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Introduction

The UNI Finance Sector has three million members worldwide in some 80 affiliates. The sector covers both banking and insurance, sectors which traditionally have been very stable, but which now are in the centre of change in the world economy. Thousands of jobs have already disappeared as mergers and take-overs accelerate. Competition is also growing from new areas - including the Internet and retail outlets such as supermarkets. A further consequence of mergers and acquisitions (M&As) is the mixing of banking and insurance services and products, overlapping traditional boundaries within the sector.

This report has been prepared for the first UNI Finance World Conference in Rio de Janeiro, 25-27 August 2002, involving bank and insurance unions worldwide. It looks specifically at the growing trend of M&As in both banking and insurance services and the impact that they are having on the shape of the sectors, and in particular the impact on employment and working conditions. It also looks at the implications of cross border M&As, and whether M&As even achieve their commercial aims. As part of the process of finding means of tackling the problems, it examines the level of social dialogue between unions and employers over merger and acquisition activity and makes a number of suggestions for including in a trade union strategy.

The nature of M&As makes international information and co-operation essential to a proper understanding of the forces which are at work, as the companies involved are increasingly based in, or active in, other countries. Without such an international approach, unions can only hope to react to changes as they occur and make the best of them, rather than to foresee what is coming up and influence changes for the benefit of the workforce, and hence the long term interests of the sector as a whole.

There have been several important meetings and reports, particularly in the European Region, but also at the global level that have a special bearing on this conference:

· UNI-Europa Finance conference on M&As in January 1999

· Creation of a working group on M&As in 1999

· Publication of a Survey on Mergers and Takeovers in the Finance Sector, May 2000

· Adoption of a Trade union strategy on M&As by UNI-Europa Finance Committee in May 2000

· Publication of a document on “The impact of M&As in Finance on workers, consumers and shareholders”, October 2000 prepared by a network of researchers 

· Conference on The impact of M&As in Finance on workers, consumers and shareholders, October 2000

· ILO Tripartite Meeting on the Employment Impact of M&As in the Banking and Financial Services Sector, Geneva 5-9 February 2001

The UNI-Europa Finance working group was set up in 1999 to investigate developments in the financial services sector throughout Europe and the extent of trade union involvement. A questionnaire was sent to bank and insurance affiliates covering all possible aspects of the subject, including the impact on employment in general, the work-force specifically, industrial relations, the trade unions themselves and so on. From the replies received, it was been possible to identify a number of general principles on which to compile a strategy and policy. Following this, a UNI-Europa Finance Conference was held in London, 23-24 October 2000, which looked at the impact of M&As on workers and their unions, consumers and shareholders.

The European industry’s perspective of the dimension of mergers was explained by the European Banking Federation’s Committee on European Social Affairs. A representative of the European Commission discussed employment and competition issues, and a representative of the European Federation of Employee Shareholders (EFES) looked at whether shareholders gain or lose in mergers/take-overs.

The Trade Union Strategy adopted by the UNI-Europa Finance Committee in May 2000 aimed to provide overall assistance to unions whose members are involved in mergers and take-overs and establish guidelines to help affiliates co-ordinate their actions in the case of cross-border mergers. 

Under the auspices of the ILO, the Tripartite Meeting on the Employment Impact of M&As in the Banking and Financial Services Sector, met in Geneva from 5 to 9 February 2001. This was a major meeting, involving representatives of trade unions, employers, and governments. A lengthy report was produced for the meeting
 which examined:

· obstacles to success in financial services M&As;

· factors driving M&As; employment effects;

· impact of M&As on working and employment conditions;

· and social dialogue in the context of M&As.

The difficult nature of relations in the sector, and the disrespect that the employers’ group has for ILO principles was demonstrated by a walkout of the entire employers’ group. Afterwards the workers’ group and the government group adopted the resolutions and conclusions of the meeting, which UNI urged the ILO and affiliates to pursue, and undertook to raise the issue of the employers’ group conduct with bodies such as works councils and within the framework of European social dialogue. The ILO has now allocated funding for regional meetings to follow up the meeting’s resolutions and conclusions.

The Growth and Spread of Mergers and Acquisitions

Traditionally the finance sector has been highly regulated and, even within domestic markets, there were clear divisions between different branches of the sector and between the different companies and agencies involved.

Nowadays, however, M&As in financial services are a driving force behind, and a consequence of, globalisation. Capital markets are internationalising, and institutional investors and pension funds demand greater access to worldwide financing sources and investment opportunities. There are about 4,000 M&A transactions each year.

Regional Overviews of Mergers and Acquisitions

Africa

The liberalisation of financial markets in Africa has often been much faster than the reform of fragile financial institutions. Bank privatisation has been relatively slow, although some large sales are planned after restructuring. Most M&A activity in the 1990’s took place in the context of the reform process.

In Nigeria, of the 115 banks in operation in 1997, 47 were in trouble with average ratio non-performing assets of around 82%. Six mergers between 1996 and 1998 resulted in 88 net job losses, but without the mergers, many of the banks would have been closed with the loss of all the 1,860 jobs involved. Only a minority of the 82 remaining banks are serious operators, and the industry is expected to shrink in both the number of institutions and active branches; branches declined from 2,500 to 2,200 between 1997 and 1999. Employment in the sector dropped from 78,514 workers in 1990-91 to 54,292 in 1999-2000.

South African interests have bought banking and other financial sector enterprises from a number of governments. The four big South African banks (Absa, Standard Bank, Nedcor and First National Bank) are not big by global standards but overshadow other African banks. Most South African banks are looking at merging with assurors or other banks for expanding into other African countries. Standard Bank moved into 14 African countries in the 1990’s; an attempted takeover of Standard Bank by Nedcor was blocked in 2000 because of competition concerns and the possible loss of up to 10,000 jobs. In arguing its case to the regulatory authorities Nedcor claimed the merger would result in enhanced revenues and cost reductions, but Standard Bank pointed to the failure of similar mergers elsewhere, with:

· the loss of talented staff,

· low employee morale,

· unrealistic estimates of synergy benefits,

· underestimation of revenue loss,

· and unexpected difficulties in integrating back office functions and systems.

There are many small financial institutions in South Africa and some non-banking entities (e.g. retailers and car manufacturers) now offer financial services.

In Uganda, the Government is inviting international investors to take over state-owned banks. In 1997, it sold the country’s leading financial institution, Uganda Commercial Bank, to a Malaysian property developer, but the sale was disallowed after irregularities in financing the operation became known. Mass retrenchments and branch closures, especially in rural areas, were envisaged in the proposed arrangement.

In Tanzania, the sale of NBC (1997) Ltd. (following privatisation) to Absa of South Africa was the subject of a parliamentary inquiry. The privatisation and sale, in conjunction with the computerization of NBC’s 35-branches, threatens the jobs of two-thirds of NBC staff – 730 of 1,100 employees. Staff were offered individual voluntary redundancy packages comprising all statutory retirement benefits, termination of service awards and lump-sum payments based on years of service and salary scale. The redundancy offer circumvented management/TUICO negotiations; the trade union viewed the bank’s unilateral offer as an attempt to divide the workforce.

In an environment of economic reform, growing links with Europe and overseas competition, North African banks are less protected than before and are diversifying their lending as privatisation continues. In 1997, Morocco’s Wafabank acquired Uniban, and Banque Nationale pour le Développement Economique took control of Banque Marocaine pour l’Afrique et l’Orient. Société Marocaine de dépôt et de crédit is a product of the BNP/Paribas merger, and is expected to ally with Banque Marocaine pour le Commerce et l’Industrie, a subsidiary of BNP. In the absence of suitable local merger partners, Moroccan companies are trying to attract foreign banks as merger partners. The Banque Commerciale du Maroc, in addition to the local Ona Group, through Financière Diwan (19.65%) includes BSCH (20.27%), Corporación Financiera Caja de Madrid (4.98%) and Credito Italiano (3%) among its shareholders.

In insurance, Axa Al Amane and Compagnie Africaine d’Assurances are to merge to become Axa Assurances Maroc, one of two companies expected to lead the sector with over 20% of the market. The second is the Benjelloun Group, also engaged in merger activity, which will hold a 23.9% market share. 

In Tunisia, state-owned companies have a 60% share of financial services. Tunisian bankers believe they should merge in order to compete regionally and better prepare for competition from foreign companies after liberalization has taken place. The Government has already prepared plans to combine Société Tunisienne de Banque with BDET and BNDT and another merger involving Union Internationale de Banques and BTEI is nearing completion. The authorities hope these operations will stimulate consolidation in private banks.

Western Europe

There are common pressures across Western Europe to reduce staff numbers and the size of branch networks, spurred on by the growth of new distribution channels (e.g. Internet), and the borders between banking, insurance, securities and other financial services are blurring. Mergers have so far been mainly domestic, with the aim apparently being to create national champions before entering into cross-border mergers. Domestic market consolidation, especially large domestic retail banking mergers, may be nearing an end. Some banks seem to have chosen to enter cross-border retail business via the Internet rather than through mergers or physical outlets. The number of banks in the European Union (EU) has declined rapidly since 1990 with cooperative and savings banks contracting up until 1997; the number of commercial banks was growing but M&As have caused this trend to reverse. 

In Spain, the entire sector has been radically restructured, starting with the 1988 Banco Bilbao and Banco Vizcaya merger into BBV, followed by the amalgamation of Banco Central and Banco Hispano. After the 1993 acquisition of Banesto, Banco Santander merged with Banco Central Hispano to create BSCH, extensively represented in Latin America and employing 106,000 workers with 22 million clients worldwide. The banking group BBVA (with 91,000 employees) is the product of a merger between BBV and Argentaria. BBVA is the second biggest financial services operator in Latin America, with 2,200 branches and a key position in pension funds.

Following the privatisation of state financial institutions, Banco Exterior de España absorbed Banco de Crédito Industrial, while Banco de Crédito Agricola was acquired by Postal Bank. In 1998, the two resultant banks merged and, together with Banco Hipotecario de España, formed Argentaria, Caja Postal y Banco Hipotecario SA. Banco Santander and Banco Central Hispano Americano combined in January 1999 to create Banco Santander Central Hispano Americano, among the top three in Europe and number one in Latin American investments. M&As in the banking sector hit employment hard, with jobs dropping from 180,000 to 129,000 between 1980 and December 1999, mainly due to merger-linked forced early retirements.

The first major M&A in Spanish insurance was the acquisition of La Unión y el Fénix Español by AGF, with job losses in France, Belgium, Portugal and Spain. Losses in Spain, mainly through voluntary redundancies, early retirement, and attrition totalled 1,000 jobs over three years

In Greece, the privatisation and sale in 1998 of Ionian and Popular Bank to Alpha Credit Bank, was opposed by unions, and workers held a nine-day strike in 1998, demanding that Ionian be merged with its public sector parent company, Commercial Bank of Greece, to allay fears of redundancies among the 4,100-strong workforce. The Government eventually prevailed but conditioned the sale to Alpha on the avoidance of large-scale redundancies. In November 2001 a merger was announced between Alpha Bank and National Bank of Greece; the new entity will control 50% of Greece’s bank assets. It is introducing  early retirement schemes so as to avoid redundancies.

In Germany, banking is fragmented with about 3,400 independent establishments. The 1998 merger of Bayerische Vereinsbank and HypoBank created HypoVereinsbank (HVB), which in 2000 announced it was acquiring Bank Austria, with 280 domestic offices and a network in Poland, the Czech Republic, and Hungary. The German “non-private” financial sectors have been undergoing slow consolidation for several years, and cooperative banks diminished by a third over ten years. German banks have been expanding abroad. Commerzbank established shareholdings in the Italian bank Comit, the insurer Generali, and cooperation arrangements in Spain and Austria, while Deutsche Bank took over Bankers Trust in 1998. Concentration is transforming the cooperative sector; earlier mergers aimed to increase the size of companies, but now synergies are the focus of M&As.

Bank restructuring in the Netherlands produced ABN-AMRO and ING at the beginning of the 1990s. In 1990 AMRO combined with ABN to create ABN-AMRO. Its close national rival, ING Group, is the product of a merger in 1991 between the top insurer Nationale Nederlanden and NMB Postbank, a bank and itself the result of a merger between Post Office Bank and Nederlandse Middenstandsbank. ING now seeks growth through international acquisitions. In 1995 it acquired Barings and bought Banque Bruxelles-Lambert in 1997. The ING Group acquired Berliner Handels-und-Frankfurter Bank in 1999 and now has 83,000 employees in its 80 offices in 61 countries.

In Belgium, KBC is the result of a 1998 merger between Kredietbank, Cera (a cooperative) and ABB (an insurance company). The bancassurance company Artesia also acquired France’s Banque Vernes in 1998, while Fortis, a Dutch‑Belgian bancassurer, bought Générale de Banque in 1997. Numerous M&As do not seem to have affected overall sectoral employment, with growth in the employment of executive and professional staff and in women workers’ share of jobs. 

Spain’s BSCH has entered into an agreement with Portuguese financial group Champalimaud for eventual joint control of Champalimaud by BSCH and Caixa Geral de Depósitos of Portugal. Two other mergers involving Banco Comercial Português and Banco Mello, and Banco Espíritu Santo and Banco Português de Investimento were announced in 2000.

In Italy, banking sector consolidation increased in the late 1980’s. The 111 combinations between 1980 and 1989 concerned only a small part of the sector (3.4% of the market), but between 1990 and 1998 there were 409 operations, representing 23% of the market share. In 1998 alone, there were 54 M&As involving banks, representing a total of 30.5% of banking assets, with the three biggest operations – Credito Italiano and Unicredito, San Paolo and IMI, Intesa and Cariparma, then Banca Friul Adria – the result of friendly agreement. Meanwhile, Monte di Paschi acquired 60% of Banca Agricola de Mantavona, while the 1999 merger of Banca Intesa and Comit (Banca Commerciale Italiana) formed Cuccia. Italian regional banks have also been involved; the Banca Popolare Vicenza Group relies on acquisitions for growth and Central Bank policy has encouraged northern regional banks to acquire distressed southern banks.

In France, Crédit National absorbed Banque Française du Commerce Extérieur to create Natexis, subsequently acquired by Banques Populaires, a mutual organization. Crédit Agricole, another mutual, took control of Banque Indosuez in 1996 and acquired 70% of the consumer credit specialist Sofinco. BNP acquired Parisbas in 1999, creating a bank with over 76,000 employees. Soon after, Société Générale (SocGen) also acquired control of Bulgaria’s Expressbank, itself the result of a 1993 merger of a dozen small regional banks.

In Switzerland, UBS is reorganizing its business groups again, and has purchased the US retail broker, PaineWebber. Crédit Suisse has acquired Donaldson, Lufkin & Jenrette (DLJ), another American investment bank.

Reorganisation has been extensive in the United Kingdom. By 1998, the number of branches had declined to less than 10,000 (14,000 in 1985). The City of London had the highest number of M&As in Europe in the 1990s, including the takeover of NatWest by the much smaller RBS, with a promise to cut costs by more than £1 billion, mostly by eliminating 18,000 jobs, and substantial support from other financial institutions, such as Spain’s BSCH. All British financial institutions are considered either potential takeover prey or predators. Almost all of the UK’s merchant banks (Warburg, Barings, Kleinwort Benson and Morgan Grenfell) have passed to foreign banking groups.

Other notable M&A operations involving British companies include the 1999 acquisition of Scottish Widows, an insurance company, by Lloyds-TSB and the acquisition in 2000 of Crédit Commercial de France (CCF) by HSBC. In 2000 Barclays announced a takeover of Woolwich, involving at least 1,000 job losses, mostly from integrating back office infrastructure and streamlining management structures, accounts administration, and other financial dealings. Where the networks overlap, the new group will combine 200 branches, effectively closing half of them. Barclays has closed 171 branches, many in rural areas, with the loss of 7,500 jobs in one day. In 2001 a proposed merger between Lloyds TSB and Abbey National was halted by the UK Competition authorities, though a merger was permitted between the Bank of Scotland and Halifax Building Society to form the Halifax Bank of Scotland Group. The number of staff in major British banks peaked at 444,000 in 1990, then declined to 430,000 in 1991, 382,000 in 1993, and 363,000 in 1995. It is estimated that between 1990 and 2000, British banks reduced their employees by 150,000 and closed a quarter of their total network of branches (over 4,000).

In 1999 18,000 banking posts were eliminated because of restructuring or M&As. 

Lloyds-TSB has eliminated 16,021 posts, and by 1999 had centralized functions as treasury, cheque processing and rationalization in call centres and had closed 300 branches as part of its goal to cut costs by 10% and double shareholder value every three years, resulting in a loss of 12% of jobs. 

Banking consolidation in the Nordic countries continues, e.g. the merger of Unibank in Denmark, Merita in Finland, Kreditkassen in Norway and Nordbanken in Sweden, together with two insurance companies, Tryg-Baltica in Denmark and Vesta in Norway, to form the Nordea Group.. A distinct feature of Nordic M&As is that all leading banks now define their strategies in pan-Nordic terms. Handelsbanken has built up a significant presence in Finland and Norway, while Den Danske has made big purchases in Sweden and Norway. The decline in bank personnel and branches between 1995 and 1999 averaged 30%, with a 50% fall for Finland. 

In Norway, the 1999 merger between Den Norske Bank, the country’s premier bank and Postbanken, its fourth largest, created Norway’s largest financial organization, which employs 7,500 workers; 400 job cuts were expected. 

Job losses in Denmark’s banking sector in the 1990s were substantial, with the number of banking employees falling from 51,000 in 1991 to 43,000 by 1995; this reduction coincided with M&A-related activity. Three large banks – Den Danske Bank, BG Bank and Unibank (the product of a merger between Bikuben and Girobank) – controlled 85% of the market. Denmark had no ownership restrictions between banks and insurance companies. Financial sector consolidation between 1990 and 1995 involved a 20% reduction in all staff. Dansk Bank’s takeover of Real Danmark in 2000 was probably the last major takeover. Comparable consolidation occurred in Finland, where the number of credit institutions fell by over a third between 1989 and 1995 and the branch network shrank from 3,500 to 1,950, with jobs falling from 53,000 to 31,200. By 1995, three groups controlled 92.5% of the Finnish deposit and loan market: MeritaBank, the result of the merger between Kansallis-Osake-Pankki and Union Bank of Finland; Okobank (cooperative); and Postipankki. In 1990, the Swedish banking market was highly concentrated – four large institutions, including the two state-owned banks (Nordbanken and Gota Bank) which merged in 1993. In Sweden a merger between SEB and ForeningsSparbanken (FSB) was halted by EU objections to the proposed bank’s powerful position in the Swedish market, where it would have had a market share of 50% in some key products. This seems to have put a stop to any other big bank mergers in Sweden as well. In Iceland the government plans to sell its majority stakes in two of the country’s main  banks, Landsbanki  and  Bunadarsbanki, which would counter the market leader,  Islandsbanki.

Throughout Europe the insurance industry is undergoing turbulent restructuring and consolidation with the pressure to consolidate coming from various directions. Private savings and pension plans are expected to grow rapidly as governments in Europe shift more of their pensions’ responsibilities from the State to the private sector. Pressure is also growing on insurers to abandon their mutual status, pay out profits to members, and list publicly to add new sources of equity capital, which implies further consolidation.

The traditional function of brokers is to find insurance for corporate clients, negotiate the price and scope of coverage, and to advise on the design of risk programmes. Most derive their income from commissions from insurers on client premiums. In American, British and some deregulated European markets, brokers dominate the distribution of commercial insurance and influence choices and terms. They have begun to gain a market share in deregulating markets such as Italy, Spain, and Latin America. In 1989 the proportion of worldwide revenue generated by the top five brokers was about two-thirds of the market; by 1997, it was nine-tenths, with the three global firms accounting for more than 80%. Brokers’ power has helped drive down insurance prices, benefiting corporate clients, but squeezing insurers’ profit margins. Market deregulation in many markets, such as the EU and Japan, has also increased competition among insurers and exerted further downward pressure on prices. Investment bankers, Internet companies offering financial services, and specialist risk consultants, etc., have entered the market, adding to the competition.

Consolidation has accelerated as insurers counter the power of global brokers, becoming either very large or specialised. Mergers among UK insurers have followed the rapid consolidation of brokers, including Royal and Sun Alliance, Commercial Union and General Accident, Zurich UK and Eagle Star, and Norwich Union and London & Edinburgh. There is a trend among insurers to forward-integrate by taking stakes in distributors. The merger between CGU and Norwich Union, resulted in 5,000 job cuts over 18 months for its workforce of 69,000 employees. CGU is the product of a 1998 merger between Commercial Union and General Accident, which involved the loss of 6,000 jobs. 

For a scale-based strategy to succeed, insurers need a “critical mass” in all their key markets. Consolidation is spreading from domestic market M&As (now almost complete), to cross-border ones, particularly in Europe, e.g. between Allianz and AGF, Generali and AMB, and Axa Group and Guardian Royal Exchange. This is leading towards truly multinational operations serving global clients, developing global brands. Scale has become crucial for insurance companies in home markets. Insurers employ thousands of people to collect premiums and process claims. They are vulnerable to competition from new, Internet-based operations.

The Spanish insurance industry is consolidating radically, driven on the one hand by legislation which requires a significant increase in the level of nominal capital a company must have to operate in the various branches of the insurance industry and, on the other, the establishment of a single European market, which has made multinationals strive for the requisite size to enable them to compete in a suddenly enlarged “home” market, with a big impact on employment. A single merger or acquisition often seems to generate after effects, as competitors reposition themselves. In Finland Sampo merged with Leonia Bank in 2001 to create a rival to Nordea and while smaller deals are anticipated, they are not likely to change the industry’s structure; any big change would have to involve Pohjola.

The current merger wave in insurance is pan-European. Two of the five largest British composite insurers are already part of pan-European groups. The purchase of Guardian Royal Exchange by Axa in 1999 followed Zurich’s acquisition of BAT Industries’ financial services arm – including Allied Dunbar – to form Allied Zurich. Europe’s biggest insurer, Allianz, acquired AGF to secure a strong market position in France and other Euro-zone countries; Allianz also owns Cornhill Insurance. GE Capital, the financial services subsidiary of General Electric, consolidated its European consumer insurance and investment activities into GE Insurance Holdings. 

However, in cutting costs, many financial institutions have jeopardized their operations and therefore diminished shareholder value, which could, paradoxically, incite further cost reductions and a vicious circle of job cuts.

Central and Eastern Europe

The transformation of the banking sector in Central and Eastern Europe is continuing along with economic changes. 

Developments in the Czech Republic generally reflect trends in M&As and their employment impact elsewhere in the region. Following the move from centrally-planned to free-market economies, demand for banking services increased, and the number of small banks and bank employees grew. This expansion posed serious problems for the sector, as Czech banks were inexperienced and some were unable to cope with the competition and risks associated with economic transformation. With a downturn in the economy, long-term performance problems led to liquidity problems and insolvency, and bank regulators forced them into liquidation or mergers. A currency crisis, increased interest rates and a general liquidity squeeze in 1997 pushed weak banks into insolvency. 

All this, with the increased use of labour-saving technologies, affected the number of bank branches and employees and the sector started to consolidate in 1994, aggravated by the penetration of international financial institutions. 

The privatisation of banks was another factor in M&As, with the sale of some of the country’s largest banks. Government plans envisaged the sale of the rest in 2000 and 2001, to foreign financial institutions. By December 1999 the share of foreign capital in the ownership of Czech banks had risen to 48.4%, even before the privatisation of some big banks. With increased foreign competition, many local institutions are being forced to close or seek partners.

Staff numbers peaked in 1995, but by December 1999 had dropped to 48,955; this was parallel to the 42.1% fall in the number of branches and other banking outlets. This resulted in 1,405 branches or outlets being closed and 12,118 jobs cut. However, in foreign-owned banks, staff and outlet numbers increased from 1995 – staff grew by over 65% between 1994 and 1999 to 4,831, while outlets rose by 90% to 917. Foreign‑owned banks did not fully absorb job losses in local banks. 

In Poland in 1989, a two-tier banking system was introduced, with the National Bank of Poland (NBP) as the central bank; by early 1990, many banks were undercapitalised and too small to compete internationally and operating costs were also high in comparison to Western banks. The NBP decided to recapitalise the most important banks. The next step was the privatisation of the 9 regional commercial banks. PKO BP and BGZ were due to be privatised under the same plan by 1999, but the process was still continuing in 2001. 

In 1993, 300 local commercial banking offices of the NBP were hived off to form nine regionally based state owned banks, after they had become joint stock companies in 1991. 2000 was a year of consolidation, although the driving force changed. Previously, restructuring had been based on sound banks taking over weaker ones, but current mergers are the results of earlier privatisations involving foreign strategic investors. Fifteen financial institutions will disappear in the near future, which will have a severe impact on employment. The share of foreign capital in Polish banking has also grown, with the biggest investments made by American, German and Dutch institutions. Currently the only banks with majority Polish capital are PKO BP, BGK, three banks uniting the cooperative banks, Invest-Bank and Bud-Bank. 

Mergers in the cooperative banking sector resulted in 681 institutions in 2000, down from 781 in 1999. The share of co-operative banks has declined systematically. Cooperative banks employ 14.7% of people working in the Polish banking sector. Further consolidation of the co-operative banking sector is foreseen.

In the first nine months of 2000 the number of commercial bank branches grew to 2,371, employing 170,000 people. Retail banks are planning the creation of small outlets and a rapid development of electronic banking, including phone and Internet banking.

NBP has increased its role by creating an interbanking infrastructure, a database of bad customers, a clearing house, special telecommunications between the institutions and the customers, a capital market, a rating system, international finance schools, etc., as well as a special court to solve problems between banks and between banks and employees.

Other Central and Eastern European countries are showing various degrees of financial sector consolidation. Slovenia’s Government decided in 1998 that 20 banks were too many for a small country, and lacked the resource base and financial strength to support the relatively big loans needed by large and medium-sized companies. Nova Ljubljanska Banka (NLB), increased its stakes in some of its five regional associate banks and made a bid for Dolenjska Bank a small regional bank. SKB Banka, the country’s second-largest bank, 49% foreign-owned, has taken over UBK, a regional bank.

Since 1987, the Hungarian banking sector has been affected by many changes, for example in the number of credit institutions, their ownership structure and the standard of their performance. Between 1992 and 1998 over 70% of banks went into foreign ownership during the process of privatisation and consolidation. From 1999 onwards, the Hungarian banking sector entered a period of globalisation and concentration.

Similar processes throughout the region are likely to end with a highly concentrated financial sector and a fall in sectoral employment. Romania, for instance, is seeking buyers for Banca Agricola and the Romanian Commercial Bank (BCR). The Government liquidated Banca Agricola’s bad debts, established a retrenchment programme in 1999 to reduce the workforce from 5,800 to 3,400, overhauled IT systems and arranged support from the EBRD.

Latin America and the Caribbean

Consolidation is under way in Latin America, mostly via M&As linked to the privatisation and restructuring of financial services. Retrenchments sometimes precede the transfer of ownership to the private sector, as governments attempt to make enterprises more attractive to buyers, and continue as the new owners introduce new technology and other cost-cutting measures. M&As among private enterprises then continue to whittle down the number of firms. UNI Finance has met with representatives of First Caribbean International Bank, which is the result of a merger of Barclays and CIBC to discuss relations with unions, and especially issues such as job reductions and transfers, and terms and conditions of employment. First Caribbean has about 3,200 staff in 15 countries.

Argentina had over 200 banks in 1994 but by 1999, this had dropped to about 120, with the loss of 22,000 financial sector jobs. With deregulation, more European banks have established there; of the surviving nine banks, six are foreign-owned, acquired by Spanish companies such as BBVA and Santander. 

In 1997, Brazil’s Banco Geral do Comércio was bought by Santander, while Lloyds acquired Banco Multiplic and Financeira Losango, opting not to establish a large network of branches but to concentrate on telebanking. The state-owned Portuguese bank Caixa Geral de Depositos bought the Bandeirantes conglomerate and Espíritu Santo (associated with Crédit Agricole and Dresdner) took control of two Brazilian financial groups. GE Capital Services acquired Banco Mappin and Financeira Mesbla. Excel Econômico was sold to Banco Bilbao Vizcaya.

In Mexico in 2000 Bancomer, the country’s largest bank accepted an offer by Spain’s BBVA for a 32.2% controlling stake. BBVA plans to merge its new acquisition with BBV‑Probursa, its local subsidiary. With the acquisition of Banpais by Banorte in 1997, and the acquisition of Confia by Citibank in 1998, Mexico’s banking sector is one of the most highly consolidated in the world, with six banks controlling 84% of national assets.

M&As in the Caribbean are largely the result of government divesture, mainly among commercial banks, with some activity among insurance companies. The sector has undergone major restructuring, including M&As, in Guyana, Jamaica, and Trinidad, among others. 

Most M&As in Guyana resulted from a government initiative to sell financial institutions; in 1991 it sold 70% of its shareholding in Guyana Bank for Trade and Industry and completed the divestment in 1994. In 1995, the Government merged Guyana National Cooperative Bank and Guyana Co-operative Agricultural Development Bank, with retrenchments and deterioration of employment conditions. The insurance industry also experienced reform and privatisation, resulting in the sale of Guyana Cooperative Insurance Society to a local private sector competitor; before privatisation 47 of the 165 staff were made redundant, and 21 staff members were retrenched after. In 1997, Guyana saw its first cross-border sale when Republic Bank of Trinidad and Tobago acquired a controlling interest in National Bank for Industry and Commerce.

In Jamaica, 17 credit unions were merged or acquired between 1995 and 1998, and the number of building societies also declined from 35 to 8 through consolidation. No staff at all were retained after the 1996 takeover of First Metropolitan Building Society by Jamaican National Building Society, but when the latter merged with Hanover Benefit Building Society, all staff were retained. The largest merger in Jamaica was in 1996 between National Commercial Bank (NCB) Jamaica and Mutual Security Bank (MSB). By 1997, the number of branches had been reduced from 19 to 9 and in 1998 a further two branches and six agencies were closed, due to the introduction of IT. By the end of the rationalization process, the number of staff had been reduced from 3,350 to 2,614. Similarly, Union Bank of Jamaica is the result of a merger between four FINSAC-controlled commercial banks and three allied merchant banks. Before the merger, the banks operated 42 branches nationally, which has been reduced to 37 and is expected to fall to 24. The staff reductions were substantial.

In Trinidad, after a run on three indigenous banks – National Commercial Bank of Trinidad and Tobago, Trinidad Cooperative Bank and Workers Bank – the Central Bank transferred control of all three to First Citizens Bank. After an initial decrease in the number of employees by 171 to 989, staff levels started to rise again. In the acquisition of Republic Bank by Bank of Commerce (owned by CIBC of Canada), about 22% of the total combined staff applied for the separation packages that had been offered. In this acquisition, and a number in the insurance sector, redundancies were voluntary and separation packages were relatively generous or, in the case of the insurance industry, the merger or acquisition actually resulted in the new company expanding operations and therefore increasing staff levels through new recruitment.

North America

In the USA, the number of banks and banking organizations fell by almost 30% between 1988 and 1997. Over 5,000 banks were purchased during the 1980s and 3,000 more disappeared between 1990 and 1997. Almost half the banks operating in 1980 had been bought by 2000. From 1997 to 1999, the number of banks declined by 30% and the market share of the eight largest rose from 22 to 35%. In 1997 mergers took place between Morgan Stanley and Dean Witter, and Travelers and Salomon Brothers. Travelers again merged in 1998 with Citicorp to form Citigroup, the world’s fifth largest bank, and America’s first by revenue. The objective was to create a global “financial supermarket” and by 1999 it already had 100 million clients. 

In 1999, BankAmerica, (itself a merger between BankAmerica and NationsBank) ranked closely behind Citigroup; another mega-merger brought together Bank of Boston and Fleet Financial. The only foreign bank to succeed in acquiring an American financial organization in a 20-year period was Deutsche Bank in 1998 (Bankers Trust). In July 2000, the Swiss financial group UBS announced its takeover of PaineWebber. Citigroup and Morgan Stanley Dean Witter, the largest securities firm, are products of mergers of investment banks and brokerage firms.

Canada has experienced more than 350 M&As in the sector since 1990, and this will probably grow following legislative proposals for reform of the financial system, including new rules on M&As which would increase the proportion of shares of large banks an investor could own, but would continue to prohibit control of large financial institutions by single shareholders or groups of shareholders. Rules for non-bank financial institutions provide for continued wide ownership of demutualized companies with over C$5 billion in equity, while demutualized insurers with equity of less than that amount will be eligible to be closely held after a transition period. The policy would prohibit acquisitions or mergers between large banks and large demutualized insurance companies or such linkages between their holding companies. The threshold above which trust companies, stock life insurance companies, and property and casualty insurance companies must have a 35% public float would rise from C$750 million to C$1 billion.

Asia and the Pacific

Cross-shareholding among Japanese companies had traditionally avoided M&As, but following financial crisis weak companies could not be kept afloat by banks and in 1998 there were 834 M&As across all sectors. The Bank of Japan arranged mergers to prevent bank failures and stabilization measures included the injection of 7.5 trillion yen of public funds into the finance sector, as well as state supervision of failing establishments (e.g. the Long-Term Credit Bank). Simplified M&A procedures were introduced and the number of large banks may eventually decline from 15 to 4. Foreign financial operators, mainly American, have entered the Japanese financial services market with GE Capital concluding a joint venture in 1998 with Toho Mutual and taking over its business following its failure in 1999. GE Capital also took over Japan Leasing. Ripplewood acquired LTCB, Citigroup acquired Nikko Securities and Merrill Lynch bought holdings in Yamaichi Securities.

The flagging Japanese stock market in 2000 aggravated problems. Eleven large Japanese banks announced merger into four new banking organizations, with Mizuho (combining Fuji, Dai-Ichi Kangyo and Industrial Bank of Japan) becoming the world’s largest bank.

The Japanese insurance sector is also facing instability. Discount insurers, including foreign firms, have put pressure on profit margins. Banks compete to sell some types of insurance, and life and non-life insurers are now competing with one another and sell their products directly. The Finance Ministry is deregulating the hybrid products sector, including accident and cancer insurance. So competition is forcing insurance companies to become bigger and more diversified. Yasuda Fire & Marine have an alliance with Dai-Ichi Mutual Life, Dai-Ichi is de-mutualising to list on the stock exchange, and Nippon Life announced it would merge with Dowa Fire and Marine. Mitsui Marine and Fire started merger talks with Sumitomo Marine. Leading Japanese banks are moving into non-core financial businesses, as reforms bring down barriers in the financial sector. Four bank-led groups have emerged including brokerages, trust banks, non-life insurance and life assurance companies, planning to offer one-stop shopping for financial products. 

In Korea in July 2000, the Korea Federation of Bank and Financial Labour Unions (KFBU) called an indefinite strike over government plans to force failing banks to merge, calling it off after guarantees that there would be no lay-offs. However it is feared that more weak banks will close with massive job losses. Between 1997 and 1999 five commercial banks closed while four other institutions merged – Commercial Bank with Hanil Bank to form Hanvit Bank and Kookmin with Long-Term Credit Bank. The number of commercial banks fell from 26 to 17 and about one in seven branches closed, resulting in the dismissal of a quarter of all banking staff (34,000 of a total of 145,000). Measures to encourage the establishment of foreign banks were also introduced. The Government sold Korea First Bank to a consortium led by Newbridge of the United States, but efforts to sell SeoulBank to HSBC collapsed.

Insurance is undergoing similar restructuring. Following the closure of several small companies in 1998, the authorities decided to merge six others in 1999 and to sell Korea Life, the third largest life assuror.

Malaysia has a strategy of merging its 54 financial institutions into ten banking/financial services groups, with tax incentives and threats that recalcitrant institutions would otherwise not get their operating licences renewed. 

Thailand has had extensive job losses as a result of sectoral consolidation: there were over 26,000 lay-offs of a total of 50,000 workers in the sector between the beginning of the 1997 crisis and December 1999, although only a quarter of the lay-offs could be attributed to mergers. In the merger between Bangkok Bank of Commerce and First Bangkok City Bank, two-thirds of 9,109 employees were laid off. Similar job losses were recorded in 2000 with the mergers of KTB and Bank Thai, and the acquisitions in 1999 of both Radhanasin Bank and Nakornthon Bank, by the United Overseas Bank of Singapore and Britain’s Standard Chartered, respectively. Standard Chartered introduced lay-offs in Nakornthon immediately after the takeover, reducing staff by 112. KTB initially retained all staff, but eventually introduced incentives to encourage early retirement, with at least 2,300 departures. Following the merger of Union Bank of Bangkok with KrungThai Thanakit Finance and 12 other finance companies in 1998 into Bank Thai, 1,189 employees lost their jobs, out of a total of 4,571.

In New Zealand there has been a combined employment decline in four merged companies of 13.8%, with the biggest percentage drop seen in Countrywide/United following their 1992 merger. In the Westpac and Trust Bank merger of 1996, about 40% of branches closed, with job losses of 28%. New Zealand’s banking industry is dominated by Australia’s four big banks and pressure has been growing for the Australian Government to allow mergers between the dominant four. The Finance Sector Union (FinSec) has pointed to post-merger employment losses in the country’s banks, totalling 13.8%, though it does not attribute these exclusively to the mergers, pointing to general rationalization strategies and the impact of technology as contributing factors.

In Australia, government policy and regulation currently limits merger and acquisition activity in the banking sector. The so-called “4 pillars policy” prohibits mergers between the four major banks (Westpac, National Australia Bank, Commonwealth Bank and ANZ), but they have actively acquired smaller regional banks over the past decade resulting in a high degree of market concentration and significant job losses. This policy is under constant review and has only survived as a result of the FSU’s political campaign to galvanise community opposition. Together the four major banks have 80,000 employees in Australia, the vast majority being FSU members. As a consequence of rationalisation and M&A activity, these banks have already shed 40,000 people and closed 2,000 branches since 1993, whilst profits have soared by over 300%.

The number of insurance companies has declined steadily over the past decade, and impending legislation will ensure that further merger and acquisition activity occurs over the next few years. Outsourcing, particularly in the IT and investment management areas, has impacted on the industry and this will continue as well. As a result of these M&As, the “big six” companies account for more than 80% of the Australian general insurance market. Employment reached its peak in 1991 at 77,200 employees, but has since fallen to around 40,000
International Mergers and Acquisitions

The overview of M&A activity across the regions shows that, in a considerable number of instances, there has been a strong international dimension, and that foreign companies or consortia have had a considerable influence on domestic markets. Although M&As have been concentrated on national transactions, it seems likely that cross-border M&As in the financial services will grow; they have increased significantly in first world countries and are now also becoming important in developing countries and transition economies, involving a wide range of sectors and companies. On the basis of current trends, it is possible that by 2010 there could be perhaps only 5-10 very large multinational organizations present in most urban areas, with a dominant share of local banking business, along with a large number of relatively small, local community or regional institutions. If these large organizations were also to combine with large non-banking firms, (along the lines of the 1998 Citicorp-Travelers merger), their product markets would increase substantially. Global combinations (such as Deutsche Bank and Bankers Trust) will also produce an increasing number of foreign market connections, while lowering the number of large potential competitors in domestic and global markets.

Practically all countries seek to attract foreign direct investment (FDI). Partly as a result of efforts to attract FDI, cross-border M&As are becoming more common than before as a mode of entry for transnational corporations (TNCs) in developing countries, as well as economies in transition. However, the question arises whether M&As, as opposed to “greenfield” FDI, can play the same role in contributing to the development process.

In developing and transition countries, acquisitions are much more important than mergers. In developing countries, cross-border M&A sales fell in 1999, mainly due to the decrease of privatisation in Latin America, where the value of cross-border M&As fell from $64 billion in 1998 to $37 billion in 1999. In developing Asia, they continued to increase, including in the countries most affected by the 1997 financial crisis. The value of cross-border M&A sales across all sectors in Central and Eastern Europe doubled between 1998 and 1999.

According to UNCTAD, the value of worldwide M&As has grown considerably during the past two decades, at the rate of 42% a year. In 1999, their completed value was about $2.3 trillion. Developed countries are the most important sellers and buyers in cross-border M&As, accounting for close to 90% and 95% of sales/purchases in 1998-99, respectively. Of the 5-10% of sales/purchases involving developing countries, the bulk (70%) were in Latin America and the Caribbean. The value of cross-border M&A sales by developing countries increased from $12 billion in 1991-95 to $61 billion in 1996-99. M&A purchases by firms from developing countries rose from an average of $8 billion in 1991-95 to $30 billion in 1996-99. 

Cross-border M&As have been made much easier because of the liberalization of international trade, finance and investment, as well as technological change. Foreign direct investors can use cross-border M&As to enter new countries, buying the experience of infrastructures that they would otherwise lack in a new market. However, there is good reason for concern – especially in developing countries and economies in transition – as M&As bring a change of ownership, not necessarily an addition to domestic production. Concerns can be further heightened if M&As take place in key industries, when the political dimensions of “denationalisation” can become an issue. M&As can also distort domestic market-structure and competition.

Cross-border M&As that take place during economic or financial crises or privatisation programmes may give rise to particular concerns, especially the prices set for the firms that are acquired below “normal” prices. But if governments or financial institutions are not able to provide finance, the only alternative to acquisition may be bankruptcy and wholesale redundancies. In cases where solvency rather than liquidity is the problem, there could be an advantage from cross-border M&As: the acquired firms may receive upgrading, restructuring, or new management techniques as part of the acquisition, and jobs may be preserved. 

Successes and Failures of Mergers and Acquisitions

As there is so much emphasis on M&As as a means of maximising efficiency and performance, it is surprising that they are not, in fact, anywhere near as effective as might be imagined in achieving these commercial aims. About two-thirds of M&As are not successful, and for a variety of reasons. It may be because of hostility, insufficient preparation, or a failure to integrate staff and systems. It may also be due to differences in corporate and management cultures. As a result, it is far from proven that M&As have improved companies’ performance; certainly, many M&As do not satisfy expectations.

Most retail banks try to maximise economies of scale through growth, although this does not automatically mean that profits will grow as well, as a bigger operation may require significantly greater commitment of resources to management and coordination. Many newly merged banks and insurance companies find their cost structures increased, resulting in duplication of structures and costs rather than predicted savings. Assertions that size generates the economies of scale that are essential to enable companies to compete in global markets have similarly been disputed on the grounds that size is not a key factor in international competitiveness; if this were really the case, then cross-border mergers would be a more logical step to international competitiveness than domestic expansion.

It is possible that M&As could enable financial service companies to provide services at lower prices. But do merged companies really pass savings on to consumers through lower prices and/or improved services? Is it true, as so many companies maintain, that their actions are dictated by consumer needs?

It has been argued that mergers serve to reduce overcapacities in the domestic market (i.e. when there are too many companies operating in the same market) by removing one or more of the companies and reducing the service network to a rational level, but what is rational to a company may not be rational to a consumer or to those staff who lose their jobs as a result. In reality, mergers are primarily aimed at cost cutting; job cuts and branch closures mean that the impact on consumers will probably be an inferior quality and quantity of services. Individual customers (as opposed to large corporate clients) are greatly affected by branch closures in rural areas and low-income urban neighbourhoods and suffer from the general decline in quality because certain services (e.g. teller service, cheque-cashing, and other basic services) have been cut back. Larger financial institutions tend to charge higher fees for more services than their smaller counterparts and grant relatively fewer loans to small businesses.

Employers should really be far more concerned with safeguarding their workforce, rather than depleting it. Professional competence and interpersonal skills are decisive competitive factors in financial services. For the client, the front-line staff are the face of the company. Today, financial organizations offer a wide range of products, including deposits, credits, payment systems, insurance, credit cards, cash management, and pension and mutual funds. They are also increasingly exposed to greater competition within deregulated national and international markets. As a result, financial service companies have shifted from a transaction-based organizational model toward a sales and service orientation. This has brought changes in work organization and skill requirements. Employees must be familiar with a far wider range of products than in the past, in addition to possessing the traditional banking and insurance skills.

Companies have to take strategic decisions whilst bearing in mind what their competitors are doing, and this includes estimating the cost of remaining alone or independent when other companies are merging. They can be lured towards M&As expectations of:

· efficiency and the benefits that can be gained from combined or coordinated action (“synergies”);

· greater access to markets, market power and strategic assets (including, among other things a workforce with particular skills);

· specific technology;

· commercially valuable brand names.

But the main external forces which encourage M&As are:

· the pressure to be seen to move quickly and decisively,

· market forces that compel companies to pursue a strategy of continuous growth and competitiveness.

Finally, there are also inherently negative reasons for entering into mergers:

· managerial ego and empire-building;

· copying other companies;

· the need to reduce uncertainty;

· defensive considerations (acquire to avoid being acquired);

· ensuring that growth keeps up with that of competitors;

· maintaining high levels of corporate reserves and share valuations.

Public regulation

UNI Finance has stressed the need to take a wider perspective than just the financial interests of the individual bank or insurance company, or even of banks and insurance companies collectively. An effective financial system is vital to the economy of any country; instability or the collapse of major financial institutions (such as that in South-East Asia in 1997) have serious repercussions throughout the economy, not only nationally but, with increasingly international financial interweaving, globally as well. It is important that public regulation puts limits on M&As so as to avoid irresponsible actions with short-term aims which could result in unfair competitive advantages or financial and economic instability.

In the 1990’s, financial system controls in many countries were toughened up and moves were made to increase the institutions’ transparency. Central banks wanted to make companies assume greater responsibility for managing liquidity and credit risk in payment and settlement systems. Sometimes, when financial difficulties were widespread, the authorities chose to reorganise the banking sector.

The activities of the World Trade Organisation (WTO) and particularly the General Agreement on Trade in Services (GATS) are pivotal in this connection. Negotiations to further liberalise international trade in services started at the WTO in February 2000. Alongside the WTO’s worldwide system, there are dozens of regional trade agreements, granting countries preferential access to each other’s markets, and ranging from the highly integrated European Union to much looser arrangements. One of UNI Finance’s aims is to place all trade negotiations firmly in the context of the observance of labour standards by governments and corporations, with links to the ILO and to international guidelines on multinational companies (e.g. ILO and OECD
).

Competition policy also has an important effect on M&A activity in the finance sector, as it generally takes place horizontally - between competitors - rather than vertically - between producer and client - as is usually the case in other sectors. 

It is important to see that national competition legislation prevents international trading abuses or M&A-created control of international markets. It is clearly in the international community’s interest that countries have effective competition laws that take this into account but, at the present time, national competition laws are primarily concerned with competition within each country rather than practices which impinge on other countries. Mergers may be approved at the national country level if they benefit that particular country, but the interests of consumers and producers outside the country will not necessarily be taken into proper account. In many mergers, small countries feel obliged to accept the rules of major countries or systems, especially those of the EU and the United States.

Furthermore, some M&As have produced enormous global corporations, although the level of sectoral consolidation and reduction in competition give no immediate benefits for customers or workforce. The superbanks’ sheer size and unwieldiness can encourage complacency and offer no more protection against failure. However, the failure of such huge banks would be so serious that host governments may be forced to use taxpayers’ money to bail out any which encountered difficulties because of the implications for the financial system; consequently, this allows large financial institutions to pursue unwise or risky credit and investment policies in the knowledge that they are, in effect, underwritten by the state. It is vital that there is international cooperation and coordination to avoid the abuse of competitive power at the global level. UNI argues for a broad-based, independent commission to look at the regulation of international financial markets, rather than the behind-closed-doors approach being adopted for the Financial Stability Forum (FSF) at Basel. UNI believes that such a Commission should redefine the role of the key institutions (IMF, World Bank, OECD, Bank for International Settlements, Basel Committee on Banking Supervision) to create a global system of governance for international financial markets and seek to ensure that structural adjustment programmes also consider human rights, job creation, and poverty reduction. 

Blurring boundaries between banking and insurance – bancassurance

Increasingly, banks are selling products more traditionally associated with insurance companies, especially insurance policies and pensions, even though the nature of the products is quite different. This is often facilitated by a merger or acquisition, so that an insurance company can now sell its products through bank outlets, or conversely where a bank has acquired an insurance company and is selling insurance-based products through its own network. 

There are doubts as to the viability of M&As between banks and insurance companies, on the grounds that their core occupations remain very different but, nevertheless, the development of “bancassurance” has been fundamental in some European financial sector M&As as increased control over bank branch networks is seen as providing expanded distribution channels for insurance products. If the merger between the Deutsche Bank and Dresdner Bank had succeeded, Allianz (a major shareholder in both companies) would have gained access to their bank’s branch networks and countered the sales agents’ domination of the insurance market. Bancassurance was also an important factor in the 1999 M&A contest involving France’s BNP, Paribas, and Société Générale (SocGen). CGU played a similar role in the Royal Bank of Scotland’s successful bid for NatWest in exchange for an agreement to buy 50 per cent stakes in NatWestLife and RBS’s own life assurance subsidiary. CGU also took over as RBS’s partner from Scottish Widows, the mutual life and pensions group, and there are several other examples in the UK finance sector.

Bancassurance is also important for Banca Intesa, Italy’s largest banking group, in its integration with Banca Commerciale Italiana (BCI). The expanded group wants to work closer with one of its large shareholders, the French bank Crédit Agricole. At the same time, the BCI acquisition reinforces the presence of Commerzbank in the Intesa group and increases the weight of Assicurazioni Generali, Italy’s leading insurer. Intesa has announced intentions to develop bancassurance with both Crédit Agricole and Generali. Fortis, the Belgian‑Netherlands financial group, plans a bancassurance platform in the Benelux countries, with the highest market share in some segments.

Bancassurance is also developing at a rapid pace in the United States, as demonstrated by the creation of the largest bancassurance company with the merger between Citicorp and Travelers Group. Bancassurance comparable to that in Europe does not exist in Japan because banking regulations forbid credit institutions’ involvement in non-banking activities.

This restructuring in the sector often means that there is a blurring of traditional boundaries and financial conglomerates can find that different parts of their operation fall under different supervisory agencies or under different collective bargaining arrangements. The problem is further aggravated when operations are spread over many countries, for example, when call centres are located in another country or region.

Employment and Working Conditions

There are no signs that the financial services sector is likely to be creating new jobs in the near future, and almost all merger and acquisition activity in financial services creates lay‑offs or employment contraction. 
A wave of privatisations has preceded and prepared the way for major mergers and acquisitions that have led to today’s small number of large multinational groups.

This has been the case in the insurance sector in France, for example, with the privatisation of UAP and its incorporation into AXA, privatisation of GAN and acquisition by GROUPAMA, privatisation of AGF and merger with ALLIANZ… At the same time the GENERALI group acquired French companies (La France, La Concorde…) and recently SWISS LIFE formed a group that took over LLOYD Continental after acquiring UPE. 

In AXA, for example, the privatisation and acquisition of UAP caused the loss of 4,500 jobs over five years (mainly in the sales force), the loss of a number of acquired rights, such as a pay-as-you-go pension scheme and a mutual providential fund, which have been replaced by a pension fund and an insurance contract with less generous terms.

Moreover the large amount of restructuring has caused de-skilling, the most striking example of which has been call centres.

This wave, which has not ended, has caused staff reductions, a worsening of working conditions, a general reduction in payroll costs and the erosion of social rights.

Government deregulation policy has favoured the maximum pursuit of profit that shareholders want, which has exacerbated and accelerated this phenomenon.

In the 1980s the closure of banking institutions was largely due to bankruptcies or the takeover of companies in difficulty, but the present wave of M&As mostly concerns healthy companies and has the aim of:

· cost cutting, through job reductions, especially through substantial cutbacks of branch networks; and

· diversification strategies to promote revenue growth. Such diversification can be geographic, by product or a mixture.

Beyond the acquisition of a banking company, product diversification can also be achieved by acquiring only specific operations of another bank or the financial interests of a non-bank company. 

So, the announcement of a merger is usually accompanied by an announcement of cost-cutting redundancies in the merging organizations, often on a considerable scale, as the initial overview of M&A activities shows. Two or more organizations are compressed into one, eliminating duplication, and this entails redundancies at all levels. Nevertheless, it is sometimes not easy to disentangle the employment effects of M&As from those of other factors such as increased competitive pressures, automation or the introduction of information and communication technologies that are similarly motivating companies to restructure.

Job insecurity in the globalised economy affects people in traditionally stable jobs in sectors previously offering secure, high-paid jobs and career advancement opportunities As a result of the instability in the financial services, staff turnover and mobility are increasing. In the last ten years job tenure has declined, especially for those who have not systematically kept their skills up to date. Pressure to reduce costs and to adopt flexible staffing and work organisation has had a widespread effect on employment. But it is downsizing which has received most attention, which is different from lay-offs caused by earlier recessions, which were, for the most part, temporary. Mergers, acquisitions, and outsourcing have greatly contributed to job insecurity. If jobs are outsourced, they might be no less stable than those in the original companies, but in companies that are bought and sold, restructuring takes place over an extended period and the employees face considerable career disruption.

Employment in call centres has increased as jobs have been shifted from branch networks and other traditional financial services distribution outlets, although the quality and remuneration of these new jobs may not be comparable with those they replace. Those hardest hit tend to be those whose skills are the traditional skills of banking and insurance, which do not easily transfer to the different environment of the call centre, and these are often older workers and women. Low skilled jobs are also more at risk, and outsourcing of non-core functions is common, inside and outside of M&A situations.

One of the main ways that companies have sought to reduce the size of the workforce has been through voluntary early retirement, although the extent to which this is really voluntary must be seen in the context of a very limited set of other options. But whilst it might be seen as preferable to redundancies, early retirement has its own disadvantages, insofar as it loses the company a great deal of experience which, gained over time, cannot be replaced. It also has the effect of gradually lowering the age profile of the company and, as mergers and restructuring continue, the option of early retirement is less available and resort will be made to harsher measures. A further problem is that companies can be accused of discriminating against older workers, and can begin to look on them as less adaptable and therefore as targets for job cuts. In the wider context, the resort to early retirement as a way of managing employment levels has the effect of pushing the longer term costs to the state, rather than the employer, and thus it is society as a whole which picks up the bill for companies’ own cost cutting. It is important for unions and employers to look at other means of tackling employment levels, such as the reduction of working time.

Instability in the finance sector has obviously had a profound effect on workers. There is traditionally a high degree of identification with the particular company they work for and an expectation of security and career advancement. However all this is in a state of flux. In M&As the employer may well change, along with the structure of the company. Units may be split up, goals and strategies redefined, and branches closed. Work organisation and practices and the corporate culture also stand to change. At the same time there is often a threat of further cuts if specific targets are not met – or sometimes even if they are. There is also a drive towards breaking down collective agreements, introducing individualised pay and conditions and making colleagues compete with each other to keep their jobs. With a greater emphasis on selling financial products and less on servicing clients, bonuses tend to be based on sales and commission, and traditional quality of service goes largely unrecognised and unrewarded.

All too often the new employer will use the M&A and the associated restructuring as an opportunity to renegotiate terms and conditions, possibly trying to introduce individual contracts where existing bargaining units have been broken up. Trade union recognition and bargaining rights may also have to be renegotiated. Management must ensure the integration of good human resource management policies in the event of M&As, including collective agreements, salary scales, retirement schemes, social benefits etc. The development of transparent and fair career structures is essential to promote workers’ motivation, and any job reclassifications must not be to the detriment of the acquired rights and salaries of any workers. 

The effects on survivors of M&A-related downsizing have often been increased workloads, more overtime, anxiety, and stress. All this produces low morale and the deterioration of the organizational performance which is essential in highly competitive markets. The social partners must monitor the workloads of employees after a M&A so as to prevent their increase, which leads to stress and productivity loss.

Training

Training has always been important in financial institutions; the changing nature of training is linked to changes in strategy generally and the decline of a generalist, lifelong career path in the same organisation. The emphasis on cost reduction and a change towards a sales and service orientation has led to a greater targeting of training toward specific jobs rather than the development of employees who have expertise across the full range of skills.

At the same time, staff are expected to be more flexible, adaptable and versatile in their skills, and the increased use of IT means that the demand for computer skills is growing.

Massive restructuring and job losses have become commonplace in financial services as a result of M&As, but also due to technological innovation, and other competitive factors, so the importance of a new approach to training is essential. Employees view inadequate training and development as further evidence of a lack of the employers’ commitment to the workforce and, consequently, to the long-term viability of the company itself.

Some financial organizations have recognised that workers’ skills, abilities, and knowledge are key competitive assets, so they are looking for highly trained workers and providing supplementary training in both basic skills and new techniques. However, even where this is the case, there can be a widening gap between employer rhetoric about work needing to be customer-service driven, and practical application – especially in both bank and insurance call centres – when people hired for their customer-service skills find that what is rewarded is the volume of service provided, not the quality.

Social partners and governments must put measures in place so that skills are not lost from the sector because of redundancies, and life-long learning must be an integral part of human resource development.

Social Dialogue

Effective social dialogue should be a central part of any employment situation, but it is still far from being the norm. This is certainly true in the secrecy which surrounds mergers and takeovers. Dialogue is one of UNI’s most important strategies for helping workers who are caught up in merger or acquisitions. Too often workers are sidelined and reduced to a “cost adjustment variable”; financial markets see job cuts as an inherently positive strategy, even though the consequences might be to jeopardize the organization’s performance. One of the key issues for unions is to make employers understand that social dialogue is not a threat to management credibility or performance, but an absolute necessity in the highly competitive environment that exists today. 

Good communication between management and staff helps to dispel some of the uncertainties of M&As and avoid organizational drift. Unions need to be involved in this process at the outset of any potential merger or take-over. Failure to obtain information at the beginning of a merger or take-over will affect the possibility of being informed and consulted at a later stage. It is also important for staffs from the acquired organization to be assured that the rights and entitlements they had with their previous employer are to be respected; otherwise there is a high probability of conflict. Merger uncertainties are also frequently blamed for the loss of talent from target companies, which can destroy the very basis for the merger. 

Social dialogue that is irregular, or brought into play only after decisions have been taken, will not be successful. It must be more that just talking; to be effective it must genuinely influence policies and practices within the company. It demands commitment, including negotiated framework agreements to provide workers and their representatives with the opportunity to influence in a meaningful manner the strategic decision-making processes relating to M&As. It can involve the exchange of information, consultations, negotiations and shared decisions which may result in binding collective agreements, pacts, codes of conduct or charters. 

In some cases it may take place in the form of workers’ participation in the decision-making process within an undertaking to deal with areas not normally covered under collective bargaining. Social dialogue already operates through works councils and workers’ representatives in management at the plant or enterprise level and through various national level tripartite consultation bodies. 

Financial sector workers argue that a cooperative approach – including fulfilment of management obligations to inform and consult their staff and their unions before M&A decisions are taken – would preserve harmonious industrial relations that are vital to enterprise productivity. Failure to do so not only makes the M&A process hostile and difficult, but ultimately threatens the final outcome.

Levels and Scope of Social Dialogue

Governments should provide and promote legislation that requires management to establish an information and consultation process in the event of an M&A. The legislation should also include the imposition of penalties on a company that fails to inform and consult employees.

Within the EU, a directive was adopted in 1994 to introduce European works councils in enterprises with at least 1,000 employees in Europe and 300 employees in any two Member States. It emphasizes workers’ rights to information and consultation, as well as the need for an exchange of views and dialogue between the social partners. There is now also the possibility of collective agreements at EU level in several areas such as paternity leave and part-time work. There are approximately 60 European Works Council agreements in finance and a social dialogue arrangement, on behalf of 60,000 staff, with the European Central Bank and other national central banks in the European Union. It is hoped that it will be possible to build on the European experience so as to encourage the setting up of global and regional works councils to improve dialogue with multi-national financial institutions.

The North American Free Trade Agreement (NAFTA) has a complementary agreement on labour cooperation committing the signatories to high labour standards, while the Common Market of the Southern Latin American countries (MERCOSUR) has a tripartite Social and Labour Commission to pursue the implementation of social and labour rights in the Common Market. Similarly, the 15-member Caribbean Community and Common Market (CARICOM) has adopted a Declaration of Labour and Industrial Relations Principles taking into account international labour standards. This provides for cooperation between social partners and arrangements for consultation, cooperation and negotiations between public authorities and the most representative employers’ and workers’ organizations at the local, national, or regional levels, as appropriate. Comparable social dialogue mechanisms have been established in Africa at both regional and sub regional levels.

However, there is a growing tendency for employers to try to introduce enterprise level bargaining, and even individual contracts, claiming that it offers the greatest flexibility, which may be true for the employer, but it has serious disadvantages for employees. It leads to substantial disparities in wages and working conditions among enterprises and between individual workers. Sectoral or branch-level bargaining helps to create uniformity in wages and conditions. In some cases the overall parameters are set at sector level, with a degree of flexibility left for local level bargaining.

Where management accepts the role of the union and is prepared to promote positive industrial relations, organizational performance will improve. Unions provide workers with a collective voice, so that effective dialogue can reshape management practices and organizational rules so as to improve performance. Conflict resolution processes become fairer and more transparent as employee concerns are conveyed to management in a more orderly and effective fashion. Specific areas of discontent and concern can be raised and more effectively resolved, reconciling employee interests and employer policies.

Social Dialogue in Merger & Acquisition Situations

Although there is usually pressure to complete a merger or acquisition quickly, the reality is that full integration – when it is achieved at all – takes much longer, especially if redundancies and closures have been involved. 

Employees’ perceptions of the fairness of restructuring-related lay-offs have significant implications for post-merger organizational commitment and performance. No universal solutions exist to guarantee successful mergers and each organization must develop programmes that address the concerns of all its stakeholders. However, constant communications with employees and their unions in the entire M&A process are critical success factors. Despite this, a UNI-Europa Finance survey showed that the general experience is overwhelmingly negative in terms of the impact on employees and unions themselves, due to factors such as lack of information and consultation, decreasing job security, deterioration of working conditions and increased stress levels in the work place.

The implementation of a merger or acquisition involves delicate management and workforce issues: sales forces have to be integrated, management responsibilities redefined, facilities combined and employment levels defined – which can mean redundancies. Some managers believe there are good reasons why these issues cannot be discussed before the event, for example because employees might try to sabotage deals to save their jobs, or because disclosure might risk insider trading, but neither of these arguments stands. The right to consultations and information enshrined in legal provisions does not invalidate management’s decision-making prerogatives; nor has there been any evidence of union representatives breaching confidentiality. In the Netherlands, a code between the social partners and the Dutch Stock Exchange ensures that confidentiality rules and information and consultation rights can be balanced without problem.

Within Europe, the most intensive M&A-driven consolidation has been in the Nordic countries. The Confederation of the Nordic Bank, Finance, and Insurance Unions (NFU) is generally satisfied with the way cross-border M&As have developed, and believes the alternative of domestic mergers involving widespread rationalization and lay-offs would have been much worse. The merger in France among AGF, Athena and Allianz France in 1998 saw the new management encouraging collaboration among unions of the constituent organizations with which it then negotiated a common agreement establishing a single works council to harmonize working conditions and facilitate mobility within the merged structure. In the proposed three-way merger among SocGen, BNP, and Paribas, the major trade unions (CFDT, FO, SNB-CGC and CGT) accepted that the banking sector could not remain static but called for change to be based on social partnership and cooperation rather than through aggressive market-based takeover manoeuvres. 

Since the mergers in the Netherlands between ABN and AMRO and NMB with Postbank to form ING Group, the differences among the three major banks (ABN/AMRO, ING and Rabo) have deepened as it has become increasingly difficult to conclude a common collective agreement each year. ING, a financial conglomerate, poses particular problems because it is subject to the collective agreements for the banking sector (with an average 36 working hours/week) and for the insurance industry (38.4 working hours/week). Integrating the two sides of the group has been difficult. In January 2000, ABN/AMRO, Fortis, ING, Rabo and SNS/Real announced individual company agreements would cover 90 per cent of banking staff. The remaining banks – employing only a total of 10,000 staff –continue to be subject to a sectoral collective agreement.

Finance sector unions generally accept that M&As and sectoral consolidation are sometimes necessary, and seek to promote social dialogue as the best means of dealing with all the issues involved. But even in countries where there is a legal obligation for information and consultation, unions and workers are generally not informed of merger issues, or informed only after M&As have occurred. Post-merger social dialogue, bringing together management and all the unions in the merging companies, can help matters, but it is not in any way a substitute for proper involvement in the M&A process, and casts doubt on management’s commitment to the dialogue process.

Employers are often not willing to take a constructive approach and use the opportunity of merger or acquisition to bypass prior consultation and information procedures, renege on promises, and insist that agreements are renegotiated after the M&A. Unions have to convince employers of the value of moving away from this adversarial stance and to persuade them of the tangible benefits of working with unions, not against them and the employees they represent.

Effective unions reshape and enhance management practices that lead to improved organization performance and help create conflict resolution processes that are fair and transparent. Unions have an industry-wide perspective enabling them to develop essential links with other stakeholders and to temper management excesses, and a major goal of trade unions is to convince employers and markets of the need for financial institutions to look further than cost-income ratios as the basis for success, as, for the financial sector to prosper, institutions must invest in their human capital and work within their communities.

Global alliances and mergers among trade unions have increased with the acceleration in M&As around the world. During a dispute in the HSBC in Malaysia, for example, UNI members worldwide were kept informed of developments so that they could add their pressure on management through local action. Negotiations between the company’s global management and local and international union representatives for a final settlement of the dispute were carried out via teleconferencing. UNI played an equally important role in negotiating a consultation and information agreement between Barclays Africa and trade unions in the region, inspired by the European works council directive.
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