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Peter Costello, Australia's treasurer, has managed the considerable feat of shooting Australian companies in the kneecap, international investors in the back and his own government in the foot - with a single bullet. By blocking Shell's bid for Woodside Petroleum, Mr Costello may have won a short term electoral advantage but he has dealt a long term blow to shareholders in Australian companies. The immediate drop in Woodside's own share price is just a foretaste. Woodside's shareholders have no cause to thank their managers for lobbying so ferociously against Shell.

Mr Costello's stated reason was that Shell might prefer to develop other Asian gas assets rather than the North West Shelf liquefied natural gas joint venture. This is odd, as Shell and Woodside combined would only have one third of the project.

It is, of course, not exactly a surprise that the Australian government is sensitive about the domicile of large national businesses. This is one reason why the dual listing structure has proved so popular for cross-border mergers involving Australia, such as Rio Tinto/CRA, BHP/Billiton and, most recently, GKN/ Brambles. DLCs allow a merger of operations, while preserving a fully listed Australian company. But the government should note that the shares of Rio Tinto Australia have over the last 12 months traded at an average discount of 6.4 per cent to the equivalent shares of Rio Tinto UK. Policies such as Mr Costello's seem designed to ensure that the Australian shareholders of BHP and Brambles suffer even larger discounts.

