DIY demerger: the splitting of Kingfisher

In these days when merger deals frequently make the headlines, it may come as something of a surprise to find a business demerging. But that is exactly what Kingfisher is doing. Kingfisher encompasses some of the biggest UK high street names, such as B&Q, Comet, Superdrug and Woolworths, as well as a number of large interests in France. But even with its big names, Kingfisher has been finding its share price sliding in recent times. 

The decision to demerge is based on a view that its parts are stronger than its whole. New Kingfisher will be composed of B&Q and Comet, while Superdrug and Woolworths are to be sold off. Kingfisher boss, Sir Geoff Mulcahy, believes the separate business groups will be more able to focus their business operations and meet their respective, and quite different challenges. 

The market however, is less sure about the wisdom of the move. With large international retailers looking to consolidate their position within Europe, many believe that Kingfisher is more than ever leaving itself open for a take-over bid. 

Wal-Mart’s purchase of Asda was a big blow to Woolworths and Superdrug, as Asda, under Wal-Marts stewardship, moved decisively into ‘non-food’ areas, such as cosmetics and electrical equipment. In response, Tesco and Sainsbury’s are following suit, increasing competitive pressure even further. 

As for B&Q and Comet, the fear is that Home Depot (America’s largest home-improvement chain), which has made it known that it is looking towards Europe for expansion, will find New Kingfisher even more attractive than the old. With a market value of £90 billion, compared to New Kingfishers £6.2 billion, Home Depot poses a real threat to New Kingfisher’s independence. 

Although Mulcahy is still hoping that the business will grow internally, he has not ruled out the possibility of some strategic acquisition, in order to survive in what is increasingly a very congested marketplace. For New Kingfisher it may be a case of ‘eat or be eaten’. 

Want to find out more?

The demerger of Kingfisher is not unique, even if it is relatively rare. The story of the demerger of Hanson in 1996 is told in Box 8.6 in Economics (4th edition). Section 8.2 in Economics (4th edition) and Chapter 14 in Economics for Business, look at different corporate growth strategies. 

Details of the Kingfisher demerger can be found at the company’s Web site, see: 

http://www.kingfisher.co.uk/. For articles about Kingfisher, or mergers and demergers in general, you could also search the newspaper Web sites given in section A of the Hotlinks section of this site, or use one of the search engines in sections I or J.

