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“BARRIERS TO ENTRY”
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A cost advantage of existing firms over potential new entrants

Py = “Joint-Maximizing” price of oligopolists, determined by MR = MC
(output =Q,)

P, = Price = Minimum cost for any potential entrant

Price at P, or below: strategic decision for oligopolists’ output = Q,

‘Suppose that the marginal revenue and marginal costs curves are such that the joint profit-
maximizing price is Py,. Existing firms may be better off in the long run if they price at P, and
supply the quantity Q,, rather than setting the price at P,; and supplying quantity Q,,. The
reason is that P, may induce entry, thus shifting the demand curves of the existing firms to the
left and in this way reducing their earnings..... In general, the greater the barrier to entry, the
closer is the limit price to the joint profit-maximizing price.’

Source: Richard Lipsey, An Introduction to Positive Economics, 4™ edn. (London, 1975), p. 287.
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Auschwitz role may derail bank deal

German institution’s revelation of activities during war adds firepower to Holocaust suits

BRIAN MILNER
New York Bureau, New York

m erman banking giant Deutsche
Bank AG is about to find out
how much it will have to pay for its
revelation this week that it played a
central role in financing construc-
tion of the Auschwitz death camp.

The ambitious U.S. expansion
plans of Germany’s largest bank —
topped by a pending $10-billion
(U.S.) merger with New York-based
Bankers Trust Corp. — could derail
" unless Deutsche can chart its way
through a minefield of regulatory
hurdles and legal actions by Holo-
caust survivors.

Those lawsuits just got. more
teeth, said New York lawyer Edward
Fagan, who represents more than
52,000 claimants in the United
States, Canada, Europe and else-
where.

“For years, what we had was sus-

picion, beliefs, hopes. That’s a long
way from having something you
can use in a court of law as an ad-
mission of guilt,” Mr. Fagan said in
an interview yesterday.

Deutsche Bank disclosed that of-
ficials discovered documents show-
ing a branch of the bank in Nazi-
occupied Katowice, Poland, had
provided loans to construction
companies with contracts for facili-
ties at Auschwitz, as well as an adja-
cent IG Farben chemicals plant.

The cost of such activities to
Deutsche Bank and Dresdner Bank
AG, the other major German insti-
tution cited by Jewish groups and
class-action lawyers- as having
played a major role in Nazi financ-
ing, could run into the billions, law-
yers said.

The two largest Swiss banks, UBS
AG and Credit Suisse Group, agreed
last year to pay $1.25-billion to set-

tle Holocaust-related claims.

The Swiss were only “one of Hit-
ler's fences,” Mr. Fagan said. “The
German banks were the clearing-
houses for everything.”

At the same time, though, Ger-
man companies — spurred by Ger-
man Chancellor Gerhard Schroeder
and a new group of senior manag-
ers who weren't even born until
well after the war years — appear
determined to finally clear up the
dark secrets of their record. during
the Holocaust.

U.S. and German government of-
ficials, Deutsche Bank chief Rolf
Breuer, World Jewish Congress
leaders and lawyers for all sides are
scheduled to meet Monday to dis-
cuss ways of reaching a settlement
of the billions of dollars in claims
against German companies that
profited during the Nazi era. '

“They have to take steps to show

that the skeletons in their closets
aren’t still bleeding,” Mr. Fagan
said. '

New York City comptroller Alan
Hevesi, an influential finance offi-
cial with control over billions of
dollars in pension assets and debt,
welcomed the Deutsche Bank dis-
closure. But he said federal and
state officials should not act on the
proposed bank merger until con-
cerns about the bank’s Holocaust
role and claims of survivors are ad-
dressed.

Mr. Hevesi organized a nation-
wide protest by influential state and.
city finance bosses against the
major Swiss banks, threatening
sanctions until they reached a set-
tlement last year.

The same sort of economic pres-
sure now faces the German firms
trying to carve a major share of the
lucrative North American market.
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proves deal breaker

By DAvViD CROSSLAND

FRANKFURT » Dresdner Bank
AG stunned investors by calling
off its merger with Deutsche
Bank AG yesterday in a dramatic
end to weeks of management
strife that ended plans to form
one of the world’s largest bank.

Dresdner said its management
board had decided unanimously
to abandon the $30-billion (US)
merger and accused Deutsche of
undermining the deal with its in-
sistence to sell off all or part of
Dresdner’s investment banking
unit Dresdner Kleinwort Ben-
son.

“Through its  behaviour,
Deutsche Bank withdrew the ba-
sis for trust,” Dresdner said in a
brief statement.

The announcement followed a
day of speculation, repeatedly dis-

missed by sources close to the
two banks, that the dispute over
Kleinwort Benson had brought
the merger to the brink of col-
lapse. It also coincided with spec-
ulation that Citibank had made a
bid for Dresdner. Dresdner and
Citibank declined to comment.

Senior executives at Deutsche,
including its investment banking
chief Josef Ackermann, had
wanted to sell off all or most of
Kleinwort Benson, which em-
ploys some 7,500 staff world-
wide.

Dresdner had resisted the plan,
arguing that it was as good or bet-
ter than Deutsche in key areas of
investment banking.

Analysts said the deal leaves
Dresdner vulnerable to takeover
but is positive for both banks be-
cause the merger had been ill-
conceived from the start.

Rolf Breuer, Deutsche Bank’s
chief executive, told reporters he
regretted Dresdner’s decision be-
cause he believed the deal had
been logical and ruled out any im-
minent merger with another
bank.

Financial Post: Thursday, 6 April 2000
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Dresdner and Deutsche Bank branches side by side in Duesseldorf. A merger between the two
terms of assets. Dresduer executives objected to a Deutsche plan to sell off Kleinwort Benson,

“Deutsche Bank learned about
Dresdner’s decision with great re-
gret,” Mr. Breuer told an im-
promptu news briefing.

Deutsche said Dresdner had
thwarted the integration by refus-
ing to contemplate a sale of Klein-
wort Benson. As if to placate in-
vestors, Deutsche said its group

Arbeitet [hr Geld so gut
Ihr Unternehmen?

pretax profit jumped more than
50% in the first quarter. Full re-
sults will be released at Deutsche’s
annual news conference today.
Shares in Deutsche, which had
fallen about 30% since the link-
up was announced, jumped 7.5%
after the news that the merger
had collapsed and were quoted at

79 euros after a brief trading sus-
pension pending the news.

Dresdner shares also rose more
than 7% and were quoted at 49
euros.

But shares in insurer Allianz AG,
which owns about 21% of Dresd-
ner and had been seen as the
main gainer under the deal

EDGAR SCHOEPAL / THE ASSOCIATED PRESS

would have created the world’s largest bank in
Dresdner’s investment banking arm.

slumped 11% and were trading at
387.50 euros. Analysts had ques-
tioned the logic of the deal and se-
nior executives alienated their
staff, customers and investors
with a series of gaffes that re-
vealed how ill-prepared the link-
up had been.

Reuters
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German banks
eye expansion

‘We've got money
to burn,’” says
Deutsche CEO

By HANS GREIMEL
ASSOCIATED PRESS

FRANKFURT, Germany —
The wave of consolidation that
has swept Europe’s banking in-
dustry reached Germany yes-
terday with merging giants
Deutsche Bank and Dresdner
Bank outlining plans to expand
at home and abroad.

“We've got money to burn
and this is just the first in a se-
ries of steps in international
competition and expansion,”
Deutsche Bank chief executive
Rolf Breuer said. “There is not
a single case of a bank becom-
ing an international market
leader without first taking the
lead in its home market.”

The Deutsche Bank merger
creates the world’s largest
bank in terms of assets, at $1.7
trillion (Canadian), although a
merger proposed among Japa-
nese banks would be larger.

The merger comes belatedly
as nrany banks throughout Eu-
rope have already grabbed

partners and staked out their
territory.

France’s Banque Nationale
de Paris bought out Paribas last
year, making it France’s largest
bank and Europe’s third in
terms of assets. Meanwhile,
Spain saw its banking sector
streamlined through the merg-
ers of Banco Bilbao Vizcaya
and Argentaria and Banco Cen-

tral Hispano and Banco San-’

tander.

And just last month, Banco
Espirito Santo and Banco Por-
tugues do Investimento — two
of Portugal’s leading banks an-
nounced a merger with the in-
tent of pooling cash and eyeing
major investments abroad.

U.S. banks began merging
several years ago.

In Canada, proposed merg-
ers between the Royal Bank of
Canada and the Bank of Mon-
treal and the Canadian Imperi-
al Bank of Commerce and the
Toronto Dominion Bank were
scuttled by the federal govern-
ment in late 1998.

“The process of concentra-
tion in German banking is way
overdue,” said Heidi Sherman,
senior economist with the eco-
nomic think-tank Ho. “But if
they can get rid of some of their

BUSINESS TODAY

Bankmg on size
Following are the top 10 world banks’oy total assets.

, Assets
Bank : Country (Billions U.S.)
Fuji/1B}/DKB** : Japan ~ $1,480.50
Deutsche/Dresdner Germany 1,200.00
Sumitomo/Sakura* Japan 968.33
Bank of Tokyo-Mitsubishi Japan 691.04
BNP Paribas France 673.70
Citigroup Inc us. 668.64
Bank of America Us. 617.68
UBS AG Switzerland 564.16
HSBC Holdings UK 483.13
Sanwa Bank Japan 469.06
HypoVereinsbank AG Germany 442.12
** Merger scheduled for 2002
* Mergerpending
SOURCE: Reuters Securities 3000 TORONTO STAR GRAPHIC
holdings now, that will release  ings in the bank, Allianz will al-
funds for more acquisitions.” so bulk up by buying the com-
That’s just what the new bined bank’s retail branches as

Deutsche Bank plans to do.
Part of the merger is a mas-

sive unravelling of the stakes -

Deutsche and Dresdner have in
Munich-based insurance and
holding company Allianz AG
and vice-versa. Currently Deut-
sche Bank holds a 7 per cent
stake in Allianz, while Dresdn-
er holds 10 per cent. Allianz
holds 21.5 per cent of Dresdner:
and 4.9 per cent of Deutsche.
That will all be reshuffled un-
der the merger, with the new
bank and Allianz holding less
than 5 per cent in each other.
While trimming down its hold-

well as Deutsche Bank’s asset
management arm. The reorga-
nization will create a new bank
free of its unprofitable retail
unit and flush with funds for in-
vestments.

Officials at both banks said
yesterday the elimination of
16,000 jobs would help save the
equivalent of $4 billion per year
from 2003.

Breuer said the company
was looking to expand in the
United States, where it intends
to build on last year’s buyout of
New York-based Bankers
Trust.




