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To the casua} observer ihe bid by Guinness
for Arthur Bell has all the hallmarks of
high drama, as two ambitlous empire-
builders fight for control of one of the
most prestigious names in the whisky
industry. The timetable of events until
the decision not to refer the bid to the
Monopolies and Mergers Commission (MMC)
gave the press a field day:

14 June Guinness makes a £300m bid for
Bell ending weeks of speculation.
Bell's Chairman, Raymond Miguel,
immediately sfrikes an

aggressively defensive posture,

20 June Bell complains te the Lity
tTakeover Panel over the use Dy
Guinness of merchant bankers
Morgan Grenfell, who had at one

time acted for Bell.

25 June After missing each other narrowly
on several occasions, Miguel and
Guinness's Chief Executive Ernest
Saunders finally meet. They

have "frank discussions'.

The Guinness formal offer
document is issued and claims
that Bell has "lost 1ts way'.

28 June

12 July Bell's defence dcocument 1is posted
to shareholiders. It attacks
Guinness's own record and
promises higher profits and

dividends,

14 July Guinpess complains o the
Takeover Panel, claiming that the
defence document distorts some
aspects of the brewer's record of
growth and profitability, and is
misieading Lo sharcholders.

After a brief 1ull in the
dispute Norman Tebbit announces
that the bid will not be referred
to the MMC, Battle is rejoined.

23 July

The public nature of this major takeover
bid and the foreeful personalities of the
two main protagonists should not blind us
4o the fact fhat there are importani
issues at stake both for Arthur Bell and
for the Scottish economy. The very fact
that there will be no MMC investigatiop
makes it 213 the more important that these
issues should be aired in a dispassionate
manner, away from all the controversy
surrounding the bid itself, Before doing
this it may be useful fo consider why the
pid was not referred to the MML

WHY NO REFERRAL?

After seeking advice from the Office of
Fair Trading. the Secretary of State far
Trade and Industry has fairly wide powers
in deciding whether a particular bid
should be referred to the full MMC,  He
nas to decide that a "merger situation® 15
1ikely to exist and that either:

{(a) there exists, or will exist. a
wonopely in the market in guestion

ar



{b} the value of sssets to be scquired
exceeds a ecertain value (presently
£30m}.

In practice option (&) is invariably
waived, leaving the assei criterion as the
basis for a referral. However, although
these are necessary they are not
sufficient conditions for the involvement
of the MM,

Once a proposed merger is referred the MMC
must decide if it is likely to operate
against the public interest. Under the
1973 Fair Trading Act the Commission may
consider virtually any matter which it
believes to be relevant to “the public
interesth.  However, five specific issues
are mentioned in the Act; four of these
relate Lo elements of competition, but the
fifth to the desirability of

*maintaining and promoting the
balanced distribution of industry
and employment in the United
Kingdom." {Section 8#{1))

This 1s the area which Scotland has made
its owh. Within the past five vears
three major Scotiish companies, Highland
Distilleries. The Royal Bank and Anderson
Strathelyde, have had bids for them by
non-Scottish concerns turned down by the
MMC either wholly or partly on regional
grounds. No other region of the UK has
played this card with such spectacular
results.

When the MMC becomes involved the
Secretary of State effectively loses
control over its decision. He ean, of
course, choose £o accept a2 minority view
as was done in the Charter Consolidated
bid for Anderson Strathclyde, bui this
leaves the Government open fto potentially
embarrassing public eriticism.  Much more
subtle and less public political control
can be exercised in deciding whether or
not a bid shall be referred. Norman
Tebbit clesrly sees the job of the MMC as
being & watchdog on competition, nol as an
adjunct of regional policy. This view is
entirely consistent with the stance of the
Thatcher administration which has shown
little sympathy to the regional question.

Thus, while the Guilnness bid for Bell
fulfills the necessary conditions for
referral, Tebbit has chosen not to do so
because there are no expressly competitive
issues at stake. There is no question of
the concentration of ownership of
distilleries because Guinness owns none;
nor should there be any problems over the
supply of whiskies other than Bell's
through tied houses, because Cuinness owns
no pubs.

The very success with which the MMC has
been used in Scotland in the past to fight
unwelcome external takeovers may have been
counter-productive in this case, From
the Government's point of view the easiest
way to prevent the Commission airing
umwelcome issues {8 to bypess it.

THE ISSUES AT STAKE

Any proposed takeover of & regionally-
based company has lmplications both for
the company itself and for its region.
Some of these internal and external issues
are summarised in Table 1. Kot all of
these elements are present in every
takeover, but many of them have been
raised both by academic writers and in MMC
reports, We now turn to examine those
which appear t0 be relevant in the present
context.

{a} Internal

{ine of the key areas highlighted by
Guinness is that Bell has "lost its way"
following over a decade of spectacular
growth, ant is heading for a pericd of
decline, VWhat is needed, argues Ernest
Saunders, is the marketing expertise which
Guinness can provide to revitalise the
Beli's brand at howme and t¢ give it the
push required in America and other
important overseas markets. The prec¢ise
method by which this is to be achieved is
by no means clear, except that Guinness
dismisses as insignificent Bell's purchase
of Wellington Importers to handle its
interests in the USA.,  In the absence of
further information the Guinness claims on
this issue must remsin unproven, hut they
would do well to be more convincing.
Hiram Walker were left looking rather



Table 1

Internal effects
Favourabie

Access Lo hew
rarkeLs

investmert firarnce
vore readily avai-
lable

Improved raoagement
techrigues

Possible transfer
of production Lo
the acquired irm

More rapid growth

External effects
Favourable

Giffusion of new
technology and
technigues

Requisition of new
akills for local
labour force

Improved job oppore
tunities within the
reglior

Possible effects of acquisition

Unfavourable

Removal of products
ard product lines

Removal of important
management functions
and aspects of
operation

Ircreased likelihood
of ®branch plant®
contraction during
recession

Profits for invesat-
ment routed to
parent comapany

Unfavourable

fleduced use of local
suppliers of goods
ang services

Migration of and
lower morale among
management  leading
tc  restriction of
erirepreneurial act.
ivity

Lower regional econe
omic growth in long
run as result of the
above

foolist during their 1980 big for Highland
Pistilleries over the same issue. The
Canadian company cisimed that The Famous
Grouse blend would be more successful
under their aegls because they had an
internatfonal sales network which Highland
iacked., The MMO, rowever, took the view
that Highland's cwn plans for the blend
wore more soundly hased, an impertant
element in their decisicn to block the
tid. Admittediy Guinress has no need 1o
convince the MMU of its plans, butl the
Bell sharehciders will no doubt be
intrigued Lo Know what the future would
nold under Guinness,

The prospects for key management and the
functions which they perform could be an
impertant element in the bid. Raymond
HYiguel has painted a sorry picture of a
dismenmbered "oranch plant®  Arthur Bell
with limited autcnomy, all the real power
being exercised in London. It is hard to
believe that Guinness really intends to
spend £300m plus iIn order to effectively
destroy the company, and they would be
very foolish to do 5o given the expertise
in whisky which Bell managemernt has, It
seems much more likely that the company
would remain essentially intact, but with
the need for financial reporting to
London. Only Lf the company ceased to
generate the recessary level of profits
would more detailed control seem likely

There is clearly the possibility of the
loss of key management personnel should
the tid succeed. The possible effects of
this for Scotland are dealt with in the
next section, here it is necessary to
consider the internal effets of a change
in management style, Potentisily
detrimental effects of a clash of style
and of perscralities were important
censiderstions in the MMC's decisions to
biock both the bid by Hiram Walker for
Highland and that by Charter Consclidated
for Anderson Stratnclyde. In the latter
case the possible problems were thought to
be so great as to extend beyond management
into the area of worsened labour relations
and even to the diminishing of effective
competition because of lowered management
morale, This argument was, however,
expressly dernied by the minority view
which waz accepted by Government.

The personality clash between Messrs
faunders and Miguel could scarcely be more
oebvicus, ¥hile a wolte face by
previpusly feuding parties is by no Teahs
dnknown in business, it is hard to imagine
Mr Miquel plaving second fiddie to anyone
should the bid be successful, ‘Were he to
depart, it would te interesting to
discover what effect this would have on
the remaining management at Arthur Bell,
it remains to e geer whether a clash of
mangpenert z2tyies exists at levels below
the chairmar's office,

EREN
he

Tre firel interrnal questicrn relates ic
Lossible effects cn products and
empleyment, Bomcne has suggested that
Guinness hkas any pians to tamper in any



Table 1 Possible effects of soquisition

Internal effects
Favourabie

Access to new
markets

Investment finance
more readily avaie
lable

Improved management
techniques

Possible transfer
of production to
the acquired firm

More rapid growth

External effects
Favourable

Diffusion of new
technology and
techniques

feguisition of new
skills for local
isbour foree

Improved job oppor-
tunities within the
region

Unfavourable

Removal of products
and product lines

Removal of important
management functions
and aspects of
operation

Increased likelihood
of "branch plant®
contraction during
recession

Frofits for invest-
ment routed to
parent comapany

{nfavourable

Reduced use of locel
suppliers of goods
and seryices

Migration of and
lower morale among
management  leading
Lo restriction of
entreprensurial act-
ivity

Lower regiohal econ—
omic growth in long
run as resuli of the
above

foolish during their 1980 bid for Highland
Distilleries over the same issue. The
Canadian company claimed that The Famous
Girouse blend would be more successful
under their zegis becszuse they had an
international sales hetwork which Highland
lacked, The MMC, however, took the view
that Highland's owh plans for the blend
were more soundly based, an important
element in their decision to plock the
bid. Admittedly Guinness has no need o
convince the MMC of its plans, bul the
Bell sharehelders will no doubl be
intrigued to know what the future would
hold under (uinness.
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The prospecis for key management and the
Tunctions which they perform could be an
important element in the bid. Raymond
Miquel has painted a sorry plcture of a
dismembered "branch plant®  Arthur Bell
with limited autonomy, all the real power
being exercised in London. It is hard to
believe that Guinness really intends to
spend £300m plus in order Lo effectively
destroy the company, and they would be
very foolish to do so given the expertise
in whisky which Bell management has, It
seems nuch more likely that the company
would remain essentially intact, but with
the need for financial reporting to
London. Only if the cowpany ceased to
generate the necessary level of profits
would more detailed control seem likely.

There is clearly the possibility of the
l1oss of key management personnel should
the bid succeed, The possible effects of
this for Scotland are dealt with in the
next section; here it i1s necessary to
consider the internal effets of a change
in managemeni style. Fotentially
detrimental effects of a ¢lash of style
and of perscnalities were important
considerations in the MMC's decisions to
block both the bid by Hirem Walker for
Highland and that by Charter Consolidated
for Anderson Strathelyde. In the latter
case the possible problems were thought to
be so grest as to extend beyond management
into the area of worsened labpour relations
and even to the diminishing of effective
competition because of lowered management
morale, This argument was, however,
expressily denied by the minority view
which was accepted by Government.

The personality clash between Measrs
Saunders and Miguel could scarcely be more
obvious, While s wvoite face by
previcusly feuding parties is by no means
unknown in business, it is hard to imagine
Mr Miguel playing second fiddle to anyone
should the pid be successful. Were he %o
depart, it would be interesting to
discover what effect this would have on
the remaining management at Arthur Bell;
it remains {0 be seen whether a clash of
mensgement &tyles exists at Jevels below
the chairman's office.

The {inal intermal question relates t¢ the
possible effects on products and
employment., No-one has suggested that
Guinness has any plans to tamper in any



way with the product itself, or to do
anything to harm the carefully-cultivated
up~market image which the product as a
whole enjoys. Nor is there any
indication that Guinness intends to make
additions to or reductions in the Scobtish
firm's range of whiskies., As well as the
Wwell-known PBell’s" blend the company
markets several variations on the same
theme as well as three single malts,
There is nothing wrong with the products,
argues Guinness, just with the way they
are sold.

One of the most hotly-disputed issues has
been employment. Guinness made 3 no
redundencies pledge in its original offer
document, which was soundly condemned by
Bell on the grounds that similar promises
to other Guinness plants have subseguently
been broken, Raymond Miquel has played
heavily on the redundancies theme, but it
is difficult to see why or in what areas
they would arise. Guinness has no whisky
interests at present, S50 there is no
guestion of rationazlisation within a
parallel network as has happened with
previous whisky takeovers.  Scotch whisky
can legally only be distilled in Scotland,
50 there i3 no gquestion of production
being transferred out of the country.
However, most production workers are
employed in blending and bottling which
can be located anywhere. Once again it
is difficult to see exactly why
redundancies should be thought likely in
this area, given that Bell's blending and
bottling operaztions are generally
considered to be highly efficient. The
relative lack so far of comments by union
representatives and other labour spokesmen
is perhaps relevant here, as is research
presently being carried out by the author
which suggests that whisky firms
externally acquired during the 1970's have
fared well in comparison with the industry
as a whole.

(b} External

The external issues in a proposed inward
acguisition are rather more difficult to
judge ex ante, but are no less important
for that., BRelatively little discussion
of the possible impact on the Scottish
economy has as yet taken place. other than
scaremongering at the most gencral level.
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One of the most obvious areas of concern
is the possible effects of the takeover on
material and service inputs to Bell from
other Scottish companies, and the effect
on employment within these companies,
Where there are no wmajor horizontal or
vertical elements of integration there i3
usually little reason to expect much
change in the use of local material
inputs, especially where there is unlikely
to be much change in the product range of
the acquired company. However, the
situation with regard to the use of local
services may be very different. There is
a2 body of academic evidence which
indicates that externally-acquired
companies do tend to make less use of
local professional services such as
banking. soliecitors, accountants, ete,
either hecavse such activities are carried
cut internally within the acquirer or
because thoze (non.Scottish) professional
companies employed by the acquirer
avtomatically receive the business of the
new subsidiary. This possibility was
expressly mentioned by the MMC as an area
of concern during the proposed takeover of
Anderson Strathelyde.

Whether thls situation would arise with
Arthur Bell would depend £6 a large extent
on the degree of autonomy retained if the
takeover weni ahead, The impact of this
removal of services is very difficult to
Judge in quantitative terms, and there is
no suggestion that the acguisition of a
single company is of great concern on this
issue. Hevertheless, as the level of
external control in Scotland increases it
may bhecome a more pervasive and
intractable problem for a country which
has long prided itself on its professional
skills.

The second important external effect to be
considered is possible changes in the
skills of both work{orce and management.
At the workforce level changes in work
practices couid lead to the acguisition of
new skills which could gradually be
diffused into companies which have contact
with the acquired company; on the other
hand, the same process couid iead to the
decay and death of existing skills which
may never be replaced in the regional
eConomy, While this sort of effect is
tikely to be limited at Arthur Bell, of
possibily grester significance could be
the long-run effects of internal changes
among Bell's management. If skilled



nanagers were to leave the company a2s a
result of takeover, the effect on Scetland
would depend very nuch on where they
moved, If they find jobs in cther
Scottish companies which require their
skills the net effect to the regional
economy may be neulrsl or even beneficial.
But if they choose to move out of Scotland
pecause job prospects are betler elsewhere
then this constitutes a2 loss f£o the
Scottish economy. Much the same effect
could occur if Guinness were to entice
able Scobs down b0 the London headguarters
with a view to wider career opportunities,
especially if cureer prospects at Perth
seemed more limited azs a result of
takeover.

In the long-run the migration of skilled
managaement may have 2 detrimental effect
on entrepreneurial activity within the
regional ecenomy, possibly leading Lo a
lower rate of economic growth than would
obherwise be the case. To some extent it
could equally be argued that a major
mansgenent shake-up might just provide the
spur for potential enireprensurs to branch
out on their owh. although this begs the
question of whether any such
entrepreneurial activity would take place
within Jeotland.

In case some of these issues should seem
rather escoteric in the context of one
potential takeover, it should be pointed
cut that they were precisely the matiers
held by the MMC to be of importance in its
report on the bids {for The Boyal Bank by
Standard Chartered and Hong Kong and
Shanghai Banking Corporation:

e believe that an important
factor in Scotlend's economic
difficulities has been the
progressive 1oss of morale which
the faking over of large
companies has caused; and we
accept that this is damaging to
Seotland. Entrepreneurial
spirit and business leadership
depend coritically on selfw
confidence, and on balatice we
believe that such self-confidence
has been weakened.? {para 12,10}

And later the repori concludes that the
effects of the proposed mergers on

Vs

®..4.. Career prospects,
initiative and business
enterprise in Scotland would be
damaging teo the public interest
of the United Kingdom as a
whole®, (para 12.38)

The sentiments expressed in the Royval Bank
report mark the zenith of 3cotiish
influence on inward acguisitions through
the MMC, but the issues raised remain
important for & country which believes
itselfl fo be more then just snother region
af the UK,

THE DECISION

The previous sections cutlined the reasons
why the Guinness bid for Arthur Bell was
not referred to the MMC, and discussed
some of the imporiant issues. Two
gueations remain to be answered.

Does the failure to refer the bid
sound the death knell of Y"the regional
questionY as an issue in mergers

policy?

1)

Are any of Lhe issues raised above
likely to be of importance in
influencing the decision of Bell's
shareholders?

The decision to allow marketl forces to
prevail in this instance does not per se
remove reglonal issues from the sphere of
campetition policy., What it dces is Lo
confirm the relegation of these isswes to
much lesser status thap has been the case
in recent years. The key point here is
that an existing trend is merely being
confirmwed; the patbern was sel by the
rejection of the majority MMC report in
the Anderscn Strathelyde takeover and by
some fairly unambiguous recent comments on
the subject by Alex Fletcher. Regional
issues will not form the major grounds for
MUC referral during the remainder of this
administration, bubt this does not preclude
theilr re~emergence under a Government of a



different political hue.

Large financial institutions own the
majority of Bellts shares, and it is these
institutions which the protagonisis must
convince of their claims., The primary
motivation of these shareholders is to
obtain the maximum return on their
investment; for them such internal issues
as possible effects of takeover on the
Scottish company's plants and employment
are of 1little significance in their own
right. Their only importance lies in
their direct or indirect influence on the
value of the institutions' invesiment,
If these internal issues are of peripheral
concern one ¢ah all too readily imagine
the importance placed by these major
investors on topics relevant to the
regional econcmy as a whole, such as the
possible effects of acquisiticn on
linkages with other Scottish companies,
impact on erireprencurial activity efe.

For all its flaws, cne thing which is
overwhelmingly in the MMC's favour is that
in its reports the Commission must have as
its overriding consideration “the public
interest®. The major institutions have
no such public criteria to consider in
deciding the future of Arthur Bell.
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