enterprises, and a substantial
increase in the number of mergers has been made possible as the capital market
has grown in flexibility and sophistication, The flexibility of the capital

market can be measured by the proportion of companies quoted on the stock




excharge to private family-owned enterprisoesy  the ratis 1g highest in the
United Kingdom and the United States and loweat in most developing countries,
The sophistication of the capital market is reinforced by the defincd respon-
©ibility of coumpanies to report to their shareholders and to have their
accounts independently auditeds The amount of information legally required
Lo be provided to shareholders was found to be highest in the United Kingdum
and the United Statec and nigher :n Japan than in France, Ip developing
countries shareholders are becoming incressingly vonscious of the need for

more information,

In addition to these institutional factors, the system of taxation may
act a8 an obstacle to mergers, Where annual profits are the main basis for
the taxation of companies (as in India, the United Kingdom and the
United States), the tamation system may pose problems for mergers but not
disadvantages. But in countries where the level of taxation is ceriously
affected by a revaluation of the assets (made necessary by inflation, for
instance, in certain countries), the revaluation made at the time of the
merger may increase the tax burden and thus discourage the merger. The
Expert Group noted that the Governments of Brazil and France had introduced
special lpws to lessen or remove the impact of such obstacles posed by the
tax system in their countries, India had exempted gains aceruing from a

merger from the capital gains tax,

Practical experience in industrialized countries has demonstrated that
the relationship between the persons who own or hold senior management posis
in the firms concerned may well decide whether or not a proposal for a merger
is sympathetically considered, examined and finally jmplemented, Hence, even
when two companies quoted on the stock exchange are involved, the personal
eloment may act as a real obstacle to a planned merger, The extent to which
government persuasion (either direct or indirect) has been used to overcome

such obstacles appears to have been iimited,

Thus in countries where both the existing traditions and the sophistica~-
tion of business organization facilitate mergers, much of the necesaary
industrial reorganization may bte achieved Wwithout government intervention,
or intervention may be confined to the Government's indicating what changes it
feels are desirable, In other countries, more direct forms of intervention
may be needed as well as the more gencral measures described above to improve

the circumstances under which fimms can merge on their own initiative,
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IIT. POLICIES AND INSTITUTIONS USED BY THE GOVERNMENT
TO INPLEMENT INDUSTRIAL REORGANIZATION

The Expert Group noted that government policies designed to influence
the evolving structure in various industrial sectors initially had mainly the
regulatory function of ensuring that the concentration of industry should not
create a monopoly situation that was potentially dangerous io the interest
of consumers. Acceptance of the view that such concentration may be desir-
able in the national interest is a relatively new aspect of industrial
policy; it is based on the realization that international competition may
exert sufficient control over a monopoly suppllier even if national compnti-
tion does not.

The change in policy has usually been gradual and pragmatic. Jurveil-
lance over po‘ential abuses of a monopoly supply position has been maintained
or intensified., In France and Japan most mergers have required the approval
of a government agency. In the United Kingdom, the Government has reserved
the right to investigate mergers whers a monopoly situation or other circum-
stances unfavourable to the consumers® interest might be created,

In the industrialised countries, in appropriate cases, the Government
now puts greater emphasis in its appraisal on the need for a national industry
to be powerful and competitive snough to meet international competition than
on avoiding the ~oncentration of a dominant part of the country's sources of
®upply in one fizm. Covernments have shown an increasing willingness to
accept the emergence of one or two leading firms that are capable of Planning
and implementing the further development of a partiocular industrial sector,
As investment capital has becoms more readily available, policy has favoured
the expansion by acquisition or merger of firms that have demdnstrated their
capacity for entreprensurship, technical inmovation ard developing the skilled
Banpower on which further progress depends,
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Apart from official government persu .8ion, the princip.. weuns usged 1o

promote industrial reorganizetion hae ‘een Tinancial isoentives,

drganisation has meant a rationalization of production requiTI &lsiantia)

inveziment in new equipment, financial incentives in the form of tax -oncage

sions or invesiment grants have been providiei. Where reorganization hag been
intended to facilitate expansion, the pr viaion of financing, sonetimes al a

favourable rate of interest, has been the favoured means.

The experience of using a new institution to promote induciris! reorgan:-

vation is found in the United Yingdom, whers the Industrial Heurgaricatyog
Corporation (IRT) operated from 1966 to 1972, and in France where the Tnesitut
de développement industriel (1L (Inmatitute for Imdustrial Deve! apmest’ hag
been in operation since 1969. !n Frazil, the Fundo de Wodernizacao e Reorga-
nizagao Industrial (Funi for Ilndustrial Modernizat.on and Reorgamization ,
together witn viher guvernmeni-sponsored sources of financing, has supporied
the reorganisation of indusirial sectors and specific mergers, In Tnlia and
Japan, existing fimancing institutions have Leen uged.

The functions of the IR’ were defined in very broad termut it was asked
to promote ur assist the reorganisation op development of S ipdustry, and,
if requested by the Govwmnt, to estabtlish or promote the estatlighment or
development of gny industrial enterprise. !n determining how to exercise
theae functions, IR waaz left .ongiderable indepsndoncetr it wae "the duty of
the Corporation to consider which industries it would be expedient to reorganize
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The Fxpert ‘roup fel! th:z' when establichines new institutioral ma-hinery
far promotin- and implementinge industrial reorFanization, the Jovernment
should ez‘z.'&re that its functionc -hould be clearly defined at the outset.

The way 1in which rovernment policy on industrial preorganizition was formilated
i oampleronte?! should be clearly defined, careful account bein- taken of the
extert to5 whioh indistrial reorganization was already being promoted by oiher

roverament! acenc.en wrl brooreisats Saptitad e,

When de'ermining the functions of such a government agency, it is advis-
able to distinguish Letween inquiry and research, wiich bave the aim of
identif ing the need for reorganization, and the provision of finance which
®ay nelp to engure that such a reorganisation shall be implemented. While
there are some administiralive advantages in combining these two functions,
there is a lanver that a sincle state oerganization having the powars toth to
recommend and ‘o implement indusirial reorganization bty mergers or de-mergers
would no* be guijest to the hecks and talances that would exigt if the
decizion to finance reorgurizatic: were carried out by a separate agency,

For this reason, some participants felt that the two functiong chould be

separated, and, if necessary, iwo separate irstitutiors skould be established,

If this appruach were adopted, one institution would have the power io
initiate immuiriec into seclors of industry with a view L0 exawining whether
or not concentration in any given field wouid ?;?é desirablej and having agreed
to initiate an inquiry, it would then have the facilities to carry out reaearch
into its chogen field to ascertain if a propoged concentration would be com-
mercially or industeiaily advantageous and economial 1y feasible., Thus, this
government sgency would have facilities to carry out research into corporate
mergers ard their effects on the concertiration of irdugtry, as well as 1o
undertake studies aimed at divestment and Jdiversi:.calion of companies. The
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provision of finance would be entrusted ‘o another governmental or quasi-
governmental agency, which would be versed in the problems of the structure
of industry and of the provision of f.nance for its expansion or diversifica-
tion. Such an institution would provide a second opinion on and independent
evaluation of whether the provision of such funds would be desirable. If
this were found to be appropriate, the funds would be provided by the Govera-

ment, if need be, under favourable conditions.




IV, INTERNATIONAL ASPECTS OF INDUSTRIAL RECRGANIZATION

Although the Expert Group was primarily concerned with pol ity at a
national level, it noted that the reorganigation of industry could also be

conridered at the international level, The industrial policies of industrial
ize’ and developing countrics were interdependenty  the type of reorgani a-
tio. policy that industrialised countries adopted could affect the export
progpecta for the manufactured products, subeassemblies or componenta that

developing countries could mamufacture at lower cost, If the policy ot
industrislized countries were adapted further to accommodate a sizable
expansion of the production and export of such manufactured goods from
developing countries, the mutual benefits of a more efficient international
pattern of location and orgsnization of industry could be realiged,

There are signs tha! such a gradual change is already taking place,

+ largely on the initiative of individual firms, but aided in 2 few cases by
support from povernment policy. In the last 2o years, many Tirme have hecome
international in their operations. Although the efforts of many firms cone
centrated initially on the industrialized countries, many now include deve-
loping countries (p:rtimlgrly the more industrialised countrieg' in their
global production and marketing strategy. A pgrowing number of firms have
already allocated part of the production of their products and components for
world markets to developing countries, which offer available skilled manpower
and other ecornomic advantages. MNore recently, in a few cases, an entire
Plant, which had become too costly to operate in an industrialized country,
has been moved to a developing country where, with the readi ly available
Ranpower, it could be operated profitably to supply both the domestic and
export markets,

Other forms of intermational industrial co-operation are also emerging
among industries of private, public or mixed ownerahip, which permit 3




realistic and workable diviusion of production, not only between industrialized
and developing countries Lut also between countries of Lhe West and the Fast
and between developing ~ountries .hemselves., "The Expert Group felt that all
posusible forms of @ -n co-operation should be considered more actively if the
present gradual pacc of change were Lo accelerate in the years ahead 1o ihe

mutual benefit of both industrialized and developing countiries.

UNTDO is well placed to help countries develop u better understanding of
the issues involved., The Expert Group felt that it should give further attene
tion to this subject through consultations with the Governments of industriai-
ized and developing countries and individual firme located in these countrias,

and that it should make use of the experience thus gained in conducting its

promotional activities,




V. TRANSFER OF EXPFRIENCE TO OTHER COUNTRIES

Although the Expert Group did not feel that it could recommend a
uniform policy on industrial reorganization that would be generally applic-

able, it thought that the experience of selected countries with a declared
policy would be of comsiderable interest to other countries. Furthermore,
the Group believed that industrial reorganigation activity was bound to
increase in the future for the countries and the industries concerned,

The Expert Group felt that both developing countries and industrialized
countries should have access to the growing volume of experience now being
generated in different countries. The publication of the studies of the
sxperience of the five countries represented at the Mesting, including the
cass studies of particular reorganisation schemes, would be a useful first
Step, Some further reference material desoribing the evolution of policy in
Sslected cnumtries right be collected in the future. The collection of addi-
tional case studies of the reorganisation of an industrial sector and of '
Specific mergera and de-mergers implemented at the firm level would also be
useful, Cass studies of unsuccessful scheme?, which explained the reason
for their lack of success, would be as interesting as studies of successful
Schemes. In each case study, an attempt should be made to relate the approach
adopted to the ecomomic objectives of the country at that particular stage of
its development, However, the best source of detailed, as opposed to general,
advice on this subject would be likely to be people who have had first-hand
Pragmtiic experience in the reorganisation of industrial sectors and of
nargers between firms,

The Expert Group therefore recommended that UNIDO concentrate its
activities in this limited and rather specialised field:

(a) By collecting reference material on the experience of individual
oountries on industrial reorganisation at the level of an industrial sector
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and individual firms, Both developing and industrialized countries who
might use such reference material should be made aware of its availabilityj

(v) By maintaining a roster of experts with specialized pragmatic
experience in thies field who could fulfil requests for advisory assistance.

The Expert Group suggested that the initiative taken by UNIDO in
organizing this Meeting could serve to make it a focal point for an inter-
national discussion in this area of industrial policy (industrial reorganiza-
tion, mergers, acquisitions and divestments), if ways and means to develop
further this initial exchange of views could be found. .

Prinesd in Austrie o
i, 73847 <March 1974—-2.900 O/, YENRM. 1
® Fabruary t@i









