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- ~ - .-. -The stock market -has .. -over-the~past. seven-weeks ,-entered -into -another-one-of ·those· -
periods of lassitude which seem to be characteristic of the latter stages of the 1982-198? bull 
market. Almost invariably, however, even in dull markets, there exist localized areas where the 
action is, That action, currently, is in the area of takeovers, 

To the jaded market observer, the current takeover boom is hardly an unusual phe
nomenon. Something is needed to fill the pages of the financial press each day, and the present 
plethora of hostile ac q uisition bids obviously provides its share of newsworthy Items. The cur
rent focus on takeover candidates, actual and putative, may be likened to the frenzy in technol
ogy stocks a couple of years back or any number of other mini-booms in specialized areas whiCh, 
in the past, have become the focus of investor interest and then faded from the scene, 

Again, like its predecessors, the takeover explosion has engendered intense debate, 
Characteristically, among the participants in this debate are those whose favorite phase is "tch 
tch", This sort of commentary is not exclusively confined to the managements of those compan
ies which have become the object of unfriendly bids. Indeed, there are aspects to the takeover 
boom which are, at the very least, aesthetically unattractive and which, at worst, raise serious 
questions as to the structure of financial markets, However, before we rush to condemn those 
entrepreneurs who are busy rocking so many boats, it is wise to have a framework within which 
to view the takeover phenomenon. Let us try, for instance, the framework of ecology. Finan
cial markets, can be viewed, after all, as ecosystems, with multitudes of participants in a contin
uing dynamic relationship with each other. One similar ecosystem, with which we have some 
familiarity, is that of the plains of Southern Africa. 

There are, on thOle plains, to the delight of the observer, large numbers of elephants. 
The elephant, being a very large beast, eats a great deal and, in the course of the natural pro
cess of digestion, r:>roduces a gI'eat deal.of waste. Indeed, as anyone who has been in Africa 
is aware, the results of this process reach proportions that may be' described-aEtruly-aweso'me: -. 

There exists also, in the bush, a tiny insect called the dung beetle, This creature, 
quite simply, feeds upon the results of the elephant's digestive process, in the process refin
ing it into small, manageable amounts spread over wide areas where it can serve to fertilize the 
Imh grass. This grass, in turn, serves as the principal food supply for the myriad of other 
animals that occupy the plain, 

The beetle, therefore, however unattractive a creature he may be, performs a function 
which benefits the entire system. The takeover operator, it seems to us, performs a not dis
similar function in the financial marketplace, i.e., he contributes to the efficient pricing of capi
tal assets which, to the investor p"pulation as a whole, constitute a necessity much as grass is a 
necessity for plains inhabitants, 

Viewed in this light, the current emergence of takeovers is not unlike the recent pro
liferation of a number of market mechanisms, unknown a short decade ago, whose existence can 
be justified on the basis of their promotion of market efficiency. One thinks, for example ,of the 
emergence of options, futures contracts, and other relatively arcane and indirect means of trans
ferring the risk inherent in the very existence of capital assets. 

Indeed, the stock market itself can be viewed as just such a mechanism, The only 
point at which the financial industry contributes directly to a capitalist economy is in the provi
sion of new capital for industry. However, it would be extremely difficult to provide such capi
tal under the present structure without the existence of an efficient market for already-existing 
securities, much as the existence of a flourishing used-car market is necessary for the sale of 
new automobiles. 

All of the above is not to say that we should be unaware of some of the problems re
sulting from takeover proliferation, Inequitable treatment of different classes of shareholders is 
certainly, we think, a proper subject for legislation. The methods by which takeovers are 
financed and their implications for the entire banking and financial system also raise serious 
questions, Before we rush out to pass laws prohibiting this or that aspect of unfriendly take
over bids J however J it is appropriate, it seems to us, to view these bids within the context of 
the entire financial ecosystem. 
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