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Succeeding in a merged world

THE pl anned nerger of two international oil conpanies, British Petrol eum
Plc (BP) and Anbco Corp of the US, is the largest ever in the oil industry
and i ndicates just how essential oil is to the global econony. The deal,
said to be worth US$54 billion (US$1 = RW4. 22), is also the | argest
corporate conbination in history outside of the tel ecomuni cations and
banki ng sectors. Sonme may say, the proposed nerger indicates the on-going
weakness in the oil industry (oil prices have hit their lowest levels in a
decade) while others may laud it as a good nove to stave off stiffer

mar ket conpetition. dobally, mergers and acqui sitions have worked wel

for many international conpanies in confronting the challenges of the free
market. Wth the nerger, BP and Anbco will turn into a new industri al
petroleumgiant and will be better placed to face any further shrinkage in
the international oil market.

However, Prime Mnister Datuk Seri Dr Mahathir Mohamad has warned in
several speeches, both locally and abroad, of the dangers that such deals
pose. In June, at the Fifth Synmposiumof the Institute for Internationa
Monetary Affairs in Tokyo, Dr Mahathir said, "Super-large corporations are
bei ng formed in devel oped countries which will dom nate the world. There
will be no roomfor snmall conpanies in the poor countries to exist, much
| ess to expand and spread into the rich markets now opened to them™
Mal aysi a, of course, is not against globalisation and free trade, but it
is fully aware that there are i nherent weaknesses in these areas. Aside
fromthis, nmergers cannot be viewed as the solution to the current
probl ens faced by the oil sector. Issues such as the pursuit of new oi
sources are not addressed by these deals. For instance, there is the
Caspi an Sea Basin which poses problens for investors and requires
extensive investnents if oil is to be extracted. Here again, it nust be
noted, that the oil industry, has been affected by the current weaknesses
besetting the world econony, which have been triggered by Asia's currency
woes. Asia has been the nost rapidly growing market for oil. Now that
sales fromthe region are dropping and world oil prices have fallen
despite repeated efforts by producing countries to limt supplies, oi
conmpani es need to |l ook into the problens buffeting the industry.

But as far as nergers and acquisitions are concerned, this year has seen
the announcing of quite a few plans. In April this year, Travelers G oup
and CGiticorp agreed to nerge, so too did NationsBank Corp and BankAmerica
Corp. In May, SBC Communi cations Inc announced its intentions to buy
Aneritech Corp and also in the same nonth, Daimer-Benz revealed its plans
to purchase Chrysler Corp. On the | ocal scene, the conpani es which have
nmerged can be said to be tiny in conparison. There is a need for |ocal
conpanies to nerge, not just for the sake of follow ng an internationa
trend, but to become stronger and nore efficient. Sone |ocal banks and
fi nance conpani es have al ready done so, while it is just possible that
i nsurance conpani es nay follow suit.

By nergi ng, conpanies stand to benefit in several ways. One of the
advantages is that generally speaking, nerged entities are better able to
venture abroad. They becone "bi gger and stronger" and are better equi pped
to take on conpetition. Perhaps, the Governnment could also initiate nmerger
efforts for those firns which seek busi ness overseas. Such "marri ages"
need not necessarily be only between | ocal conpanies. A local firmwhich
forns a strategic alliance with a foreign one can find access to



international markets easier. Still, care nmust be exerted to ensure the
union is a success. The "right" merger produces a nore powerful entity
that is nore capabl e of taking on conmpetition and wi nning. Besides, in
these difficult times, any | ocal conpany venturing overseas faces al nost

i nsurmount abl e obstacles. To do so with insufficient resources and
capabilities is to court failure. Yet Malaysian firnms nmust | ook beyond the
nation's shores for business as this is the only way they can truly
expand. The nerger option is sonething they nmust consider, if they wish to

someday be "busi ness goliaths".
( END)
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