Business studies:

Has Morrison's takeover of Safeway's been a success?

In 2004, supermarket chain Morrison's completed the takeover of rivals Safeway for around £3bn, acquiring Safeway's stores, brand and product. (Appendix 2) 

In this essay I'm going to discuss the reasons behind the takeover and how successful it has been. I chose this particular takeover because it was the biggest in British retail, hitting headlines and causing a bidding war between Tesco, Asda, Sainsbury's and Morrison's, the top supermarket chains. 

Reasons: 

The first reason for the takeover was inorganic growth. By acquiring Safeway's stores, Morrison's could expand in size, and also expand geographically. Morrison's was largely based in the midlands, while Safeway was based in Scotland and the south-east, this takeover meant Morrison's could enter into the areas. They now operated nearly 400 stores over the UK. This in turn increases the size of their supply chain, the movement of goods from supplier to the customers. Morrison's suppliers now have to cope with a larger demand over an expanding area. 

In March 2006, Morrison's announced that sales were up 3.2%. However, the rate of momentum increased when sales rose 3.7%. (Evidence, see appendix 1, Trading Performance) This shows the growth meant sales increased. Included in the growth is the vertical integration

of gaining Safeway customers. 

Although the growth has meant an increase in sales, it came at a cost. Morrison's had to pay nearly £3bn and take out a loan of £1.9bn. This is an opportunity cost, as Morrison's could have spent the money improving there current stores, or invested the money, earning interest on it. 

Although it cost them a great amount, Morrison's have seen an increase in sales, which is predicted to rise still. (See appendix one, the future) I think that they made the right decision, and have automatically moved them up to 4th spot in market share. They sold of some stores generating capital to pay-off loans; still they have managed to challenge the big 3. 

Secondly, the takeover means reduced competition and greater market share. The new market share is 16.1% which is the same as Sainsbury's. Morrison's can now compete with Asda and Sainsbury's, especially with the threat from Safeway being non-existent. 

The spectrum of competition is oligopoly-market, with now 4 firm's competing in the market, essentially having overall control between them. Although Tesco has a market share of 27%, technically they have a monopoly. But now the other 3 are competing for 2nd place. (See appendix 3, supermarkets' market shares) 

For Morrison's, reducing the competition is good because they have a greater control, and larger 

market share, but it is bad for the consumer, as they have less choice, and if the big 4 get too much control prices can start to rise. So what is good for Morrison's is not always good for others including customers. On the other hand is could start a price war between the main players in the market, as each tries to increase sales. 

I think, looking at the perspective of Morrison's, this is a big move in being able to compete with the leading chains, and increasing the market share will help its sales, and satisfy the shareholders. But other stakeholders such as consumers may have less choice, but Morrison's is renowned for their low prices and deals on simple groceries. But despite this Tesco are still bigger.   

The third major reason for the takeover in my view is economies of scale. Morrison's can now benefit more from purchasing, (buying in bulk) and financial power. For example, banks are more willing to loan money to bigger companies at a lower rate. Also managerial; Morrison's have acquired the Safeway staff, so they do not to spend extra money of training etc. Also a revenue synergy which refers to the opportunity of a combined corporate entity to generate more revenue than its two predecessor standalone companies would be able to generate.   

Another advantage of this is risk bearing. Morrison's have an established business to fall

back one, so if it all goes wrong they can sell off property and go back to their original stores. The economies of scale can have an effect on marketing as well, being able to advertise more of their products. Essentially it helps them to reduce their unit cost per item.

Another gain is cost synergy which refers to the opportunity of a combined corporate entity to reduce or eliminate expenses associated with running a business. Cost synergies are realized by eliminating positions that are viewed as duplicate within the takeover. 

Lower average unit cost should mean that in turn Morrison's can increase their profit. And this relates to the above paragraph, where they can become more powerful. The other side of this is the damage to local farmers and producers, who may now have even less say in the prices they get for their produce. This can have a damaging effect on smaller, more local business, pushing out the locally produce and importing more. (See appendix 4, economies of scale, where the main effects are summed up) 

Again this move is great news for Morrison's, lowering cost and helping to increase profits and power, but to the suppliers it can mean they have less say, also the imports can lead to leakages in the economy. 
However there are diseconomies of scale. This can be from too many employees increasing costs of training, communication

and more managers on higher wages. There's slower response time in changes in demand, due to market research needed to be completed beforehand and the chain of distribution etc. They may be office politics, which can affect productivity and even a firms own products may be in competition with each other. This may include a culture clash, where the firm may lose focus on its original customer base as they are now in a new area, or they may not be suited for the new area. 

Was it a Success?

Was it worth while Morison's spending £3bn of the takeover? Will the benefits outweigh the costs? Again it was an opportunity cost, where Morison's could have spent the money in a different way. But had they done this we would never know what would have happened. 

If Morrison's didn't buy Safeway then it is likely one of the other Big 3 supermarkets would have, and this would leave Morrison's even further behind in the market share. So in that sense the move was the correct one.

The table below shows some of Morrison's figures before and after the takeover. 

52/3 weeks to Turnover (£'m) Profit/(loss) before tax (£'m) Profit/(loss) after tax (£'m)
29 January 2006 12,115 (312.9) (250.3)
30 January 2005 12,116 193.0 105.0
1 February 2004 4,944 319.9 197.6
2 February 2003 4,290 282.5 186.3
3 February 2002 3,915 243.0 143.7
4 February 

2001 3,496 219.1 120.0
29 January 2000 2,969 189.2 103.1
In July 2005, Morrison's released figures that suggested it may have turned the corner, with a 14% sales increase in converted Safeway stores.
In March 2006, Morrison's launched a three-year 'Optimisation Plan' aimed at cutting costs to ensure future profit recovery. This includes £60m worth of cost savings in distribution and support functions, as well as adapting the smaller 'Choice' format stores below 25,000 sq ft, representing 40% of the store estate, to fit with local demographic and cultures.
As of September 2006, the company's share price has risen above £2.40. The group turned pre-tax losses of (£82.1m) in the first half of 2005 into profits of £134.2m for the same period in 2006. Morrison's attributed this to cost-cutting (lean production), better distribution and the opening of its new integrated head office, as well as the completion of the Safeway conversion and divestment programs.
Overall I think from the evidence above, it suggests that financially the takeover has been a success, and for Morrison's it means continued growth to compete with competition, Tesco, Asda and Sainsbury. They carefully weighed up the costs and benefits of the takeover, and although it cost £3bn, in the long term it has seemed to be a vital investment determinating the success of Morrison's future
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