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Did the Labour 
government fulfi l 
its pledge to end 
child poverty in 
a generation?
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SUPPORT FOR FAMILIES WITH CHILDREN
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INVESTING IN CHILDREN
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29 per cent of poor 
children live in one-
parent families 
where the parent 
is not working
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PROMOTING WORK AND MAKING WORK PAY
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THE IMPACT ON CHILD POVERTY
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By April 2010, 
the average 
family with 
children was 
£2,000 a year 
better off
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on want
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MAKING FURTHER PROGRESS
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THE FINANCIAL SYSTEM is meant to channel 
savings towards profi table opportunities for 
investment, which should in turn lead to 
higher growth. But in recent years the global 
fi nancial system has been doing the exact 
opposite, creating ‘toxic assets’ that have 
undermined stability. What is the problem 
and how can we turn things around?

BIG ISN’T BEAUTIFUL
The basic issue with the fi nancial sector is the 
‘too big to fail’ problem. A single interconnected 
bank (like Lehman Brothers) can bring the 
sector crashing down. Finance is the blood 
that keeps the economic body functioning. 
The failure of most single industries (think of 
cars) causes a problem; but the failure of the 
fi nancial system causes catastrophe.

These contagion effects are why 
governments had to intervene to recapitalise 
banks during 2008-09 to shore up capitalism. 
Bitterly, it meant bailing out many of the debt 
and equity holders who were responsible 
for the poor investment decisions in the 
fi rst place. And because banks knew that 
when push came to shove they had some 
bail-out insurance from the state, during the 
good times they made decisions that were 
excessively risky, just as car insurance makes 
people more careless with their vehicles.

These incentives to take on excessive 
risk and disguise their dangers to get around 
regulators cascade down the banking hierarchy 
from the executive suite to the trading fl oor, 
where traders live for their annual bonus. 
Short-term risky ventures are encouraged 
at the expense of longer-term profi tability. 
Because of this, strengthening corporate 
governance by itself will not help. Taking 
excessive risks is in the owners’ interests in the 
face of the government bail-out insurance.

Better regulation would help – for 
example, through insisting on higher levels 
of capital and having a regulator overseeing 
the whole banking system rather than just 
individual parts. ‘Living wills’, where a bank 
states how its assets would be unwound in 
the event of failure, need to be mandatory as 
they make clear the counterparties on a bank’s 
positions. This information helps regulators 
supervise better and reassures investors about 
the strength of healthy banks to reduce the 
chances of a drying-up of credit.

Unfortunately, these measures are unlikely 
to be suffi cient to reduce the chances of 
another banking crisis. The banks will always 
pay more to attract clever people to fi nd ways 
around the regulations. A structural solution 
is necessary to discourage the growth and 
creation of ‘too big to fail’ fi rms.
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Getting fi nance to support investment

One way of doing this would be through a 
structural separation of the ‘utility’ (retail) from 
the ‘casino’ (investment) activities of banking. 
But there would also have to be controls on the 
raising of fi nance in the short-term wholesale 
market (which is what brought down Northern 
Rock). An alternative route would be a sharply 
progressive tax on these activities (essentially 
size-related). Some banks would be able to stay 
large, but they would pay a very high price for 
this privilege so only the most effi cient would 
choose to remain big. 

In my view, the risk of another crisis has 
increased. Many banks died after the recession 
so there is now a tighter fi nancial oligopoly. Any 
doubt about government willingness to intervene 
has dissipated post-Lehman. The weakness 
of the public fi nances is temporary, so it is no 
surprise that fi nanciers are keen to see sharp 
cuts in public spending so that governments will 
once again be able to bail them out.

SMALL ISN’T BEAUTIFUL EITHER
Fixing banking is the top priority for improving 
investment opportunities. But what about 
increasing the pressure on banks to lend to 
small fi rms and giving them other kinds of 
investment breaks? 

Governments like to do things for small 
fi rms – helping a million fi rms with £1 sounds a 
lot better than giving one fi rm £1 million. It also 
sounds much ‘fairer’ to help small struggling 
fi rms than big behemoths. But this refl ects a 
confusion between helping people with small 
incomes (a good thing) and helping small fi rms 
which can be owned by very rich people (hedge 
funds, for example).

Governments should decide on their 
redistribution policies among people not among 
fi rms. Capitalism works by allocating more 
market share to the most productive fi rms and 
allowing the less productive fi rms to shrink and 

die. This brutal process of natural selection is 
the main way that productivity and therefore 
wages increase. Small and badly managed 
fi rms in developing countries are often allowed 
to hang on indefi nitely because a complex 
system of regulations prevents the more 
effi cient from growing and pushing them 
out. US markets, by contrast are aggressive at 
weeding bad fi rms out.

Policymakers need to specify what is 
the market failure that prevents fi rms from 
obtaining fi nance. There is a case that new 
fi rms with radical innovative ideas are at a 
disadvantage as it is hard for outside investors 
to gauge their quality. Support for start-ups 
through R&D grants, creating a European 
Union-wide patent, strengthening universities 
and removing red tape would all help here. 
But blanket subsidies for small fi rms (many of 
which are not even young) are misguided.

LET’S TREAT FIRMS AS EQUALS
Some argue that because large fi rms 
lobby effectively and get lollipops from 
the public purse, there must be offsetting 
giveaways for small fi rms. But this reverses 
policy logic. We need to do everything possible 
to stop the larger fi rms corrupting the system, 
not pander to other special interests and create 
even more distortions, which distract fi rms 
from doing what they are best at – looking 
after their own business. �
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The collapse of Lehman Brothers on Wall Street in 2008 sent shockwaves around the banking world
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Freelance work practices are reducing opportunities for young workers to break into TV production
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Novices 
have limited 
opportunities to 
engage with 
mid-career staff

Harder than ever to 
get into television 
production 
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Productivity 
and profi tability 
tend to increase 
after buy-outs, 
but so do plant 
closures and 
redundancy
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Foreign companies have spent almost £300 billion buying British rivals over the last four years
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Britain benefi ts 
nationally from 
the openness of 
the economy

Who owns UK plc – 
and does it matter? 
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BP has combined its traditional manufacturing business – oil – with a retail service
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Manufacturing becomes 
a service industry

British household names, such as Liverpool FC, 
have been acquired by foreign owners
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It now matters 
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of degree a 
graduate gets 
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BRITAIN REMAINS MARKED by deep 
inequalities in earnings, incomes and wealth. 
These inequalities were mapped in detail by 
the National Equality Panel in its 2010 report, 
An Anatomy of Economic Inequality.  This set 
out how economic outcomes differ between 
groups on the basis of characteristics such as 
gender, age and ethnicity, as well as the wide 
inequalities within groups.

The panel, which was chaired by Professor 
John Hills, director of the Centre for Analysis 
of Social Exclusion at the London School of 
Economics, found that inequalities in earnings 

and incomes are high in Britain compared both 
with other industrialised countries and with 
30 years ago. Over the last decade, earnings 
inequality narrowed a little and income 
inequality stabilised on some measures, but 
the big increases in inequality of the 1980s 
were not reversed.

The coalition government is as committed 
to the goal of ‘equality of opportunity’ as its 
predecessor. But the panel’s analysis shows 
that achieving this is very hard when there 
are such wide differences in the resources to 
which individuals and families have access. 

Many of the differences accumulate across the 
life cycle: before children enter school; through 
the school years and entry into the labour 
market; and on into the wealth and resources 
people have for retirement.

Economic advantage reinforces itself 
across the life cycle, and often on to the next 
generation: it matters more in Britain who 
your parents are than in many other countries. 
Mobility between generations seems to be 
lower in more unequal societies – moving up 
a ladder is harder if its rungs are further apart, 
and those who start higher up fi ght harder to 
stop their children slipping down. 

The Panel set out 16 areas where policy 
interventions could counter reinforcement 

Britain’s entrenched inequalities
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When employing builders which is 
more important – their CV or their skill?
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LINKS BETWEEN UNIVERSITIES and industry 
are important both for extending the frontier 
of scientifi c knowledge and for stimulating 
innovation. Much is made of commercialisation 
of researchers’ intellectual property via 
licensing or spin-off companies. But there is a 
range of other important connections between 
universities and the private sector.

Indeed, according to Dr Markus Perkmann 
of Imperial College London and Advanced 
Institute of Management Research Fellow, 
the income of British universities from 
contract research and consulting is 20 times 
their income from intellectual property. 
This demonstrates the value that 
industry puts on collaborating with 
researchers. It also shows that the 
view of the university as an ivory 
tower is largely a myth: many 
academics regularly interact with 
‘users’ in different ways. 

Increasingly, fi rms are 
attempting to move from small-
scale, ad hoc collaboration to a more 
strategic approach to work with 
universities. This allows them to access state-
of-the-art knowledge and to leverage public 
research funds. Examples include the Rio Tinto 
Centre at Imperial, the Systems Engineering 
Innovation Centre at Loughborough and the 
Centre for Advanced Photonics and Electronics 
at Cambridge. Rolls Royce is working with 
all three universities via their University 
Technology Centres programme. 

Dr Perkmann and his colleagues have 
looked at what makes such collaboration 
successful. The fi rst big issue is cultural 
differences between academia and industry. 
A survey of academics indicates that they 
work with industry primarily to advance their 
research. Only a minority of 
them – although this is an 
important group of academic 
entrepreneurs – work with 
industry because they are 
motivated by fi nancial gain. 

This fi nding suggests that 
collaborative projects should 
contain both a commercial 
and academic element to 
satisfy the incentives of 
both partners. Firms cannot 
necessarily expect academics 
to conduct outsourced 
research delivered in short 
time frames. Rather, the value 
of having academics involved 

is often to test new ideas and use research 
laboratories as ‘skunk works’ for projects 
that are not yet mainstream but potentially 
highly promising. 

The second big issue is intellectual 
property. In general, the more that the cost 
of a collaborative project is borne by the 
industrial partners, the more likely it is that 
they will control any intellectual property 
arising from it. Academics are usually happy 
with these arrangements as long as there are 
opportunities for scholarly publications.

If public funding is provided, the issue is 
more complicated and universities legitimately 

seek to claim some ownership. But 
many fi rms see the administrative 
burden and cost of intellectual 
property protection as a major 
barrier to university collaboration. 

Some companies and 
universities are experimenting with 
‘open intellectual property regimes.’ 
For example, the Structural 
Genomics Consortium, part-funded 
by pharmaceutical companies 

including GlaxoSmithKline, illustrates how 
industry can benefi t from academic work 
without necessarily owning property rights in 
all the outputs. Such experiments are currently 
confi ned to pre-competitive research, and it 
remains to be seen how they will develop. 

What they suggest is that it is often 
diffi cult to put a monetary value on 
basic research. Hence the costs and 
inconvenience of patenting have to be 
traded off with the benefi ts of research 
that leads to breakthroughs in both science 
and innovation. �

www.aimresearch.org

University-industry links: 
the myth of the ivory tower

Projects should 
contain both 
a commercial 
and academic 
element to 
satisfy both 
partners
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at each stage of the life cycle. Of central 
importance are the progressivity of the tax 
system and levels of social security benefi ts 
and tax credits in relation to other incomes.

In the wake of the fi nancial crisis 
and recession, the government faces the 
challenge of rebalancing the public fi nances. 
How this is done will probably be the most 
important infl uence on how inequality in 
Britain evolves in the future. The key question 
is whether the costs of recovery are borne by 
those who gained least in the years before 
the crisis, or by those who gained most and 
are in the strongest position to bear them. �

sticerd.lse.ac.uk/case Firms often involve academics to test new ideas
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The future’s bright 
for emerging 
electric car 
technologies
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Despite the 
vast size of 
the old style 
industry, few 
players make 
worthwhile 
profi ts 
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Car society: time 
for a revolution
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Public sector pensions 

IN RECENT YEARS, public sector employees 
have benefi ted from both faster average 
earnings growth and higher average pension 
accrual than their private sector counterparts. 
According to ESRC-supported research at the 
Institute for Fiscal Studies, in the fi rst half of 
the 2000s, a measure of remuneration that 
includes earnings and pension accrual grew 
1.1 percentage points a year faster in the 
public sector than in the private sector.

In the public sector, defi ned benefi t (DB) 
pensions – those where pension 
benefi ts depend on length of 
service and a measure of salary – 
are the norm. 

But private sector employees 
are more likely than their public 
sector counterparts to have 
defi ned contribution (DC) pensions 
– those where pension benefi ts 
depend on contributions made to 
a fund. 

After controlling for differences in sex, 
age and education, the research fi nds 
that public sector employees are around 
50 percentage points more likely to be a 
member of a DB pension – and over 30 
percentage points more likely to have any 
kind of pension – than those in the 
private sector.

Because of differences in the generosity 
of the schemes available, even among 
pension members, the average value of an 
extra year of pension entitlement is also 
higher in the public sector than in the private 
sector for both DB and DC pensions. 

As a result of both the higher 
membership and higher value of accrual 
in the public sector, on average across all 
employees, the value of an extra year’s 
pension accrual was 16 per cent of earnings 
more in the public sector than the private 
sector in 2005. 

This difference is higher than the 14 
per cent of earnings difference in 2001. 
The divergence was mainly caused by the 
continuing shift away from DB pensions 

to less generous DC pensions, 
and therefore a decline in the 
average value of pension accrual, 
in the private sector that was not 
matched in the public sector.

Over the same period, 
average current earnings grew 
faster in the public sector than 
in the private sector – so the 
faster growth in average pension 
accrual was not offsetting lower 

pay growth. Indeed, average earnings in the 
public sector grew 0.8 percentage points a 
year faster than in the private sector. 

The research estimates that had the 
2007 reforms to public sector schemes 
affecting new entrants been implemented 
between 2001 and 2005 and applied to all 
public sector employees, then on average 
this would have fully offset the faster growth 
in pay. A further reduction in the generosity 
of these schemes is likely following Lord 
Hutton’s review. �

www.ifs.org.uk
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Public sector workers are more likely to have a pension than private sector employees

The average 
value of an 
extra year 
of pension 
entitlement is 
higher in the 
public sector
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tax will drop 
despite public 
sector cuts

DESPITE PLANNING THE�%	/'%�'.��).'�.(�0)�+&��
'0�*�&*3�&*�+&1&*3�2�2(/4��.%���(	+&.&(*�
3(1�/*2�*.�%	'�	**()*����	�/��)�.&(*�&*�.%��
.	5�/	.��(*��(/0(/	.��0/(3�.��/(2��/�0�/���*.�.(�
�7�0�/���*.���%��.	5��).�-&++����0%	'���&*�(1�/�
'�1�/	+�4�	/'�	*���4�.%���*��(��.%&'�:	/+&	2�*.�
-&++��('.�*�	/+4�:;��&++&(*�	�4�	/��

.%4�%	'�.%��3(1�/*2�*.�*(.�/�'&'.���
.%��)/3��.(�'%(-�')�%�')00(/.�.(��)'&*�'',�
4*������-%4��&��&.�*(.�	&2�.(�3�*�/	.��2)�% 
*������.	5�/�1�*)���4�&*'.�	��/	&'&*3�.%��.	5�
/	.��(*�0/(3�.,�%;$! �)*����/�'�	/�%�+���
�4�:/(��''(/�5&�%	�+�8�1�/�)5���&/��.(/�(��
.%���5�(/��(*&1�/'&.4�!�*./���(/� )'&*�''�
�	5	.&(*��%	'����*��50+(/&*3�.%�'��9)�'.&(*'�

"��3�/'.�0).'�.%��/��)�.&(*�&*��(*.�5.��4*�
�88$�� /&.	&*7'�.	5�/	.��(*��(/0(/	.��0/(3�.�
-	'�;;�0�/���*.��-%&�%�-	'�.%�*�.%��.�*.%�
+(-�'.�/	.��(��.%���5��()*./&�'�.%	.�*(-�
�(/2�.%��%)/(0�	*�(*&(*�� 4��--8����'0&.��
%	1&*3�	+/�	�4�+(-�/���.%��/	.��.(��/�0�/���*.��
 /&.	&*7'�/	*,&*3�%	��'+&00���.(��-.%��

�%&'�%	00�*������	)'�� /&.	&*�-	'�
(1�/.	,�*�&*�	�/	���.(�/��)���.	5�'�(*�0/(3�.��
5)+.&*	.&(*	+��(20	*&�'�+(�	.��.%�&/�	�.&1&.&�'�
&*�.%��2('.��	1()/	�+���*1&/(*2�*.��-%&�%�
��0�*�'�(*�2	*4��	�.(/'��&*�+)�&*3�-	3�'��
/�3)+	.&(*�>�	*��.	5�'�� 4�+(-�/&*3�.	5�'��
�()*./&�'�2	,��.%�2'�+1�'�2(/��	../	�.&1��.(�
&*-	/��&*1�'.2�*.��%1&��*���')33�'.'��(.%�
.%	.�+(�	.&(*����&'&(*'���0�*��(*�.	5�'��	*��
.%	.��()*./&�'��(20�.���(/�')�%�&*1�'.2�*.�

#��(/�&*3�.(�.%&'�1&�-��.%��/�9)&/���	�.�/ .	5�
/	.��(��/�.)/*�.%	.�	��)'&*�''�2)'.��	/*�&'�3�5���
(*�.%��-(/+��2	/,�.���%&'�&'����	)'��&*1�'.(/'�
>�')�%�	'��)*��2	*	3�/'�-%(�+((,�	�.�/�
0�(0+�7'�'	1&*3'�	*��0�*'&(*'�>��	*�&*1�'.�&*�
	�%)3��*)2��/�(��	''�.'��

#��)*��2	*	3�/�-&++�/�9)&/���'	4��	�.�*�
0�/���*.�/�.)/*��/(2�&*1�'.&*3�&*��(20	*4�
����������	
��	�
�	��
�	�����
�������
�����
�
�����
���
�������	�������������	�	�
��������
��������������	������	
�����	����	����
������
���	���	������

�������
���	
	�������
����	�������	������	������
�����

�����������
��
��	������	���������������������������
������
����	�
���
�������
��	������

�	�	�
	�
��� ���!�

�
��
��
����
�����
���
���	�����
����

���������
	���� �	���	�����������
���	���	����
�������
��
>�!�������	
����	������������ �	���	������
�����
��	��������"��������
��

#���	
�����	�����	�
�����	�������	�
��� �	���	�����������
����"��������
��������

��
����	
��

�
�����$�������	�����������������	�
�
���!��
���
�������
��	
��"��������
��>�������
������
�������������������
������!����
�!���
�	���	�����%������	
�����!�

��
�����
����	
��
����	�
�����
�����!�������
��	�������

�������
�!�����	��������	�������
��
����������	����
�����>���������

�������������
�
������
���%�������	
�����������	�
������	����
���������������	��������	���
���������
��������
���������������
����������������
�����
�������
�������������
������������
�����	
������	��
���
����	���������������
���	��� �������������

���
����	����������	
��!��
���	�������������
��������	�����
	�
��!	���������

&����������������	
�!��
����������
����
��	������	
����
�����������������������
��������
�����	��	����
����	
����	�������	����
�
�������	���������������
���	��
���	�����
�
��
�
�!���!	������	�������	
�������
��
��	����
����'������
���(
�����
	��
���
�������
�������
��������
�������	
����������
�����
!������������������
�!	����	������
���������
��������	����������
�!����	���

�������������	��
�	������
����)�����
��
�	�����
�����������	
���������	�

����
�����	
�
�����
������
���
�����	�
�>�	
����	�����

��
�����	
��������
����
��	
��
���!����%�������
��	
���������
��	������	���	��������	���������

�����	����%����!��
����������	���
��������	����!�������
���������
����������������	
����������������
�����
�����	��	����
����	
���	���
������������������
���������
	�����
��������
���	��
��������
����
�	��
!���������	���������
���	��	���

�����������
���������	�������
�
*���������+����������
�
�������	���
������

�	��������������	�
��
���	���������	������
��
�
��	�����
�������	��������������
�����	��	���
�	����������%����!��
������������	��������
����	��
���
������	
��������
����	�����
�������
�
������!�	
���������
��
����

www.sbs.ox.ac.uk

����
���
��
�������
������������������������	
����
��������
�	����
�������������
������		��������

Why cut 
business taxes? 

Al
am

y

Reducing 
taxes on profi t 
is almost 
certainly 
benefi cial for 
investment in 
Britain
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Gift Aid it: tax relief on donations raised 
£4 billion for charities last year

Gift Aid it: 
getting more 
money to 
charities
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Bigger charities becoming more dominant

BIGGER CHARITIES HAVE grown more than 
smaller charities since the mid-1990s, but it is 
not necessarily the very biggest charities that 
have enjoyed the highest income growth. These 
are the fi ndings of research by Peter Backus of 
the ESRC Research Centre for Charitable Giving 
and Philanthropy, and Dr David Clifford of the 
ESRC-funded Third Sector Research Centre.

There are around 170,000 active charities 
registered with the Charity Commission in 
England and Wales. Around half of these are 
small, with an annual income of less than 
£10,000. There are a few hundred very big 
charities with an annual income of more 
than £10 million.

The researchers examine trends in the 
shares of total charitable income accounted for 
by the top one per cent and top ten per cent 
of charities. The results suggest that there has 
been little change: income was very highly 

concentrated in both the top percentile and the 
top decile in 1995, and it remains so today.

But trends in income shares only tell 
part of the story, since both the number of 
charities and their total income have increased 
signifi cantly. So the researchers go on to 
examine the growth rates of the set of charities 
that have existed since the mid-1990s, relating 
income growth to initial charity size.

Initially bigger charities have grown more 
than initially smaller ones. Organisations with 
an income of at least £500,000 in 1998 had a 
higher median (average) growth rate over the 
following decade than those that were initially 
smaller. This is true both for the whole set of 
charities and for charities classifi ed as social 
service organisations.

These fi ndings are consistent with the idea 
of a ‘professionalisation’ of the charitable sector, 
but not necessarily a ‘Tesco-isation’, where the 

initially very largest charities would have the 
highest growth rates of all. For the whole set 
of charities, the initially biggest did grow 
fastest. But for social service organisations, 
the initially ‘big’ charities in general but not 
the initially ‘biggest’ in particular had the 
highest growth rates.

These results are relevant to government 
plans for the ‘Big Society’, which rest in part 
on the ability of smaller, community-based 
charities – as well as the bigger voluntary 
bodies – to thrive and grow. Some people 
are concerned that the biggest charities are 
becoming more dominant, marginalising 
innovative methods adopted by smaller 
charities, which they argue are often better 
able to respond to local needs.��

www.cgap.org.uk
www.tsrc.ac.uk
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Three quarters 
of donors would 
not change their 
donations in the 
absence of 
a rebate
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THE TAKEOVER OF Cadbury by the US food 
manufacturer Kraft in 2010 raised questions 
about the way hostile takeover bids operate 
in Britain. Why are British companies so 
vulnerable to takeover – and what if anything 
can be done about it?

The basic principle of takeover regulation 
in Britain is one of shareholder sovereignty: 
shareholders, not the board, decide the 
outcome. Under the City Code on Takeovers 
and Mergers, the board has a duty to give 
advice to the shareholders on the fi nancial 
merits of the bid. But it is not the board’s job to 
‘defend the company’. 

Under the City Code, the bidder must 
inform employees of the target company of 
its intentions with regard to the running of the 
company. But these loose statements of intent 
are not legally binding. Kraft was no more 
obliged to keep Cadbury’s factories running 
after the bid than Cadbury was before – and 
Cadbury had proposed to shut the factory 
that Kraft went on to close, contradicting 
statements Kraft had made during the bid.

British labour law imposes few constraints 
on redundancies, which is one reason why 
acquiring companies know they can proceed 
fairly quickly to an asset sale (and consequent 
job losses) after a takeover goes through, 
something they often do to pay down 
their debts. The position is different in 
many other European Union countries, 
where job security legislation and 
‘co-determination’ laws (which 
give employees rights in corporate 
decision-making) pose real restrictions 
on downsizing.

The role of hedge funds and other 
‘arbitrageurs’ that bought Cadbury shares in 
the course of the bid by Kraft was pivotal in 
tipping the scales in favour of the bidder. The 
hedge funds were taking a risk that the bid 
would go through, which other investors were 
less able or willing to take. If the bid had failed, 
the hedge funds would have suffered large 
losses. They would argue that the risk justifi ed 
their high returns. 

The former chairman of Cadbury initiated 
a debate following the sale to Kraft by arguing 
that shareholders who buy into a target 
company after a bid is announced should have 
no part in the subsequent decision on whether 
to accept the bid. Such a reform would deter 
speculation and would probably dampen 
bid activity. It could also help to encourage a 
longer-term perspective on the relative merits 
and demerits of mergers. 

Defenders of the status quo would 
see such a reform as severely qualifying 
shareholders’ property rights. There are very 

Hostile takeovers 

few precedents for this in recent British law or 
practice, but the position is different elsewhere. 
In the US, for example, most listed companies 
have ‘poison pills’ written into their corporate by-
laws (the equivalent of the articles of association 
of a British company).

Poison pills generally allow the board to 
dilute the holding of a hostile 
bidder, for example, by issuing 
shares to a friendly third party. 
This makes bids more expensive 
and can act as a meaningful 
deterrent. Delaware law requires 
the board to waive the poison 
pill once the sale of the company 

becomes inevitable, which will be the case if 
a rival bidder appears. Otherwise, the board 
can take the interests of workers and other 
‘stakeholders’ into account when deciding 
to recommend against acceptance of a bid.

Had Cadbury been a US company, it 
probably would have had a poison pill in
place, and the board could lawfully have 
triggered it in the case of the Kraft offer as 
no rival bid materialised. Had Cadbury been 
based in continental Europe, co-determination 
and worker protection laws would have limited 
Kraft’s options post-bid. In the absence of 
both co-determination and poison pills, 
British companies are uniquely vulnerable 
to takeover bids. 

It is hard to see this changing in the 
near future. The Takeover Panel, which is 
responsible for the City Code, is there to 
protect the interests of shareholders, and they 
did very well in the Kraft-Cadbury takeover. 
There is no political appetite for the introduction 
of continental European style labour laws into 

Britain. If company law were changed to allow 
companies to adopt poison pills, few would 
do so in the face of likely opposition from 
institutional investors. 

Another reform that has been mooted 
is granting ministers the power to intervene 
in takeover bids to preserve jobs and 
management skills in companies of strategic 
importance to Britain. But ministers seem to be 
reluctant to take powers that could be seen as 
implying micro-management of companies. 

An alternative route would be to 
strengthen the law on directors’ duties. Section 
172 of the Companies Act 2006 requires 
boards to act in such a way as to promote the 
success of the company when taking strategic 
decisions. This provision should enable 
boards to ‘just say no’ to bids that they 
consider opportunistic.

As things stand, the law is vaguely drafted 
and cannot be effectively enforced. There is 
a strong case for amending the Act to make it 
clear that the board’s duty under section 172 
prevails over the Takeover Code. It should also 
be more straightforward for shareholders and 
others, including employees, to take remedial 
action against a board that fails in this duty. �

ww.cbr.cam.ac.uk
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Kraft closed Cadbury’s Keynsham factory despite assurances they would keep it open

British 
companies 
are uniquely 
vulnerable to 
takeover bids
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