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Culture clash could cool merger fever
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rope is hard to ignore these
days as countries open to out-
side competition.

“As we've seen in the US.,
once you start opening mar-
kets, it catches on very quick-
ly,” Letbetter says.

Triggered by the launch of
the euro and closer cross-bor-
der economic ties, the Conti-
nent's industrial landscape is
undergoing the type of radical
restructuring and consolidation
that helped revitalize Corpo-
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rate America 15 years ago.

No surprise really that the
Old World is now a hotbed of
dealmaking. Companies are
relatively cheap: The stock
market value of eurozone coun-
tries is 68% of the region’s total
gross domestic product, com-
pared with about 140% in the
USA. And European equity and
debt-financing arrangements
are less costly and more imagi-

native than the traditional reli- -

ance on commercial bank
loans.

The surge in merger activity
is coming on top of a banner
vear for European deals in
1998. Mergers involving at least
one European company totaled
a record $510 billion last year,
according to Securities Data,
up 42% from 1996 levels, led by
the reshaping of the banking,
drug and utility sectors.

Scramble for action

Barring a sudden stock mar-
ket meltdown, 1999 looks set to
be another record year with
both inter-European and trans-
Atlantic deals heating up.
“There is still a lot of consolida-
tion that has yet to take place,”
says Danie! Dickinson, London-
based head of European merg-
ers for Merrill Lynch. “Our deal
pipeline continues to grow.”

Merger mania appears to be
accelerating even as Europe’s
growth prospects dim, largely
under the weight of left-wing
governments in Germany and
France, which tend to molly-
coddle industry rather than
promote competition.

“Corporate Europe is going
the right way,” says Richard
Sapp, London-based head of
European mergers for Gold-
man Sachs, which - advised
Daimler-Benz in its blockbuster

Champagne deal uncorks French quirks

PARIS — Last year, Derek Anderson took a
deep breath and decided to do the once un-
thinkable: invest in France.

The senior managing partner of San Fran-
cisco-based private equity firm Plantagenet,
decided to part with almost $10 million to buy
a small family-owned champagne maker, Al-
bert LeBrune, that had been passed down
from generation to generation since it started
producing bubbly back in 1840.

The only problem: Thanks to a peculiar
French law that ensures bequeathed assets
are split evenly among all siblings, Anderson
found himself trying to close a deal with five

brothers who seemed incapable of agreeing

on anything.

“It was not easy, particularly for a Yankee,”
Anderson recalls. “Luckily we have a good
French partner. I'm not sure someone riding

flowing with money would have pulled it off.
It takes sensitivity and local knowledge.”

For Anderson, the struggle to turn around
his newly bought champagne company in
time for the millenium appears to be paying
off.

Plantagenet, with a $100 million war chest,
soon hopes to close on two other French
deals, both involving subsidiaries of large in-
dustrial firms.

There is no turning back for France and its
euro partners, Anderson says.

“They've got to compete globally. To turn
back would be economic suicide.”

But he has no illusions. To avoid heavy
French corporate taxes, Anderson does his
deals through a company incorporated in
Luxembourg.

" in on a big white horse with saddlebags over-

By Thor Valdmanis

deal with Chrysler last May.
“Whether all the politics will
catch up, we don't know.”

Since increasing volume or
raising prices is nearly impos-
sible in a deflationary era, the
only way to remain competitive
is to cut costs. The best way to
do that is to merge with a rival.

“The underlying business ra-
tionale for merger activity is
still strong and, if anything, will
get stronger,” says Stephen Rev-
ell, U.S. managing partner of
British law firm Freshfields.
“Businessmen are still getting
on with it.”

U.S. leveraged. buyout firms,
which often buy up underper-
forming assets using mountains
of debt and a sliver of equity, al-
so are moving into Europe in a
big way. Top firms such as
Hicks Muse Tate & Furst and
Kohlberg Kravis Roberts have
launched multibillion-dollar in-
vestment funds targeting Eu-
rope in recent months. “Over
the past three years in Europe,
we've seen $35 billion raised in
private equity capital, the cre-
ation of a high-yield market
and the explosion of large-scale
capital divestitures,” says Mike
Klein, a Salomon Smith Barney
investment banker to LBO
firms. “We will eventually see
the creation of a capital market
and economy whose size will ri-
val that of the U.S. That's enor-
mously exciting.”

Hedge funds, which are
largely unregulated investment
pools for wealthy investors, also
are growing in Europe. “We're
firmly planting our flag on Eu-
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ropean soil,” says Carrie
McCabe, CEO of Blackstone Al-
ternative Asset Management,
one of the largest funds of
hedge funds. “We are increas-
ing our number of hedge fund
managers focused on Europe
three-fold over the next year.”

Differences remain

But doing deals on the Conti-
nent can be a headache. Cultur-
al issues often get in the way.
For example, Deutsche Bank's
recent acquisition of Bankers
Trust' — and insistence that
“there will be no soverelgnty”
for BT — has led to an exodus

of senior BT bankers.

“If you have a company that
s all Ttalian or all German,
they have a different way of do-
ing things than a U.S. company.
They tend to be more struc-
tured and less entrepreneur-
ial,” says Yves-Andre Istel, vice
chairman of Rothschild, an in-
vestment bank that specializes
in trans-Atlantic transactions.
“We tell clients to integrate but
don’t assimilate. Don't try to
impose the way things are done
in Dusseldorf on a company in
Seattle.”

- Not only does the Continent
have different ways of conduct-
ing business, but the regulatory

and political environment can
be harsh. Economists say poli-
ticlans must demonstrate a
willingness to tackle rigid labor
laws and crippling tax codes.
Until then, forget the hype that
the Continent will soon force
the US. to cede political and
economic hegemony.

If anything, the European
economy looks headed for re-
cession. A trade war with the
U.S. over bananas will not help.

“What Europe desperately
needs is a tax revolt,” says Da-
vid Malpass, chief international
economist at Bear Stearns and
former adviser to former presi-
dents Ronald Reagan and
George Bush. “The euro was a
good idea. But the supercharg-
er aspect of the euro came in
1997-98 when interest rates fell
dramatically,” he says. “Now,
the hard work has to come as
far as making the labor and tax
systems more flexible.”

If not, double-digit unem-
ployment rates and annual
growth of less than 2% will con-
tinue to plague Europe. Not to
mention the euro, which is
looking anemic against the dol-
lar since its debut this year. |’

Yet even with all the poten-
tial pitfalls, firms on the Conti-
nent will increasingly compete
against U.S. rivals. “The trans-
formation will take some time,”
Salomon’s Klein says. “But Eu-
rope has the opportunity to
leapfrog the U.S.”

Officials: Y2K

Reuters

Two of Washington’s top trou-
ble-shooters for the year 2000
computer bug said Wednesday
that they are now more con-
cerned about the risk of a pub-
lic panic than a collapse of the
national infrastructure.

John Koskinen, chairman of
President Clinton’s Council on
Year 2000 Conversion, and Fed-
eral Reserve Board Governor
Edward Kelley say they are
confident the country's power,
transportation, communica-
tions and health care systems
are not in danger.

Both experts say one of their
top priorities is averting a “pub-
lic overreaction” that could
prompt a massive run on
banks, gas stations and mutual -
funds ahead of the turn of the
century.
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Europe catches merger fever

As Continent A @
overhauls way it Y oS ’
does business,
deals abound

By Thor Valdmanis
USA TODAY

PARIS — European business
is engulfed in a frenzy of capital-
ist brinkmanship not seen here
since the Industrial Revolution.

First, telecommunications
equipment maker Olivetti rattled
Italy’s closely knit corporate
elite with an audacious $58 bil-
lion run at Telecom Italia, the
largest hostile takeover attempt
in European history.

Then Tuesday night, Banque
Nationale de Paris,” France's
third-largest bank, detonated the
status quo by trying to corral two
happily merging domestic rivals,
Societe Generale and
Paribas. The un-
solicited $38 bil-
lion bid would cre-
ate the world’s
largest bank with
$1 trillion in assets.

Whatever the out-
come, both high-stakes
battles — and smaller ones
such as the luxury goods take-
over tango between Gucci and
LVMH Moét Hennessy Louis
Vuitton — serve as a timely wake-
up call for strike-happy unions, mil-
jtant farmers and taxaholic politi-
cians trying to preserve the Continent’s
old order of subsidy-addicted industry
and high-paying jobs.

Like it or not, European business is in-
creasingly adopting a more laissez faire,
free-wheeling Anglo-American approach.

The result? Enormous opportunities are
opening up, not only for deal-hungry in-
vestment banks and law firms, but for U.S.
companies such as Reliant Energy, owner of
Texas' second-largest utility, which on
Wednesday agreed to buy Dutch power pro-
ducer UNA for $2.2 billion.

Reliant President Steve Letbetter says Eu-

(ustration by Web Bryant, USA TODAY
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