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SUMMARY AND MAIN POINTS

The European Commission’s Directorate-General for Economic and Financial Affairs monitors activity
in thefield of mergers and acquisitions, with particular reference to operationsinvolving EU enterprises.

Part A of thisissuegivesan overview of the evolution of mergersfrom 1991 to 2001, focusing on the period
2000-2001. Part B surveysthe largest deals carried out in 2000 and 2001 and Part C reports on Commis-
sion control of mergers. A box describes the sources of information and presents the conventions used.

The statistical dataare drawn from the SDC M& A database. This data base has been extensively revised
and expanded since the 2000 edition of this supplement. The revisions have some effect on the observed
patterns of evolution and the distribution of operations by geographic category and sector but do not affect
the main conclusions of the previous edition.

1. For the year 2000, the data base records 16750 mergers and acquisitions involving an enterprise of
the European Union. The number fell by one quarter in 2001 to 12 557, thefirst decline since 1996. The
U.K. accountsfor the largest share of M& A activity in the EU, followed by Germany, France and the
Netherlands.

2. There are some indications that monetary union may have had an impact on the relative growth of
M& A activity in the original eleven members of the euro zone, compar ed to the other four Member States.
It seemsthat increased integration of financial markets may have made it easier for euro-zone compa-
niesto make acquisitions. However, it does not appear that EM U has made euro-zone compani es more
attractive as targets of cross-border acquisitions.

3. In 2000-2001, Domestic transactionsaccounted for 54% of all operationsinvolving EU companies, Cont
munity operationsfor 15% and I nternational transactionsfor 25%. It isnot possibleto classify theremain-
ing 6%. By comparison with the period 1998-1999, there has been afall in the share of International
operations, particularly those targeting EU firms, while the share of Community operationsincreased
dlightly.

4. There were 2548 Community operations in 2000 and 1869 in 2001. Having reached a peak of nearly
€550 billion in 1999, the value of Community oper ations then declined very steeply to € 330 billion in
2000 and € 145 billionin 2001. A singletransaction (\VV odafone Air Touch/M annesmann) accounted for



37% of the 1999 val ue. Proximity and traditional economic
links, together with the size of the national economies, are
particularly important determinants of the geographical
distribution of cross-border mergers and acquisitions.

5. The data base records 4247 International operations
involving EU firmsin 2000, falling to 3028 in the follow-
ing year. The number of outward operations declined
somewhat mor e steeply than the number of operationstar-
geting EU firms. The value of international operations
reached nearly € 600 billion in 2000 but fell to lessthan
half that level in the following year.

6. Asinpreviousperiods, the U.SA. headsthelist of both bid-
ders and targets for International M&A involving Com-
munity firms, followed by Swnitzerland. Norway asofigures
prominently in the ranking of both bidders and targets.
The Central and Eastern European Countries, especially
Poland, account for a large and increasing proportion of
extra-EU acquisitions made by EU firms. Amongst EU
countries, the U.K. accountsfor by far the largest number
of international operations, as both target and bidder.

7. Since 1991, the number of operations (cross-border and
domestic) targeting industrial firmsin the EU has shown
adlight downward trend, whilethegeneral trend of trans-
actionsin the services sectors has been strongly upward,
particularly in 1999-2000. Amongst the individual two-
digit SIC sectors, thelevel of activity over the period 2000-
2001 was highest in the busi ness services sector, followed
by wholesal e distribution (durable and non-durable goods
combined), asinthepreviousperiod. The number of M& A
in business servicesincreased by two-thirdsin 2000-2001,
compared to the previoustwo years.

8. The sectoral distribution of Community operationsisvery
similar to that of domestic operations, indicating that
national borderswithinthe EU do not significantly distort
the acquisition strategies of European companies.

9. There are someindications that Economic and Monetary
Union may have accelerated the pace of restructuring in
the financial services and distribution sectors but the
impact, if any, was mainly restricted to domestic opera-
tions in the euro-zone countries. In these sectors, EMU
has not so far given any impetus to cross-border integra-
tion through M&A.

10. 1908 operations have been notified to the Commission
under the Merger regulation sinceitsentryintoforcein
1990. In 95 casesthe Commission deemed that the oper-
ation raised serious doubts as to its compatibility with
the common market and undertook an in-depth (Phase 2)
investigation. On completion of these investigations,
twenty mergerswere authori sed without conditions, eight-
een wereforbidden and fifty-seven were authorised sub-
ject to the fulfilment of undertakings aimed at resolving
competition problemsidentified by the Commission. In
2000 and 2001, seven mergers were prohibited.

Box 1: Notes on the data base and conventions

A variety of information sources are available to moni-
tor mergers and acquisitions activity. The pressplays a
key role, together with other sources such as company
reports, announcementsin official publicationsetc. Data
base providers have established a network of expertsin
several countries and devote consider-able effort to col-
lecting and cross-referencing information.

Although data providers endeavour to collect and pres-
ent information which is as full as possible, the very
nature of theinformation makesthe coverage somewhat
arbitrary. Whereas major operations affecting publicly
listed companiesare often officialy published and widdly
reported inthe press, the numerous purchases of smaller
or unlisted companies are more difficult to detect. In
addition, subjective assessmentsare ofteninevitable, e.g.
asregardsthedate and sectoral classification of amerger
and acquisition operation.

Choices had to be made when drafting this Supplement
A. Conventions were also established: they are listed
below in italics, and apply throughout this issue unless
otherwisein-di-cated.

We use the SDC data base of Thomson Financial Secu-
rities. This base is very comprehensive. It covers all
acquisitions of shareholdings of 5% or more and with a
vaueover US$1 million or an unknown value. Thisbase
isconstantly being enlarged and updated. For the period
1991-1999, for example, it now contains 17% moretrans-
action records than when the last edition of this supple-
ment was prepared. The revisions of the data base have
had some effects on the observed patterns of evolution
and the distribution of operations by geographic cate-
gory and sector.

We take account of both completed and pending deals.

Most pending deals are eventually completed but it is
sometimes difficult to obtain confirmation of comple-
tion. The exclusion of pending deals would therefore
lead to some underestimation. In order to reduce the mar-
gin of error, we include pending dealsin the data.

We consider only operations resulting in the change of
control of an enterprise.

We equate change of control of an enterprise with mer-
gers and acquisitions (M&A). Acquisitions of majority
holdings, which are clearly identified in SDC M&A, usu-
ally confer control. Weinclude both mergersand acquisi-
tionsin thistype of operation. Mergers are not considered
asaseparate category, athough they consist of two equal
partnersgetting together and makethe distinction between
purchaser and target enterprise devoid of meaning.

The value data are incomplete but give a good indica-
tion of trends.

It isimportant to note that the database does not contain
value data for a significant number of deals. However,




most of these are small deals, the values of large opera-
tions being usually easy to ascertain. Thevalue dataare
therefore underestimated, though not by alargeamount.
To calculate average values, we have divided the total
value by the total number of deals recorded in the base.
In effect, thismeansthat azero valueisassigned to deals
whose real value isnot known. The resulting underesti-
mation is less significant than the upward bias which
would result from taking as the denominator only deals
of a known value. Although absolute levels are under-
estimated, the data give agood indication of trends.

We consider the target’ s main activity.

Companies, and not only large conglomerates, are often
too diversified to be classified in asingle sector. We use
the classification by main sector as proposed by the data
base. In general, asthetarget is smaller than the bidder,
itsmain activity isusually better defined, and that activ-
ity is probably the one which interests the bid-der. That
is therefore the sector in which the effects of an M&A
will be the greatest. The sectoral classification used by
SDCM&A isanoldversion of theU.S. Standard Indus-
trial Classification (SIC - see Box 3). The numbering
and, in some respects, the grouping of sectors differs
from both the Community’s NACE classification and
the U.N.’s|SIC system.

defer access. This runs counter to the effects hoped for
from the single market. But domestic concentration may
also represent consolidation to prepare for the penetra-
tion of new, non-domestic markets and generally better
prepare for competition on a European basis, including
on the domestic market.

GRAPH 1: Geographical classification
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For alarge number of deals, particularly in the earlier
years, theidentity or nationality of the bidder isunknown
(see Section 2.1). Theseded sareincludedinthetotal but
itisnot possibleto classify them according to the above

geographic typology.

Box 2: Geographical spread: definitions

An analysis of the geographical scope of the deals can
give an insight into the relative roles of strategies for
cross-border expansion and for growth in the domestic
market.

Graph 3 shows how mergersand acquisitionsare classi-
fied for the purposes of thisanalysis. The operations can
be divided into two broad categories: Cross-border and
National. Cross-border operations are deals between
firms based in at least two different countries. Within
this category, wedistinguish between two sub-categories:
Community and International. Community operations
involve only companiesbased in the European Union. By
definition, the effects of such operations go beyond the
borders of a Member State, and are therefore particu-
larly important from a Community perspective because
of their influence on the integration of European mar-
kets. International operationsarethosewhichinvolveat
least one non-Community enterprise. This sub-category
can be further divided according to whether a Commu-
nity enterprise isthe target or the bidder.

Domestic operations are those where the firmsinvolved
arefrom oneand the same Member State. Although their
main impact may be at domestic level, spill-over effects
to other Member Statesareincreasingly likely asthe eco-
nomic integration of the Community progresses. One
impor-tant spill-over effect could beto bar foreign com-
petition from access to domestic markets or, at least, to

PART A: TRENDS SINCE 1991

1. Total number of operations

For 2001, the SDC M& A database records atotal number of
12557 operationsinvolving Community enterprises. Thisrep-
resentsadecrease of 25 % by comparison with 2000. From 1997
onwards, the number of operationsgrew continuoudy toreach
16750 operationsin 2000. In 2001, however, the number of
M&A fell toaleve dightly abovethat of 1998. Table 1 shows
the evolution of M& A operations since 1991.

The evolution of M&A operationsis linked to evolution of
the economy. The low economic growth rates experienced

TABLE 1: Evolution of M& A involving EU firms

Y ear Number % change
1991 10657

1992 10074 -5,50%
1993 8759 -13,10%
1994 9050 3,30%
1995 9854 8,90%
1996 8975 -8,90%
1997 9784 9,00%
1998 11300 15,50%
1999 14335 26,90%
2000 16750 16,80%
2001 12557 -25,00%
Source: SDC: M&A.




by the EU in 1992-1993, 1996 and 2001 are reflected in the
declinesin M&A activity in those years.

2. Distribution of M& A activity

The distribution of total M&A activity in the period 1991-
2001 between the Member Statesis shown in Table 2. The
U.K. accountsfor by far the largest proportion, followed at
somedistance by Germany and France and then by the Nether-
lands and Italy. The table shows that the share of GDP and
theshareof M& A activity areonly loosely correlated. Other
factors, such as the extent to which firms rely on the stock
exchange as a source of finance, are clearly aso important.

TABLE 2: Distribution of M& A activity and GDP between
Member States, 1991-2001
Share of M&A (%) Share of GDP (%)
B 2,83 32
DK 2,55 21
D 16,28 28,2
EL 1,12 1,4
E 5 7
F 135 18,1
IRL 1,68 09
| 6,23 12,6
L 0,48 0,22
NL 6,45 4.9
A 2,09 2,7
P 1,21 13
FIN 3,85 1,6
S 534 2,8
UK 31,39 132
Source: SDC M&A, Ameco.

3. Theimpact of EMU

In Supplement A, no. 5/6 of 2000, we considered whether Eco-
nomic and Monetary Union had had any impact on M&A
activity inthe EU and concluded that the data up to the year
1999 showed no clear evidence of an effect. A new analysis
on the basis of the latest datareveal s somewesak indications
that EMU may have had an impact on M&A activity.

Table 3 compares the growth rates of M&A in the origina
members of euro zone with those of the four other Member
States, in terms of both the numbers of deals and their val-
ues. For the purposes of this analysis, Greece is excluded
fromthe euro zone becauseit did not join until 2001. Because
of thelow level of M&A activity in that country, its exclu-
sion does not affect the results.

Asfar as the total number of dedls is concerned, the table
shows that growth was generally slower in EUR11 than in
the other Member States until 1998. The euro-zone coun-
tries experienced faster growth than the othersin 1999 and
2000 but also a steeper decline in 2001. The cumulative
changeover thethreeyears 1999-2001 was +19.3%in EUR11
and +3.1% in the other group.

In value terms, however, we find that growth rates were
higher in EUR11 than in the other group during the three
years 1996-1998 but dlightly lower in 1999. In 2000 and
2001, thevalue of dealsfell in both groups of countries. The
cumulative change over the last three years was +0.6% in
EUR11 and —8.4% in the other Member States.

The evidence of thevauedataisinconclusive because EUR11
aready showed a higher growth rate in 1996-1998 and also
becauseasinglelargedeal can makeasignificant difference
to the aggregate value. On the other hand, the evidencefrom
the numbers of transactions seemsto indicate an EMU effect.

TABLE 3: Growth rates of M& A activity in EUR11
and the other Member States

Number of operations Value

All operations
EUR11 Others
4.69% -17.72%
-19.92% -1.76%
-0.14% 6.86%
12.10% 5.13%
-11.76% -5.38%
3.01% 16.00%
12.96% 18.11%
36.34% 17.50%
2000 20.51% 12.65%
2001 -27.40% -22.14%
Source: SDC-M&A.

All operations

EUR11 Others
5.9% -3.5%
17.1% 0.5%
-2.3% 10.6%
-8.5% 103.5%
58.9% -4.1%
62.5% 47.8%
85.0% 63.7%
115.7% 120.2%
-15.7% -8.8%
-44.7% -54.4%

1992
1993
1994
1995
1996
1997
1998
1999

4. A brief comparison with the USA

Between 1993 and 1998, M& A operations carried out by EU
and US firms both displayed an upward trend (see Graph 1).
USfirmsneverthel essremained significantly more activethan
European ones and the gap between the EU and the USA
increased constantly until 1998. After that year, M&A activ-
ity inthe USA begantofall, with asharp decrease between 2000
and 2001. Operationsby EU firms, on the other hand, reached
apeak in 2000 before experiencing asimilar fall in 2001.

GRAPH 2: Number of M&A Operations involving EU and US firms
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2001

The decline experienced by the USA since 1998 in terms of
the number of M& A operations is not observed in terms of



value. Thetotal value continued toincrease up to 2000 before
adownturnin 2001. For the EU, thetotd valuereached its peak
in 1999, even though the number of M& A operations peaked
only in 2000 (seegraph 2). Thisillustratesthe effect that afew
very large operations can have on aggregate values.

GRAPH 3: Total value of M&A operations involving EU and US firms
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Source: SDC-M&A.

Thegeneraly higher level of M& A activity inthe USA, par-
ticularly in terms of value, is partly attributable to the dif-
ference in the size of the economies. However, the relative
size of GDP cannot be considered asthe sole determinant of
the gap in the level of activity in the two areas. Until 1999,
the spread between theleve of M& A activity inthe USA and
the EU was significantly and increasingly bigger than the
difference between their GDPs (see graph 3).

GRAPH 4: Total value of M&A as percentage of GDP
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Source: SDC-M&A.

Despite ahigher number of operations since 2000 for the EU
and a large decrease in the number for the USA, the ratio
betweenthetotd value of M& A and the GDPremainsgreater
for the USA than for the EU, because of the higher value of
M& A operationsinvolving USfirms.

Parts of explanation of thispoint can be found in the market
capitalisation. Total market capitalisation has always been
higher in the USA than in the EU. But other factors also
contribute to the higher level of M&A activity in the USA,
such as the regulatory environment (less restrictive in the

USA despite important changes in the EU), corporate gov-
ernance (sharehol ding ismore atomised inthe USA and mar-
kets have a greater role in deciding the outcome of contests
for control) and cultural factors (confidence in the capital
markets, risk aversion, etc.)

5. Geographical spread

5.1 Breakdown of domestic, Community and
international operations

Graph 5 tracks the evol ution of the threetypes of operation:
Domestic, Community and International. The data refer to
the numbers of transactionsand are presented asindices, the
base year being 1991.

GRAPH 5: Growth in number of Domestic, Community and International Operations
(1991=100)
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Since 1992, there has been a strong upward trend in Inter-
national operations. Domestic and Community operations,
ontheother hand, started to increase steadily only after 1996.
All three types of operation reached their peak, in terms of
numbers, inthe year 2000. The world-wide economic slow-
downin 2001 was reflected in a sharp downturnin al types
of operation.

Table 4 shows the evolution of each type of operation as
a percentage of the total number of M&A transactions

TABLE 4: Breakdown of total M& A into Domestic,
Community and I nternational operations
Domestic Community International Bidder unknown Total

1991 54.3% 11.9% 14.5% 19.3% 100.0%
1992 58.1% 11.6% 14.2% 16.1% 100.0%
1993 57.4% 11.7% 18.8% 12.1% 100.0%
1994 58.7% 12.9% 20.5% 7.9% 100.0%
1995 57.4% 12.9% 22.8% 6.9% 100.0%
1996 54.8% 12.6% 26.0% 6.6% 100.0%
1997 56.0% 14.0% 26.0% 4.0% 100.0%
1998 53.5% 14.1% 28.4% 4.0% 100.0%
1999 55.7% 14.2% 26.4% 3.7% 100.0%
2000 54.7% 15.2% 25.4% 4.7% 100.0%
2001 54.1% 14.9% 24.1% 6.9% 100.0%
Source: SDC-M&A.




involving an EU firm. Thereisalarge number of dealsinthe
data base for which the identity of the acquirer is unknown.
These are shown separately, sinceit is not possibleto clas-
sify them in our geographical typology. The picture which
emerges from Table 4 may be somewhat distorted by the
fact that the number of transactionswith an unknown bidder
isgreater for earlier transactions.

Domestic operations account for more than half of thetotal.
Although the share of these operations rose substantialy in
thefirst half of the 1990s, it had fallen back toitsinitial level
by the year 2000. The proportion of Community operations
hasincreased quite steadily to reach about 15%inthelast two
years. The share of International operationsincreased rapidly
up to 1998 but has declined somewhat since then to about a
guarter of the total.

Table 5 shows, for each Member State in the period 2000-
2001, the distribution of the number of operations between
Domestic, Community and International transactions, together
with operations by unknown bidders targeting firms in that
Member State.

TABLE 5: Geographical breakdown by Member State,
2000-2001
Domestic Community International Bidder unknown Total

B 30.8% 47.3% 19.8% 2.1% 100.0%
DK 37.5% 35.7% 24.7% 2.1% 100.0%
D 48.5% 26.1% 21.8% 3.6% 100.0%
GR 67.9% 11.5% 18.0% 2.6% 100.0%
E 53.1% 25.1% 18.4% 3.4% 100.0%
F 48.4% 29.5% 20.3% 1.8% 100.0%
IRL 21.1% 41.7% 29.2% 8.0% 100.0%
| 50.4% 28.2% 17.3% 4.0% 100.0%
L 11.7% 62.2% 25.0% 1.1% 100.0%
NL 29.6% 41.2% 26.4% 2.8% 100.0%
A 35.5% 32.7% 24.6% 7.1% 100.0%
P 52.9% 25.7% 13.2% 8.2% 100.0%
FIN 51.9% 28.3% 18.6% 1.2% 100.0%
S 42.2% 31.5% 24.6% 1.7% 100.0%
UK 52.7% 15.6% 22.2% 9.5% 100.0%
EU 54.4% 15.1% 24.8% 5.7% 100.0%
Source: SDC-M&A.

The share of Domestic operations is comparatively
high (over 50%) in Greece, Spain, Italy, Portugal, Finland
and the U.K. In Belgium, Ireland, Luxembourg and the
Netherlands, on the other hand, Community operations
account for the largest part of the total. International oper-
ations account for between 20% and 30% in most Member
States. The share of international operationsis highest in
Ireland (29%) and the Netherlands (26%) and lowest in
Portugal (13%).

5.2 An EMU effect?

Table 6 compares the growth rates of the different types of
operation inthe original euro zone and in the other Member
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States, distinguishing within Community and International
operations between deal swith atarget in the areaconcerned
and dealswith abidder in the area.

TABLE 6: Growth rates of numbers of operationsin EUR11
and other Member States, by type of operation

Domestic operations Cross-border Cross-border

with target in: with bidder in:
EU11 Others EU11 Others EU11  Others
1992 3.4% -3.5% 59% -25.4% -87% -14.6%
1993 | -22.5% 4.6% -8.9% 22.3% -6.2% 5.4%
1994 -0.8% 14.6% 12.1% 8.4% 13.2%  20.2%
1995 8.8% 3.7% 9.0% 7.0% 20.3% 18.2%
1996 | -17.3% -7.2% -1.7% -4.6% 74% -11%
1997 3.9% 20.7% 16.0% 25.5% 7.8% 14.9%
1998 4.3% 17.0% 9.9% 262% | 34.7% 17.6%
1999 50.4% 14.3% 12.3% 6.3% | 375%  30.6%
2000 19.9% 8.3% 14.4% 18.0% 27.3% 11.8%
2001 -29.3% -21.1% -24.0% -30.5% | -31.4% -23.3%

Source: SDC-M&A.

The number of domestic operations grew much more rapi-
dly intheoriginal euro zonethan in the other Member States
in the first two years of EMU, but also fell much more
steeply in 2001. The same is true of cross-border acquisi-
tions made by EUR11 firms. Cross-border operations with
atarget in EUR11 showed ahigher growth ratein 1999 but
grew lessthan cross-border acquisitions of firmsinthe other
Member Statesin thefollowing year and also declined less
in 2001.

From this evidence, it does not appear that EMU has made
euro-zone companiesmore attractivefor cross-border acqui-
sitions. On the other hand, the rapid rise in domestic and
cross-border acquisitions made by EUR11 firms in 1999-
2000 may be evidence that the greater integration of finan-
cial marketsin EMU hasmadeit easier for firmsin the euro
zoneto raise the capital needed to launch takeover bids. Itis
noteworthy, however, that in 1998, before EMU came into
effect, cross-border acquisitionsmade by EUR11 firmsaready
grew significantly more than the corresponding operations
by firmsfrom other Member States.

5.3 Community operations

5.3.1 Number of Community operations

After fluctuating in thefirst half of the 1990s, the number of
Community operationsincreased steadily after 1996 to reach
apeak of over 2500 intheyear 2000. Last year’ ssharp decline
in the overal level of M& A activity also affected Commu-
nity operations, which fell by 27% (see Graph 6).

5.3.2 Value of Community operations

The aggregate value of Community operations has followed
apattern of changethat differsmarkedly fromthat of thenum-
ber of transactions (see Graph 7). The differencesare particu-
larly striking over the last five years. The value of the opera-
tionsgrew much morerapidly than their number intheperiod



GRAPH 6: Number of Community operations
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1997-1999. In 2000, while the number of deals continued to
increase strongly (+25%), their total value fell by 40%. Last
year, a27%fall in the number of Community operationswas
accompanied by amuch greater decline of 56% in value.

GRAPH 7: Value of Community Operations
(in Billion euro)
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From 1991 to 1996, the average value of Community oper-
ations varied between €18 million and €28 million per deal
(see Graph 8). There was a very steep increase in the fol-
lowing three years to reach a peak of €269 millionin 1999.
Thislargeincreaseisattributable mainly to afew very large
transactions, such asthe Astra/Zenecamerger of 1998, val-
ued at €29.4 billion, or the V odafone/Mannesmann deal of
1999, valued at €204.8 billion.

Having risen much more steeply than the average value of
Internationa dealsin the period 1996-1999, the averagevalue
of Community deals also fell more sharply in the following
two yearsto lessthan athird of its 1999 level.

5.3.3 Geographical breakdown of Community
operations

Tables 7 and 8 give breakdowns by country of Community
operationsin the period 2000-2001. The home countries of
thetarget firmsarein columnsand the bidder company coun-
triesareinrows. Table 7 showsfor each bidder country the

GRAPH 8: Average value of Community and International operations
(in Mio euro)
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distribution of acquisitions amongst target countries, while
Table 8 presentsfor each target country abreakdown accord-
ing to the origin of the bids.

Astarget countries, Germany, Franceandthe U.K. areadmost
equally placed with about 15% each. Spain and the Nether-
lands arein the fourth and fifth places with nearly 9% each.
In spite of its size, Italy comes sixth with 7%, only slightly
ahead of Sweden. U.K. companies are theleading acquirers
with nearly 20% of thetotal, followed by German (16%) and
French (14%) companies. The Netherlands come close behind
with 10%, while both Swedish (7.1%) and Belgian (6.2%)
companies have made more cross-border acquisitionsin the
EU than Italian firms (6.0%).

To alarge extent, these results reflect the differencesin
the general level of M&A activity in the Member States,
influenced by factors such as the size of the economy,
the number of firmslisted on the stock market and structure
of share ownership. The last two factors explain the appar-
ently anomalous ranking of Italy, since, in spite of its size,
it has fewer listed companies than the Netherlands
or Sweden and both small and large Italian firms are
often controlled by individuals or families. It is noteworthy
that the United Kingdom’ s share of Community operations
ishot as great asits much higher level of total M&A activ-
ity might lead one to expect. In comparison with most other
Member States, U.K. companies seem much more inclined
to seek alliances at home or with U.S. firms, which account
for 42% of U.K. companies’ international acquisitions.

A more detailed examination of the matrices showsthat the
distribution of each country’s Community operations is
largely determined by the rel ative sizes of the other countries,
their proximity and traditional economic and cultural links.
Theinfluence of these factorsis clear when we consider the
relativeimportance of country pairssuch asBelgium/France,
Belgium/Netherlands, Ireland/U.K. or the relationships
between the Nordic countries.

5.4 International operations

5.4.1 Number of International operations

Thenumber of International transactionsinwhichan EU firm
was either bidder or target climbed quite steadily from 1992
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TABLE 7: Community operations - breakdown of bidder countries by target country 2000-2001

Target country
Bidder country: B DK D GR E F IRL | L NL A P FIN S UK EU
B - 14% 105% 00% 36% 399% 14% 36% 25% 19.9% 14% 14% 07% 18% 11.6% 100%
DK 3.6% - 10.7% 05% 3.0% 11.7% 05% 30% 0.0% 4.1% 15% 05% 122% 31.0% 17.8% 100%
D 6.1% 3.0% - 08% 69% 163% 10% 84% 21% 127% 152% 14% 23% 52% 18.7% 100%
GR 4.4% 44% 178% - 4.4% 6.7% 44% 11.1% 22% 13.3% 22% 00% 22% 22% 24.4% 100%
E 2.9% 0.7% 11.0% 0.7% - 235% 15% 11.0% 0.7% 6.6% 15% 279% 44% 15% 5.9% 100%
F 11.4% 26% 173% 13% 125% - 10% 140% 08% 9.2% 17% 28% 18% 36% 19.8% 100%
IRL 0.7% 1.5% 15% 00% 1.5% 44% - 15% 0.0% 3.7% 22% 07% 44% 22% 75.6% 100%
| 2.3% 04% 192% 34% 16.9% 241% 1.1% - 26% 53% 19% 23% 15% 34% 15.8% 100%
L 1.6% 16% 143% 32% 175% 206% 0.0% 12.7% - 11.1% 32% 00% 00% 79% 6.3% 100%
NL 14.9% 29% 191% 14% 11.0% 151% 1.8% 6.3% 0.9% - 09% 14% 18% 50% 17.6% 100%
A 2.5% 17% 57.1% 00% 1.7% 25% 00% 11.8% 00% 50% - 00% 25% 6.7% 8.4% 100%
P 2.3% 00% 23% 23% 682% 68% 00% 45% 00% 45% 00% - 0.0% 0.0% 9.1% 100%
FIN 2.7% 82% 219% 05% 22% 55% 11% 27% 0.0% 6.0% 05% 0.0% - 41.5%  7.1% 100%
S 2.2% 188% 11.2% 03% 2.9% 80% 10% 42% 16% 83% 06% 13% 236% - 16.0% 100%
UK 4.1% 30% 21.1% 0.7% 10.6% 20.5% 10.6% 7.6% 05% 9.7% 16% 15% 22% 6.3% - 100%
EU 5.7% 37% 147% 10% 88% 148% 29% 72% 11% 8.6% 36% 23% 40% 6.9% 14.6% 100%
Source: SDC - M&A.
TABLE 8: Community operations - breakdown of target countries by bidder country 2000-2001

Target country
Bidder country: B DK D GR E F IRL | L NL A P FIN S UK EU
B - 24% 45% 00% 26% 168% 31% 31% 143% 144% 25% 40% 11% 16% 50% 6.2%
DK 2.8% - 32% 24% 15% 35% 08% 19% 00% 21% 19% 10% 13.7% 199% 54% 45%
D 17.5% 134% - 143% 12.9% 18.0% 54% 19.1% 30.6% 24.1% 68.3% 10.0% 9.7% 124% 21.1% 16.4%
GR 0.8% 12% 12% - 05% 05% 15% 16% 20% 16% 06% 00% 06% 03% 17% 1.0%
E 1.6% 06% 23% 24% - 49% 15% 47% 20% 24% 12% 380% 34% 07% 12% 31%
F 27.5% 9.8% 16.1% 19.0% 19.6% - 46% 26.6% 102% 14.7% 6.2% 17.0% 63% 7.2% 186% 13.7%
IRL 0.4% 12% 03% 00% 05% 09% - 06% 00% 13% 19% 10% 34% 1.0% 158% 31%
| 2.4% 06% 7.8% 214% 116% 9.8% 23% - 143% 37% 31% 6.0% 23% 29% 65% 6.0%
L 0.4% 06% 14% 48% 28% 20% 00% 25% - 18% 12% 00% 00% 16% 06% 14%
NL 26.3% 79% 131% 143% 126% 102% 6.2% 88% 82% - 25% 6.0% 46% 72% 121% 10.1%
A 1.2% 12% 104% 00% 05% 05% 00% 44% 00% 16% - 00% 17% 26% 16% 27%
P 0.4% 00% 02% 24% 77% 05% 00% 06% 00% 05% 00% - 00% 00% 06% 1.0%
FIN 2.0% 91% 61% 24% 10% 15% 15% 16% 00% 29% 06% 00% - 248% 20% 41%
S 2.8% 36.0% 54% 24% 23% 38% 23% 41% 102% 68% 12% 4.0% 423% - 78% 7.1%
UK 13.9% 159% 28.0% 14.3% 23.7% 27.1% 70.8% 20.6% 82% 220% 8.7% 13.0% 109% 17.6% - 19.6%
EU 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%
Source: SDC - M&A.

to 2000 to reach a peak of more than 4000 deals (see Graph
9). The29% declinein 2001 wasdightly greater than thegen-
eral decreaseinthelevel of M&A activity in that year.

Until 1994, EU companieswere more often targetsthan bid-
dersin International operations. However, the number of
acquisitions made outside the EU by EU companies has
increased much more rapidly than operations in the other
direction. In 2000, the number of outward operations was
almost four times as great asin 1991, while the number of
inward operations had nearly doubled. Thedownturnin 2001
affected outward operations somewhat more (-30%) than
inward operations (-26%).

5.4.2 Value of International operations

Aswith Community operations, there was a strong upward
trend in the value of International operations until last year
(Graph 10). However, the pattern of growth has been some-
what different. While the value of Community operations
saw a sustained increase only after 1996 and fell sharply in
2000, there was continuous growth in the value of Interna-
tional dealsfrom 1993 to 2000, with aparticularly steeprise
in 1998. In 2001, however, the value of International oper-
ationsfell by more than half.

Thevaluesof inward and outward operations fluctuated rel-
atively to each other between 1991 and 1997. In every year
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from 1998 onwards, however, the value of outward opera-
tions has substantially exceeded that of inward operations.
In 2001, although the value of outward operations fell by -
57%, compared to -42% for inward operations, the former
still represented more than twice the value of the latter.

5.4.3 Geographical breakdown of International
operations

There were nearly 2500 acquisitions of EU firms by
non-EU companiesin the period 2000-2001. Table 9 gives

GRAPH 10: Value of International Operations
(in billion euro)
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a breakdown by Member State of the acquisitions made
in that period by the main extra-EU bidder countries.
The USA is the main source of bids, with nearly 60%
of the total. US companies account for particularly large
shares of international acquisitionsinlreland andtheU.K.,
probably because a common language and similar legal
systems are important factors influencing cross-border
M&A. Switzerland ranks second as a bidder country with
nearly 12%, followed at some distance by Norway and
Canada.

TABLE 9: Breakdown by bidder countries of I nternational operationswith an EU target, 2000-2001

Target country
Bidder country: B DK D GR E F IRL | L NL A P FIN S UK EU
USA 60.8% 37.0% 552% 16.7% 559% 60.5% 69.2% 634% 26.7% 61.4% 33.3% 23.3% 44.1% 47.8% 67.5% 58.6%
Switzerland 17.6% 86% 241% 6.7% 157% 16.7% 15% 157% 20.0% 10.0% 31.1% 26.7% 11.9% 7.8% 3.4% 11.6%
Norway 6.8% 333% 37% 33% 00% 4.2% 62% 13% 0.0% 2.9% 22% 0.0% 254% 31.1% 22% 6.4%
Canada 4.1% 6.2% 24% 00% 2.9% 6.5% 92% 20% 6.7% 7.1% 89% 13.3% 34% 33% 57% 4.9%
Japan 2.7% 37% 29% 0.0% 6.9% 42% 31% 46% 0.0% 5.0% 22% 00% 34% 17% 24% 31%
Australia 4.1% 00% 19% 6.7% 20% 08% 15% 13% 00% 2.9% 44% 100% 00% 17% 3.7% 25%
S. Africa 0.0% 00% 13% 0.0% 1.0% 0.0% 31% 00% 0.0% 0.7% 22% 00% 0.0% 06% 34% 1.6%
|srael 0.0% 00% 16% 00% 29% 1.5% 00% 26% 00% 14% 22% 00% 0.0% 06% 17% 15%
Other 4.1% 11.1% 6.9% 66.7% 12.7% 57% 6.2% 92% 46.7% 8.6% 133% 26.7% 11.9% 5.6% 10.0% 9.7%
Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
Source: SDC - M&A.
TABLE 10: Breakdown by non-EU target countries of international operations, 2000-2001

Target country
Bidder country: B DK D GR E F IRL | L NL A P FIN S UK EU
USA 60.8% 37.0% 552% 16.7% 55.9% 60.5% 69.2% 63.4% 26.7% 61.4% 33.3% 23.3% 44.1% 47.8% 67.5% 58.6%
Switzerland 17.6% 8.6% 24.1% 6.7% 15.7% 16.7% 15% 157% 20.0% 10.0% 311% 26.7% 11.9% 7.8% 3.4% 11.6%
Norway 6.8% 333% 3.7% 33% 00% 42% 62% 13% 00% 29% 22% 00% 254% 31.1% 22% 6.4%
Canada 4.1% 6.2% 2.4% 0.0% 29% 6.5% 92% 20% 6.7% 71% 89% 133% 34% 33% 57% 4.9%
Japan 2.7% 37%  2.9% 00% 69% 42% 31% 46% 0.0% 500 22% 00% 34% 17% 24% 31%
Australia 4.1% 0.0% 1.9% 6.7% 20% 0.8% 15% 13% 0.0% 29% 44% 100% 0.0% 17% 3.7% 25%
S. Africa 0.0% 0.0% 1.3% 0.0% 1.0% 0.0% 31% 00% 0.0% 0.7% 22% 00% 00% 0.6% 34% 1.6%
|srael 0.0% 0.0% 1.6% 00% 29% 15% 00% 26% 0.0% 14% 22% 0.0% 00% 06% 17% 15%
Other 4.1% 11.1% 6.9% 66.7% 12.7% 57% 6.2% 92% 46.7% 86% 133% 26.7% 11.9% 5.6% 10.0% 9.7%
Total 100.0%  100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%100.0%
Source: SDC - M&A.




Table 10 presents the datafor the main countries where EU
firms made extra-Community acquisitions in 2000-2001.
Once again, the USA isin first place and is particularly
favoured by British and Irish bidders. Switzerland comes
second, followed by Poland. EU firms also show a strong
interest inthe other Central and Eastern European Countries,
especially the Czech Republic and Hungary. Thestronginter-
et of EU firmsin making acquisitionsinthe CEEC datesfrom
1999, when the number of dealsroseto almost 500, morethan
doubling by comparison with 1998 and almost tripling in
terms of value. Because of geographical proximity and tra-
ditional economic links, acquisitions in the CEEC account
for large proportions of theinternational bidsof Greek, Aus-
trian and Finnish firms. Norway, by reason of its strong ties
with the other Scandinavian countries, and Brazil, because
of itslinks with the Iberian countries, also account for sig-
nificant shares of the total.

6. Sectoral aspects

6.1 All M& A operationswith a EU target

During the period 1995-2001 amgjority of M& A operations
targeting European firms took place in the service sector,
which accounted for about 67% of total dealsin 2000-2001
(see Graph 11). Until the peak year of 2000, mergers and
acquisition in services also experienced the strongest rates
of growth, before falling markedly in 2001. On the other
hand, the number of dealstargetingindustria sectorsremained

GRAPH 11: Sectoral composition of the number of operations with a EU target
(1995-2001)
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The SIC sectoral classification: 1-digit classes and
main 2-digit sectors
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1 Mineral Industries and Construction
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22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39

41
42
43

45
47
48
49

50-51
50-59

60
61
62
63
64
65
67

7-8
70

72
73
75
76
78
79
81
87

Textile mill products

Apparel and other textile products
Lumber and wood products

Furniture and fixtures

Paper and allied products

Printing and publishing

Chemicalsand allied products
Petroleum and coal products

Rubber and miscellaneous plastics products
Leather and leather products

Stone, clay, glass, and concrete products
Primary metal industries

Fabricated metal products

Industrial machinery and equipment
Electrical and electronic equipment
Transportation equipment

Instruments and related products
Miscellaneous manufacturing industries

Transportation, Communication, and
Utilities

Local and interurban passenger transit

Motor freight transportation and warehousing
Postal Service

Water transportation

Transportation by air

Transportation services

Communications

Electric, gas, and sanitary services

Distribution

Wholesale trade
Retail Trade

Finance, Insurance, and Real Estate

Depository ingtitutions

Nondepository credit institutions

Security, commodity brokers, and services
Insurance carriers

Insurance agents, brokers, and service
Resdl estate

Holding and other investment offices

Service Industries

Hotels, rooming houses, camps and oethr |odg-
ing places

Personal services

Business services

Automotive repair, services and parking
Miscellaneous repair services

Motion pictures

Amusement and recreational services

Legal services

Engineering and management services

Public Administration




more stable during the reference period, responding rela-
tively lessto the evolution of the economic cycle, bothinits
upswing and recent downturn.

During 2000-2001 the most targeted one-digit sector of M& A
operationswithaEU target wasthe service sector SIC 7 (serv-
ice industries), accounting for around 25% of total deals, up
from around 19% in the previous two years (see Graph 12).

The other one-digit sectors registering the highest levels of
M&A activity were the two manufacturing sectors SIC 3
(Glass, plastics, metals, machinery, computers, transport
equipment etc), with about 16% of thetotal, and SIC 2 (food,
textiles, paper, chemicalsetc.) with about 14%. SIC 6 (finance,
insurance and real estate) wasin fourth place with 13%.

M& A operationsinthe SIC 7 (and to alesser extent SIC 6) sec-
tor peaked during 2000, and then fell markedly in 2001, indi-
cating ahigh responsivenessof restructuring in service sectors
to overal economic conditions. Ontheother hand, M& A dedls
in the two most manufacturing sectors SIC 3 and SIC 2 were
relatively lessresponsive than the average deal sto the evolu-
tion of the general economic environment (see Graph 13).

GRAPH 12: Sectoral breakdown of M&A with a EU target
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GRAPH 13: Evolution of the number of M&A by sector (2000-2001)
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6.2 Intra and extra-EU operations

We now analyse the sectoral composition of M&Aswith a
Community target according to the origin of the bidder, to
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get aclearer understanding of the degree of compl etion of the
Internal Market and of the strategies pursued by foreign com-
panieswith interestsin the EU (Graph 14).

Intra-EU operations (domestic and Community) accounted
for around 83% of total M& A with a European target during
2000-2001, and of thesealarge mgjority (78%) was conducted
within nationa borders. During the last two years, domestic
and Community M& A operationsboth targeted thesamemain
sectorsof activity, inorder of importance SIC 7, 3and 2. This
seemsto suggest that European companies’ acquisition strate-
giesarenot distorted to anoticeable extent by the presence of
national borders within the EU. It is however worth noting
that the share of M& A operations in the manufacturing sec-
tors SIC 2 and 3 remainshigher for Community than for domes-
ticdeals. Also noticeableisthe stronger (and increasing) weight
of operationsin SIC 4 (network industries) at the cross-bor-
der level compared to the domestic one.

GRAPH 14: M&A with a EU target: sectoral composition of domestic,
community and extra-EU operations
(percentage of number of operations of each type)
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Themgjority of extraEU M& A withaCommunity target also
took place in the same main sectors of activity (i.e. SIC7, 3
and 2). However, the ranking was different, with operations
originating outside the EU mainly targeting the SIC 3 man-
ufacturing sector, whileintra-EU deals were dominated by
the SIC 7 service sector. Generaly, the shareof industrial sec-
tors in extra-EU operations with a Community target was
higher (42% of total deals during 2000-01) than the compa-
rable figurefor intra-EU deals (32%).

Graph 15 showsthat by 1998 services had becomethe major
target of Community M& A operations. During 2000-2001,
the share of the services sectorsin Community operationshad
grown to about 65% of thetotal, only dightly below their share
of domestic deals (69% in the same period). The growth of
cross-border service providersmay bethe precursor of greater
integration of the markets concerned, which have so far
remai ned much more fragmented than the marketsfor goods.

6.3 Focus on the most targeted sectors

Thehotels, personal and business services sector (SIC 7) was
by far themost targeted one-digit sector, accounting for around
25% of total operationswith aCommunity target. M& A inthe
SIC 7 sector weredominated by the sub-sector “ Business serv-



GRAPH 15: Sectoral composition of the number of Community M&A operations
(1995-2001)
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ices’ (SIC 73). This experienced very high rates of growth
during the second half of the 1990sand, on itsown, accounted
for amost 21% of total M& A operations with a Community
target during 2000-2001 (Graph 16). By contrast, the second
most important sub-sector, wholesaedistribution (SIC 50 and
51) accounted for lessthan 6% of the total.

GRAPH 16: Composition of total deals with a EU target in SIC 7
(1995-2001)
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Within SIC 73, the most targeted sectors were respectively
software (SIC 7372) with 1381 deals in 2000-2001, infor-
mation retrieval services (SIC 7375) with 1341 M& Asand,
to alesser extent, other computer related services (SIC 7379)
and other business services (SIC 7389), al increasing their

TABLE 11: Targeted sector SIC 73 - Business services
(domestic and cross-border operations
with an EU target)

Targeted SIC4 Number % total business % total business|

sector 2000-2001 services services
(2000-01) (1998-99)

Pre-packaged SIC7372 1381 27% 26%

software

Information SIC7375 1341 26% 15%

retrieval services

Other computer SIC 7379 715 14% 10%

related services

Other business SIC 7389 496 10% 9%

services
Source: SDC - M&A.
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relative weight within the SIC 73 sub-sector compared to
the previoustwo years (Table 11)*.

Within the SIC 3 manufacturing sector, the most targeted
sub-sector was “Industrial machinery and equipment”
(SIC 35), accounting for 3,5% of total deals with a Com-
munity target during 2000-2001 (Table 12). Within this sub-
sector, of special relevance were M&A in Electronic com-
puters (SIC 3571), Other special industry machinery (SIC
3559) and Other general industry machinery (SIC 3569).

TABLE 12: Targeted sector SIC 35 - Industrial machinery
and equipment (domestic and cross-border
operations with an EU tar get)

Targeted SIC4 Number % total SIC 35% total SIC 35
sector 2000-2001  (2000-01) (1998-99)
Electronic SIC 3571 93 11% 7%
computers

Other special SIC 3559 7 9% 7%
industry machinery

Other general SIC 3569 72 8% %

industry machinery
Source: SDC - M&A.

6.4 Evidence of an EM U effect?

Wenow consider theevolution of M& A activity inthe bank-
ing and insurance sectors (SIC 60 to 64) to seeif thereis
evidence of an EMU effect.

During the period 1997-2000, M& A operations targeting
financial companiesfrom the euro-zone? grew at rates com-
parable to operations involving companies from the other
EU Member States (respectively 49% and 47%). The only
difference was that the growth pattern of M&A outside the
euro-zone was | ess stabl e than the one within the euro-zone,
falling in 1999 only to pick up again strongly in the follow-
ing year (Graph 17).

GRAPH 17: EMU effect in banking and insurance?
(SIC 60-64)
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These results differ from the observations made in the previous edition of this
supplement, astherevision of the database hasled to extensivereclassification
of dealsat thefour-digit level within SIC 73, notably from 7371 (Computer pro-
gramming services) to 7372 (pre-packaged software).

Although Greecejoined thefinal stage of EMU in 2001, operationstargeting Greek
companiesareincluded among those of the euro-zone from the outset, to account
for possible anticipation effects, which aremorelikely to be observedin thissec-
tor than at the level of the total. There are no changesin thetrend if Greeceis
included in the euro-zone only as of 2001.



On examining the individual components of the financial
services sector, wefind that bank mergers (SIC 60 - “ Depos-
itory institutions’) account for the largest part of the opera-
tionsin the sector within the euro-zone but arel atively small
part inthe other Member States (see graph 18). Thisisprob-
ably because banking has for a long time been more con-
centrated in Denmark, Sweden and the U.K. than in Ger-
many and Italy, for example, so that there is less scope for
further consolidation. Indeed, Italy al one accounted for 25%
of all operationsin this sector inthe EU in the period 1997-
2001, amuch higher proportion than its share of total M&A
activity.

GRAPH 18: EMU effect in banking and insurance?
(Number of deals 1997-2000)
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M& A operations in the depository institutions sub-sector
were characterised by a substantial difference according to
whether they took place within or outside the euro-zone:
whiletheformer experienced high ratesof growthintherun-
up to EMU and thefollowing year (about 39% growth between
1997-2000), the latter remained substantially stable (4%
growth). To test for some evidence of aEMU effect within
this sub-sector, we compare the evolution of M&A deals
within the euro-zone, distinguishing between domestic and
cross-border operations. Should wefind higher growth rates
of cross-border rather than domestic M&A, this could be
taken as a strong indication of an EMU effect to the extent
that cross-border M& A are evidence of a pan-European
restructuring of the financial services sector (see graph 19).

GRAPH 19: EMU effect on depository institutions?
(SIC 60)
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What isobservedisthat theincreasein the number of M&A
within the euro-zone before the launch of EMU and thefol-
lowing year wasin reality mainly driven by domestic M& A
activity, particularly in Germany and Italy. Consolidationin
the domestic banking industry may inturn have severd deter-
minants. In the case of anumber of Member States, restruc-
turing may largely be explained by the search for higher com-
petitivenessin highly fragmented sectors. To the extent that
it hasintensified the competitive pressure on domestic bank-
ing (or at least has created the expectation that thiswill occur),
the compl etion of the Economic and Monetary Union may
thus have contributed to the consolidation of the sector at
the domestic level.

A quitesimilar picture emergeswhen assessing the possible
impact of the EM U on consolidation in theinsurance sector.
Between 1998 and 2000 (i.e. the years where the anticipa
tion effects and the adjustment to new conditions can be
expected to be the largest), the number of M&A deals
concluded within the euro-zone increased considerably, as
opposed to a declining trend outside the euro-zone. Also
interestingly, M&A outside the euro-zone increased during
2001 despite the general economic slowdown.

Looking more closely at the geographical nature of M&A
within the euro-zone, the datashow that theincreasein M&A
activity intheinsurance sector resulted from ariseinthenum-
ber of domestic operations, whilethe number of cross-border
dealsactualy fell in the reference period (see graph 20).

Overdll, the effects of the implementation of the Economic
and Monetary Union on the restructuring of the financia sec-
tor areat best ambiguous. Indeed, in three of the other sub-sec-
torsof thefinancial servicescategory (“Non-depository insti-
tutions’ (SIC 61), “Security and commodity brokers’ (SIC
62) and“Insurance agents, brokersand services’ (SIC 64)), there
wasmoregrowthin M& A activity outsidethe euro-zonethan
within it during the reference period 1997-2000.

GRAPH 20: EMU effect on insurance?
(SIC63)
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Looking at another potentially EMU-sensitive sector, distri-
bution (wholesale and retail trade, SIC 50 to 59) we noticea
relatively highlevel of M&A activity both within and outside
the euro-zone® during the period 1997-2000, before the drop

3 Asinthe case of the banking and insurance sector, M& A operationsinvolving
Greek firms are considered part of the euro-zone.



of 2001 (Graph 21). Theonly significant differenceisthemuch
higher ratesof growthinretail trade M & A withintheeuro-zone
(about 89% growth between 1997-2000 compared to agrowth
of 28% outsidethe euro-zone). Ontheother hand, growth rates
of M& A inwhol esaletrade were comparableinthetwo areas
(about 27% during the same period).

GRAPH 21: EMU effect on wholesale and retail trade?
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Giventhat theimplementation of EMU hasdecreased trans-
action costs (notably through higher internationa pricetrans-
parency and the removal of exchange rate risks) and thus
opportunities for arbitrage within the euro-zone, we would
expect it to give aboost to cross-border operationsinthedis-
tribution sector, rather than to domestic operations.

Theinteresting result shownin Graph 22 isthat the high lev-
els of growth of M&A in distribution, both wholesale and
retail, have been driven to alarge extent by domestic oper-
ations, for which thetransaction costs effect of theeuro plays
asmaller role. Therefore, it seemsprobablethat EMU hasnot
played amagjor role in determining the level of M& A activ-
ity in the distribution sector as awhole.

GRAPH 22: M&A in wholesale and retail trade in the euro-zone

(number of deals)

W

/'
’,/ Ref

250
Wholesale domestic

200

Wholesale cross-border

Retail cross-borde;

5

100

1 1 1 1 1
1996 1997 1998 1999 2000

1995
Source: SDC-M&A.

2001

PART B: LARGEST DEALSIN 2000 AND 2001

1. Larger dealsat world level

Tables 13a and 13b show the most important deals for
2000 and 2001 at world level. Inthe 2000 world top ten, both
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TABLE 13a Larger dealsat world level in 2000
TSIC 2 Bid value

Target full name Bidder full name

in euros
(B
1 TimeWarner Inc (USA) AmericaOnlineInc (USA) 78 160,7
2 SmithKline Beecham Glaxo Wellcome PLC 28 74,9
PLC (UK) (UK)
3 Nortel Networks Corp  Shareholders (CAN) 37 65,5
(CAN)
4 Orange PLC France Telecom SA (FRA) 48 50,8
(Mannesmann AG) (UK)
5 Texaco Inc (USA) Chevron Corp (USA) 29 50,4
6 Liberty Media Group Shareholders (USA) 48 48,8
(AT&T) (USA)
7 Seagram Co Ltd (CAN) Vivendi SA (FRA) 78 42,2
8 SDL Inc (USA) JDS Uniphase Corp (USA) 37 41,6
9 JPMorgan & Colnc Chase Manhattan Corp 60 38,9
(USA) (USA)
10 Beijing Mobile ChinaMobileLtd (CHINA) 48 389

and Allied (CHINA)

TABLE 13b: Larger deals at world level in 2001
TSIC 2 Bid value

Target full name Bidder full name

in euros
(Bn)
1 AT&T Broad & Internet  Comcast Corp (USA) 48 85,1
(USA)
2 Hughes Electronics Corp EchoStar Comm. Corp 49 30,1
(GM) (USA) (UsA)
3 Compag Computer Corp Hewlett-Packard Co (USA) 36 284
(USA) (announced)
4 American General Corp  American Int. Group Inc 63 25,2
(UsA) (USA)
5 Dresdner Bank AG Allianz AG (GER) 60 22,5
(GER)
6 Immunex Corp (USA)  Amgen Inc (USA) 28 18,9
7 Conoco Inc (USA) Phillips Petroleum Co Inc 29 17,4
(USA)
8 Bank of Scotland PLC ~ Halifax Group PLC (UK) 60 16,7
(UK)
9 NextWave Telecom Inc  United States of America 48 15
(USA) (USA)
10 Wachovia Corp (USA)  First Union Corp (USA) 60 14,8

Source: SDC - M&A.

targets and bidders are quite diversified in terms of national -
ity but American operations remain predominant. The pre-
dominance of US operationsis more pronounced in 2001.

Thevalue of the operationsin 2000 wasvery large but remains
similar to the level of 1999, although the top-ranking oper-
ationin 2000 would have been only the second in 1999. For
2001, the value of the operations has decreased. The second
deal of 2001 would not appear in the 2000 top ten and would
have been only thefifteenth deal. Thelargest operation involv-
ingaCommunity enterpriseissecond in 2000 and only fifth
in 2001, whereasthe V odafone AirTouch/ Mannesmann deal
wasfirst in 1999.

In 2000, the tel ecommuni cations sector remained quite attrac-
tivebut lessthanin the previousyear. In 1999, this sector was




the object of seven of thelargest deals, including the record-
breaking V odaf one AirTouch/M annesmann merger, val ued
at €204.8 hillion.

Theother dedlsin 2000 arediversified. Thelargest deal (Time
Warner — AmericaOnline) concernsthe motion pictureindus-
try, asdoesthe deal between Seagram and Vivendi (7" deal).
The other sectors concerned are pharmaceuticals (SmithK -
line Beecham PLC — Glaxo Wellcome PLC), oil (Texaco—
Chevron), transportation systems (SDL Inc—JDS Uniphase
Corp ) and banking (JP Morgan — Chase Manhattan Corp)

In 2001, the financial services sector (SIC 60 and 63) was
the most active with 4 dealsn the top ten. The other sectors
are pharmaceuticals, el ectronics, telecommunications, com-
puter hardware and oil. However, these was a decrease in
the values of dealsin conformity with the trend observed
inPart A.

In the basis of the fifty largest deals of each year between
1998 and 2001 (aggregated representing 200 largest deals
- see Graph 23), the tel ecommuni cati ons sector has been the
most important targeted sector both in number (49 largest
deals) and value (€ 1312.7 billion), followed by the bank-
ing sector at some distance (36 deals and atotal value of €
685,4 bn). There have also been important mergersin the
chemicals (including pharmaceuticals), el ectricity and gas,
computer hardware and insurance. The other sectors rep-
resent 67 major operationsin 25 different sectors, for atotal
amount of € 1210 billion (lessthan the telecommunications
sector).

GRAPH 23: Sectors of the 50 largest deals of each year between 1998 and 2001
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2. Larger dealsinvolving Community enterprises

Tables 14aand 14b show the most important deals for 2000
and 2001 whereaCommunity enterprisewastarget or bidder.

In 2000, the largest deal involving a Community enterprise
was the deal between SmithKline Beecham PLC and Glaxo
WellcomePLC, both UK enterprises, for € 74.5billioninthe
pharmaceutical sector. The second largest was the deal
between Orange/Mannesman PLC (UK) and France Télécom
(FRA). The main targeted sector was the telecommunica-
tions sector with 3 deals amongst the 10 largest deals for a
total amount of € 96.9 bn.
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TABLE 14a Larger dealsat world level in 2000
TSIC 2 Bid value

Target full name Bidder full name

in euros
(Bn)
1 SmithKline Beecham Glaxo Wellcome PLC 28 74,9
PLC (UK) (UK)
2 OrangePLC France Telecom SA (FRA) 48 50,8
(Mannesmann AG) (UK)
3 Seagram Co Ltd (CAN) Vivendi SA (FRA) 78 42,2
4 VoiceStream Wireless  Deutsche Telekom AG 48 30,8
Corp (USA) (GER)
5 Bestfoods (USA) Unilever PLC (UK) 20 27,6
6 Allied Zurich PLC (UK) Zurich Allied AG (SW1) 63 20,4
7 Granada Compass PLC  Shareholders (UK) 70 19,1
(UK)
8 Seat Pagine Gidle SPA  Tin.it (ITA) 27 18,8
(ITA)
9 Airtel SA (ESP) Vodafone AirTouch PLC 48 15,3
(UK)
10 Iberdrola SA (ESP) Endesa SA (ESP) 49 15,2

TABLE 14b: Larger deals at world level in 2001
TSIC 2 Bid value

Target full name Bidder full name

in euros
(Bm
1 Dresdner Bank AG Allianz AG (GER) 60 22,5
(GER)
2 Bank of Scotland PLC ~ Halifax Group PLC (UK) 60 16,7
(UK)
3 Fortis(NL)NV (NED) Fortis (BEL) 63 13,6
4 Billiton PLC (UK) BHP Ltd (Australia) 10 12,8
5 BT WirelessPlc (UK)  Shareholders (UK) 48 12,6
6 DeBeersMinesLtd DB Investments (UK) 14 12,1
(SAF)
7 USA Networks Inc (USA) Vivendi Universal SA (FRA) 48 12
8 France Telecom SA France Telecom SA (FRA) 48 11,6
(FRA)
9 American Water Works RWE AG (GER) 48 8,5
Co Inc (USA)
10 PowerGen PLC (UK) E.On AG (GER) 49 8,2

Source: SDC - M&A.

In 2001, the tel ecommuni cations sector accounted again for
the largest number of the top deals. These 4 operations rep-
resent an amount of € 44.7 billion. By contrast, in 1999 the
first deal —Mannesmann/V odafone—accounted for € 204.8 bn
and this deal was also the largest at world level.

Thefinancial servicessector remainsquiteimportant with the
3largest dealsat EU level in 2001. However, this sector no
longer represents the largest share of major EU operations,
asit did hitherto. The operations in this sector are mainly
domestic operations. Theother sectorsincluded inthelist are:
eectricity, chemicals and mining.

At EU level, we observe the same decrease in the value of
thedealsasat theworldlevel. Thelargest deal in 2001 would
be only the sixthin 2000. Only thefirst and the second deals
of 2001 would appear in the 2000 top ten.



PART C: COMMUNITY CONTROL
OF MERGERS

1. Overview

By the end of 2001, atotal of 1908 mergers had been noti-
fied to the Commission under the Merger Regulation* since
it came into force on 21 September 1990 (see Table 15).
53 of thesewerefoundtofal whally or partly outside the scope
of the Regulation and 77 were later withdrawn.

The number of notificationsrose every year between 1993
and 2000, when it reached 345. There was aslight decline
t0335in 2001, asaresult of aconsiderablereductioninthe
number of casesin the telecommunications and media sec-
tors (from 65 in 2000 to just 4 in 2001). The number of
notifiable casesisvery small in comparisonwithtotal M& A
activity, because of the narrow scope of the Merger Regu-
lation, which only affects mergers involving very large
firmsand excludes mergers between firmswhich each obtain
more than two-thirds of their turnover in the same Member
State.

The Regulation provides for examination of mergersin
two phases. In the first phase, after determining that
the operation falls within the scope of the Regulation,
the Commission must decide either that it does not raise
serious doubts as to its effect on the conditions of compe-
tition (Article 6(1)(b)) or that there are serious doubts neces-
sitating the more detailed analysis of Phase 2 (Article
6(1)(c)). A total of 1660 mergers were cleared in Phase 1,
although in 86 of these cases the Commission only gave
its approval after the parties had committed themselves to
measures designed to eliminate potential harm to the condi-
tions of competition.

The Phase 2 procedure was completed in 95 cases. In 20 of
these the Commission decided on closer ex-amination that
therewere no serious competition problems, whilein 57 cases
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the competition problems were resolved when the parties
offered appropriate remedies. 18 mergers were forbidden,
less than 1% of the total number of cases. These were:

» Aérospatiale/De Havilland (1991),

* MSG Media Service (1994),

* Nordic Satellite Distribution (1995),

* RTL/Veronica/Endemol (1995),
 Gencor/Lonrho (1996),

» Kesko/Tuko (1996),

« Saint Gobain/Wacker Chemie/NOM (1996),
* Blokker/Toys’ R’ Us(1997),

* Bertelsmann/Kirch/Premiere (1998),

* Deutsche Telekom/Betaresearch (1998),
« Airtours/First Choice (1999),

« VVolvo/Scania (2000),

* MCI Worldcom/Sprint (2000),

» SCA/METSA Tissue (2001),

 General Electric/Honeywell (2001),

* Schneider/Legrand (2001),

» CVCJ/Lenzing (2001),

* TetraLaval/Sidel (2001).

2. Sectoral distribution of cases

In the two years 2000-2001, industry accounted for 51% of
the cases dealt with under the Merger Regulation and serv-
icesfor 47% (Table 16). Mergersof industrial firmsare more
likely to fall within the scope of the Merger Regulation than
service sector mergers, becauseindustrial companiesareon
average larger and they are more often multinational. Con-
sequently, the sectoral distribution of Merger Regulation
casesdoesnot reflect that of overall M& A activity, where serv-
ices account for 62% of all operationsinvolving EU firms,
whether asbiddersor targets’. Neverthel ess, the share of the

TABLE 15: Notifications and decisions under the Merger Regulation
1990-1994 1995 1996 1997 1998 1999 2000 2001 TOTAL

Cases notified 288 110 131 172 235 292 345 335 1908
Notifications withdrawn 11 4 6 9 9 12 14 12 7
Cases on which a final decision was taken* 274 109 125 134 235 268 341 334 1820
of which:
Article 6.1a (outside scope of Regulation) 25 9 6 4 6 1 1 1 53
Article 6.1b (Phase 1 clearance) without undertakings 222 90 109 118 207 236 293 299 1574
Article 6.1b (Phase 1 clearance) with undertakings 9 3 0 2 12 19 28 13 86
Article 9 (full referral to national authorities) 1 0 3 1 1 3 12
Article 8.2 (clearance) without undertakings 5 2 1 1 3 0 5 20
Article 8.2 (clearance) with undertakings 10 3 3 7 4 8 12 10 57
Article 8.3 (prohibition) 2 2 & 1 2 1 2 5 18
1 Not all notifications were the subject of a decision or withdrawal in the same year. In two cases where mergers had already taken place,

supplementary decisions were taken to require the restoration of effective competition. These decisions are not included here.
Source: DG COMP.

4 Council Regulation (EEC) no. 4064/89 of 21 December 1989, OJ L395 of
30.12.1989, asamended by Council Regulation (EC) no. 1310/97 of 30 June 1997,
0JL180of 9.7.1997.

5 Inthissection, electricity and gas are classified asindustrial sectors, following
normal European practice. Inthe SIC classification used by SDC, they aretreated
as service sectors.



TABLE 16: Sectoral breakdown of cases decided under the

Merger Regulation in the period 2000-2001

and comparison with deals recorded by SDC

% of casesdecided % of mergers
under the Regulation recorded in SDC*
Agriculture, forestry, fisheries 04 0,6
Industry of which: 51,3 34,9
Chemicas 8,7 3,6
Electrical and optical equipment 8,6 51
Electricity and gas 53 28
Motor vehicles and parts 49 1,0
Food products 41 3,6
Mechanical engineering 33 30
Other transport equipment 31 0,7
Other metal goods 2,8 2,8
Paper 25 1,0
Rubber and plastic products 16 1,4
Non-metal mineral products 15 15
Extraction of crude petroleum
and natural gas 0,7 0,8
Mining and quarrying 0,7 05
Publishing, printing, recorded media 0,7 31
Construction 16 2,0
Services of which: 46,7 62,5
Post and telecommunications 11,4 2,6
Business services 8,6 25,6
Banking, financial services 4,3 4.4
Wholesale distribution 4,3 54
Insurance and pension funding 34 2,3
Supporting and auxiliary transport
services, travel agencies, tour operators 3,3 1,2
Retail distribution 24 33
Recreational and cultural 24 32
Air transport 12 0,8
Sale, maintenance of motor vehicles,
sale of motor fuel 12 0,7
Land transport 09 1,6
1 All operations involving a firm based in the EU, either as bidder or as
target, including national operations.

Source: gDGCECFIN calculations from information provided by DG COMP,

service sectors in Merger Regulation cases has increased
considerably since 1990.

Notifiable operations are heavily concentrated in sectors
where the average size of firmsisvery large, such as chem-
icals, electrical and optical equipment, the energy sector and
telecommunications.

As a consequence of privatisation and liberalisation, the
number of cases in the network industries continues to
increase steeply, as it has done since 1995. In 2000-2001,
post and telecommunications accounted for over 11%
of all cases, while electricity and gas accounted for a
further 5%.

In the last two years there has been avery sharp rise in the
number of cases arising in the business services sector.
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58 mergers were natified in this sector (nearly 9% of the
total), compared to only 27 in the previousten years. Many
of these cases are related to information and communication
technologies and involve large software or telecommunica-
tionsfirms.

3. Some major casesin 2000-2001

In 2000 the Commission examined itsfirst major merger case
in the electricity sector, the merger between the German
electricity companies Veba and Viag. In order to ensure
that competitionin therecently liberalised German electricity
market would not be impeded by a dominant duopoly
between V eba/Viag and their biggest competitor RWE, the
operation was approved only on condition that numerous
holdings, especially in the eastern part of Germany, would
be divested, thus severing important links between the two
new groups. VEAG, a major electricity producer jointly
controlled by the duopolists, wastransformed into aninde-
pendent competitor. The undertakings also provided for
improvements to the rules governing access to the trans-
mission network operated by the two leading groups. In
dealing with the case, the Commission cooperated closely
with the German Bundeskartellamt, which wasinvestigat-
ing the parallel merger of RWE and VEW and cleared it
under similar conditions.

The Commission also imposed conditions on the merger
between TotalFina and EIf Aquitaine, which would have
risked impeding effective competition on several product
marketsin France. Theseincluded the wholesale market in
domestic heating fuel, the retail market in liquefied petro-
leum gases (LPG) and the sale of motor fuel on French
motorways. The parties were required to sell a large
proportion of their transport and storage assets in order to
allow non-integrated producers to remain competitive in
theretail market for domestic heating fuel and for LPG and
thus exert downward pressure on prices. On the market for
motor fuel on motorways, the required divestment of
70 petrol stationswill preserve conditions of effective com-
petition and allow the entry of alargeretail operator (Car-
refour) into a sector traditionally monopolised by energy
groups.

In the motor vehicle sector, the Commission forbade the
Volvo/Scania merger in 2000. The Commission found that,
because of differencesin technical requirements and pur-
chasing habits, as well as significant price discrimination
even between neighbouring countries, markets for heavy
trucks and buses are still national in scope. The Commis-
sion’ sinvestigation reveal ed that the merged entity would
have had a market share of 90 % in Sweden and between
50% and 70 % in Ireland, Norway and Finland. The merger
was regarded as particularly dangerous for competition
because Volvo and Scania were each other’ s closest com-
petitors.

Another merger forbidden in 2000 was that between the
two US telecommuni cations companies M Cl WorldCom and
Sprint. The Commission considered that it would have cre-
ated adominant position on the market for the provision of
top-level or universal Internet connectivity. Theinvestiga-



tion showed that, although the share of intra-European traf-
ficin total Internet traffic was increasing, even the largest
European Internet connectivity providers were still very
dependent on thetop-level (American) providersfor global
connectivity and were unableto place any competitive con-
straint on the top-level providers. The Commission there-
fore took the view that the Internet still has a hierarchical
structure and the relevant market for the purposes of the
assessment of the case was the market for the provision of
top-level or universal Internet connectivity. MCIl WorldCom
was the leading firm in that market, while Sprint was one
of itsmain competitors. The Commission concluded that the
merger would create adominant position and that, given the
hierarchical structure of the Internet and the global nature
of the market, this would have affected consumers every-
whereintheworld. The European Commission andthe US
Department of Justice dealt with this case in parallel. In
accordance with the bilateral agreement between the EU
and the USA, the two authorities conducted independent and
separate investigations but there was close cooperation
between them.

Another major case in the telecommunications sector in
2000 was the Vodafone/Mannesman merger, which raised
competition concerns on the emerging market for pan-Euro-
pean seaml ess mobiletel ephony services. The provision of
these services is heavily dependent on the ability of oper-
atorstolocatetheir customers precisely when thelatter are
beyond the reach of their own network. The Commission
investigation showed that thereis an emerging demand for
such services from internationally mobile customers, in
particular large corporations. The merger would givethe new
entity aunique footprint in the common market, with sole
control of mobile operators in eight Member States and
joint control in three. It appeared that the merged entity
would bein aunigue position to build an integrated network
and offer advanced seamless pan-European services. On
the other hand, the merged entity’ s competitors, because of
their fragmented footprints, would not be able to duplicate
this in the short or medium term. The merger was finally
cleared after the parties undertook to give other mobile
operators the possibility of providing pan-European
advanced seamless services to their customers by using
the integrated network of the merged entity. However,
because of the rapid changes in the mobile telephony sec-
tor, notably the award of UMTS licences and the fact that
competitorswill inall likelihood try to build up alternative
infrastructure, this undertaking was limited to a period of
three years.

In the America Online Inc (AOL)/Time Warner case of
2000, the Commission was concerned that the merged entity
would have controlled the leading source of music pub-
lishing rightsin Europe. AOL istheleading I nternet access
provider (I1SP) inthe US and the only | SP with a pan-Euro-
pean presence. Time Warner is one of the world’ s biggest
media and entertainment companies with interestsin tele-
vision networks, magazines and book publishing, music,
filmed entertainment and cable networks. The concentra-
tion created the first vertically integrated Internet content
provider. Because of AOL’ sstructural and contractual links
with the publisher Bertelsmann, the new entity could also
have preferred accessto Bertel smann’ s content and, in par-
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ticular, toitslargemusic library. Asaresult, the new com-
pany would have controlled the leading source of music
publishing rightsin Europe, amarket of which onethirdis
held by Time Warner and Bertel smann together. The Com-
mission therefore considered that the new entity would have
become dominant in the emerging market for Internet music
delivery online by becoming a’ gatekeeper’ and thusbeing
able to dictate the conditions for the distribution of audio
filesover the Internet. It would also have been possible for
the new entity to format Time Warner’ sand Bertelsmann’s
music in such away asto be compatible only with AOL’s
music player (Winamp), but not with competing
music players. On the other hand Winamp would have been
able to play the music of competing record companies,
which generally use non-proprietary formats. The new entity
would thus also have been able to impose Winamp as the
dominant music player. The Commission was able to
approve the transaction thanks to a package of commit-
mentsaimed principally at severing thelinks between Ber-
telsmann and AOL.

The most controversial case of the year 2001 was the pro-
posed merger of General Electric (GE) and Honeywell. The
Commission considered that GE alone already had adom-
inant position in the marketsfor jet enginesfor large com-
mercial and large regional aircraft. Its strong market posi-
tion combined with itsfinancial strength and vertical inte-
grationinto aircraft |easing were among thefactorsthat led
to the finding of GE’s dominance in these markets. The
investigation also showed that Honeywell is the leading
supplier of avionics and non-avionics products, as well as
of engines for corporate jets and of engine starters (a key
input in the manufacturing of engines). The Commission
came to the conclusion that the combination of the two
companies’ activities would have resulted in the creation
of dominant positionsinthe marketsfor the supply of avion-
ics, non-avionics and corporate jet engines and would also
strengthen GE’ s existing dominant positionsin jet engines
for large commercial and regional aircraft. These effects
would haveresulted from horizontal overlapsin some mar-
kets, aswell as the extension of GE’sfinancial power and
vertical integration to Honeywell’ s activities and the com-
bination of thetwo firms’ complementary products. Given
the nature of the competition concerns resulting from the
proposed merger and the fact that the GE was unable to
propose undertakings that would have removed all com-
petition concerns, the Commission had no choice but pro-
hibit the merger.

Another merger forbidden in 2001 was that between the
French electrical equipment makers Schneider and Legrand.
Schneider’s public takeover offer for Legrand was
announced before the operation was notified to the Com-
mission and the takeover was completed before the Com-
mission was ableto takeitsfinal decision. Themain effects
of the merger on competition relate to low-voltage electri-
cal equipment, i.e. all the systems used for electricity dis-
tribution and the control of electrical circuits in homes,
offices or factories. The Commission’ sinvestigation showed
that the two companies have very high combined market
shares in several national markets for electrical switch-
boards, wiring accessories (in particular, sockets and
switches and fixing and connecting equipment) and certain



productsfor industrial use (industrial pushbuttonsand low-
voltage transformers) or for more specific applications (for
example, emergency lighting). In France, the merger gave
riseto particularly serious problemsover virtually thewhole
range of products concerned and would, in most cases, have
resulted in the strengthening of adominant position. Com-
petition problemswere also identified in Denmark, Spain,
Greece, Italy, Portugal and the United Kingdom. Sincethe
takeover had already been carried out, the Commission had
to examine the practical arrangements for separating the
two companiesto ensure that effective competition would
be restored. In January 2002, the Commission announced
that Schneider would not be allowed to retain more than
5% of Legrand’s shares, as a higher stake would reduce
Schneider’ s incentive to compete actively with Legrand.
The Commission also considered that the restoration of
effective competition requires Legrand to be kept intact
and not dismantled. However, the Commission left Schnei-
der free to choose the form and legal arrangements for the
separation.

In the electricity sector, the Commission investigated two
mergers concerning the state-owned Electricité de France
(EDF) in 2001. The first of these cases concerned EDF's
acquisition of joint control over Energie Baden-Wirttem-
berg (EnBW), Germany’s fourth largest electricity com-
pany. The Commission identified competition problemsin
the French market for supply of electricity to eligible cus-
tomers. Eligible customersin France are industrial clients
which consume more than 16 gigawatt-hour/year
(GWhlyear) and are free to chose their electricity supplier
according to French and Community law. Theinvestigation
concluded that EDF enjoyed a dominant position in this
market, with a market share of approximately 90%. By
acquiring joint control EnBW, EDF could not only elimi-
nate asignificant potential competitor but also increaseits
potential for retaliation in Germany and would thusbecome
less exposed to competition from other German compa-
nies. The Commission’s investigation also showed that
EnBW hasacontrolling stakeinWATT AG, amajor Swiss
electricity producer, while EDF has traditionally enjoyed
aclosecommercial relationship with ATEL, another impor-
tant player in the Swiss el ectricity market. This meansthat
through its shareholding in EnBW, EDF would also con-
siderably strengthen its foothold in Switzerland and elim-
inate WATT as apotential competitor on the French mar-
ket. Finally, the transaction would also significantly
contribute to EDF’ s outstanding position as a Pan-Euro-
pean supplier. In order to solve the competition concerns
identified by the Commission, EDF submitted commit-
ments regarding access to generation capacity in France,
the French hydroel ectric generator CNR and EnBW' s par-
ticipation in WATT. In particular, EDF agreed to make
availableto competitors 6,000 MW of generation capacity
located in France. Access to this capacity will be granted
by means of auctions conducted by EDF under the super-
vision of atrustee. This undertaking will have an initial
duration of fiveyearsto allow alternative supply sourcesto
devel op but can be extended by the Commission. The Com-
mission considered that the commitments offered by EDF
would eliminate the strengthening of EDF's dominant
position.

-19-

The Commission al so authorised, subject to conditions, the
acquisition of joint control over the Spanish electricity com-
pany Hidroeléctrica del Cantabrico (Hidrocantabrico) by
Spanish Grupo Villar Mir and EnBW. Asinitially notified
to the Commission, the operation would have led to the
strengthening of the existing collective dominant position
of Endesa and Iberdrola on the Spanish wholesale elec-
tricity market by weakening potential competition from
imports. In the Commission’s opinion, having gained a
foothold in Spain through EnBW and with accessto Hidro-
cantabrico’ ssignificant el ectricity generation capacity, EDF
would have no incentive to increase its exportsto Spain. It
would therefore belikely to resist any increasein the com-
mercial capacity of theinterconnector which transmitselec-
tricity across the Pyrenees. Capacity on the French-Span-
ish interconnector is already scarce, creating a barrier to
Spanish electricity imports and resulting in the market’'s
isolation from other continental electricity markets to the
detriment of customers. To eliminate these concerns, EDF
and the operator of the French electricity grid, RTE, under-
took to increase the commercial capacity of the intercon-
nector between France and Spain substantially, thereby cre-
ating the conditionsfor greater electricity tradeto and from
Spain to the benefit of Spanish customers.
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Principal economic policy measures—November 2001

Community (EU-15)
8.11. The Governing Council of the ECB decides

« to reduce the minimum bid rate on the main refinancing operationsby 0.5 per-
centage points to 3.25 % (effective 14 November);

« to reduce the interest rate on the marginal lending facility and on the deposit
facility by 0.5 percentage pointsto 4.25 % and 2.25 %, respectively (effective
9 November).

Belgium (B)

8.11. The Prime Minister detailsthe social plan accompanying the SABENA
bankruptcy. Thetotal cost should amount to around BEF 15.6 billion, which
will be paid by the “Fonds de fermeture des entreprises’ and by the ONEM
(Office national del’ Emploi). BEF 4 billion will have to come from the 2001,
2002 and 2003 government budgets. Thesefiguresareindicationsbased on the
assumption of theloss of 5 100 full-timejobs.

Denmark (DK)

8.11. Following the ECB, the Nationalbank lowers the repo rate by 50 basis
pointsto 3.60% and the discount rate by 50 basis pointsto 3.25%.

Germany (D)
None.

Greece (EL)
None.

Spain (E)

None.

France (F)
None.

Ireland (IRL)

15.11. The Abridged Estimates are published, containing planned voted expen-
diture for 2002. Anincrease of 8.2% over the likely outturn for 2001 is envi-
saged, two-thirds of which go to the areas of health and education. The Abrid-
ged Estimates are subject to revision inthe budget, to be published on 5 Decem-
ber.

26.11. The Government publishes its health strategy covering the next 7 to
10years. Its121 actionsareaimed at, inter alia, reducing hospital waiting lists,
developing primary care into around-the-clock integrated community-based
service and reforming the planning and funding processes. In 2001 prices,
implementation of the strategy is estimated to cost just over |EP 10 billion
(about 11% of nominal GDP), of which IEP 6.1 billionisfor capital spending
(in addition to the health-related fundsin the National Devel opment Plan 2000
2006) and |EP 4 billion for current spending.

Italy (1)

15.11. Italy submitsthe update of its stability programmewhich coversthe per-
iod 2001-2005. The general government budget deficit is projected at 1.1% of
GDPin 2001, 0.3 percentage points higher than in the last update. The targets
for thefollowing years are confirmed. In particular, the budget is projected to
be balanced from 2003 onward.

Luxembourg (L)

30.11. The 2001 update to the stability programme of Luxembourg is sent to
the Commission. According to thisupdate, the general government surplus, which
amounted to arecord 6.2% of GDP in 2000, should decline significantly, due
to slower growth in activity in 2001 and 2002, to tax cutsin both yearsaswell
as fast rising expenditure. The surplus should, however, remain substantial,
amounting to 4.1% of GDP in 2001 and 2.8% in 2002 before rising again to
3.1%in 2003 and 3.4% in 2004.

Netherlands (NL)
None.
Austria (A)

27.11. The Council of Ministersapprovesthe 2001 update of the stability pro-
gramme, extending to 2005. It remains virtually unchanged from its prede-
cessor, foreseeing budgetary balancein 2002 and 2003, and asmall surplusin
2004 which increasesto 0.5% of GDP in 2005.

Portugal (P)

9.11. The Council of Ministers decides to raise the minimum wage by 4.1%
in 2002 (attaining € 348 per month).

29.11. The second corrective budget of the year is approved (the first wasin
June). It increases the debt ceiling to offset the shortfall in tax revenue. On a
national accounts basis, it should not have an impact on the general govern-
ment deficit.

Finland (FIN)

13.11. The government proposes to raise unemployment benefits for the year
2002. The government agreed to lift benefits by atotal of € 1.3 aday starting
from 1 March 2002. The government also decides to propose € 25 million of
extrafunding for lowering unemployment in 2002. The additional appropria-
tion is proposed to be used for active labour market policies and is estimated
to improve employment by 3 000 persons. These two measures increase cen-
tral government spending by € 0.2 billion (or 0.1% of GDP) in 2002.

22.11. The government approvesthe 2001 update of the stability programme.
The programme, extending to 2004, foresees a central government surplus of
just under 2% of GDPin 2001 (compared with asurplus of 3.5% in 2000) and
asharp decreaseto 0.3%in 2002 while even adeficit is projected for 2003 and
abalanced budget for 2004. General government surpluses are still projected
at 43/,% of GDP in 2001 (2000: 6.9%) and above 2% in 2002-04. General
government debt is estimated to decline from 44.0% of GDP at end-2000 to
41.8% at end-2004. The economic projectionsforesee growth of only 0.6%in
2001 accelerating to 1.6%in 2002, 2.7%in 2003 and 3.0% in 2004. Following
proposalsof thereal incometax reductionsof 1.8% of GDPfor 2000-02, atar-
get of the government programme of income tax relief of € 1.7-1.9 hillion is
exceeded before the end of the term of the government in 2003.

Sweden (S)

9.11. The government approves the 2001 update of the convergence pro-
gramme. The programme, extending to 2004, foresees a general government
surplus of 4.6% of GDP in 2001 (compared with a surplus of 4.1% in 2000)
and a lower surpluses of 2.1% in 2002, 2.2% in 2003 and 2.3% of GDP in
2004. General government debt is estimated to decline from 55.6% of GDP at
end-2000 to 45.2% at end-2004. The economic projections foresee growth of
1.7% in 2001 accelerating to 2.4% in 2002, 2.6% in 2003 and 2.3% in 2004.

12.11. The government decides on the guidelinesto be followed by the Swe-
dish National Debt Office in managing the central government debt in 2002.
The foreign currency debt isto be amortised by SEK 15 billion in 2002. The
National Debt Officewill beallowed to deviate SEK 15 billion above or below
the stated amortisation rate. The Government lowered the level of amortisa-
tion this past summer to cut the costs of debt management from SEK 35 bil-
lionto SEK 25 billion. Thereduction wasmadein view of the weakness of the
krona. The same reason is behind the decision on the 2002 guidelines.

United Kingdom (UK)

8.11. The Bank of England’s Monetary Policy Committee votesto reduce the
repo rate by 0.5% to 4%.

27.11. The Chancellor makes his Pre-Budget Statement to Parliament and
announces

—aguaranteed cash risein the state pensions up to 2003-2004 and an indexed
rise thereafter

—apensions credit from 2003 to specifically assist pensioners on alow ave-
rage income

— guaranteed minimum winter fuel allowance for pensioners throughout term
of current parliament

—a"“one off” boost to health spending of GBP 1 hillion in 2002-2003

— proposal for measuresto rai se productivity and aid research and devel opment
—proposal for tax incentives to encourage people back into employment

— consideration of long-term funding for the health service

The announced, and costed, measuresimply a stimulus equivalent to 0.2% of
GDPinafull year.

Price (excluding VAT) in Luxembourg

EUR
Single copy 10
© European Communities, 2001
Series A — Economic trends (10 issues per year) 48 Printed in Belgium
Series B — Business and consumer survey results (11 issues per year) 51
Series C — Economic reform monitor (4 issues per year) 25 http://europa.eu.int/comm/economy_finance

*

x OFFICE FOR OFFICIAL PUBLICATIONS

= ** OF THE EUROPEAN COMMUNITIES
*

*

Ex

*
*
*

9

KC-AS-01-012-EN-C

* 4 % L-2985 Luxembourg



