Mergets and Industry Concentration
in Britain ()

The principal concern of policy on mergers turns on their alleged
propensity to increase the concentration of industry thus reducing
the intensity of competition or even creating some substantial degree
of monopoly. There are celated “mischiefs” as the 1965 Monopolics
and Mergers Act expresses the matter. Companies protected from
the rigours of competition can become cosy and unenterprising, Too
large an empirc may Jeave its managemeit out of touch with the
various subsidiaries, slow to take decisions or press through with
necessary re-organisations. Valuable innovatory opportunitics may
be lost in the complexities of communication or the inertia of com-
mittee life, and so on.

Apart from the dangers arising from concentration and large
size there can, of course, be no objection to mergers. Indeed they
are positively beneficial in their action, To use the economist’s
jargon, they assist in the creation of economic welfare. Mergers help
maintain a viable market in industrial propcrtics _. a service all

companies require soofier or later. Frequently they permit the re-

integration of old assets (at less cost than new construction} into New
spread the risks of

organisations. For some companics they help
business decline or failure, If successfully carried through, mergers
can become an instrutnent to stimulate economic performance, in-
ternally on management and technical matters, and externally bet-
t of products, sales promotion and the like.
he fuller employment of talented manage-

are made possible. 1o sum, an essential
y is secured

ween companics in respec
Economies of scale and t
ment and profcssional services
clement in the flexibility and economic growth of industr

through mergers.

(*) This paper was fzst the subject of a seminar at Nuffield College, Oxford, where
the Author was 3 visttor during the first half of 1969.
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1 - EXPERIENCE OF PAST MERGER WAVES

Consi
e bl 513::;- ﬁrlst tlif US.A, (where the figures and documentation
are uller ne jcw Cl:C on mergers). Mergers first became frequent
in the X %]iiifl’lw 1880 3 Es manufacturing industry rapidly matured
ar and began to experience the benefits of rai
transportation and the then rapi i e ooy )
_ : rapid advances in metals t
engineering technology. A m Imi ; Leaument and
. ) erger wave culminated these d
ments during 1879-1903 leaving i o
. . 3 leaving its mark on the steel i
industr
;;if;{;aljil {)?troleum, cgnncd meat, cigarettes and tobacco 'norj:t
fertous dsi clting, typewriters, etc. Industries characterised by’ small
iy On:n;—mfed compalmcs were transformed into groups dominat
t two very large firms. This d .
cd by oe or U - wave tended to produce
4 ype monopoly. And it was so i i
the & . ] 0 great in ma nitude
rela dvlt; Ezu‘ﬁlde tt.hctn prPl}lllatloél of manufacturing industry, téiat “ ié
ations for the industrial structure” th i
‘ : at has characterised
m i 1 b
miOdStﬁ?f' Amcncan_ industry in the twentieth century. Even by the
midt d;ets Cﬁl? third ‘of the largest 100 manufacturing companies
o ma.ina Eﬂ g tic1rt1:"1rlost {fmportantfmerger to the period before 1905 (1)
vation of many of the more spectacul ;
market domination, But i D mtreers aroe from
. it was true also that mergers
on, | _ arose from
:gzzrsptsf t(;l stabilise mdustry by insulating them 'fgfom the worst
shortsteimt ;rit;‘adcts.yclc, periodic excess capacity and opportunistic,
- e-cutting campaigns (for example i i
: ple in railways and
‘Ste;i:l)’ a Pheno-mf-:no‘n which also troubled the cement and tl}:e soa
industry in Britain in the same period (2). P

technalogiell dvancn for e oo o the growth, and
: . ‘ obile industry, of alumini

izcstrtllizl er:-:rrlllgﬁmccrmg Emd‘ the 1'2}(1%0 industry, A fezzure ofhtlll;xil;n;ir?c’
pas dominal;%gﬂcfho .0C111gopol1st1c structures: two, three and four
oms dom Arf{ ¢ l«Jf.ndustry, rather than single-firm monopolistic
Yo Cgmoum ead b1r . rfrllsr'ger movement occurred after World
buoyam’ Std o g y inflation, a tax-advantage situation plus a

ck matket.

(I) R. L. Neuson, Mes ger QUEMERLS N Amer;can j”dwi? ‘PI.II]CCtOIl. 195 ).
3 M > i 950

2) See P, Lasey Coox, Efcct of Merpers (Alle l]ld Unwin 5

( ) 3 ﬁ ¥ J{ ( ’ 19 8)
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The U.S.A. Federal Trade Commission, in a report, was led to

express alarm for the consequences of this post-war merger wavc.
In doing so it was carrying on a tradition. established in the late
1920’s by Berle and Means’ famous analysis, The Public Corporation
and Private Property, which forecast, among other features of the
forthcoming “managerial revolution”, that the largest 20 companies
would control 7o per cent of all corporate enterprise in the U.S.A.
by rgso. However, long before that date scepticism on the Berle
and Means’ thesis was well established. The Federal Trade Com-
mission’s doctrinal statement stimulated sharp and cogent academic
repartee since, cven ofl a superficial examination, it was apparent
that although post-war mergers were NUMEIOUs and in some cases
involved very large transfers of industrial assets, they more frequently
combined small and medium-sized rather than large companies.
Indeed some mergers had the effect of diminishing the market power
of certain of the giants on the U.S.A. scene (3)-

The most useful evidence as to the effect of mergers on con-
centration emerges from long-term statistical analysis, Adelman of
M.LT. showed that manufacturing companies with assets of over
$som., 139 of them, held in 1931 50 per cent of all manufacturing
assets, In 1947 the corresponding share was only 45 per cent, Con-
centration had receded during World War 1IL Berle and Means’
analysis had overlooked the future creation of numerous, new, small
companies; also the growing share In manufactures of small and
medium-sized enterprises. Employing another, if anything more re-
levant measure, Adelman also showed that industries with con-
centration ratios of 5o per cent or greater in 190t accounted for
about one third of the value-added of manufacturing productiot.
The corresponding set of industries by 1950 had only one quarter
of value-added production (4).

ually show the percentage share of a census
In Pritain the convention is to caleulate the
Competition and the Lad, Allen and Unwin

(3) Concentration indexes in the U.S.A, us
of industry held by the four largest cotnparies,
share of the three larpest, (See Aigx Huwrmr,
1966),

@) M. A, Apmsan, © The Measurement of Industrial Concentration », Rewiews of
Feonomic and Statistics, vol, XKXXIV {1951}, It s interesting to cotnpare Berie and Means’
prophecics with the present state of industrial concentration in the U.S.A,

Roughly, the largest 200 companies accounted for 37 per cent of manufacturing output
in 1654, In 1963 their share was 41 per cent. The largest so companies — including such
giants as U.8. Stedl, General Motors, Westinghouse Electric, Boeing, Union Carbide, Du
Pont, Goodyear Tyre and Rubber, ete. — had in 1954 23 per cent of manufacturing output
and in 1963 25 per cent, Concentration among the top companies advances very slowly.
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In Britain, for some so-far unexplained set of reasons, merger
waves have taken, with only a slight lag, a roughly paralle,l cou;‘gse
There was an initial merger wave in 1898 to 1904 most marked in
.chemlcals and explosives, whisky distilling, miner’al extraction and
iron e'md st_eel. Rapid technological advance probably hastened mer-
gebrs in this group. A similar movement in cement, wall-paper
tobacco and textiles appeared on the other hand to be undertaken tc;
secure some of the advantages of market dominance and to eliminate
some of the worst vicissitudes of opportunistic short-term price
cutting (5). Britain’s second wave of mergers occurred in thcplatc
.11920? and early 1930’s. In the newer industries, motor vehicles
¢lectrical engineering and radio, the predominant motive robably
derlvcc} from. the rapid development of technology. But il’F certair}i
ol@er. industries pushed to over-capacity by World War I — ship-
building, iron founding, chain making, textiles, fertilisers anPd
matches — tl:lerc were surplus capacity problems résolvablc only b
so-called “rationalisation” measures in which companies in diﬂi(:gltie);
were bougl.lt out by the more efficient members of the industr
Somq considerable empires emerged during this period when tlslfc
doctyme off the efficient giant was favoured, unofficially and semi-
ofﬁfnally, in Britain, A procession of mergers made upyI.CI ; also
Ur'lllt?Vf,:r (soap and margarine); and Tate and Lyle (sugar) .F.i;:mll
Britain’s third merger wave started slowly in the late 1‘950’3 an)::{
continues strongly in the 1960’s. The end is not yet in sight. W
shall consider some of its problems later, g e
. There is no reason to suppose that, in Britain, the development
of 1ndustr.y concentration from mergers varied very differently from
the experience of the US.A. In one lengthy study, takin yin the
whole _population of registered companies from ;885—19§0 con-
centration trends were analysed over ten-yearly periods. It a,p cars
that for each decade the industrial population did indeed conccnlzratc
as some companies failed or were merged with others, But most of
th%s 1ncreaseq concentration was oflset by the addition of new enter-
prises appearing in the figures for each succceding decade. Thus
after the.ﬁrst merger wave, for the years from 1905 to 1939, the nct,
Increase in concentration over this long period was slight. A’nd from
1939 to 1950 (although the figures are not completely decisive) it

(5} See Section I on the causes of mergers.
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appears that concentration actually fell. Anoth_cr_study, rlneagurmg
concentration by industry groups, indicated a similar result (6).

The lesson to be learnt from the history of‘ mergers is Slgmﬁcitti
Mergers occur continuously anfi, at certain times, in verytrﬁﬁzhed
waves, Certain facts as to their causes and timing arefcs at shed
— but just as many mysteries. They do not appear, so a?‘lfdustr
bad any strong permanent effect on the concentratloré o l'tion ti
and therefore cannot be said to have any general pr;: .{spomf n 1o
create monopolistic conditions. Over thf: whole popu a&iorfl ‘05 nan-
ufacturing companies, mergers (and failures) .appearda E\)Jv )t/hc ) be
offset by a sufficient addition of new enterpriscs an ; yt-ics on
tribution of these to production. The.blrth of new industr 1;0 ad
increasing diversification of productsl in the 20th centl‘j‘ry, arocess
doubt have helped significantly to dilute the concentration p u.

One important reservation must be made. Although, ozricﬁa;
concentration did not increase muclq from 1905 Fohlgscg par ;a :
industries did acquire, and have rctame.d,. much higher tl al} a\;n Ot(g)r
concentration indexes. Chemicals, aluminium, glasslcon'tamﬁ S,‘U oro
vehicles, tyres and rubber, are Well—kpown exampdes ]ciﬁr; ctOb.a C.CO.
economy. In Britain, petroleum reﬁmng, man_-mg ? tor ,Soa and,
sugar, cxplosives, dyestuﬁs, margarine, cem.eriit, e_ll g(a), MOEC o
detergents, are all unusual_ly concentrated in ulstmes‘ 7(;rin o e
cently, motor vehicles, alrcra_lft and c.lcctrlca eng}ng H%)WCVH,
through merger, also sharpl'y increased in cor{ccgtratm i. nowaday;
as already hinted, the typical concc":ntrated industry is r
“ oligopolised ” rather than monopolised. . e

On the evidence one must conclude that the cxperience tgcr e
past is reassuring. There is little goo@ reason, despite curre;l;d O.Hgto
trends, for assuming that concentration, ove::all,.g?ics [o.ns d on o
create comprehensive monopolies in all major 13 ustries. ‘
other hand, one must look carefully at certain industries.

(6) P, E. Hsnr and S, J. Prats, © The Analysis of Business Concent;a'tiluli\;’-, gouﬁiﬁf}zf
the Royal Statistical Society, Series A, vo.l, 119 (1956); and R. EviLy and L
Concentration in British Indusiry (Cambridge U.P, 1g6o). . 8 Geasos
(%) With cnnce-ntra‘tifm indexes of 65 per cent or more on the 195
tion, (See HuntEr, op. cil.).

of Produc-

Mergers and Industty Conceatration 41 Britain

377

II - OBJECTIVES, MOTIVATIONS, CONDITIONS

Students of merger movements, ideally, prefer to isolate the
“causes ” of merger — meaning some set of objective circumstances
external to companics and conditioning them towards merger.
However, more frequently than not, writers find themselves discuss-
ing the internal, subjective reasons for undertaking mergers which
companies admit to. The problem here is largely semantic since the
outside circumstance which “causes” g merger is, so far as the
company is concerned, a part of the motivation to act in a certain
way. For convenience, in this paper we have chosen to look briefly
at cach of three classes of reason for mergers: at the long-term
objectives of companies in respect of mergers; then at their more
immediate motivations; and lastly at some of the external conditions
which help create the appropriate atmosphere for merger action.

In considering the reasons for mergers, one point must be kept
to the forefront. Opportunity and alternatives play a significant role,
Companies can adjust and develop from their own resources. And
most large companies, given time, will attain their objectives in
this way. Merger operations therefore offer only an alternative. One

interesting facet is why, so often, mergers are the preferred route
for economic growth.

For companies undertaking mergers there may be several long-
term objectives. (i) There is the opportunity to obtain economies of
scale in production. These are most numerous in the process industries
— petroleum, industrial chemicals, plastics materials, iron and stecl
production, aluminium -— where capital-intensive techniques applied
to continuous production of a fairly uniform group of products or
materials over a twenty-four-hour cycle yield substantial reductions
in total unit costs. Other forms of manufacture — engineering and
assembly, metal fabrication and extrusion, textiles, food processing —
also yield scale economies. But the scope here is much less. More
than one matetial may be involved. And the difficulties of continuous
production in assembly become intractable the more complicated the
product. Or products are differentiated thus reducing effectively the
size of the market for any one line of production. (i) There are
other cconomies of scale open to companies, through merger, by
amalgamating managements, combining distribution and marketing
functions, by integrating design and research departments or sharing
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engineering and accounting services. But, since these areas of oper-
ation usually account for a small proportion of total unit cost, the
possible gains are severely limited. (iif) There is the neced to keep
pace with an advancing technology. A company may merge to
acquire the ‘best that is available — quickly. (iv) In a dwindling
market rationalisation may be a sensible and necessary target — the
shipbuilding and cotton industries are classic cases — and mergers
may be the most useful instrument. (v) The stabilisation of an in-
dustry which is subject to numerous short-period pricecutting episodes
and to uncontrolled excess capacity, may be a long-term objective
— cement, textiles, shipbuilding and electric cables have had such
experiences. Mergers are here a potent weapon. (vi) Monopolisation,
or at least some substantial control of the market, can be another
objective. ‘

Although important, these strategic long-term cbjectives are not
necessarily at the forefront of consideration of a company even when
it clearly perceives them. The necessity to think about, and seek,
a merger frequently arises in a different guise: in an atmosphere
of rising costs, dwindling demand and revenue, the competition of
superior products, the prospect of new techniques of management
or production, and so on. In the event it is often only the short-term
motivations which are recognised and exert the pressures.

Under motivation one should first consider the motivations of
sellers of companies (8). In one American study half of the small
companies examined merged into larger groups because of manage-
ment problems (for medium-sized companies the relevant proportion
was one quarter). The difficulties most often mentioned included:
loss of key management by death; the need to reduce the manage-
ment load on senior executives; the incidence of retirement among
leading figures of the company; an inability on the part of senior
managers to keep pace with standards set by competitors; a desire
to be connected with a larger group; and dissension among owner

managers (g).

(8) Most frequently it is the operations of buying companies which receive attention.
But for every buying company (leaving sside the small number of companies waken over
reluctantly but eventually with the consent of shareholders) there is at least one seller, The
supply of sellers is a not unimportant consideration,

(9) . K, Burregs, J. Lmyrnpr and W. L, Cary, Effects of Taxation: Corporate Mer-
gers, (Harvard UJP, 1g51). Sec aiso J. A. Busuneir, Awstralion Comepany Mergers, (Mel-

bourne U.P. 1g961),
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in the i i
e :I?tulzl of v;hc company cspecially where its value i heavily
‘ owner participation; they may h i
special market value (sal . land, cogineering. s "
4 es outlets, land, engineer; i
pecial , » engineering capacity or
51 thea?i;fro;cs}s}eg) fﬁr buyers; they could be anticipathll)g ;Y fall
of their share investment for var
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n . ‘ ] re
m: B:rilze a dcelsne to -leCISlfy_Shal'eh()l-dlngs in order to provi{’ie greater
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o inte : | existing set of assets ma
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—_—

(19) And of s ¥ i
" capjml?gains .mx,:sm::e there may be taxation advantages, If death duties are severe and
o eoenns ldc] zero or lower than income taxes, individual owners, as dist;nct
» WOl have strong reasons for disposal of assets (Ses BUSHNE]’:L p. cit)
. , Op. b)),
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of promotion. Or the acquisition of a successful research and de-
velopment division may be preferable to venturing into this area
from scratch. In sum, the uncertainty associated with any new
venture is reduced, for a given capital outlay, where the buying
company, through merger, takes over an cxisting, operating or-
ganisation rather than embarking on the creation of something new.
Turning to the conditions external to companies — the “causes ”
of mergers — the following seem to have been the most important:

(i) From time to time the advances of scientific and engineer-
ing knowledge involve an industry in years of technological develop-
ment. In order to assimilate new methods, horizontal and vertical
integration of the different levels of raw material preparation, man-
ufacture, fabrication and assembly may be commercially mandatory.
And mergers consequently arc very convenient. In the iron and
steel industry in the past, openhearth techniques and heat con-
servation between different stages of production opened up sub-
stantial scale economies which réquired much larger companies an
therefore mergers. If certain experiments now going on (to reduce
iron ore to steel without the intermediary of the blast furnace and
oxygenise it in a continuous process towards the primary fabrication
stages of steel products) are successful, then the industry may find
itself in another phase of integration. In motor vehicle assembly the
evolution of the modern unitary body-chassis has emphasised, in
same of the most formative years of the industry, the great econ-
omies to be obtained from long runs of press work and standard-
isation of body panels. To a lesser degree automatic machining and
transfer in engine construction and the specialisation of electrical
and other equipment among suppliers have contributed to economies
of scale. The result has been the merger of many well-known
marques into larger and larger corporations. In Britain one can
predict with some confidence, because foreign expericnce has made
it evident, that even larger throughputs of single or cIosely-associatcd
models can yvield further unit cost reductions. Internationally, the
merges movement is far from finished in this industry. In electron-
ics, the evolution of transistors and printed circuits, and now
micro-circuitry, has to a large degree climinated the scope for small-

scale assembly based on supplies of specialised components from
much larger manufacturers of equipment. In shipping, the intro-
duction of large bulk carriers, and now of container ships to ;CplﬂCC
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cargo liners, promises to continu i
rge e the long-established propensi
this industry towards mergers. & propensity of

(if) A major innovation in one industry may be the catalyst
of change, Icad%ng to economies of scale and integration and thez'(e—
forc'concentratmn in other industries. The classic examples are
provided by the introduction of railways and modern stefmshi s
Tl‘le_conscquent enlargement of markets in international trade '1}1:}1(1
within ]_Europc, the U.S.A., India, Australia, Canada and the U‘K
for enginecring goods, steel, meat, textiles, flour, cereals and mlj
nerals, pioneered some of the largest mergers of the late 19th
century. "The introduction of man-made fibres, by the chernigcal
industry, has had profound effects on the structure of the wool and
cotton textiles industries. Large capacity computers provide a recent
e;f(ample of the external innovation phenomenon. To take advantage
gan‘;{hscaislrg{age, inventory a{ld sorting capacities of these devices,
bl s tiisurax}ci conlllpam_cs have regarded mergers more favour-
oy than ! y might otherwise. And certain airline companies and

sportation handling enterprises, in sharing or hiring computer
capacity, may well be on an intermediate stage to mer er. POne
new catalyst, provided by physics and chemistry, is agstr.uctural '
material based on a matrix of carbon fibres. Eng,ine construction

and airframe design are likel ioni
: y to be revolutionised as a r g
its large scale production, ol of

(iiiy The incidence of mergers may be increased by conditions
peculiar to a particular economy. Britain’s industrial structure is
old. Some industries reached one stage of maturity before 191
others in the 1920’s and 1930’s. Inevitably, after each of these dii
velgpmcnts, obsolescence set in to some degree, And, at different
periods, there has been scope for reorganisation, int::gration and
merget. Stce'l, cotton, shipbuilding, chemicals all have had their
periodic renaissances and no doubt will have them again. Motor
vehml:e assembly, electrical engincering and electronics -curréntl are
enduring the pangs of industrial reorganisation. ’

Lol E:,\;)S E‘g;;igg corrllpetition is a perennial cause of mergers.
" o‘;crseag come partly out .of the need to meet the competition
ey Crscas € Apan{es. In'lperlal Tobacco likewise was a merger to
o o the merican giants, In the years since World War 11
e A o putors, Il:l.’:l(:hlﬂe tooIs,. electrical engineering and ship-

Ing, have in various ways adjusted to the foreign competition
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problem by merger. The prospect of entry into Europe encouraged
some anticipatory merger moves in British industry, A more spe-
cialised manifestation is the reaction of certain industries to American
direct investment in subsidiaries in this country and the resulting
introduction of different, sometimes superior products, or more
sophisticated methods of manufacture and marketing. Currently,
the American invasion has helped stimulate mergers — defensive
at the same time competitive -— in the car industry, diesel engine
construction, combustion engineering, computors and typewriters,
food manufacture and processing, glass containers and plant con-
struction (11).

On surveying this daunting array of the objectives, motivations
and conditions for mergers, it is evident that the data will not
casily lend themselves to taut theoretical construction. It is relatively
simple to see, after the event, why particular groups or series of
mergers have occurred. It is possible, on examining the structure
of a particular industry and its surrounding circumstances, to predict
with some assurance that mergers will take place in some forth-
coming period. But it is very much less feasible to isolate the main
factor at work which creates, at one period rather than another,
waves of mergers. And certainly it is not possible to point to a
predominant principle of explanation for the occurrence of mergers
which will solve, for all purposes, the problems of the policy-maker.

However, looking more narrowly at the mergers and mono-
polisation theme, academic studies overall have yielded some negative
advances. They tell us some of the things mergers will not do and
are not, on the whole, intended to do. The motive to forestall a
competitor — essentially an aggressive move — by acquiring a
smaller company is often there. The defensive reaction which uses
merger to reduce the arca and intensity of competition is not
unknown but rarely occurs in isolation. There have to be other
advantages present giving rationalisation of the industry’s facilitics,
economies of scale or marketing, or the acquisition of a superior
technique or management. And, a most striking consensus on the
part of writers, mergers appear very rarely to be motivated by the
crude desire to monopolise or by an irrational drive to indulge in

(11) See J. H, Dunning, The Rele of Amevican Investment in the Brivish Bconomy,
P.E.P. Broadshesr 507 (February, 1g6g).
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rc‘mIIe:s efmplre bmldmg (12). This conclusion is borne out by the

b Zor 5 0 the Mon(_)pohcs Commission where only in the Matches

;L tsstrzlal'mld Medzccfl Gases and Wallpaper reports, all concerneci

tth relatively small industries naturally isolated from competition

]

was there clear evidence of a primar: o
rimarily mono
merger, b y pOll‘Stlc 1ntent through

Qonsequcntly, all the observations available strongly indicate
thaF, in gcnfzral, one should set aside from consideration the mono-
polistic ‘motive for mergers. Concentration has strongly increased
1n certamn industries and no doubt will continue to do so-yfor various
reasons. .But, on balance, it seems best to regard mergers as part of
the col'lt_mual adjustment of industry to technological chan Pc and
competitive pressute — that and nothing much more. 8

IIf - MERGERS POLICY IN BRITAIN

tices Act, No independent Registrar, as under the 1956 Restrictive
Tfmfe Practices Act, is empowered to bring a merger before an
tribunal. Instead the Board of Trade, notified on all relevant mer ei
propos%ﬂs_, after consideration, may refer a merger to the Mono oﬁ
Commission to discover whether it operates or may be ex lzctcids
to.oPeratf: against the public interest . After investigation thepéom-
TMIssion, 1n its report, may recommend appropriate action including
"ﬁf(') of a proposed merger {or dissolution of a completed merger),
. is adVCI{ce the government may take, Or it may not. Or, again,
thcn;i}; (; t'opt: quite different measures based on its own reading of
formc?nscguently, alth_oug‘h the Commission is in a position to
ulate important criteria on how merger phenomena should be
handled in the British context, in a quite fundamental sense the
total merger situation is not subject to legal process but comes under
the administrative discretion of the Board of Trade. The Board has

—_—

(12) See for example Frep |. Wrston, Th
y See : . { ¢ Rele of Mergers i " f
Birmg, (University of California Press, 1961),’ and P, Lnsufy Coci:”a; ;ﬁc =G?0er/l of farse
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the initiative in reference for investigation. And the go;ernlmemé gﬁ
gencral meaning the President of the Board of Trade) has grts
discretion as to whether action shall be taken on merger rep :
from the Commission; and whether it will enforce vetoes o
issolution (13).
o 'l'l'lhe rrfangincry of the Board is therefore worth co?mr?;l;
Under the conditions defined in th}i'%a (two eoroin;}gz fltllaill;zt e
rging to give control over one third or mor of ¢ -
?;12 gacciﬁsiti%n of a company with. assets exceeding . ,{:SﬁZbrlr;.) r;_
ference of a merger to the Commmmop for rcpoit is ol (; poo
tentially, in a Iargel number of casetSI; nggsdzitiso fat}?(l:tBii °, 'Izl‘-hc
ers or proposals have come to the a he Board. 'l
I;Elz;% ri}ajogtypwere deemed harmless on a ro;tmc tsmislie;:lt‘l;zg.
Mergers of importance, calculated on the value of asse orved,
or the share of the market in question and the _1m_portanceessment
industry, are researched in order_ to provide a prchmmary)ass
of the apparent balance of detriment and advant:‘agrzl (b14 t.hc Board
Obviously great discretignary powers are cxerc1sef y he Board.
Only the mergers on which there is reason to Iear. 3 distnct
constraint on competitiveness or case of en.try m_to the mt u.r ‘m}é’i ;
mergers where the government feels there is an 1mp<z{rt§m t IE)C CO}; :
to be aired (conglomerates for example), are refcrreé 1 1o ¢ Con
mission. The remainder are permitted to proceed. mzc 19d5 Ang
ten of the 350-400 cxarx;inedlby the Boardcl;xtrcoléeiﬁerfioizlieC;)vcmd
ur —- less than one per ]
Eir ttlfcsccggztif)?sr of the Act — have had the proposed merger
vetoed (15).

(13) The Conservative Government in office 4ll 1963 notably failed to enforcc most
of the C'OIT;?Tiﬁg?ys :E;;Tnn::}i{aartl]tog:;lkef firms, experienced in arranging and;on;u:;n;ﬁgg
the m'ﬁji)s\ge of com,pau-ies, knew the ® rules of the game ®, But {ccen‘lt—!ry h;llg‘o?azgsg) Teade

ublished a booklet (Mergers: 4 Guide to Boarc% of Trade Pmc{‘tlce, .in;: O e
s o the features of all prospective mergers which the Board will examine. e
the san eE roducts, and substitutes, affected by the merger; tf}c stated' trotives o
e Eniﬂs (is, the merger defensive, is it financially motivated, is 1thdei1§ects o
werging cﬂngi} ruptive competitor, does it seeck a new management group); th _eh "
eliminate a dis l:n etition and the structure of the industry and on entry; whic nhanage
e erger on'llcobefome dominant; what technological advance may emerge; how w o iner
Eﬁtli:tnlgfwcgm‘{;::titiveness be affected; are there redundancy or unemployment comp

o be ef };83';::; g:f;;;t:;zd Associated Fisheries, United Drapery Stores am;’? Mozifguft f“’fli’]i‘é
Bamla;f;,s Lloyds and Martins Banks und Rank ?r’gammgxanf .:z:zgle si)e :;zpo:ss were, in this
reasons expressed by the Commission for vetoeing each o : p
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One consequence of the great discretionary power wiclded b
the Board has been a considerable volume of complaint from in-
dustry. Companies with merger moves in prospect do not feel clear
as to their position visd-vis the authority of the Act. And there
is, from time to time, in the financial and trade press a cry for
“ guidelines ”, The President of the Board of Trade, Mr. Antony
Crosland, while he is prepared, as we noted, to mak i
information on how the Board dischargcs its duties has resi
idea that “ guidelines * should be made known.

There is considerable cogency in his line of thought. In this

area of policy, guidelines, generally speaking, mean a statement of
permissible market shares, There iy little else the term could mean
since normally it i impossible accurately to determine, however
much one would like to, the production, managerial or technical
ceonormies to be expected from a merger. Nor can one predict the
cost and price reductions or the exXpo
achieved. One cannot even be sure of t

failure of the merger. Lacking firm measurements of performance
there is left only this constraint:

a benchmark to set boundarics
to the possible monopolistic dangers of mergers, Of necessity, such

a benchmark, if adopted, must be conservative.

We can postulate (for the purposes of discussion only) one
possible set of guidelines: thar where the merger of any two com-
panies will give them 30 per cent of a product market, the merger

But such arithmetical formulae give only the most approximate
indication of a growing monopolisation or lesscning competitiveness,
Consider these points ; (i) That part of the industry outside of the
largest two, three or four companies may not he passive price and

product followers. On the contrary they may be fiercely competitive

writer's view, cogent enough although not necessarily carrying conviction for all interested
parties and observers, Much depends on how the advantages and detriments of the merger
are evaluated, Both exercises involve predictions: on how successfully the efficiency objectives
of the merger will be secared and, on the other hand, bew the new structure of industry
will perform in matters of competitiveness, innovation, price leadership or collusion. There
5 no scientific approach to these calcwlations and No golden rule other than experienced
jedgement based on 2 cool, detached examination of the expectations of the merging parties,
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and, more important, innovatory in chflractcr.. (i1) .Thc Wholteit;;;
dustry, though concentrated, may be suk.)]ect to 1ntens1vefcompem o
from the substitute products of another industry. Note, for exat ;ﬁc&
the competition between glass bottles and cans (_b(?;lh cor;ccn fastic
industries) and the pressure .cxertec.i on cach of them y P i
containers. (iii) The industry, including the merged cko.mpanlms,S am}{
experience the countervailing power of l?uyers. Sparl_ m(% plug e
automotive electrical equipment, hce?vﬂy monopo LSC , z;:e o
mainly to large car-assembly companics; steam turbine -atc'z ot
sets are sold to a central electricity authority; and 1'1(:\;\75—];(;1'111t lim 1
to publishing empires. (iv) Some mergers can bti underta o i
order to undermine the dominance of one or two large comp: nie;
Consider the Rootes Group or tl}e merger of cgmpu;crhcomhgje <
in Britain. To put the matter briefly, a calculation o the sn1 e
the market likely to be occupied by a merged group is only
f analysis (16).
Start!frithmefical(rul)es, despite apparent prcc_is.iop, are not very accu-
rate and sometimes not particularly to the point in a closed lcconomgg
There is one factor, not so far mentioned, which rendcr.s t1§11z1 cv;r
less relevant. Britain is an open economy. Manufacturmg 11;nusag
is heavily involved in international trade. Large companics ntfies
ticular find a substantial part of their markc.ts: in overseas 1«:oud n(i
Thus, for many proposed mergers the cfonig;znnsp;zgrfcrgp Ztsm;, :
i ing the merger — in terms o , ducts, :
izlcrﬁgﬁggi marketingg and market shares — are ‘dcterr;fnnc:ii inrftt }112
the domestic market but rather by the competition o bcfl i the
total international market. Consequently, while the pro I:i c eid
of control over the market in Britalg is not‘somethlzg to be Jgr:;(;ion;
frequently it is the parallel set of international trade Eotlilsl Tn tions
which set the effective limit to the market power of the g

group (17)-

i is point.

{16} Also, before demanding * guidelines b}rsmcss. mcndshouldl ;;ﬂ;zt ;::,réh ;I-I;ain,]y
If permissible degrees of concentration were established in order it:Odi e e oty
into the situation, the area of discretionary power at prf:sc:ntf cx;:flct . g Menopelics Gom.
be decreased. Thus the number of mergers automancal-ly re erir ’ «:” e oo e
mission (with all the attendant problems for the companies mvoh\;cb)c e e Oommiesion
of a referral ratio of arcund 2% per cent, 15 ic; 20 per cent cou

. ! factor of from six to eight, - s
- (f;;r;f: tll?; ;ro«nopolies Commissicn on this point in \th-c Annex ]\;Zrt:; {:’d‘z”]{ Orga
tion - De lp Rue Co, Litd, report entitled  General Observations on g
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There is certainly little reason to suppose that international
markets will offer to British companies stronger monopolistic po-
sitions than the home market (and if they did would this be a
subject of concern for the Board of Trade 7). Indeed all the evidence
suggests the contrary — that large companies dominating the British
Scenc are not too important internationally. Consider these figures.
In the 1958 Census of Production the one hundred largest enterprises
in Britain accounted for 3T per cent of manufacturing output. In
the US.A. in the same year the corresponding figure was very
close — 30 per cent. In absolute terms the one hundred American
firms are much larger — two and one half times in employment
terms and five times larger in value of output, Thus most U.S.A.
industries have access to economies of production, management and
finance substantially greater than those of British companies. Vis-3-vis
Europe the picture is more favourable, In Britain there are (1968-6)
fifty-five companies with a capital employed of f100m. of greater
and one hundred companies with /50m. or greater. In Europe the
corresponding figures are fifty-six and nincty-six companies. Con-
centration, measured in this sense, is therefore (surprisingly enough)
Dot very different as between Britain and the whole of Western
Europe. However, in certain arcas the compctition provided by large
European companies is striking in both quantity and quality. In
chemicals no European company is as large as L.C.L; but there are
four (three German and one Italian) of about half the size which arc
also more specialised in some products. In pharmaceuticals, Bayer
of Germany is more than twice the size of any British company
and CIBA of Switzerland larger than all but one. In motor vehicles
a convenient benchmark is provided by the newly-created merger of
the British-Leyland group. In Europe, Volkswagen is 70 per cent
or more larger; Fiat is 1020 per cent larger; Ford (Germany) and
Peugeot are about three quarters and Daimler-Benz about half the
size of British-Leyland. In electrical engineering, Siemens of Ger-
many is not much smaller than the recently-merged G.E.C.-English
Electric-A.E.IL group. In electronics, Phillips of Holland is several
times the size of the nearcst British competitor. Ericcson of Sweden
is three times larger than Standard Telephones. And Pirelli is 70-80
ber cent larger than Dunlop. These mentioned do not account for
all the large European competitors. Then there is Japan, third
largest industria] country of the world, with a high degree of con-
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centration in all manufacturing industries (18) and particular com-
petitiveness in steel, shipbuilding, chemicals, motor vehicles, electrical
engineering and electronics, and machine tools.

It is not difficult to see why Mr. Crosland can confidently make
the dogmatic-sounding statement that guidelines “ would impose a
degree of rigidity which would make no sense in a country so
heavily dependent on international trade and so subject to intern-
ational competition” as is Britain,

There is another side to the same coin. If certain mergers
giving high concentration ratios (British-Leyland and the G.E.C.-
English Electric-A.E.l. group for example) cannot be referred to
the Monopolies Commission because they are not large in relation
to world markets, is it not correct tc suppose there must be some
industries in Britain which are not concentrated enough? The
answer is of course, yes. And this is where the British Govern-
ment policy of encouraging desirable mergers through the Industrial
Reorganisation Corporation enters, One can predict that, because
the LR.C. role is to give rather than refuse potential monopoly
power, its efforts will be subject to a much greater volume of
criticism than ever was the lot of the Monopolies Commission, Also,
it approaches a difficult and delicate task - the discovery and then
organisation of potential mergers which will raise substantially the
average efficiency of a whole industry. The creation of this body
may be an impractical idea in the sense that only geniuses in
industrial administration can successfully pull it off. But indifferent
performance is no indictment of the general concept. The LR.C.
is a logical enough part of the empirical, pragmatic approach to
monepoly control.

Those who argue that a government is inconsistent which tries
to promote mergers through one body while threatening to strike
them down through another are themselves guilty of superficial
thought., There is no single simple solution for the complex British
merger game,

(18) See J. S. Bamy, International Differences in Industrial Strugture, (Yale U.P., New
Haven, 1966}.
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IV - REGENT MERGERS AND CONGLOMERATES

Recent merger activity is of the greatest interest. The number

and value of acquisitions bY “ lar » .
ge " companies, from dat
by the Board of Trade, is stated to be af follow;:‘:j @ collected

Year I\(]}l::ml;(;;loei Cnn.s'}:?wl:t?zlltion Colﬁ‘iﬁgft-cion
Acquired Lm. fm,
64 . . L . L, ., 939 502 0.5
s . oL . L, 905 507 0.5
ke .o L, L L L, 805 447 0.6
why ... L L. L, 661 v81 1.2
wed .o, L, L L L. 508 1,683 2.8

. [ L1 H H H
the anangle'j nA la'rge company Is one in which the net assets are Le.sm, or greater; or
P, Ommf ; 11:;.20;(;?;),3?%- c‘))r :pore. The data here include <ommpanies in manufact'u;ing
: stribution, construction ; i
i) O the total) . and transport; but do zor include hanks

Sour ces: Mono 013.‘55 Commi S‘Si{)]] Tflc' Ranl, i 3 1 - e g H#e report (June
. ! P 2 AR ) gantsarion De la R TCp
1969) Anncx Cntlrlﬁd “ General Obhse, vatio ¥ ¥ f (
Iy , . Ivatlons on Mergcr 8 ’, and Board o Trade ]otl?‘ntd B

Note that the number of acquisitions began to decline after to6
By contrast the total consideration paid for acquisitions (in ordir?af :
shareg, loan stock and cash) rose sharply in 1967 and 1968. (Most
of this increase was “financed ” by exchange of shares. B 1968
only 16 per cent of the total consideration was in cash: and );orgall
large mergers, with acquisitions of a greater value than £s0m., no
part of the consideration was paid in cash). A fortiori the avc‘;a e
consideration (last column) rosc. Even allowing for the 55 per ceﬁt
tise in the value of equity stocks between mid-196% and cgsl—:[ 68
it is cle:'u', as the report states, that there was a “ continuin znd,
substantial increase in the scale of acquisitions *. Furtherg the
number of acquisitions per annum of non-quoted companies h,alvcd
over 1964-68; while that of quoted companies, usually much larger
n size, doubled. Thus, more large-to-medium sized companies agnd
fcwcr small ones were acquired. The size distribution of industr
1t scemed to the Commission, must have been affected by th{;
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merger activity although the Commission does not go so far as to
state positively that concentration 1ndexe§ IlIlCI‘C?.SCd.

A survey conducted by thle Comml'ssmn itself ff)r the yl;:ai's
1961-68 gives further point to tlps suggestion. It took in the w oc;
population of “large?” companics in manufacturing (net assets oh
Aosm. or more). At the beginning of 1961 there were 1,312 su}(lz_
companies. By end-1968, as the result oJIf merger, only go8 of this
number were left — a 31 per cent reduction. This group accounted
for around 8o per cent of manufactur.ing assets over the r.clcvang
period. The average values of transfers in 1966, in 1967 almd in 196
were 1% per cent, 334 per cent and 634 per cent of tgta net” assets.
Other firms which grew sufficiently to qualify as “large” com-
panies over the period are not included; but 'the Co'rmmssmn remarks
that their inclusion would have made little dIHerencc‘ to these
figures. The other significant-appearing 1_~<:su1_t to emerge frqm thi_
survey concerns the largest 28 companies in  the population o
“large” manufacturing companies, Whereas in 1961 this groug
held 39 per cent of the total net assets, by end-1968 th(i! largest i
(not necessarily the same firms) held 50 per cent o-f' total net assets.

The Commission is carefully non-committal in its interpretation
of this data. “There is no reason to think that this merger activity
has so far led to the growth of companies whos? a'bsolut'e size is
such as to raise important questions for the public interest 7. }l’et
the figures presented, on a superficial rcac.img, do suggcs‘tl that
because of mergers the absolute and, more important, the relative
size of large companies has gone up szgmﬁc.antly; and that cor-
respondingly the concentration of 1nd1.¥stry has 1ncreaseE1. The Com-
mission should have taken its analysis f}lrther and given a better
perspective on the over-dramatic appearing result of this survey.
Consider the following points:

(i) The sharp increase in the value of equity stocli be_twecl;
mid-1967 and end-1g68, already mentioned, favours the va iatlm}l (;
quoted rather than non-quoted companics, and of large rat er tha
small acquisitions, It therefore overstates to some degre'c the increase
in relative size of the larger companies. (i) The{:c is an elfzmelnt
of internal growth, as the Commission itsclf mentions early in ‘gcl(fi:
text, among the 28 largest companies which cannot be scpafra i
out from the effect of mergers. (iii) The total net assets o _tn
28 largest companies are not the total net asscts of all manuf(a;ct:rlrl;zl Hg
companies. The remainder of the population, medium an

Mergers and Industry Conceneration in Britain 301

sized, could have had their assets grow at the same speed or even
faster. In this event the concentration effect would be substantially
diminished. (iv) Finally, an important technica] point, The use of
share-market-defined net agset value to measure concentration has
a4 serious over-statement effect.  Small companies, in general, are
under capitalised (and often undervalued as well) relative to large
companics. Much superior methods of measuring concentration are
by value of output or value-added in manufacturing, These data are
always among the last to arrive on the scene — the 1963 Census of
Production figures are as yet unpublished — but their arrival

respective industry outputs.

Put another way these points simply state that aggregate con-
centration figures, although useful for the observation of trends, are
Dot a satisfactory substitute for the observation of concentration in-
dexes industry by industry. The Commission’s survey provides good
cxamples to illustrate this issue. ‘The strongest merger movement
occurred in eight industry groups: electrical enginecring, vehicles,
the drink industry, food, clothing and footwear, paper, printing and
publishing, and in textiles, In respect of the last six of this Iist it
is difficult to suggest that concentration, by merger or otherwise,
has reached the point where competitive intensity is seriously di-
minished other than in perhaps, certain grades of paper production
and men’s multiple tailoring cstablishments. The other two in-
dustries (which accounted for two thirds of the value of 1968 mergers
and one quarter of all mergers 1964-68) now both heavily con-
centrated, are somewhat special cases.  Electrical engineering,
through the government instrumentality, the Industrig] Reorganis-

a rationalised industry structure better able to compete in world
markets. The result, the G.E.C.-English Electric-A.E.L group, now
has around 40 per cent of the industry’s output. These arc early
years in which to judge perhaps; but so far this policy appears both
reasonable and necessary, And in vehicles, the British-Leyland
merger, substantial as it is, has not Placed this largest British vehicle
builder at the forefront of the European market or made it one of
the world’s giants. (Sec Part III). Nor has the merger so far had
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any significant effect on the innovatory drive and competitiveness
of the industry.

Conglomerate mergers, so-called, present a rather different set
of issues. It is difficult to relate them to the concentration theme
of this paper because mergers which are purely conglomerative, by
definition, bring together companies with no common products and
they therefore cannot add to the market concentration of any of
the product groups involved. It must be supposed that the recent
references made to the Monopolies Commission (19) were stimulated
by the thought that large conglomerate mergers create a dangerous
and undesirable concentration of general economic (as distinct from
particular market) power. If so this is a most arguable proposition.
Certainly, great financial resources may confer a capacity to defeat
close competitors, by means of low prices and “ unfairly * economic
distributive arrangements or retail outlets thus leading indirectly to
monopolisation of some product lines. Small business interests can
suffer considerably at the hands of commercial giants. (The political
motivation behind the challenge to conglomerate mergers in the
U.S.A. courts, is the strength and insistence of the U.S.A. small-
busintess lobby). And large companies straddling several industries
may, through their group plans for investment and rationalisation
of acquired companies, move contrary to government plans for the
development of distressed or special arcas. But most such prognoses
are conjectural and eclectic if not downright woolly. There is more
than a suspicion of a jejune “ conspiracy ” theory of big business
in most such ideas. In Britain particularly, it is clear that the Board
of Trade and other ministries, through referral to the Monopolies
Commission and statutory controls on location, have ample powers
to control dangers of this sort.

As against these views some business interests maintain that
when a conglomerate-type company buys up fragmented industries
and financially-ailing companies it is subjecting them to the analy-
tical talents of a group organisation in a position to discover those
elements in a business which are inefficient, producing the wrong
lines, mismanaged or otherwise made unprofitable. The assets of
these can be disposed of and the remaining components brought
under strong central financial and management control in order to

(1g) And reported in Monopolies Commission, The Rank Organisation and The De In
Rue Company Ltd. (June 1060); and Unilever Lid, and Allied Breweries Lid. (June 1969).

Mergers and Industry Concentration in Britain 393
develop those plants, and products, which can show a profit. Both
the conglomerate and the cconomy at large benefit from such
activities. In this idealised form (20) the conglomerate appears as
a sort of freeenterprise Industrial Reorganisation  Corporation.,
There is something to the claim, And one would hesitate to den
through merger policy, the freedom of conglomerative companif):(s:
to extend operations to a variety of industries, But, as with the
conspiracy theory, the advantage may be too conjectural. It would
not be surprising to discover that the talent of many conglomerate
enterprises is for opportunistic manipulation of assets in a financial
sensc as .much as, or more than, for fundamental industrial re-
orgatusation. As the Commission dryly remarks in the Rank-De¢ La
Rue report: “it may also be worth a company’s while to acquire
another company for the sake of its current profits and its assets
alotie and without [having] any particular plan for improving the
use of its resources. In such cases the effect of 1 conglomerate ma
well be to reduce cfficiency ”. !
Quite probably government’s main concern on the growth of
conglomerate mergers is at another level. We live in an age of
(controlled but steady) inflation. Many companies have assets which
are undervalued. Many are also low-geared (a low ratio of short-
term debt and debentures in their financial structure), As such they
are a standing temptation in take-over terms. Too many conglo-
merate empires, built up on share exchanges and advances against
acquired assets, could create an increase in company debt which is
a hazard for the economy (2r). Sudden financial failures on the
part o-f.one or two such enterprises could damage confidence and
underrmr.lc all share values. But, if this is the problem then the
Monopolies and Mergers Act is not the appropriate policy instru-
ment. An Exchange and Securities Commission, to replace the Stock
Exchange Council’s voluntary efforts, may be the answer. In addi-
ton it may be thought necessary to amend the Companies Act to
require: (i) that sharcholders be given more information to enable

(20) See for example, ], Slater (of Slater Walker Securities) | icle 1
Financint Tinges Tebenars ey (¢ alker Securities) in an article in the
{21) Wheteas in 1964 6o per cent of the mer # i
) : gers of “large® companies was financed
in cash rather than equity shares or loan stodk, by 1968 chis proportio}; had dwindledc to
II'S-IPGr cent, A!.so by_ this da‘(-c the mergers of from f10m. to fsom. value were done with
1"I’;Lc ¢::1sl1f ;:onmim‘;\tizn; while mergers of greater than Asom. entirely with © paper ”
ctgers of less than [rom, had, in aggregate, a 41 per cent cash i i '
Rank, Oreanisation - Bep repors i 41 per cent cash consideration, (Anmex to
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them to judge better the prospects of mergers: (if) that conglo-
merates separately publish for a period the profitabilty and rates
of return on capital of acquisitions in order that their management
performance can be assessed in respect of any subsequent acquisi-
tions; (iify that all companies undertake compulsorily a revaluation
of assets every five years for balance sheet purposes; and (iv) that all
mergers be negotiated for, say, a 30 per cent cash consideration at
least rather than for share exchanges alone (22).

Arex Honter
Canberra

(22) The first two of these suggestions are included in the Monopolies Commission’s
¥ Suggested information for disclosure by compznies ”. (Appendix 4 to Annex of Rank
Organisation - De lg Rue repott).




