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FOREWORD 

Although The David Hume Institute has a carefully prepared programme of 
publications, lectures and conferences, its work has benefited considerably 
from a 'grapevine' knowledge of work in progress in areas of discourse 
covered by its own terms of reference. Professor Victor Morgan, a well
known expert on competition policy as well as on the economics of money 
and finance, has already kindly agreed to write a Hume Paper on the 
evolution of competition policy, which is due to appear in 1987. In the 
course of discussions on his plans for that paper, it emerged that he had 
submitted evidence to the Department of Trade and Industry Review of Law 
and Policy on Mergers and Restrictive Trade Practices (The Liesner 
Review). The Institute was delighted when Professor Morgan agreed to 
publish his evidence in an amended form as one of our Occasional Papers, 
thus providing an unexpected and welcome bonus for our readers. 

The Institute produces and sponsors research into the economic and legal 
aspects of public policy questions. It has no political stance and is not 
committed to the views of any of its authors. At the same time, however, it 
welcomes the opportunity of publishing this constructive and authoritative 
criticism of merger policy, which is so thoroughly in keeping with its own 
objects. 

V 

Alan Peacock 
Executive Director 



Introduction 

ECONOMIC ISSUES 
IN MERGER POLICY 

by 
E. Victor Morgan 

This brief paper is concerned with policy towards mergers and, in particular, 
with the policy of confming merger references to the Monopolies and 
Mergers Commission (MMC) largely to cases which seem likely to cause a 
significant reduction of competition. That policy was stated by Mr Norman 
Tebbitt, then Secretary of State for Trade and Industry, in answer to a 
Parliamentary question on 5th July 1984: ' ... my policy has been and will 
continue to be to make reference [to the MMC] primarily on competition 
grounds.' This has been reaffirmed on several occasions, including the 1985 
Annual Report of the Director-General of Fair Trading, in which Sir Gordon 
Borrie stated: ' ... in assessing the public interest, my primary concern 
(though not an exclusive concern) has been whether competition would be 
adversely affected' (p 12). 

The only recent reference where the main issue was not competition was 
the Elders IXL bid for Allied Lyons. In that case, a Press notice issued 
shortly after the reference stated that 'The Secretary of State considers that 
the fmancing of the proposed acquisition raises issues which deserve 
investigation by the Commission'. There were many other public interest 
issues involved but, so far as can be judged from the Report, the Commission 
gave little weight to them. Comments were received from the DTI, MAFF, 
the Scottish Office, the Department of Employment and the Bank of 
England; seven trade unions; the Association of British Insurers and the 
Chartered Institute of Secretaries and Administrators; trade associations; 
other brewers; retailers and consumer organisations; and a number of banks 
and investment institutions. Apart from banks participating in the proposed 
fmancing arrangements all those submitting comments expressed 
apprehension at some aspects of the bid, if not complete hostility to it. 

This paper is a slightly revised version of a submission made by Professor Morgan, 
in association with Graham Bannock & Partners Ltd, to the DTI Review of Law and 
Policy on Mergers and Restrictive Trade Practices in November 1986. A small 
amount of additional material has been added, but the thrust of the argument is 
unchanged. 
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Nevertheless, the Commission concluded that the proposed merger 'may be 
expected not to operate against the public interest'. 

It is worth noting in passing that this phrase has been used in recent 
reports instead of the weaker 'may not be expected to operate' that was 
formerly in use. The fact that the Comrilission felt able to make so strong 
a statement in this case suggests that they must regard mergers as unlikely 
to have adverse effects on the public interest other than through reducing 
competition. 

The intellectual foundation for non-intervention in mergers that do not 
reduce competition is the view of some economists and administrators that 
competitive securities markets provide the best available indicator of whether 
a bid is or is not in the public interest. This is naturally opposed by those 
who distrust the market mechanism in general, but it is possible to believe, 
as we do, in the virtues of free markets in most forms of economic activity 
and still to believe that securities markets are not good discriminators 
between bids that are and those that are not in the public interest. 

Securities markets test a merger by comparing the present values of two 
expected future income streams-that which is expected from the two 
companies operating independently, and that which is expected from the 
merged unit. In each case, of course, expectations will be influenced by 
investors' views as to the quality of management. 

This would constitute a valid test in relation to the public interest if, and 
only if, two very stringent conditions were fulfilled: 

1 That the future income stream earned by a company is an accurate 
measure of that company's contribution to future public welfare; and 

2 That security markets are 'efficient' in the sense in which that term is 
used by fmancial theorists. 

Company Earnings and Economic Welfare 
The first condition depends on the fulfilment of a large number of other 
conditions, of which the most important are: 

1 That the companies concerned should buy their inputs and sell their 
outputs in competitive markets; 

2 That neither the bid itself nor the operations of the companies concerned 
involve any 'externalities', ie, benefits or detriments to the public that are 
not fully reflected in the companies' revenues or costs; and 

3 That neither revenues nor costs should be distorted by taxes or subsidies. 

These conditions cannot be perfectly fulfllled outside economists' models, 
and there are obviously cases where non-fulfilment will seriously affect the 
validity of the security market test. For example, many companies enjoy 
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some degree of market power and even if a merger does not increase their 
market share, it may affect the way in which existing market power is 
exploited; externalities may arise in relation, for instance, to local 
employment or the balance of payments; and, as shown below, the 
cumulative effect of a number of large mergers may change the structure of 
the economy. However, the most serious problems arise in relation to the 
second condition, the 'efficiency' of securities markets. 

'Efficient' Securities Markets 
It is necessary to distinguish between a weak and a strong form of the 
efficient market hypothesis. The weak form (sometimes called 'information 
arbitage efficiency') is that markets react quickly to all information relevant 
to the value of a share so that: 

1 Price movements, like the information flows that give rise to them are 
random; 

2 It is impossible to infer anything about future price movements from the 
study of past movements; and 

3 It is impossible consistently to make money by 'playing the market' 
except by insider trading. 

On the whole, academic research suggests that the London market is 
'efficient' in this sense, though the ranks of professional investors still 
include a substantial number of 'chartists' who claim that a detailed study 
of past price changes has some predictive value. 

But efficiency of this kind has only very limited relevance to the ability of 
securities markets to act as discriminators between bids that are and are not 
in the public interest. To perform that function reliably markets must meet 
the much stronger form of the 'efficiency' hypothesis described by J ames 
To bin as 'fundamental valuation efficiency'. A market is efficient in this 
sense 'if its valuation reflect accurately the future payments to which the 
asset gives rise' or, in technical jargon, 'if the price of the asset is based on 
rational expectations of those payments' (J. Tobin, Fred Hirsch Memorial 
Lecture, 15th May 1984). 

There is strong evidence that neither the UK nor the US security markets 
are efficient in this sense. On the contrary, they overreact both to changes 
in general economic conditions and to changes in the prospects of individual 
companies. 

In August 1972, the FT actuaries 500 share index stood at 222.4. In 
December 1974, when the general price level had risen by 35 per cent the 
index was 68.4. This implies that the present value of future dividends from 
500 leading UK companies at the end of 197 4 was only 35 per cent in normal 
terms and 23 per cent in real terms of what it had been in 1972. 
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Fluctuations in individual share prices are also much greater than changes 
that seem plausible in the long-term earning power of the companies 
concerned. For example, the Financial Times of 28th October 1986 gave the 
following 1986 high and low prices for the shares of the four major clearing 
banks: 

High Low High as 
p p o/o of Low 

Bar clays 589 433 136 
Lloyds 480 295 163 
Midland 597 420 142 
NatWest 575 436 132 

The shares all have 'beta' values close to unity, implying that, in the 
absence of changes specific to individual banks, the shares would move 
closely in line with one another and with the market as a whole. It is hard 
to believe that changes in the long-run earning power of these companies 
relative to one another can have justified the large differential price changes 
that actually occurred. A topical example of apparent overreaction is the rise 
in oil shares and the fall in insurance shares during the bad weather of 
January 1987. 

The very widely held view that stock markets overreact is confirmed by a 
study of fluctuations in prices and dividends ofUS stocks by Robert J. Skiller 
(American Economic Review, June 1981, pp 421-35). He found that price 
fluctuations were from ftve to thirteen times greater than those which would 
have resulted from correct expectations of actual changes in dividends. 

Efficient and Real World Markets 
There are many possible reasons why security markets are not 'fundamental 
valuation efficient', some of which apply generally and some of which have 
particular force in merger and takeover situations. 

The most fundamental reason is that market participants may be primarily 
concerned not with the long-term performance of companies but with short
term price fluctuations which, in turn, depend on the views of other market 
participants. This view was strongly held by J. M. (later Lord) Keynes. In 
his General Theory of Employment, Interest and Money (Macmillan, 1936) 
Keynes says: 

' ... professional investment may be likened to those newspaper 
competitions in which competitors have to pick out the six prettiest faces 
from a hundred photographs, the prize being awarded to the competitor 
whose choice most nearly corresponds to the average preferences of the 
competitors as a whole; so that each competitor has to pick, not those faces 



5 

which he, himself fmds prettiest, but those which he thinks likeliest to 
catch the fancy of the other competitors, all of whom are looking at the 
problem from the same point of view .... We devote our intelligences to 
anticipating what average opinion expects the average opinion to be' 
(p 156). 

There are many economists, bankers, company executives, stockbrokers 
and fund managers, who, though they might not go quite as far as Keynes, 
believe fmnly that security markets pay too much attention to short-term 
influences on prices and too little to the long-run earning power of 
companies. 

However efficient they may be, the valuations produced by securities 
markets depend on the quality of the information available to participants. 
A common theme in textbooks on industrial economies is the divorce of 
ownership from management in large companies. Managers may have an 
interest in pursuing strategies that enhance their own power, security or 
earnings, even though these strategies may not be in the interest of 
shareholders, and such conflicts of interest may affect the quality of 
information reaching the market. This is particularly important in contested 
bid situations. Within fairly wide limits set by the law, the Takeover Code 
and Stock Exchange rules, bidding and target companies can decide what 
information to divulge, and what 'gloss' to put on it with the aid of merchant 
bank and PR advisers. 

An important way in which markets receive and transmit information is 
through the deals that take place in them, and the prices at which those deals 
are made. The Guinness scandals have revealed some outrageous and 
possibly illegal dealing, which may or may not have affected the outcome of 
the Guinness bid for Distillers, but these are ways in which companies and 
the institutions that support them can influence prices without going to 
anything like these lengths. A distinguished economic journalist has recently 
written: 'To a greater extent than even cynics like myself had suspected, it 
seems that the market in takeover stocks has routinely and increasingly been 
rigged' (Anthony Harris, Financial Times, 17th January 1986). 

Another source of distortion arises from gearing and related tax liabilities. 
A rise in gearing increases the risks borne by equity holders but, since 
interest rates on debt are usually lower than returns (including capital gains) 
to equity, it also increases the return to equity holders. This effect is 
enhanced by the fact that debt interest is normally tax deductible. If initial 
gearing is fairly low, shareholders may regard the higher prospective return 
as more than adequate compensation for the enhanced risk so that a rise in 
gearing may be associated with a rise in share prices. This has important 
implications: 

1 The opportunity to raise gearing provided by a bid may be a motive for 
bidding that is quite unrelated to the public interest; 
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2 The rise in equity value, where it occurs, enables bidders to offer 
shareholders in the target company a price higher than that previously 
ruling in the market without reducing the price of its own shares; and 

3 The fact that a bid increases shareholders' wealth is not necessarily 
evidence that it is in the public interest. 

A further motive for takeovers that is not related to the public interest is 
the process known in North America as 'boot-strapping'. A company with 
a high price earnings (PE) ratio can enhance the value of its shares by taking 
over a company with a lower PE ratio. Companies initially gain a high PE 
ratio because the market expects a high growth rate of earnings. If such a 
company finds itself running short of opportunities for internal growth, or 
if the energy and enterprise of its management are flagging, it may still be 
able to satisfy the expectations of its shareholders by acquisitions. Not only 
is this a motive for acquisitions that has nothing to do with the public 
interest, it is a means by which a management that was once efficient but is 
losing its grip can prolong its tenure of power, and even acquire additional 
resources to misuse. It could not happen in markets that were 'fundamental 
valuation efficient' but it can in the real world. 

There are many other motives for acquisitions that are unrelated to or even 
directly against the public interest. Even if it is assumed that straightforward 
attempts to create or enhance monopoly power would be prevented by 
current reference procedures, there are more subtle ways in which 
acquisitions may enhance a company's bargaining power vis-a-'Ois its 
suppliers, its competitors or its customers. For example, the very fact that 
a conglomerate becomes more diversified may enable it to pursue more 
aggressive policies in one sector of its activities. Other acquisitions may be 
made in order to defend a company against hostile bids by making it 'too big 
to swallow' or simply to gratify the ambitions of management. Some of these 
bids would be accepted even by fully efficient markets-for example, if they 
were ('rationally') expected to increase earnings by increasing bargaining 
power. Others that would be rejected by fully efficient markets may, 
nevertheless, succeed in real world markets for one or more of the reasons 
given above. 

Finally, it should be noted that the market test works differently and much 
less stringently for cash bids than for those involving an exchange of shares. 
In an exchange of shares, shareholders in the target company need to 
compare the expected income stream from their existing holding with that 
from the holding they would acquire in the bidding company. They also have 
a direct incentive to assess, as best they can, the likely future of the bidding 
company if the bid succeeds. With a cash bid, shareholders in the target 
company have no interest in the future of the bidder once their cheques are 
cleared. A bid should be accepted unless it is believed either that a better 
offer may be forthcoming or that the expected income stream from the 
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existing holding is better than any other that could be bought with the cash 
on offer. 

It could be argued that this distinction is artificial since the recipient of 
shares could sell them for cash, but this argument is not valid. A shareholder 
who believes that it would be in his own interest to sell must expect that 
others would form the same opinion and, hence, that he would be unable to 
sell at the current price. 

For all these reasons, it is our opinion that there is no general body of 
economic analysis leading to the conclusion that, apart from issues of 
competition, securities markets are generally superior to other ways of 
discriminating between mergers that are and are not in the public interest. 
We now turn briefly to some empirical evidence on mergers that have passed 
the market test. 

Empirical Evidence, MPT Tests 
There have been numerous attempts, mostly in the US, to measure the 
effects of mergers; but they have encountered very great methodological 
problems and the results have been inconclusive. A full discussion would 
involve much technical detail that is outside the scope of this paper ... so we 
confine our comments to a few points especially relevant to our argument. 

The largest group of studies is based on 'modem portfolio theory' (MPT). 
The technique involves predicting a 'normal' course for share prices of 
companies investigated based on general market trends and their respective 
'beta' factors, and then calculating an 'abnormal residual' between the 
predicted and actual prices. Most studies have been confined to a short 
period on either side of the announcement of a bid, but some have extended 
over several years. 

The results may be briefly, and rather crudely, summarised as follows: 

1 Studies covering a substantial period before the announcement (or 
rumour) of a bid have generally, but by no means always, shown positive 
residuals for bidding companies and negative ones for targets. 

2 The announcement is generally followed by a large positive residual for 
the target, as would be expected since bids are normally at a price well 
above that previously ruling. 

3 The effect on shares of the bidder is less clear and a number of cases have 
shown negative residuals. The implication is that any increase in total 
shareholder wealth resulting from a bid accrues mainly to shareholders 
of target companies. 

4 The few studies covering a substantial period after an acquisition have 
produced conflicting results with some showing quite large negative 
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residuals, implying that the market has revised its expectations 
downwards in the light of experience. 

5 Over the whole period studied cumulative residuals have generally been 
positive, implying that bids have been associated with net increases in 
shareholders' wealth. 

These conclusions are subject to some important qualifications: 

1 The generalisations noted above have a substantial number of 
expectations; 

2 The period covered by most studies has been too short for the actual 
results of acquisitions to become apparent; and 

3 The portfolio valuation model on which the studies are based is not 
universally accepted. Moreover, 'beta' statistics are volatile so that the 
'normal' path from which deviations are measured is a somewhat shaky 
concept. 

Even if it is accepted that mergers normally produce a net addition to 
shareholders' wealth, the conclusion that they are in the public interest only 
follows if we accept both the strong form of the efficient market hypothesis 
and the proposition that the income stream accruing to companies is an 
accurate measure of their contribution to the public welfare. Otherwise, an 
increase in shareholder wealth could arise, for example, from: 

1 An increase in company income due to enhanced bargaining power; 

2 An increase in gearing with the associated change in tax liabilities; or 

3 Following Keynes, because investors believed that other investors would 
believe that the merger would increase efficiency. 

Other Empirical Evidence 
Other academic studies have tried to measure the success of mergers either 
by reference to accounting measures or to managers' subjective expectations. 
There seems to be some consensus that about half the mergers examined 
have succeeded, about 30 per cent have failed and about 20 per cent have 
produced no significant difference. 

A paper by P. Levine and S. Aaronovitch (Journal of Industrial Economics, 
December 1982, pp 149, 167) examined a sample ofUK mergers in relation 
to a large number of variables. The only two that were found to be 
statistically significant were size (measured by capital employed) and 
valuation ratio. There was a tendency for larger companies to acquire smaller 
ones and for those with higher valuation ratios (ie, ratio of stock market to 
balance sheet valuation) to take over those with lower ratios. However, a 
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majority of target companies had ratios of more than one, while one in seven 
of bidding companies had ratios of less than one. Even if we accept the 
valuation ratio as an indicator of the efficiency of a company, this study gives 
only very qualified support to the proposition that it is inefficient companies 
that are acquired by efficient ones. United States evidence also indicates that 
many target companies have performed at least up to the average for their 
sectors. 

Merger Cycles 
A substantial part of the public interest case in favour of mergers is that they 
either remove or shake up what the Director-General of Fair Trading has 
called 'sleepy and inefficient managements' (Annual Report 1985, p 12). A 
piece of evidence that is difficult to reconcile with this view is the strongly 
cyclical pattern of merger activity and the close correlation between periods 
of intense activity and periods of rising Stock Exchange prices. It is 
implausible to suppose that somnolence among managers is greater during 
Stock Exchange booms than at other times. The cyclical pattern of mergers 
thus suggests either that they are not primarily directed to the improvements 
of managerial efficiency or that they are an ineffective means to that end. 

Merger Costs 
A contested bid involves both contestants in heavy costs in advertising and 
in fees to fmancial, accounting, PR and other advisers. We do not have any 
reliable figures, but the total costs of the spate of contested bids that occurred 
towards the end of 1985 and in the early months of 1986 has been put as 
high as £500 million. Who ultimately pays these costs depends on the market 
conditions in which the companies concerned are operating. If they enjoy a 
degree of market power some of the costs may be passed on to customers; 
otherwise they have to come out of profits, which means they will ultimately 
be paid partly by shareholders and partly by the Exchequer. 

Some Other Effects of Mergers 
We would not deny that takeovers, or the threat of being taken over, may 
on some occasions lead to an improvement in management; nor would we 
wish to see the 'sleepy and inefficient' given absolute protection. However, 
we believe that it is also important to recognise that the kind of 'frothy and 
almost hysterical merger boom' (in the words of the Director-General) that 
occurred in 1985-86 can have very harmful results. It diverts the attention 
from their proper business of managers who are not directly affected, but 
who fear they may be. It creates an atmosphere of uncertainty that is harmful 
to good decision-making. And, it engenders, in the words of Mr David 
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Walker 'an attitude that attention to the longer run is a luxury and risk that 
can be indulged only within tight limits' (Bank of England Quarterly 
Bulletin, December 1985, p 573). 

It also induces companies, whether or not they are actually targets of a bid, 
to take various defensive measures which are either irrelevant or actually 
inimical to the public interest. These include: 

1 Finding a 'white knight', ie, a bidder more acceptable to the management 
of a target company, though not necessarily able to run that company 
more efficiently. 

2 Making acquisitions that may not be either in the interest either of the 
company or the public simply in order to make the target company too 
large for a bidder to absorb. 

3 Selling 'jewels of the crown', ie, assets thought to be specifically 
attractive to a potential bidder (such sales after a bid has actually been 
made are barred by the Takeover Code). 

4 Arranging highly geared management buyouts. 

5 A variety of cosmetic devices including the issue of optimistic forecasts, 
the revaluation of assets, advertising and lobbying. 

Recent mergers in the UK, and still more in the US, have often been 
associated with an increase in gearing. As shown above, a modest increase 
in gearing from a low initial level may be harmless or even beneficial but very 
high gearing, particularly if the debt is short term, has grave disadvantages. 
Desirable investment may be prevented because interest charges absorb so 
much of current revenue that little is left for internal fmance, while the high 
level of existing debt inhibits access to new external funds. Damaging sales 
of assets may have to be made in order to reduce debt; and, in the last resort, 
companies with an otherwise viable business may be forced into liquidation. 
A study of American companies by S. G. Buell and E. Schwartz (Oxford 
Economic Papers, November 1981) shows failure rates rising much more than 
in proportion to gearing. At a gearing ratio (defined as debt/total assets) of 
70 per cent, a rise in gearing of 10 per cent (to 77 per cent) was associated 
with a 40 per cent rise in failure rate. 

Mergers also affect the structure of the economy. Most British companies 
are smaller (often a lot smaller) than the biggest companies in the US and 
Japan, but there are limits to the size and number of fish that can be 
accommodated in a small pond. Economic activity in Britain is highly 
concentrated, compared to that of many other industrial countries; that 
concentration has been increasing; and it has been increasing largely as a 
result of mergers. Even a few large bids can drastically change important 
sectors of the economy. For example, the Director-General of Fair Trading 
states that 'High Street retailing underwent a major restructuring' (1985 
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Report, p 24) as a result of mergers in 1985-86, none of which were referred 
to the MMC. Here size and not merely market share is relevant. There are 
many ways in which a large company can exercise an unhealthy degree of 
power over suppliers, competitors, customers or even governments, without 
necessarily having a very large market share in any one activity. To quote 
only a few examples, a large multiple retailer may have excessive bargaining 
power over small suppliers; a large conglomerate manufacturer may enjoy 
similar power in relation to small distributors and also small suppliers of 
components, materials and services; and a company that pays a large amount 
in rates and makes a big contribution to local employment may obtain 
favourable treatment concerning planning applications from its local 
authority. 

In such matters, tension may well arise between the government's relaxed 
attitude over mergers and its desire to encourage small flrms. Suppose, for 
example, that a merger or mergers led to the growth of a chain of multiple 
retailers, dealing directly with manufacturers, at the expense of independent 
shops dealing with wholesalers and merchants. There will obviously be less 
business for the middle-men on whom both small manufacturers and small 
traders rely and, if the process goes far enough, the service available to small 
fums will deteriorate and they will either be squeezed out of business or will, 
themselves, combine to gain countervailing power. Similar tendencies 
operate in other services. Many large fums perform in-house legal, 
accounting, computing, printing and many other functions that are also 
performed by outside specialists. Large fums have a choice between 
employing a specialist and doing the job themselves; small fums generally 
do not. The more such services are performed in house by large companies, 
the less scope there is for outside specialists and the more likely it is that the 
service available to small fums will deteriorate. In these and other subtle 
ways a society where economic activity is too highly concentrated is likely 
to provide an environment unfavourable to the growth and prosperity of 
small fums. 

Conclusions 
Present government policy has two big advantages: 

1 It provides a general rule or guideline-though one that is subject to 
some exceptions-and so avoids the danger that pragmatism may 
degenerate into arbitraments; and 

2 It conforms to the principle, very important in a free society, that citizens 
are at liberty to use their property as they choose unless there are clear 
public interest reasons why that liberty should be constrained. 

Nevertheless, we believe that the policy is too relaxed in relation to 
mergers that do not substantially reduce competition. We have submitted 
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that there is very little support, either in economic analysis or empirical 
evidence for the view that mergers which pass the market test are necessarily 
or even probably in the public interest. There are many ways, other than 
direct effects on competition in which mergers may operate against the 
public interest, and we believe that it would be helpful if the statements 
quoted at the beginning of this paper were supplemented by indications of 
other circumstances or characteristics of bids that would be likely to bring 
a reference to the MMC. The Director-General would not be obliged to refer 
all bids featuring the named circumstances or characteristics nor would he 
be precluded from referring others. We have in mind: 

1 Bids that are exceptionally large; 

2 Those that, although they would not greatly increase the combined 
company's market share in any of its activities, are nevertheless likely to 
enhance its general bargaining power vis-tl-'Ois particular sections of its 
customers, suppliers or competitors; 

3 Those which involve cash payments or cash options; and 

4 Those that are very highly geared. 

We also believe that, where a reference is made to the MMC, that body 
should give full weight to all public interest considerations involved and not 
merely to any that may be specified in the reference. 

Finally, we believe that there is evidence that, insofar as mergers are 
associated with an increase in shareholder wealth, this wealth accrues 
predominantly to shareholders in the target company. This may well be 
connected with a difference in the ability of shareholders to prevent a merger. 
Those in a target company can do so very easily by declining to sell their 
shares, but it is much more difficult for shareholders in a bidding company 
to prevent their board from making a bid, or to influence the price at which 
it is made. We believe that it would be desirable for shareholders' power in 
this direction to be enhanced either by a change in the law or in the Takeover 
Code. 
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