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Abstract

In previous work (Feinberg and Round, 2005), little evidence of share-price
response to Australian price-fixing investigations was found. However, these
investigations often involve a small part of a company’s operations and
antitrust penalties have tended to be relatively small; in fact, some weak support
was found for a greater response by investors when penalties were expected to
be more significant. Mergers, on the other hand, clearly represent a much more
significant event, and we would anticipate a clearer share-price response both
to announced mergers and to associated antitrust challenges. While such
studies have been done in other countries (primarily for the US), we know of
no prior research of this sort for Australia. In this paper we focus on a sample
of about 50 mergers and acquisitions involving Australian companies from
1996-2003, examining the impact on share prices of the announcement of these
mergers both on the firms involved and on rival firms. For those which were
challenged by the Australian antitrust enforcers, we also consider the impact of
the announcement of such a challenge.
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[. Introduction

In previous work (Feinberg and Round, 2005), little evidence of share-price
response to Australian price-fixing investigations was found. However, these investigations
often involve a small part of a company’s operations and antitrust penalties have tended to be
relatively small; in fact, some weak support was found for a greater response by investors
when penalties were expected to be more significant. Mergers, on the other hand, clearly
represent a much more significant event, and we would anticipate a clearer share-price
response both to announced mergers and to associated antitrust challenges. While such
studies have been done in other countries - primarily for the US (for recent examples, see
Harris and Ravenscraft (1991), Andrade et al (2002), and Bruner (2002)) - we know of no
prior research of this sort for Australia.

Feinberg and Round (2005) is the first study to statistically examine the impact of
antitrust enforcement in Australia. As the authors point out, prior to 1974 firms were largely
unregulated by competition law. As Australia began antitrust enforcement penalties were first
relatively weak, but they have been increasing of late, showing a gradual maturation of the
regulatory system. This being the case, it should be interesting to examine the impacts of
merger announcements of Australian firms. There is a well-established baseline to compare
our findings with U.S. and European merger impacts. Several aspects of the results should
provide useful comparison.

e Comparison of Australian merger impacts (investor reactions) to those in parts

of the world with more mature antitrust enforcement

e Comparison of Australian domestic versus cross-border merger impacts



e Comparison of the impacts of mergers at the time of the merger announcement
versus the time of the merger is raised with the Australian Competition and
Consumer Commission (ACCC) (if raised) for both domestic and cross-border
mergers

e Comparison of investor reactions to mergers that end up being raised with
ACCC versus those that do not

e Review of the abnormal returns of rival firms as a result of the merger

announcements.

[I. The Australian enforcement context

Until 1974, when the Trade Practices Act was introduced, Australian firms were
not subject to any statutory merger regulation process. When introduced, section 50 of the
Trade Practices Act was written to prohibit mergers based on the substantial lessening of
competition (SLC) test, which was changed to the dominance test in 1977 and then back to
the SLC test in 1993 (Fels 2002).! As a result, implementation of section 50 has taken a slow
maturation process, and according to Williams and Woodbridge (2001) the first 25 years of
the statutory process were not especially effective. Based on their analysis, the lack of
compulsory notification of mergers has led to the development of an informal regulatory
process. They also find that this informal process has been responsible for the extraction by
the regulator of undertakings (modifications or conditions placed on mergers), and for the

lack of formal precedent being established. While the undertakings are important to the

! For a discussion of the SLC and dominance tests, see the European Commission’s (2001) “Green Paper on the
Review of Council Regulation (EEC) No 4064/89,” or Fels (2002) for summary arguments. For a discussion of
the change from one to the other and back again, see Round, Tustin, and Round (2005).



efficiency of proposed merger outcomes, the lack of formal precedent could be seen to hinder
the development of a clear approval process.

On the other hand, Fels (2002), who was Chairman of the ACCC from 1991 to
2003, views the informal process as helpful because it allows the ACCC to provide timely
assessments of merger proposals. This is particularly true since the ACCC implemented its
Merger Guidelines in 1996. Regardless of how it is viewed, the informal process does seem
to prevent both litigation and formal applications for authorization (a process available under
the Act in which mergers are approved if their anti-competitive detriment is outweighed by
the resulting public benefits). Williams and Woodbridge (2001) pointed out that only four
mergers had been litigated to judgment since 1974. Additionally, only eight formal
applications for authorization took place in the more recent period 1995-2001. This compares
to over 100 annual notifications to the ACCC through the informal process. Anecdotal
evidence suggests that firms seem to prefer the informal process because it is shorter than
any legislative method, and it can help the firms reduce the likelihood of disclosing their
intentions to other potential bidders.’

It appears that the ACCC has developed a system utilizing both formal and informal
processes that allows it to provide a timely regulatory response to merger proposals. There is
however a reasonable question to be asked about the consistency of judgments based on
conditions requested through an informal process and a resulting lack of legal precedent. We
would expect that merging firms would choose to adhere to the informal process in order to
avoid the more uncertain and lengthy formal process, and also to avoid risking any efficiency

gains that may be based on the timing of the merger. At the same time, investors should be

% This same finding was made by the Dawson Committee (2003) in its recent review of the Act which described
the merger authorization process as “commercially unrealistic”.
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Appendix Tables

Appendix Table 1 - Domestic Mergers

Merger Raised with
Acquiror Name Target Name Announcement ACCC

Mobil Exploration & Producingt ~ Ampolex Ltd 14-Feb-1996 NA
KPN(Australia)Ltd(KPN) t TNT Ltd 1-Oct-1996 NA
St George Bank Ltd Advance Bank Australia Ltd 14-Oct-1996 25-0ct-96
Westpac Banking Corp Bank of Melbourne Ltd 2-Apr-1997 NA
AMP Ltd? GIO Australia Holdings Ltd 24-Aug-1998 NA
Commonwealth Bank of Australia Colonial Ltd 9-Mar-2000 NA
National Australia Bank Ltd MLC Ltd(Lend Lease Corp Ltd)t 10-Apr-2000 26-Jun-00
Shell Australia Ltdt Woodside Petroleum Ltd 18-May-2000 7-Feb-01
Rio Tinto Ltd North Ltd 23-Jun-2000 NA
Wesfarmers Ltd Franked Income Fund 13-Feb-2001 20-Jul-01
Mayne Nickless Ltd FH Faulding & Co Ltd 31-May-2001 NA
Wesfarmers Ltd Howard Smith Ltd 12-Jun-2001 NA
Insurance Australia Group Ltd CGU Ins AU Ltd,NZ Ins Co Ltdt 18-Oct-2002 28-Nov-02
Burns Philp & Co Ltd Goodman Fielder Ltd 13-Dec-2002 5-Feb-03
Westfield Trust AMP Shopping Centre Trust 20-May-2003 24-Jul-03
UNITAB Ltd TAB Ltd 16-Oct-2003 NA
TABCORP Holdings Ltd TAB Ltd 5-Nov-2003 NA
Cable & Wireless Optus(C&W) t  AAPT Ltd 4/16/1999 NA
AMP Ltd GIO Australia Holdings Ltd 9/24/1999 9/1/1999
Rio Tinto Ltd Comalco Ltd(Rio Tinto Ltd) 2/25/2000 3/2/2000
Investa Properties Ltd Principal Office Fund 5/26/2003 NA
Stockland AMP Diversified Property Trust 5/28/2003 NA
TABCORP Holdings Ltd Jupiters Ltd 3/5/2003 NA
ONI Ltd Gencor-Nickel Divisiont 6/18/1997 NA
Mirvac Group Colonial First State Pptyt 8/27/2002 NA
Colonial Ltd Prudential Corp PLC-AU/NZ Opst 8/17/1998 NA
Suncorp-Metway Ltd AMP General Insurance Ltd 6/15/2001 6/18/2001
Solution 6 Holdings Ltd Sausage Software Ltdt 3/20/2000 NA
St George Bank Ltd Metway Bank Ltdt 3/19/1996 NA
Smorgon Steel Group LtdT Australian National Industries 10/6/1998 NA
Centro Properties Group AMP Shopping Centre Trust 3/18/2003 NA
TABCORP Holdings Ltd Star City Holdings Ltd 4/16/1999 NA
Westpac Banking Corp BT Financial Group-Cert Bust 8/22/2002 NA
AWB Ltd Landmark Operations Ltd* 8/29/2003 NA
Coal & Allied Industries Ltdt Peabody Coal-Australian Coalt 12/26/2000 NA
Colonial Ltd Legal & General Australia Ltdt 5/26/1998 NA
Caltex Australia Ltd Ampol Ltd(Caltex,Pioneer) t 10/2/1997 NA
Bank of Melbourne Ltd Challenge Bank Ltd-Victorian 5/8/1996 NA

T Indicates that the firm is not included in the event study.
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Appendix Table 2 - Cross-border Mergers - Australian Acquirers

Merger Raised with
Acquiror Name Target Name Target Nation  Announcement ACCC
Coca-Cola Amatil Ltdt Coca-Cola Bottlers Philippines Philippines 4/2/1997 NA
National Australia Bank Ltd HomeSide Inc United States 10/27/1997 NA
Telstra Corp Ltd Pacific Century Cyber-Wireless Hong Kong 4/12/2000 NA
Fosters Brewing Group Ltd Beringer Wine Estates Holdings ~ United States 8/28/2000 NA
Westfield America Trustt Westfield America Inc United States 2/15/2001 NA
BHP Ltd Billiton PLC United Kingdom 3/19/2001 3/20/2001
Brambles Industries Ltd GKN PLC-Support Services United Kingdom 4/19/2001 NA
Amcor Ltd Schmalbach-Lubeca-PET Assets  Germany 5/8/2002 NA
Coca-Cola Amatil Ltd Coca-Cola Co-Italian Assets Italy 2/6/1998 NA
Westpac Banking Corp Trust Bank New Zealand Ltd New Zealand 4/19/1996 NA
PaperlinX Ltd Buhrman-Paper Merchanting Div  Netherlands 6/17/2003 NA
Westfield America Trust Richard E Jacobs-Malls(9) United States 12/5/2001 NA
Telstra Corp Ltd Pacific Century CyberWorks Ltd  Hong Kong 4/12/2000 NA
Macquarie Infrastructure Group  Cintra Concesiones de Infra Spain 9/4/2001 NA
John Fairfax Holdings Ltd Independent-NZ Publishing Bus ~ New Zealand 4/11/2003  11/17/2003
APN News & Media Ltd Wilson & Horton Ltd New Zealand 10/31/2001 NA
Telstra Corp Ltd Regional Wireless Co Hong Kong 6/28/2002 NA
CSL Ltd ZLB Central Laboratory Blood Switzerland 6/7/2000 NA
QBE Insurance Group Ltd Limit PLC United Kingdom 6/30/2000 NA
Westfield Holdings Ltd Rodamco North America NV Netherlands 8/27/2001 NA
New Tel Ltd Xinhua Internet Co Ltd China 11/16/2000 NA
Coca-Cola Amatil Ltd Coca-Cola Korea Bottling Co South Korea 2/6/1998 NA
T Indicates that the firm is not included in the event study.
Appendix Table 3 - Cross-border Mergers - Australian Targets
Merger Raised with
Acquiror Name Target Name Acquirer Nation Announcement ACCC

Standard Chartered PLC ANZ Grindlays Bank Ltd United Kingdom 4/19/2000 NA
Anglo American PLC North Ltd United Kingdom 7/21/2000 NA
SingTel Cable & Wireless Optus Lt(C&W)  Singapore 3/26/2001 2/16/2001
Anglogold Ltd Normandy Mining Ltd South Africa 9/5/2001 9/24/2001
Newmont Mining Corp Normandy Mining Ltd United States 11/13/2001  12/18/2001
Constellation Brands Inc BRL Hardy Ltd United States 1/14/2003 NA
Xstrata PLC MIM Holdings Ltd Switzerland 4/7/2003  11/22/2002
Telecom Corp of New Zealand ~ AAPT Ltd New Zealand 9/15/1999 NA
HBOS PLC Bank of Western Australia United Kingdom 5/9/2003 NA
Homestake Mining Co Plutonic Resources Ltd United States 12/19/1997 NA
British American Tobacco PLC  British American Australasia United Kingdom 1/30/2001 NA
Anglogold Ltd Acacia Resources Ltd South Africa 10/11/1999 NA
Kerry Group Ltd Coca-Cola Amatil Ltd Hong Kong 8/8/1996 NA

T Indicates that the firm is not included in the event study.
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