dad and Tobago
Glenn A. Khan

ini

Tr

ial Sectors of Guyana,
d

Country Studies of the

1ICa an

manc

e et vy

R

b
e

e

a

F
Jam

[ o]
—
o
=
K
—
—
=0
-«
s~
=
3
[ ]
e,
o2
=X s)
-
!
=
o=
=5
o
=
-
o3
N




Mr. Glenn A, Khan s a Research

Fellow al the Caribbean Centre for

Maonetary Studies, He holds a

graduate degree in Economics from

the University af the West ndies,

St Augustine, Trinudad and Tobage,

He has a background in the Commercial Banking Sector and
has also worked af the Mindstry of Finance, Trinidad and
Tobago. Some of his other publicafions are in the areas of
Developmaent Burnking, Financlal Development and the Credit
Uridon Sector,

Caribhean Centre for Monetary Studies

GM$ Fstabbished under the jome auspicies of the Central Banks of the -,

Cartbhean Community amd The Dniversite of the et Indies




Caribbean Mergers and Acquisitions:
Country Studies of the
Financial Sectors of Guyana,

J amaica and Trinidad and Tobago

Glenn A. Khan




Published by the
Caribbean Centre for Monetary Studies
The University of the West Indies
St. Augustine, Trinidad
Republic of Trinidad and Tobago

©Caribbean Centre for Monetary Studies 2001

All rights reserved.
No part of this publication may be
reproduced in any form or otherwise without the
permission in writing from the publishers.

ISBN 976-8188-01-4 (Pbk)

Printed by the Multimedia Production Centre
Faculty of Humanities and Education
The University of the West Indies
St. Augustine, Trinidad
Republic of Trinidad and Tobago

(i)



Table of Contents

Preface & Acknowledgements
Introduction

Methodology

CHAPTER 1- Why Companies Merge?
Historical Background of Mergers
International Policy Towards Mergers
Theoretical Issues

Financial Sector Mergers

Mergers in the 1990s

Increasing Frequency of Mergers
CHAPTER 2 - Analysing the Success of Mergers
Testing Merger Gains

Review of Empirical Literature

CHAPTER 3 - Evolution of the Caribbean Financial
Sector: A Summary

CHAPTER 4 - Mergers and Acquisitions:
The Guyana Experience

CHAPTER 5 - Mergers of Financial Institutions in
Jamaica

Credit Unions

(iii)

Page
No.

14
17
20
25
30
33
33

35

41

45

67

69



Table of Contents- Cont’d

Building Societies

Insurance Companies
Commercial Banks

Post-Merger Issues

Problems in the Financial Sector

CHAPTER 6 - Financial Sector Mergers in
Trinidad and Tobago

Credit Unions

Non-Bank Financial Institutions

Insurance Companies

Commercial Banking

Merger of Indigenous Banks

The Republic Bank/Bank of Commerce Merger
Cross-Border Acquisitions

CHAPTER 7 - Concluding Thoughts

Policy Initiatives

References

Interviews

()

Page
No.

70
72
74
76

84

93

97
100
101
107
112
139
157
167
175
179

190



List of Tables

Table 1. Guyana: Number of Financial Institutions

Table 2(a). Guyana: National Cooperative Bank -
Efficiency and Profitability Ratios

Table 2(b). Guyana: Cooperative Agricultural and
Industrial Development Bank - Efficiency and
Profitability Ratios

Table 3(a}. Guyana: Commercial Banks - Deposit
Market Share (1990-1996)

Table 3(b). Commercial Banks - Loan Market Share
(1990-1996)

Table 4. Guyana: Commercial Banks - Non-Interest
Expenses to Total Income

Table 5(a). Guyana: Commercial Banking Statistics -

Return on Assets (1990-1996)
Table 5 (b). Return on Equity (1990-1996)

Table 6 (a). Guyana: Commercial Banks -
Total Assets (1990-1996)

Table 6 (b). Guyana: Commercial Banks -
Net Income After-Tax (1990-1996)

Table 7. Jamaica: Number of Financial Institutions

Table 8(a). Jamaica: Net Income After-Tax -
Selected Commercial Banks (1990-1996)

v)

Page
No.

49

53

33

55

56

57

58

58

59

59

68

80



List of Tables - Cont’d

Table 8 (b). Jamaica: Total Assets - Selected
Commercial Banks (1990-1996)

Table 9 (a). Jamaica: Non-Interest Expense to Total
Income (%) - Selected Commercial Banks
(1990-1996)

Table 9 (b). Jamaica: Non-Interest Expenses to Total
Assets (%) - Selected Commercial Banks
(1990-1996)

Table 10 (a). Jamaica: Return on Assets - Selected
Commercial Banks (1990-1996)

Table 10 (b). Jamaica: Return on Equity - Selected
Commercial Banks (1990-1996)

Table 11. Jamaica: Selected Macroeconomic Data
(1991-1997)

Table 12. Trinidad and Tobago: Number of Financial
Institutions

Table 13. Trinidad and Tobago: Insurance Industry
Market Share Gross Premium -
Ordinary Life (1996-1997)

Table 14. Trinidad and Tobago: Profits After-Tax

(1983-1990) TT$ Million -
Selected Commercial Banks

Table 15. Trinidad and Tobago: Commercial Banks -
Share Issues/Prices Absolute Prices in TT$

(vi)

Page
No.

81

82

82

83

84

86

96

105

111

113



List of Tables - Cont’d

Table 16. Trinidad and Tobago: Profits before Tax
of the Commercial Banks (Consolidated) ‘000 TT$

Table 16. Trinidad and Tobago: Profits before Tax
of the Commercial Banks (Consolidated)
‘000 TT$ - Cont’d

Table 17. Trinidad and Tobago: After Tax Profits
and Loans Portfolio (less provisions) TT$ Million -
Selected Commercial Banks (1983-1987)

Table 18. Trinidad and Tobago: Commercial Banks %
Change in Net Income; (1983 & 1986}, (1987 &
1992) - Ratios of Net Income to Total Revenue
(1987 and 1992)

Table 19. Trinidad and Tobago: Commercial Banks -
Financial Statistics (1992) TT$ Million

Table 20. Trinidad and Tobago: Commercial Banks -
Assets (1985-1998) (unconsolidated figures $000s)

Table 21. First Citizens Bank: Financial Statistics
(1994-1998)

Table 22. Trinidad and Tobago: Commercial Banks -
Net Income (After-Tax) $000s (1985-1998)

Table 23. Trinidad and Tobago: Closing Prices of
Commercial Bank Stocks (TT$ Absolute)
Selected Daily Prices

Table 24 (a). Trinidad and Tobago: Commercial
Banks - Return on Assets (ROA) (1995-1998)

(vii)

Page
No.

116

117

119

124

127

133

136

138

142

151



Table of Contents - Concluded

Page
No.
Table 24 (b). Trinidad and Tobago: Commercial
Banks - Return on Equity (ROE) (1995-1998) 152
Table 25 (a). Trinidad and Tobago: Commercial
Banks - Total Expenses to Total Revenue 153
Table 25 (b). Trinidad and Tobago: Commercial
Banks - Total Expenses to Total Assets 154
Table 25 (c). Commercial Banks - Non-Interest
Expense to Total Income 155
Box A. Cross Border Acquisitions by Royal Bank of
Trinidad and Tobago 161
Table 26. Comparative Statistics - Last Two
Reporting Periods TT$ Millions* 163
Box B. Acquisitions by Republic Bank Limited 165

(viii)



Preface and Acknowledgements

Prior to reading this document readers should note that the
manuscript was completed in October 1999. Review by financial
sector practitioners as well as academic peers and policy-makers
has delayed its publication. Because of the time which has elapsed
between writing and publication, very little information on recent
merger activity is contained in the book.

We predicted that mergers would intensify in the new millennium
and recent events have confirmed this. In July 2001, public
disclosure was made of the intention of CIBC West Indies Holdings
and Barclays Bank PLC to merge their retail, offshore and corporate
operations in the Caribbean to create a megabank, First Caribbean
International, with an asset base of over US$10 billion. In St. Lucia,
the merger between the National Commercial Bank and St. Lucia
Development Bank was consummated on July 01, 2001. The Royal
Bank of Trinidad and Tobago has continued its cross-border
acquisitions. Its purchase of the Union Bank in Jamaica was
completed in March 2001 at a cost of approximately TT$ 196 million,
and it has made a number of additional purchases in the Dutch
territories. In Jamaica, Finsac is currently engaged in an attempt
to sell its shareholding in NCB Jamaica following a December 2000
reorganisation of that entity and its return to profitability. In Guyana,
we understand that consideration is to be given to the divestment
of the Guyana National Cooperative Bank. What is undeniable is
that Caribbean merger activity has intensified in 2001. In the Credit
Union sector, an area where there is an over supply of providers,
we expect to see significant merger and acquisitions activity in the
decade up to 2010. This is, in our view, inevitable. The market
simply cannot sustain the number of service providers. The need
to satisfy customer requests should force weaker units into merging
with stronger ones or there will be failure. There is little doubt that
these are interesting times for the financial sector.

I have benefitted from the advice, comments, technical assistance
and support from a number of persons and institutions. First, 1
would like to thank the former Executive Director of the Caribbean
Centre for Monetary Studies, Laurence Clarke, who suggested that
this research be pursued. It has been a very rewarding exercise

(ix)



for me personally and I hope that the output meets his satisfaction.

The Chief Executive Officers and some senior executives of all the
institutions engaged in merger activity made themselves available
for discussion and also provided financial reports. This document
would not have been possible without their support, as well as
that of the former executives of the merged institutions. Mr. Peter
Salvary of C.L. Financial is owed special thanks because he was
able to provide information not contained in books, but in the
recesses of his memory. Messrs. Philip Rochford and Osborne
Nurse, former CEOs of NCB and.Workers Bank (1989) Ltd. Trinidad
and Tobago, deserve special mention. These gentlemen reviewed
the entire document and also met for consultation. Their intimate
knowledge of those institutions proved critical in the completion of
the section on Trinidad and Tobago. Professor Simon Jones-
Hendrickson of the University of the Virgin Islands acted as an
academic reviewer. He undertook this assignment whilst engaged
in providing technical support to the Government of St. Kitts and
Neuis. I am grateful for his assistance. Dr. Daniel Boamah and Mr.
Colin Bullock, of the Central Bank of Barbados and Bank of
Jamaica respectively, also read the document and provided critical
comments. Among colleagues at the Centre, useful discussion was
engaged in, but I am deeply indebted to Mrs. Pamela Joseph who
was burdened with typing the entire document. She displayed great
patience and always responded when called upon to deliver. I am
also grateful to Ms. Gloria*Lawrence who prepared the text in
publication format. There are many other persons who contributed
to the completion of the document either by providing information
and/ or suggestions. I wish to convey my special thanks to all of
them. Iaccept responsibility for any remaining errors and absolve
them from blame.

&)



Caribbean Mergers and Acquisitions 1

Introduction

In the 1970s and 1980s it was commonplace to hear people refer
to the banking sector, insurance sector or even the financial
sector. Nowadays the term financial services industry seems to
be accepted nomenclature. What does this portend for the future
and what does it suggest about changes that have come about?
Perhaps it is linked to the radical transformation of the industry,
promoted to a large extent by rapidly evolving technological
changes. It suggests, too, that traditional ways of doing business
with financial institutions will give way to more sophisticated
relationships. Chiefly responsible for these events is the
globalisation of the financial services industry. The latter, in
particular, has instigated mergers on a scale and size previously
unmatched.

In these fast changing and sometimes uncertain economic times,
the success of business, even economies, depends on strategy,
and for many firms, mergers and acquisitions appear to be the
strategy being pursued to achieve the critical mass necessary to
retain or gain a competitive advantage. Whitford (1997) has
suggested that companies of all shapes and sizes are facing the
business climate equivalent of 100-year storms. Further, that
deregulation has turned entire industries completely upside down,;
media companies, advertising companies, banks, insurance
companies are all frantically trying to adapt to the new reality -
heft has become enormously important. It has been suggested
that the strategy of economic power is similar, in many respects,
to that of military power; attack is the best form of defence. To
expand one’s company is the most certain way of preserving or
increasing one’s market share. The size of the organisation,
therefore, becomes the important consideration.

The fundamental changes occurring over the last decade,
especially deregulation of the financial services industry and
financial liberalisation, have forced institutions to recognise the
importance of strategic alliarices. In order to achieve those goals,
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the strategy of many firms has been to consolidate in the hope of
achieving synergies. Such actions have been nowhere more
pronounced than in the financial services industry, though not
exclusive to it. The Caribbean is no exception. The RBTT Financial
Holdings Limited, incorporated in Trinidad and Tobago, comprises
thirty-three subsidiaries and associate companies located in
eleven jurisdictions in the region, including nine commercial
banks, one merchant bank, one trust company, one development
bank, one stockbroking company, and a substantial interest in
three insurance companies. {t is by far the most well-known
financial services provider throughout the Caribbean.

The eve of the 21 century is an appropriate time, and hopefully
it is not too late, to ponder the question of the appropriateness of
our banking systems and whether we need to strengthen them
for possibly difficult times ahead. Of course, we need to strengthen
our financial system, perhaps through mergers, however
motivated, or by enhanced regulations and supervisory
monitoring. While we have no notion of what the minimum
effective size for a commercial bank operating in the Caribbean
ought to be, we are certain that size is important if a financial
institution is to withstand economic shocks, and also for cost
efficiency. These can be achieved through mergers.

Rickets (1994) contends that during the 1980s in the United
Kingdom and the United States of America conditions favoured a
high level of corporate restructuring via takeovers, divestments,
and management buyouts. As a proportion of GDP, expenditure
on acquisitions was 1% or less in the mid-1950s and mid-1970s.
However, in the years 1968, 1972 and 1988 the proportion rose
to around 5% or more of GDP. It reached 5% of GDP in the
United States of America in 1988. In contrast, Rickets reported
that acquisitions in Japan remained below 1% of GDP in 1988,
with France and Germany experiencing similar rates. It is largely
owing to this reality that our focus in terms of international
historical events is biased towards the mergers and acquisitions
activity occurring in the United States of America, or studies
conducted by researchers in that environment.

During the late 1980s a phenomenon which came to be known
as merger-mania was facilitated by corporate raiders, investment
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bankers and the introduction of what is commonly called junk
bonds. In the 1990s the term mega-merger is being used, since
very large transactions have characterised the kind of mergers
occurring. The nineties version has also tended to be a lot
friendlier, as hostile takeovers have given way to strategic
alliances, financed by stocks and cash.

Whitford (1997) posits that companies are merging like never
before because they have no choice. He claims that the risks are
strategic, not financial, and that they appear to be worth taking.
One of the ways through which corporations expand and grow is
through mergers and acquisitions. It is an alternative to growth
by internal means or through capital investment. Mergers and
acquisitions have tended to follow certain historical patterns, so
called Waves, with periods either of intense activity or relative
inactivity. Evidence from the United Kingdom and the United
States is revealing.

Throughout this paper the terms ‘merger’, ‘acquisition’ and
‘takeover’ will be used interchangeably as if they meant the same
thing. In the strict academic usage, however, these terms have
specific meanings. Below we shall describe each term for the
sake of completeness.

A merger occurs when two or more companies amalgamate into
one entity in order to use their combined resources to achieve
common objectives. Usually, the entity continues to exist under
the name and control of one of the companies. Sometimes,
however, a newly created legal entity is formed, which represents
the merged companies; this is commonly called a consolidation.
Mergers may be horizontal, that is, between competitors in the
same industry; vertical, involving companies in a customer-
supplies relationship; or conglomerate, involving companies in
diverse industries. In this study we shall be examining mainly
horizontal mergers since we are focusing on the financial sector,
in particular, banking. Often, in mergers, the shareholders of
the combining firms continue as joint owners of the merged entity.

An acquisition is generally considered to be a part of the “normal”
process of growth of a company, but it may also be a means of
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rationalising the structure of declining industries. It represents
more of an arm’s length deal, with the shares of the target firm
being acquired in an act of mutual exchange and the owners of
the acquired firm accepting cash, securities or some combination
of both, in return for their shares. While in a merger one or both
of the firms may cease to exist, in an acquisition the acquired
firm becomes a subsidiary of the acquirer.

A takeover can often be initiated by an acquisition. A company
may initially acquire a minority share in another before making
a move to gain control. After purchasing a significant percentage
of the shares of a target company, an offer may be made to acquire
some or all of that company’s stock in order to gain control. The
offer is usually attractive to shareholders who gain by selling
their shares at a premium. It generally implies that the acquirer
is larger than the target firm, though the term ‘reverse takeover’
is used to describe an acquisition of a large company by a smaller
one.

A tender offer is the instrument through which takeovers are
pursued. It is an offer to shareholders of a target company
requesting tenders of shares for purchase by the bidder.
Traditionally, in the United States of America, cash was offered;
however, more recently other forms of securities are being used.
In fact, it has been suggested that the latter have facilitated the
merger-mania. In the Caribbean context, however, cash seems
still to be the preferred instrument.

Tender offers may be partial (seeking less than 100% control of
the target), but unlike mergers or acquisitions, which are
supposedly friendly, they do not require the approval of the
acquiree’s Board of Directors. Since contact is made with the
ultimate owners of the firm, a tender offer is, therefore, a means
by which to accomplish a hostile takeover. A takeover occurs
when a company acquires control (usually 51% or more) of the
equity shares of another entity. Once completed, the management
of the target company runs the risk of losing control, or even
their jobs!
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The three countries in which the case studies have been conducted
all underwent International Monetary Fund/World Bank
structural adjustment programmes. Consequently, as part of
the conditionalities imposed, these countries liberalised their
financial systems in keeping with the market economy approach.
New financial legislation was passed and this allowed financial
institutions opportunities to enter business areas from which
they were previously excluded. Even regional boundaries are
now being removed, allowing for cross-border transactions. In
the 1990s, in particular, we have begun to witness mergers and
acquisitions in the Caribbean, though not of the size and scale
as those occurring in the developed countries.

It is in view of the impact that these activities are having on our
financial sector that we have undertaken to conduct such a study
to determine whether those transactions have been in the public
interest and what issues and lessons there might be for policy
makers, as they seek to influence the formulation and
implementation of public policy, especially in the financial sector.
Since 1980, over 130 countries have experienced significant
banking sector problems, with 41 crises in 36 countries.
Systematic failure has been recorded in Norway, Sweden and
Finland. In the Caribbean, Jamaica has been close to systematic
failure and other countries have also experienced problems.

The reader will observe that we have not provided in-depth
material or analysis of the non-bank financial institutions, but
this has been deliberate since we believe that each of the sub-
sectors is deserving of a separate study. Our treatment of those
areas has therefore been superficial. Our main focus in this
study is the commercial banks. We have had to rely extensively
on newspaper reports to complete country sections. This was
not our preferred approach. However, in an environment where
there is unnecessary secrecy about bank information or where
the information flow is far from desirable, there was little
alternative. In terms of the usual tests for successful acquisitions
we could not perform these because of data limitations. The
ideal situation for such tests to be conducted is when holding
companies acquire other financial institutions and transpose their
management on to those companies. This occurred with the
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cross-border acquisitions, but owing to data limitations and the
recency of those transactions, no attempt was made to undertake
any analysis of their success. We hope that in the future such
tasks would be undertaken.

Methodology

We have chosen to pursue a “case study” approach in an attempt
to understand and analyse the merger activity occurring in the
Caribbean. Because of the varying levels of financial sector
development in each country, a single analytical approach could
not be used throughout the study. However, there is common
ground. Interviews were conducted in the three jurisdictions
with both former and current executive management of financial
institutions involved in merger activity. Because of this, much of
the study relies on anecdotal evidence. While we acknowledge
the limitations that this imposes on the robustness of our findings,
this shortcoming could not be circumvented, especially for
Guyana, where there is no formal stock exchange, and also
because of the absence of any stock market data to analyse.!
The stock prices which we present were either reported in the
press or provided by the institutions themselves. As for
accounting data from Guyana, the financial institutions which
presented the best example of merger had not produced formal
financial reports for several years. We therefore had to rely heavily
on events reported in the press and discussions with persons
knowledgeabfe about the events. In all countries concerned,
interviews were also conducted with governmental agencies, where
these had involvement in merger transactions.

In the case of Jamaica and Trinidad and Tobago we were fortunate
in that both countries had functioning stock exchanges and
accounting data were more accessible. Hence, our treatment of
the issues in the countries are more thorough and detailed. Data

1 A call exchange was established in 1994 but very little activity is evident.
In fact its current operation is probably under serious consideration because
of limited use.
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on stock prices were received from the official stock exchange
reports and accounting data from the Annual Reports of the
commercial banks. Essentially, the approach we take will attempt
to determine the effect on efficiency and profitability of banks
after the merger, as well as make a comparison with industry
rivals by using accounting data.

The reader should note that in most Caribbean countries, for a
long time, there were no standards that were consistently observed
in disclosure of financial information. Similarly, the legislation
on and publication of data relating to the supervision of financial
institutions are relatively ill-developed. It is largely because of
these shortcomings that we have had to forego a strictly financial
analysis approach in favour of one that relies heavily on anecdotal
evidence. However, in spite of these limitations, we shall attempt
to provide some partial analysis based on available accounting
data.

This study is organised into six sections. First, we treat with the
historical background of merger activity in general, including
theoretical issues. We then pursue a discussion on financial
sector mergers in particular, and this is followed by a review of
some empirical evidence on the benefits of mergers. Next, we
provide some background information on the Caribbean financial
landscape before introducing the country studies on Guyana,
Jamaica and Trinidad and Tobago. Each country is dealt with in
a separate section but because of greater access to information
and the author’s familiarity with local events, Trinidad and Tobago
receives the widest coverage. It is true also that that country’s
institutions have been most active in acquisitions. We end with
concluding thoughts and suggestions. We believe that this
document, though intended to guide policy makers, will be of
general interest to academic researchers and provide useful
information to undergraduate students at University. It should
be a valuable reference text for financial institutions.
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Chapter 1

Why Companies Merge?

Historical Background of Mergers

Because of the important role played by mergers in the
establishment of large corporations in the United States our
discussion will focus mainly on events in that economy.

It is generally accepted that the large modern business
corporation is the dominant non-governmental institution in
most developed societies. This form of organisation is also
gaining prominence in developing economies. But this has not
always been the case. Atone time in the United States of America
there were legal limitations on corporations. However, the
pressures of rapid expansion in industrial technology helped to
bring about changes in the laws, and by 1875 most of the
limitations were removed, allowing corporations to become larger
and, in many cases, to eliminate competition and achieve
monopoly power.

By 1890 legislation was being passed to halt the widespread
predatory practices of firms since many important industries in
the United States of America had fallen under the control of a
single company (Dow, 1965). He referred to that time as the “Age
of Economic Individualism,” distinguished by owner-managers
of the calibre of Carnegie, Ford and Rockefeller. After 1890 the
form of the corporate organisation began to change; owner-
managers were being replaced by professional managers whose
ownership interest was small. The role that shareholders played
in running the business became insignificant, leading to the
phrase “the bureaucratisation of private enterprise.”
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Many writers have contended that there have been three merger
waves up to the 1980s (Sawyer, 1981; Shepherd, 1990; Scherer
and Ross, 1990). The early U.S. mergers occurred in heavy
industry in the 1870s. Standard Oil was one of the first
companies to undertake such activity when it attempted to
achieve market dominance by combining twenty-five petroleum
refiners. By the turn of the century it had captured a 90% share
of the U.S. petroleum refining capacity. Also, during the 1880s
more than two hundred formerly independent iron and steel
producers were consolidated into twenty much larger rival
entities. Andin 1901 the US Steel Corporation was formed by the
combination of an estimated 785 plants (Scherer and Ross,
1990).

By the 1890s large scale financiers such as JP Morgan were
involved in restructuring scores of industries via horizontal
mergers. Manufacturers formed consolidations to escape the
severe price competition that developed during the depression of
the 1890s. The overwhelming majority of mergers were
horizontal rather than vertical, suggesting that market control
was the important motive. The number of mergers probably
increased owing to the innovations in financing and the
availability of skilled merchant bankers and the techniques used
to finance and promote consolidations. The aforementioned may
have facilitated mergers but it did not cause them. In fact,
ruinous competition in the capital intensive industries left
companies with but one choice: bankruptcy or combination.
Economic distress was therefore the root cause of mergers in the
last quarter of the 19" century (Lamoreaux, 1985).

It is generally believed that certain structural changes in the US
economy made possible the first merger peak: the creation of a
national railway network and the completion of national
telegraphic and telephonic communications, which reduced the
costs and increased the speed of transportation and
communication. There is general agreement that the first
merger wave of activity began with the worldwide economic
recovery of 1883 and ended with the recession of 1904 (Scherer
and Ross, 1990). This wave produced near-monopolies in a
variety of businesses but was slowed down by antitrust activities
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and a slump in the stock market. The 1890 Sherman Act,
enacted specifically to put a brake on the activities which were
thought to be anti-competitive, gave rise to much public
discontent. It was, however, inadequate in preventing mono-
polies and mergers, especially those in the form of stock
acquisitions for gaining control. Merger activity declined between
1903-1904, perhaps because of a severe recession and the
emergence of legal precedents that could prohibit undesirable
mergers (Scherer and Ross, 1990).

The second merger wave took place between World War I and the
onset of the Great Depression (Ellwood, 1994). It, too, was
facilitated by structural changes in transportation and
communication, and a booming stock market. Because the
extant antitrust laws appeared to discourage mergers creating a
single dominant firm, the second wave of activity was
characterised by the merger of secondary firms and resulted in
the creation of oligopoly rather than monopoly power. It also
involved a greater percentage of mergers aimed at vertical
integration and diversification. During this wave an estimated
12,000 firms disappeared through mergers.?

The third wave began after World War II and reached its peak
during the late 1960s. This era was dominated by conglomerate
mergers. In some cases, these involved the joining of non-
competing products with marketing or production processes and,
in other cases, the creation of a portfolio of almost totally
unrelated companies under a conglomerate structure (Eliwood,
1994). In 1950, the US antitrust laws were amended to include
much tougher restraints against horizontal and vertical mergers,
in response to a perceived resurgence of merger activity. What
this ushered in was a period of diversification.

The third wave was, however, triggered by a buoyant stock
market as well as additional structural changes, the most
influential perhaps being the revolution in management science,
the post war research and development explosion, and the rise of

2  Ellwood, (1994) pp. 31-33.
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the service economy (Scherer and Ross, 1990). During the 1960s
there was a stock market boom and a consequential increase in
acquisition activity. It was facilitated by financial innovations
which meant that cash transactions were no longer the sole
option for financing mergers. These developments, Scherer and
Ross claim, created opportunity for profit through mergers that
removed assets from the inefficient control of old-fashioned
managers and placed them under persons trained in
management science. The revolution in management science
made possible the reductions in financial and managerial costs
and risks that are associated with the acquisition of firms in
diverse industries. The 1960s activity, like its predecessors,
ground to a halt with a decline in stock prices.

In the 1980s there was another upsurge in merger activity.
Though it has not been referred to anywhere as such, for
convenience and consistency, we call it the fourth wave. The
previous three waves had two things in common: each occurred
during a stock market boom and each was facilitated by
structural changes in the economy. In our so-called fourth wave,
the heightened merger activity coincided with a stock market
slump, not a boom. Stock prices were low relative to the
replacement cost of capital, making expansion by acquisition less
expensive than building new plants. In those circumstances
many firms engaged in bargain-seeking merger activity. Merger
activity continued during a stock market boom in 1983 and
intensified uncharacteristically when prices declined in 1987.
However, the bargain hunting that resumed was led by foreign
acquirers who found the low stock prices and the weak dollar an
irresistible combination(Scherer and Ross, 1990). Also, during
the 1980s hostile takeovers, although only a small percentage of
all transactions, came to symbolise that period. Previous targets
for such takeovers were usually small. However, in the 1980s the
new innovative financial instruments such as junk bonds
permitted small groups to make takeover bids for multi-billion
dollar targets. They were facilitated in their activities by
merchant banks and investment houses.

Perhaps it can be said that the merger fervour that started in the
late 1980s, which was being referred to as merger-mania, has
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exceeded all expectations, to the point where by the late 1990s
these mergers were being referred to as mega-mergers. The 1990s
have seen the biggest mergers to date in varied industries:
transportation, oil, even the financial services industry, and they
are a lot friendlier than those of the 1980s. Hostile takeovers
have given way to strategic alliances, financed by cash and
stocks. In size, scope and ambition, the mergers of the nineties
dwarf anything that came before (Whitford, 1997).

During the 1970s there were on average 33 transactions per year
involving more than US$100 million in assets. Since 1980 and
up to 1987, the equivalent number of transactions is 192.
Ellwood (1994) reports that up to 1987, of the largest 100
transactions occurring in US history, 93 occurred in the 1980s.
They involved some of the country’s largest firms: Gulf Oil, RCA,
Getty Oil, Southern Pacific, to name a few, and represented a
dramatic contrast to the 1960s when small firms were absorbed
by conglomerates. In 1969, the average merger transaction (in
nominal dollars) amounted to US$10.3 million, in 1979 the figure
rose to $41.6 million and by 1987 it reached $168.4 million. The
year 1998 has been described as the biggest year for mergers and
acquisitions; they surpassed US$ 2.4 trillion, 50% above the
1997 total, with American companies making two-thirds of the
deals, while one third of them were cross-border.® The following
provides an indication of the size of mergers and the variety of
industries in which they have occurred: Daimler-Benz, a German
firm, joined Chrysler in the largest takeover of an American firm,
valued at $40.5 billion; Exxon and Mobil announced in December
1998 that they would create the world’s biggest company in
revenue terms - the merged company would be valued at $86.4
billion; Citicorp joined Travelers in the largest ever financial
services merger valued at US$72.6 billion and Bank America and
Nations Bank merged to form the second largest US bank with
assets of $61.6 billion. All of these transactions and more
occurred in 1998. In August 1999, three of Japan’s biggest
banks, Dai-Ichi Kangyo Bank, Fuji Bank, and IBJ announced

3  Reported in the Economist, January 2, 1999, p. 5.
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they would integrate their operations by spring 2002. That
alliance would produce the world’s first US$ one trillion financial
group (Trinidad Express August 23, 1999 p. 41). We have not seen
the last of them!

International Policy Towards Mergers

What we propose to do here is to outline broadly the policy of
governments towards mergers in countries where such activities
have been important in shaping the structure of those economies.
The US is the country which probably has the longest tradition of
regulation specifically designed to control merger activity.
Surprisingly, however, there appears to be no evidence, on the
part of government, to promote such activity; rather its actions
have always sought to prevent firms from attaining market power
presumably out of the belief that such power can be used to raise
prices to consumers above competitive levels, thereby affecting a
transfer of wealth from consumers to firms. In essence then,
government policy in the United States of America was geared to
ensuring competition among firms. Any acquisition that could
substantially lessen competition or create a monopoly was
prohibited, and enforced by the Federal Department of Justice
(DOJ) and the Federal Trade Commission (FTC).

The post World War II period in Europe witnessed merger waves
of impressive proportions. Schmalensee and Willig (1989)
contend that in the absence of significant anti-merger laws,
horizontal mergers were dominant and helped to transform the
corporate economy of Europe in the 1960s. They further suggest
that with the exception of petroleum, the largest European firms
are of comparable size to the largest in the United States.

In the 1960s most of the European mergers took place within
single industries. In sharp contrast to the US, the governments
of European countries encouraged concentration by firms. Very
few of the new giants were conglomerates (Siekman, 1972).
Samuels (1972) contends that the fact that mergers occur and
have become almost commonplace is largely the result of
government legislation since governments have the ability to
restrict such occurrences. He further suggests that in Britain in
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the 1960s the Labour Government appeared to be encouraging
merger activity as a device for reorganising the industrial
structure out of the belief that the majority of mergers had a
neutral or beneficial effect.

During the period 1965 to 1973, the Government of the United
Kingdom encouraged consolidation by firms in order to enhance
their international competitiveness. The aim was to build up
“National Champions” (Sudarsanam, 1995). In 1966, the Labour
Government created an Industrial Reorganisation Corporation
(IRC) to encourage and finance mergers that might help to build
enterprises better able to compete in international markets. The
IRC acted as a broker in the merger of British Motor Holdings and
Leyland and aided in the formation of Europe’s third largest
electrical equipment manufacturer through the merger of
English Electric and Elliot Automation.*

The United Kingdom was the first European nation to adopt
merger control laws as part of its competition policy. In 1965, the
Monopolies and Merger Commission (MMC) was given
responsibility for reviewing mergers involving a market share of
33%, later changed to 25%, to ensure that such activity was not
against public interest. The Conservative Government was less
attracted to mergers as a means of forming enterprises since
such activity during the 1965 to 1973 period, did not result in
significant benefits. As a consequence, between 1974 and 1983
the policy of encouraging mergers was somewhat reserved and
mergers weré vigorously scrutinised and some disallowed
(Sudarsanam, 1995).

France, like the United Kingdom, actively encouraged large-scale
mergers during the 1960s out of the belief that greater economies
of scale would improve international competitiveness. In the case
of Germany, Charkham (1994) contends that the Germans have
never fully accepted the idea that their economy would work best
if unrestricted competition is studiously enforced. There is,

4 See Sudarsanam (1995) p. 195 for wider discussion of the British experience.
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therefore, cooperation between companies even though they may
be competitors. The Cartel Office scrutinises mergers to ensure
that their occurrence would not weaken competition and thereby
allow one company to dominate the market. Since 1990, mergers
occurring in Europe are subject