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Foreword

This study fills a gap through enhancing our understanding of the importance of large enterprises,
including foreign-owned companies, for the Australian economy and for our trade and foreign
investment interests. In 2000/01, the 100 largest enterprises underpinned close to $50 billion
worth of Australian exports.

The study complements studies undertaken in the past of the contribution the small-to-medium
enterprise (SME) sector makes to our export efforts. Of course, there is considerable
interdependency. Our SMEs depend significantly on our large companies for their sales. A
number of large companies similarly depend on SMEs for their business or are reliant on SMEs as
a source of supply for their business inputs.

It is our business sector, both big business and SMEs, that drives our export effort. The
Government is very conscious of the need to strive constantly to put in place a competitive
business environment — with the taxation regime, education policy, innovation policy and flexible
labour markets all vitally important. It has already addressed a number of business concerns in
the area of international taxation and flagged that a number of important international tax issues
will be subject to further review. It has also announced that there will be an independent review
of both the competition provisions of the Trade Practices Act as well as their administration.

The Government remains committed to providing a competitive environment for our existing
exporters, both large and small, to further expand their exports. The Government has also
committed itself to doubling the number of Australian exporters by 2006.

The more competitive our businesses are, the better equipped they will be to take advantage of
the export opportunities the Government seeks to create through its active trade policy. The
contribution of large companies to our export effort will be better understood as a result of this
study.

Mark Vaile MP

Minister for Trade
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Overview

Australia's 100 largest enterprises are a major force in the economy. They are big employers and
big income earners for Australia. They are even more important contributors to Australia's
exports than to the nation's output. In 2000/01, they underpinned Australia's trade effort to the
tune of almost $50 billion worth of export income, representing close to one-third of Australia's
total exports of goods and services. Fifteen of these enterprises had export earnings of $1 billion
or more. These 100 enterprises also account for some 90 per cent of Australia's foreign direct
investment abroad and their offshore operations earn them revenue in excess of $100 billion a
year.

The list of the 100 largest enterprises changes constantly, but the share of those which are
majority foreign-owned (less than one third) has remained stable over the past half decade. These
foreign-owned companies contribute 20 per cent of Australia's merchandise export earnings and
employ large numbers of Australians.

Australia's 100 largest enterprises are the focus of the study

During the past decade, much has been written on the important role of small and medium
enterprises (SMEs) in the Australian economy in driving innovation, new exports and new jobs.
The Government, through its export agency Austrade, is committed to a doubling of the number
of Australian exporters and these new exporters will mostly be SMEs. This study, however, is
intended to focus on the larger firms. It draws on the rather limited data and analysis available
on the economic contribution of Australia's large businesses and focuses particularly on their
trade and investment role as Australia responds to the challenges of globalisation. The study is
aimed at achieving a better understanding of the significance of large enterprises including those
that are foreign-owned, with a particular focus on the top 100 enterprises ranked on worldwide
revenues. Growing Australia's exports in coming years will depend both on increasing the
numbers of exporters and on existing exporters, large and small, further sharpening their focus
on export activity.

Large companies are clearly important on many fronts

Quite apart from the importance of large enterprises in terms of such indicators as revenue,
employment, trade and inward and outward foreign direct investment, their importance is
apparent on many other fronts. Large companies are important for the health of domestic capital
markets. They contribute significantly to the economy's direct and indirect tax base. They are
important sources of dividend income for Australian shareholders. They also contribute in a major
way to the nation's research and development effort. Because of their business networks, large
companies tend to access the best of what the world has to offer. In some cases, they are a vital
part of their local communities. Small-to-medium enterprises can also depend significantly on
them.

There has been much change at the top

The list of the top 100 enterprises has in recent years been characterised by constant change, not
just in terms of enterprises moving into or dropping out of the list, but also through acquisitions
and disposals of companies or assets, mergers, de-mergers, major restructurings, privatisations
and also some corporate collapses. Change at the top would appear to have been more evident
over the past year or two than previously.
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There have also been significant changes in recent years in the importance of different industries
represented by Australia's largest enterprises. The growing significance of service sector
companies is clearly evident.

With privatisations, Government enterprises have assumed a lesser significance in the list of top
100 enterprises in recent years. There has been no discernible upward trend in the importance
of majority foreign-owned companies in the top 100, in either number or revenue terms, over the
four years to 1999/2000.

A commanding presence in some industries

Australia's very largest companies are dominant players in the domestic market in certain industry
segments. At the same time, Australia has only a limited number of companies that are truly big
in global terms.

Responding to community concerns

Although there is always room for improvement, there is evidence that large companies are
responding to the need to be good corporate citizens and take due account of social and
environmental outcomes.

Large companies are important contributors to exports

Businesses employing 200 or more persons involved in exporting contribute around half of
Australia's total exports of merchandise. They also employ almost half a million people.
Manufacturing and mining businesses contribute the bulk of the merchandise export revenues of
these large businesses. Large mining companies dominate the exports of the mining industry,
while large manufacturing businesses account for more than half the exports of all manufacturing
businesses.  Encouragingly, the number of significant exporters of elaborately transformed
manufactures (ETMs) has been growing over the past decade.

Data also indicate that large businesses contribute 40 per cent or more of exports of business
services.

The top 100 are estimated to have accounted for around $40 billion in merchandise exports for
the most recent 12 months reporting period, representing some 35 per cent of Australia's total
merchandise exports. They also contributed over $7 billion in services exports in 1999/2000.
Primary products predominate in the export profile of the top 100 and represent the bulk of the
combined exports of the very largest exporters of merchandise.

Foreign-owned companies play a significant role

Foreign multinationals make an important contribution to the Australian economy. Foreign direct
investment into Australia is dominated by a relatively small number of investors and large
companies account for the bulk of foreign company activity. In manufacturing, large companies
that are majority foreign-owned account for over one-third of both the employment and turnover
of all large businesses. They also account for around two-thirds of the employment and half the
turnover of all majority foreign-owned businesses.

Improved competitiveness of the Australian economy over recent years has fostered a more
outward orientation on the part of foreign-owned companies, with their exports now significantly
greater than a decade ago. Most notably, automotive exports have been growing strongly in
recent years and presently account for over half of the top 100 companies' ETM exports. These
companies, along with the multinational oil companies, the Japanese trading houses, Rio Tinto
and Alcoa World Alumina Australia, are highly significant contributors to Australia's exports.
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Overview

With internationalisation and global commercial consolidation, large multinationals are becoming
more important in the global economy and in national economies. Australia's large companies
therefore face greater competitive pressures. However, while globalisation may lead to
heightened cross-border mergers and acquisitions (M&A) activity and precipitate some business
closures, it is also opening up new opportunities for Australia's large companies.

Large companies have been turning more and more to offshore activities to grow their
businesses

Many Australian companies, mostly larger ones in predominantly non-traded industries, have in
recent years looked to extending their presence beyond Australia. This activity, in turn, not only
ensures survival but can also drive further employment of Australian resources and skills. The top
100 enterprises derive revenues of in excess of $100 billion a year — or almost a quarter of their
combined revenues — from offshore activity.

The evidence is that offshore investment has beneficial impacts on the Australian economy,
including through dividend streams and the transfer of best practices and technologies. It can
also be more and more critical in an era of globalisation when global networks can be crucial to
success.

Policy challenges in a globalising world

As a consequence of globalisation and the increasing role played by large multinational
companies, government policies in a wide range of domains, notably trade, foreign investment,
industry, taxation and competition, are becoming more complex to devise and increasingly
interlinked.

Globalisation trends indicate a growing need for trade policy to take account of areas such as
competition policy, investment regulation and trade-related aspects of taxation. These issues are
already finding their way onto the agendas of multilateral trade talks and are increasingly being
raised in bilateral trade discussions. The issues are new and developing quickly and it will be a
challenge to ensure they are appropriately incorporated into trade agreements.

The need for a supportive business environment

Perhaps the major contribution governments can make to the growth of large companies is to
provide the right macroeconomic settings and ensure a competitive business environment. Of key
importance are a competitive tax regime, a flexible labour market, a sound approach to
education, support for science and innovation, and good economic infrastructure.

Concerns have been expressed recently that Australia is destined to become a 'branch office
economy', with more of our large companies shifting their headquarters overseas and
multinationals becoming more dominant in the Australian economy. With the right policy
settings, Australian companies can compete on the global stage while remaining based in
Australia and there is considerable evidence that this is occurring. Some Australian companies are
becoming significant participants in the globalisation process via cross-border M&A. In 2001,
Australian companies became significant net acquirers of foreign assets through M&A.

Addressing business concerns in a globalising economy

The two areas of policy that have come in for recent comment from sections of Australia's big
business constituency are taxation policy and competition policy.

The Big End of Town and Australia’s Trading Interests Xiii



Over the past two or three years, the taxation treatment of income earned by Australian offshore
subsidiaries has been a vexed issue. Many large companies have maintained they are tax-
disadvantaged because of their substantial offshore operations. A number of companies have
been reported to have been giving serious consideration to moving their headquarters offshore
on account of the tax regime.

The concerns aired by business are twofold. First, there have been concerns over the high rates
of dividend withholding tax (DWT) on income earned abroad by Australian companies applied by
overseas tax jurisdictions, under tax treaty arrangements. Second, there is some concern over the
inherent bias of the dividend imputation system against foreign-sourced income.

The Government has taken a number of important steps to address concerns relating to the tax
treatment of both outward and inward foreign direct investment. Most notable recently was the
agreement reached with the United States to remove the DWT on most Australian direct
investments there. It has also undertaken to consult to ascertain the case for any further reforms
in the area of international taxation.

On competition policy, criticisms have centred on questions about the administration of
competition policy in a globalising economy, and whether or not sufficient account is taken of the
competitive challenge faced by business. Some argue that the Trade Practices Act may not
sufficiently recognise that markets are increasingly global and radically altered by technology.
Concerns have been expressed that mergers that would otherwise deliver net public benefits may
be being prevented. At the same time, others, notably the small business community, would not
want to face increased industry concentration and market power. In response, the Government
has foreshadowed an independent review of the competition provisions of the Trade Practices Act
and its administration.
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At a glance: Australia’s top 100 enterprises’

The top 100

The top 100 account for:

e around 20% of the nation's revenue and 11% of the total workforce;

e some 70% of the total capitalisation of the Australian Stock Exchange (ASX);

e 35% of Australia's merchandise exports and 48% of Australia's export of non-travel services;
and

e over 90% of the total stock of Australian foreign direct investment abroad.

The top 100 collectively hold a commanding position in a number of industry segments, notably:
mining, retail trade, building and construction materials, motor vehicles, petroleum refining, air
transport, communication services, finance and insurance.

As a group, the top 100 derive almost a quarter of their revenues offshore.

The 26 companies in the top 100 that also have a top 100 asset and employment rank-
ing

These 26 companies account for:

e close to 60% of the domestically-generated and worldwide revenues of the top 100;
e around 60% of the capitalisation of the ASX and include 17 of the S&P/ASX 20 Index;
e over 80% of the total stock of Australian foreign direct investment abroad; and

e towards 90% of the revenue derived from offshore operations by all the top 100.

On average, these 26 companies derive/hold some 35% of their revenues/ assets offshore.
The 31 majority foreign-owned companies in the top 100

These 31 companies account for:

e around 37% of the revenues of all foreign-controlled companies and around 22% of the
revenues of the top 100;

e 6% of the nation's revenue;
e some 20% of Australia's merchandise exports; and
e over a quarter of the stock of foreign direct investment in Australia.

This group of companies is particularly prominent in the motor vehicle and petroleum refining
industries.

' Drawn from ‘The BRW1000’ - a listing of companies ranked on worldwide revenues — published in the
BRW, November 17, 2000
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Introduction

Globalisation is exposing Australian industry to increasing competition — competition in the form
of imports, and competition from foreign multinationals setting up or expanding their operations
in Australia.

At the same time, Australian companies have been increasingly looking to expand their activities
offshore, in turn driving their capacity to sustain and often expand the Australian part of their
operations.

Some of these developments have given rise to a measure of community concern and negative
perceptions of the impact of globalisation on Australia. There are concerns on two broad fronts.
First, there are concerns over the levels of foreign ownership of businesses and assets in Australia,
with large multinationals seen to be taking an increasing stake in the domestic economy. Second,
as some of our larger companies begin to earn the bulk of their incomes offshore, there are some
concerns that they may re-locate their headquarters offshore, and possibly their tax domicile also.
Taken together, the concern often expressed publicly is that a likely outcome of globalisation may
be that Australia is destined to become a ‘branch office economy’.

This study sets out to build up a picture of our largest enterprises, including majority foreign-
owned companies, and underscore their importance for Australia’s economy and for our trade
and investment interests.

The study draws principally on three data sources. These are: the annual Economic Activity Survey
undertaken by the Australian Bureau of Statistics (ABS)'; the Business Longitudinal Survey,
conducted over the years 1994/95 to 1997/98 by the ABS in collaboration with other agencies;
and the annual list of Australia's 1,000 largest enterprises (based on worldwide revenues)
published by the BRW.

The focus of the study is our large businesses generally, and the 100 largest enterprises ranked on
1999/2000 worldwide revenues — drawn from the BRW’s November 2000 '‘BRW1000" list?
(referred to throughout as the “Top 100°) — in particular.

In addition to BRW data and available ABS data on large enterprises, Top 100 enterprises have
been surveyed for information on their merchandise exports and various ABS data have also been
commissioned in respect of the Top 100 as a group — in the areas of domestic economic activity,
trade in services and inward and outward direct investment. An understanding of the activities
and directions of the Top 100 was supplemented by interviews with some 20 Australian and
majority foreign-owned companies significantly involved in exports and/or investment offshore.

A backdrop to the study is provided in Chapter 1, which highlights the increasingly important role
of large multinationals in the global economy and recent rapid growth in mergers and acquisitions
activity worldwide and in Australia. Chapter 2 provides a snapshot of the Top 100, and identifies
some of the changes in the composition of our 100 largest enterprises over recent years. Chapter
3 identifies the importance of large enterprises for the Australian domestic economy, as well as
their place in the global economy.

Chapter 4 underlines the importance of large enterprises for our international trading position,
both in terms of merchandise and services trade. An analysis of the extent of foreign ownership
in Australia is given in Chapter 5. This Chapter also reviews the importance of large foreign-
owned companies for the Australian economy. Chapter 6 provides an overview of outward
foreign direct investment and the importance of large companies in this investment activity.
Finally, the policy issues of importance to our large companies are discussed in Chapter 7 and the
‘branch office economy’ debate is considered in Chapter 8.

' Latest available data are in respect of 1999/2000
2 BRW, 'The BRW1000’, November 17, 2000, based on research by IBISWorld. The BRW's 2001 list was
published in the final stages of this study.
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Globalisation and mergers

and acquisitions activity

e Foreign direct investment (FDI) has taken on a much more prominent role in
international commerce since the mid-1990s. Global FDI flows exceeded $US1
trillion in 1999 and 2000, up from a little over $200 billion in the first half of the
1990s.

e Multinational enterprises are becoming more important in the global economy.
Foreign affiliates' sales in 2000 were equivalent to almost 50 per cent of global
GDP and twice the value of world exports of goods and services.

e As globalisation has gathered pace, there has been considerable global commercial
consolidation in a number of industries. Global industry structures are emerging,
with increasing levels of intra-firm and intra-industry international trade.

e Mergers and acquisitions (M&A) activity has grown to record levels recently, and
now accounts for the bulk of global FDI flows. M&A have been dominated by
large scale transactions.

e The pursuit of economies of scale and a rationalisation of activities in an
increasingly globalised economy is driving a lot of cross-border M&A activity and
global commercial consolidation. Growing global competition is forcing companies
to be more efficient.

e The annual number of new cross-border strategic alliances doubled during the
1980s and has been maintained at a high rate subsequently.

e While there was a drop-off in total worldwide M&A activity in 2001, offshore
acquisitions by Australian companies have held up and Australian companies have
become significant net acquirers of foreign assets.

The Big End of Town and Australia’s Trading Interests 1



1.1 Globalisation and multinational enterprises

Dramatic growth in international commerce in recent years has been facilitated by a number of
developments. Key amongst these has been market liberalisation and deregulation worldwide
plus rapid developments in information and communications technologies. There has been
extensive liberalisation of trade, investment and capital markets. Reduced trade and foreign
investment barriers have resulted from successive GATT/WTO rounds of trade negotiations as well
as unilateral decisions of national governments. There have also been moves towards the
international harmonisation and mutual recognition of technical standards, and harmonisation
and simplification of customs procedures. Many countries have undertaken or embarked on
deregulation and privatisation programs. Technology has played a significant role in the
globalisation trend. Vastly improved communications and lower communication and transport
costs have enabled multinational enterprises (MNES) to reorganise their approaches to production
and the conduct of international business. The Internet and the opportunity it affords for on-line
business has been a potent force. The industrialisation of developing countries has also brought
new players into global markets, while economic growth more broadly has boosted trade flows.

Foreign direct investment (FDI) has taken on a much more prominent role in international
commerce since the mid-1990s resulting in MNEs becoming more important in the global
economy. Worldwide FDI flows reached almost $US500 billion in 1997, up from an average of a
little over $200 billion in the first half of the 1990s (UNCTAD 2001). They exceeded $USL1 trillion
in 1999 and 2000. EU countries have been the source of almost 70 per cent of global FDI flows
over these two years. They have also been host countries for 46 per cent of these flows.
Continuing integration of EU markets has been the principal driver of the industry rationalisation
underlying these particular investment flows.

Today, there are over 60,000 MNEs, with in excess of 800,000 foreign affiliates worldwide,
compared to only 37,000 MNEs with 170,000 foreign affiliates in 1992. Foreign affiliates’ sales
in 2000 were estimated to be equivalent to almost half of global GDP — up from one-quarter of
global GDP in 1990 - and over twice the value of world exports of goods and services (UNCTAD
2001).

MNEs are also prominent in international trade. For example, in 1998 exports by US parents of
MNEs accounted for almost two-thirds of total US merchandise exports, while their imports
accounted for close to 40 per cent of total US merchandise imports (US Department of Commerce
2000).

Large MNEs, through their extensive cross-border activities, have propelled globalisation.
Moreover, as globalisation has gathered pace, international competitive pressures have intensified
and there has been considerable global consolidation in a number of industries as large MNEs
strive to attain a stronger position globally in their respective fields of activity. This development
is reflected in data on cross-border mergers and acquisitions (M&A), which have grown to
prominence since the mid-1990s and have come to dominate FDI flows (see below). Deregulation
and falling trade and investment barriers have opened up previously largely protected domestic
markets to increasing competition, and acted to facilitate and accelerate the consolidation
process. The motor vehicle industry stands out as one in which there has been considerable global
consolidation in recent years.* As a result of the recent rapid growth in FDI and cross-border
M&A, MNEs can be expected to become even more significant in international trade in the years
to come.

! For the complex web of ownership links in the global automotive industry today, refer Diagram 4, Wells
and Nieuwenhuis (2001).
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Chapter 1

The revenue of the world's 500 largest companies ranked on revenue in 2000 was equivalent to
45 per cent of the world's GDP (Fortune Global 500 2001). The top 50 companies, in turn,
account for almost a third of the revenue of the top 500.

Refining, motor vehicles, general trading and insurance companies are amongst the biggest MNEs
in the world today. They account for 17 of the top 25 companies on the Fortune Global 500. US,
Japanese and German companies account for the bulk of the top 25 companies. All together,
185 of the Fortune Global 500 are US companies. According to Marsh (2000), in 1995 just five
companies accounted for 40 per cent or more of global sales in ten industry sectors — including
cars, aerospace, electronic components, steel, oil and chemicals.

Growing global competition is forcing companies to be more efficient. Small firm size can offer
flexibility, suit some niche products and is no longer hampered by lack of information due to the
Internet. However, global markets still dictate economies of scale advantages in many areas of
activity. Growth through cross-border M&A can provide economies of scale. Size is also of
relevance in view of the globalisation of the financial sector, with large funds managers having
more of the available funds for investment and not being particularly interested in allocating their
portfolios to companies that are not of global scale. Companies below a threshold size therefore
often face a higher cost of capital. Globalisation strategies can also assist companies in reducing
their costs, both through global purchasing practices and through transferring best practice
throughout their operations.

The structure and operations of MNEs has been undergoing change in recent years. In contrast
to the more traditional approach of affiliates pursuing distinct strategies in their local markets with
a fair degree of autonomy, more and more MNEs are now pursuing integrated global strategies.
This can entail specialisation of different affiliates in different aspects of production and a global
approach to R&D and marketing networks. These developments are giving rise to the emergence
of global industry structures, with increasing levels of intra-firm and intra-industry international
trade.

OECD work (cited in OECD 1996) for the United States and Japan has revealed that over one-third
of US trade is intra-firm. US/European trade and, more especially, US/Japan trade are dominated
even more so by intra-firm trade. Data for Australia indicate that around one-quarter of exports
in 1994/95 was intra-firm (Australian Bureau of Statistics/Australian Trade Commission 2000).
With the recent global commercial consolidation and wider adoption of integrated global
strategies, intra-firm trade would likely be higher today and growing. Perhaps the most
prominent example of global intra-firm trade is provided by the motor vehicle industry, but other
examples include the pharmaceuticals, consumer electronics and food processing industries.
Intra-firm trade is less important outside the manufacturing sector however. Additional
unquantified trade would stem from alliances and networking between firms (see below).

Concerns have been raised that companies in small- to medium-sized economies such as Australia
will find it increasingly hard to compete against the large multinationals of the world. It is not the
case, however, that size is always a major competitive advantage. For example, in banking there
are areas of business which are globalising, with big players becoming more important, and others
which do not lend themselves so much to scale and globalisation. Also, the Internet has enabled
many smaller firms to involve themselves successfully in the global market. Further, Harris (1993)
notes that the Canadian experience has been that many Canadian companies which have
expanded offshore have fared quite well. Similarly, a number of Australian companies have been
quite successful in their offshore investments. Some Australian companies are in fact becoming
significant participants in the globalisation process via cross-border M&A. Some companies in the
transport and banking industries which have invested offshore have observed that their
competitiveness has benefited from domestic deregulation of their respective industries (Langdale
1991).
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Although some studies conclude that the extent of internationalisation of business activity has
often been exaggerated, the strong growth in cross-border M&A activity and global commercial
consolidation that has taken place since the mid-1990s suggests that globalisation is resulting in
an increasing influence of large multinationals in national economies.? Our large companies
therefore face greater competitive challenges — and opportunities — than formerly, including
heightened cross-border M&A activity.

1.2  Mergers and acquisitions activity and alliances

In an era of global competition, more and more companies have sought to focus on their core
activities. A lot of cross-border M&A activity of late derives from such rationalisation motives.
These developments contrast with the M&A motives of companies more common in Australia and
some other countries in the past when faced with market size constraints, viz. diversification into
new areas of business.

According to Thomson Financial, the value of M&A activity worldwide reached a record $US3.5
trillion in 2000. Reflecting the march to globalisation, worldwide M&A activity surpassed $US1
trillion for the first time as recently as 1996. Cross-border M&A have also grown exponentially in
recent years. They were valued at over $US1.1 trillion in 2000 (3.6 per cent of global GDP), and
only exceeded $US200 billion for the first time in 1996 (UNCTAD 2001). Some 90 per cent of
both cross-border purchasers and sellers were corporations in developed countries in both 1999
and 2000, with purchasers in EU countries accounting for some 70 per cent of the global total.
Most of the growth in international production over the past decade has been via cross-border
M&A rather than 'greenfield' investment. In fact, the value of cross-border M&A rose to an
equivalent of around 90 per cent of FDI inflows in 1998 and 1999, up from an average of 50-60
per cent over the previous 10 years (OECD 2001).

The recent global commercial consolidation which has taken place in many industries is clearly
evident from dissections of the statistics compiled by Thomson Financial (and reported in OECD
2001). First, cross-border M&A worth over $US1 billion have represented over 60 per cent of the
total value of cross-border M&A over each of the years 1998 through 2000 - the years when
cross-border M&A have come to assume particular prominence. Second, some 60 per cent of the
M&A in these years were mergers as opposed to acquisitions. Third, related cross-border M&A
(i.e. horizontal or vertical M&A as opposed to unrelated — or conglomerate — M&A) have
accounted for almost three-quarters of the total value of cross-border M&A in 1998 and 1999,
and 60 per cent or more over the preceding ten years. The motor vehicles, resources,
telecommunications, utilities, finance and insurance sectors are amongst those experiencing
considerable consolidation.

However, M&A activity has dropped away since the second half of 2000, with a poorer worldwide
economic environment and lower and more volatile share prices, especially in the 'new economy"
sector, being a significant factor. Only two deals (AOL/Time Warner and Glaxo
Wellcome/SmithKline Beecham) were worth more than $US50 billion in 2000, compared with a
record seven in 1999. There was a 50 per cent drop in the dollar value of M&A in 2001 to
$US1.7 trillion.

2 For example, Hirst & Thompson (1999) concluded that internationalisation of business activity has not
been increasing at such a dramatic rate. Based on a range of data and studies covering the period to the
mid-1990s, they assessed that between 65 and 70 per cent of the value added of MNEs in advanced
industrial countries continued to be produced in their home territories.
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When stock markets are booming, managers seem to see a lower risk and be more prepared to
contemplate acquisitions, while sellers also like to sell when their share prices are at high levels.
Scrip-for-scrip takeovers become attractive in such an environment. Conversely, managers are
more inclined to focus on their ongoing business when times are difficult, rather than
contemplate new acquisitions.

Empirical findings on the effects of M&A on corporate performance are rather mixed (OECD
2001). Indications are that the shareholder value of acquired firms tends to increase, but this is
less clearly the case for the acquiring firms. Of course, it is difficult to gauge how companies
would have fared in the absence of a merger or acquisition. A recent Arthur Andersen survey of
310 senior executives of some of the world’s largest financial services institutions found that
respondents felt the best way to create shareholder value was through organic growth.® Perhaps
somewhat paradoxically, more than two-thirds of companies surveyed had been involved in
mergers, acquisitions, strategic alliances or selling/outsourcing part of their business. The majority
cited protective reasons for link-ups.

Strategic alliances have proved very popular as they can enable participants to enhance
significantly their customer or product range, enter technology partnerships and gain access to
expertise, without the cost or inconvenience of a merger. Involvement in such arrangements can
therefore aid a company's international competitiveness. Research quoted by Booz Allen
Consultants points to significantly higher returns being earned by companies which use alliances
as a major strategy.*

The annual number of new cross-border inter-firm collaboration agreements doubled during the
1980s and has been maintained at a high rate subsequently (OECD 1996). The average number
of new cross-border strategic alliances over the past decade has been in excess of 4,000 (OECD
2001 - sourced from Thomson Financial). Cross-border alliances have accounted for some 60 per
cent of the total number of strategic alliances over the period. More than half the cross-border
strategic alliances have been joint ventures.

M&A and alliances involving Australia

According to KPMG Corporate Finance, and based on Thomson Financial data, the level of
completed M&A deals involving Australia in 2000 was a record $81 billion. Half of this amount
related to domestic transactions, including the Commonwealth Bank's acquisition of Colonial and
the National Australia Bank's acquisition of MLC. Foreign companies acquired $29 billion of
assets in Australia, while Australian companies were involved in offshore acquisitions worth $11
billion.

Similarly, takeover activity amongst listed industrial companies in Australia reached new highs in
2000, both in value and number terms (Ernst & Young Corporate Finance 2001). According to
James Joughin, Director Corporate Finance, this was driven by a number of factors, including
strong financial markets underpinned by a growing economy and positive business sentiment.

An even higher rate of M&A activity ($118 billion) occurred in 2001. The value of offshore
acquisitions initiated by Australian companies increased to $57 billion, up from $11 billion in
2000.° Even without the two dual listed company mergers, involving BHP and Billiton, and
Brambles Industries and GKN, which are recorded by Thomson Financial as acquisitions of foreign

®  Sourced from their website, www.andersen.com.

4 Australian Financial Review, ‘Alliances Still Great Weapon for Expansion’ [special report on strategic
partnerships], October 3, 2001

®  KPMG, ‘Australian Companies Spend $57 billion offshore’, Media release, 5 February 2002
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companies (with a combined value of $33.9 billion), and in contrast to the international downturn
in M&A, the value of Australian acquisitions offshore more than doubled in 2001 to reach $23
billion. There was also a dramatic turnaround in 2001, from foreign companies being net
acquirers of Australian assets in 2000 to the tune of $18 billion, to Australian companies
becoming net foreign acquirers of $29 billion of foreign assets.

KPMG Corporate Finance analysis indicates that, while most M&A in 2001 involved relatively small
deals, the 17 M&A valued at $1 billion or more accounted for 70 per cent of the $118 billion total.
Eight of the transactions valued at $1 billion or more related to offshore acquisitions by Australian
companies. However, KPMG's head of Corporate Finance, Julian Vella, has said the data indicate
that the recent growth in offshore acquisitions by Australian companies is evident across all deal
sizes, defying predictions that a low Australian dollar would hamper offshore growth and
acquisition by Australian companies. He attributes this to the fact that well-managed Australian
companies have benefited from sustained strong domestic economic conditions — in contrast to
circumstances in most overseas countries — and many are now seeking to take advantage of
opportunities in overseas markets.

On the obverse side, Rio Tinto is one company that has identified the low Australian dollar as a
factor prompting it to make some large acquisitions in Australia in 2000.6 With the dollar having
remained at lower levels for a prolonged period now, this may no longer be viewed as a strong
motivating factor for inward investment as, with a sustained lower currency, foreign currency
revenue streams from investments likewise stand to be lower.

Recent major international consolidations affecting Australian companies are detailed in Box 1,
while a summary of recent major consolidations at the national level is given in Box 2.

BOX 1: Recent major international consolidations affecting
Australian companies

2001

Singtel takeover of Cable & Wireless Optus

Singtel’s acquisition of Cable & Wireless Optus is valued at $17 billion. The deal involved
Cable & Wireless Plc of the United Kingdom disposing of its majority stake in the company.
The acquisition should ensure continuing strong competition from what is Australia’s second
largest telecommunications network to the largest network owned and operated by Telstra.

BHP merger with Billiton

The $58 billion BHP Billiton merger is a positive example of Australian companies taking a
place on the global stage. It fits with the stated objective of BHP under Chief Executive Paul
Anderson of becoming a global resources giant. The merged company is a premier
diversified resources group with significant market power across a wide range of
commodities. The group’s headquarters are located in Australia.

Brambles merger with GKN

Brambles’ $20 billion merger with the industrial support services arm of its British joint
venture partner GKN has created a leading global support services group known as
Brambles Industries. Like BHP Billiton, the merger involves a dual-listed company structure
with the group’s headquarters in Australia.

% Rio Tinto, 2000 Annual Review

6 The Big End of Town and Australia’s Trading Interests



Chapter 1

2000

Hanson takeover of Pioneer International

Hanson is one of the world’s leading international heavy building materials groups. Its $4
billion acquisition substantially strengthens its existing positions in the USA, Europe and
South East Asia. Consequently, Hanson Australia has become the Australian affiliate of
Hanson Plc, and Pioneer International’s offshore operations have been subsumed within
Hanson Plc’s affiliate structure.

Air New Zealand takeover of Ansett

Air New Zealand acquired the remaining 50 per cent of shares in Ansett in June 2000.
Ansett was placed under administration in September 2001.

1999

Exxon merger with Mobil

The Exxon Mobil $US86 billion merger of late 1999 was at the time the largest ever global
merger and positioned the company ahead of Royal Dutch Shell as the largest oil company
in the world. Mobil Australia (comprising Mobil Oil Australia and Mobil Exploration &
Producing Australia) was formerly wholly owned by Mobil, while Esso Australia was wholly
owned by Exxon.

BTR Group merger with Siebe Group

This merger created a major global automation and controls corporation, called Invensys,
headquartered in London. BTR’s subsidiary in Australia, BTR Australia, changed its name to
Invensys Australia. Invensys has since sold off its BTR Nylex businesses in Australia. Owens-
lllinois (USA) purchased BTR’s packaging businesses — including substantial operations in
Australia — in 1998.

Rothmans merger with BAT

Rothmans (which had a 50 per cent share in Rothmans Holdings in Australia) merged with
BAT (trading in Australia as WD & HO Wills) in a $7.5 billion deal in September 1999. BAT
Australasia was the resultant Australian company.

1998

BP merger with Amoco

Britain’s BP merged with the US-based Amoco in mid-1998 in a $US48 billion deal, making
it the biggest ever cross-border acquisition at the time. The impact on BP Australia was
limited however. BP Australia bought Amoco’s assets here, including the Bulwer refinery,
back in 1984.

Daimler-Benz merger with Chrysler

Daimler-Benz and Chrysler merged in a $US40 billion deal in mid 1998. Daimler-Benz is the
dominant partner and the combined group’s headquarters is in Germany. The new entity
has since gained a controlling interest (35 per cent) in Mitsubishi.
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Australian companies are quite well represented in strategic alliances. They have accounted for
some five per cent of all strategic alliances, and seven per cent of all cross-border strategic
alliances, in OECD countries over the decade to 2000 (OECD 2001). The importance of building
strategic alliances, both internationally and between Australian firms, has previously been noted
by the University of Wollongong (1990). This is even more the case today with MNEs turning
more and more to sub-contracting for the supply of parts and components. Increasingly,
opportunities are arising for smaller companies to link up with our large companies, both
Australia-based as well as foreign multinationals operating here. The Internet is also opening up
many possibilities for collaboration (Department of Foreign Affairs and Trade 2001b). To take just
one example, 14 of Australia's largest companies have collaborated in order to reduce their
procurement costs through the establishment of corProcure, a B2B portal.

BOX 2: Recent major consolidations at the national level

Mayne has recently succeeded in winning support for a break-up of FH Faulding, and
securing for itself Faulding’s nationwide pharmacy network.

Wesfarmers acquired Howard Smith in a friendly takeover in August 2001. In acquiring
Howard Smith’s BBC Hardware division, it has become Australia’s biggest hardware retailer.

Suncorp Metway purchased from AMP its GIO general insurance businesses for $1.24
billion in September 2001. (AMP acquired GIO Australia in December 1999.)

The National Australia Bank acquired MLC from Lend Lease in June 2000.

Colonial carried out a $1.35 billion acquisition of Prudential in 1998. The
Commonwvealth Bank has since (March 2000) acquired Colonial for around $10 billion.

Smorgon Steel Group acquired Email (minus its major appliance business) in 2001 and
ANI in early 1999.

The petroleum refining and marketing assets of Caltex Australia and Australian Petroleum
(Ampol) were merged in 1995. Caltex Australia purchased Pioneer’s 50 per cent interest in
the joint venture in late 1997.

St George Bank acquired Advance Bank in January 1997.
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The top 100 enterprises

under study

e Within the set of Australia’s 100 largest enterprises ranked on 1999/2000
worldwide revenues (the "Top 100’), the seven largest accounted for 30 per cent of
their combined revenues.

e The 26 Top 100 companies that also have a top 100 asset and employment
ranking account for over half of the combined revenues of the Top 100. They also
account for almost 85 per cent of the Top 100's total market capitalisation.

e Service sector companies, notably those in the finance and insurance sector,
feature prominently in the Top 100.

e The list of the 100 largest enterprises has in recent years been characterised by
constant change. Change has been more evident over the past year or two, with
a number of mergers and acquisitions, restructurings and de-mergers.

e Weak profit performance and globalisation have been drivers of extensive industry
rationalisation in recent years, with a tendency for companies to focus more on
their core strengths.

e The raft of takeovers and industry rationalisations should serve to better position
Australian companies in a rapidly globalising international economy.

= With privatisations, Government enterprises have assumed a lesser significance in
the top 100 enterprises in recent years. There has been no distinct upward trend
in the importance of majority foreign-owned companies in the top 100 over the
past half decade.
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2.1 A snapshot of the Top 100

While the importance for the economy and our trade and foreign investment interests of large
companies generally are worthy of investigation, a small number of very large companies play a
particularly prominent role.

Large companies can be defined in terms of a range of measures, including market capitalisation,
employment, turnover, value added or assets. All have their merits and limitations (refer Annex 1).

This paper draws heavily on data from the ABS, which for the most part defines large companies
as those employing 200 or more people, or alternatively those employing 200 or more or having
assets worth more than $200 million.

The main focus of this study, however, is Australia’s 100 largest enterprises, drawn from the BRW’s
‘The BRW1000’, published in November 2000 - a listing of the 1000 largest enterprises ranked
on worldwide revenues* (BRW 2000a) — referred to as the ‘Top 100°. The Top 100 enterprises are
listed in Table Al (with majority foreign-owned companies and government enterprises
identified). In addition, some analysis is also provided of the sub-group of what might be viewed
as our very largest enterprises, namely the 26 Top 100 companies that also have a top 100
(worldwide) asset and employment ranking — refer Table A2.

Within the Top 100, a small number of companies are very prominent. The seven largest Top 100
companies, Coles Myer, National Australia Bank, BHP 2, News Corporation, AMP, Woolworths and
Telstra, accounted for 30 per cent of the combined 1999/2000 revenue of the Top 100. The 26
Top 100 companies that also have a top 100 asset and employment ranking accounted for over
half of the combined 1999/2000 revenue of the Top 100. They also account for almost 85 per
cent of the total market capitalisation of the Top 100.

A broad industry breakdown of the Top 100 is given in Chart 1. It should be noted, however, that
some of our largest companies have substantial involvement across more than one industry.

With this caveat, 32 companies might broadly be classified as manufacturing companies. They
account for over 20 per cent of the combined revenue of the Top 100. Australia’'s manufacturing
sector remains fairly diffuse, with only a few large players.

Ten Top 100 enterprises are in the finance industry (15 per cent of combined Top 100 revenue).
Sixteen enterprises are in the insurance industry, but this sector is over-represented on account of
the gross premiums measure of revenue used. Thirteen companies are in the wholesale and retail
trade sectors (17 per cent of combined Top 100 revenue). The five mining companies in the Top
100 account for nine per cent of total revenue.

A number of our largest companies operate in the resources sector. Some might say this is
symptomatic of Australia being a so-called ‘old economy’, with negative undertones for our
economic prospects into the medium term. However, while five of the Top 100 (including BHP
Billiton) are deeply involved in the petroleum industry, this industry is characterised by innovation
and technological development and involves considerable skilled employment. Similarly, while
five companies are involved in mining, the Australian mining industry depends on the application
of technology and expertise in the identification and development of deposits and to achieve

' The BRW1000 includes New Zealand enterprises as well as Australian enterprises. New Zealand
enterprises have been excluded from the top 100 here.

2 As this study is based on the BRW1000 list for the year 2000, most references are to the former BHP, not
BHP Billiton. The BHP Billiton merger of June 2001 will serve to further boost the importance of the very
largest group of the top 100 enterprises. In fact, BHP Billiton stands to become Australia’s largest
company.
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Chart 1: Broad industry categorisation of the Top 100

Number Revenue

. Mining Wholesale trade Finance and Insurance
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Construction services

efficiency enhancements.* The mining industry is also a major contributor to R&D and user of
advanced equipment and services.

As one might expect, Top 100 companies are all very prominent in Australia, if not globally, in their
particular fields of activity (see Box 3).

2.2 Changes at the top

The list of Australia’s 100 largest enterprises has in recent years been characterised by constant
change, not just in terms of companies dropping out of, or moving up into, the list, but also
through acquisition and disposal of companies or assets, mergers, de-mergers, major
restructurings, privatisations as well as some corporate collapses.

Of the top 100 companies of 1990, measured by market capitalisation, only 36 remained in the
top 100 a decade later (Port Jackson Partners 2001). As a result of industry rationalisation, by way
of mergers and acquisitions, internally driven restructuring and insolvencies, half were no longer
listed on the Australian Stock Exchange. The remaining 15 have slipped out of the top 100.
Sounding a note of caution, Port Jackson Partners point out that not all the surviving companies
have delivered healthy returns to shareholders. Ten years on, 50 of the top 100 are new
companies, arising from privatisations, demutualisations, floats and industry rationalisations. Only
14 of the top 100 companies were listed in 1990, but outside the top 100. Several of these,
including Leighton Holdings, have performed very strongly and "shaped the nature of competition
in their industry, or a sector within it".

Consistent with the findings of Port Jackson Partners, of the 20 large Australian-based
manufacturing companies in 1988/89 identified by Pappas Carter Evans & Koop (1990), only ten
of these companies still fitting the description remain today (Table 1). Eight have been the subject
of acquisitions, while others have been otherwise affected by major restructurings. In their place,
only five companies have joined the fold.*

®  For example, Australia’s largest mining companies are among the most advanced users of Internet-based
productivity tools for the purposes of metals trading, cutting inventories and joint purchasing (Department
of Foreign Affairs and Trade 2001b).

4 Pratt Holdings (now Visy Industries) was for some reason omitted from the 1988/89 list. Coca-Cola Amatil
could also arguably have been included.
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BOX 3: Top 100 companies: leaders in their fields*
Coles-Myer: ‘Australia’s leading retailer...Australia’s largest non-government employer’

National Australia Bank: ‘one of the 50 largest banks in the world...(in Australia, has the)
largest banking market share’

BHP Billiton: ‘ a new global leader in the world's natural resources industry’
News Corporation: ‘one of the world’s largest media companies’

AMP: ‘a leading international financial services company...among the top 50 asset
managers in the world’

Woolworths: ‘more than 1400 stores in Australia’

Telstra: ‘Australia’s leading telecommunications company and electronic information
services provider’

Rio Tinto: ‘a world leader in mining’
Lend Lease: ‘a fully integrated global real estate group’

ANZ Banking Group: ‘one of Australia’s leading banking and financial services
groups...one of the world’s 100 largest banks’

Commonwealth Bank: ‘Australia’s foremost provider of financial services’
Qantas: ‘world’s 12th largest airline’

Mitsui & Co Australia: ‘largest foreign company in Australia...2nd largest exporter in
Australia’

CSR: ‘Among the world’s top 10 building materials manufacturers’
Amcor: ‘one of the world’s top 10 global packaging companies’
Pacific Dunlop: ‘best stable of recognisable brands in Australia’

Metcash: ‘a leading marketing and distribution company operating in the food and other
fast moving consumer goods categories’

Brambles: ‘an international provider of business-to-business industrial services...(in many
of its fields) a market leader in Australia or internationally’

Toyota Motor Corp: ‘powerful force in the nation’s automotive industry...now developing
a new role — competing in the global market’

QBE Insurance: ‘one of Australia’s largest general insurance and reinsurance Groups’

Orica: ‘the largest chemical company in the region and the world’s largest supplier of
commercial explosives’

NRMA Insurance Group: ‘the largest general insurance group in Australia’
Optus: ‘an Australian leader in integrated communications’

Boral: ‘a large building and construction materials company...with leading local and
international market positions’

Coca-Cola Amatil: ‘largest Asia-Pacific Coca-Cola bottling company’

Leighton Group: ‘Australia’s largest project development and contracting
group...operations are spread all around the Asia-Pacific region’

Origin Energy: ‘Australia’s only vertically integrated energy company...one of Australia’s
largest suppliers of gas to end users’

Suncorp Metway: ‘Australia’s sixth largest bank and seventh largest general insurance

company’
Foster’s: ‘one of the world’s leading brewers and the leading global premium wine
company’
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MIM Holdings: ‘an Australian-based international mining and mineral processing
company’
St George Bank: ‘Australia’s fifth largest bank’

OneSteel: ‘Australia’s largest manufacturer and distributor of structural, rail, rod, merchant
bar, reinforcing, wire, tube and pipeline steel products’

Publishing & Broadcasting: ‘Australia’s leading free to air television broadcaster, magazine
publisher and premier gaming and entertainment complex’

Goodman Fielder: ‘largest Australian-owned food company’
Caltex Australia: ‘a major refiner and marketer of petroleum products in Australia’
Mayne: ‘Australia’s leading private health care provider and most diverse logistics operator’

IBM Australia: ‘a leading supplier of information technology, software and services in
Australia’

AGL: ‘an energy market leader (in Australia and New Zealand)’
Alcoa World Alumina Australia: ‘world’s largest bauxite miner and alumina refiner’

Southcorp: ‘Australia’s largest winemaker, exporter and grape producer and the world’s
largest maker of premium red wine’

Allianz Australia: ‘one of Australia's largest general insurers’

Flight Centre: ‘Australia and New Zealand’s largest 100% Australian owned independent
retail travel group’

Smorgon Steel: ‘Australia’s most integrated steel producer’
Mitsubishi Motors Australia: ‘a major player in the Australian vehicle market’

WMC: ‘world’s third largest nickel producer, owns 40% of the world’s largest alumina
producer...major producer of copper, uranium and fertilizer’

Macquarie Bank: ‘Australia’s leading investment bank’

Pasminco: ‘world’s largest integrated zinc and lead producer...and is the third largest silver
producer’

CGU Insurance: ‘Australia’s third-largest general insurer’

PaperlinX: ‘Australasia’s leading marketer and manufacturer of fine communication
papers...and high performance packaging papers to domestic and regional export markets’

Royal & Sun Alliance Australia: ‘one of Australia’s leading financial service organisations’

Visy Industries: ‘one of the world’s largest privately-owned paper recycling and packaging
companies’

Transfield: ‘a major Australian-owned company renowned for innovation, construction,
project management and partnerships in the engineering, rail, energy, defence and
telecommunications sectors’

Energex: ‘a leading Australian energy company’

P&O Australia: ‘a leader in the international development and operation of ports...market
leader (in Australia) in cold storage and distribution...undergoing a rapid expansion of its
international businesses’

Tabcorp Holdings: ‘Australia’s largest leisure and entertainment company’
George Weston Foods: ‘producing and marketing some of Australia’s best-known brands’

* Excerpts drawn from company Internet home pages
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Table 1: Large Australian-based manufacturing companies:
1988/89 and today*

1988/89 Still fits Restructuring or other changes of significance
companies category since 1988/89
today?

BHP Steel 0 BHP/Billiton merger in 2001, with plans to spin off
BHP Steel assets

Elders Brewing O renamed Foster’s Brewing Group as part of a major
restructure in early 1990s; renamed Foster’s in 2001

Bond Brewing O acquired by Lion Nathan in early 1990s

Pacific Dunlop a0

BTR Nylex O Parent company BTR Plc disposed of packaging
businesses to Owens-lllinois and merged with Siebe
Group to form Invensys in 1999. Some other
Australian businesses sold to Austrim Nylex

Pioneer International O Acquired by Hanson Plc in 2000

CSR O

Amcor O

Boral |

Goodman Fielder Wattie O Divestment of Wattie Foods to HJ Heinz in 1992

Comalco O Majority owner CRA merged with Rio Tinto in 1995;
full ownership acquired in May 2000

Burns Philp O

SA Brewing O Acquired by Lion Nathan in early 1990s

Metal Manufacturers O Acquired by Electrical Distributors and delisted in
March 2000

James Hardie O Moved domicile offshore in 2001

Tubemakers O Acquired by BHP in 1996

Email O Acquired in 2001 by Smorgon Steel Group, minus its
major appliance business which was on-sold to AB
Electrolux

Wormald International O Acquired by Tyco International in 1990

Smorgon a0

Petersville Sleigh O Acquired by Pacific Dunlop in 1991

Additional companies
today

Comment

Orica

OneSteel

Caltex Australia

FH Faulding

PaperlinX

Became an independent Australasian company in
1997 after its parent, Imperial Chemicals Industries
Plc, divested its 62.4 per cent shareholding in ICI
Australia

Formed in 2000 with spin-off of BHP’s long products
division

Petroleum refining and marketing assets of Caltex
Australia and Ampol were merged in 1995; Caltex
Australia purchased Pioneer’s 50 per cent interest in
the joint venture in late 1997; Caltex Corporation
holds 50 per cent of the company

Did not fit the definition of large in 1988/89; has
recently been acquired by Mayne

Formed in 2000 with spin-off of Amcor’s paper
division

* Defined as non-majority foreign-owned companies with sales of $1 billion or more (1988/89)/ $1.6

billion or more (1999/2000)

The Big End of Town and Australia’s Trading Interests




Chapter 2

In keeping with a worldwide trend, the services sector is becoming more prominent in the
Australian economy, and our large enterprise sector is reflective of this trend. The growing
significance of service sector companies and lessening relative importance of manufacturing
companies amongst our largest companies is reflected in data on market capitalisation, a very
large proportion of which is accounted for by our large companies. Companies categorised by
the Australian Stock Exchange to the finance and insurance sector accounted for around 37 per
cent of the total market capitalisation of the Exchange in June 2001, up from around 15 per cent
ten years ago. The share represented by other services sector companies has increased from
around 10 per cent to almost 30 per cent. Manufacturing and resources companies’ shares have
by contrast each shrunk from around 37 per cent to 20 and 14 per cent respectively.

Weak profit performance and globalisation have been drivers of extensive industry rationalisation
in recent years, with a tendency for companies to focus more on their core strengths.
Considerable takeover activity has been prompted by such rationalisation. De-mergers have also
become more commonplace. In the past, when large players came up against limits to continued
domestic growth in their existing business lines, there was a tendency to expand through
diversification into other business areas (eg the former Elders IXL conglomerate). More recently,
the trend has been to focus on core competencies, in many instances with a view to growing by
means of offshore expansion.

The raft of takeovers and industry rationalisations should serve to better position Australian
companies in a rapidly globalising international economy. At the same time, mergers and
acquisitions (M&A) can be fraught with difficulties. According to a recent report on M&A by
KPMG, 83 per cent of (global) mergers are unsuccessful when judged by whether they add
shareholder value.® Differences in the cultures of the respective organisations — an even greater
peril in the case of cross-border M&A — and lack of attention to change management can be the
undoing of takeovers.

Change has been more evident over the past year or two, than in earlier years. Mergers and
acquisitions involving the Top 100 with an international dimension not reflected in the November
2000 BRW1000 list include the following:

< Singapore Telecommunications (Singtel) acquired Cable & Wireless Optus in September 2001.
(Cable & Wireless Optus was already majority foreign-owned by Cable & Wireless Plc of the
United Kingdom.)

e Brambles Industries Ltd and GKN Plc of the United Kingdom merged in August 2001 through
a dual listed company (DLC) structure to form Brambles Industries.

e BHP Ltd and Billiton Plc of the United Kingdom merged in June 2001 through a DLC structure
to form BHP Billiton.

« Hochtief of Germany increased its shareholding in Leighton Holdings in February 2001 to give
it a majority holding. (It had previously held just under 50 per cent of the shares.)

< Rio Tinto acquired Ashton Mining towards the end of 2000. (It also acquired North for $3.5
billion in August 2000; the remaining 28 per cent of Comalco that it did not already own in
May 2000; and the Lemington and Peabody coal mines in the Hunter Valley.)

e Hanson PLC of the United Kingdom acquired Pioneer International in April 2000.

« Exxon and Mobil, both of the United States, merged in late 1999. (Esso Australia Resources
was formerly wholly owned by Exxon.)

°  The Australian, April 12, 2001
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Domestic mergers and acquisitions between Top 100 companies recently completed are as
follows:

* Smorgon Steel Group acquired another Top 100 company, Email — minus its major appliances
business, which was on-sold to AB Electrolux — in 2001.

* Wesfarmers has also recently acquired Howard Smith, another Top 100 company.

e Mayne (previously known as Mayne Nickless) has succeeded in its takeover bid for another Top
100 company, FH Faulding, and intends to retain the healthcare side of the business and on-
sell to offshore interests its injectables business and its US-based oral drugs unit.

A number of other companies have reportedly been the subject of takeover interest. The Top 100
have also been involved in acquisitions outside of the Top 100, as well as divestments of non-core
businesses. Notable in the latter category is Invensys Australia, which has progressively sold off
some of its former BTR Nylex businesses. It is now a much smaller entity than before. Pacific
Dunlop has divested its Pacific Automotive business and has now also divested its Pacific Brands
clothing business. Its core business is now Ansell. A further example is Southcorp, which has
moved to narrow its business interests and teamed up with Rosemount Estate (Box 8).

There have been three de-mergers involving the Top 100 over the past couple of years. Boral's
energy businesses de-merged from Boral's building and construction materials business in
February 2000, to form Origin Energy. Amcor spun off its paper division in February 2000,
resulting in the formation of PaperlinX. Similarly, One Steel had its debut on the Australian Stock
Exchange in October 2000 following the spin-off of BHP's long products division as part of the
BHP restructuring program at the time. BHP Billiton is looking to spin-off its steel division this year.
In the face of a takeover bid from Alcoa, WMC is also proposing to spin-off its aluminium assets
representing its 40 per cent share of Alcoa World Alumina Australia.

Some three-quarters of the companies on the November 2001 BRW1000 boosted their revenue
this past year. At the same time however, only 40 per cent reported increased profits and some
of the Top 100 have not fared at all well:

e HIH Insurance is in formal liquidation and a Royal Commission into its collapse has been
established.

* Ansett Airlines was placed under administration in September 2001.

= Pasminco has been in voluntary liquidation since September 2001 and, under a rescue plan,
has been seeking to dispose of some of its assets and operations.

< Dairy Farm of Hong Kong put its Franklins business up for sale in February 2001. Of its 287
stores, about 150 have been sold to independent retailers, with a further 73 stores sold to
Woolworths. The South African group, Pickin Pay Stores, has bought 50 stores as well as
Franklins' associated business names and various trademarks.

Other developments of note include the announcement by James Hardie that it is relocating to
the Netherlands. James Hardie's operations are principally in the United States. The Queensland
Sugar Corporation underwent privatisation in July 2000, when the private industry-owned
marketing company, Queensland Sugar Limited, was formed.

With privatisations, Government enterprises have assumed a lesser significance in the list of top
100 companies in recent years, both in number terms and dollar terms (Chart 2). Most prominent
has been the Telstra float. In 1999/2000, there were 10 government enterprises in the Top 100,
accounting for less than five per cent of their combined revenue (but nine per cent of total assets).
In 1996/97, there were 15 government enterprises, accounting for 13 per cent of combined
revenue. In contrast, there has been no distinct upward trend in the importance of majority
foreign-owned direct investment enterprises in the list of top 100 enterprises, in either number or
revenue terms. In 1999/2000, there were 31 majority foreign-owned companies in the Top 100.
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Chapter 2

Chart 2: Revenue breakdown of top 100 enterprises between
private, government and foreign, 1996/97 to 1999/2000
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Source: ABS, 'Balance of Payments and International Investment Position, June Quarter 2001', Cat 5302.0
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The significance of large

enterprises in the Australian
economy and beyond

e In 1999/2000, large businesses (those employing 200 or more persons or with
assets worth more than $200 million) accounted for 52 per cent of the total
operating income and 36 per cent of the total employment of all businesses
(excluding small agricultural businesses, non-employing businesses and the general
government sector).

e Large businesses tend to pay higher salaries than small-to-medium businesses.
They are also more likely to be involved in R&D programs or collaboration.

e The domestically-generated income of the Top 100 represents over half the
combined revenue of all large businesses in Australia.

e The Top 100 account for around 20 per cent of the nation’s total revenue and 11
per cent of the nation’s employment.

e The Top 100 account for some 70 per cent of the total market capitalisation of the
Australian Stock Exchange. The Top 100 are also of some importance for the
nation’s tax revenue, for shareholders and for the communities in which they are
located.

e The Top 100 derived around 22 per cent of their worldwide revenues from
offshore activity in 1999/2000.

= The top four enterprise groups in communication services accounted for 86 per
cent of total industry sales in 1999/2000, while in each of mining, transport and
storage, retail trade, and cultural and recreational services industries, the top four
enterprise groups accounted for between one quarter and one third of total
industry sales. For their part, Top 100 companies hold a strong market position in
Australia in a number of industries.

e Australia has only a limited number of companies that are big in global terms.

e There is some evidence that large companies are responding to the need to be
good corporate citizens and take due account of social and environmental
outcomes.
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3.1 Large enterprises and the economy

Large enterprises play an important role in the Australian economy. According to ABS Economic
Activity Survey (EAS) data, in 1999/2000 there were just over 3,200 ‘large’ businesses in Australia,
defined as ‘management units’ employing 200 or more persons or having assets worth more than
$200 million (ABS, ‘Business Operations and Industry Performance, Australia’, Cat 8140.0).!
While representing less than one-half of one per cent of the number of all operating businesses,
these businesses contributed 52 per cent of the total operating income of all businesses
(excluding small agricultural businesses, non-employing businesses and the general government
sector, which were ‘out-of-scope’ of the EAS?) (Table 2).

These large businesses also accounted for 36 per cent of the total employment of all in-scope EAS
businesses in 1999/2000, 57 per cent of total operating profit before tax, 81 per cent of total
assets, and 68 per cent of total net worth. These varying shares reflect the fact that large
businesses tend to be more capital intensive than the economy at large.

Although the share of large businesses so defined in both income and assets has increased over
the six years to 1999/2000, it needs to be borne in mind that inflation over the period, while
moderate, would have a bearing on the number of businesses categorised as large. This may well
explain the increasing share of large businesses in the total number of operating businesses in the
economy. The share of large businesses in total net worth has in fact remained flat and their share
of employment displays no clear trend in either direction.

EAS data for the 100 largest enterprise groups in the economy, measured in terms of total
income, are more revealing. There has been a decline in the importance of the top 100 enterprise
groups in total economy-wide income and employment. The employment of the 100 largest
enterprise groups has tended to be static, reflecting improved labour efficiencies and outsourcing.
There is also some evidence of a rationalisation of the internal structures of the largest companies,
with the number of operating businesses falling from 1,199 to 857 over the period.

The importance of large businesses will clearly vary from industry to industry, depending in part
on the importance of economies of scale. In 1999/2000, manufacturing establishments
employing 200 or more persons accounted for 33 per cent of total manufacturing employment,
46 per cent of turnover and 39 per cent of industry value added (ABS, ‘Manufacturing Industry,
Australia’, Cat 8221.0). Their contribution to turnover ranged from 22-23 per cent in the case of
non-metallic mineral products; and textile, clothing, footwear and leather, to 56 per cent for food,
beverage and tobacco; and machinery and equipment manufacturing.

Large businesses tend to pay higher salaries than small-to-medium businesses. Business
Longitudinal Survey (BLS) data indicate that 61 per cent of businesses employing 200 or more
persons paid at rates above average weekly earnings in 1997/98 (ABS/Austrade 2000).® This
compares with 30 per cent in the case of small businesses and 43 per cent in the case of medium-
sized (employment of 20-199 persons) businesses. The disp