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KEOVERS AND MERGERS

f the Exchequer

21 Bank of Scotland (RBS) by the Hong

and Mergers Commission (MMC) raises the general
uestion of our ability to control taleovers of UK banks, and
A\

i i g ¥
N particular overseas bids for clearing banks.

—

am reluctantly forced to the conclusion that it is essential

egislate in the 1981-82 Session to ensure that there is no
doubt apg pments in future.

1

ut our power to control such develo
Propose legislation chiefly for general political reasons.

:;Ven the special responsibilities of banks, their pervasive e
Poughoyt the economy and their importance for economic policy,

¥5Wo for example,

se SIS s open to strong political criticism if,
bt oy H clearing banks fell into American hands and we
The annex sets out in more detail

Wep
€ pow
érless to prevent it.

g re 3 he econom
8S0ns for regarding banks as a special sector of the Yy
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and for having special contp

Background

I Banking takeovers have long been Subject

in addition to the general to SPeoy,

control on Mergens, ,
under the Fair Trading Act (FTA), Thig spECialUw 8x,
exercised informally by the Bank of Englang - Conty,

hY‘Dugh an

with the banking system that takeover Proposa

Is e
. . a ere poe
pursued without the Bank's consent, flo

The undep
by the Bank in 1872

et B . Stangip,
codified in an announcement 8 ey,
has no statutory basis,

and overseas banks inte

to include statutory controls on takeovers in the Banki

This does leave a gap in the statutory framework, sin

argued that supervision cannot be exercised Properly wit

over changes of control. Such a power exists in the o

where a change in control can be prevented
"prudential” objections to it as harmful to policy hol

insurance,

are

(i.e. on grounds of competence, probity, or financial stai:
of the new controller),

The problem
4y The loophole was revealed by HSBC's decision to proce*
their bid for RBS without the Bank's approval. The bid "
referred to the MmC, together with a parallei bid By WD
Chartered Bank, Ths deadline for the MMC's report iSt:;-s
January, although it is hoped to complete it by the.endm:;esi
year.  Whatever their finding, however, HSBC'S B gar!’
Bank's informal non- nreliable "

statutory procedure an U
for future cases,

it

Admittedly others might still be willing to 5:3:; fOIE°
SRt authority despite HSBC's known fal on o
An adverse MMC find
bidders, And

5.
Bank!

; 1s0 88%
ing in the HSBC case might 2 v could #
any further bids for clearing P2" c cass'.n
the 1IC, as has been done in £N° 0 ;o

. jmarily
ndependent body, which is primé

be referreq tgo
the MMC 15 apn 5
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competition policy. 1Its findings

fidence, and there is no

povier to
"MC finds it against the public

hese possibilities offer any guarantee
unwanted takeovers. We are vulnerable

s, whether for reasons of prudential

n development of UK banking or national
a different view.

other reasons mentioned above, I
late to restore on a statutory basis
was available to us informally before

rth noting that powers to prevent foreign
1 case of important manufacturing
the Industry Act 1875. While we
and have repealed parts of the Act,
o repeal the powers in question.
Further overseas bids for UK clearing banks are a distinct
months. There have been press reports
est in bidding for the Midland and

possibility in th
of American banks' inte
Lloyds The low stock market valuation of clearing bank shares,
which stand at a substantial discount on net asset value, would
i ree

make them attractive to an overseas buyer. And the high deg

i e
of concentration in UK deposit banking means that even ond

i i under

takeover could bring a substantial share of UK banking e
This is not at all to say that all propos:
anks, should be resisted.

which might include

overseas control.
for overseas takeovers, even of majer b
Each case should be considered on its merits, . t our
improved competition in UK banking.  But I believe I-Cha1 : s we
POWErs of control should be as comprehensive and relisb : :
tan make them to ensure that we are not caught unprepared.

ed
25 Earlier exchanges with colleagues most closely c:::a:: g
Showed that there was a substantial measyreiof SErest

" s to consider
o .y in issue for u
®8d for additional powers, The main

is 3 3
theip Precise scope.

-3 -
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Form of proposed controls

8. If we are to

an adequate replag
ents, I consider that the 3

8ment o
informal arran nt Top 4

£ 8B1815ts. v
in control of banksg e top

power to veto cha

Dnly on oot

grounds (as in case of the Insurance Comp
4 a

interest moere geng
n

questions of overseas control,

: ni
for reasons of the public S8 Aoty

310y M
liEhtingA
tereg
manner ip the le
although there should certainly be an obligatign g

To avoig high

the pPublic in

propose that

.
defined in a suf © Sho

to g

reasons for the exercise of the veto,

g, The Secretary of State for Trade considers that
ta

power of this kind would be open to criticism, and th
be enough to legislate for prudential purposes only,

that we could rely on the MMC to consider questions of
public interest, which they have a duty to consider as s

addition to the competition issues with which they are no

concerned, He has mentioned in particular the recent Davy

case in which the MMC found against a proposed takeoverby:

company on what amounts to national interest grounds,

10, In my view this would not be sufficient, The MNC'sfir

in each case are sui generis, While they have made &

3 i imited 0
recommendations on national interest grounds in a 1imite .
of ;

non-banking cases, this provides no certainty abuut: o
Significantly, we cannot noW alé f
reliable forecast of their likely findings in the i oan &
Scotland case. Mere generally, I do not think thet wgli;
OUENE to look to the Commission for protection from .

in a major banking case.

e p barki®
OPposition to foreign control of a major part 4 m;t)’ pe
i s icu "

System.  Yet this might be the overriding diffi the L

. f
face if there were American bids for, say, t°°
clearing banks,

0§’
. tive pro®
e Recognising the difficulty for the legisla g 18

ropos®” ¢
in the 19371-5; session, I intend to keep M€ P d"“’"tt
8s simple ag Possible,

en
n am
I would introduce @

=4
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ire

quire prospective shareholders to notify

tity me
objection to their becoming controll rs

institution incorporated in the
after receiving advice from the

any takeover under these

]
ige me to give reasons and to
=
ta

tutory Instrument subject to

formally mean that the same question -

©

r was in the public interest - could be
eces of legislation: by me under the

new power under the Fair Trading Act. In practice,

however powers are likely to be exercisedfor
nowe T,

somewhat ses: the new powers for reasons of
om t d

banking pr nal control; the Fair Trading Act

of competition and the interest of the

consumer. t official level suggest that there

1ty in practice in co-ordinating the
powers with those in the FTA. If no objection
banking powers, cases which raised issues

could of course still be referred

should be no

was rai

of competition, for example,
to the MMC. Departments should have no difficulty in ensuring
that the two questions were considered alongside each other.
The possibility of examination under two separate procedures
exists already with the informal Bank of England arrangements,

S0 there is really nothing new in it

Presentation
e L

handled
13. The presentation of the legislation would need to be

Serefully. I appreciate that the introduction of spac1ai po:lirs
t0 control bank takeovers could bs ragardad as centragy odn
8eneral approach of encouraging both forsien investment N
that any such criticism
ady mentioned, banks are
most other countries.

he existing informal

greater competition. I would not accept

was wel] For the reasons alre
@ Specia) category and are so considered in
The controls I propose would only replace ik

founded.

-« § .=
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arrangements and put the UK on a par

3 E o N most
countries in having statutory powers Specity
A < Cal)
banking takeovers. We have no intentign o

liberal approach to foreign entry in g€nera)

fact that London has more foreign bankg than o8
; [ any ot

financial centre. And I would stresg that Wb thep
, Tlefeoy

takeovers are the main reason f B

ST Proposing 1o

P 8islaty
control all takeovers of U :
1 y \b‘

should apply SVEA=handed R

on

see a need for

propose that the p

and overseas bidders, without any special refersn &

on the face of the legislation.

ce to 4y, .
We would of Course a.sh
S 8sypg

Commission that we would use these powers inp conformisy ..
; 3 : ity iy

Treaty obligations and I am advised that this shoug o

satisfactory defence against any EC criticism, e woul

accept that this would mean that we could not use the

discriminate against an EC bidder on grounds of pat
g s of n,

and it might alsg be difficult to use them against an ¢

EC

subsidiary of a non EC bank. As regards criticism from ti
Americans, we could draw attention to the powers of contrl

available to the federal and state authorities in the

explain that we were simply putting previous informs
on a statutory basis, and assure them that our general

approach remains unchanged.

The Royal Bank of Scotland case

14. Although the legislation will apply formally to *
for RBS which are now bsfore the MMC, I think that Ex}s:r.-
with under ©®
1 would prcpusg:.
1d not *
the ”‘V'C":
ehise ¥
thiss ¥

cases must in practice continue to be dealt

existing powers in the Faig Trading Act.
wou

therefore, to make it clear that the new powers

: if
to object to either of the present bids for RES
I symp2

not find them against the public interest.
the Secretary of state for Scotland’s conc
Pis anxiety about the uncertainty of the MHC
t to rel
t see

s

ern about an
's \Cindings i3
Vol

illustrates Precisely wihy I am not conten
alone for the future., But I am afraid I canf®
£8888 could be objected to in conflict with 0
without Fetrospection of an indefensible kind:

ho#
gt
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position to control further bids

sion on the RBS case, it will be essential

ke effect from the date of the

tion to legislate. The latest date

would be at the time the MMC's decision

likely to be not later than the third
think there would be advantage in

s soon as possible, before the MMC's

could be pre-emptive bids in the

favourable MMC recommendation in the HSBC case,

their views. An early announcement

iculties if, as I propose, the

rom the date of the announcement.

leagues tc agree:-

should announce as soon as convenient our
on to introduce legislation, to take effect
of my announcement, to place the

s informal controls over takeovers in the

sector on a statutory basisj

(i)

(ii) that these controls should give powsr to object to
proposals on wide public interest grounds, not

i ns; and
merely for narrower prudential reasonsj

o
o
i
o

hat legislation should be introduced to secure

these powers in the 1981-82 Session.

hel

(G.H.)
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ARGUMENTS FOR SP

Besides
foreign

banking

following point

(a)

(b)

(e)

B

the risk

MaJor bap
"8 o

4 SPeciq)

Cop
ory f , U
Y orm, mclude

control, the reasons for maintainip

mergers, and

them statut

The importance of banks

to the 8conomy,

Banks play a central role in the eCOnomy o
o

r's of money for the it
b

ing funds tg 1ndustrya

of savings and manage

i

a channel for allocati

Banks' importance to economic polic

————-= Policy

Banks' central role and their importance for
policy

in particular has led Successive govepy

seek voluntary co-operation from banks over a
field.

wide
Practical examples include the corset,

directional guidance and consumer credit controls,

Such co-operation could be threatened by undesi
takeovers.

Public confidence in the banking system

Public confidence in the banking system is importat’

both economic and social reasons, and effective .
s P : £ to pi

prudentisl supervision has a significant rolet

: : sln.c % o include

in maintaining it, Supervision should inc

nks ©
oversight of the ownership and control of bath "
but tne

ensure that they are in reliable hands,

0l D!
Act includes no power over changes of Cuntrts to d
n
of the existence of the informal arrangem:ha super”
It is unsatisfactory for
ing @
authority to be responsible for guperyiE i
in
1nst1tut10n without power over gl ReA* annatD
c
And now that the informal arrangements nst 2
s0
°n, it is desirsble for prudential Te2
on thi " St S RGEE p e
is point as already e o w*c
This argument, © s well +f
c 8
lays great stress, applies to domestd
Foreign takeovers,
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with mergers,

ts cv"" J

insurance Companies,
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port

operations

orough supervision, a crisis of conf
ch created th

idence
e need for immediate support, as
operation in 1973-74, foreign ownership
could present difficulties, There could
tions to the use of UK public money to

-owned institution in such circumstances,

' benefits of such support could go to
Indeed,

foreign ownership might
risk to public funds since domestic banks
reluctant to help as much as they did in the

Practice in other countries

Most other countries regard banking as special and
powers to control mergers and takeovers.
taly the major banks have long been in
public ownership, so that no gquestion of foreign

t T

Bank share value . : :
—-::;ares stand at a substantial discoun
Wwhile the reasons for this are

Clearing

on net asset value.
j uld

complex, it is unacceptable that major UK banks sho

be picked up by foreign buyers on the cheap.
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