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Message from
Jacques SANTER

President of the European
Commission

This new edition of the Panorama
of EU Industry coincides with a
moment in history when the Union
is embarking on a decisive phase
of its development. This gives me
great satisfaction for two reasons.
Firstly, | remain convinced that one
of the main tasks of the European
Commission is to promote the dissemination of regular and high quality information
aimed at people in all professional or private circles. Secondiy, | am pleased because
this Commission publication is an important reference work for all those who, in their
various ways, are concerned with our industry’s evolution and performance, since
industry has a crucial role to play in attaining the objectives we have set ourselves.

Our objectives are both ambitious and hard to achieve. They will have to enable us
to respond to the demands of subsidiarity, openness and efficient decision-making in
the Community, to underscore the democratic nature of the institutions and to work
with our fellow citizens in a climate of confidence. Next, they will have to prepare
the way for us to tackle the major chalienges awaiting us at the dawn of the 21st
century, notably laying the foundations for future expansions, strengthening solidarity
at all levels, implementing the use of a single currency and, above all, significantly
reducing unemployment and social exclusion.

The swift implementation of an industrial competitiveness policy, such as that adopted
by the Council following the recent Communications from the Commission, constitutes
a major springboard in this context for attaining most of the defined objectives, especially
for creating jobs. Whether the expectations of success in this respect will be fulfilled
will depend not only on the spirit of enterprise evinced by operators in the field but
also on the determination of the public authorities to reshape the policies which influence
industry. Now that the economic prospects are more favourable, we have the means
to speed up the efforts required to adopt the necessary measures to strengthen our
industry’s potential. This is an opportunity which we must seize to enable us to create
more favourable conditions for development and, as a result, to stimulate growth
which corresponds more closely to the needs of our societies.

The Commission, for its part, is determined to take the initiatives required in the
industrial sphere while stepping up its dialogue with the parties concerned.

It seems to me, therefore, that the regular publication of this work, which is the
outcome of close cooperation between the Commission and industry, is an extremely
positive element in line with the desired aims of cooperation.

| trust that all those for whom a better knowledge of the industrial world constitutes
an indispensable element for their activities and reflections will be able to find in this
work the information and inspiration needed to spur on their actions.







Preface by
Martin Bangemann

Member of the Commission

Economic operators are nowadays
confronted with intensified competition
resulting from the simultaneous
globalization of trade and operators, the
progressive opening up of markets and the
acceleration of technological
developments.

In such a context, the emergence of an information society raises a number of challenges
to which both the economy and industry are required to respond more or less urgently,
according to the areas and sectors of activity. Whether we call it the "super highway",
the "l-way", or the "Infobahn", the information society is progressively putting tools
which are increasingly more advanced at the disposal of small, medium-sized or large
enterprises producing goods or services, thus enabling them to deal with ever increasing
flows of information while they simultaneously expand and grapple with the various
challenges confronting them.

The transition from an industrial society to an information society is speeding up due
to the progressive convergence of telecommunications, computer, consumer electronics
and multimedia technologies. Several technologies have now reached a stage where
their applications are having a profound effect on our lifestyle. The various ways in
which we now create, process, access and transfer information are fundamentally
changing relations in our society. As a result, a new society will come into being. It
will be a society in which new services and new applications will have a great impact
on human activities and on the economy and organizational structures.

These changes, with their far reaching effects on the economic and operational
environment, require companies to have a continuous capacity to adapt to rapid and
constant developments affecting the means and methods of production, while
simultaneously taking on board advances in science and technology. They also go
hand-in-hand with the need for operators to give due weight to the importance of
intangible investments (such as research and training) so as to quickly develop
competitive advantages resulting from the implementation of strategies to differentiate
products and processes, which are key factors for competitiveness and for the survival
of firms in the long run.

It is in this environment that the approach to an industrial competitiveness policy
adopted by the European Union comes into its own. It is focused more than ever on
promoting the importance of intangible investments in the development and growth
of industry in order to permit an increase in the value added of goods and services.
The modernization of the European industrial fabric must also result from increasing
cooperation among all the actors concerned.

Vil




With this in mind, the Commission recently set up a number of research and industry
task forces whose purpose is to contribute to developing the technologies needed for
the "clean car", "multimedia educational software", the "next-generation aeroplane",
"viral diseases and vaccines”, "trains of the future" and "intermodal transport systems".
The particular brief of the task forces is to align research activities more closely to
the socioeconomic and society related concerns of our fellow citizens. To take one
example, research carried out in the field of multimedia educational software should
enable individuals and firms to have easier access to the progress put at their disposal
by information and communications technologies. These initiatives will also make it
possible to increase the effectiveness of Community action and as a result enable
the successes of European research to trickle down to its citizens, consumers and
taxpayers. Great store is set by the consultation of all the parties concerned, whether
they be industrialists, users, small, medium-sized or large enterprises.

Finally, the aim is to encourage industrial operators to make the most of this irreversible
trend in our societies to improve trade considerably with our economic partners
throughout the world, while at the same time ensuring that the fruits of these efforts
are discernibie in the sphere of enterprise and innovation as well as in the labour
market.

Vil
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Preface by
Yves-Thibault de Silguy

Member of the European Commission

Closer European union has brought many benefits to
European industry, stemming from being part of a large
prosperous market. However, fluctuating exchange rates
within the EU still hinder the functioning of the Single
Market. The exciting prospect is for a move to Economic
and Monetary Union, as foreseen by the Treaty of the
European Union. A single currency in a single market will
be the strong foundation needed for the success s of
European businesses in the twenty first century. The Commission’s Green Paper, of
May 1995, on the practical arrangements for the introduction of the single currency
is an important step in this direction.

Even when the Economic and Monetary Union is achieved, European industry will
continue to face a constant challenge from global competitors. It is necessary to
stimulate competitiveness so that satisfactory economic growth and high employment
levels can be attained. The question is how to establish the right framework and
economic environment to promote this. It is vital for policy makers to have up-to-date
and relevant information in order to be able to assess the effect of past and future
actions. One of the virtues of the present publication is that it is a systematic and
detailed source of analyses and statistics on a large number of industries. It achieves
this by drawing on the best information sources available for each industry. European
enterprise statistics are going through a period of rapid change as a result of various
actions taken at European Union level to update and harmonize classifications and
methods. We can look forward to greater availability of detailed official statistics of
the EU in the coming years. Nevertheless, the Panorama publication shows that it is
possible to find usable figures today on many industries if time is taken to gather
data from professional associations and other non-official sources.

This new edition of Panorama of EU Industry is the result of extensive collaboration
between specialists in many fields. As such, it constitutes an important reference work
for those wanting to find out more about European industry.
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Introduction by
Stefano Micossi

Director-General for Industry of the
European Commission

The recent upturn in economic activity shouid not divert
attention from the fundamental questions that will
determine Europe’s long-run economic performance.
Though the Union’s economic basis is strong, rigidities
and distortions still remain that prevent Europe from
fully exploiting its potential for growth and employment
creation.

It is vital that European Society be open to change and innovation rather than lapsing
into complacency. Policy-makers can assist by creating a favourable environment for
innovation and growth, through market-based poilicies that encourage investment in
human capital and knowledge, promote the exchange of information and remove
obstacles to change.

The Commission has been diligent in responding to this challenge. Its strategy for
industry is market-based and horizontal in approach, focusing on providing coordination
and support while leaving to the private sector the responsibility for identifying
technological and market trends.

In this context the Panorama of EU Industry, with its up-to-the-minute and detailed
statistics, has become established as an indispensable tool, providing companies and
organisations with an overview of the current situation and trends for the future in
the various industrial sectors.

The collection and analysis of this data requires the cooperation and commitment of
an extensive network of associations, who contributed statistical data and reports on
specific industrial sectors, and gave their valuable comments on the final drafts. Without
their hard work the Panorama of EU Industry would not exist in its present form.

As in earlier editions, the opening section of this year’'s Panorama comprises analyses
of topical issues affecting European industry, including: strategic alliances, the typical
forms of transnational investment made by EU firms outside the EU, changing patterns
of employment in industry, SMEs and empioyment, media services, and the export
finance instruments available to the EU’s capital goods industry, among others. The
results of these analyses, many of which are distilled from studies carried out on
behalf of the European Commission, provide important insights on how the relevant
public and private sector organisations might refine their operations and procedures.

This year, we have also substantially modified the introductory chapter in order to
better focus on the competitiveness issues facing EU manufacturing industry. Next
year's edition will be expanded to include statistical data and reports on industry in
the new Member States.

| feel confident that this publication will prove to be a vital tool for analysts and
policy-makers, and indeed anyone who needs accurate, up-to-date and detailed
information on European industry.
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Time frames and statistics

Panorama 1995 provides a comprehensive picture of industry
and services within the European Union. It is intended for
all those requiring an update on the present situation and
probable future developments in manufacturing and service
industries in the EU.

Panarama opens with a "special features"” section, which takes
a global approach to a number of horizontal subjects of topical
interest. The main part of the book - the industry reviews -
provides a macroeconomic survey of EU industry and services,
tracing the major developments in production, employment,
trade and structural change and includes, in most cases, de-
tailed statistical data and forecasts.

Time frame

The industry reviews and forecasts were written during the
third and fourth quarters of 1994. Time series run from 1984
to 1993. Gaps in the data were filled by estimates wherever
information was available. and these estimates are footnoted
in the tables.

For the main indicators table. 1994 estimates have also been
added. Forecasts. if available, were provided up to 1997 for
many of the monographs. In such cases the data for 1985-1987
has been omitted from the table.

Industry classification system

The selection and ordering of industries and services included
in Panorama is based on the NACE coding system. This system
classifies economic activity in terms of the nature of goods
and services produces or by the nature of the production proc-
ess employed. It is arranged on the decimal system and is
subdivided into divisions (1-digit codes). classes (2-digit
codes), groups (3-digit codes), sub-groups (4-digit codes) and
items (5-digit codes), Panorama is primarily focused on the
3-digit level.

More detailed information on the NACE codes is contained
in the General Industrial Classification of Economic Activities
within the European Community published by Eurostat (1985
reprint of the 1970 edition). This publication is available from
the usual outlets for Commission publications.

Although most chapters are headed by the appropriate NACE
code, some do not have a NACE code indicated as the sector
represents too small a fraction of the total NACE group. This
is particularly common in the service sectors.

Revisions to the NACE classification have been incorporated
in a Council Regulation (OJ L293, 24th October 1990) and
have already started to be used for data collection in some
of the Member States. One of the objectives of this revision
is a further breakdown of some service and industrial cate-
gories.

Even when a NACE code appears beneath the sector title
this should be viewed with caution. In some cases the NACE
classification does not exactly coincide with the industrial
sector under discussion. Each chapter includes a preliminary
section explaining the sectoral coverage of the chapter in ques-
tion, and indicating the extent to which this deviated from
the NACE classification. There are cases where an overlap
occurs between sectors and therefore data cannot be cumulated.

Statistical data

The three main sources of data are Eurostat, DEBA (Data
for European Business Analysis, which contributed estimates
for recent years) and the professional trade associations. Data
sources are indicated for each statistical table.

For manufacturing industries most chapters include a summary

" table containing the main indicators for the industry. These

cover apparent consumption (defined as production + extra-EU
imports - extra-EU exports). production, extra-EU exports,
net exports (the trade balance of the European Union with
the rest of the world) and employment.

Data in the tables are current ECU unless otherwise stated.
Indices (reference year: 1990=100) have been calculated for
production and trade data providing easier reference for trend
changes.

Every effort has been made to include data for all EUR-12
Member States. Figures are on a pre-unification basis, and
exclude East Germany unless otherwise stated. At the time
the statistics for the publication were compiled, industry data
by NACE for the three new Member States was not available.
Where data are not available for the EUR-12, country coverage
is clearly indicated in the footnotes appearing below each
table. The statistical data in Panorama should be regarded
with some caution, particularly for the more recent years where
data have often been estimated. Production figures for the
USA derived from the Federal Administration have also been
included, as have Japanese data from MITI. To compare the
Panorama of EU Industry with the US Industrial Outlook,
Eurostat can provide you with a table correlating NACE to
the US SIC.

Production and employment

Data for production and employment come from annual en-
quiries conducted by Member States relating to all enterprises
with 20 or more employees. The exceptions to this are the
United States. Spain and Portugal (until 1989) where the cov-
erage is for firms of all sizes, and Japan where establishments
cmploying 4 or more persons are covered by the enquiry.
Figures are generally available at the 3-digit level. The pro-
duction data exclude VAT, and the employment data relate
to persons employed excluding home workers. The definitions
are standardised, and so the figures are comparable across
industries and countries.

Estimates are not supplied to Eurostat by Member States for
the firms not covered by the enquiries, and the figures un-
der-report actual employment and production. Where this is
significant, either industry association sources are used or
note is made in the commentary. Derived statistics which are
calculated from both production and trade statistics will also
be affected. Apparent consumption will be understated, and
import penetration ratios and export rates will be overstated.

Gaps in Eurostat’s data for production and employment sent
by the Member States have where possible been filled using
estimation techniques by DEBA. Germany, France, the Neth-
erlands, the United Kingdom, Denmark and Greece provided
data up to 1992. Italy, Spain and Portugal up to 1991; Belgium
and Ireland up to 1990 and Luxembourg up to 1988. EU
totals contain estimates for missing countries. Estimates are
derived from short-term indicators such as indices of pro-
duction, producer prices and employment. Data for 1994 are
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based on monthly indicators for the majority of the year, but
also take into account independent sectoral forecasts. DEBA’s
estimates are only made for the NACE 2-digit and 3-digit
level. Gaps in industry association figures at the 4 or 5-digit
level have normally not been filled due to the scarcity of
statistics at this level.

Exchange rate conversion and deflators

All data are reported in ECU, and national currencies have
been converted at the average exchange rate prevailing for
the year in question. The exchange rates used for the con-
versions are stated in the "Annex’ section at the end of the
"Highlights’ chapter. With the large fluctuations seen in cur-
rency markets from the end of 1992, the reader should consider
such effects on ECU values (especially at an individual country
level).

Producer price indices have been used to deflate production
data. In the cases where the corresponding NACE 3-digit
index has not been available, the NACE 2-digit index has
been used. For Portugal, where such indicators are not avail-
able, the corresponding retail price indices have been taken.

XIv P

Trade data

The trade data are reported in terms of EU trade flows with
the rest of the world. In most cases, these data are based on
Eurostat figures. Exports valuations are generally fob (free
on board, i.e. excluding freight and insurance costs) whereas
import data are c.i.f. (i.e. inclusive of carriage, insurance and
freight). Import statistics may generally be regarded as slightly
more accurate than export statistics due to greater ease of
data collection in the former case. All trade figures are in
current ECU. For comparative purposes, the ratio of exports
to imports (X/M) has been calculated for each set of trade
data.



Abbreviations

A

ABS
AAGR
AC
ACP
ASEAN
ASICS
ATC
ATM

B
Benelux
BLEU
CAD
CAM
CAP
CD
CD-1

CD-ROM

CEC
CEN

CENELEC

CFC
CGT
CGRT
CH
CHP
cif
CIM
CIS

CMEA
CMO
CNC
cocoMm

CRS
D
DAT
DC
DCC
DG
DIY
DK

Austria

Anti-lock Braking System

Annual Average Growth Rate

Alternate Current

African, Caribbean and Pacific countries
Association of South East Asian Nations
Application Specific Integrated Circuits
Air Traffic Control

Automatic Teller Machine

Belgium

Belgium, Netherlands and Luxembourg
Belgo-Luxembourg Economic Union
Computer Aided Design

Computer Aided Manufacturing
Common Agricultural Policy

Compact Disc

Compact Disc-Interactive

Compact Disc - Read Only Memory

Commission of the European Communities

Comité Européen des Normes (European
Committee for Standardisation)

Comité Européen des Normes Electroniques
(European Electronics Standard Committee)

Chlorofluorocarbons

Compensated Gross Tonnes
Compensated Gross Registered Tonnes
Switzerland

Combined Heat and Power

cost, insurance and freight

Computer Integrated Manufacturing

Commonwealth of Independent States
(former USSR)

Council of Mutual Economic Assistance
Common Market Organisation
Computerised Numeric Control

Coordinating Committee for Multilateral
Security Controls

Computer Reservation System
Federal Republic of Germany
Digital Audio Tape

Direct Current

Digital Compact Cassette
Directorate-General
Do-It-Yourself

Denmark

DPP
DRAM
DTP

EAF
EBRD

EC
ECSC
ECU
EDI
EDM
EDP
EEA
EEIG
EFT
EFTA
EFT-POS
EIB
EOS
EOTA
EPA
EPOS
ETSI
EU
Eurostat
F
FAO
FDI
FGD
FMS
fob
FTE
GATS
GATT
GDP
GNP
GR
GSM
GSP
GVWwW
GW

Direct Product Profitability
Dynamic Random-Access Memory
Desk-Top Publishing

Spain

Electric Arc Furnace

European Bank for Reconstruction and
Development

European Community (now European Union)
European Coal and Steel Community
European Currency Unit

Electronic Data Interchange

Electrical Discharge Manufacturing

Electronic Data Processing

European Economic Area

European Economic Interest Groupings
Electronic Funds Transfer

European Free Trade Association

Electronic Funds Transfer at the Point Of Sale
European Investment Bank

Economies Of Scale

European Organisation for Technical Approvals
Environmental Protection Agency

Electronic Point Of Sale System

European Telecommunications Standard Institute
European Union

Statistical Office of the European Communities
France

Food and Agriculture Organisation

Foreign Direct Investment

Flue Gas Desulphurisation

Flexible Manufacturing System

free on board

Full-Time Equivalent

General Agreement on Tariffs and Services
General Agreement on Tariffs and Trade
Gross Domestic Product

Gross National Product

Greece

Global System for Mobile

Generalised System of Preferences

Gross Vehicle Weight

Gigawatt

hour

Hydrochlorofluorocarbons
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HDPE
HDTYV
HFC

TAEA
IC
ICA
1CO
IDN
IEA
IGCC
IMF
IRL
ISDN
ISO
IT
JPN
kW

LAN
LCD
LDC’s
LDPE
LME
LP
LNG
LPG
LWR
M&A
MD
mdf
MFA
MNCs
MSW
MW

N

N/A
NACE

NAFTA
NATO
NBP
NCM
NHS
NICs

NL
NVYOCC’s
OE
OECD

OEM

XVi

High-Density Polyethylene

High Definition Television
Hydrofluorocarbons

Italy

International Atomic Energy Agency
Integrated Circuits

International Coffee Agreement
International Cotfee Organisation
Integrated Digital Network
International Energy Agency
Integrated Gasification Combined Cycle
International Monetary Fund
[reland

Integrated System Digital Network
International Standards Organisation
Information Technology

Japan

Kilowatt

Luxembourg

Local Area Network

Liquid Crystal Display

Less Developed Countries
Low-Density Polyethylene

London Metals Exchange

Long Playing

Liquefied Natural Gas

Liquefied Petroleum Gas

Light Water Reactor

Mergers and Acquisitions

Mini Disk

medium-density fibreboard
Multi-Fibre Arrangement
Multinational Corporations
Municipal Solid Waste

Megawatt

Norway

Not Available

General industrial classtfication of economic
activties within the European Community

North American Free Trade Agreement
North Atlantic Treaty Organisation
Net Banking Products
Numerically-Controlled Machinery
National Health System

Newly Industrialised Countries

The Netherlands

Non-Vessel-Owning Commeon Carriers
Original Equipment

Organisation for Economic Cooperation and
Development

Original Equipment Manufacturer

0]
OPEC
OPT
osb
OTC

PBX

PC

PCI

PPS

PPP

PR

PVC
PWR
QWPDR

RAM
R&D
R,D&D

SCMS
SF
SHG
SICAV
SITC
SMEs
SWu
TEN
TEU
TGV
TJ
toe
TPA
TQM
tU
TV
TW
UHT
UK
UN
USA
USD
USSR
VAT
VCR
WHO
X/M

Official Journal of the European Communities

Organisation of Petroleum Exporting Countries

Outward Processing Trade
oriented strand board
over the counter

Portugal

Private Branch Exchange
Personal Computer
Pulverised Coal Injection
Production Planning System
Purchasing Power Parity
Public Relations
Polyvinyl Chloride
Pressurised Water Reactor

Quality Wines Produced in Determined
Regions

Random Access Memory

Research and Development

Research, Development and Demonstration
Sweden

Serial Copy Management System

Finland

Special High Grade

deposit certificate

Standard International Trade Classification
Small and Medium-sized Enterprises
Separative Work Units

Trans-European Network

Twenty-foot Equivalent Unit

Train a Grande Vitesse (High Speed Train)
Terajoule

tonne of oil equivalent

Third Party Access

Total Quality Management

tonne of uranium

Television

Terawatt

Ultra-High Temperature

United Kingdom

United Nations

United States of America

US Dollar

Union of Socialist Soviet Republics
Value-Added Tax

Video Cassette Recorder

World Health Organisation

Exports/Imports ratio



CONTRIBUTORS

The following list provides the names of the trade associations
and consultants that contributed to this edition of Panorama.
Associations are listed in alphabetical order according to their
acronym, together with an indication of the chapter of per-
tinence. The full address details of the trade associations can
be found at the end of their respective monograph. independent
consultants are listed with their full address.

Associations

ACE

ACE

ACEA

ACEM

ACI EUROPE

AEA

Association des Compagnies Aériennes
de la CE
Chapter 22

Architects” Council of Europe
Chapter 24

European Automobile Manufacturers
Association
Chapter 11

Association des Constructeurs Européens
de Motocycles
Chapter 11

Airports Council International /
European Region
Chapter 22

Association of European Airlines
Chapter 22

AEC-CEMBURFEAU European Cement Association

AECMA

AEEBC

AESGP

AFCASOLE

AIBI

AIIC

AIPCEE

AIS

Chapter 5

European Association of Aerospace
Industries
Chapter 11

Association of European Building
Surveyors
Chapter 24

European Proprietary Medicines
Manufacturers’ Association
Chapter 6

Association of Soluble Coffee
Manufacturers of the EC
Chapter 13

Association Internationale de la
Boulangerie Industrielle
Chapter 13

Association Internationale des
Interprétes de Conférence
Chapter 24

EU Fish Processors Association
Chapter 13

International Association of the
Soap and Detergent Industry
Chapter 6

AITC

APAG

APME

APPE

AVEC

BIBM

BLIC

CAEF

CAFIM

CAOBISCO

CAPIEL

CBMC

CCBE

CEA

CEC

CECED

CECIMO

CECIP

Association Internationale des
Traducteurs de Conférence
Chapter 24 :

The European Oleochemicals & Allied
Products Group
Chapter 6

Association of Plastics Manufacturers in
Europe
Chapter 6

Association of Petrochemicals Producers
in Europe
Chapter 6

Association of Poultry Processors and
Poultry [mport and Export Trade in the EU
Chapter 13

International Bureau for Precast
Concrete
Chapter 5

Liaison Office of the Rubber Industry
of the EC
Chapter 17

Committee of European Foundry
Associations
Chapter 7

Confédération des Associations des
Facteurs d'Instruments de Musique de la CE
Chapter 18

Association des Industries de la
Chocolaterie Biscuiterie Biscotterie et
Confiserie de la CEE

Chapter 13

Comité de Coordination des Associations
de Constructeurs d’Appareillage
Industriel Electrique du Marché Commun
Chupter 9

Confederation of Common Market
Brewers
Chapter 13

Council of the Bars and Law Societies
of the European Community
Chapter 24

Comité Européen des Assurances
Chapter 23

European Confederation of the Footwear
Industry
Chapter 14

European Committee of Manufacturers
of Electric Domestic Equipment
Chapter 9

Comité Européen de Coopération des
Industries de la Machine-Outil
Chapter 8

European Committee of Weighing
Instrument Manufacturers
Chapter 12
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CECM

CECT

CEEC

CEFIC

CEFS

CEHP

Cei-Bois

CELCAA

CEMA

CEMATEX

CEO

CEPCEO

CEPE

CEPI

CEPS

CER

CERAME-UNIE

CERP

CESA

CET
CET/ETC

CIAA

XVHI

European Convention for Constructional
Steelwork
Chapter 7

Comité Européen de la Chaudronnerie
et de Ja Tuyauterie
Chapter 7

European Committee of Construction
Economists
Chapter 24

European Chemical Industry Council
Chapter 6

Comité Européen des Fabricants de
Sucre
Chapter 13

Comité Européen de I"Hospitalisation
Privée

Chapter 26

European Confederation of Woodworking

Industries
Chapter 15

Comité Européen de Liaison des
Commerces Agro-Alimentaires
Chapter 20

European Committee of Agricultural
Machinery Manufacturers
Chapter 8

European Committee of Textile
Machinery Manufacturers
Chapter 8

European Tool Committee
Chapter 7

Association of the Coal Producers of
the European Community
Chapter |

European Confederation of Paint
Printing Ink and Artists’ Colours
Manufacturers’ Association
Chapter 6

Confederation of European Paper
Industries
Chapter 16

Confédération Européenne des
Producteurs de Spiriteux
Chapter 13

Community of European Railways
Chapter 22

Liaison Office of the European
Ceramic Industry
Chapter 5

European Public Relations Confederation
Chapter 24

Committee of EC Shipbuilders’
Associations
Chapter 11

Comité Européen de la Trefilerie
Chapter 3

European Tea Committee
Chapter 13

Confederation of the Food and Drink
Industries of the EEC
Chapter 13

CIBJO

CIELFFA

CIETT

CIPF

CIRFS

CITPA

CLEPA

CLGEE

CLITRAVI

CoESS

COLIPA

COMITE VINS

COMITEXTIL

COPAMA

COTANCE

COTREL

CPHE

CPlV

CPlV

EAAA

International Confederation of Jewelry
Silverware Diamonds Pearls and Stones
Chapter 18

Comité International d’Etude du
Laminage a Froid du Feuillard d’Acier
Chapter 3

International Confederation of Temporary
Work Businesses
Chapter 24

Comité International du Profilage & Froid
Chapter 3

International Rayon and Synthetic Fibres
Committee
Chapter 6

International Confederation of Paper and
Board Converters in the EC
Chapter 16

Liaison Committee of the Automotive
Components and Equipment Industry
Chapter 11

Comité de Liaison des Géomaétres-
Experts Europécns
Chapter 24

Liaison Centre of the Meat Processing
Industry in the EC
Chapter 13

Confédération Européenne des Services
de Sécurité
Chapter 24

The European Cosmetic Toiletry and
Perfumery Association
Chapter 6

Comité de la Communauté Economique
Européenne des Industries et de
Comimerce des Vins

Chapter 13

Coordination Committee for the
Textile Industries of the EU
Chapter 14

Confederation of Packaging Machinery
Association
Chapter 8

Confederation of National Associations
of Tanners and Dressers of the EC
Chapter 14

Comité des Associations de Constructeurs
de Transformateurs du Marché Commun
Chapter 9

European Watch and Clock Permanent
Committee
Chapter 12

Permanent Committee of the Glass
Industries in the European Union
Chapter 5

Comité Permanent [nternational du
Vinaigre

Chapter 13

European Association of Advertising

Agencies
Chapter 24



EACEM

EAT

EAZA

EBA

EBMA

ECATRA

ECLA

ECPA

ECSA

ECTAA

ECTEL

EDA

EECA

EEO

EFCA

EFF

EFFA

EFMA

EFPIA

EGGA

EIC

EIFI

EIGA

European Association of Consumer
Electronics Manufacturers
Chapter 10

European Advertising Tripartite
Chapter 24

European Association of Zoos and
Aquaria
Chapter 21

European Bright Bar Association
Chapter 3

European Bicycle Manufacturers
Association
Chapter 11

European Car and Truck Rental
Association
Chapter 24
European Clothing Association
Chapter 14

European Crop Protection Association
Chapter 6

European Community Shipowners’
Association
Chapter 22

Group of National Travel Agents’ and
Tour Operators’ Associations within the
EU

Chapter 21

The European Telecommunications and
Professional Electronics Industry
Chapter 10

European Dairy Association
Chapter 13

European Electronic Component
Manufacturers Association
Chapter 10

The European Express Organisation
Chapter 22

European Federation of Engineering
Consultancy Associations
Chapter 24

European Franchise Federation
Chapter 24

European Fragrance and Flavour
Association
Chapter 6

European Fertilizer Manufacturers
Association
Chapter 6

European Federation of Pharmaceuticals
Industries’ Association
Chapter 6

European General Galvanizers
Association
Chapter 7

European International Contractors
Chapter 19

European Industrial Fasteners Institute
Chapter 7

European Industrial Gases Association
Chapter 6

EITA

EISA

ELC

ELCA

EMECA

EMF

EMOTA

ENPA

EPBA

EPI

EPTA

ERA

ERMCO

ESBNA

E.S.O.M.A.R.

ESPA

ESTA

ESTA

ETNO

ETOA

EUCA

EUCHEMAP

EUMABOIS

EuPC

European Information Industry Association
Chapter 25

European Independent Steelworks
Association
Chapter 3

European Lighting Council
Chapter 9

European Landscape Contractors
Association
Chapter 24

European Major Exhibition Centres
Association
Chapter 24

European Mortgage Federation
Chapter 23

European Mail Order Traders
Association
Chapter 24

European Newspaper Publishers’
Association
Chapter 16

European Portable Battery Association
Chapter 9

European Photographic Chemical
Industry
Chapter 6

European Power Tools Association
Chapter 9

European Regional Airlines Association
Chapter 22

European Ready Mixed Concrete
Organization
Chapter 5

European Secretariat of National
Bioindustry Associations
Chapter 6

European Society for Opinion and
Marketing Research
Chapter 24

European Salt Producers’ Association
Chapter 2

European Steel Tubes Association
Chapter 3

European Security Transport Association
Chapter 24

European Public Telecommunications
Network Operators’ Association
Chapter 25

European Tour Operators Association
Chapter 21

European Federation of Associations of
Coffee Roasters
Chapter 13

European Committee of Chemical Plant
Manufacturers
Chapter 8

Comité Européen des Constructeurs de
Machines & Bois

Chapter 8

European Plastics Converters

Chapter 17
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EUREAU

Eurelectric

Euro-Alliages

EURO-ROC

EUROBAT

EUROBIT

Eurocommerce

EUROFER

EUROFINAS

EUROFORGE

EUROGAS

EUROGLACES

EUROM

EUROMALT

EUROMAP

Eurométaux

EUROMINES

European Union of National Associations
of Water Suppliers
Chapter 1

European Grouping of the Electricity
Supply Industry
Chapter 1

Comité de Liaison des Industries de
Ferro-Alliages
Chapter 4

European International Federation of
Natural Stone Industries
Chapter 2

Association of European Accumulator
Manufacturers
Chapter 9

European Association of Manufacturers
of Business Machines and Information
Technology

Chapter 10 and 25

The Retail, Wholesale and International
Trade Representation to the EU
Chapter 20

European Confederation of Iron and
Steel Industries
Chapter 3

European Federation of Finance House
Associations
Chapter 23

Comité de Liaison des Industries
Européennes de I’Estampage et de la
Forge

Chapter 7

European Union of the Natural Gas
Industry
Chapter 1

Association of the Ice Cream Industries
of the EC
Chapter 13

European Federation of Precision
Mechanical and Optical Industries
Chapter 12

Working Committee of the Malting
Industry of the EU
Chapter 13

European Committee of Machinery
Manufacturers for the Plastics and
Rubber Industries

Chapter 8

Association Européenne des Métaux
Chapter 4

European Association of Mining
Industries
Chapter 2

EUROPACABLE European Confederation of Associations

Europarks

EUROPIA

XX

of Manufacturers of Insulated Wires and
Cables
Chapter 9

European Federation of Leisure Parks
Chapter 21

European Petroleum Industry Association
Chapter |

Europlant

EUROPUMP

EUROTRANS

EUSIDIC

EWA

FAFPAS

FAIBP

FBE

FEACO

FEBMA

FEDESA

FEDIM

FEDIOL

FEDOLIVE

FEE

FEFAC

FEJ

FEM

FEMB

FENI

FERCO

FESE

European Committee of Plantmakers
Chapter 19

European Committee of Pump
Manufacturers
Chapter 8

European Committee of Associations of
Manufacturers of Gears and Transmission
Parts

Chapter 8

The European Association of Information
Services
Chapter 25

European Welding Association
Chapter 9

Fédération des Associations des
Fabricants de Produits Alimentaires
Surgelés de la CE

Chapter 13

Fédération des Associations de 1'Industrie
des Bouillons et Potages de la CE
Chapter 13

Fédération Bancaire Européenne
Chapter 23

Fédération Européenne des Associations
de Conseil en Organisation
Chapter 24

Federation of European Bearing
Manufacturers Association
Chapter 8

European Federation of Animal Health
Chapter 6

Federation of European Direct Marketing
Chapter 24

EC Seed Crushers’ and Oil Processors’
Federation
Chapter 13

Fédération de U'Industrie de 'Huile
d’Olive de la CE
Chapter 13

Fédération des Experts Comptables
Européens
Chapter 24

European Feed Manufacturers Federation
Chapter 13

European Federation of Toy Industries
Chapter 18

European Federation of Handling
Industries
Chapter 8

Fédération Européenne du Mobilier de
Bureau
Chapter 18

European Federation of Cleaning
Industries
Chapter 24

European Federation of Contract
Catering Organisations
Chapter 21

Federation of European Stock
Exchanges
Chapter 23



FESI

FIABCI

FIBV

FIEC

FIFE

FIT

FORATOM

GAM

GEBC

GECE

GPCE

HCEC

HOTREC

IFPI

IFTO

IMA

IMACE

Intergraf

IRU

LEASEUROPE

LISS

OEITFL

Federation of the European Sporting
Goods Industry
Chapter 18

Fédération Internationale des Professions
Immobiliéres
Chapter 23

Fédération Internationale des Bourses
de Valeurs
Chapter 23

European Construction Industry
Federation
Chapter 19

Fédération Internationale des
Associations de Fabricants de Produits
d'Entretien

Chapter 6

International Federation of Translators
Chapter 24

European Atomic Forum
Chapter 1

Groupement des Associations Meuniéres
des Pays de la CE
Chapter 13

European Association of Cooperative
Banks
Chapter 23

European Savings Bank Group
Chapter 23

Pharmaceutical Group of the EC
Chapter 26

Hospital Committee of the EC
Chapter 26

Confederation of the National Hotel and
Restaurant Associations in the EC
Chapter 21

International Federation of the
Phonographic Industry
Chapter 27

International Federation of Tour
Operators
Chapter 21

Industrial Minerals Association
Chapter 2

Association of the Margarine Industry
of the EC Countries
Chapter 13

International Confederation for Printing
and Allied Industries
Chapter 16

International Road Transport Union
Chapter 22

European Federation of Leasing
Company Associations
Chapter 24

Ligue Internationale des Societés de
Surveillance
Chapter 24

Association of European Fruit and
Vegetable Processing Industries
Chapter 13

ORGALIME Liaison Group of the European
Mechanical Electrical Electronic and
Metalworking Industries

Chapter 7, 8 and 9

Association of European Public Postal
Operators
Chapter 22

PostEurop

SAGB Senior Advisory Group Biotechnology

Chapter 6

SEFA European Association of New Steel
Drum Manufacturers

Chapter 7

SEFEL European Secretariat of Manufacturers
ot Light Metal Packaging

Chapter 7

TBE European Tile and Brick Federation
Chapter 5.

TME Toy Manufacturers of Europe

Chapter 18

UEA European Furniture Manufacturers
Federation
Chapter 18

Union Européenne des Exploitants
d’Abattoirs
Chapter 13

UEEA

UEPA Union Européenne des Producteurs
d'Alcool

Chapter 13

UEPG European Aggregates Association

Chapter 2

UITP International Union of Public Transport

Chapter 22

Union of EU soft drinks associations
Chapter 13

UNESDA

UNIFE Union of European Railway Industries

Chapter 22

International Union of Producers and
Distributors of Electrical Energy
Chapter |

WFA World Federation of Advertisers
Chapter 24

UNIPEDE

Consultants

Bakkenist Management Consultants
Postbus 23 103

NL-1100 DP Amsterdam

Tel: (31 20) 695 6666

Fax: (31 20) 698 2426

BIPE Conseil

Axe Seine 21

12 Rue Rouget de Lisle

F-92442 [ssy-Les-Moulineaux Cedex
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QUESTIONNAIRE

FOR THE ATTENTION OF READERS OF PANORAMA OF EU INDUSTRY

This is the sixth edition of "Panorama of EU Industry" published by the Office for Official Publications

of the European Communities. We would be grateful if you could complete this short questionnaire

which will enable us to adapt future editions of Panorama to your needs.

Please mark the appropriate response(s)

1) How do you know about Panorama?

Advertisements

Recommendations (specify)

Through work

Don’t know

Other (SPECITY) weviiniiiiieiiiiie ittt e e e eeereae s

2) Where did you obtain your copy of Panorama 1995-1996?

o~~~ —
——

Office for Official Publications of the European Communities
Bookshop

Local agents

Library

Other (SPECITY) .eviiiiiiieii ittt e

3) Do youread Panorama every year or is this the first time?

—~ o~ o~ —
Nt N N e

Every year
1st time
2nd time
3rd time

4) What do you think of Panorama 1995-19967?

o~ —

Presentation -- 0 + ++
Content of industrial reviews - 0 + ++
Quality of information -- 0 + ++
How comprehensive the information is - 0 + ++
Choice of subjects for the "special features” - 0 + ++
Quality of the "special features” -- 0 + ++
5) If you have read Panorama before, how does this new edition compare with previous ones?
Presentation -- 0 + ++
Content of industrial reviews - 0 + ++
Quality of information - 0 + ++
Comprehensiveness of the information -- 0 + ++
Choice of subjects for the "special features” -- 0 + ++
Quality of the "special features"” -- 0 + ++

6) For what reasons do you read Panorama ? (several answers possible)

Occasional reference tool

For information about specific sectors

Statistics

Overview of Community industry

Others (SPECITY) -.veeeeeerei et

—~ o~ o~ —
— N e e



7)

Would you be interested in the following proposals:

8)

Did you know that Panorama is now also available in CD-Rom Yes No
Ordering a selection of certain chapters Yes No
An update of statistics every six months v Yes No

Other suggestions:

9)

Personal details:

PrOfESSION: e

Company/Organisation: .......cccvcveii e eeeee e s senee e

Please return this questionnaire to:

EUROPEAN COMMISSION
Directorate-General Industry
(DG 11I/A/3)

Rond-point Schuman 6
B-1049 Brussels
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SPECIAL FEATURE

Highlights on industrial competitive-
ness: the trade performance of the EU
manufacturing industry

This article analyses the trade performance of EU manutac-
turing and trends in relative competitiveness by sector.

Between 1982 and 1994, the EU’s trade balance for goods
and services has continuously been in surplus, with the surplus
shrinking between 1986 and 1989 then growing rapidly after
this, reaching as much as 3.6% of GDP in 1994.

The trend in the manufactured goods balance has failed to
match the positive development on the balance for goods and
services, however. The surplus on the manufactured goods
balance shrank more or less continuously between 1985 and
1991. only recovering partly between 1992 and 1994. To some
extent. the improvement in the manufactured goods balance
between 1992 and 1994 reflects the cyclical downturn in
Europe, with domestic demand growing slower than in the
rest of the world. The development of relative unit labour
costs and exchange rates also goes some way in explaining
the past trends in the EU’s market share both on domestic
and on export markets. Still the past trends in aggregate demand
and relative costs fall short of providing a comprehensive
explanation of past developments in trade.

The sectoral analysis undertaken in this article shows that
the EU’s export structure is less specialised than that of either
the US and Japan, and that the sectors in which the EU does
have a comparative specialisation (measured by that sector’s
share of total manufactured exports) are not necessarily good
performers. Two examples are textiles and clothing, and jew-
ellery, both of which are also high import sectors. The geo-
graphical specialisation of EU trade is also less favourable
than that of its direct competitors, the US and Japan, although
progress has recently been posted on this front.

Table 1: EU macroeconomic trends

The analysis also points to wide disparities in changes in
cost competitiveness and market shares at the sectoral level.
As to cost competitiveness, a small majority of the sectors
has actually recorded an improvement in relative unit labour
cost competitiveness over the period 1987-94, thanks essen-
tially to faster productivity growth in Europe than in the US
and Japan. Among those sectors which reported declining la-
bour cost competitiveness were, however, a number of high
technology, fast growth sectors. among which electronics and
electrical goods, and automotive. Taking into account the past
trends in intermediate input costs (excluding capital costs),
it appears that the EU’s total unit cost competitiveness has
improved in a number of areas, among which pharmaceuticals,
basic chemicals and the leather goods sector. along with ferrous
metals, office & EDP and aerospace equipment.

Looking at the trends in market shares. one finds that there
are a number of sectors in which EU companies increased
their share of export markets over the period 1987-94. How-
ever, their coverage of the domestic market has generally
deteriorated, so that the overall trade performance still looks
poor over the period considered. Although a few sectors have
managed to lift their market shares in spite of adverse cost
developments, the EU has lost market shares in most of the
electrical/electronics sectors as well as in two of its largest
export sectors, namely mechanical engineering and automotive
equipment. To some extent this poor record reflects the fact
that improvements in cost competitiveness have only taken
place in recent years and have not yet tully translated into
improvements in market shares.

Two other important factors influencing a country or sector’s
relative performance are R&D and innovation. A comparison

(% annual change) R . , S ; -
1987-1990 (2) 1991 1992 1993 1994 (1) 1995 (1) 1996 (1)
GDP at constant market prices . 14.2 1.5 0.9 -0.6 2.6 30 . 2.8:
Total number of employed 7.3 0.0 -0.9 -1.6 -0.5 1.0 1.2
Deflator of private consumption (3) 39.1 8.1 9.0 10.6 1.1 10.6 101
Gross fixed capital formation in current prices 51.7 3.5 0.4 -4.6 3.6 84 84.
Gross fixed capital formation at 1990 :
prices in equipment -0.8 -3.8 -10.6 2.0 9.2 7.3

Real unit {abour costs -0A1

(1) Exciuding former East Germany.

(2) Average growth rate over the period.
(3) in national cumency.

Source: Commission Services

-0.1 -1.0 -2.5 1.2 0.9
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Table 2A: Sectoral breakdown of EU exports, 1994

Share in total Export Adjusted

Share in total

exports (%) imports (%) specialization (1) cover ratio (2)
Mineral ol refining : : 19 22 1.40 0.87-
Ferrous metals (prod.,prel.proc.) 3.1 1.5 : e 142 2,065
Non-ferrous metals (prod.,prel.proc.) 18 53 ) - 0.57 030
Non-metallic mineral products 2.0 1.1 1.46 1,83
Basic chemicals ’ 5.5 4.9 1.03 - 148
Pharmaceuticals , 2.8 16 1.70 173
Specialty chemicals 4.7 28 1.22 ‘ o 169

Manufacture of metal articles 33 25 1.36 } 1.34

Mechanical engineering 16.0 75 1.14 248
Office and edp-machinery 2.8 6.7 0.60 © . 042
Electrical equip. for industry 48 44 : 0.89 - 1.08"
Telecom equip. & oth. prof. electro. 3.2 3.0 0.85 R K74
- Consumer slectronics 26 6.1 0.52 U T 042
Household appliances 0.9 0.7 1.51 1.25°
Motor vehicles and parts } 8.7 6.0 0.70 146
Aerospace equip. 43 4.1 ‘ 1.19 : 1,07 ¢
Other means of transport 14 1.1 0.76 ; 1.30
Instrument engineering : 23 3.2 0.73 073
Food,drink,tobacco 6.5 5.3 ) 1.13 122
Textile \ 3.9 54 ‘ 1.46 072
~Leather andleathergoods "~ "' 09 10 1.97 - 081
Footwear and clothing 27 6.0 1.89 I o X7 5
Timber and wooden fumniture 14 37 0.73 : 038
Puip, paper & paperboard 1.5 4.1 . 0.47 ) Lo 0,360
Printing and publish. 0.9 0.5 1.42 : L1970
Proc. of rubber and plastics 2.7 2.3 : 1.11 o180
Manufacture of jewelry 3.2 42 1.58 07T

Other manufacturing . 4.4 2.8 : 1.26 S 158
Total manufacturing 100 100 1.00 S 1,00

(1) share of sector in total EU manufacturing exports divided by the same share calcufaled for the OECD
(2) sectoral cover ratio (i.a. exports dividad by imports] adjusied for the overall cover ratio of the manufacturing industry

Source: Eurostat, DEBA, DA

of the EU’s performance on these two counts with its main
world compelitors indicates that the European technological
system appears to suffer from an over-emphasis on funda-
mental research at the expense of commercial innovations,
and from a lack of clear technological edge at the sectoral
level. Although the EU has a relatively strong position in
terms of new registered patents in the aerospace and other
transport equipment sectors, as well as in pharmaceuticals
and general engineering, its share of new patents has been
falling steadily in all sectors except aerospace with a par-
ticularly fast decline in the electronics sector, a sector in which
R&D is most intense at world level and which increasingly
drives innovation throughout the whole of industry.

INTRODUCTION

This article analyses the trade performance of EU manufac-
turing at a sectoral level. In recent years most of the research
carried out to evaluate the compelitiveness of the EU economy
has focused on macroeconomic factors. It is, however, in-
creasingly evident that production costs, exchange rates and
demand conditions can not solely explain a country’s trade
competitiveness, and that sectoral and structural factors con-
stitute fundamental parameters of a country’s trade perform-
ance. An additional, somewhat different, justification for a
sectoral approach to competitiveness is the fact that industrial
sectors show large disparities in their response to changes in
the macroeconomic environment. Consequently, a sectoral ap-
proach is required to avoid improperly extrapolating and ap-
plying conclusions from a macroeconomic analysis to the
sectoral level.

Given its structural character, the analysis presented in this
article is essentially of a long-term nature. However, a pre-

liminary study of the recent past and of the influence of the
business cycle is needed to understand the structural issues.
An introductory section is therefore devoted to the macroe-
conomic picture of competitiveness, and to bridging the gap
between the structural analysis and recent short-term devel-
opments. The structural analysis is developed in four sections.
The first examines the trade structure of the EU, i.e. the nature
of its sectoral and geographical specialisation. The (wo fol-
lowing sections investigate long-term developments in cost
competitiveness and trade performance. Again, the objeclive
is to highlight disparities in the response of industrial sectors
lo changing macroeconomic conditions. rather than to com-
ment on recent developments. The last section of the structural
analysis is devoted to a comparative evaluation of EU per-
formance in research and development. The choice to include
this topic is motivated by two observations. First, research
and development seems to be one of the most important factors
of non-price competitiveness. Second, the EU posts a poor
industrial performance in several high-tech sectors, so that it
is relevant to question the performance of its R&D system.

THE MACROECONOMIC OUTLOOK

A country or region’s current account reflects its balance of
overall economic relations with the rest of the world. When
a country’s citizens spend more in foreign countries than they
earn, the current account will turn negative. This deficit is
then financed by borrowing foreign capital, selling foreign
assets, or selling central bank reserves. On the other hand,
a country achieving a surplus on its current account accu-
mulates foreign assets.

Figure | depicts the evolution of the trade balance for goods
and services of the EU, the US, and Japan between 1982 and



Table 2B: Sectoral breakdown of US exports, 1994

Share in total } ‘ Export

Adjusted :

Share in total

exports (%) imports (%) specialization (1) cover ratio (2)
Mineral oil refining 13 2.3 1.00 0.58
Ferrous metals (prod.,prel.proc.) 0.9 2.7 0.30 o : 0.32
Non-ferrous metals (prod.,prel.proc.) 27 2.9 0.97 . 0.95
Non-metallic mineral products 0.8 1.2 : ‘ 0.61 0.68
Basic chemicals 6.2 3.5 1.17 1.80°
Pharmaceuticals P 1.1 0.4 ‘ 0.65 2,67
Specialty chemicals ' . 41 1.8 : 1.0 2.33
Manufacture of metal articles 21 22 0.85 - . 0.96
Mechanical engineering U 13.7 8.2 e 0.97 : 1.67
Office and edp-machinery S 6.4 75 B 1.38 ' 0.85
Electricai equip. for industry 5.5 5.0 1.04 . BN % [0S
Telecom equip. & oth. prof. electro. . 45 2.8 L 1.19 o 161
Consumer electronics o 6.1 7.8 ST 1.24 0.78
Household appliances oo 05 0.7 B o 0.87 L 0.72
Motor vehicles and parts R ‘ 10.9 16.9 . - 0.87 S 0.64
Aerospace equip. . 77 1.2 212 6.21
Other means of transport =~ .. . = ' 0.5 0.8 . 030 0.72
Instrument engineering 27 27 : 0.85 . S 0.99
Food,drink,tobacco 7.7 41 ‘ 1.35 : : 1.87
Textile 1.6 36 . . 0.61 0.45
Leather and leather goods RIS 0.3 0.8 . 0.62 0.33
Footwear and clothing : 0.8 6.2 0.59 0.13
Timber and wooden fumiture 1.4 2.6 0.75 0.55
Pulp, paper & paperboard 24 2.0 . 077 1.17
Printing and publish. : 0.9 0.4 ‘ © 133 237
Proc. of rubber and plastics 24 2.2 0.99 ) 1.07
Manufacture of jewelry . 1.3 4.0 B 0.62 0.31
Other manufacturing o 3.5 3.3 ' . 0.99 1.04
Total manufacturing ~ ‘ : 100 100 : IR | : 1

(1) share of sector in total US

ing exporls divided by the same share calculated for the OECD

{2) sectorai cover ralio (i.e. exports divided by imports) adjusted for the overall cover ratio of the manufacturing industry

1994. Over the entire period under consideration. the EU’s
balance for goods and services has been positive. The surplus
has fluctuated with lows in 1982 and 1989, and highs in
1986 and 1994. Since 1989, the EU’s trade surplus has risen
continuously, with the rate of growth accelerating after 1992.
In 1994, the surplus on the EU’s trade balance equalled a
remarkable 3.6% of GDP. even higher than the 2.1% figure
achieved by Japan.

Japan's trade balance alsu posted a surplus over the entire
period 1982-1994. in most years greater (relative to GDP)
than that of the EU. The US. in contrast, ran a continuous
deficit which peaked at 3.3% of GDP in 1986 and 1987.
Between 1987 and 1991, the US deficit was substantially
reduced (to 0.5% of GDP), but since then it has been widening
again. reaching close to 2% of US GDP in 1994. Notice that
the evolution of the US trade balance almost mirrors those
of the EU and Japan: in the years that the trade balance de-
teriorates in the US, it improves in the EU and Japan, and
vice versa.

The balance of goods and services can be broken down into
three components: the balance of services, the balance of pri-
mary commodities (energy products agricultural products, and
other raw materials) and the balance of manufactured goods.
The EU has traditionally been running a surplus in services
which tends to be relatively stable as a share of GDP though
it has slightly weakened since the early 1990s, reaching 1.1%
in 1994. The balance of primary commodities, which was
largely negative in the early 1980s, has improved almost con-
tinuously since that period turning into a surplus in the early
1990s and reaching 2.5% of GDP in 1994. The improvement
in the balance of primary commodities explains much of the

observed rebound of the European balance in goods and serv-
ices after 1989. On the other hand. the balance of manufactured
goods has evolved comparatively poorly since the mid-1980s.
As is apparent from Figure 2, the manufacturing balance ex-
hibits a very different behaviour than the overall balance for
goods and services. Although the manufacturing balance has
remained positive over the 1982-94 period. the surplus shrank
continuously between 1982 and 1991, coming down to 0.1%
of GDP. By 1993, the surplus had increased to 1.3% of GDP,
but the recovery was both later and slower than that of the
overall trade balance. The sharp improvement of the EU’s
overall trade balance in the last few years therefore hides the
absence of a significant improvement in the manufacturing
sector.

Japan’s manufacturing surplus is much higher than its overall
trade surplus. as the country relies heavily on exports of manu-
factured goods to pay for the imports of nearly all its raw
materials and energy requirements and for a trade deficit in
services. In the peak years, 1984 and 1985, the manufacturing
surplus exceeded 9% of GDP. Asinthe EU, the surplus declined
continuously between 1985 and 1991, followed by a weak
recovery thereafter. Nevertheless, in 1994, Japan’s manufac-
turing trade surplus still accounted for 5.6% of GDP. The
US registered a deficit in the trade of manufactured goods
over the entire period 1982-1994. In this case, the evolution
of the manufacturing and overall trade balances were very
similar.

The remainder of this section will be devoted to an analysis
of some macro-economic determinants of manufacturing trade
performance. In succession, the influence of demand and of
cost competitiveness will be explored.



' Table 2C: Sectoral breakdown of Japanese exports, 1994

Adjusted

Share in total Share in total Export
exports (%) imports (%) specialization (1) cover ratio (2)
Mineral ail refining 0.5 3.5 0.38 0.15 .
Ferrous metals (prod.,prel.proc.) 41 18 1.46 2.31 .
Non-ferrous metals (prod.,prel.proc.) 0.9 6.0 . 0.31 0.15
Non-metallic mineral products 1.3 1.1 0.92 113
Basic chemicals 4.0 5.0 ‘ 0.75 0.80 .
Pharmaceuticals 0.3 1.7 0.17 0.16
Specialty chemicals 36 25 5 0.93 1.45
Manufacture of metal articles 1.4 1.3 0.60 1.10 .
Mechanical engineering 15.0 4.9 . 1.06 3.04
Office and edp-machinery 7.9 4.3 1.72 -1.86
Electrical equip. for industry 7.8 33 : 1.45 2.35
Telecom equip. & oth. prof. electro. 4.9 25 1.29 1.94
Consumer electronics 10.2 6.4 2.09 1.61
Household appliances 0.4 0.4 0.61 0.94
Motor vehicles and parts 18.9 4.3 1.51 4.37
Aerospace equip. 0.2 241 0.06 0.11
Other means of transport 46 0.5 2.51 9.58
instrument engineering ‘ 5.4 3.0 1.72 1.79
Food,drink tobacco 0.7 16.8 ) 0.13 0.04
Textile 1.7 6.1 0.63 0.27
Leather and leather goods ‘ 0.1 1.3 s 0.21 0.07
" Footwear and clothing 0.2 6.1 0.12 0.03
Timber and wooden furniture 0.1 6.2 0.07 0.02
Pulp, paper & paperboard 0.6 1.8 0.20 0.33
- Printing and publish. 0.1 0.3 0.21 0.41
- Proc. of rubber and plastics . 2.2 1.6 0.91 1.41
- Manufacture of jewelry : 0.9 34 0.45 0.27
Other manutacturing 1.9 1.7 0.53 1.08
Total manufacturing : 100 100 1 1

(1) share of sector in total Japanese manufacturing expods divided by the same share calculated for the OECD
(2) sectoral cover ratio (i.e. exports divided by imports) adjusted for the overall cover ratio of the manufacturing industry

To some extent, changes in the trade balance can be related
to lags in the business cycle. Indeed, if an economy experiences
an early recovery compared to the rest of the world, faster
growing domestic demand will tend to fuel imports and to
depress its trade balance. To examine the causality between
EU domestic demand and the trade balance, both variables
are plotted in Figure 3.

The measure used for domestic demand is defined as real
EU domestic demand relative to that in the industrialised coun-
tries. The measure is defined in such way that it will decrease
if domestic demand in the EU, adjusted for EU inflation,
grows faster than the weighted average of domestic demand
in the industrialised countries, also adjusted for inflation. Simi-
larly, the measure for domestic demand in Figure 3 will rise
if real demand in the EU grows niore slowly than real demand
in the rest of the industrialised world. Such a relative decline
of domestic demand in the EU is indeed expected to yield
an improvement of the trade balance.

Figure 3 shows that slow demand in the EU in the early
eighties (1982-1985) and the early nineties (1992-1994) can
explain the sharply increasing trade balance surpluses in those
periods. However, in the intervening period, the evolution of
the trade balance appears unrelated to developments in do-
mestic demand.

Another explanatory factor of manufacturing trade perform-
ance which deserves investigation is cost competitiveness.
Figure 4 presents the various factors determining unit labour
cost, i.e. the labour cost per unit of real production. While
for an individual firm or sector. intermediate materials and
components purchased from other firms or sectors often rep-
resent a major part of production costs, for the economy as

a whole, labour is by far the most important cost component
(intermediate input costs will, in contrast, be very relevant
in the sectoral analysis below). All indicators shown in Figure
4 refer to the manufacturing sector, and are presented as in-
dexes with base year 1990 (1990=100).

Changes in unit labour cost can be separated into (wo com-
ponents: changes in wage rates and changes in real labour
productivity. For each of these three variables, a competi-
tiveness indicator has been calculated which compares changes
in the variable considered in the EU to a weighted sum of
changes in the same variable in the US and in Japan. In the
case of nominal variables (unit labour costs and wage rates)
the weighted sum is based on current exchanges rates while
in the case of the real variable (labour productivity) it is
based on constant 1990 exchange rates. The competitiveness
indicators have been plotted in Figure 4. Note that the indi-
cators have been calculated in such a way that an increase
corresponds to an improvement in the competitiveness of the
EU. 1t is immediately apparent that, in terms of productivity,
the EU position has remained fairly constant over the period
considered. The European manufacturing industry has
achieved productivity gains which on average have been simi-
lar to those observed in the US and Japan between 1982 and
1993. The Union has even managed to improve its relative
position in terms of productivity in 1994. It is therefore un-
surprising that the fluctuations in the indicator of wage rate
competitiveness (which compares changes in wages and sala-
ries per employee) is fairly similar to fluctuations in unit
labour cost competitiveness except in 1994.

Figure 4 shows that between 1984 and 1990, the unit labour
cost competitiveness of the EU compared to US and Japan
deteriorated by about 30%. The indicator remained static in



Flgure 1: Trade balance (1) - goods and services - EU (2), US, Japan
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the following two years, and has improved by about 15%
since then.

The most important determinant of the evolution of labour
cost competitiveness, i.e. the deterioration in 1984-1990 and
the improvement after 1992, has been the exchange rate. Figure
4 therefore also displays the effective exchange rate of the
ECU. The effective exchange rate summarises the various
bilateral exchange rates into a single number reflecting the
average value of a currency. It is calculated as the weighted
average exchange rate of a country’s currency against the
currencies of its trading partners, where the values of mutual
trade are used as the weights. Here, the effective exchange
rate of the ECU has been obtained as the appropriately
weighted average of the dollar/ECU and yen/ECU exchange
rates.

Examining Figure 4, it is clear that the unit labour cost (or
wage rate) indicator and the effective exchange rate have mir-
rored each other year after year. Between 1984 and 1990 the
effective exchange rate of the ECU appreciated by about a
third (mainly a result of the depreciation of the dollar). This
appreciation accounted for most of the deterioration of labour
cost competitiveness over the same period. The value of the
ECU remained fairly stable over the next two years, and de-
creased by about a fifth between 1992 and 1994 (due to sta-
bilisation of the dollar and appreciation of the yen),
contributing to a restoration of EU labour cost competitiveness.

The definition of the market share indicator is straightforward.
The indicator is based on the share of EU exports in Triad
exports, and is expressed as an index with base year 1990.
The indicator of the domestic market share is more compli-
cated. It has been calculated as the rate of coverage of EU
domestic sales of manufactured goods by EU production, di-
vided by the same ratio for the entire Triad. A decline of this
indicator means that the EU supplies relatively less of its
home market than the US and Japan, and thus loses domestic
market share.

1989 1990 1991 1992 1993 1994

ees Japan

Figures 5 and 6 show that both export and domestic market
shares are loosely related to cost competitiveness (the cost
indicator has been lagged by one period for a better visual
fit). The deterioration of cost competitiveness in the second
half of the eighties has been associated with a loss of both
export and domestic market share.

However. the fit is loose. In particular, cost competitiveness
can not explain the very ditferent development of export and
domestic market shares in the early nineties. While the modest
restoration ot cost competitiveness in 1993 and 1994 seems
to have triggered a sizeable recapture of export markets, per-
formance on the domestic market remained weak.

To summarise, aggregate demand and cost variables can
roughly account for recent developments in manufacturing
trade performance, and are clearly important determinants of
competitiveness. However, they fall short of providing a com-
prehensive explanation. suggesting that there are many other
factors at play. To identify and investigate these other factors,
a disaggregated, sectoral approach is indicated. This forms
the subject of the following sections of the article.

TRADE STRUCTURE

As mentioned above, simple macroeconomic factors such as
the business cycle. costs developments, or exchange rate fluc-
tuations cannot fully explain observed trade performances. It
is now increasingly apparent that a country’s sectoral structure
plays a key role in determining its overall competitiveness
and trade performance. This section will shed some light on
the structure of EU trade and the nature of its sectoral and
geographical specialisation.

Based on the observation that countries do not determine their
exports on a random basis but specialise in those sectors or
products for which they have a comparative advantage (such
as proprietary knowledge, the use of a specific natural resource,
particular human skills ctc.), the strengths and weaknesses
of a country can be inferred from a simple analysis of its
trade patterns. Note that, although much of the discussion
below will be based on 1994 data, the analysis is essentially



Figure 2: Trade balance (1) - manufacturing - EU (2), US, Japan
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of a medium- to long-term nature as the structural indicators
used tend to be very stable over relatively long periods of
time.

When analysing the structure of EU exports, two charac-
teristics become rapidly apparent: first, compared to the rest
of the Triad, the EU is less specialised, and second, its spe-
cialisation is marked by a number of weaknesses, in particular
in relation to the sectoral and geographical specialisations.
Each of these two aspects will be investigated in turn.

An examination of the contributions of the various NACE 3
sectors (a more detailed level of disaggregation than in the
tables presented in this article) to the total exports of manu-
factured goods of a given country/region, shows that the sectors
which account individually for more than 3% of total exports,
represent less than 30% of total EU manufacturing exports.
The comparable figures are 51% for the US and 62% for
Japan. Exports are therefore more uniformly spread across
sectors in the case of the EU than in the case of the US or
Japan. In other words, the EU is less specialised in terms of
the structure of its exports than the US or Japan. The indicator
is obviously sensitive to the sectoral classification used and
the threshold adopted but it is fairly robust as to the country
ranking it implies. Indeed, the same ranking, with Japan the
most and the EU the least specialised in the Triad, can be
obtained using a wide range of thresholds, and also with other
indicators such as the standard deviation of export shares.
However, to the extent that specialisation is linked to the
size of the country considered (a small country will tend to
specialise in a more limited number of sectors) these results
are difficult to interpret and it is impossible to conclude
whether the EU is or not sufficiently specialised.

Rather than absolute specialisation, it is thus considerably
more revealing to investigate the relative sectoral and geo-
graphical specialisation of trade in order to determine the
nature of the comparative advantage of the EU.

Table 2 provides a snapshot of the sectoral structure of EU trade.
Mechanical engineering is the largest exporting sector accounting
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for 16% of total EU exports. It is followed by automotive
equipment (8.7%) and food, drink and tobacco (6.5%). Other
large exporting sectors include chemicals, particularly spe-
cialty chemicals and pharmaceuticals, and electrical engineer-
ing, particularly industrial electrical equipment.

The third column of Table 2 provides a more meaningful
way to assess the nature of the EU’s specialisation by com-
paring it to the average OECD export pattern. For a given
sector, the indicator of export specialisation is calculated as
that sector’s share of the total manufacturing exports of the
EU, divided by the same share evaluated for total OECD
exports. A value of one therefore indicates that the weight
of the corresponding sector in total exports is the same as
the OECD average, in other words that the country considered
shows no specialisation compared to the OECD average. Table
3 gives a snapshot of the relative specialisation patterns of
the EU, the US, and Japan. Based on the indicator described
above, the table lists those sectors which post either a strong
or a moderate specialisation pattern.

A number of observations can be drawn from the table.

e The specialisation of the US is much closer to the OECD
average than that of the EU or Japan. Only aerospace appears
in the strong specialisation group. The country also appears
relatively strong in electronics-related industries

Japan has developed a strong comparative advantage in
the electronics- and transport-related sectors.

The EU has a large number of ‘specialised’ sectors but
these appear little related except in the case of the textile
cluster and, to a lesser extent, chemicals.

Contrary to the US and Japan. the EU has little or no
specialisation in electrical- and electronics-related sectors
(computers, precision instruments. consuner electronics
sectors etc.). More generally, pharmaceuticals appears as
the only high-tech sector in the EU which benefits from
a strong or moderate specialisation ratio.

M A



Figure 3: EU (1) trade balance In goods and services and domestic demand
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o Several sectors (such as food, drink and tobacco. and aero-
space) which are traditionally considered as EU strengths,
actually have a specialisation indicator only slightly higher
than the OECD average and are not even included in the
moderate specialisation category.

One of the weaknesses of the EU trade performance becomes
more obvious when examining the weights of the sectors with
a strong specialisation. In short, in the EU most of the sectors
posting a strong or moderate specialisation account for less
than 3% of manufacturing exports. The largest specialised
sectors are the specialty chemicals and the textile sectors,
whose individual shares of total exports are less than 5%.
By contrast, many ‘strong’ sectors in Japan represent more
than 8% of the country’s total manufacturing exports. The
only ‘strong’ sector in the US, namely aerospace, accounts
for close to 8% of American exports. Overall, most of the
sectors which account for the largest share of total EU exports
either post a ‘normal’ specialisation (as in the case of me-
chanical engineering) or a weak specialisation (as for auto-
motive equipment) compared to the US and Japan.

Another feature of the specialisation of European trade is
that it does not necessarily entail performance, if performance
is measured by the trade balance. Figure 9 shows the average
cover ratio (i.e. exports divided by imports) for the special-
isation categories defined above. To avoid differences linked
to the business cycle or to exchange rates, the cover ratios
have been adjusted for the average cover ratio for all manu-
facturing sectors in the region considered. In the EU, the
cover ratio of strong sectors averages 0.8 (which corresponds
to an adjusted deficit, meaning that the trade balance per-
formance of the sectors of strong export specialisation is worse
than that of manufacturing as a whole) against 6.2 in the US
(though admittedly the group only covers one sector) and 2.6
in Japan. Overall, the average trade ratio for strong and mod-
erate sectors hardly exceeds 1.0 in the EU against 1.4 in the
US and 2.5 in Japan. Note that, in the EU, the specialised
sectors which register a poor trade balance are either sectors

1989 1990 1991 1992 1993 1994

- - - Domestic Demand (2)

NN

which generate large flows of imports of primary materials
{oil refining and jewellery) or textile sectors (textile, leather,
clothing, footwear etc.). EU exports are specialised in textile
and clothing products but the trade balance of this sector has
deteriorated markedly over the 1980s under the pressure of
competition by low wage countries and increasing outward
processing of European production. Besides, it is worth stress-
ing that the sectoral picture provided here has to be considered
as an average which can, in some cases, hide wide intra-sectoral
performances. In the case of the textile sectors, for instance,
an average bleak performance can conceal a much better per-
formance in higher value added sub-sectors.

A systematic analysis of cover ratios adjusted for the overall
trade surplus or deficit points to other features of EU industry
structure.

The weighted average of the adjusted cover ratios must be
equal to one. Schematically, these ratios can therefore point
to two types of patterns:

» a relatively uniform distribution of ratios around one in-
dicating that most of the sectors tend to post similar trade
performances

« or large fluctuations in the distribution indicating that some
perform well in terms of trade and that their large (adjusted)
trade surpluses are compensated by large (adjusted) trade
deficits in other sectors.

The first situation is a good description of European trade
whereas the second corresponds to Japanese trade. The US
is located somewhere between the EU and Japan although it
is certainly closer to the EU than to Japan. Table 2 presents
the adjusted cover ratios for EU manufacturing sectors. Note
that the highest ratio (mechanical engineering) hardly exceeds
2.0. In the meantime, Japan totals five sectors with a ratio
exceeding 2.0, and the US has four such sectors. In the EU,
most of the above-average cover ratios correspond to spe-
cialised sectors. The only notable exceptions are mechanical
engineering, automotive equipment and ferrous metals. The



Flgure 4: Indicators of EU cost competitiveness (1) - manufacturing industry
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problem of mechanical engineering which posts an export
specialisation ratio slightly above the OECD average (but
insufficiently high to be incorporated in the moderate spe-
cialisation category defined above) highlights one of the limits
of this type of approach. Given the size of the sector in total
exports (16% in the case of the EU), a high export specialisation
ratio is difficult to imagine unless the country considered
devotes a very high share of its resources to the sector. In
fact, the EU is more specialised than both the US and Japan
and it is clear that a high cover ratio indicates a comparative
advantage in that case. The case of automotive equipment is
quite different as the combination of a high cover ratio and
of a weak export specialisation indicates that the EU exhibits
both lower relative exports and lower relative imports com-
pared to the OECD average. In other words, the EU is less
integrated in world trade in this sector than the OECD average,
something which is certainly linked to the trade restrictions
practised in various Member States over the period considered.
These restrictions have somewhat sheltered domestic produc-
ers from world competition and have fostered foreign direct
investment. In this case, thus, the existence of a high cover
ratio does not reflect the existence of a comparative advantage
in that sector.

The analysis has so far focused on the sectoral specialisation
of European trade but another important dimension is its geo-
graphic specialisation. 1t is of little benefit to a country to
specialise in fast growing and high value added sectors if it
only sells to stagnating export markets where the high sectoral
potential can not be exploited.

The comparison of cover ratios and exports specialisation
indices has already pointed to the danger of measuring com-
parative advantage on the basis of a single criteria.

Table 4 presents a geographic breakdown of exports of the
EU, Japan, and the US. Unsurprisingly. each region dominates
nearby export markets: the EU in EFTA. the Mediterranean
Basin and Eastern Europe; the US in Canada and Latin Amer-
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ica; and Japan in the NICs. Both Japan and Europe also have
very strong export relations with the US.

Like its sectoral specialisation, the geographic structure of
the EU’s exports exhibits significant weakness compared to
the other Triad members. In particular. the EU is less spe-
cialised in fast growth destinations and more dominant in
slow growth destinations. When measuring export market
growth by the increase of OECD exports between 1987 and
1993, the four fastest growing destinations were the NICs,
China, Central and Eastern Europe, and Latin America. OECD
exports to each of these regions rose by more than 100%
over the 1987-1993 period. In 1993 these four areas of fast
growth accounted for 23% of the EU’s exports, against 35%
of US and 42% of Japanese exports.

The four slowest growing destinations were the rest of the
world (OPEC, Africa, ...), EFTA, Other Asia, and the EU
itself, with OECD exports to these regions increasing by less
than 30% between 1987 and 1993. The EU sold 40% of its
exports in these four areas of slow growth, compared 10 22%
for Japan and 27% for the US.

A positive element is that the EU is improving its geographic
specialisation. Between 1987 and 1993 it increased its share
of Triad exports to the NICs, the fastest growing export des-
tination, from 14% to 24%. This was largely at the expense
of Japan, which saw its share fall from 59% to 50%. Fur-
thermore, the EU maintained a very high market share (93%
of Triad exports in 1993) in Central and Eastern Europe, and
marginally increased its share in China. On the other hand,
it lost market share in Latin America. Between 1987 and
1994, its share of Triad exports to Latin America fell from
30% to 24%, largely to the benefit of the US. Already a very
strongly growing export market, Latin America is expected
to become much more important in the future as economic
reform programmes are laying the foundations for a rapid
economic development not far behind the performance of the
Asian NICs.
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Figure §: EU cost competitiveness and market shares (export market) - manufacturing industry
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COST COMPETITIVENESS

Table 5a summarises changes in the cost competitiveness of the
EU over the 1987-94 period. and Tables 5b and 5¢ present similar
information for the US and Japan respectively. The choice of
such a relatively long period is motivated by the focus on long-
term sectoral trends in competitiveness and not on recent de-
velopments. Each indicator in the table compares changes in
EU costs to changes in the costs of Europe’s main competitors.
Due to data availability at the sectoral level. these competitors
have been restricted to the US and Japan.

Total production costs can be broken down into a number of
individual items such as labour costs and intermediate input
costs. A specific indicator has been calculated for each of
these items in order to be able to determine which particular
factor is responsible for an increase or decrease in a sector’s
competitiveness. For instance, a relevant question is whether
an observed deterioration in unit labour costs in the EU com-
pared to the US and Japan is attributable to insufficient pro-
ductivity gains or to fast-growing wage rates. As can be easily
seen from the table, different indicators can exhibit quite dif-
ferent trends over the 1987-94 period. Furthermore, a dete-
rioration in labour cost competitiveness is not systematically
associated with a deterioration in total costs.

Starting with the analysis of labour costs, a small majority
of sectors have experienced an improvement in labour cost
competitiveness over the period considered (note that for all
indicators, an increase indicates an improvement in the com-
petitiveness of the EU). Many of these sectors report relatively
large gains, particularly basic chemicals, leather and leather
goods, footwear and clothing. Sectors which report a loss in
competitiveness essentially include all electronics and elec-
trical goods sectors (except computers), all transport sectors
(except aerospace), food, drink and tobacco, and wooden prod-
ucts. Except for some electrical goods sectors, losses remain
limited but they affect most of the larger exporting sectors
and are therefore not without consequences for the average
competitiveness of the manufacturing industry.

1991 - 1992 1993 1994

. -+~ Export market shares (3)

Breaking down unit labour costs into a wage rate and a pro-
ductivity effect, only very few sectors in the EU have seen an
improvement in wage rates competitiveness compared to the US
and Japan. These are metal products. aerospace equipment, leather
products, and textiles and clothing. In practice the list is probably
even smaller as the indicator might not be very meaningful in
the case of leather and textiles. two sectors for which the US
and Japan are not major competitors.

In contrast. only very few sectors have suffered from lower
productivity gains than their major trade competitors. Poor
performers are mainly found in a group for which the com-
petitiveness of the EU is known to be particularly problematic,
namely electronics-related sectors such as office and EDP,
consumer electronics, and instrument engineering. Sectors
which have registered a particularly good performance on
the productivity front include the primary metals sectors (both
ferrous and non-ferrous), the three chemical sectors (though
specialty chemicals remain somewhat behind). the textile clus-
ter (particularly textiles and leather goods) and the wood clus-
ter (wood products, pulp and paper. and printing and
publishing). In most cases, the stronger productivity gains in
Europe thus made it possible to offset the relatively faster
growth of nominal labour costs. hence resulting in an im-
provement in unit labour cost competitiveness.

Only very few sectors have suffered a loss in competitiveness
in terms of intermediate input costs per unit of output. To
some extent, this positive result might result from the impact
of changes in exchange rates on intra-EU trade. Sectors which
report a loss in intermediate input cost competitiveness include
automotive equipment, food. drink and tobacco. and footwear
and clothing. Though it is difficult to draw further conclusions
without more detailed analysis of relative input cost structures
and price developments by country/region, one may wonder
whether the European automotive manufacturers do not lag
their US and Japanese counterparts in terms of rationalising
their links with their suppliers.



Figure 6: EU cost competitiveness and market shares (domestic market) - manufacturing industry
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The total unit cost indicator presented in column five of Table
5a is defined as the weighted average of unit labour costs
and purchases of intermediate inputs per unit of real output.
Total cost competitiveness therefore covers all cost compo-
nents except capital costs and takes into account the weight
of each component for each sector considered. Table 5a in-
dicates that the European manufacturing industry has generally
managed to improve its cost competitiveness over the period
1987-1994, though these gains remain marginal. Sectors such
as automotive equipment, other means of transport and, to a
lesser extent, food and drink, household appliances, and non-
metallic minerals have all lost ground compared to their com-
petitors. However, these losses remain generally relatively
small. More dispersion can be observed in the case of the
sectors which improved their cost competitiveness compared
to the US and Japan. The pharmaceuticals, basic chemicals,
and leather goods sectors are revealed as the clear winners
followed by ferrous metals, office and EDP, and aerospace
equipment. Note that, although these winners have generally
improved their position both in terms of labour costs and in
terms of intermediate input costs, the latter item seems to
play a particularly important role in overall cost performance.
This, again, highlights the danger of over-emphasising labour
cost issues in a sectoral analysis.

Before turning to the next section, which is dedicated to the
analysis of the trade performance by sector, it is necessary
to emphasise that the relatively good cost performance ob-
served over the 1987-94 period owes much to a marked im-
provement in costs and exchange rate conditions between 1992
and 1994. Given that trade adjusts only slowly to changes
in costs, the EU trade performance over 1987-94 will look
somewhat pale compared to its cost performance.

MARKET SHARES

Table 6 provides a number of indicators of trade performance,
again for the 1987-94 period. The indicator of export market
share compares EU exports to average OECD exports. The
indicator of domestic market share is calculated as the coverage

10 P A N® O

of European consumption by European production (in practice,
production minus exports divided by domestic sales) divided
by a similar ratio calculated for the Triad. The trade balance
indicator is simply defined to be the trade balance as a share
of production.

The indicators only rarely point in the same direction. The
overall performance appears poor, however, particularly when
measured by the coverage of the domestic market. The EU
manufacturing industry lost overall domestic market share,
and this loss was widespread. Only very few sectors have
managed to improve their domestic market share compared
to the other members of the Triad. On the other hand. per-
formance is considerably less uniform in the case of export
market share. More than half of the sectors have raised their
share of total OECD exports over the period considered, while
the others saw their share shrink.

Based on these two indicators, the food and drink and the
mineral oil refining industries seem the unquestionable win-
ners. The sectors have managed to raise their share of OECD
trade and to maintain their coverage of the European market
in spite of adverse cost developments. They indeed belong
both to the group of sectors which in 1994 were still hampered
by inferior cost competitiveness when compared to 1987. Note
however, that the apparent good performance of the food sector
is, to some extent, explained by problems with trade data
and that the actual performance of the EU food industry might
be somewhat weaker.

A number of sectors have managed to limit losses on the
domestic market, while significantly improving their export
position and thus raising their trade surplus. These are usually
sectors commonly regarded as relatively strong in the EU,
such as aerospace equipment, pulp and paper, and households
appliances.

By contrast, the chemical cluster, which is usually also re-
garded as relatively strong in the EU, appears in an interme-
diary position with a performance less bright than that of the



Figure 7: Industrial output growth\by sector, 1987-1994 (%)
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Figure 8: Empioyment in EU industriai sectors, 1994 (1)
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Tabie 3: Sectors of export specialisation, EU, US and Japan, 1994

United States Japan- o

"EU
Sectors with a strong specialisation (1)
Pharmaceuticals Aerospace equip. Office and edp-machinery
Household appliances Consumer electronics
Leather and leather goods Motor vehicles and parts

Footwear and clothing
Manufacture of jewelry

Other means of transport
Instrument engineering

Sectors with a moderate specialisation (2)

Mineral oil refining
Non-metailic mineral products
Specialty chemicals
Manufacture of metal articles

Office and edp-méchinery Ferrous metals (prod.,prel.proc.)

Consumer electronics Electrical equip. for industry
Foad,drink,tobacco Telecom equip. & oth. prof. electro.
Printing and publish.

Textile
Printing and publish.

' (1) Expart specialisation ratio higher than 1.5 (see column 3 of lable 2}
(2) Export specialisation ratio higher than 1.2 (see colurnn 3 of table 2)
_ Source: Eurostat, DEBA, DRI .

sectors above but still slightly better than the manufacturing
average. Indeed. the chemical sectors have reported limited
gains in market shares on the export market but also im-
provements in the trade balance and limited losses on the
domestic market. Sectors which report a poor trade perform-
ance compared to the manufacturing average include textile
products, footwear and clothing. rubber and plastics. motor
vehicles and the electronic/electrical cluster. Excluding house-
hold appliances. the performance of the electronic/electrical
cluster looks particularly bleak. All sectors in this cluster have
experienced an increase in their trade deficit. Office and EDP
and consumer electrenics report good performances on the
export market, but these are more than offset by a poor record
on the domestic market. Electrical and telecom equipment
have both lost ground on their domestic and export markets.
most likely as a result of a deterioration of their cost com-
petitiveness. Note that if the trade performance in electrical
engineering is not particularly bright, the performance of
the EU in mechanical engineering is also worrying. Indeed,
the mechanical engineering sector has lost shares both on
the domestic and the export markets though this counter-

performance is somewhat offset by an improvement in the
trade balance.

It is somewhat difficult to assess the impact of worsening
cost conditions on trade, both in terms of the magnitude of
this impact and because of the lag between changing costs
and trade performance. The average improvement in cost com-
petitiveness between 1987 and 1994 is largely a result of
improving cost and exchange rate conditions between 1992
and 1994, It is likely that for most sectors this improvement
has not yet been entirely passed through. Table 6 therefore
also includes a column providing the growth in cost com-
petitiveness lagged by one year. For most of the sectors the
lagged indicator indeed shows no or a much smaller improve-
ment of cost competitiveness. Only ferrous metals, basic
chemicals, pharmaceuticals, and leather goods have enjoyed
an early improvement in terms of cost. Note that all of these
sectors, except ferrous metals, also achieved an unambiguously
favourable trade performance.

To summarise this discussion in terms of performance, good
trade performers can be classified into two groups:

Table 4: Geographic breakdown of exports, EU, US and Japan - 1993

Japan us

Share of region in EU
world imports
EFTA 6.5 214 20 29 167 186 167 186 6.5
Medit. Basin 74 9.3 1.3 2.7 95 724 191448 C 14
Latin America 50 4.8 43 17.2 128 333 128 333 . BO
NiCs ' 17.3 v 9.9 32.2 15.2 448 512 448 512 17.3
Former Saviet Union 1.1 - 3.0 0.5 0.7 28 053 28053 1.4
Central and Eastern Europe 20 . 6.0 ~ 02 0.4 53114 53114 ERR-A
China ‘ o84 23 4.9 241 88 728 88 728 34,
Other Asia 1.4 2.2 1.2 1.0 37 407 37 407 14
Australia & New Zealand 1.9 1.7 2.4 2.3 48 092 48 092 1.9
Japan ) 7.9 4.5 0.0 9.4 205 525 205 525 7.9:
US & Canada ;. % 48 187 323 22.7(1) 642 085 642 085 24.8:
EU ' 8.8 . 0.0 13.8 19.1 484 866 484 866 18.8
" Rest of the warld 24 16.1. 4.8 4.2 158 041 62317 24
e 1000 100.0 1000 - 100.0 2585666

- Source: Eurostat

T 1 ) Share of Canadian exports in total US exports

2 585 666 100.0-
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Table 5: indicators of cost competitiveness (1), EU
. Growth over 1987-94

Total manufacturing 100 57

Share in total Labour Wage rates Unit labour intermediate ‘ Total
manuf. production productivity costs costs costs

Mineral oil refining 5.2 : 125 -0.7 125 -22.6 221
Ferrous metals (prod.,prel.proc.) 3.1 29.0 -15.0 9.5 | *13.3 14.1

- Non-ferrous metals (prod., ‘ B :
prel.proc.) 1.3 18.7 -6.1 8.7 0.7 2.1
Non-metallic mineral products 3.7 9.5 -10.0 -1.4 ) -1.4 0.7 .
Basic chemicals 43 27.2 -8.1 .~ 185 15.7 : 16.5
Pharmaceuticals 2.8 23.0 -10.0 1.0 30.7 23.8
Specialty chemicals 4.4 10.2 -89.4 0.0 14 14
Manufacture of metal articles 6.3 2.8 5.0 8.0 5.0 7.2
Mechanical engineering 7.9 2.8 -75 -4.8 ’ 14 07
Office and edp-machinery 1.9 -3.4 7.2 3.6 157 - 1440
Electrical equip. for industry 3.2 2.1 -8.8 -11.3 o280 T oo
Telecom equip. & oth. prof. C )
electro. 3.2 4.3 -8.1 -2.1 . 00 o2

» Consumer electronics 1.6 -1.4 -2.8 -4.1 28 - : RO
Household appliances 0.9 7.2 -168 . -11.3 2. 0T
Motor vehicles and paris 10.3 2.8 -8.1 -5.5 ~3.4 28
Aerospace equip. 15 2.1 6.5 8.7 .95 9.5
Other means of transport 1.0 85 -14.4 ‘ -6.1 S - X - RN . %
Instrument engineering 0.9 -1.4 -4.1 -5.5 . .36 1.4
Food,drink,tobacco 17.2 11.0 -13.2 -3.4 : 0.7 14
Textile 3.1 19.7° -8.1 10.2 28 ) 5.0
Leather and leather goods 0.4 20.5 2.1 23.0 ~ 23.8 L. 247
Footwear and clothing 2.3 15.7 10.2 . 26.4 . oo=24 : 3.8

" Timber and wooden furniture 2.8 . 157 -17.4 : -4.1 \ 118 P &
Pulp, paper & paperboard 2.8 16.5 -13.8 0.7 - 7.2 57
Printing and publish. 3.3 11.8 -10.7 0.0 . 14 o007
Proc. of rubber and plastics 4.0 11.0 -11.3 ’ -0.7 : . 57 .. U 43
Manufacture of jewelry 05 30.7 -6.8 222 36 c L. 8.0

-6.1 0.7 50 . 36

(1) Each indicator measures the improvement/deterioration of the corresponding cost item in the EU relative fo the US and Japan.

Positive growth indicates an improvement in EU competitivenass
Source: Eurostat, DEBA, DRI

« those sectors which have improved their trade performance
over the period considered in spite of adverse cost devel-
opments (food. drink and tobacco. mineral oil refining and
household appliances)

» those sectors which have managed to improve their cost
competitiveness {basic chemicals, specialty chemicals, pulp
and paper, and aerospace).

Note that the second group includes sectors for which cost
competitiveness is not the key explanatory factor of changes
in market share observed in past years (specialty chemicals
and, to a lesser extent, aerospace). and that most of the good
performers do not belong to the specialised sectors defined
in the section devoted to the analysis of the trade structure.

As to poor trade performers, three comments can be made:

o The EU has continued to lose ground in the electrical/elec-
tronics sector. It has also suffered from adverse cost de-
velopments in the two sectors of the cluster for which it
is generally considered as more competitive, namely elec-
trical and telecom equipment.

¢ The EU has also lost market shares in the textile and clothing
sectors though it has registered a good performance for
leather products. Remember that the EU exhibits a refative
specialisation in these sectors.

e Two ol Europe’s largest exporting sectors post worrying
signs of weakness. Both mechanical engineering and auto-

14 P A N% oiv':‘

mative equipment have lost market share and seem to have
suffered from poor cost developments.

RESEARCH & DEVELOPMENT

Research and development is obviously a key factor of com-
petitiveness and growth, but the links between technology
and economic performance are complex and difficult to meas-
ure. The technological system. which covers both scientific
and industrial research, is largely an open system insofar as
scientific discoveries and innovations tend to be diffused
across borders through the publication of scientific papers
and through the technologies embedded in exported products.
In this context, the relationship between technology and com-
petitiveness may appear somewhat elusive, but there is now
a broad consensus around the view that countries tend to
develop a limited number of areas of technological leadership
which underpin their competitiveness in related industrial sec-
tors. and which benefit from the cross-fertilisation between
first grade research organisations. high-performing companies,
and dedicated training centres.

Technological specialisation of course confers a much less
stable and enduring advantage than the more traditional forms
of specialisation resulting from factor endowments in labour
or capital. Commercial innovations can be replicated more
or less rapidly by competitors and a technological cluster
will only confer a lasting competitive advantage if it manages
to constantly renew its leadership. Note that although much
of the recent economic research has emphasised the role of



Table 6: Indicators of trade performance, EU

Growth over 1987-94
Total cost indicator (1) Trade batance (2) Share of OECD Domaestic market
exports share (3)
Mineral ol refining -18.1 7.0 : 173 -1.1
Ferrous metals (prod.,prei.proc.) 6.9 0.2 o ) 48 -0.2
- Non-ferrous metals (prod.,prel.proc.) -3.4 181 - ‘ 81 -9.8
Non-metallic mineral products -14.7 0.7 8.7 19
Basic chemicals e 5.4 1.4 o 0.7 -3.0
Pharmaceuticals o 7.0 0.5 00 o =29
Specialty chemicals - _ ‘ -14.4 22 0.7 e
Manufacture of metal anticles -11.4 -1.4 : . &7 e 28
Mechanical engineering - 144 4.0 .88 a0
Office and dp-machinery : ‘ 341 9.0 - . 128 80
Electrical equip. for industry - -11.8 -0.8 o -144 . 62
Telecom equip. & oth. prof. electro. -~ -14.4 07 B | < R -5 B
Consumer electronics S e 91 %4 . 163
Household appliances - - . . 150 25 - 247 o T2
Motor vehicles and parts : - -18.8 3.3 ; - 94 - -8
Aerospace equip. e 4180 87 80.5 L © -248
Other means of transport -~ - oo 134 16 o 14 T T 40
Instrument engineering ; -8.9 -3.9 : ‘ -18.6 . <. 65
Food,drink,tobacco industry . .- -11.7 1.1 B 188 0 L0
Textile industry o -7.9 -3.8 - 0.7 o toL =8O
Leather and leather goods o 6.3 07 417 o 78
Footwear and clothing ind. - -11.2 -14.2 ‘ 75 0 .18
Timber and wooden furiture - .. = "~ -9.4 29 R 168 o 20
Pulp, paper & paperboard : . . -5.6 - 1.9 S 188 . oo -09
Printing and publish. 142 0.0 28 Lo 0.6
Proc. of rubber and plastics . 97 -1.8 ; 174 .. . ..03
Manufacture of jewelry C ~27 404 o . B5 T e
Total manufacturing . 94 01 0 00 . o0 2d
(1) One year lagged

(2) Difference betwveen 1987 and 1994, as a percentage of production in 1994

(3) Measured by the coverage of the European market by European production divided by the same ratio calculated for the Triad

Source: Eurostat, DEBA, DR! .

innovation in non-price competitiveness, the impact of tech-
nology on price competitiveness must not be overlooked. In-
novation allows both the marketing of higher quality products
for which price competition will play a limited role, and the
improvement of production processes thereby raising produc-
tivity and curtailing costs.

In recent years, considerable effort has been geared towards
the construction of databases of technology and R&D statistics
for the EU and its main competitors, both for the technological
system as a whole and at a sectoral level (see for instance
The European Report on Science and Technology Indicators
- European Commission 1994 on which much of the discussion
thereafter is based).

There are a number of ways to evaluate R&D activity. Dedi-
cated statistical publications generally distinguish two types
of technological indicators: those based on input measures,
i.e. the amount of resources allocated to the research activity,
and those based on cutput measures, i.e. the outcome of the
R&D process. In most cases, input indicators are evaluated
either in terms of R&D spending or in terms of human capital
stock (the number of scientists or researchers employed). Out-
put indicators can be measured either in terms scientific output,
generally proxied by the number of scientific publications,
or in terms of technological output. generally proxied by the
number of patents. Each of these measures sutfers from specific
statistical shortcomings and none of them is perfectly corre-
lated with the actual technological performance of an economy
or sector. Besides, these measures do not cover all the actual
innovation effort as many innovations, particularly in terms
of labour organisation, are captured neither on the input side
nor on the output side. Nonetheless, the simultaneous analysis

of all these measures gives a reasonably clear picture of the
strengths and weaknesses of the European technological sys-
tem.

Overall, this picture is somewhat dreary, both at the level of
the technological system as a whole and in terms of sectoral
specialisation. To summarise the arguments developed here-
after, the European technological system suffers from an over-
emphasis on fundamental research at the expense of
commercial innovations, and from a lack of clear technological
edge at the sectoral level.

Starting with the analysis of the technological system as a
whole, Table 7 provides data on the resources allocated to
R&D in the EU, the US, and Japan. Measured as a share of
GDP, the EU suffers from the lowest R&D spending in the
Triad. Other indicators of technological input such as the size
of the existing pools of research scientists and engineers in-
volved in R&D (commercial and non-commercial) point to
a similar lag.

Another weakness of the EU technological system is a com-
paratively low contribution of business enterprises to total
R&D. Both in terms of R&D performed and in terms of R&D
financed, EU companies appear to be less involved in R&D
than their American or Japanese counterparts. This is con-
firmed by data on the share of business research scientists
or engineers in the labour force. Note that while company
contributions to R&D do not necessarily have an influence
on the quality of the research carried out in a country, they
can be considered as an indicator of the commercial efficiency
of this research. Therefore, the EU seems to suffer from a
double handicap: a lower level of research spending combined
with a less commercially oriented research effort. The latter
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" Table 7: Structure of R&D spending in the EU, US and Japan, 1991

EU us Japan
Total R&D spending in GDP 2.0 2.6 29
Share of total R&D performed by business ) 62.6 71.6 66.0
Share of fotal R&D financed by business 53.2 58.0 ‘ 68.2
RSEs (1) per 1000 labourforce 4.4 7.6 ’ 9.7
Business RSEs per 1000 labourforce 2.2 6.1 5.6

(1) Research Scientists and Engineers
Source: European Commission DG XI!

conclusion is confirmed by measures of technological output
such as the number of scientific publications or the number
of patents. While the EU by and large continues to hold its
rank in terms of scientific publications or Nobel prizes, its
position in terms of commercial innovations seems to have
deteriorated. Table 8 highlights the clear decline in the EU’s
share of the total number of patents granted in the US or in
the total number of patent applications in the EU.

Two additional factors contribute to a somewhat dismal di-
agnosis of Europe’s technological competitiveness. First a sub-
stantial share of European research is devoted to military ends.
Given the general trend towards declining defence budgets
and the increasing difficulty in developing civilian applications
from military research (in particular because military research
aims at technical prowess which are of limited use for civilian
applications) a high share of defence R&D can be considered
as a competitive handicap for European companies. Arguably,
the US economy suffers from a similar handicap but such is
not the case of Japan, which remains little involved in the
defence industry. The second handicap of the European tech-
nology system, and this time compared both to the US and
to Japan, is a costly duplication of research centres and ac-
tivities which owes much to the national basis on which tech-

nology has developed. European integration should, however,
progressively alleviate this problem.

Turning to the sectoral aspects of technological competitive-
ness, the EU’s major weakness is that it has only few sectors
with a strong research specialisation pattern and a clear tech-
nological edge. Table 9 presents the information of Table 8
detailed by sector. Between 1984 and 1993, the EU loses
patent share in all sectors except aerospace and transport equip-
ment. Both these sectors are, however, very minor in terms
of the number of patents granted or applied for. Furthermorc,
the performance in aerospace owes much to the heavily sub-
sidised defence-related sector. The losses are limited in chemi-
cals, pharmaceuticals and engineering. The most worrying
observation is the rapid further deterioration of the EU’s al-
ready weak position in the electronics sectors (including in-
formation technologies). It is exactly those sectors that research
and development activity is most intense at world level, while
their products have a large impact on the productivity in many
other industries.

There are no signs of a significant improvement in the position
of the weak sectors. In contrast, after more careful consid-
eration, the position of several stronger sectors where the EU
is holding ground, or even leading, looks less than prominent.

Figure 9: Cover ratio of specialized sectors(1), EU, US and Japan - 1994

7

Strong specialisation
- Moderate specialisation
6 [:] Average lor both categories

EU

(1) Based on the export specialisation ratio as provided in Table 2 column3
Source: Eurostat, DEBA, DRI
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Table 8: Share of total patents, 1964-93
1984 1985 1986

1987 1988 1989 1990 1991 1992 1993

Share of patents granted in the US

EU . 21.6 21.9 22.4
us 51.2 49.3 47.5
Japan 18.8 20.1 21.2
Share of patent appfications in Europe . ’

EU 46.5 459 45.3
us : 28.7 27.4 27.5
Japan 13.7 15.5 15.9

Source: European Commission DG Xil

EU leadership is not exclusive but shared with other members
of the Triad, and it looks threatened in the medium term.

In electrical engineering, for instance, Japan has undertaken
a major technological effort since the early 1980s which now
translates into a much higher R&D intensity and also a much
higher R&D spending level than in the EU. Even in mechanical
engineering, the EU’s largest exporting sector, R&D intensity
is estimated at about 1.5%. against 1.3% for the US which
is presently its major competitor, but 2.6% for Japan, which
is the third largest world player in the sector. In the chemical
sector, the US and the EU are the two traditional leaders,
both in terms of patents granted and in terms of absolute
level of spending but, there too, Japan has undertaken a con-
siderable effort since the early 1980s which now results in
a much higher R&D intensity than for the two other members
of the Triad. That this effort is bearing fruit is evidenced by
a marked increase in the share of Japan in the number of
engineering and chemicals patents in Europe and in the US,
as is apparent from Table 9.

In the aerospace sector, the problem is somewhat different
to the extent that the EU appears to be squeezed between
the US, which remains the unquestionable leader in the sector,
and Japan which has somewhat reduced its admittedly con-
siderable lag in recent years. The US has a much higher R&D
intensity than the EU and Japan and, given the size of its
industry, this leadership turns into an overwhelming domina-

Table 9: Share of total patents by sector, 1993 and change 1984-1993

22.4 221 213 20.6 19.6 18.3 16.7
46.0 45.5 45.6 45.4 46.1 47.0 50.1
227 23.5 24.2 24.8 25.0 257 24.2

465 469 460 437 419 418 428

271 253 25.0 25.8 26.6 27.0 284
15.4 17.2 19.0 20.7 21.9 21.6 19.1

tion in terms of the absolute level of R&D spending. Japan
still remains a second order player in the field of aerospace,
with a nearly negligible share of patents granted in the US
or in Europe, and an absolute level of R&D spending which
looks insignificant compared to that of the US or the EU.
However, Japan’s potential long term role in civilian aerospace
should not be neglected. Japan’s R&D intensity has surged since
the late 1980s and is now close to that of the EU. Moreover,
the American, and to a lesser extent European, domination in
absolute R&D spending owes much to government subsidies
particularly in terms of defence research. When considering the
research intensity restricted to business-financed R&D. Japan
ranks first and the EU only third.

In conclusion to this analysis of high-tech sectors, the EU
suffers from a lack of clear technological domination and its
traditional areas of strength look increasingly challenged. In
addition, the European position appears particularly weak in
the fast growing area of information technologies and elec-
tronics. Another worrying point is that Europe’s relative weak-
ness in high-tech sectors is not offset by a marked technological
advantage in traditional or low- to medium-tech sectors.

us - : Japan

EU
Change ~ Change Change

1993 1984-1993 1993 1984-1993 1993 1984-1993
Share of patents granted in the US : , P B
Aerospace 29.2 ‘ 05 62.5 -1.1 39 . o 150
Chemicals 211 -1.4 53.0 R 195 , 59
Pharmaceuticals ‘ 229 -3.1 54.9 28 148 10"
Engineering 19.0 -3.9 50.5 -0.8 O 202 Co82:
Electronics 10.9 6.8 49.2 -3.3 ‘ 334 78
Transport equipment 246 -3.9 37.2 : 1.1 304 018
Other 17.8 -4.5 50.2 o2 18.9 L4z
Total 16.7 -4.9 50.1 . -1.1 ) 24.2 - 5.4
Share of patent applications in Europe ‘ ‘ s : ‘
Aerospace 60.8 8.3 29.0 -12.3 36 2.0
Chemicals T 414 -0.7 327 ; 4.5 194 R A i
~ Pharmaceuticals 38.8 -3.2 36.6 3.6 155 - - 0.7
Engineering 50.3 -0.6 22,6 : . -3.0 15.2 Lo 42
Electronics 30.8 -8.3 34.6 1.3 27.0 A
Transport equipment 59.7 54 17.6 -4.0 14.9 . 2.2
Other 50.9 -1.8 215 -0.2 - 14,0 - 4.6

Total 4286 -3.9

Source: European Commission DG Xii
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Figure 12A: Exports between the EU, USA and Japan, 1993 (1)

88 363 (93 969)

23 506 (29 247) »

<" {1} Manufactured goods, cormesponding to SITC §+6+7+8
Notea: the figure between brackets is the 1992 valus.
. - Source: Eurostat
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(1) Excluding reinvestment profils.
Note: the figure batween brackets is the 1992 value.
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CONCLUSION

Looking at the trade balance, the competitiveness of the EU
does not seem a cause for worry. The trade balance has per-
manently registered a surplus in the last decade. In the last
years, the surplus increased spectacularly, and in 1994 it stood
at 3.6% of GDP, which is even higher than in Japan.

However, the picture looks much darker when considering
only the trade in manufactured goods, thus leaving out primary
commodities and services. The trade balance in manufactured
goods declined almost continuously between 1982 and 1991,
when it remained barely positive. Since then, the manufac-
turing balance has recovered, but its performance has been
sluggish compared to that of the overall trade balance of goods
and services. The sharp improvement of the overall trade bal-
ance after 1989 has therefore hidden the persistent problems
of the manufacturing sector.

An examination of the structure of EU exports reveals several
weaknesses compared with the US and Japan, both in sectoral
and geographical specialisation. First, the sectors in which
the EU shows some degree of specialisation have unfavourable
characteristics. For instance, they only include one high-tech
sector, pharmaceuticals. Besides, the trade balance of sectors
in which the EU has a significant export specialisation is
relatively worse than that of other manufacturing sectors. With
respect to the destination profile, export performance is handi-
capped by the EU’s weaker trade links with some of the fastest
growing markets, the NICs and Latin America. The structural
problems of European competitiveness are widely recognised.
For instance, they are summarised in the First Report on
Enhancing European Competitiveness of the Competitiveness
Advisory Group, which was published in June 1995.

The analysis of cost competitiveness and market shares clearly
illustrates the value of a disaggregated, sectoral approach.
Behind the indicators of overall trade performance and cost
competitiveness, a wide disparity of sectoral developments
is hidden. Of the many items discussed in these sections, a
few observations are especially worth remembering. Two of
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the EU’s largest exporting sectors, mechanical engineering
and the automotive industry, register a worrying loss of com-
petitiveness, visible in a loss of market share and unfavourable
relative cost developments. For individual sectors. the evo-
lution of the cost of intermediate inputs is as equally decisive
as that of labour costs in determining overall cost performance.
Many sectors achieving good results in cost competitiveness
and trade do not belong to the current sectors of EU special-
isation. Examples are basic chemicals, pulp and paper, and
aerospace.

The last section of the article complements the cost analysis
by examining another important factor in competiliveness:
research and development. The main conclusion is very similar
Lo the result of the structural trade analysis. In particular, the
absence of high-tech sectors in the trade specialisation of the
EU reappears in its R&D performance. The EU has only very
few sectors with a strong research specialisation and a clear
technological edge. The sectors in which research is concen-
trated are often medium-tech, while the EU is only very weakly
represented in information technology and electronics. In ad-
dition, even in mechanical engineering, the largest exporting
sector, a medium-tech industry where the EU is relatively
strong in R&D, the EU’s R&D efforts are lower than those
ot Japan.

Written by: DRI Europe



Statistical annex

Table 1: Statistical Annex
GDP at constant market prices

1986

1994

1992 19931994 (1) 1995 (1) 1996 (1)

Ne ofia wa

{% annual change) 1985 1987 1988 1989 1990
Belgique/Belgié : 08 14 2.0 49 3.5 3.2 23 19 -1.7 23 2.7 26 -
Danmark : 43 3.6 0.3 12 0.6 14 13 038 15 44 3.3 29
BR Deutschland (2) 2.0 23 15 3.7 3.6 57 5.0 1.8 -1.7 2.3 2.5 2.2
Hellas 3.1 1.6 -0.5 4.4 4.0 -1.0 3.2 0.8 -0.5 1.1 1.6 1.8 .
Espaiia ) 2.6 3.2 56 5.2 4.7 37 2.2 07 -1.1 2.0 3.1 34
France . 19 25 23 45 4.3 25 0.8 1.3 -1.5 27 3.1 29
Ireland - B -0.4 5.7 4.3 7.4 8.6 2.9 5.0 4.0 6.3 6.9 5.5
ltalia 2.6 29 3.1 4.1 29 2.1 1.2 0.7 0.7 2.2 3.3 3.4
Luxembourg - 2.9 4.8 29 57 6.7 3.2 341 19 21 3.0 33 2.9
Nederiand o 2.6 27 1.2 2.6 47 44 23 1.3 0.3 25 3.2 2.8
Osterreich i 25 1.2 17 4.1 38 4.2 29 1.8 -0.1 27 27 25
Portugal : s 28 4.1 5.5 5.8 5.7 4.3 2.1 1.1 -1.2 1.1 3.0 3.2
Suomi/Finland : 34 2.4 4.1 4.9 5.7 0.0 -71 -3.6 -1.6 3.9 5.3 4.2
Sverige iy 1.9 23 3.1 23 2.4 1.4 -1.1 -14 -2.6 2.2 2.8 3.0
United Kingdom R © 35 4.4 4.8 5.0 2.2 0.4 -2.0 -0.5 2.0 3.8 3.1 2.8
EU (2) B - 25 29 29 42 3.5 2.9 1.5 09 -0.6 2.6 3.0 2.8
United States S 34 28 31 3.9 27 12 -06 2.3 32 4.1 3.2 2.3
Japan SRR g 5.0 2.6 4.1 6.2 47 4.8 43 1.1 0.1 0.6 1.6 2.9
‘(1) Spring 1995 forecasts.
(2) Exciuding former East Gi .
Source: Commission Services
Table 2: Statistical Annex
Deflator of private consumption (1)
(% annual change) - 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 (2) 1995 (2) 1996 (2)
Belgique/Belgié .- 59 0.7 19 1.6 36 3.7 25 2.1 2.6 2.4 1.9 24
Danmark : . 43 29 4.6 4.0 43 2.7 2.4 1.8 1.0 1.7 23 27
BR Deutschiand (3) - . .20 -0.1 0.7 1.8 2.1 28 40 3.8 3.1 26 2.0 2.4
Hellas e 18.3 221 15.7 14.2 144 19.2 18.8 151 13.6 10.9 9.6 8.8
Espana T 71 9.4 57 5.0 6.6 6.5 6.4 6.4 5.6 5.1 4.9 4.5
France - 5.8 2.7 3.1 2.6 34 2.8 3.2 24 2.2 1.8 1.9 2.1
Ireland . 5.0 4.6 2.3 29 3.2 1.4 25 2.8 1.6 3.0 29 27
italia - 9.0 6.2 5.3 5.7 6.5 5.9 6.9 5.2 5.1 4.7 5.2 45
Luxembourg 43 1.3 1.7 2.7 3.6 3.6 29 2.8 3.6 2.2 2.3 25
Nederiand : 22 0.3 0.2 0.5 1.2 2.2 3.2 3.0 21 2.2 1.8 2.2
Osterreich ; 3.3 1.9 1.0 14 2.7 341 34 3.9 3.5 3.3 2.8 29
Portugal . 19.4 13.8 9.6 1.4 11.8 11.7 125 10.0 7.9 5.1 4.5 4.5
Suomi/Finland S 5.6 3.1 3.6 4.6 5.0 6.0 5.6 4.1 3.9 1.6 1.7 33
Sverige ’ 6.9 47 5.3 5.9 6.8 9.6 10.2 22 5.8 3.0 3.2 3.2
United Kingdom 53 4.0 4.3 5.0 5.9 5.5 7.4 4.7 34 2.4 3.0 3.0
EU (3) e 5.8 39 3.6 40 4.8 4.8 5.6 4.4 38 3.2 3.2 3.2
United States . 36 25 4.1 4.1 48 5.0 3.9 29 25 22 2.9 3.3
Japan : 2.2 0.4 0.2 -0.1 1.8 2.6 2.5 21 1.0 0.9 0.7 1.0
(1) In naticnal currency. t
" (2) Spring 1995 forecasts, -
(3) Excluding former East Germany.
Source: Commission Services
* -4
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Table 3: Statistical Annex
Number of unemployed as a percentage of the civil working population

(% annual change) 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 (1) 1995 (1) 1996 (1)
Belgique/Belgié 10.3 10.3 10.0 8.9 7.5 6.7 6.6 7.3 8.9 10.0 9.7 9.1
Danmark 71 54 5.4 6.1 7.3 7.7 84 = 92 10.5 10.3 9.0 85
BR Deutschland (2) 7.2 6.5 6.3 6.2 5.6 48 4.2 45 5.9 6.6 6.4 6.1
Hellas 7.0 6.6 6.7 6.8 6.7 6.4 7.0 7.9 8.6 8.9 8.8 8.7
Espaiia 21.6 212 20.5 19.5 17.2 16.2 16.4 18.5 228 241 237 228
France 10.2 10.3 10.4 9.9 94 9.0 9.5 104 11.8 12.6 12.2 117
Ireland 16.9 16.8 16.6 16.1 14.7 134 14.8 154 15,7 15.1 14.0 13.0
ltalia 8.1 87 9.1 9.1 9.0 8.3 8.3 8.8 10.3 11.3 114 10.8
Luxembourg 29 26 25 2.0 1.8 1.7 1.7 2.1 26 35 3.6 35
" Nederland 8.4 8.3 8.1 76 6.9 6.2 5.8 5.6 6.6 7.0 6.9 6.4
Osterreich (3) 3.6 3.1 338 3.6 3.1 3.2 35 3.6 4.1 4.0 3.9 38
Portugal 8.7 8.4 6.9 5.5 4.9 4.6 4,0 42 57 7.0 6.8 6.4
Suomi/Finland ‘ 6.3 6.9 5.1 45 35 34 7.6 131 17.9 18.4 16.2 145
Sverige 3.0 2.8 2.3 1.9 1.6 1.8 3.3 58 95 9.8 9.2 8.6
United Kingdom 11.5 115 10.6 8.7 7.3 7.0 8.8 10.1 104 9.6 8.4 7.9
EU (2) 10.0 9.9 9.6 9.0 8.2 7.6 8.1 9.0 10.6 114 10.6 10.1
. United States (3) 7.2 7.0 6.2 5.5 5.3 5.5 6.7 7.4 6.8 6.1 5.7 59
Japan (3) 26 2.8 28 25 23 2.1 2.1 2.2 26 3.1 3.0 2.8
(1) Spring 1995 forecasts. '
(2) Excluding former East Germany.
(3) OECD data.

Source: Commission Services

Table 4: Statistical Annex
Net lending or net borrowing of general government

(% of GDP at market prices) 1985 1986 1987 1988 1989 1990 1991 1992 19931994 (1) 1995 (1) 1996 (1)

Belgique/Belgié -8.8 -9.2 74 -6.6 -6.2 -5.4 -6.5 -6.7 -6.6 -5.3 4.2 -3.9
Danmark : -2.0 3.4 2.4 0.6 -0.5 -1.5 -2.1 -2.9 -4.5 -4.0 -1.9 -1.2
Deutschiland - - - - - - -3.3 2.9 -3.3 -2.5 2.1 2.4
BR Deutschiand -1.2 -1.3 -1.9 -2.2 0.1 2.1 -3.4 -2.3 -2.9 - - -
Hellas -140 125 117 -118 -148 -140 -116 -123 -132 -125 -11.3 -10.2°
Espafia -6.9 -6.0 -3.1 -3.3 -2.8 -3.9 -4.9 -4,2 -7.5 -6.6 6.0 -4.8
France . -2.9 2.7 -1.9 -1.7 -1.2 -1.6 2.2 -3.9 -6.1 -6.0 -4.9 -3.9
Ireland -10.8 -10.7 -8.5 -4.5 -1.7 2.2 2.1 2.4 -24 -2.3 2.8 -2.6
italia -126 -116 -11.0 -10.7 99 109 -10.2 -9.5 -9.6 -9.0 -7.9 -8.1
Luxembourg 6.6 4.7 29 - - 5.0 19 0.6 17 1.9 1.1 1.3
Nederland -3.6 -5.1 -5.9 -4.6 -4.7 -5.1 -2.9 -3.9 -3.3 -3.1 -3.2 2.5
Osterreich - -2.5 3.7 -4.3 -3.0 -2.8 -2.2 24 -2.0 41 -4.0 -4.6 -3.9
Portugal (2) =101 -6.4 -6.0 -4.7 2.7 -5.5 -6.5 -3.3 -7.0 -5.8 -5.6 -4.7
Suomi/Finland 29 3.4 1.0 4.1 6.3 5.4 -15 -5.9 -7.8 -5.6 -5.0 -1.1
Sverige -3.8 -1.2 4.2 35 54 4.2 -1.1 78 -134 -104 -9.1 -5.8
United Kingdom -2.8 -2.8 -1.4 0.1 -0.1 -15 -2.6 -6.1 79 -6.9 -4.8 -2.9
EU(3) o -4.5 -4.2 -3.6 - - -3.5 -4.4 -5.1 6.3 -5.5 -4.5 -3.8
United States -3.1 -3.5 -2.5 -2.0 -1.5 -25 -3.5 -4.5 -3.4 2.0 -1.6 -1.6
Japan ) -0.8 -0.9 0.5 1.5 25 29 3.0 1.8 -0.5 -2.0 -2.7 -2.9

(1) Spring 1995 foracasts.

(2) Breaks in 1990/91.

(3) Excluding former East Germany.
Source: Commission Sarvices
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Table 5: Statistical Annex

Total number of employed
{% annual change) 1985 1986 1987 1988 19839 1990 1991 1992 19931994 (1) 1995 (1) 1996 (1)
Belgique/Belgié 0.6 0.7 0.5 15 1.7 1.5 0.2 -0.3 -1.3 -0.2 1.1 1.0
Danmark 2.6 4.3 0.6 0.5 -1.9 11 - -1.0 0.0 -0.7 -0.1 2.3 1.1
BR Deutschland (2} - . 0.7 14 0.7 0.8 1.5 28 1.9 0.6 -1.5 -1.2 0.4 0.6
Hellas S 1.0 04  -041 1.6 0.4 1.3 23 15 0.9 1.2 1.0 1.1
Espana -1.0 22 4.7 35 41 2.6 0.2 2.0 -4.2 -0.9 1.5 24
France -0.3 0.2 0.3 0.8 1.2 3.0 0.1 0.4 -1.6 0.1 1.2 1.1
freland -25 0.6 0.7 0.1 -0.3 46 -0.1 04 0.7 25 27 2.6
ltalia 0.4 0.5 -0.1 1.1 0.1 1.8 0.9 -0.7 -1.1 -1.7 0.3 0.9
L.uxembourg 1.4 26 2.8 3.1 3.7 4.3 4.1 1.8 2.1 2.6 29 2.7
Nederland 19 1.6 1.9 9.9 22 33 28 2.0 -0.1 0.1 1.4 2.1
Osterreich 0.0 1.5 0.5 03 0.9 21 21 1.8 -0.4 0.2 0.5 0.4
Portugal -04 0.2 2.6 2.6 23 6.4 3.0 -6.3 2.2 -0.1 1.0 1.2
Suomi/Finland 1.0 -0.2 -0.3 0.3 1.7 -0.1 5.2 -7.2 -6.3 -0.8 3.0 24
Sverige 1.0 -0.7 1.6 1.4 1.5 0.0 -1.8 -4.3 -5.3 -0.9 2.0 1.8
United Kingdom 1.2 041 2.3 3.4 3.1 1.0 -33 22 -16 0.4 13 1.4
EU (2) 0.5 0.8 1.2 2.0 1.7 2.2 0.0 -0.9 -1.6 -0.5 1.0 12
United States 2.1 2.3 26 2.3 2.1 0.5 -0.8 0.6 1.5 3.2 241 13
Japan 0.7 0.8 1.0 1.7 1.9 2.0 1.9 1.1 0.2 0.1 0.9 1.8
(1) Spring 1995 forecasts.
(2) Excluding former East Gemmany.
Source: Commission Services
Table 6: Statistical Annex
Gross fixed capital formation at constant prices in the construction industry !
{% annual change) 1985 1986 1987 1988 1989 1990 1991 1992 19931994 (1) 1995 (1) 1996 (1)
EU (2) -1.6 4.2 3.4 7.0 5.5 3.0 -0.5 -0.5 -3.6 1.1 3.1 34
Belgique/Belgie -0.5 39 4.5 146 7.9 7.1 2.5 5.3 -1.0 1.0 48 40
Danmark 8.9 18.0 1.1 -5.5 -6.1 -56 -11.2 -0.4 -6.8 4.7 41 1.6
BR Deutschiand (2) -5.9 3.1 0.0 3.1 4.4 4.9 2.7 4.3 -0.8 4.1 25 22
Hellas 3.1 -0.8 -5.0 9.2 4.2 7.3 -7.8 -5.9 -5.1 -3.1 5.5 4.2
Espana 1.8 8.8 9.4 11.7 15.0 10.2 4.0 -4.6 -6.6 1.2 5.5 4.9
France -0.2 4.7 41 8.8 6.8 2.0 -0.1 -1.3 -3.5 1.0 2.0 2.5
Ireland -74 -4.6 -6.8 -4.2 9.7 20.5 0.6 0.6 -3.4 7.4 9.0 75
ltalia -0.5 1.9 -0.7 23 3.6 3.5 1.4 -2.1 -6.2 -5.2 1.8 4.4
Luxembourg -3.1 46 11.4 123 13.0 9.8 8.7 5.4 44 0.6 46 27
Nederland 0.3 5.2 2.0 9.5 2.3 0.0 0.0 1.9 -3.2 3.7 4.6 3.0
Osterreich forio 14 3.5 4.8 6.3 46 5.8 5.4 5.4 7.2 4.0 34 28
Portugal ‘4. -8.0 8.7 9.4 10.1 35 5.3 10.4 0.0 -4.8 1.2 9.0 12.8
SuomifFinland . . -1.0 2.4 1.2 9.0 14.5 -1.3 145 17.3  -18.1 -6.2 9.8 14.9
Sverige o 0.8 1.8 4.7 3.6 7.7 2.0 -5.2 7.7  -19.2 115 5.4 5.6
United Kingdom ci 1.7 6.1 12.0 14.3 2.1 -2.8 -8.4 0.0 -0.6 2.3 2.2 3.7
(1) Spring 1995 forecasts.

. (2) Excluding former East Gerrnany.

' Source: Commission Services
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Table 7: Statistical Annex
Gross fixed capital formation at constant prices in equipment

(% annual change) 1985 1986 1987 1988 1989 1990 1991 1992 19931994 (1)1995 (1) 1996 (1)
EU (2) 82 35 75 94 95 45 -08 -38 -106 20 92 73
Belgique/Belgie , 23 53 74 181 174 135 50 -62 -123 1.9 100 73
Danmark , 162 166 -89 -86 97 19 05 -134 20 25 77 63
BR Deutschiand (2) 86 37 45 63 88 132 95 -42 -176 31 69 43
Hellas 77 -126 52 84 182 149 49 68 13 41 46 58"
Espafia 85 120 282 176 118 22 25 27 -170 06 74 80
France 92 43 68 104 92 38 -2 -46 58 14 107 100
Ireland ; 74 15 25 10 172 60 -171 49 32 70 95 85
ltalia © 20 25 115 116 49 41 01 19 -156 53 80 7.2
Luxembourg 205 872 187 160 44 60 112 121 100 28 40 30
Nederand . 155 88 04 25 79 37 06 04 -10 08 99 55
Osterreich v 101 39 09 56 83 57 47 09 61 79 85 62
Portugal - o 18 132 251 213 93 63 01 54 -48 53 55 75
Suomi/Finland 89 34 114 114 152 -85 -302 -160 -19.8 220 323 224
Sverige _ 164  -01 116 B84 162 06 -11.9 -160 -147 181 219 143

United Kingdom - 10.6 -1.1 8.1 134 11.4 -43 -10.8 2.7 1.6 4.4 9.9 7.3

(1) Spring 1995 forecasts.
(2) Excluding former East Germany.
.- Source: Commission Services

Table 8: Snapshots ‘
Ranking of EU manufacturing industry by production (2-digit level), 1994 (1)

NACE  Manufacturing sector Production  Employment (2) Extra-EU exports  Extra-EU imports ~ Annual average
(in mio ECU) {(number {in mio ECU) {in mio ECU) growth rate 83
of employed) (% annual change
4100 Food,drink,tobacco industry 472233.5 2330732.7 337831 24162.9 47
2601 Chemicals and man-made fibres  308657.5 1584460.6 67203.1 41034.5 3.9
2500 Chemical industry 298027.6 1539606.9 65867.7 39405.7 38
3500 Motor vehicles and parts 276346.0 1613547.6 45635.6 23948.8 4.5
3400 Electrical engineering 262324.2 2334034.8 58841.5 62355.0 4.4
3200 Mechanical engineering 218421.3 1981316.0 82783.6 34297.7 38
3100 Manufacture of metal articles 174415.2 1986593.9 17119.1 11392.2 43
4700 Paper; printing and publish. 170391.6 1350092.3 12214.2 204555 51 .
1400 Mineral oit refining 139959.4 104742.5 9770.2 12542.6 3'1, .
2200 Production and preliminary )
. processing of metals 119481.1 662374.8 244311 32972.9 18
- 4800 Proc. of rubber and plastics 110963.8 1060345.1 13811.2 10573.3 54 °
£ 2400 Non-metailic mineral products 101371.0 918568.7 10425.1 4840.6 4.5
4800 Timber and wooden furniture 77996.9 846418.0 73013 15525.7 5.7
4500 Footwear and clothing ind. 69166.4 1020098.4 14851.2 26619.7 33
3600 Other means of transport 68807.5 650204.2 26663.0 22000.9 3.7 ¢
3300 - Office and dp-machinery 49074.7 215654.8 14222.6 28529.0 , 44
(1) Estimated.
(2) Number of employees. . .
(3) Calculated using production in constant prices (1990=100).
Source: DEBA
o ¥ e
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Table 9: Snapshots

Exchange rates, 1970-1994 (1)

Source: Eurostat

Table 10: Snapshots
Ranking of EU manufacturing sub-sectors by productlon, 1994 (1)

1ECU= . . ; C s : o . ‘ ‘ :

gational currency) BFR DKR DM DR PTA FF gIRL LIT HFL ESC fUK USD YEN
1970 51.11 7667 3.741 30.67 7136 5678 04259 6389 3700 2938 04259 1.022 368.0
1975 4557 7123 3.049 3999 71.16 5.319 05600 809.5 3,135 31.50 0.5600 1.241 3677
1980 4060 7.827 2524 5932 9970 5869 0.6760 1189.2 2760 6955 05985 1.392 315.0
1981 4129 7.923 2514 61.62 10268 6.040 0.6910 12632 2775 68.49 05531 1.116 2454
1982 4471 8.157 2376 65.34 10756 6.431 0.6896 13238 2614 78.01 0.5605 0.980 2435
1983 4544 8,132 2271 78.09 12750 6.771 0.7150 1349.9 2537 98.69 05870 0.890 2114
1984 4544 8146 2238 88.34 12657 6.872 0.7259 13814 2523 11568 0.5906 0.789 187.1
1985 4491 8.019 2226 10574 129.16 6.795 0.7152 14480 2511 130.25 0.5890 0.763 180.6
1986 4380 7.936 2.128 137.42 137.46 6.800 0.7335 14619 2401 147.09 0.6715 0.984 165.0
1987 43.04 7.884 2.072 156.22 14219 6.928 0.7754 14947 2334 16258 0.7047 1.154 166.6

- 1988 4343 7952 2.074 167.58 13760 7.036 0.7757 1537.3 2335 170.06 0.6644 1,182 15156

© 1989 43.38 8.049 2.070 178.84 13041 7.024 0.7768 15105 2335 173.41 0.6733 1.102 1518
1990 4243 7.856 2.052 20141 12932 6.914 0.7678 15219 2312 181.11 07139 1273 183.7
1991 4222 7.909 2051 22522 12847 6.973 0.7678 1533.2 2311 .178.61 0.7010 1239 166.5
1992 4159 7810 2020 246.98 132,51 6.849 0.7607 15953 2.275 17470 0.7376 1.298 164.2
1993 4047 7594 1.936 268.57 149.12 6.634 0.8000 18412 2175 188.37 0.7800 1.171 130.1
1994 39.66 7.543 1.925 288.03 158.92 6.583 0.7936 19151 2158 196.90 0.7759 1.190 1213
(1) Annual average exchange rate. - ‘;‘ )

NACE Manufacturing sector Production (2) Employment (3) Annual average
growth rate (4)
3510 Man.,assembly motor vehicles 212013 1026 234 4.2
2510 Basic industr.chem.,petrochem. 114 657 530 453 1.3
3440 Manuf.of telecom.equipment 85 986 769 424 4.9
4830 Processing of plastics 83 538 759 541 6.7
4120 Slaughtering,prep.of meat 81897 429 412 5.5
3280 Other machinery & equipment 81 020 704 941 5.7
2570 Pharmaceutical products 73770 398 576 7.9
4130 Manufacture of dairy products 73423 242 769 - 4.0
3160 Tools & finished metal goods 68 419 719 025 N 438
2210 iron & steel industry 57 267 319 540 0.6
3530 Manuf.of parts of mot.vehic. 53012 475 481 5.8
4720 Proc. of paper and board 48 141 375 952 5.5
4530 Manuf.of clothing 45974 721 328 3.2
3450 Manuf.of radios & tv-rec. 43 693 315 529 3.7
3640 Aerospace equipment manuf. 41 164 355 251 3.2
4230 Manuf. of other food prod. 40 883 195 652 741
3250 Machines for iron & steel ind. 40 695 343 603 4.0
4670 Manuf. of wooden fumiture 39324 455 294 5.5
2580 - Soap,detergents,perfume 38 796 186 288 5.8
2240 Production & preliminary processing
of non ferrous metals - 37399 176 833 2.9
2430 Struct.concrete,cement,plaster 30 458 233223 6.9
3240 Machines for food & chem.ind. 30035 257 717 5.7
4710 Manuf.of pulp,paper,board 29 653 157 191 2.5
. 4220 Animal and poultry foods 28 874 86 365 . 24
4180 Bread and fiour confectionery .. 28 365 450 440 6.6
3140 Structural metal products - 27 418 331 361 4.5
4270 Brewing and malting 25 852 121 889 3.1
3460 Domestic type electr.appl. 25 469 211 971 5.3
4210 Cocoa and sugar confectionery 25084 163 057 5.5
3130 Sec.transf. treatm.of metal 23834 321438 4.6
2470 Manufact.of glass & glassware 22 153 220 831 3.6
4110 Manufacture of oils and fats 20011 49715 5.7
3150 Boilers,reservoirs,tanks 19 242 205 131 34
3220 Machine tools working metal 19107 229 467 0.3
4280 Soft drinks,nat.spa waters 19 041 91179 7.8
4360 Knitting industry 19 038 248 440 0.4
4140 Proc.of fruit and vegetables 18 113 129 871 - 4.6
3110 Foundries 17 946 219210 - 2.2
4510 Footwear 17 291 228 037 35
2480 Manufacture of ceramic goods 16 562 210470 37
4320 Cotton industry 16 137 185 425 -1.1
3120 Forging,pressing,stamping 15976 158 855 5.7
3610 Shipbuilding 14 570 177 631 23
3270 Equipm.f.use in spec.branches 14 477 135 052 2.6
2420 Cement,lime,plaster 14 367 71844 - 3.0
o ¥ on
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Table 10: Snapshots (continued)
Ranking of EU manufacturing sub-sectors by production, 1994 (1)

NACE ‘ - Manufacturing sector Production (2) Employment (3) Annual average
growth rate (4)

4630 Carpentry & joinery components 14 188 . . 147 634 6.7 ¢
4240 Ethyl alcohol,spirit dist. 13 839 41 421 3.2
2230 Drawing, cold roiling and cold folding of steel 13423 ) 91837 3.3
2590 Manufacture of other chemical products 12 950 . 80 055 43
3260 Transmission equipment 12 332 129 734 3.6
3210 Agricult. machinery & tractors 12 051 101 859 -0.2
2220 Manufacture of steel tubes 11419 74 157 25
3520 Manuf.bodies for motor vehic. 11 304 111 828 4.0
- 4250 Wine of fresh grapes,cider 10837 51834 43
4310 Woo! industry 10 527 . 111 468 -1.5 -
4160 Grain milling : 10 182 36 052 0.0,
3710 Measuring & precision inst. 9411 ‘ 107 388 35 -
4150 Proc.& preserving of fish 9 354 79 416 5.3
2450 Working of stone and of non-metallic
mineral products 9116 82 642 - 53
4620 Semi-finished wood products 9023 62 788 5.3
3470 Manuf.electr.lamps & others 8987 94 975 - 52
3720 Medical & surgical equipment 8747 109 494 89
3230 Textile machin.,sewing mach. 8 640 : 78 662 1.5 -
4370 Textile finishing 8 524 ‘ 100 185 .09
4330 Silk industry ) ) 8 375 72884 1.6
4380 Carpets,linoleum,floor cover. 7 918 62 275 - 3.9
4910 Manuf.articles of jewellery 7 494 55 411 54
:-3620 Manuf.of railway rol.- stock 7 288 ‘ : 67 968 - 9.4
3730 Optical instr.,photo equipment 6 824 . 76 165 55
2410 Clay prod.for constr.purposes 6312 70 015 4.7
4410 Tanning,dressing of leather 6 185 41 678 -1.1
4940 Toys and sport goods 6 099 60 223 4.1
4610 Sawing and proces.of wood 5690 62 051 3.5 .
3630 Manuf.of cycles,motor cycles S 4719 . 39432 4.7
4170 Manuf.of spaghetti,macaroni 4279 19 003 -0.5
4650 Other wood manuf.(exc.furn.) ) 4 259 ) 46 735 7.8
4420 Leather products,substitutes 3903 : 53 489 3.3
4950 Miscellanious man. indusries 3548 48 262 5.6 -
4640 Manuf. of wooden containers 3464 39 893 6.8
52

4830 Photographic & cinematographic lab. 2766 38763

(1} Estimaled.

{2} In current prices, million ECU.
{3} Number of employees.
{4) Calculated using production in constant prices (1990=100).
Source: DEBA ;
Table 11: Snapshots ' Table 12: Snapshots
Ranking of EU manufacturing industry by value-added . Ranking of EU manufacturing industry by labour costs
(2-digit level), 1994 (1) ; (2-digit level), 1994 (1)
NACE Manufacturing sector {million ECU) NACE WManufacturing sector {million ECU)
2601 Chemicals and man-made fibres 110 472 3400  Electrical engineering 78 763
2500 Chemical industry 106 418 3200 ' Mechanical engineering 66 185
4100 Food,drink,tobacco industry 106 349 2601 Chemicals and man-made fibres 63 026
© 3400 Electrical engineering . 105 948 2500 Chemical industry 61495
3200 Mechanical engineering 86 139 4100 Food,drink,tobacco industry 59 524
3500 Motor vehicles and parts 80778 3500 Motor vehicles and parts 57 885
-8100 Manufacture of metal articles 70 681 3100 Manufacture of metal articles 55 409
4700  Paper; printing and publish. : 64 921 4700  Paper; printing and publish. 41 573
4800 Proc. of rubber and plastics ) 43817 4800  Proc. of rubber and plastics 29 522
2400 Non-metallic mineral products 41913 2400  Non-metallic mineral products 25517
+ 2200  Production and preliminary processin : 2200 Production and preliminary processing
of metals “ 32366 : of metals 23 448
4600 Timber and wooden furniture 27 823 3600 Other means of transport 21126
3600 Other means of transport . 26 119 4600 Timber and wooden furniture : 19320
4500  Footwear and clothing ind. ‘ 22 834 4500  Footwear and clothing ind. 15722
3300 Office and dp-machinery 16 835 1 3300 Office and dp-machinery 10 0680
3700 Instrument engineering 12791 - 3700 instrument engineering 9143 .
1400  Mineral oil refining ~ 10445 - 1400  Mineral oil refining 5547
4800 Other manutfacturing industries 8591 .
4400 Leather and leather goods : 2893
" (1) Estimates. PR L it o (1) Estimates.
Source: DEBA N P e T Source: DEBA
A4 b i1
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Figure 1: Snapshots
GDP by Member State (1)
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SPECIAL FEATURE

A European approach to strategic

alliances

STRATEGIC ALLIANCES: MAIN ISSUES

Much of the debate on the signiticance of strategic alliances
has traditionally been about the supposed conflict between
"competition" on the one hand. and "competitiveness" on the
other.

Free market economics. and much ot both classical and recent
theory on the subject, stresses that wealth creation is driven
primarily by competition within the context of large. free
markets. This idea is at the heart of most anti-trust and mar-
ket-expanding legislation in the developed market economies
and the European Union itself.

However, at the firm level, there are a number of arguments
and indeed a considerable body of literature which suggests
that there may be significant short and even long-term benefits
from allowing some forms of "concentration" to develop.

In trying to resolve this apparent dilemma. it would be helpful
to have a clearer picture of the following issues.

1) What are the criteria for assessing "gains" and "losses"?
How can these be measured, and even if measured, are we
still not in the territory of comparing different categories of
impacts?

Figure 1: Taxonomy of interfirm codperatlbn / concentration

2) Case-by-case judgements do not resolve all the issues at
stake. What is the overall pattern of such agreements? In
general, should agreements be encouraged because they en-
hance competitiveness in global terms? Or should they be
discouraged because they reduce competition? Or instead
should we leave the forces of the market to determine general
patterns and enly intervene on specific cases as the need arises?

3) In many cases there may not be a "trade-oft" at all. If an
alliance allows two firms to survive that might have gone
out of business separately. then the longer term impact of
their association could well be to increase, not decrease, com-
petition.

These issues are critical precisely because of more general
questions that are already enshrined in European policy.

The European Commission White Paper on "Growth, Com-
petitiveness and Employment” ! for example, calls for several
measures which relate to alliances and competition between
firms. These include the recognition that firms engaged in a
number of critical sectors of the economy "come together in
extremely complex groups and alliances” and that, "new bal-
ances must be sought between competition and cooperation”.
More specifically the White Paper calls for "the establishment
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Figure 2: Strategic alliances: competitive position
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of a coherent and concerted approach to strategic alliances”
which prevents the development of "oligopolistic situations
prejudicial to competition” but simultaneously does not go
so far as to disadvantage Europe in terms of world competi-
tiveness.

This study examines a number of key questions which have
an important bearing on the Commission's further delibera-
tions:

1) What is the most useful framework for thinking about
alliances? Are all alliances the same or can they be usefully
categorised into "types"? If so, what difference might this
make in policy terms?

2) Is it possible to make empirical generalisations about al-
liances? This is important because supposed generalisations
directly influence policy debates. For instance, the "supposi-
tion" that European businesses may be less likely to enter
into alliances than, say, Asian ones, may be influencing our
views about the importance of encouraging alliances. Or the
"supposition" that alliances are very frequently motivated by
a desire to collude or share markets may be important in
assessing the stringency of anti-trust regulations. The data
summarised here will help assess the weight which should
be given to these, and similar perceptions, in discussing policy.

3) What can be said about alliance outcomes? Does it matter
whether they are more or less prone to failure than, say, mergers
and acquisitions? Is it possible, and perhaps more useful, in-
stead, to provide managers and policy makers with some guide-
lines about what is more or less likely to lead to success?
And in place of thinking about regulation in terms of a simple
"Yes/No" proposition, can we use the research findings to
suggest a more "conditional” set of approaches to the question?

TOWARDS A USEFUL DEFINITION

Strategic alliances defy single one line definitions, just as
they defy simplistic generalisations of other kinds (see below).
A broad taxonomy of inter-firm cooperation (Figure 1) is a
good place to start. Inter-firm cooperation is a continuum
ranging from "Amorphous" at one extreme to "Mergers" at
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the other. Various types of cooperative intensity occupy the
space in-between.

Empirical evidence from the INSEAD database on Strategic
alliances and from a number of case studies, further suggests
that when an alliance is strategic it demonstrates some or all
of the following main features:

(1) Its "intent" is strategic. That is, the partners mean the
alliance to further some highly important objectives for the
firms concerned.

(2) In so doing, the alliance is likely to exist for a longer
rather than shorter period of time - in practice several years.

(3) There is a specific goal or goals to do with generating
competitive advantage in either products, key activities or
major markets.

(4) Partners often "give up" something important in their own
competence in return for the success of the alliance. For ex-
ample in Airbus the participants no longer individually possess
all the technologies of commercial airliner design. So although
partners may "gain" rewards, they sometimes lose the ability
to operate alone in the longer term.

TYPOLOGIES AND CATEGORIES

Much of the previous thinking on the question of alliances
has been concerned about categorising them into "types". This
has always seemed a promising line of enquiry because the
data on alliances is so large and so "messy" that it has seemed
difficult to think of them in a unified way. Management writers
have suggested a variety of typologies.

. . 2
Lorange, Roos and Simic Bronn~ develop a taxonomy of mo-
tivation for forming alliances depending on the strategic ob-
jective. The four categories identified are:

e Defence

- Company needs to defend its strategically important core
business

- Alliances might be formed for access to new competencies,
new markets, new technology or other specific resources.
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¢ Catch-up
- Company needs to catch-up in a core business

- An alliance can help bolster the firm’s competitive position
and allow it to retain leadership, examples may include access
to new products or markets

¢ Remain

- A company with a leading position in a peripheral business
may use an alliance to extract the maximum value from that
business

¢ Restructure

- Alliances can be used to help restructure and exit businesses
by allowing rationalisation of production capacity, etc.

Game theory has also been used to demonstrate that co-op-
erative strategies can be more successful than competitive
strategies. Axelrod” invited game theorists to test different
strategies in a competitive simulation. The overall winner was
a strategy called "Tit for Tat" which responds positively to
co-operative moves but negatively to competitive moves. The
strategy was further tested in a second, much larger, round
of the game and was again the overall winner.

There is no doubt that alliances are somewhat "in fashion"
at the moment. seemingly with many companies rushing to
form alliances. However, although there may be an element
of fashion now, it is clear that the literature supports the use
of alliance as a means of gaining access to strategic resources.

In addition, successful management of alliances receives con-
siderable attention in the literature. A recurring theme is that

strong, autonomous management is important for success of
the afliance. Management of alliances clearly has great po-
tential for conflict between parents. who may have different
objectives, therefore the stronger and more autonomous the
alliance, then the greater the chance of success.

Killing4 looks in detail at the management structures most
likely to be successful. He distinguishes between independent
ventures which are usually successful (by definition) and those
that are more closely tied to their parents, which may have
shared management or dominant parent management. Shared
management often results in slow and confused decision mak-
ing, whereas ventures which have one of the parents domi-
nating the management of the venture are most likely to be
successful. Only in situations where it is essential for both
parents to be involved in the day to day management of the
venture, i.e. where the skills of both parents are critical to
success, should shared management be adopted.

Partner top management have to be fully committed to the
alliance and set clear objectives for the alliance which are
communicated throughout the alliance organisation.

Understanding cultural differences between partners, and the
more tangible strengths and weaknesses of partners, is im-
portant to ensure that the alliance can benefit to the greatest
extent from its parentage. The quality of the relationship is
important to ensuring success; trust is often cited as an im-
portant factor. The greater understanding of cultural differ-
ences and partner strengths and weaknesses will be important
in helping to avoid breakdown in trust. Development of al-
liances in phases is also recommended as a route to building
trust gradually; as experience with alliances grows between
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partners then the extent and depth of the alliance can be ex-
panded.

Commitment of the best personnel to the alliance can, as
with any business, increase the chance of success. Partners
must resist the temptation to staff alliances with their second
best personnel. The partner will also benefit through the greater
learning capacity of the best personnel. Learning can also be
facilitated through long term commitment of the individual
to the alliance. The western career management system of
continuous rotation can hamper the learning process.

Monitoring the progress of the alliance against objectives helps
alert the partners to changing circumstances which may de-
mand a change in the alliance structure, or indeed withdrawal
from the alliance. Constant monitoring can ensure problems
are avoided; an alliance 1s like a marriage, it has to be worked
at all the time. Exit strategies should be planned at the time
the alliance is formed. Partners need to avoid becoming "al-
liance dependent”, such that they can still continue their busi-
ness without access to the alliance.

There are two main conclusions from the management litera-
ture.

First, the most useful and meaningful framework for catego-
rising alliances is one that depends more on looking at the
purpose or intent of the alliance than at its form or structure,
or indeed whether it involves firms from the same production
and marketing stage (horizontal) or a different one (vertical).
This is discussed in more detail below.

Second, the analysis of the INSEAD database as well as the
case studies, demonstrates that the distinction between joint
ventures, cooperative agreements or other forms and structures
is largely irrelevant to the actual impact or outcome of an
alliance. Differences in treatment by the regulatory authorities
based on structure or form rather than on intent or outcome
are therefore problematic or even confusing.

Through their work looking at core competencies, strategic
alliances and global strategy, Hamel, Doz and Prahalad have

- Figure 4: Strétegic alliances: type of agreement

developed a taxonomy of alliances which is useful in under-
standing where different theories and ideas can be applied
in practical situations.

Alliances aimed at managing maturity and
restructuring

Here alliances are designed to allow reduction of productive
capacity and the orderly restructuring of mature industries.
They are frequently horizontal alliances which could be in-
terpreted as collusive.

The logic of such alliances is essentially the management of
over-capacity or the orderly reduction in scale of “sunset"
industries. In one such alliance, EVC, it seems clear that while
the potential for collusion and anti-competitive behaviour is
real, the critical issues are also related to the logic of re-
structuring. In this instance, the European Commission allowed
the agreement in order to facilitate the restructuring of the
PVC industry in Europe while maintaining its role in the
investigation of alleged price-fixing. The joint venture has
had, on balance, some success in achieving its objectives of
restructuring the PVC industry in Europe, while avoiding a
much more painful and unmanaged reduction in capacity had
it not been allowed.

Broadly speaking, such cases will always involve complicated
trade-offs between permitting otherwise prohibited market
sharing and the difficulties of market restructuring. However,
the alternative to permitting agreements may be the closure
of both parties” business and with a consequent reduction,
not increase, in competition. In this, as in other similar in-
stances, the use of conditional approvals which are time-bound
and performance-related seems extremely sensible.

The other real difficulty with this category of alliance is the
possibility of such agreements being informal or "subterra-
nean". Of course in such cases regulations which depend on
notification are in any case meaningless. The suspicion that
market power may be exercised to the detriment of competition
will always be present.
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Alliances aimed at establishing technical
standards

Where fragmentation of technical standards may prevent or
delay the introduction of a new product or technology. then
alliances may be tformed to establish industry standards and
allow orderly development of new markets. The most com-
monly quoted examples are the alliances designed to establish
a common VCR format.

When VCRs were first introduced, a number of different tech-
nical standards were introduced by companies such as Sony
of Japan and Philips of the Netherlands. However. none of
these standards dominated, VCRs remained expensive and
total market penetration was low. In the late 1970s Matsushita
introduced the VHS tormat which gave the longer play time
which consumers were demanding. Matsushita formed a num-
ber of alliances around the world including those with Thomson
in France and Thorn in the UK which ensured that a number
of manufacturers had access to the technology and key com-
ponents.

The much larger manufacturing volumes ensured that low
costs could be achieved for the key components, thus ensuring
much more rapid penetration of VCRs than would otherwise
have been possible. Thus consumers have clearly benefited
by such co-operation by having access to VCRs earlier than
they would have done otherwise.

An important aspect of this type of alliance is that it alters
the basis of competition from the core technology itself to
other "non-core” product features and indeed, price. This type
of alliance can also eliminate the genuinely economically
wasteful development of different standards.

Not all alliances of this type have been successful. Through
the Japanese Broadcasting Corporation (NHK), the Japanese
government sought to set a technical standard for high defi-
nition television (HDTV); the development effort included

" Figure 5: Strategic alliances

NHK and a number of the major electronics manufacturers.
However, rapidly changing technology and the high cost of
the HDTYV televisions resulted in failure to establish a standard.
In contrast, in the USA, a competition was used to select the
best technical standard for HDTV from a number of competing
consortia.

Alliances aimed at achieving complementary
advantages

Complementary alliances are formed where partners either
undertake different activities within an alliance or collaborate
on one central activity. The partners may be from the same
or different industries. Of course, the partners are able to
undertake specific activities because they have the technology,
assets and organisational ability necessary to execute those
activities.

Very many alliances have partners from the same or related
industries undertaking complementary activities. Examples in-
clude "technology for market access” alliances which are very
common, as well as OEM supply agreements. From a policy
perspective, a key issue is how close the shared activities
become and therefore whether the alliance etfectively reduces
competition.

Alliances which genuinely share different activities would
not usually be considered anti-competitive provided that there
is no evidence of collusion in the end product market.

A less traditional use of alliances is for un-related industries
to collaborate in the development of new product types or
even completely new industries. The most commonly used
example is the convergence of computers and communications,
e.g. the use of software in PABX exchanges. Here, alliances
have been used to combine the different technologies needed
to create new products and even establish a new industry.
The ability to form alliances of this nature is core to the
competitiveness of emerging industries. This is an example
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Figure 6: Alliance typology: summary of key issues

Type of alliance

Purpose/intent

Regulatory questions

Measurement issues

Industries

Managing maturity /

Capacity reductions;

Balancing potential for

How to measure

Mature, end of life

. restructuring orderly restructuring; collusion against need market power; how cycle industries. Social
changing competitive for change in to monitor and employment
structure industrial structures "subterranean" agreéments impacts likely to be

important, especially .
in specific regions
Establishing Creation of technical Balancing potential Recognition of need for Usually "sunrise”
standards standards for products for collusion against standards; balancing or embryonic
and processes; need to encourage new market creation against industries
changing the basis markets potential for abuse
of competition
Achieving Achieve fairly rapid Complex cooperation / Inherent complexity of Probable coverage
complementary competitive advantages of competitive industry industrial structures nowadays of most
advantages scale, specialisation structures, biurring makes traditional rules industries at most

i edges of corporation of thumb (e.g. degree phases of product

& of concentration) obsolete. life cycles

: o ‘New measures needed

Learning Often "pre-competitive” Should public authorities How to assess effectiveness;  Should focus on
or "catch-up"; strong intervene at all? how to pick winners technologies
R&D focus aimed at Should such alliances be not losers? -and processes as
developing core encouraged as a key part " well as industries
competences " of industrial policy? '

Source: Author

of a situation where alliances can be economically more ef-

ficient than arm’s length economic transactions as the work
. bl

of Balakrishnan and Koza™ demonstrates.

Such alliances represent the great majority of strategic alli-
ances. Figure 2 shows that explicitly "complementary" alli-
ances (between firms in different industries) reprcsented about
30 % of all alliances in the period 1986-1993. Alliances be-
tween "rivals" (firms in the same approximate industry) - the
largest single category - include a majority whose "intent"
was to achieve complementary advantages.

For example, in the case of the advertising agency Publicis,
the company had several choices in implementing a growth
strategy. It could have allowed itself to be bought, but this
was not acceptable either to the owners or management.

A second alternative, that of buying another agency was dis-
carded because the company would have had to stretch itself
financially, putting the rest of the group at risk.

Unwilling to be bought and unable to buy, Publicis decided
to form an alliance with FCB. It seemed clear that from a
strategic point of view, the alliance seemed "a good fit." Pub-
licis was the largest agency in France, with a successful Euro-
pean network; FCB was strong in the United States and Asia,
but its presence in Europe was negligible. The client portfolios
were complementary: besides Nestle, the two agencies shared
SC Johnson and Colgate-Palmolive. In addition, there were
few competing clients, an important consideration since many
advertising industry joint ventures had run into difficulties
because clients were unwilling to deal with an agency which
also served a competing brand.

Figure 3, showing the relationship between the intensity of
alliances by sector and the intensity of R&D, adds further
weight to the view that most alliances are formed to solve
real competitive problems (sharing R&D or production "ef-
fort") rather than to engage in explicitly collusive behaviour.

36 o

An additional consideration is the fact that many alliances,
especially successful ones, evolve and change over time. In
Airbus, for example, the participants began with competencies
in all aspects of aircraft design and manufacture. Over time,
and because of specialisation, participating firms could no
longer sustain all the skills necessary to build high performance
commercial aircraft. What was once a "horizontal" alliance
may now be a "vertical" one.

In most cases, there is more variation in the relative degree
of success or failure than in the degree of threat to the public
interest through collusion, price-fixing or anti-competitive be-
haviour.

To take another, example Corning’s skill in forming and man-
aging alliances effectively has given the company the ability
to leverage technical development rapidly and widely. Such
an ability, might, in some circumstances, enable the lead part-
ner to exert undue market power, especially where competition
is restricted through natural or legal monopolies. An example
with some potential for this was the situation involving agree-
ments between Corning and the European cable manufacturers.

These agreements were designed to develop and exploit the
development of fibre optics. The cable companies were es-
sentially sole suppliers to monopoly telecom operators in each
of the major European countries. Corning initially formed
joint development agreements in 1973-74 with each of the
European cable companies, with the purpose of developing
the cabling technology necessary to use fibre optics in practical
situations.

Between 1975 and 1978 Corning also formed an exclusive
distribution agreement with each partner for the sale of optical
fibres in their respective countries. The agreements also al-
lowed Corning to sell directly in each country. The main
reason for offering exclusive agreements was to ensure the
interest of the European manufacturers.
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These agreements were further developed during the early to
mid 1980s into manufacturing agreements with each of the
partners. In 1981 Corning formed a 50/50 joint venture with
BICC in the UK as an unlimited partnership called "Optical
Fibres" and a 40/60 joint venture with Compagnie Financiere
pour les Fibres Optiques in France, called "Fibres Optiques
Industries”. The joint venture with Siemens (Siecor) was also
expanded to include a 50/50 manufacturing agreement in 1985.
In addition, Corning were licensor to one of Pirelli’s three
factories. Through these agreements, Corning developed con-
siderable strength in the European market.

The underlying reason for Corning’s strong position in the
European market was built upon the optical fibre technology
that Corning had been the first to develop. However, the use
of exclusive distribution agreements had the effect of increas-
ing Corning’s influence in each individual market, eliminating
any potential competition in the manufacturing and marketing
activities of the joint venture companics.

In this instance. the outcome of what were originally technical
and market access agreements, might have been to significantly
leverage Corning’s technological advantage into significant
market power. The nature of the industry with regulated mo-
nopoly telecom providers was also a significant multiplier.
This is one example where the use of alliances showed some
potential of developing into an anti-competitive situation,
hence the European Commission decided to reduce Corning’s
power while still allowing an important new technology to
develop. The Commission gave Corning the option of with-
drawing from all but one of the joint ventures or moving to
a minority voting position in all of them. Corning chose the
latter option.

In such cases, competition is maintained if the "end product”
markets retain competition. Although this conclusion begs the
question of how this degree of competition should be measured
or ascertained, it seems that the principle at leastis clear. Moreover,
it is certainly possible to show that competition was increased
relative to the prior situation in the case of most of the alliances
reviewed in depth. However, it does not necessarily follow, that
other options may have existed which would have allowed com-
petition to develop even further.
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Learning alliances

Global competitive advantage is increasingly dependent on
the development and exploitation of core competencies. Core
competencies are the core technologies, skills and abilities
which define the corporation’s competitive ability. As such,
competencies are difficult to acquire in the short-term. Even
if competencies are available through acquisition, it is some-
times difficult to transfer knowledge and learning from an
acquired company.

Alliances are a route through which corporations can acquire
new learning. Increasingly. the objective of alliances is to
acquire new skills by learning from partners. An example of
a learning alliance may be the Rover-Honda alliance in which
Rover was given an opportunity to improve its manufacturing
skills in return for providing Honda with European production
capacity and access to distribution.

Honda also had an opportunity to learn from the alliance.
Honda's core technical competence is well known to be in
engine and other powertrain components. Like most Japanese
automotive manufacturers, Honda's abilities in chassis engi-
neering were less well developed because the driving condi-
tions in Japan and the USA are relatively undemanding
compared to Europe. Honda needed to develop the ability to
engineer cars for the European market if it was to become
a truly global automotive manufacturer.

Although the complementary nature of the alliance was prob-
ably the most important reason for its formation, the ultimate
success was due in no small measure to the intent of both
partners to learn from each other. Indeed with complementary
abilities, it is almost inevitable that one of the potential out-
comes of such an alliance will be significant learning for the
partners. It seems that in this case, the learning intent was
recognised and deliberately developed and became a defining
feature of the alliance.

In the INSEAD database, it is possible to track alliances that
have strong "learning" agendas by looking at those which
involve development. These are defined as alliances designed
for pre-competitive and basic research, as well as product
and component development. Alliances that explicitly address
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Figure 8: Strategic alllances: number of agreements by type
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development account for 25 % of agreements in the period
1986-1993 (see Figure 4).

Learning alliances are essentially about gaining or enhancing
the core competencies of the organisation. As such they are
frequently "pre-competitive" in nature and include pro-
grammes such as Europe’s ESPRIT and Japan's VLSI pro-
grammes. Although the latter have strong governmental inputs,
many learning alliances exist at the initiative of firms them-
selves.

In several case studies which involve learning, the European
partner in each case probably learned as much or more than
the non-European partner (although other benefits from the
alliances were more equally shared). Other evidence suggests
that where "learning" is an explicit goal, European firms can
be as effective in this regard as any other nationality (e.g.
Thomson’s learning of micro-mechanical technology from
JVC). However, studies of Asian firms’ attitude to collabo-
ration suggest a far greater "learning orientation” on their
part. In other words, learning depends on whether managers
explicitly see collaboration as a learning device.

In addition, there is little very serious evidence that alliances
on balance favour non-European companies or result in general
in unwanted or undesirable transfers of knowledge to non-
European companies. Although this may happen in specific
instances, it seems that the opposite is about equally likely
to occur. The critical questions are about management’s ori-
entation to the process.

Furthermore, as Figure 5 shows, there is nothing inherent in
the proportion of alliances between firms from the major eco-
nomic blocs which suggests that European firms are funda-
mentally missing out on learning or alternatively giving too
much away.

The arguments set out in this section are summarised in Figure 6.

MAIN TRENDS IN ALLIANCES

Alliances continue to grow rapidly in the world economy as
a major tool of strategic management for companies in almost
all industries and most major trading blocs (see Figure 5).
In the face of these trends, it is probably meaningless to ask
whether alliances should or should not be encouraged or indeed
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whether they are "good" or "bad". The fact is they are now
an established and major feature of the business landscape.

For this reason, it may no longer make much sense to keep
looking for any broad generalisations about alliances. Sim-
plistic generalisations are almost certain to be misleading be-
cause of the multiplicity of counter examples.

First, there is little or no evidence that Europe is in some
way "missing out" or "losing ground" in terms of propensity
to alliance behaviour. About one-quarter of the agreements
in the INSEAD database involve intra-EU agreements while
about another 40 % involve Europe plus another partner. A
growing number of alliances involve a European plus another
non-US, non-Japanese partner from Asia or East or West
Europe.

Second, the sectoral pattern as well as the "drivers" of alliances
have changed considerably over time. Early adopters of al-
liance behaviour tended to concentrate in automobile, aero-
space and other similarly capital intensive industries. More
recently, we observe alliances spreading to other sectors es-
pecially services and electronic components (Figure 7).

Third, these changes are accompanied by changes in the nature
of alliances (see Figure 8). Whereas in the early 1980s, (Phase
I), "development" was the most frequent reason for entering
into an alliance, by the mid 1980s (Phase 1I) production sharing
agreements were more common. Most recently (Phase III)
there has been a remarkable upsurge in alliances focused on
marketing as more service oriented businesses have become
global players and improvements in computer systems and
telecommunications have facilitated worldwide coordination
of activities on a day-to-day basis (e.g., airline and hotel res-
ervations systems).

Fourth, agreements do not appear, in the vast majority of
cases, designed to reduce competition or increase collusion.
"Complementary" alliances which are between firms in dif-
ferent product/market segments and tend to emphasise new
product development are now 30 % of the total in the INSEAD
database for the period 1986-93. Even alliances between "ri-
vals" are usually of a developmental nature.

Of course, this does not mean that regulatory authorities do
not need to remain diligent and continue to monitor, or if
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necessary, bar, agreements which reduce competition. But it
strongly suggests that alliances, in general, do not seek to
reduce competition as a primary goal, or have that result in
the majority of cases.

The evidence also suggests that alliances are about as likely
to occur in economically "stronger" as in economically
"weaker" segments of the economy. According to a classifi-
cation by DRI of segments defined by whether they are eco-
nomically "stronger” or "weaker”, roughly 45 % of agreements
have been in the "weaker" segments and 55 % in "stronger"
ones (Figure 9).

In terms of industrial policy, there is an interesting comparison
to be made between sectors which are generally weaker but
also alliance intensive versus sectors which are weaker but
where alliances are less common. The evidence suggest that
alliances are frequently a beneficial strategy for "weaker" firms
(GE SNECMA, Honda Rover). This view is strengthened by
other examples such as Toyota/GM, Thomson/JVC, etc. Pro-
vided that alliances are well managed, they can provide life-
saving advantages for the weaker, as well as benefits for the
stronger, participants.

MANAGEMENT ISSUES

Alliances pose particular difficulties in terms of management.
Their complexity, relative to the comparatively straightforward
merger or acquisition of one company by another - which
results in a single, wholly owned, corporate structure - requires
that extremely careful consideration be given to the way in
which the alliance is structured and managed. If the manage-
ment approach is unsound, the alliance is likely to founder
and, indeed, management complexity is often cited as a reason
for the relatively high failure rate perceived in alliances®.

As described earlier, the structure of alliances can take many
forms, ranging in fact from informal agreements, through con-
tractually based arrangements including licensing, to formal

Alliances in Relation to "Weight" in Economy i

 High Intensity
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joint ventures. However, within the joint venture format, many
management possibilities still exist. For example:

* What should be the proportion of ownership by the inter-
ested "parents"?

» Should the joint venture be a new stand-alone venture, or
can it be "carved out" organisationally from "pieces" of
the parents’ existing structures?

o How should it be staffed, with new managers or secondees
from the parent organisations?

e What form of governance and control should be adopted
- relative autonomy via an overseeing board or a more
directly "operational” link to executives in one (or both?)
the parents?

The most important factor to consider in reviewing policy
towards a particular alliance is the intent underlying its es-
tablishment. In many cases, it may be that some aspects of
the alliance carry potential for counter-competitive or collusive
activity. However, it could be considered that on balance, the
introduction of new technologies or new entrants into the
market via the alliance is a more than offsetting factor, provided
the objectives or intent of the alliance are effectively fulfilled.
For example, this was clearly the case in the Honda-Rover
alliance and the Corning optical fibre alliances. In other cases
potentially positive results may founder as a result of faulty
implementation. This may well have been the case of
AT&T/Olivetti, where the alliance clearly had the potential
to strengthen Olivetti’s position as a viable competitor in per-
sonal computers, with a strong position in the economically
crucial North American market, based on AT&T’s support
there. In practice, however, this alliance did not prosper. The
reasons appeared to relate to unclear management objectives
and structures, and cultural incompatibility between the alli-
ance partners. As a result of this, some years of alternative
independent development were "missed" by both parents. For
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Figure 10: Stralegic alliances: critical success factors

Success more likely

Success less likely

Background variables

Strategic focus Development challenges
Alliance seen as dynamic and long term
..Management structures Simple
bil Autonomous
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Learning orientation
Strong commitment at senior level

Source: Author

example, key skills and capabilities in North American mar-
keting and sales which might otherwise have been built up
by Olivetti - say by organic growth or other means - were
not developed during the high growth phase of the market
in the mid 1980s. As a result, therefore, of trusting this de-
velopment to AT&T’s role in the alliance, Olivetti was left
without a comfortably viable North American market presence.

Because of the significance of the link between intent and
management execution, it may well be, in cases involving
different trade-offs in assessing the balance of public interest,
that it is important to develop and maintain some insight into
the management structure and processes being adopted by
the parents and within the venture. It may be helpful to consider
as a guide the following management principles gleaned from
case studies performed within the current work. Inputs from
public presentations on this topic by Corning, generally ac-
knowledged to be one of the most effective operators of al-
liances internationally, were particularly helpful in compiling
this list:

¢ Partner compatibility, mutual trust and commitment
Both must be interested deeply in the success of the alliance
and benefit from that success ("no winners, no losers")
Perhaps paradoxically this can be helped by equal enterprise
shares ("50/50") rather than one partner taking a majority

o Partners should make comparable business contributions
to the venture
For example, both bring key skills or capabilities, not "just
money"

» Strong management, with autonomy, focused on the success
of the new enterprise - not on their individual parent’s
success
If "seconded" into the enterprise from one or other parent,
this should be permanent - a "one way ticket" - rather than
for a limited period

Finally, most successful proponents of alliances agree that
since no one can ever foresee in advance all the issues that
will affect an alliance and its success over (ime. Patience,
flexibility and mutual understanding are vital management
success factors!

The discussion in this section is summarised in Figure 10.

CONCLUSIONS

Strategic alliances now cover businesses in almost all eco-
nomic sectors. Even in parts of the economy which have not
had much alliance activity, such as services, international
groupings are forming with tremendous speed.

New markets / geographies
Explicit criteria for partner choice

Same markets / geographies
Partner choice serendipitous

Business as usual
Alliance intent fixed

Complex

Seconded for short period
Unequal rewards

Product orientation
Ambiguous signals

The main drivers of this are increasing globalisation of markets
and competition. But two additional key factors are emerging.
First, the power, speed, and low cost of networking computer
systems permits a degree of business coordination never before
possible (e.g., hotel or airline reservation systems). Second.
new market opportunities are rapidly emerging with the con-
vergence of previously distinct business segments (e.g., media,
telecoms and IT to create multimedia).

In fact, the "logic’ of alliance behaviour is changing. Whereas
in the past, the purpose of alliances was often to share the
burden of high capital or R&D costs in industries like auto-
mobiles and aerospace, many recent alliances are service ori-
entated with strong marketing and development agendas.

Because of this, and because the geographic spread of alliances
is broadening to include multicultural deals with companies
from different linguistic and historical background. alliances
are frequently much more complicated and difficult to manage.
The challenge for European managers to collaborate success-
fully with firms not only in Europe, but also with non-western
firms, is particularly great.

Meanwhile, strategic alliances continue to challenge the as-
sumptions of free market economics. Partners may well be
rivals in similar product-market segments; partners in one
business may be rivals in another. These complex webs of
interlocking relationships will in all probability continue to
grow in importance and pose even greater conundrums for
both managers and policy makers.

' Growth, Compelitiveness, Employment: The Challenges and
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ning vol. 25 no 6 1992

" "The Evolution of the Corporation" Basic Books, New York,
1984

* "How to make a Global Joint Venture Work" Harvard Busi-
ness Review, May - June 1992

% "Information asymmetry, adverse selections, and joint ven-
tures" INSEAD working paper 90/32/0B

6 Strategic Alliances: "Guidelines for successful management”
- The Conference Board Report 1028

Written by: Braxton Associates, Horack Adler and Associates, Prof. Deigan
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SPECIAL FEATURE

Typical forms of transnational invest-
ments by EU firms outside the EU

Despite an acceleration over the past 2-3 vears, foreign direct
investment by EU firms in the developing regions of the world
still only represents a verv small share of total EU foreign
direct investments. Transnational involvement of EU compa-
nies outside the EU can, however, take very different forms,
not all of which involve financial transfers in the form of
direct investment. Among the other less- or non-equity forms
of transnational expansion, are international strategic alli-
ances, licensing agreements and subcontracting. Some of these
correspond to expansion moves by EU firms in regions that
cannot easily (or competitively) be served through exports,
while others actuallv correspond to ‘“relocation moves” of
EU firms in non-EU countries.

This study seeks to quantify the extent to which the EU firms
transnational development strategies may have reduced pro-
duction and employment in Europe by “relocating™ production
activities in other parts of the world, by:

« analysing the various forms that strategic "relocation” and
other co-operation moves involving EU firms in non-EU
countries have take in recent years;

Table 1: Main reason for seleéting one form of transnational investment over another

Form of expansion Main advantages

o analysing the sectoral differences, if any. in the typical
forms taken by transnational investment by EU firms in
non-EU countries;

« identifying the main differences in the pattern of these stra-
tegic moves by region of destination.

The following five forms of transnational expansion are con-

sidered in the analysis:

o Greenfield investments

¢ Mergers and acquisitions

« Joint ventures

¢ Licensing and franchising agreements

» Subcontracting arrangements.

There is no one-to-one relationship between the above clas-
sification and different motives for the transnational moves.
In all of the above cases, the transnational expansion move
by the European company can correspond both to the relocation
of an activity previously undertaken within Europe, or to an
international expansion move (aimed at serving foreign mar-
kets). In both cases. however, there can be spill-over effects

Conditions under which strategy is to be preferred
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new operation

Jerie i Gives access to resources that may not

be available locally
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Acquisition / merger
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on activity and employment in Europe, which will also be
assessed here.

FORMS OF TRANSNATIONAL EXPANSION

This section briefly reviews the regional and local factors
which influence the relative attractiveness (and profitability)
of different forms of transnational investment.

Table | presents the different forms of investment that can
be chosen and reviews the conditions under which each strat-
egy is likely to be preferred to any of the other transnational
investment strategies considered.

Greenfield investments

Greenfield investments are a good way to expand in foreign
markets when either one or a combination of the following
conditions are met:

¢ there is no risk of excess capacity either in that market or
at world level;

o there are no cultural or regulatory barriers that make it
difficult for a foreign company to operate in this market;

o the production activity requires certain skills or inputs that
are not currently available within the local economy, and
which have to be imported (whether technological equip-
ment or human skills).

An important characteristic of this forms of investment strategy
is that the parent company retains full control of the operation.

Mergers and acquisitions

In contrast to greenfield investments, mergers and acquisitions
(whether 100 % or majority acquisitions) present the following
advantages:

s they give easy (and rapid) access to new production ca-
pacity;

» there are less risks of overcapacity than with a greenfield
investment;

e the acquisition can give the parent company access to tech-
nology and production experience within the country of
operation;

s the acquisition can facilitate R&D, enable sales maximi-
sation or result in an immediate expansion of market share
(in other words, enhance market power).

Moreover, in the case of an acquisition the investing company
often benefits from tax advantages, at least in the first years
following the investment.

One of the main advantage of mergers between two companies
on an existing market is that they can generate savings from
economies of scale (in production, transport, procurement,
or from spreading of fixed costs), from economies of scope
(from producing more than one product together) and from
the rationalisation of administration and/or management. When
taking place within a single country or region, mergers also
permit savings in stock management, reduce downtime risks
and eliminate duplication.

In the case of transnational mergers, economies of scale in
production and transport are typically less important but the
other factors (economies of scale in procurement, economies
of scope,...) still play a role. From the point of view of the
acquired company, being merged into or acquired by a (foreign)
company can also be a means to secure inputs that were difficult
to obtain due to a shortage of foreign exchange for imports,
or that were subject to important price fluctuations. This latter
factor explains several acquisitions in Africa, for instance,
and in the basic metals sector. Of course, in all cases, increasing
in size or simply changing ownership may enable the new
company to raise capital more easily or to reduce interest
costs, in addition to obtaining better prices from suppliers.
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Joint ventures

Here, joint ventures are taken to include any arrangement in
which the operation of two or more firms are partially but
not fully functionally integrated. The existence of equity stakes
is thus not necessary, so that both contractual ventures and
strategic alliances are covered. Ad-hoc agreements are ex-
cluded, however.

Joint ventures present many of the same advantages as M&As,
generally at a lower cost. Joint ventures have the additional
advantages that they allow to spread risk even further, can
be more limited in scope and more flexible in nature, and
that they make it possible to build a multiplicity of links
with other companies as necessary. Hence, joint ventures tend
to be preferred over M&As when the risk associated to an
acquisition in an unfamiliar environment looks too high com-
pared to the price of the acquisition.

The disadvantage of joint ventures over acquisitions, however,
is that the parent company has less control over the new
venture. Joint ventures are also typically more difficult to
manage than mergers, because of lack of clear authority, of
relatively high costs of coordination and sometimes conflicting
objectives and interests. Non-equity ventures also tend to re-
duce the commitment of the participants to the success of
the venture. This has negative spill-over effects on their du-
ration and on their overall success rate.

Joint ventures tend to be preferred by SMEs who do not have
the critical size or the financial means to undertake an acquisition
nor are willing to take the risks of a setting-up a greenfield
operation. In contrast, large companies will generally prefer to
take a minority (or majority) stake in a new business, in order
to have better control of the new operation.

Both greenfield investments and M&As represent an invest-
ment by the acquiring firm, and are thus included in the sta-
tistics of foreign direct investment flows that are available
through various sources. In contrast, joint ventures do not
necessarily have an equity component and, when they do,
the "financial" involvement is typically less than in the case
of an acquisition.

Minority acquisitions

In economic literature, the view is that a firm will prefer to
detain a majority stake in a company when control over a
resource commitment is highly valued and the firm perceives
that it can absorb the transaction costs of acquiring and moni-
toring that control. In practice, however, the preference for
one form over another (i.e. for a majority versus a minority
acquisition) depends on the nature of the business and the
capabilities of the firms in presence, rather than on broader
geographic, cultural or other aspects.

Because the spill-over effects on employment and activity in
Europe depend on the relative importance of the foreign ven-
ture rather than on the share of ownership of the parent com-
pany, in this study we will not differentiate systematically
between minority and majority acquisitions.

Buyer/seller arrangements

Licensing and franchising agreements and subcontracting ar-
rangements, are often referred to as "buyer seller" ventures.
Such agreements do not imply equity transfer and often involve
companies at different stages in the value-added chain. To
some extent, they are thus alternatives to backward vertical
integration.

Depending on the nature of the buyer/seller agreement, the
rights, risks, responsibilities and potential returns for the in-
vestor vary.

There are essentially two broad types of buyer-seller ventures:
licensing and franchising agreements and subcontracting ar-
rangements.

3
‘én wA M A



Share in EU
Employment

““Importance of
transnational activities

in sector

Energy (1)

Moderare, mainly for mtamarmna/ axpanslon

important, mainly for intermnational expansion g
__J Very important, mainly for intemational expansion

Moderate, mainly relocation of activity
- O@ lmpm‘anr mainly rslocanon of achvny

Licensing agreements involve the transfer by the licenser
(called here the “parent” company) of a right to use a specific
piece of proprietary technology (for instance a patent) relevant
to the production of a given product. Although the licensee
(the user of the license) is usually responsible for the pro-
duction, the agreement generally gives the parent company
some control over the use which is made of the license to
ensure that his own competitive position is protected. Such
control may apply to the sourcing of inputs (from the patent
company or one of its subsidiaries), to the production methods,
to the use made of the technology and/or to the markets than
can be served. The usual payment for a license is a fee or
royalty based on the volume or value of the output which

embodies the information and knowledge provided by the
license.

Franchise agreements are in many ways the extension to the
services sectors of license agreements in manufacturing. Fran-
chise agreements typically specify extremely detailed require-
ments and conditions, for example with respect to quality
control, which the franchiser expects the franchisee to observe.
Franchise agreements are common in the holels, restaurants
and catering sector (hotel chains, McDonalds, etc..) as well
as in the retail trade sector (specialised cosmetics stores such
as the Body Shop, toy stores, etc.). As in the case of licensing,
the terms of the franchisc agreement will normally allow the
contractor some control over the deployment of the transferred
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rights. Payments typically consist of a lump sum payment
from the franchisee to the franchiser plus a fee based upon
unit sales.

Subcontracting agreements cover loser types of contractual
relationships between the contractant (or "parent” company)
and the contractor. These are arrangements according to which
the buyer (in our case the EU firm) specifies what he needs
from the supplier, and accepts or rejects the product once
manufactured according to whether or not it meets the agreed
specification. Some subcontracting relationships thus involve
a detailed and on-going interface between customer and sup-
plier, which can include the provision of information and/or
financial assistance by the contractant, advice on methods,
pricing, component sourcing, testing procedures, costing etc.

Subcontracting agreenients are typical of the textiles & cloth-
ing sector and of automotive and aerospace component manu-
facturing, amongst other.

REGIONAL DIFFERENCES IN THE PREFERRED
FORMS OF TRANSNATIONAL DEVELOPMENT

The transnational expansion of companies from industrialised
countries into other regions of the world has taken many
forms, with no obvious dominance of one form over another.
When considering the typical transnational strategies by re-
gion, however, distinct patterns emerge which are illustrated
in Figure {. Whereas in North America the main form of
transnational expansion by EU firms in the past has been
majority acquisitions, followed at a distance by joint ventures
and greenfield investment, in Japan there have been very few
acquisitions - whether majority or minority acquisitions - and
the bulk of the transnational development has been through
joint ventures. In developed Asia, the dominant form of in-
volvement has either been through majority ownership and
greenfield investment, or through subcontracting and licensing
agreements. The situation in the less developed world is still
different, with Latin Amertca (where the history of building
relationships is older) generally following the same pattern
as developed Asia, Africa seeing a dominance of majority
ownership and Eastern Europe seeing a dominance of non-
equity forms of involvement, followed by majority acquisi-
tions.

The lack of a consistent pattern of transnational development
across all the world regions reflects the fact that, both in the
developed and in the developing countries, there is a multi-
plicity of empirical factors which influence the type of strategy
that ought to be chosen by a given firm. Moreover, as most
of these factors are dynamic, not static (for instance, changes
in the regulatory environment, in the rate of growth of the
market, in political or socio-economic factors), the transna-
tional expansion strategy that will yield the highest returns
will itself tend to change over time.

In general, one can say that strategic alliances (joint ventures)
and majority acquisitions have dominated transnational de-
velopment strategies of EU firms into the industrialised coun-
tries. Indeed, where such alliances involve companies at similar
levels of development or companies originally involved in
different markets, they often bring technological cross-fertil-
isation as the technologies originally developed by one in-
dustry are increasingly applicable to other sectors. In some
cases, the joint ventures and other forms of strategic alliances
also reflect a need to break anti-monopoly laws (as in the
US), or to consolidate manufacturing production to gain com-
petitive advantage in regional (essentially local) markets.

In the developing countries, the key market factors which
influence the preferred form of investment are:

« the present size and distribution of firms in the economy:
e the ownership structure of firms in the market:

e the degree of technology intensity of the sector.
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Many developing country markets are, indeed. characterised
by:

¢ a high degree of state involvement in industry (there are
very few public limited companies accessible to outsiders);

¢ a relatively small number of medium-and large-size firms
(most are small family owned businesses):

« a high concentration of ownership amongst the interesting
target companies (groupings of family controlled companies
which control a relatively large share of industry are com-
mon in some developing countries).

Greenfield investment has thus been an important form of
transnational expansion by companies from the industrialised
countries into the developing countries. One exception is the
technology intensive industries where joint ventures dominate.
There is, in fact, a high concentration of joint venture agree-
ments involving firms from both the developed and the de-
veloping countries in sectors such as electronics and electrical
engineering, fabricated metals, chemicals, automotive and in-
dustrial supplies, as well as in the food, machinery and tools
sectors. In the less technologically advanced developing coun-
tries, however, joint ventures have been confined to a few
industries such as the pharmaceutical, agri-food or mining
sectors.

Although industry structure factors would give the preference
to greenfield investments in most sectors and to joint venture
agreements in the more technology intensive sectors. in prac-
tice there are other factors which have come into play and
have influenced the selected form of transnational involve-
ment. In Asia, for instance, take-overs have tended to dominate
because of the difficulty in gaining access to the market through
other means. In Latin America, the possibility for foreign
companies to make debt/equity swaps and the privatisation
programime has shifted the balance in favour of M&As. The
same applies to the countries of central and eastern Europe
where the privatisation programmes under-way have put a
lot of companies on the market for potential EU and other
acquirers.

SECTORAL DISTRIBUTION OF EU FIRMS’
TRANSNATIONAL INVESTMENTS

Figure 2 shows the sectoral distribution of the world’s top
100 non-financial transnational corporations, based on foreign
assets held in 1990. Figure 3 illustrates the degree of inter-
nationalisation of these top 100 transnational corporations,
by showing the proportion of these firms’ total assets that
are not in the home country, while Figure 4 shows similar
figures for employment (i.e. the share of these companies’
employment which is not located in the home country).

Based on the total value of foreign assets. the sectors which
dominate the ranking of the top 100 transnational companies
are petroleum refining, motor vehicles & parts, electronics
and chemicals, in that order.

This distribution partly reflects the relative size of these sectors
in world markets and the degree of concentration in each of
these sectors. Among the 16 sectors which have representatives
in the list of top 100 world transnational companies, those
which are most "internationalised", i.e. those which have the
highest share of foreign assets as a percentage of total assets,
are printing and publishing, followed by rubber and plastics
processing. pharmaceuticals, and food and drink (Figure 3).
With a few exceptions, the share of foreign employment in
total employment is similar to the share of foreign assets in
total assets (see Figure 4), the exceptions being the trading
sector, the food and drink and the electronics sectors. where
the share of foreign employment is higher than the share of
foreign assets. In contrast, in the printing and publishing sector
the proportion of foreign employment is less than the share
of foreign assets in total assets. indicating a tendency to main-
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tain the "labour intensive" activities (journalists, writers, mar-
keting) within the domestic economy.

In summary, the observed differences in the forms taken by
transnational investments across sectors and regions typically
reflect:

» differences in industry structure or in the degree of con-
centration of companies in the market (if a market is small
and there is already one large supplier or potential supplier,
the potential benefits of market entry by a new firm are
low);

« the degree of reliance on local sources of inputs - be they
material inputs, human capital or physical capital;

» the degree of government involvement in that sector;

» regulatory barriers and differences in attitudes towards for-
eign firms in the country of destination.

The next section analyses the forms taken by EU transnational
investments by sector. The analysis below covers the ten manu-
facturing and resource-based sectors in which the transnational
activity has been particularly important.

Energy

Because of its heavy reliance on local input sources, the energy
sector - and, more specifically, the petroleum refining sector
- is one of the world’s most transnational industries. About
45 % of the total assets of the world’s top 12 petroleum refining
companies are held abroad.

During the 1980s, the stock of FDI in energy in the developing
countries grew rapidly - in fact, it grew faster than in any
other sector - due to the combined effect of intense merger
activity and a search for safe investment locations. This partly
reflected the high degree of uncertainty which prevailed in
oil markets, which caused many oil companies to diversify
geographically to spread risk. Some oil companies also di-
versified horizontally, for the same reason, taking stakes in
mining for instance (such as British Petroleum). Most of this
investment was directed towards Africa and the Middle East.

In more recent years, however, foreign investors’ interest in
the energy sector has shifted to central and eastern Europe.
in particular to the former USSR where EU companies are
developing activities in petroleum exploration and exploita-
tion.

In this sector, low equity forms of transnational investment
are commonplace for new investors (such as Germany or Ja-
pan), to reduce risk. In petroleum refining for instance, suc-
cessful transnational operations have been established in many
developing countries through turnkey and engineering con-
tracts. UK investors, however, which have a long history of
investing in the energy sector, generally have a majority or
full ownership.

Mining and metals

Mining is also a sector in which transnational investment
reflects the need to have access to a natural resource. The
EU metal producers have long been involved in transnational
activities, both to ensure long-term access to mineral supplies
for processing into the EU market and to serve growing local
market demand.

Although the sector itself is highly internationalised, the rela-
tive importance of transnational activities in mining and metals
is small compared to sectors such as petroleum refining, chemi-
cals or automotive (see Figures 2 to 4).

There has been a considerable slowdown in transnational ac-
tivity in mining and metals production in past years. Greenfield
investment has considerably declined, partly due to the na-
tionalisation process in developing (and ore producing) coun-
tries which took place during the 1970s and which led to
substantial disengagement of EU firms from the capital of
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the local mining companies. EU companies have also been
hardly hit by the recent economic downturn and by the struc-
tural excess capacity problem. Instead of developing their
transnational activities, EU companies are now concentrating
on restructuring domestically, focusing on core activities and
reducing overall production capacity.

In parallel to the decline of FDI in the sector, other forms
of international involvement have increased in importance.
These include minority equity investments in local firms. the
provision of management or technical assistance, the supply
or the sharing of technology or know-how through licensing
agreements, joint ventures and even international subcontract-
ing.

In more downstream segments, mergers and acquisitions have
been a popular form of involvement of EU firms in non-EU
regions, especially in North America. One example is
Pechiney’s acquisition of US’s American Can. By acquiring
the American can manufacturer, the French aluminium pro-
ducer has become the world leading producer of aluminium
food packaging. Some mergers have also taken place amongst
locally owned and foreign-owned companies in developing
countries (for instance in the Philippines), for regulatory rea-
sons.

As the trend is now for developing countries to attract foreign
investors by introducing open and stable foreign direct in-
vestment regimes, one can expect to see renewed interest in
transnational activity in mining by foreign investors, in par-
ticular in the newly liberalised economies of central and eastern
Europe.

The strategic moves towards central and eastern Europe will,
however negatively influence activity and employment within
the EU. The lower labour and energy costs, the availability
of raw materials, the lower environmental constraints along
with the existence of a potentially huge consumer market in
central and Eastern Europe are attracting EU producers into
this region. Activity in upstream sectors will not be much
affected by such relocation moves, as mining activity is alrcady
quite marginal within Europe. Activity in immediately down-
stream sectors is, by contrast, potentially at risk. This applies
in particular to the metal products industry, a sector which
is characterised by a high labour intensity and a modcrate
technological intensity.

Basic chemicals

The chemical sector is one of the sectors in which the im-
portance of transnational operations is greatest. In fact, not
only are the world’s largest chemical companies very dispersed
geographically (with over half of the assets of the world’s
major companies held abroad), but, from the point of view
of the recipient countries, chemical companies are among the
most important foreign investors.

In most cases analysed, the establishment by EU firms of
facilities outside Europe has responded to the need to serve
local (distant) markets, as opposed to relocation moves. Usu-
ally, the local market absorbs the entire output of the sub-
sidiaries, such that there are no or only limited negative
spill-over effects on domestic production in Europe.

Generally speaking, European chemical firms have pursued
one of three main types of internationalisation strategies:

» Greenfield investment has by far been the favourite strategy.
Recently, greenfield sites operating in the basic chemicals
segment have been flourishing, particularly in Asia where
demand is expected to grow particularly rapidly over the
coming years.

» In a number of cases, European basic chemical companies
have preferred to rely on joint ventures to cstablish a pres-
ence in new markets. The main reason underlying these
joint ventures has been to share the prohibitive start-up
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and development costs which are typical to this sector.
Most of the existing joint ventures were concluded with
local partners who bring a good knowledge of the market
and can help circumvent possible regulatory or market entry
barriers.

e The third "typical" transnational development strategy in
the chemical sector has been through acquisitions. Some
of these operations have involved large enterprises and have
therefore been highly publicised (e.g. Hoechst’s purchase
of Celanese, Rhone-Poulenc’s acquisition of Rorer). In other
cases, the size of the targets of M&A activity have been
smaller, the acquisition being part of a more global ex-
pansion strategy (for example, the recent acquisitions by
EU firms in Mexico are to be seen as part of a supply
chain for the whole NAFTA area).

e Although the three above strategies dominate, a number
of chemical firms have invested outside the EU via licensing
agreements. These kinds of agreements are often part of
a wide joint venture agreement whereby the EU companies
also licenses the technology to local partners.

Eastern Europe has only recently become a favourite target
for investment from all major European chemical groups, in
particular the three German giants Hoechst, BASF and Bayer.
In this area of the world, all kinds of investment strategies
have been employed: for instance, in 1992, Hoechst acquired
through its controlled Schwartzkopf a cosmetics manufacturer
in Poland, established a joint venture in advanced ceramics
in the Czech Republic and purchased holdings in two gas
companies in Croatia.

The multinational nature of the European chemical industry
implies that a sizeable proportion of its workforce and of the
supporting services are located outside the EU. None of the
segments of the chemical industry are very labour intensive,
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however. The spill-over effects of chemical activitics on the
rest of the economy are nevertheless important. with DRI
calculations suggesting that, of the total employment creation
which is induced by a given rise in final demand for chemical
products, more than half takes place outside the sector itself
(i.e. is induced employment).

The negative effects on EU employment of the transnational
strategies of firms in the basic chemical sector are most im-
portant. In this subsector indeed. a combination of high pro-
duction costs (mainly feedstock and capital costs) and tight
environmental regulations threaten to make European enter-
prises uncompetitive compared to other world regions. This
creates incentives for EU companies to relocate production
abroad. Two compounding factors are the weak rate of growth
of domestic demand in Europe and the persistent situation
of overcapacity. Our research, however, indicates that the fun-
damental reason underlying the interest of EU basic chemicals
producers in Asia is that this is a fast growing demand market.
Hence, if the strengthening of world market demand continues
and the overcapacity problems are eliminated, the recently
set-up production capacities in Asia will mainly serve the
local (Asian) market, leaving room for a renewed expansion
in production and employment in Europe.

Pharmaceuticals

The pharmaceutical sector is also a highly de-localised in-
dustry, though for other reasons than the other chemical sub-
sectors.

Greenfield investment has been the dominant form of tran-
snational involvement in the pharmaceutical sector, followed
by strategic alliances. The necessity for the industry to think
globally and to serve its markets from a local base has indeed
made the use of greenfield investment and of M&As the pre-
ferred strategies in this sector. This also results from the highly
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segmented nature of national pharmaceutical markets, due to
differing regulations and licensing rules. Also because of the
high degree of market segmentation, the set-up of independent
distribution networks is usually a condition for operating in
this sector. Most transnational operations of the world’s largest
pharmaceutical companies thus operate as stand-alone units
within the local economy.

To date, EU pharmaceutical companies have expanded in this
way in most regions of the world, in particular in Latin America
{Mexico, Brazil, Colombia), as well as Japan and Asia. The
pharmaceutical sector is, in fact, the only sector in which
European companies hold a sizeable share of the Japanese
market.

The impact of transnational activity on downstream and up-
stream activities is fairly limited, because the pharmaceutical
sector is not highly labour intensive and because most tran-
snational investment moves have responded to the need to
establish a local presence to operate in fragmented markets,
rather than to a relocation of EU production.

Mechanical and electrical engineering

In the engineering sector, non-equity forms of investments
such as licensing, OEM agreements or subcontracting have
been widely used as they are particularly suited to small and
medium sized firms. In general, the pattern of involvement
abroad is the following:

o EU mechanical engineering enterprises have preferred joint
ventures to M&As or greenfield investment to penetrate
foreign markets. This is true mainly in those countries where
the industrial culture is very different from the western
culture. Contrary to the situation with US or Japanese pro-
ducers, JVs involving European companies are usually ap-
plied to small-scale collaboration experiments involving
standard parts of machinery.

e Apart to reinforce their sales and distribution chain, tirms
in the sector have made more limited use of greentield
investment or mergers and acquisitions to expand interna-
tionally. The acquisition of established local manufacturers
has nevertheless been the main avenue for international
expansion by firms such as Mannesmann. The German pro-
ducer, one of the world’s leading mechanical engineering
firms, has made use of M&As in order to reinforce its
position on foreign markets where it was already present
(notably in the US).

* Recently, outsourcing has become a favourite strategy to
cut production costs in this sector. Qutsourcing agreements
usually apply to the production of components with a low
labour content, which are then fabricated in high volumes
through highly automated production processes. Another
form of transnational investment which is growing in im-
portance is licensing. This supply policy is commonly used
for parts and components which are not crucial for the
accuracy of the machinery. Contrary to outsourcing, licens-
ing typically involves a long-term relationship between the
licenser and licensee.

Whether it is relying on subcontracting or OEM agreements,
the activity of the transnational mechanical engineering pro-
ducer must remain closely linked to that of the parent company
as the products or equipment must precisely fit the require-
ments of the transnational corporation. Thus, whatever the
contractual form taken by the operation, the subcontracted
firm must to some extent be integrated into the parent firm’s
value chain through the integration of some corporate functions
(product development. R&D, etc.).

To date, the transnational activity of EU mechanical engi-
neering producers has only limited effects on downstream
and upstream activities within the EU. The share ot supporting
services which are supplied by domestically based EU firms
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to support their foreign subsidiary is presently estimated at
I %. This figure is not likely to increase in the coming years.

In the long term, both the direct and the indirect effects of
transnational expansion moves in this sector are likely to be
important as many of the larger firms have plans to slowly
expand their activity outside the EU market. The increased
reliance on outsourcing and licensing agreements will have
a detrimental effect on employment in the component industry.
As to the indirect employment effect, based on the French
1-O matrix, DRI has calculated that for every 10 jobs that
are created within the mechanical engineering sector following
a rise in demand for capital equipment, 8.2 jobs are created
up-stream in the supplier industries. Some of these may be
at threat if EU production is replaced by imports.

One of the factors that will limit the reach of this phenomenon
is that outsourcing and licensing agreements can only apply
to parts that are relatively standard, i.e. that are neither too
sophisticated nor unique to the machinery. On the other hand,
to the extent that part of the value added from the machinery
continues to be produced within the EU, as is the case with
"simple" transnational investment moves (whether it is the
assembly, the production of highly sophisticated components
or the R&D), the transnational activities of EU firms can
also have a positive, albeit likely limited, impact on employ-
ment in Europe. This could result from increased exports, as
is the case at present with the [talian mechanical engineering
sector. Most of the job creation in ltaly indeed originates
from SMEs who have to satisfy growing demand from cus-
tomers located in Southeast Asia and Latin America.

Consumer electronics

Consumer electronics companies are highly involved in tran-
snational operations because of the need to be close to the
end-users and because of the extremely competitive world
market, which provides continuous pressure to reduce pro-
duction costs. In the past, consumer electronic products were
manufactured close to their end market. As the competitive
climate heightened while standards and norms were being
harmonised, European firms started to relocate their production
facilities to lower wage regions in order to reduce production
costs. As a result, there has been a surge in EU investment
in consumer electronics in South East Asia, the region in the
world which offers both high market growth and lew labour
costs.

Mergers and acquisitions have undoubtedly been the most
widely used form of expansion, in particular in the industri-
alised world. Today’s European multinationals have increased
in size by absorbing competitors, both in Europe and abroad
(e.g. the takeover of RCA in the USA by Thomson, Nokia's
acquisition of the German SEL). Medium-sized companies
have also followed this path in order to create a more com-
fortable market niche (e.g. Seleco’s acquisition of Elbe in
Spain).

Greenfield investment has also been popular, mainly in the
less industrialised countries. All the major multinationals have
established production facilities abroad to serve the foreign
markets and profit from low labour costs. The scale of the
phenomenon in the consumer electronics sector is larger than
in other manufacturing sectors: Philips for instance transferred
the headquarters of its Audio division from Holland to Sin-
gapore, a move justified by the fact that about 80 % of the
division’s workforce is now based in South East Asia.

Whereas in the industrialised region joint ventures are moti-
vated by the need to build on synergies and reap economies
of scale (EOS) in R&D, in the developing countries they
have chiefly been put into practice for marketing purposes.

In comparison to EU firms, Japanese consumer electronics
producers have relied more on greenfield investments to ex-
pand internationally. All the major Japanese consumer elec-
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Figure 3: Share of foreign assets in totai assets of the top transnational companies by sector
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tronics producers have or are about to set up production fa-
cilities in Europe. in the US and particularly in South East
Asia. Nearly all of their output is for export, both to Japan
and to the rest of the world.

Similarly to the situation in the mechanical and electrical
engineering sector, it is important in the electronic industry
to integrate the activity of the foreign operation into that of
the parent company. as the foreign operation often manufac-
tures parts of the final product and not the complete product
itself. This is why formal OEM arrangements, including li-
censing or subcontracting agreements are also common in
this sector.

The expansion of EU companies into Asia rather reflects a
desire to be present in a growing market. The firms which
have invested there have set up production facilities which
were originally essentially aimed at serving local markets,
through greenfield investment. iucreasingly, however, these
production facilities supply other markets. Thus, for example,
Philips produces audio equipment in Malaysia and Taiwan,
and in-car entertainment in Singapore; Thomson manufactures
television sets and components in Singapore, Thailand and
Malaysia.

A similar pattern of investment can be found in Latin America,
where all major multinationals (both European and extra-Euro-
pean) have established production facilities (e.g. Philips in
Brazil, Thomson in Mexico). Marketing joint-ventures have
been arranged in most countries in the region, but the original
investment was also greenfield.

Eastern Europe has recently become a major target by Euro-
pean consumer electronics manufacturers, attracted by cheap
labour and good medium term growth perspectives. Philips
for instance has established a video-cassette recorder manu-
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facturing operation in Hungary to serve the entire European
market.

The intense transnational activity of EU consumer electronics
firms has important spill over effects on activity and employ-
ment within the EU. in particular in the upstream segments
of the business. The relocation of several EU consumer elec-
tronics firms in non-EU regions to benefit from lower costs
of production has thus had spill-over effects on related in-
dustries, in particular on OEM production in Europe. This
negative impact has. however, been partly offset by the tact
that Japanese and Korean manufacturers have opened con-
sumer electronics manufacturing plants in Europe to avoid
trade barriers. and have themselves have attracted Japanese
and Korean component manufacturers into the EU.

The consumer electronics sector also offers a good example
of the potential effect of relocation on supporting services,
i.e. on employment other than blue-collar employment. The
already mentioned case of Philips, which moved its Audio
division headquarters to Singapore, is emblematic in this sense:
the share of relocated production has become so important
that it has inevitably pulled with it the accompanying services
that had traditionally remained in Europe.

Electronic components and computers

Although electronic component manufacturers do not stand
out as being important foreign direct investors, EU producers
have nevertheless been very active internationally through
other means. The sector is indeed the second largest interna-
tional subcontracting industry after textiles and clothing manu-
facturing.

The computer industry is much more international than the
electronics production, with a share of foreign assets in total
assets close to 50 % for computer manufacturers and less
than 30 % for the top 11 electronics producers. These, how-
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ever, typically rely on non-equity forms of transnational de-
velopment, such that the above figures based on assets do
not give a fair view of the high degree of internationalisation
of the sector.

Generally speaking, transnational investment strategies in the
electronic components and computer industries were originally
driven by the necessity for companies to serve (new or fast
growing) local markets. Cost reduction considerations repre-
sent a secondary albeit far from negligible factor for companies
to locate productive activities outside of their domestic market.
They have, however, been a major factor in the computer
industry.

Between 1986 and 1993, the total number of strategic alliances,
including joint venture agreements involving companies in
the electronic components sector, increased dramatically, with
a major shift away from EU-US agreements towards EU-Japan
and EU-Asia agreements. This reflects a fundamental differ-
ence in the strategies pursued by US and EU firms respectively,
with the former having a tendency to move PC production
to the Far East, whereas the Europeans have continued to
assemble PCs locally: this strategy allows European producers
to configure products nearer to the customer, to respond
quicker to market changes and to minimise inventories of
high value added (and thus expensive) components. This does
not give them access to mass markets, however.

Because of the huge cost associated to the research and the
development of new components, collaborative agreements
are increasingly common in this sector. The production plants
resulting from these collaboration agreements are typically
highly automated and rely on the availability of a highly skilled
workforce. Such collaborative ventures are therefore more
likely to be located in the US, in Europe or in the Far East,
i.e. in regions combining the advantages of high skills and
fast growing consumer markets.

In comparison, there has been very little transnational invest-
ment by EU firms in this sector taking the form of greenfield
investment or acquisitions, and there are only a few cases of
joint venture agreements. The integration strategy which is
most frequent in this sector from the part of EU firms is the
one in which components are built wherever it is cheaper to
produce them, before being re-imported for assembly into
the final product.

The manufacturing location for electronic components is deter-
mined by the size of regional markets, the availability of skills
and the economics of production. This latter factor explains the
recent shift in the location of electronics production from the
US and Europe towards the Far Eastern N1Cs. The high production
growth rates in the region (close to 30 % annually) are also
explained by the fact that in some of the countries of the Pacific
Rim, governments are making the electronic component industry
(and in particular the semi-conductor industry) a cornerstone of
their industrial strategy.

Being a major growth area, the Pacific Rim has naturally
come to be a preferred location for EU electronic component
manufacturers. It is important to note, however, that foreign
involvement by Japanese and US firms in those countries far
exceeds that of the European companies.

Favoured by lower wage rates, the east European countries
hope to be able to account for a significant share of the world
electronic components’ production in the future. The location
of such productive activity will be mostly driven by the need
to serve locally key customer industries (automotive, electrical
engineering, and others) which have set up or are expanding
production in the region. Today, however, the emerging econo-
mies of the region do not yet meet the conditions that are
necessary to the success of electronic component producers.
One stated problem is the lack of flexibility of the east Euro-
pean workforce. Production equipment is indeed evolving
apace, requiring suitably trained employees, capable of being
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retrained almost continually and of acquiring new skills and
responsibilities.

As in the case of the consumer electronics industry, the impact
of the relocation of the electronics components industry on
employment in Europe has been partly offset by moves in
the opposite direction by US and Asian companies which
have set up production facilities in Europe to avoid potential
import barriers. Nearly half of the EU microprocessor re-
quirements is currently supplied by non-EU firms based in
Europe. The spill-over employment effects of electronics and
computer manufacturing are relatively low, as total employ-
ment in the sector represents less than 2 % of total EU em-
ployment.

Motor vehicles

Whereas chemical companies dominate the list of the largest
foreign direct investors from the industrialised into the de-
veloping countries, automotive producers dominate the list
of companies undertaking joint ventures in the developing
countries. At world level, automotive firms have expanded
abroad in search of lower labour costs and to get around
trade barriers.

Practically all forms of transnational operations have been
put into practice by the European carmakers over the past
decades. In comparison, US and Japanese investors have until
recently shown a distinct preference for greenfield investments
to expand into new markets.

« Joint ventures with local partners have been the preferred
strategy used by European motor vehicles manutacturers
to expand abroad. This form of investment presents the
same advantages as greenfield investment, but at the same
time enables the EU firm to share the risks and costs as-
sociated with the new market entry while benefiting from
the partner’s experience of the local situation.

o Greenfield investment has, in contrast. been less used in
this sector due to the high cost and the risk involved in
setting up wholly owned operations outside Europe. Where
it did happen, the greenfield investment was typically aimed
at supplying local and regional markets. In some cases,
however, as with the production of engines and other com-
ponents. a growing share of production is now being ex-
ported to Europe.

* Mergers and acquisition have mainly characterised tran-
snational moves within Europe. The present (growing) de-
gree of concentration of the sector largely refiects sustained
M&A activity throughout the cighties, which has left no
independent small to medium carmaker in Europe. The in-
dustry is now making increasing use of outsourcing and
subcontracting agreements both domestically and interna-
tionally. particularly in the field of components (engincs,
gear boxes, etc.). All original equipment (OEM) manufac-
turers commonly outsource components from foreign coun-
tries.

e Licensing agreements have been sct up by all the major
carmakers in many developing countrics to supply the local
market. These agreements mainly consist in assembly op-
erations on Kits imported from abroad.

The main reasons for the transnational expansion of EU auto-
motive producers are: the need to sell to distant markets; the
need to circumvent often restrictive trade regulations; and,
the need to reduce risk associated to exchange ratc fluctuations.

Trade regulations have also played an important rolc. Local
production or assembly can indeed shun protective tariffs and
other entry barriers. Another reason for international expansion
has been the fluctuations in exchange rates. and, more par-
ticularly, the appreciation of the Japanese Yen which has made
it imperative for Japanese produccrs to establish a presence



abroad to retain market share. The same applies to a lesser
extent to European investmient into dollar-driven economies.

European car manutacturers are involved in all kinds of tran-
snational activities in practically all regions of the world. At
present. the "hottest” geographical area for the car industry
is South East Asia. and in particular China. This huge and
rapidly growing market is a primary target for all European
carmakers who are striving to find outlets for production out-
side the mature European market.

The few greenfield investments by EU companies outside
Europe have mainly been located in the US. Here, BMW has
established a production facility, followed by Mercedes-Benz
which is building a plant for 4-wheel-drive cars. Both firms
invested in the USA because it is the world’s largest market
for luxury and 4-wheel-drive vehicles.

Latin America has long been a primary target for the European
car industry, given its market size and low labour cost structure.
The world’s largest carmakers have been investing in the re-
gion, in particular in Brazil. Mexico and Argentina. Most of
the investment took the form of joint ventures (e.g. Renault
in Colombia. Peugeot in Chile. Fiat in Brazil) or greenfield
investment (e.g. Volkswagen and Renault in Mexico), along
with few licensing agreements for assembly in smaller coun-
tries (e.g. Daimler-Benz in Uruguay, Fiat in Venezuela). A
common feature of the car industry s investment in Latin Amer-
ica has been the government’s pre-requisite of local content.
which was set at quite a high level (generally at least 80 %).
Recently, European investment in the region has been propped
up by the NAFTA agreement between the USA, Canada and
Mexico. The latter country has been the target of intense
investment activity from European companies aiming to use
it as a springboard for the North American market, in virtue
of its low labour cost nature.

- Figure 4: Share of foreign employment in total employment of the top transnational companles by sector )
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Expansion by EU automotive producers into the promising
Eastern Europe market has taken three main forms. Many
EU carmakers have been active on the acquisition front: the
best example is provided by the purchase by Volkswagen of
the Czech car manufacturer Skoda. The second strategy
adopted to penetrate the East European market has been the
joint venture: here, we can recall the operational venture be-
tween Fiat and the Polish carmaker FSM, which is now pro-
ducing the new Fiat 500 for the European market. Last but
not least, several west European manufacturers such as Opel,
Volkswagen and Mercedes-Benz have set up production units
in former east Germany after the fall of the Berlin wall. Ad-
ditionally. thanks to its proximity to the west European market
and to its low labour cost, east European component producers
have often been involved into outsourcing agreements for
standard components.

In the coming years, the transnational activities of European
carmakers outside the EU will have important effects on the
automotive components industry. The trend towards outsour-
cing components is expected to strengthen over the coming
years, as increased competitive pressures within the world
automotive industry will push for cost reductions, which will
be achieved also a via a lowering of component costs.

The 1mpact of the international activity of EU car manufac-
turers on employment in Europe is already quite evident. Al-
though in past years the prime reason for building a plant
abroad was 10 supply the local (regional) markets, a growing
nuinber of producers are now relocating some of their pro-
duction units outside the EU with the aim of serving both
the local and the EU markets. For example, Fiat is manufac-
turing the Fiat 500 in Poland after having produced the Duna
model in Brazil for some years. Both models are sold on the
European market. The impact of such international investment
strategies on direct employment in the car industry within
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the EU is clearly negative, and will continue to be so as the
relocation trend is set to continue in the near future. On the
other hand, the vast majority of supporting services upon
which European car manufacturers rely will remain located
within the EU. There are no signs that this situation might
change because of increased transnational activity of European
carmakers.

Food, drink and tobacco

In the food sector, differences in consumer tastes and habits,
along with trade barriers and often high local content require-
ments (for practical as much as for regulatory reasons), have
frequently required transnational companies to adopt multi-
country strategies to penetrate new markets rather than rely
on exports. For a number of reasons which have to do with
the nature of the products, such as the fact that they are
difficult and/or costly to transport over long distances, different
customers’ tastes and preferences across countries and that
the control of local distribution channels is essential, foad
and drink companies have typically expanded internationally
through joint ventures and acquisitions of local firms, as op-
posed to greenfield investment or even subcontracting.

Companies from this sector who engage in transnational in-
vestment strategies are thus seldom "relocating” their activi-
ties, but rather seeking to expand sales by reinforcing their
presence in distant markets. Among the factors that influence
the form of international investment in the food and drink
sector are:

» the nature of the regulatory environment in the target market
{existence of standards, entry barriers, import tariffs, pack-
aging and other regulations);

» the need to have access to distribution networks in the
country of location of the investment, and eventually also
in neighbouring countries;

¢ cultural differences making it important to adjust supply
to the structure of local demand and to consumer prefer-
ences;

» the fact that in most segments demand grows only slowly,
such that expansion can typically only be at the expense
of a competitor, through an increase in market share.

Transnational investments by EU, US and Japanese food pro-
ducers have mainly taken the form of mergers and acquisitions.
The largest food multinationals have increased their market
share by acquiring rivals and growing in size. This expansion,
which was once limited to their home market, has recently
boomed at the international level, as "going global" has become
the motto for the 1990s.

Large food companies prefer to invest in wholly or major-
ity-owned subsidiaries because this allows them to assure a
consistent product quality around the world. Once acquired,
however, in most cases the foreign subsidiary operates as a
stand-alone unit within the foreign market. Indeed, by ac-
quiring an existing firm the parent company obtains immediate
access to local distribution channels and locally known brands.

The sector also provides some examples of joint ventures,
which are, however, much less numerous than the two previous
forms of investment. In some cases these have been set up
with competitors in order to share the costs of an investment.
Most joint ventures are, however, between western firms and
local producers and/or the authorities, in order to reduce risk
and avoid market entry barriers.

It is important to note that the majority of transnational in-
vestment moves in the food sector have been undertaken by
large multinationals such as Nestlé and Unilever. The smaller
and less financially endowed groups usually limit the scope
of their activity to the European market and achieve higher
market share by specialising in their strongest lines of business.
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The extra-EU operations of the European food industry have
only minimal spill-over effects on upstream and downstrcam
activities in Europe, for two main reasons. First. food products
can not be transported over long distance. Secondly, and con-
sequently, the vast majority of transnational operations aims
at supplying local markets, thus the entire output of these
production units remains in the country/region of location of
the investment. A few luxury food products (e.g. caviar), al-
coholic beverages and tobacco products are an exception to
this rule, as they can be easily shipped and are more or less
universally appreciated.

One market segment in which there is a real threat to em-
ployment and manufacturing activities within Europe, how-
ever, is cigarettes manufacturing. Cigarettes are a standard
product which does not require high technology in production.
The recent expansion of cigarette makers, both European and
American, into eastern Europe entails the risk of increased
exports to western Europe, with consequent negative effects
on production and employment within the EU. At present,
most cigarette makers are already responding to the weakening
in domestic demand by restructuring their operations in west-
ern Europe, rationalising production lines and closing down
obsolete units (e.g. Philip Morris in Belgium). This trend is
bound to be reinforced as a result of the building up of modern
production capacities in castcrn Europe.

Textiles and clothing

Textiles and clothing companies do not appear as major in-
ternational investors based on FDI figures. The sector is nev-
ertheless highly internationalised. as indicated by the
importance of textiles & clothing trade to and from the in-
dustrialised countries. In this sector, largely because of the
small average size of companies and because of the need for
flexibility, non-equity forms of investment dominate. such as
OEM, subcontracting and licensing agreements.

In the clothing sector, the bulk of transnational activity takes
the form of international subcontracting, followed by licensing,
which is mostly found in the more fashion oriented products.
Many EU clothing companies are indeed gradually turning
the corner from manufacturing to purely distributive activities,
and source their purchases in low cost countries. This pro-
cedure enables them to benefit from price advantages and to
enjoy reduced commitment to a given subcontractor or licen-
see.

Textile producers are also commonly involved in transnational
activities. These often take the form of an international sourcing
of raw materials, but also (and increasingly) of semi-finished
textile products. In this area, subcontracting is the most important
form of link between EU textile companies and their non-EU
counterparts. Subcontracting is mostly found in such activities
as spinning and weaving, but does not usually involve equity
ties. The subcontractor commonly remains independent from the
contractor company. Licensing is also found in textile producing
activities, but mostly in brand name textile production or in
man-made fibre production in conjunction with plant construction
or turnkey ventures. In developing countries. licensing has per-
mitted EU textile manutacturers to generate returns from their
technology, while the licensee has to assume most of the financial
and marketing risks associated with the agreement. In the de-
veloped countries, by contrast, licensing and sometimes even
cross-licensing is quite a common transnational strategy for EU
firms as it enables the partners to share the costs of R&D and
of marketing.

There are considerable differences in the form that relocation
activity takes according to geographical area. For outward
processing trade (OPT) operations. which require quick re-
sponse and are based on just-in-time strategics. delivery times
are a crucial factor in the choice of the country of location
of activity. Proximity of the subcontracting country is therefore
seen as fundamental. OPT operations are commonly developed



between Germany, France and the Benelux countries on the
one hand. and the east European countries and countries of
the Mediterranean rim on the other hand. Mediterranean coun-
tries and Africa are, in addition to the above-mentioned re-
location forms. privileged locations for establishing own
production facilities. The importance of OPT operations is
largely explained by labour cost differences, as the production
of garment is a highly labour-intensive process.

The general cost structure of textile and clothing production
does not permit EU firms to compete against low-wage coun-
tries which have furthermore benefited trom advantageous
trading conditions under the auspices of the Multi-Fibres Ar-
rangements. The relocation of some segments of textiles and
clothing production has thus been essential to the survival
of other business segments in Europe. The EU textile industry
has thus benefited from the development of OPT operations
by EU clothing firms which continue to source most of their
input materials within the EU.

Unfortunately. this positive point has to be seriously tempered
by the ongoing process of relocation of upstream activities,
reflecting clustering patterns in production. The case of the
Italian Marzotto and Miroglio is illustrative in this matter:
these textile and clothing producers which had relocated their
garment assembly activities in low-wage countries (in par-
ticular in the Mediterranean rim) a long time ago have recently
continued their relocation process by moving textile produc-
tion capacity in the Maghreb.

CONCLUSION

The above analysis has shown that, although the typical forms
of transnational involvement do vary significantly by sector.
for each sector region couple one can indeed identify a specific
pattern of transnational investment.

In most sectors. the transnational investment strategies of EU
firms outside Europe have been driven by the desire of establish
a presence or expand in a new (and/or fast growing) market.
This trend has been further reinforced in recent years by the
effects of the recession which prompted manufacturers to look
for new outlets for their products. The overall importance of
transnational investments by EU companies outside Europe
is however. still relatively low, and there is a distinct trend
towards lower equity, less riskier, forms of transnational in-
volvement.

Investments aimed at re-exporting to Europe indeed only rep-
resent a small share of all transnational moves by EU firms,
and they are generally quite limited in scope. Their spill-over
effects on European employment levels are thus moderate.
EU investment abroad is also still somewhat conservative in
form: it is concentrated in mature sectors and in countries
with which the EU Member States have historic ties. This
also holds for EU investment in eastern Europe.

Finally, the employment eftects (in Europe) of the EU firms’
transnational involvement strategies are small in most sectors
(the two exceptions being textile and apparel, and consumer
electronics), if only because the sectors in which EU firms
have the strongest presence abroad - or which are most in-
ternationalised - are not those with the highest labour content.
There are, nevertheless, some important spill-over effects of
these investments in up and downstream sectors, both positive
and negative (see Table 2).

Written by: DR! Europe
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SPECIAL FEATURE

The world’s largest industrial groups

This article compares the relative performance of the world’
200 largest industrial companies by region and by sector in
terms of turnover, profit and other key indicators, then de-
scribes in more detail the past trends in the kev financial
indicators of Europe’s top 200 companies by sector. All the
data underlying this analvsis comes from the Commission’s
database on large enterprises (DABLE), with all figures pre-
sented in current ECU. The data covers the period 1987-93,
and relies on official figures from the companies’ annual re-
ports. Complete 1994 figures for Japan were nor available
at the time of writing, as the Japanese 1994 fiscal vear only
ends in March 1995. The data presented below thus only
goes to 1993.

THE WORLD’S TOP 200 COMPANIES

Overall performance

The total turnover of the world’s 200 largest industrial com-
panies was just over 3 500 billion ECU in 1993, 1 100 more
than in 1987 (Figure 1). The rate of growth of turnover of
the world’s largest companies was, however, higher in the
first part of the period (+8.5 % per year on average between
1987-90) than in the second part (+4.5 % per year on average
between 1990 and 1993), This slowdown in turnover growth
after 1990 results from both the deceleration in overall eco-
nomic growth in the USA and Europe over that period, and

Flgure 1: The 200 largest Industrial groups in the world
. Turnover growth at current prices
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from less intense M&A activity by the top firms. In Europe,
the number of cross-border acquisitions, which hovered around
1 840 in 1989-90, fell to 1 612 in 1991 and to just over
1 400 in 1992 and 1993. The average value of cross border
acquisitions involving European companies also decreased
over the period, to a little over 30 billion ECU from close
to 50 billion ECU in 1989-90. The number of cross-border
acquisitions started increasing again in 1994, when companies
emerged from the previous period of corporate retrenchment
characterised by ‘survival® strategies.

The intluence of the business cycle - with Europe at the bottom
of the business cycle in 1993, whereas the USA was on the
way to recovery and Japan was only beginning to slow down
- is highly notable on Figure 1. Whereas the EU companies
accounted for a rising share of the total turnover of the largest
top 200 world companies until 1992 (from 37.3 % in 1987
to 39.3 % in 1990, then stabilising at that level until 1992),
this share fell back significantly in 1993, to 35.5 %. The
share of turnover of the top USA companies has. in contrast,
decreased continuously since 1986, falling from 44.1 % in
1986 to 40.8 9% in 1987, 37.3 % in 1990 and 34.3 % in 1993,
In fact, the number of USA companies in the top 200 ranking
has also been falling since the mid-1980s, whereas the number
of Japanese companies risen continuously, from 36 in 1986
to 52 in 1993.

1990

[ Japan

Other countries
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Figure 2: The 200 largest industrial groups in the worid
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Given this increase in both the average size and the number
of Japanese companies in the world top 200 ranking, it is
not surprising to find that these have also significantly in-
creased their share of total turnover by the world’s largest
200 companies, from 17.2 % in 1987 to close to 25 % in
1993.

Looking at the trend in turnover in more detail, one finds
that there was a turnaround in the USA companies’ relative
position in 1993. The weak relative sales performance of the
large USA companies, which was very notable until 1992,
actually ended in 1993: in 1993 there were 65 USA companies
in the top 200 ranking, two more than the year before, and
their share of total turnover had increased from 34 % to 34.3 %
(Table I). In contrast. there were only 71 European companies
(from either the EU or the EFTA) in the top 200 in 1993,
compared to 76 the year before.

There are four factors which will push for a reversal of the
downward trend in the European companies’ relative perform-
ance in 1994 and 1995. First and foremost, the acceleration
of economic activity in Europe at the end of 1993 has given
a boost to the top companies” turnover. Secondly. M& A activity
in Europe, which had fallen back in 1991, 1992 and 1993,
has since been on an upward trend: in 1994, the number of
intra-European cross-border acquisitions increased again, to
1 536 according to ‘Acquisitions Monthly", and the total value
of the deals was up by 50 % from the 1993 level. Thirdly,
economic growth in Japan slowed down in 1994 and 1995,
implying a comparatively slower growth of the turnover of
the top Japanese companies. And, fourth, the depreciation of
the US dollar against the ECU comparatively reduces the US
companies’ share of total turnover when measured in current
ECU.

In 1994 and 1995, thus, both the number and the share of
turnover of the largest European companies are likely to have
increased again from the levels shown in Figure I.

“ Tabla 1: The top 200 companies at world level

The analysis of the trend in the profit ratio of the top companies
by region over the period 1987-1993 also shows an interesting
pattern, even if somewhat worrisome as far as the European
and Japanese companies are concerned (Figure 2). In 1993,
the financial performance of the major European companies
continued to deteriorate, albeit at a slower pace than in 1992.
This slower deterioration reflects the progressive improvement
in the economic situation in Europe throughout the year, with
both production and sales resuming an upward trend in the
last months of 1993, and the result of the cost-cutting efforts
of many of the European companies. One will, however, have
to wait until 1994 to see an improvement in European com-
panies’ net profits and in their net profitability, the latter being
measured by the net income to turnover ratio. This will be
much needed since, as illustrated in Figure 2, the net prof-
itability ratio of Europe’s top companies has fallen consistently
from its level of 4 % in 1988 to just over | % in 1993. As
the rate of utilisation of production capacities has been on
an upward trend since the middle of 1993 and as real interest
rates in Europe remain high, it is essential for companies o
restore their profitability in order to have the means to finance
new investments.

The downward trend in profitability in Europe is not a unique
phenomena, however. The largest USA companies also ex-
perienced a dcclinc in their average profitability rativ in the
late 1980s/early 1990s, but a turnaround took place as early
as in 1992 thanks to the strengthening of economic activity
in that country. In 1993, the average profitability ratio of the
largest USA companies was back to 4 %, the peak level ob-
served in Europe in 1988-89.

The average profitability ratio of the top Japanese companies
has followed a trend very similar to that of the top European
firms though falling as low as 0.5 % in 1993. Exchange rate
movements and the timing of the business cycle also explain
the observed downward trend in profitability of the top Japa-
nese firms.

Considering the trend in profitability in the USA, it is unclear
the extent to which the increase in competition at world level
which resulted from globalisation and deregulation in many
country markets has squeezed the “structural™ profit margins
of the world’s largest firms, though this may have played a
role in Europe and in Japan.

The long term borrowing to total assets ratio of the largest
USA firms has been falling regularly from its peak of 21.7 %
in 1990-91 to just above 20 % in 1993. The same indicator
for the Japanese firms increased consistently over the period
considered and is now close to the USA level, at 19.8 %. In
Europe, a high self financing ratio and comparatively low
indebtedness level of the larger companies, along with low
investment levels, has made it possible to keep the long term
borrowing to total assets ratio stable. At 14.5 %, this ratio
is well below the level in either the USA or Japan. This,
however, is both a positive and a negative point for EU busi-
nesses: on the one hand, the low level of indebtedness makes
European firms financially sturdier than their competitors,
but on the other hand this does reflect a structurally (too) low
level of investment in fixed capital by the European firms.

(number) 1986 1987 1988 1989 1990 1991 1992 1993
Europe 73 74 76 76 79 77 76 7
USA 79 74 7 72 68 64 63 65
Japan 36 40 43 40 40 46 49 52
Other 12 12 10 12 13 13 12 12

Source: DABLE
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> Figure 3: The 200 largest industrial groups in the world
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As profit margins were being squeezed in the early 1990s,
many European companies engaged in a second wave of ra-
tionalisation and restructuring. This ‘survival strategy’ has
taken the form of divestment of non-strategic units, some
(generally limited to only a few sectors) acquisitions of busi-
ness units seen to represent a good potential for economies
of scale or synergies, and cost reductions, in particular labour
cost reductions. A good indication of the magnitude of the
efforts undertaken is provided by the fact that, contrary to
what usually happens in business cycles, the average labour
productivity in the top firms did not fall when production
and sales started to weaken, but rather increased throughout
the recession. This trend was observed in all three regions
considered (the USA, Europe and Japan), indicating that labour
shedding was both significant and spread out.

Other expenditure items which were cut as part of the cost
saving efforts were fixed investment in new capacity and some
renewal and modernisation investment, as indicated by the
fall in the share of investment in turnover in many sectors
of the European economy. One exception was expenditure
on R&D, which continued to grow in a number of critical
sectors in Europe, in particular in the pharmaceuticals and
electrical equipment sectors. Thus, despite the recession in a
number of technology intensive sectors, the larger EU com-
panies are still spending a comparatively higher share of their
turnover on R&D than their competitors. There are neverthe-
less three sectors in which the European R&D eftorts remain
well beyond those of their world competitors: these are com-
puters and office equipment, instrument engineering and ad-
vanced materials (part of which are in the rubber and plastics
sector, and part in the stone, clay and glass sectors).

Table 2: Groups showing a loss

Petroloism refining 21.1%

" Mechanica! engineering 2.6%

1993

Conglomerates 4.6% Other sectors 5.6%

Chemicals 8.7%

Petroleum refining 19.1%
iron and steel 5.0%

Electrical enginsering 15.4% Aerospace 3.4%

The restructuring moves which were undertaken by most of
the top firms in the early 1990s have started to bear fruit.
In the USA. the financial situation of the larger companies
started to improve as early as in 1992, whereas in Europe
this was the case as of 1993 (Table 2).

This can be seen in particular through the reduction in the
number of companies from those regions which reported losses
in those two years (Table 2). Not surprisingly given the very
low average profitability ratio of the Japanese tirms, the num-
ber of Japanese tirms in the top 200 reporting a loss continued
to increase in 1993, reaching 13 or nearly one in four of all
Japanese companies in the world top 200.

The breakdown of turnover of the world’s top 200 industrial
groups by sector in 1987 and 1993 is illustrated in Figure 3.
In 1993, the larger automotive producers accounted for 20.3 %
of the total turnover of the world’s top 200 firms. followed
by the electrical engineering and petroleum refining compa-
nies.

This ranking is quite different from that observed in 1987.
Between 1987 and 1993, indeed. the weakening of oil prices
limited the growth in the turnover of the larger oil and chemical
companies and made these firms lose their first place in the
ranking. The motor vehicles and parts sector thus became
the sector with the highest turnover within the world’s top
200 ranking. despite a relatively poor sales performance over
the period 1990-1993. In fact. nearly all the sectors listed in
Figure 3 increased their share of turnover in the world top
200 ranking. with the exception of the chemical sector and
“other” industries. In many of the above cases. intense M&A
activity by the top firms boosted the combined turnover of
the companies within these sectors. It is interesting to note

Year Total Europe USA JPN Others
1986 8 5 7 S B
1987 EERL: 2 1 0
1988 45 3 0 0
1989 2 5 0 0
1990 6 7 ; 2 -0
1991 12 18 4 2
1992 21 12 11 1
1993 18 6 13 1
Source: DABLE :
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Table 3: The Iargest mdustnal groups in the world 1993 ) ) )
The 25 largest proflt eamers’ T The 25 most profitable

OCoO~NOOBWN=

Net income - ) Net income/Turnover
(mllllon ECU) ; : : S - (%)
1 . RoyalDutch Sheli- ;. - .EUR . . 7425 . 1 Intel - S : - USA S 26.-1
.2 Exxon .. . . USA. . 4510 2  Glaxo Holdings ; EUR . 245
3  General Electric USA : 3779 3 Merck&Co ) USA 20.6.
4 Philip Morris USA 3047 ‘4" American Home Products - USA- - - 177
5 = Ford Motor S LUSAL - 2160 - - 5  Roche Holding Y O BUR e 17.3
6  General Motors . - - USA . 2106 : 6  Bristol-Myers Squibb - .. USA - 172
-7 Chrysler . . - USA- .. . 2062: - . 7 AbbotLaboratories . . USA . . ... 166
8 Intel’ e SUSAC 1960 8 Coca-Cola . ... . - USA . ., 157
9 Coca-Cola USA 1869 9 Smithkline Beecham - EUR . 13.7.
10 Merck & Co USA w1850 _ 10 Johnson & Johnson . TUsA ., . 126 -
11 Mobil USA 1780 11 Sandoz ’ © BUR T 118
12  Bristol-Myers Squibb USA -~ 1673 - 12 B.A.T. Industries ' EUR =~ 103
13 Glaxo Holdings . EUR 1672 13 BTR - EUR -~ 96
14  Nestlé L EUR 1669 14 . General Electric Co (UK) ~ ‘EUR - ° ‘8.3
“15  Unilever © 7 EUR T 1662 : 15 Royal DutchShell -~ = .~ EUR - = . 9.1
16  Amoco n ' USA- .~ 1554 : 16  Minnesota Mining & Mfg. ~ USA . - . 90
17  Johnson & Johnson - USA - - - 1537 T 17 Pfizer - -~ USA 8.8
~18 - B.A.T. Industries “EUR -~ - 1500 ‘ 18 Emerson Electric ... .UsA - 8.7
.19 RocheHolding: - - . - . .EUR . 1432 . . 19  American Brands USA 8.1
20 Pepsico. - USA 1356 - - 20 Ciba-Geigy EUR 79 .
21 American Home Products USA 1255 ;... 21 _Broken Hill Propnetary B AUS - ... 78
22  Abbot Laboratones USA . . 1195 - 22 Hanson Lo - EUR - - . 78
23 Toyota Motor o, JPN 1166 ~ 23 Raytheon .. - UsA = .75
24 Chevron ) ‘ USA 1080 24 General Electrlc Co (US) - USA 74
~25 Minnesota Mmmg & Mfg usa 1078 25 Amoco . .. . UsA o 7.2
Number of . EUR 8 ; " Number of ' EUR 10
representatlves L USA 18 . ‘representatives: - o " USA - ’ 14
' U apan 1 A R R Japan 0
Others = RN et oo Sl . o Others - 1
The 25 richest ‘ The 25 biggest employers - . B
o < - - Net worth i : i : B
(million ECU) . o o ) ’ ’ {employees)
Royal Dutch Shell . . EUR . - 44730 1 General Motors - USA | 711 000
Toyota Motor JPN 30980 2 - Pepsico - - o USA 423000
Exxon T usA 29720 "8 Siemens - . EUR 391 000
Pemex ' MEX 29 642 4 - Daimler-Benz . : EUR - * 366 736
Matsushita Electric “JPN 26 420 5 IR . . - EUR 366471
" Hitachi “+ 7 JPN 237N 6 Hitachi . -+ . < JPN, .. 3308637
General Electric - - USA 22 058 7  FordMotor - « - USA . 322213
Petroleos de Venezuela VEN 20623 8  Unilever .- . EUR . 302000
IBM L USA 16 861 : 9  FIAT o - EUR 261500
-10  Mobil .- "UsA 14724 10 iBM ‘ USA . 256207
11 Ford Motor USA 14 549 ' 11 Matsushita Electric JPN 254 059
12  Eif Aquitaine EUR 12700 12 Volkswagen . - EUR 261643
13 British Petroteumn .- EUR .. - 12508 N 13 Philips Electronics - EUR- . ,238 469
14 Chevron USA ~ 11956 14 General Electric , ... USA . 222 000
15 Amoco USA 11673 15  Nestié 7 EUR ' 209 755
16 Petrobras | s "BRA 10738 16 ABB Asea Brown Boveri ‘ EUR 206 480
17  Sony JPN 10 680 17 ° Alcatel Alsthom ) " EUR 196 500
-"18  Roche Holding EUR 10357 18 Samsung - - "KOR 191 303
.19 Nissan Motor . - JPN. . 10136 : 19 B.A.T. Industries c EUR 190 308
20 Philip Morris o ‘USA .- 9932 : 20 Toshiba JPN 175 000
21 Ciba-Geigy EUR . 9875 ) 21~ Philip Morris o USA 173000
22  Siemens ' EUR 9 809 . 22 Hoechst- - "EUR © 170181
.23 E.L DuPontDe Nemours USA 9 592 23  United Technologies ¢ USA 168 600
- 24  FIAT . - EUR 9471 B 24 Robert Bosch ‘ EUR ~-156 615
+ 25 Bayer S EUR 814 25 Bayer o : ~ EUR 151 800
Number of EUR 8 Nurmber of ' "EUR " 14
representatives: USA 9 representatives: ' - USA C 7
: Japan 5 ‘ e ~Japan 3
a2

‘Other Others - .1t

|- Source: DABLE
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that even the iron & steel sector saw its share of the total
turnover of the top companies increasing, despite the very
weak sale and production performance of the sector as a whole.
The ferrous metals industry, which has seen many concen-
tration moves since 1986, had more firms in the top 200 list
in 1993 than in 1987 and the combined turnover of these
firms had increased from 95.3 billion ECU to 167.3 billion
ECU in 1993.

The larger companies from all three regions reported a lower
rate of return on sales (ROS) in 1993 than in 1987, with
only a few exceptions. The trend in profitability between 1992
and 1993 was, however, very different by sector and by region.
In the USA, the improvement in the financial situation of
the larger firms in 1993 was felt by the companies from nearly
all sectors. Notable exceptions were the computer and office
equipment sector, where increased competition at world level
triggered a price war which squeezed margins for all producers,
along with apparel and paper manufacturing, two industries
highly vulnerable to competition from imports. The USA autos
sector, however. continued to improve its financial perform-
ance and moved back to profit, posting a return on sales of
2.3 % in 1993 following figures of -0.7 % in 1992 and -2.9 %
in 1991.

In Europe, five sectors reported losses in 1993. These were
computer and office equipment, aerospace, metals, motor ve-
hicles & parts and rubber and plastics. In the case of the
aerospace sector, the total loss of the top European producers
in 1993 was nevertheless much lower than that recorded in
1992. indicating that the restructuring measures undertaken
by the top companies in the sector have started to bear fruits.
The highest profit makers (measured by the rate of return on
sales (ROS)) in Europe were the printing and publishing sector.
followed by tobacco products manufacturing and chemicals
(including pharmaceuticals).

Within Europe, the largest groups in terms of turnover are
from Germany, France and the UK, in that order (Table 5).
Together, the top companies of those three countries accounted
for close to 70 % of the total turnover of Europe’s top 200
firms in 1993, the same share as in 1987. Two other countries
which also host a large number of Europe’s top firms are
Italy and the Netherlands, along with Switzerland. The Neth-
erlands is, in fact, home to a number of Europe’s largest oil
and chemical companies (Royal Dutch Petroleum, Unilever,
Akzo, DSM), as well as to other giant corporations such as
Philips (electrical engineering), Hoogovens (metals) and He-
ineken (food and drink). Switzerland hosts two of the world’s
best known companies, Nestlé and ABB, as well as several
large chemical firms such as Ciba-Geigy, Sandoz, and Roche,
amongst others.

As in 1993, the largest profit earner in the world was a Euro-
pean company, Royal Dutch Shell. The second European com-
pany ranked by profit, however, only ranked 13th in the world
ranking: this was Glaxo of the UK, now the world’s largest
pharmaceutical company. In total, there were only 6 European
companies amongst the top 25 largest profit earners in 1993,
two less than in 1992 (Table 3).

Most of the companies in the list of largest profit earners
are from the oil, chemicals and food and drink sectors, along-
side a few equipment producers such as Toyota Motor. Toyota
was, in fact, the only Japanese firm in the list.

It is interesting to compare the list of largest profit earners
with that of the most profitable companies at world level.
First of all, there were no Japanese companies amongst the
25 most profitable companies at world level in 1993: Fuji
Photo Film, which ranked 23d in 1992, has since disappeared
from the top 25 ranking. Secondly, only eleven of the world’s
biggest profit earners rank amongst the 25 most profitable
firms: these are all the pharmaceutical companies in the list
of largest profit earners, along with a few diversified chemical
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companies such as Johnson and Johnson and B.A.T. Industries,
along with the giant soft drinks company Coca Cola, and the
electronics giant Intel. PepsiCo, which is the 20th biggest
profit earner in the world, does not rank amongst the list of
most profitable companies, contrary to its rival Coca Cola.
None of the oil companies which dominate the ranking of
the largest profit earners are amongst the "most profitable"
firms, as the average profit ratio in the petroleum refinery
sector is generally low.

Below, we look at the overall performance of the world’s top
200 firms by main sector of activity. The next section will
then focus on the relative performance of the largest European
companies, both by country of origin and by sector.

Sector profiles

Petroleum refining

The world energy sector is dominated by a few large com-
panies, most of which have important transnational operations
and some of which are still owned or largely controlled by
government. Healthy economic growth in the second half of
the 1980s combined with low energy prices hence lower in-
centives to conserve energy led to a healthy growth in turnover
of the top energy companies. As a result, the number of energy
companies in the top 200 world ranking and in Europe’s top
200 list increased during the decade of the eighties, then sta-
bilised in the early nineties. In 1993, there were 30 petroleum
refinery groups in the list of the world’s 200 largest firms.

Because oil prices have remained low force number of years,
however, and there have been comparatively fewer mergers/ac-
quisitions in this sector than in manufacturing, the share of
total turnover generated by the larger European oil producers
in the total output of the world’s largest petroleum refineries
has remained broadly stable between 1987 and 1993, at around
37.5 %. Over the period, the turnover of the top firms increased
by 5 % per year on average, reaching 670.4 billion ECU in
1993.

The USA companies seem to be the ones which suffered the
most from the recent economic downturn: although their situ-
ation in 1993 improved significantly over 1992, with an 8.8 %
increase in the combined turnover of the top 10 USA refineries
increased by 8.8 % (which compares with a figure of 3.1 %
for Europe). their share of the total turnover of the world’s
largest 30 petroleum refineries is, at 38.8 %, well below the
1987 figure of 46.6 %. The most impressive increase in relative
market share over the period has been that of the Japanese
and Korean producers, whose top companies posted a 29 %
growth in turnover in 1993 over 1992. These companies now
account for close to 16 % of the total turnover of the top oil
producers.

In 1993, there were six Japanese and two Korean companies
in the ranking of the 30 largest petroleum refineries: the larger
of these were Nippon Oil, which ranked I 1th, and Japan Energy
which ranked 15th. The largest Korean refinery, Sunkyong,
ranked 16th.

Exxon of the USA, which was already at the top of the list
in 1992, remained the leader in 1993 with a turnover of 83.6
billion ECU. It was closely followed by Royal Dutch Shell
at 81.3 billion ECU. The difference in turnover of the two
groups has thus shrunk again from the 6.5 % difference of
1992. In fact, in 1990, it was Royal Dutch Shell which lead
the world ranking both in this and in all sectors.

As indicated above, the total turnover of the larger USA re-
fineries increased much more rapidly than that of the larger
European firms, between 1992 and 1993, largely because of
the faster economic growth in the USA in that year. A direct
result of this is that the difference between the average size
of the top USA and European oil groups has shrunk. In 1993,
the average USA oil company had a turnover of around 26
billion ECU, compared with a figure of 28 billion ECU for
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the average EU oil refinery group. In comparison, the Japanese
and Korean top producers are still much smaller, at 13.2 billion
ECU or about half the size of the EU companies.

Iron and steel

Between 1987 and 1993, the total turnover of the world’s
largest metal producers increased at an average annual rate
of 9.8 %, which brought their share of total turnover from
3.9 % to 5 %. This rapid growth reflects in part the increase
in the number of companies in the list (from 13 in 1987 1o
15 in 1993) and, mainly, intense ownership restructuring ac-
tivity amongst the top firms: as competitive pressures were
rising, both because of the arrival of Central and Eastern
European producers on the market and because of the weak-
ening of demand, the top western producers engaged in major
restructuring efforts, diversifying away from basic metals pro-
duction and moving upstream in their product lines.

The heightening of competition at world level is highly notable
in Figure 5, even though this only shows the regional market
shares of the top 15 producers and not the market shares of
all producers in the sector (hence, East European producticn
is not accounted for in Figure 5). Between 1987 and 1993,
thus, the share of the European producers’ turnover decreased
moderately, by one percentage point, while that of the USA
fell from 13.9 % to 4.6 %. This, in fact, prompted the USA
to tighten restrictions on imports of steel into the USA in
that year, which created some disruptions on the trade front.

The financial performance of the larger iron and steel manu-
facturers has deteriorated significantly over time, such that
in 1993 all three regions reported a negative ROS in this
sector (-1.3 % in Europe, -0.7 % in the USA and -1.0 % in
Japan). As a matter of fact, amongst the largest 10 world

- Figure 4: Petroleum refining

Turnover in 1987

ferrous metals producers only two reported profits in 1993.
These were VIAG of Germany and Broken Hill Proprietary
of Australia. The largest deficit was reported by the French
company Usinor Sacilor. at 920 million ECU. a ROS of -8.1 %.

Figure 5 also shows the relative dominance of the Japanese
producers in this sector.

Among the 15 world largest basic metal producers in 1993,
seven were from Japan. The first two Japanese producers
ranked in 1st and 3d place respectively. Thyssen, the largest
European metal producers, ranked second at world level, as
in 1987, whereas Usinor Sacilor receded in 5th position behind
VIAG of Germany.

Although they dominate the world ranking and their share
of total turnover by the top firms remains high, the largest
Japanese producers were not sheltered from the recession
which badly hit their client industries. The steady appreciation
of the Japanese Yen throughout the period also contributed
to dampen the companies’ financial situation, bringing all five
major producers into the red in 1993. As demand prospects
remained dull, a number of them announced large job cuts
spread over 1994-96, similarly to the situation in both the
USA and Europe.

Chemicals

The total turnover of the world’s largest chemical companies
(including the pharmaceutical producers) increased by 30 %
between 1987 and 1993, a 4.5 % average annual rate of growth,
less than the average for all the top firms. As a result. the
share of turnover by the top firms which was accounted for
by the largest chemical producers decreased, from 9.7 % in
1987 to 8.7 % in 1993. The trend in turnover between 1992

Turnover in 1993

. {million ECU) : : {million ECU})

Royal Dutch Shell 67 694 o Exxon USA 83566
Exxon - 66 110 Ottars 5.6% Royal Dutch Shell EUR 81290
Mobil 44 315 Sepan g ‘ Mobil USA 48330
British- Petroleum 39073 British Petroleurn EUR 44 847
Texago»\j . USA 29736 Europe 37.2% Elf Aquitaine EUR 31669
Chevron USA 22506 ENI EUR 29711
ENI g " EUR 21037 - UsA486% " Texaco USA 28399
Eif Aquitaine EUR 18 355 Chevron USA 27441
Amoco o7 USA 17453 Pemex MEX 22692
Atlantic Richfield USA 14 086 Amoco USA 21643
Petrobras BRA 13 540 Nippon Oil JPN 20721
Total EUR 12 552 Total EUR 20462
Pemex : MEX 11393 Petroleos de Venezuela VEN 18171
Nippon Oil JPN 10813 Atlantic Richfield USA 15792
Pétroleos de Venezuela VEN 483 Japan Energy JPN 14 486

Idemitsu Kosan JPN 9322 SunkYong . KOR 13589
Phillips Petroleum USA 9275 Petrofina EUR 13395
USX-Marathon Group USA 8791 1893 Cosmo Oil JPN 12926
Kuwait Petroleumn KWT 8 368 e “O‘BZ:”"““" Petrobras BRA 12834
Statoil EUR 7839 seen SsangYong - KOR 12365 -

- Showa Shell Sekiyu K.K. JPN 7 581 Showa Shell Sekiyu K.K JPN 11637
SUN USA 7519 Europe 57.5% Idemitsu Kosan JPN 10979
Unocal USA 7324 Phillips Petroleum USA 10648
Petrofina EUR 7 090 USA 38.8% Repsol EUR 10373
Veba oel EUR 6 642 Statoil EUR 9774
Ashland Oil © USA 6 289 Neste EUR 9 456

" Neste - EUR 5559 Mitsubishi Oil JPN 8821
Nippon Mining JPN 4 940 USX-Marathon USA 8572

. Imperial Oil CAN 4932 Ashland Qit USA 7948
SUN i USA 7842 :

. Source: DABLE.
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Figure 5: Iron and steel

Turnover in 1987

{million ECU)
Nippon Steel JPN
Thyssen EUR
Usinor Sacilor EUR

Aluminum Co of America USA
LTV } : USA
NKK o ~JPN
Metaligeseilschaft EUR
Kobe Steel . JPN
Broken Hill Proprietary AUS
Kawasaki Steel JPN
Degussa EUR 5639
Sumitomo Metal Industries  JPN 5 565
Mitsubishi Matenials JPN

Japan 49.7%

Source: DABLE

and 1993 was. at 5 %. not significantly different from the
average over the previous S-year period.

The regional shares of total turnover did not change signifi-
cantly, however. with the European companies still accounting
for about 55 % of the total sales of the largest world chemical
producers.

The trend in the overall chemical sector masks very different
performances across markets, however. as the pharmaceutical
companies distinctly out performed the companies from the

Figure 6: Chemicals

Turnover in 1987

Tumover in 1993

{million ECU)
Nippon Steel JPN 22087 -
Thyssen EUR 17230 .
NKK JPN 14282
VIAG EUR 12271
Usinor-Sacilor EUR 11374
. Hoesch-Krupp EUR 10602
.- Kobe Steel JPN 10 033
Broken Hill Proprietary AUS 9 955
> Sumitomo Metai JPN = 9823
: Kawasaki Steel JPN 9520
Otvers 10.9% Sumitomo Electric JPN 8 849
Mitsubishi Materials JPN 8 550
Aluminum Co of America USA 7736
Buope353%  Degussa EUR 7664
KOR 7 336

Pohang tron and Steel

basic chemicals or other specialty chemicals sector. Sales by
the world’s largest pharmaceutical producers thus increased
at a steady rate throughout the period. while those of the
basic chemical producers were much more vuinerable to the
downturn.

The average financial performance of the world’s largest
chemical producers was also exacerbated by the overcapacity
problems which plagued financial results in the basic chemicals
segment and resulted in a fall in the prices of a number of
key products.

Turnover in 1993

{million ECU) (million ECU)

E.l. du Pont de Nemours USA 26 213 E.l. du Pont de Nemours USA 27862
BASF EUR 18771 A Procter & Gamble USA 24120
Bayer EUR 17903 1987 Hoechst EUR 23809
Hoechst EUR 17813 Jepan % Bayer FUR 21203
ICH EUR 15759 BASF EUR 20976
Procter & Gamble USA 15704 USA35.3% " Dow Chemical USA 15428
Dow chemical .USA 11573 Ciba-Geigy ‘EUR 13094
Montedison EUR 9240 Europe 55.3% VIAG EUR 12271
Ciba-Geigy EUR 9162 Rhone-Pouienc EUR 12168
Rhone-Poulenc EUR 8 094 Johnson & Johnson USA 12163
Norsk Hydro EUR 7012 ICI . EUR 10817
Johnson & Johnson USA 6931 Merck & Co . USA 8 968
Akzo EUR 6 646 SAndoz " EUR 8 731
Monsanto ‘USA 6 609 Roche Holding EUR 8277
Mitsubishi Kasei JPN 6 145 - Smithkline Beecham " EUR 7750
- Union Carbide USA 5982 . Akzo Nobel EUR 7 600
Asahi Chemical Industry JPN 5826 Norsk Hydro " EUR 7518
Baxter interational USA 5384 Sumitomo Chemical - JPN 7188
- Sandoz EUR 5219 Jepanggn Abbott Laboratories "~ USA 7182
- Solvay & Cie EUR 5156 STy = Henkel . EUR 7170
Fuji Photo Film JPN 4 865 USA 36.2% i Toray Industries JPN 7102
Sumitomo Chemical JPN 4831 ‘ .+ American Home Products - USA 7 094
Bristol Myers Squibb USA 4673 Occidental Petroleum - USA 6933
Roche Holding EUR 4478 ! Europe 54.9% Glaxo Holdings - EUR 6 832
Henkel EUR 4 461 Dainippon ink & Chemicals - JPN 6814
: ; . "Monsanto . USA 6750

: Source: DABLE
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Figure 7: Electricai and électronlc engineering

Turnover in 1987
{million ECU)

General Electric USA 34013
Hitachi JPN 30 448 1087
Matsushita Electric Ind. JPN 29 492 Others 12.5%
Siemens AG EUR 24748
Philips Electronics EUR 22 553
Alcatel-Alsthom EUR 18371 Jepenzezm
Samsung KOR 18 272
Mitsubishl Electric JPN 14 494
Lucky-Goldstar KOR 11743 USA28.0%
Daewoo KOR 11 663 .
Westinghouse Electric USA -9239
Electrolux EUR 9210
Sony JPN 8759
Thomson EUR 8 656
General Electric Company  EUR 7984
Sharp JPN 7498
Sanyo Electric JPN 7083 R
Asea EUR 6814 1993
Ray\heon USA 6 626 Othars 14.1%
Brown Boverl EUR 6 021

"TRW ' USA 5 901
Motorola USA 5 802 :
Honeywell USA 5778 Japan 8%
AEG EUR 5620
Emerson Electric USA 5549
Texas instruments USA 4 840
Martin Marietta USA 4 469
LM Ericsson EUR 4 425

' Source: DABLE

Electrical and electronic engineering

The electrical and electronic engineering sector is a highly
globalised industry at world level, dominated by a number
of R&D intensive large companies. In 1993, among the 200
largest world enterprises ranked by turnover, 28 were from
the electrical and electronic engineering sector. Nine of these
were from Japan or Korea, nine from western Europe and
10 from the USA. The Japanese companies have grown faster
than their competitors over the past years despite the constant
appreciation of the Yen, as indicated by the growing share
of the total turnover of the larger Japanese firms in this sector.
Between 1987 and 1993, this share increased from 29.2 %
to 35.4 % at the expense of both the European and the larger
USA companies (Figure 7).

Between 1987 and 1993, the combined turnover of the larger
firms in this sector increased by 8.9 % per year on average.
The fastest growth rate was recorded by the Korean and Japa-
nese companies, whose combined turnover grew at an average
annual rate of 11.7 % over the period. In contrast, the turnover
of the larger European electrical and electronic enginecering
producers grew at only 5.9 % per year on average, and slowed
further, to less than I % in 1993 compared to a rate of 3.9 %
for the larger Japanese and Korean companies in the same
year. Hence, despite numerous acquisitions and major efforts
to improve competitiveness and market share by streamlining
costs and relocating part of the production to low-cost coun-
tries, the larger European electronic equipment manufacturers
continue to lose ground in world markets.

The efforts made by the larger European firms are most visible
in the rising share of R&D expenditure in turnover. In 1993,
Europe’s largest electrical and electronic equipment producers
invested 6.9 % of their turnover in R&D on average. compared
to a figure of 5.5 % for the larger USA companies and 4.8 %
for the leading Japanese producers. Although these efforts
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Tumoverin 1993 2
{million ECU) ) o

Hitachi :

: JPN 59 447
Matsushita Electric ind. JPN 53 209
General Electric USA 51107
Samsung GrouP . KOR 45811
Siemens EUR 41992
Europe 33.9% Sony JPN 29994
Philips Electronics - EUR 27080
Daewoo KOR 26 382
Mitsubishi Electric JPN 24 947
ABB Asea Brown Boveri EUR 24180
Alcatel Alsthom EUR 23612
Motorola USA 14490
Sharp JPN 12195
Sanyo Electric JPN 11728
Digital Equipment USA 11569
Electrolux - EUR 11020
Thomson ~EUR 10196
Schneider EUR 8515
Raytheon USA 7 860
Westinghouse Electric USA 7 581
Europe 26.% General Electric Company  EUR 7 565
: Intel USA 7 502
Texas Instruments USA 7 281
Northern Telecom CAN 7 151
USA21.6% LM Ericsson - EUR 6929
Emerson Electric USA 6 800
Fuji Electric JPN 6 700
Whirlpool USA 6435

may bear fruit in the longer term, in the short term this does
not seem to have given European companies a distinct com-
parative advantage.

The growing competition in this market partly takes the form
of a race for innovation, and partly of intense competition
on prices. As aresult, the profit margins of the larger producers
in both Europe and Japan have progressively been squeezed
over time. In Europe, the ROS fell from 2.5 % in 1989 to
1.4 % in 1993, whereas in Japan, it fell from 3.1 G in 1989
to 0.6 % only in 1993. Only the USA companies seem to
have been able to maintain a high profit margin in this sector.
This reflects the fact that most of the larger American com-
panies in the list are manufacturers of equipment for industry
as opposed to cquipment for consumers, the latter being a
sector with a much lower average profit margin.

The three firms which lead the 1993 ranking are Hitachi and
Matsushita Electric of Japan. followed by General Electric
of the USA. The first European company. Siemens, ranked
fifth based on turnover, while Philips Electronics. the second
largest European producer, ranked 7th. Between 1987 and
1993, there were relatively few changes at the top in this
sector, the three leading firms being exactly the same. Two
of the companies which were classified in this sector in the
1993 edition of the Panorama have since been re-classitied
into the computer and office equipment sector: these are NEC
and Toshiba.

Computers and office equipment

The world computer and office equipment market is dominated
by only two players: the USA and Japan. Europe’s Olivetti,
which ranked 8th at world level in 1987, has since disappeared
from the list of world top 200 companies based on turnover,
end thus does not appear in Figure 8 in 1993.



Flgure 8: Computer and office equipment

Tumover in 1987

(milfion ECU)
1BM  USA 46905
Toshiba © JPN 21863 Japan 38.6%
NEC JPN 16 614 4
Fujitsu - JPN 12 526
Digital Equipment ) USA 8674
Unisys USA 8403
Hewlett-Packard USA 7213
Olivetti - EUR 4942
NCR . ~Usa . 4880
Japan 48.9%

Source: DABLE

The total turnover of the largest firms in this sector was more
or less evenly distributed between the top USA and Japanese
companies, the sectoral leader being IBM of the USA, followed
by Toshiba and NEC of Japan. [BM’s position as world leader
remains unchallenged. however. as its turnover of 53.6 billion
ECU was still a comfortable 44 % higher than that of number
two Toshiba.

Between 1987 and 1993, the combined turnover of the largest
companies in this sector increased by 8.5 % per year on av-
erage, to 215.5 billion ECU in 1993. Newcomers in the list
of largest manufacturers since 1987 are Apple Computer, along

‘Flgure 9: Motor vehicles and components

Tumover in 1987

(milfion ECU)
General Motors USA 88 054
Ford Motor USA 61981
. Toyota Motor JPN 40 386
Daimler-Benz EUR 32523 Japan 25.4%
Volkswagen -EUR 26334
Nissan Motor JPN 25972
FIAT EUR 25751
Chrysler USA 22733
Renault - EUR 21290 USA 38.5%
Peugeot EUR 17 031
Volvo EUR 12636
Mitsubishi Motors JPN 12 289
Robert Bosch EUR 12 246
Honda Motor JPN 10617
" Mazda Motor : JPN 10 096 Japan32.7% |
BW EUR 8822
- Nippondenso JPN 6273
TRW i USA = 5901
. Saab-Scania EUR 5655
Suzuki Motor . JPN 5505 ‘ USA 35.2%
Audi - EUR 5478
{suzu Motors JPN 5432

 Source: DABLE

Turnover in 1993

(miltion ECU)

Europe 37% 1IBM | USA 53575
Toshiba JPN 37201 -
NEC JPN 28757 -

Fujitsu JPN 25219

Hewlett-Packard - USA 17 091

Xerox ’ USA 14732

Ush 57.7% Canon . JPN 14092

Digital Equipment USA 11569

Apple Computer USA 6 636

Unisys USA 6614

USA 51.1%

with Xerox and Canon which increased their presence in this
market from being more traditional electrical equipment sup-
pliers.

Motor vehicles and components

The triad’s dominance of the world automotive and parts mar-
ket is beginning to be challenged. with Hyundai Motor of
Korea having made its entrance in the list of the world top
200 industrial companies. Hence, whereas until the late 1980s
the three main producers, the USA, Japan and Europe more
or less evenly divided the world automotive market amongst

Turnover in 1993

(million ECU)
General Motors USA 114145
Ford Motor USA 92703
Toyota Motor JPN 67498
Daimler-Benz EUR 50535
Nissan Motor JPN 46585
Volkswagen - EUR 39599
Europe 36.1% Chrysler . USA 37245
Honda Motor JPN 31030
FIAT EUR 29651
Renault EUR 25644
Mitsubishi Motors - JPN 23688
Peugeot EUR - 21965
Mazda Motor JPN 17 578
Othars 1.1% Robert Bosch EUR 16788
BMW . EUR 15003
Volvo EUR 12234
Buropa 31% Isuzu Motors JPN 11538
Nippondenso JPN 10957
Suzuki Motor JPN 9 857
MAN EUR 9629
Fuji Heavy JPN 8 160
Hyundal Motor KOR 7 642
TRW USA 6790
Daihatsu Motor Co JPN 6 562
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Figure 10: Aerospace

Turnover in 1987
(million ECU)
United Technologies USA 14 854
Boeing USA 13 284
MCDonnell Douglas USA 11497
Rockwell Intl USA 10 902 USA B9.5%
Lockheed USA 9794
Allied Signal USA 9617
General Dynamics USA 8 084
- British Aerospace EUR 5774
Northrop USA 5236
Textron USA 4 662
Aerospatiale EUR 4 526

USA 76.4%

Source: DABLE

themselves, in 1993 Korea’s Hyundai accounted for 1.1 %
of the combined turnover of the 24 largest producers. The
rise in the Japanese companies’ market share is the other
notable trend in Figure 9, this share having risen from 25.2 %
in 1987 to 32.7 % in 1993. Between 1987 and 1993, the total
sales of the larger firms in this sector increased by 7.5 %
per year on average, the trend being distinctly faster in the
first part of the period than in the second, and this for two
reasons: first, demand itself slowed down in most regions
after 1990, whereas secondly intense M&A activity amongst
the top firms reduced the number of players and created more
global firms. This was especially the case in Europe, where
the number of producers in the world top 200 decreased by
one (from 10 to 9) but the average size of these players grew
significantly, from 16.8 billion ECU in 1987 to 24.6 billion
ECU in 1993.

All the figures relating to the financial performance of the
major European automotive producers in 1993 point to the
difficult period that the industry is only now emerging from.
The average ROS of the top European automotive producers
was -1.0 % in 1993, compared to a figure of +0.4 % in Japan
and +2.3 % in the USA. The company having posted the
largest loss was Volvo (with a ROS of -3.1 % in 1993), fol-
lowed by Volkswagen (-2.7 %). Two other EU companies
(Fiat and Peugeot) reported small losses while the others re-
ported a low profit. This is itself was quite an achievement,
given that the combined turnover of the main European auto-
motive producers tell by 3.5 % in the year to 1993. Both
investments in fixed capital and in R&D decreased in that
year though the European R&D ratio in this sector remains
well ahead of that of its two main competitors (5.2 % in
1993 in Europe compared with 4.1 % in the USA and 3.9 %
in Japan).

General Motors remains the world’s largest automotive pro-
ducer, with a total world-wide turnover of 114.1 billion ECU,
well ahead of the number two Ford Motor, whose turnover
amounted to 92.7 billion ECU in the same year. The largest
European producer, Daimler-Benz, ranked 4th with a turnover
of 50.5 billion ECU, less than half that of General Motors.
Although there have been a few changes in position at the
top, the largest 10 automotive producers in 1993 were the
same as in 1987.

Aerospace equipment

The world aerospace equipment market remains dominated
by the top USA producers, who accounted for 74 % of the
global turnover of the world’s 11 largest aerospace producers
in 1993. Their share has been falling progressively over time,
however, as the three main European producers British Aero-
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1987

1993

Turnover in 1993

S (million ECU)

Boeing ‘ USA 21730
United Technologies USA 18008
British Aerospace EUR 13019
MCDonnell Douglas USA 12375 -
Lockheed USA 11166
Allied Signal USA 10103

Deutsche Aerospace EUR 9617
Rockwell international USA 9018 -
Martin Marietta USA 8060
Textron USA 7755
Aerospatiale EUR 7 680"

Europe 23.6%

space, Deutsche Aerospace and Aérospatiale were reinforcing
their presence in the world market. The European’s relative
expansion experienced a setback in 1993, however, as the
difficulties experienced by many airlines in Europe combined
with unfavourable exchange rate movements led to a major
slowdown in European sales expansion: in that year, the total
sales value of the three above-mentioned European companies
only grew by 1.9 %. which compares with an average annual
growth in turnover of the largest 11 companies of 4.6 % per
year on average over the period 1987-93.

The very strong competitive pressures to which the sector is
subject due to the continuous depreciation of the dollar are
also notable through the comparison of the average profit
ratios of the USA and European producers. Despite on-going
cost control and restructuring efforts, the top European pro-
ducers experienced a combined loss equivalent to 1.6 % of
their 1993 turnover, which compares with a figure of +3.4 %
in he USA that same year. The fact that the acrospace sector
is one of the few sectors in the USA which actually reported
a higher ROS in 1993 than in 1989 is highly significant in
this respect.

Although they have been growing in size both through internal
growth and ownership restructuring, the largest European acro-
space producers remain smaller on average than their USA
rivals. The average size of the largest three European acrospace
manufacturers was 10.1 billion ECU, compared with a figure
of 12.3 billion ECU for the USA.

Food, drink and tobacco

The food, drink and tobacco sector is one of those sectors
which increased its share of the total turnover of the world’s
largest 200 companies, despite the fact that this is by nature
a slow growing demand sector: between 1987 and 1993, the
combined turnover of the world’s largest food companies grew
at an average annual rate of 7.7 %, i.e. faster than that of
traditionally more dynamic sectors such as the automotive or
aerospace industries.

The reasons for this comparatively faster growth are two fold.
First, the sector is less cyclical than the equipment sectors,
hence it suffered less from the downturn of the early 1990s.
Secondly, this reflects the external growth strategies pursued
by many companies in this scctor, in particular by the European
companies which grew through cross-border acquisition fol-
lowing the launch of the Internal Market programme. In 1993,
for example, BSN. Grand Metropolitan and Cadbury Schwep-
pes all acquired plants in India and China. BSN also expanded
into Eastern Europe, through the acquisition of the largest
dairy products plant in Hungary.



The largest world producer in this sector in 1993 was Philip
Morris of the USA, with a turnover of ECU 43.2 billion,
followed by two European food companies, Unilever and
Nestlé. Philip Morris was particularly aggressive on the ciga-
rette market, pursuing a strategy of price cuts to boost market
share, and succeeding at it. Philip Morris also merged Kraft
General Foods Europe and Jacobs Suchard in that year, creating
a global multinational in Europe. These three companies al-
ready lead the ranking in 1992, in the same order. In total,
among the top 22 firms in this sector in 1993, seven were
European, two Japanese and 12 were from the USA. This
compares with seven European companies, one Japanese, 14
USA and one South African company in 1987.

Profit margins in the food, drink and tobacco producing sector
have traditionally been relatively high, but even so they have
shrunk significantly between 1989 and 1993, both in Europe
and in Japan. Again, only the USA companies saw an im-
provement in their profit margins over the period considered,
thanks to their relatively strong internal market and to the
limited degree of competition from imports in this low-trade
intensity sector.

EUROPE’S TOP 200 FIRMS

Overall performance

In 1993, the total turnover of Europe’s largest 200 largest
companies amounted to 2 028 billion ECU, i.e. about 42 %
of EU’s GDP. Table 16 lists Europe’s 200 largest manufacturing
and services companies by country in 1987 and in 1993 re-
spectively. Important acquisition moves by some of the larger
Swiss companies (many of which are involved in the phar-
maceutical sector) combined to exchange rate effects increased
the Swiss companies’ share of the total turnover of Europe’s
largest 200 companies. Similarly, acquisition moves by
France’s larger companies boosted the total share of Europe’s
turnover accounted for by the largest French producers. In
contrast, the other countries’ share of turnover shrank, the
most important effect being observed in the UK, where the
top companies’ share of turnover has now fallen to 19 %,

Figure 771: Fobd, drink and tobacco

Tumover in 1987

Source: DABLE

from 23.1 % in 1987. Although the UK economy strengthened
in 1993, one year before the other European economies, a
number of UK companies were acquisition targets for non-UK
tfirms, while the petroleum refineries which dominate the UK
list of top companies reported a poor sales performance in
that year. Thirdly, exchange rate movements in 1993 played
against the UK companies” financial performance when meas-
ured in current ECU.

Compared to the rest of the world. the breakdown of Europe’s
largest companies by sector is much more varied - implying
that many sectors which are highly concentrated in the rest
of the world have not yet reached the “critical size" in the
EU (Figure 13). Petroleum refining companies for instance,
which account for nearly one fifth of the total turnover of
the world’s top 200 firms, account for less than 13 % of the
global turnover of Europe’s top 200 companies. And indeed,
excessive fragmentation is one of the factors trequently quoted
as negatively influencing the relative competitiveness of
Europe’s petroleum refineries compared to their competitors
in the USA or Asia. )

In the motor vehicles sector also. the relative fragmentation
of industry in Europe (mainly of the automotive components
part of the industry) is reflected by the fact that the "large"
European automotive producers only account for about 10 9%
of the total turnover of Europe’s top 200 firms, whereas the
equivalent share at world level is more than 20 %.

The sectoral distribution of companies in the top 200 list in
Europe is broadly similar in 1993 to that observed in 1987,
with one notable exception, which is the telecommunications
sector. This sector’s share of the total turnover of the top
200 European companies more than doubled thanks to rapid
growth in demand and sales. and to cross-border ownership
restructuring following the liberalisation and deregulation of
the sector in Europe. The automotive sector, in contrast, saw
its share of the total falling by two points due to a poor sales
performance over the second half of the period.

Tumoverin 1993

(milion ECU) (million ECU) :
- Unilever SRR EUR 23578 Ny “Philip Morris : USA 43243
. Nestle i EUR 20482 . . - unilever EUR 35734
Philip Morris ‘ USA 19274 ... 1087 Nestle EUR 33238
RJR NabiscoA USA 13 640 Japan2.9% Pepsico USA 21374
B.A.T.Industries EUR 10 657 Others 4% Conagra USA 20580
Pepsico USA 9 936 B.A.T. industries EUR 14587
Kraft General Foods USA 8544 RJR Nabisco Holdings USA 12902
Sara Lee USA 8 457 - Europo 38.6% Ferruzzi Finanziaria EUR 12394
Grand Metropolitan EUR 7 986 usa s Kirin Brewery JPN 12087
Conagra USA 7926 ool Coca-Cola - USA 11923
Anheuser-Busch USA 7145 - ; y Sara Lee USA 11737
Dalgety EUR 7048 Groupe Danone EUR 10589
- Barlow rand ZAF 6 859 Barlow ZAF 10001
_1BP USA 6 645 1BP USA 9970
Coca-Cola : USA 6 625 Anheuser-Busch USA 9828
- Taiyo Fishery. . . JPN 6 362 1993 Snow brand Milk Products ~ JPN 8913
Borden 1 USA 5636 snoan 65% Grand Metropolitan EUR 8679
" BSN EUR 5355 e panfla®  Ofners 3% Archer-Daniels-Midiand USA 7776
Archer-Daniels-Midland USA 5334 .. Eridania Beghin Say EUR 7 689
" Ralston Purina - 5277 7 General Mills USA 7 455
- Pilisbury 5179 ; Europe 38% American Brands USA 7 080
- Allied-Lyons 5136 USAB25% Ralston-Ralston Purina USA 6574
H.J. Heinz
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- Table 4: The world’s 200 largest industrial groups, 1993

66

14732

3756

Tumover Profit  Net worth Retumn
o {million {million {million on assets  Major sector of
Rank Name Country ECU) ECU) ECU) Employees (%)  activity
1 General Motors USA 114 145 2106 5166 711 000 1.5  Motor vehicles & parts
2 Ford Motor USA 92703 2 160 14 549 322 213 1.3 Motor vehicles & parts
3 Exxon USA 83 566 4510 29721 91 000 6.3  Petroleum refining
4 Royal Dutch Shell UK/NL 81290 7 426 44 731 117 000 8.6  Petroleum refining
5  Toyota Motor JPN 67 498 1167 30 980 73 046 1.9  Motor vehicles & parts
6  Hitachi JPN 59 447 548 23772 330637 0.8  Electrical engineering
7 IBM USA 53 575 -6 823 16 861 256 207 -9.8  Computers & office equip.
8 Matsushita Electric JPN 53 209 197 26 421 254 059 0.3  Electrical engineening
9 General Electric USA 51107 3779 22 060 222 000 1.8  Electrical engineering
10 Daimler-Benz D 50 535 311 9 092 366 736 0.6  Motor vehicles & parts
11 Mobil USA 48 330 1780 14 725 61 900 5.1 Petroleum refining
12 Nissan Motor - JPN 46 585 -698 10136 143 310 -1.2  Motor vehicles & parts
13 Samsung KOR 45 811 464 6 489 191 303 1.1 Electrical engineering
14 IRl | 45080 -5 556 N/A 366 471 N/A Conglomerate
15  British Petroleum UK 44 847 789 12 509 84 500 2.0  Petroleum refining
16  Philip Morris USA 43 243 3048 9932 173 000 7.0  Food, drink & tobacco
17 Siemens D 41992 927 9810 391 000 1.9  Electrical engineenring
18 Volkswagen D 39 599 -1 054 5 821 251 643 -2.6  Motor vehicles & paris
19  Chrysler USA 37 245 2063 5840 128 000 5.8  Motor vehicles & parts
20 Toshiba "JPN 37 201 98 8 979 175 000 0.2  Computers & office equip.
21 Unilever UK/NL 35734 1663 6216 302 000 7.5  Food, drink & tobacco
22 Nestlé CH 33238 1669 9055 209 755 6.5 Food, drink & tobacco
23 Veba i D 31692 427 7 801 128 348 1.5  Conglomerate
24 EIlf Aquitaine F 31 669 111 12 700 94 300 0.3  Petroleum refining
25 - Honda Motor JPN 31030 190 7771 91 300 0.8  Motor vehicles & parts
26 Sony JPN 29994 123 10 681 130 000 0.4  Electrical engineering
27 EN! [ 29711 228 8073 106 391 0.5  Petroleum refining
28 FIAT | 29 651 -969 9472 261 500 -2.1 Motor vehicles & parts
29 Nec JPN 28 757 66 6282 147 910 0.2 Computers & office equip.
30 Texaco USA 28 399 912 8 781 32514 4.0  Petroleum refining
31 E.L Du Pont De Nemours USA 27 862 474 9592 114 000 1.5  Chemicals
32 Chevron USA 27 441 1081 11 957 47 576 3.6  Petroleum refining
33 Philips Electronics NL 27 080 394 5270 238 469 1.8  Electrical engineenng
34 Daewoo KOR 26 382 412 6 292 76 986 1.1 Electrical engineering
35 Renauit F 25 644 162 5117 139 733 0.5 Motor vehicles & parts
36 Fujitsu JPN 25219 -303 8 498 54 091 -1.0  Computers & office equip.
37 Mitsubishi Electric JPN 24 947 209 6 506 49 842 0.8  Electrical engineering
38 ABB Asea Brown Boveri CH/S 24180 58 ‘3013 206 490 0.3  Electrical engineering
.39 Procter & Gamble USA 24 120 213 5897 104 941 1.1 Chemicals
40 Hoechst D 23 809 285 5773 170 161 1.4  Chemicals
41  Mitsubishi Motors JPN 23688 45 3119 26 654 0.2  Motor vehicles & parts
42  Alcatel Alsthom F 23612 1055 8743 196 500 2.7  Electrical engineering
43 RWE D 22 895 447 3903 105 572 1.4  Conglomerate
- 44 Pemex MEX 22 692 829 29 642 106 951 2.0  Petroleum refining
45 Mitsubishi Heavy JPN 22 368 642 8990 44 077 2.0 Mechanical engineering
46 Nippon Steel JPN 22 087 -435 7799 34 619 -1.2  Metallurgy
47  Peugeot " F 21965 -213 7 633 143 900 -1.2  Motor vehicles & parts
48 Boeing USA 21730 1063 7823 125 500 6.1 Aerospace
49  Amoco USA 21 643 1555 11673 46 317 6.4  Petroleum refining
50 Pepsico USA 21374 1356 5415 423 000 6.7  Food, drink & tobacco
51 - Bayer D 21203 686 9142 151 900 3.3 Chemicals
52 BASF D 20976 443 7 644 112 020 2.1 Chemicals
53 Nippon Oil JPN 20721 186 4970 11117 0.9  Petroleum refining
54 Conagra USA 20 580 383 2348 87 309 4.1 Food, drink & tobacco
55 Total F 20 462 454 7 690 49 772 2.3  Petroleum refining
56 Petroleos de Venezuela VEN 18 171 974 20 624 49 218 N/A  Petroleum refining
57 United Technologies USA 18 008 416 3224 168 600 3.3  Aerospace
58 Mazda Motor JPN 17 578 -394 2854 29 161 -3.2  Motor vehicles & parts
59 Thyssen D 17 230 -535 1823 136 975 -4.0 Metallurgy
60 Hewlett-Packard USA 17 091 990 7 160 96 200 7.0 Computers & office equip.
61 Robert Bosch D 16788 200 4 052 156 615 15 Motor vehicles & parts
62 INi E 15917 -899 4629 129 435 -3.2  Conglomerate
63  Atlantic Richfield USA 15792 230 5234 25 100 11 Petroleum refining
64 Dow Chemical USA 156 428 550 6 877 55 400 2.6  Chemicals
65 BMW D 15 003 271 3621 71034 1.7  Motor vehicles & parts
66 Xerox USA -161 97 000 -0.5

Computers & office equip.



Turnover
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\ (miltion (million (miftion onassets  Major sector of

Rank Name Country  ECU) ECU) ECU) Employees (%)  activity

67 B.A.T. Industries: UK 14 587 1 600 6416 190 308 30 Food, drink & tobacco

68 Motorola . USA 14 490 873 5475 120 000 7.6  Electrical engineering

69 Japan Energy . JPN 14 486 85 1210 7742 0.4 Petroleum refining

70 Mannesmann D - 14458 -178 3210 127 695 -1.3  Mechanical engineenng

71 NKK JPN. . 14282 -324 3280 22 214 -1.3  Metallurgy

72 Canon ~JPN-... 14092 162 5837 64 535 1.0  Computers & office equip.
- 73 Eastman Kodak USA . . 13979 570 2867 110 400 3.3 Instrument engineering

74  Sunkyong KOl 13589 48 2956 21299 0.4  Petroleum refining

75 Petrofina B 13385 177 3133 14 696 2.0  Petroleum refining

76 Ciba-Geigy - CH 13.094 1029 9876 87 480 56 Chemicals ..
77 Bntish Aerospace UK 13019 -275 1938 87 400 -2.1 Asrospace

78 Cosmo Oil JPN 12926 70 1272 3648 0.7  Petroleum refining

79 RJR Nabisco Holdings USA 12 902 -3 7748 66 500 0.0 Food, drink & tobacco

80 Petrobras BRA 12 834 587 10738 N/A 3.3  Petroleum refining

81 Ferruzzi Finanziana | 12 394 -1315 -919 41 392 -6.1 Food, dnink & tobacco

82 McDonnell Douglas USA 12 375 307 2916 70 016 30  Aerospace

83 Ssangyong - KOR 12 365 74 3185 25 470 0.7  Petroleum refining

84 Bridgestone JPN . 12273 218 3642 87 332 1.6  Rubber products

85 VIAG SORRTNN o 1227 131 2289 80 683 1.1 Conglomerate

86 Hanson LUK 12257 931 5012 71 000 3.1 Conglomerate

87 Volvo L8 U 12234 -381 2981 73 641 -26  Motor vehicles & parts

88 Sharp JPN 12195 255 6 457 42 883 1.6  Electrical engineering

89 Rhone-Poulenc F - 12168 225 4973 81678 1.3  Chemicals

90 Johnson & Johnson USA 12163 1537 4790 81 600 146  Chemicals

91 Ruhrkohle D 12103 6 895 111 150 0.0 Extraction

92  Kirin Brewery - JPN 12 087 329 4974 8 242 3.1  Food, drink & tobacco

93 Preussag D 11978 121 1635 73319 1.3  Conglomerate

94 Minnesota Mining & Mfg  USA 11976 1079 5563 86 168 10.4  Instrument engineering

95 Coca-Cola USA 11923 1869 3916 34 000 18.2  Food, drink & tobacco

96 Saralee “ o USA 11737 567 3146 132 545 6.5 Food, drink & tobacco

97 Sanyo Electric JPN 11728 -12 5373 59 624 -0.1 Electrical engineering

98 International Paper USA 11 690 247 5318 72 500 1.7  Paper & paper products

99 Showa Shell Sekiyu k.k  JPN 11637 60 1312 2 364 0.9  Petroleum refining

100 Digital Equipment USA 11 569 -202 3933 95 809 -2.3  Computers & office equip.

101 isuzu Motors JPN | 11538 -32 426 13 084 -0.3  Motor vehicles & parts

102 Usinor-Sacilor F 11 374 -820 2278 67 984 -7 Metallurgy

103 Tenneco USA 11323 385 2361 75 000 2.9  Mechanical engineering

104 Ostenreichische Industrie A 11 239 -546 1187 64 859 N/A  Conglomerate

105 Lockheed USA 11166 360 2087 83 500 4.7  Aerospace

106 Montedison | 11 096 =742 1067 32774 -42  Chemicals

107 Electrolux S 11 020 64 1 855 109 400 0.8  Electrical engineering

108 Idemitsu Kosan JPN. - 10979 10 500 5273 0.1 Petroleum refining

109 Nippondenso - JPN: 10 957 209 5 880 56 622 1.9  Motor vehicles & parts

110 ICl S UK 10817 177 5111 87 100 1.5  Chemicals

111 BTR UK " 10807 1036 2697 129 814 8.0  Conglomerate

112 Saint-Gobain F 10 805 198 4902 92 348 1.4  Building materials

113 Phillips Petroleum us 10648 237 2 605 19 400 2.6 Petroleum refining

114 Hoesch-Krupp Do 10 602 -321 865 78 376 -3.2  Metallurgy

115 Groupe Danone F 10 589 497 4 820 56 419 42  Food, drink & tobacco

116 Repsol S E 10 373 541 3563 18 765 5.3  Petroleum refining

117 Thomson F 10 196 -458 382 99 895 -8.4  Electrical engineering

118 Allied Signat USA .. 10103 560 2042 86 400 6.1  Aerospace

118 Kobe Steel JPN 10 033 -67 2911 19 415 -0.3 Metallurgy

120 Barlow ZAF 10 001 190 1253 145 700 3.0 Food, drink & tobacco

121 IBP USA 9970 66 523 29 200 5.0 Food, drink & tobacco

122 Broken Hill Proprietary AUS 9 955 773 6 125 48 000 47  Metaliurgy

123 Goodyear Tyre & Rubber USA 9 946 417 1965 90 384 5.8  Rubber products

124 Caterpillar USA 9922 582 1878 51250 4.6  Mechanical engineering

125 Suzuki Motor PN - 9 857 122 2202 13218 1.9  Motor vehicles & parts

126 Anheuser-Busch | USA: 9828 508 3635 43345 6.5 Food, drink & tobacco

127 Sumitomo Metal JPN- 9823 -312 4 203 21 595 -1.7  Metallurgy

128 Statoil N 9774 362 2935 14 560 3.5  Petroleum refining

129 Bristol-Myers Squibb USA 9749 1673 . 5074 49 500 16.2  Instrument engineering

130 MAN < Do 9629 113 1727 60 837 1.2 Motor vehicles & parts

131 Michelin F 9 560 -554 1077 124 575 -4.9 Rubber products

132 Kawasaki Steel JPN 9520 -177 3760 17 276 -1.0  Metallurgy

133 Pechiney F 9519 -148 2 541 59212 -1.4  Metal products

134 Neste SF. 9456 168 490 12 541 2.5  Petroleum refining

k1 # o
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Turnover Profit  Net worth - Retum

{million {million {million - : on assets - Major sector of
Rank Name Country ECU) ECU) ECU) Employees (%)  activity
135 Asahi Glass JPN 9419 85 4764 8 760 0.7  Building materials
136 Dai Nippon Printing JPN 9202 328 . 5614 14 308 3.4  Printing & publishing
© 137 Rockwell International USA 9018 467 2458 77 028 59  Aerospace
138 Merck & Co USA 8 968 1 850 8 561 47 100 10.9  Chemicals
2139 Snow Brand Milk Products JPN 8913 63 985 7 753 1.5 Food, drink & tobacco
~.140 Sumitomo Electric JPN 8 849 237 3171 15 412 2.6  Metallurgy
2141 Mitsubishi Oii JPN 8 821 117 1097 2433 1.8  Petroleum refining
:'142 Toppan Printing - JPN 8 756 255 4245 14 148 3.0 Printing & pubtishing
.143 Sandoz CH 8 731 986 6 104 52 550 8.4  Chemicals
~ 144 Bertelsmann D 8714 230 1107 50 437 4.8  Printing & publishing
2145 Ishikawajima-Harima
: Heavy JPN 8 684 94 1506 16173 0.8  Mechanical engineering
146 Grand Metropolitan UK 8 679 524 4710 87 163 4.2  Food, drink & tobacco
147 Kawasaki Heavy JPN 8 598 138 1108 17 404 1.4  Mechanical engineering
148 USX-Marathon USA 8 572 -5 2657 21914 -0.1 Petroleum refining
149 Mitsubishi Materials JPN 8 550 -23 2419 9723 0.2  Metallurgy
- 150 Schneider F 8515 61 1548 91 458 0.6  Electrical engineering
:'151 Roche Holding CH 8277 1433 10 358 56 082 8.0 Chemicals
© 152 Fuji Heavy JPN 8 160 -205 953 15018 -3.2  Motor vehicles & parts
153 Weyerhaeuser USA 8 154 450 3388 36 748 4.2  Paper & paper products
154 Matra-Hachette F 8 153 a5 700 41 904 1.0  Printing & publishing
155 Martin Marietta USA 8 060 385 2457 92 000 5.8  Aerospace
©156 Fuji Photo Film JPN 8 029 450 8 155 25074 3.7 Instrument engineering
:'157 Ashiland Oil USA 7 948 118 1210 31800 2.6  Petroleum refining
158 Kubota JPN 7 869 66 2495 16 046 0.7  Mechanical engineering
159 Raytheon USA 7 860 592 3671 63 800 9.5  Electrical engineering
160 Sun USA 7 842 242 1695 14 500 4.8  Petroleum refining
161 Ricoh JPN 7779 60 2811 13724 0.6  Instrument engineering
. 162 Archer-Daniels-Midland  USA 7776 424 3870 14 219 6.4  Food, drink & tobacco
- 163 Matsushita Electric Works JPN 7775 109 3444 19 292 1.2 Metal products
~~164 Textron USA 7755 324 2375 56 000 1.8  Aerospace
165 Smithkline Beecham UK 7750 1062 2303 52 700 15,7  Chemicals
166 Aluminum Co of America USA 7736 4 3061 63 400 0.0 Metallurgy
167 Nippon Paper JPN . 7724 1 2 365 8 510 .0.0 Paper & paper products
= 168 Eridania Beghin Say F 7 689 203 2 361 24198 3.1 Food, drink & tobacco
.. 169 Aerospatiale F 7 680 -214 366 43913 -1.8  Aerospace
-170 Degussa : D 7 664 54 843 32094 14  Metallurgy
171 Hyundai Motor KOR 7 642 66 1504 41409 - 1.0  Motor vehicles & parts
. 172 Akzo Nobel NL 7 600 319 2832 60 700 4.5 Chemicals
173 Woestinghouse Electric USA 7581 -231 893 103 063 -3.0  Electrical engineering
174 General Electric Company UK 7 565 705 4348 86 121 8.6  Electrical engineering
175 Norsk Hydro N 7518 361 2741 32 455 34  Chemicals
176 Intel USA 7 502 1 960 6 407 29 500 20.2  Electrical engineering
“177 General Mills USA 7 455 411 1114 125 700 9.0 Food, drink & tobacco
178 Pohang Iron and Steel KOR 7 336 313 5318 22 622 26  Metallurgy
. 179 Texas Instruments USA 7 281 407 1978 59 048 8.3  Electrical engineering
180 Thyssen Handelsunion D 7 250 20 295 26 748 0.7  Metallurgy
181 Sumitomo Chemical JPN 7188 98 1869 12310 1.0 Chemicals
182 Abbott Laboratories USA 7 182 1195 3139 49 659 18.2  Chemicals
- 183 Henkel D 7170 161 1684 40 480 3.0 Chemicals
184 Northern Telecom CAN 7 151 -771 2709 60 293 -9.3  Electrical engineering
185 Toray Industries JPN 7 102 115 3570 31542 1.2  Chemicals
186 American Home Products USA 7 094 1255 3311 51399 19.1 Chemicals
187 American Brands USA 7 080 571 3649 45 600 4.1 Food, drink & tobacco
188 Occidental Petroleum USA 6933 63 3381 19 860 0.4  Chemicals
189 LM Ericsson S 6 929 312 2345 . 69 597 4.3  Electrical engineering
190 Glaxo Holdings UK 6832 1673 5796 47 104 17.5  Chemicals
© 191 Dainippon Ink & ChemicalsJPN 6814 42 1475 23 867 0.5 Chemicals
192 Emerson Electric USA 6 800 589 3257 71 600 9.1 Electrical engineering
193 Komatsu ] JPN 6795 20 4 064 28 446 0.2  Mechanical engineering
1194 TRW ‘ P USA 6 790 188 1310 61200 4.1 Motor vehicles & paris
- 195 Monsanto - USA .- ... 6750 422 2439 30 019 5.7  Chemicals
196 Fuji Electric : JPN 6 700 29 1410 14 094 0.4  Electrical engineering
- 197 Apple Computer USA = 6636 72 1686 14 938 1.7  Computers & office equip.
198 Unisys USA 6614 309 2 303 49 000 5.2  Computers & office equip.
© 199 Ralston-Ralston Purina  USA 6 574 284 557 59 516 6.7  Food, drink & tobacco
200 Daihatsu Motor Co JPN 6 562 -8 820 21333 -0.2  Motor vehicles & parts
: Source: DABLE
¥ o
* &
68 P A Nw 0lTR ®A M A



Table 5: The 200 largest companies in Europe by country i
: 1987 e o 1993

Country Number : Tumover % - Number Turnover %o
~ BR Deutschland. 39 361994 25.5 : 43 . 558 473 27.2

France 47 296 057 20.9 o 48 467 055 22.8

United Kingdom - 54 = 328018 ‘ 231 R 46 - 390619 19.0

ltalia . 10 ‘ 134 112 - 9.5 : 12 192 918 9.4
* Nederland 10 98991 70 b 129 654 : 6.3

Switzerdand . 12 65 962 ~ 4.6 11 - 103 492 5.1
- Sverige . 13 57627 . : 41 8 62 745 3.1

Esparia : 4 19 459 1.4 . 7 52 841 2.6

Belgique/Belgié 5 20385 - 1.4 6 . 39110 1.9

Norway B 2 : 14 851 1.0 2 ' 17 291 0.8

Osterreich 2 13038 0.9 2 17 261 . 0.8

Suomi-Finland 2 8319 0.6 3 16 804 0.8
- Luxembourg 1 4755 0.2 .

Total - . 200 -1418813 100.0 200 2053018 100.0

Source: DABLE N : o . e

Figure 12: The 200 largest companies in Europe

Turnover growth at current prices .

billion ECU)
L 104% R
10.7% : 4.8% YL r 7
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o Cw [ other countries
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Source: DABLE )

Figure 13: The 200 largest companies in Europe

. Turnover by sector
1987 : T ‘ 1993
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Electrical engineering 9%

Chernicals 11.3% .
Chemicals 10.2%

ot o
_ Mechanlcal engineering 2.6% Food & drink 9.4% : ) Mechanical enginaering 2.1%  (ron and baiagm T oo%
. Iron and steet 3.7% : ‘
. Source: DABLE
« ¥ g
L \,i *
3 A N% OLi;R %A M A
R T 69



. Table 6: The fargest groups in Europe, 1993

The 25 largest profit earners ) . The 25 most profitable
. Net income/
Net income . Tumover
(million ECU) ) : (%)
1 Royal Dutch Shell UK/NL 7 425 1 Glaxo Holdings . UK 24.5
2 British Telecommunications UK 2305 2 Roche Holding CH ) 173 .
3  Glaxo Holdings UK 1672 3  Empresa Nacional de Electricidad E 15,9
4 Nestié + CH 1669 4 LVMH F 15.0 .
5 Unilever UK/NL 1662 5 National Power B UK 143 °
6 B.A.T. Industries UK 1500 6 Reed Elsevier UK/NL 14.2
7 Roche Holding CH 1432 7 Smithkline Beecham UK 13.7
8 Smithkline Beecham UK 1062 8 British Telecommunications UK 129
9  Alcatel Alsthom F , 1055 9  Electrabel B 12.9
10 BTR UK 1035 10 Guinness UK . 12.6
11 - Ciba-Geigy CH- 1028 11 Powergen UK 11.8
12 Sandoz CH 986 12 Sandoz CH 113 .
13 Hanson UK 930 13  Koninklijke PTT Nederland NL 1.0
14  Siemens D 927 14  Cable and Wireless UK 10.9
15 Koninklijke PTT Nederland NL 826 . 15 B.A.T. Industries UK 10.3°
16  British Petroleum UK 789 ; 16  Zeneca Group UK 9.9
17 Empresa Nacional . : 17 BTR UK 96
- de Electricidad E 788 : 18 General Electric Company UK 93
18 France Telecom F 724 19 Royal Dutch Shell UK/NL 9.1
19 General Electric Company UK . 705 20 Bass ‘ UK 84 .
20  Bayer D ‘ 686 "7 21 Polygram NL 8.3
21  National Power UK 681 : 22 Ciba-Geigy CH : 7.9
22 Cable and Wireless UK 670 - 23 |berdrola i E 2. 7.6 :
23 Telefonica de Espana - E 650 : 24 Hanson UK : 76
24  Electrabel B 639 25 Telefonica de Espafia R - 74
- 25 Zeneca Group . UK 564 . S : =
The 25 richest The 25 biggest employers
Net worth - S
(million ECU) ' (employees)
1 Royal Dutch Shell UK/NL 44 730 1 Siemens D 391 000
2 British Gas UK 24 539 2 Daimler-Benz D 366 736
3 France Telecom F 18 892 3 IR ! 366 471
4 Deutsche Telekom D 17 480 4 Deutsche Postdienst . D 362 716
5 British Telecommunications UK 16 995 5 Unilever UK/NL 302 000
6 Elf Aquitaine F 12 700 6 La Poste F 301 248
7 British Petroleum UK 12508 7  FIAT I 261 500
8 ENEL { 11 049 8 Deutsche Bahn D 253 582
9 Roche Holding CH - 10357 . 9 Volkswagen D 251 643
10 Ciba-Geigy CH 9875 : 10  Philips Electronics NL 238 469
11 Siemens D . 9 809 - : 11 Deutsche Telekom D 230 000
12 Telefonica de Espaia E 9 696 U 12 SNCF F 221 003
13  FIAT | 9471 : 13 Nestlé CH 209 755
14 Bayer D 9141 : : 14  ABB Asea Brown Boveri CH/S 206 490
15 Daimler-Benz -D 9 091 : 15 Generale des Eaux T F 204 000
16 Nestlé CH - 9 054 : 16 Alcatel Alsthom F 196 500
17  Alcatel Alsthom F 8742 : 17 B.A.T. Industries i - UK 190 308
18 ENi A - 8072 18 The Post Office : UK 187 972
19 Telecom ltalia e . 7966 : 19  Hoechst : D 170 161
20 Veba D 7 800 .- 20 Lyonnaise des Eaux F 166 574
21 Total F 7 689 21 Robert Bosch D 156 615
22 BASF D 7 644 22  British Telecommunications UK 156 000
23 Peugeot F 7 633 - 23 France Telecom F 154 548
24  Stet | 6 962 - 24 Bayer D 151 900
25 SNCF F 6.631 25 Peugeot F 143 300
Source: DABLE
Table 6 present Europe's 25 largest profit carners, the most ranking in future years as they are on the list of companies
profitable and the richest firms. along with Europe’s 25 biggest to be restructured or privatised.

employers. As in the rest of the world. the list of most profitable
companies is dominated by companies from the pharmaceutical
industry, alongside a few electrical equipment producers.
Amongst the biggest employers we find a very diverse mix
of companies, many of which are fully or partially government
owned, and some of which may not keep their place in this

Below. we look at the relative performance of EU firms in
each of these sectors over time.
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. Table 7: Petroleum refining
Turnover

{million ECU)

Royal Dutch Shell
- British Petroleum
-ENI

Eif Aquitaine

Total

Statoil

Petrofina

Veba Qet

Neste

RWE-DEA

Compania Espafiola de Petroleos

oMV AR NSO

éourcs: DABLE ‘

Sectoral performance

Petroleum refining

The total turnover of Europe’s 12 largest petroleum companies
represents 13.2 % of the total turnover of Europe’s 200 largest
firms, but the employment share is much lower. reflecting
the fact that petroleum refining is not a labour intensive ac-
tivity.

1993 was again not a very good year for petroleum refineries
which saw profits tumble as a result of weak demand and
oil prices. Even those companies that were able to maintain
their turnover in 1992-93 saw profits squeezed by the dollar
effect.

Of Europe’s 12 largest petroleum refining companies, nine
are in the world’s top 200 ranking. The last three, RWE-DEA,
Veba Oel and OMV are from Germany and Austria. Ten of
these were already in the 1992 ranking of top 200 European
companies, the two newcomers being RWE-DEA and OMV.
The combined turnover of the top 10 companies increased
by 3.4 % between 1992 and 1993, despite a fall in turnover
by four of the 12 companies. The largest fall in turnover was
posted by Repsol. This follows a period of fairly rapid growth
in turnover, by 28.7 % between 1987 and 1992, or 52 %
per year on average. Between 1987 and 1993, the fastest
rates of turnover growth were recorded by Petrofina (+89 %),
followed by Elf Aquitaine (+72.5 %), Neste (+70 %) and Total
(+63 %). In contrast, the growth of the two leaders, Royal
Dutch Shell and British Petroleum, was very low (+20 %
and +14.8 % respectively).

Iron and steel

The total turnover of the top 10 European metal producers
increased by 36.7 % between 1987 and 1993, an 5.3 % growth
in annual terms. Much of this reflected growth through ac-
quisitions, however, as overall market demand growth was
subdued, especially in the early 1990s.

Growing competition from the East European producers fur-
ther squeezed the total sales of the larger western producers
and partly accounts for the slow growth the European com-
panies’ turnover in the second part of the period.

The European basic metals sector is still dominated by national
champions, and the recent cross-border acquisitions under-
taken by a few of the major firms have done little to change
this picture. Among the top 10 iron and steel producers, thus,
there is nearly one per EU Member State: three are German,
one if French, one is Italian, one is Belgian, one Dutch, one
from Luxembourg and one Swiss. The only Member States

81290
44 847
31668
20710
20 462
13394
‘{0372
9773
9456
6 590
7918
6022

Royat Dutch Shell
- British Petroleum
Elf Aquitaine
ENI
Total
Petrofina
Repsol
Statoit

© Neste °
© RWE-DEA:
Veba Oel '
oMy

not represented in this list are Spain. Ireland and Denmark,
along with Sweden and Finland.

Another interesting feature in is the fact that, more than in
most other sectors, there have been major changes at the top
over the 6-year to 1993. Whereas Thyssen and Usinor-Sacilor
still lead the ranking. many changes have occurred beyond
the second position. Krupp Stahl's acquisition of Hoesch has
brought it to third position, whereas Ilva, British Steel and
Arbed now occupy the 4th, 5th and 6th place respectively.
None of these ranked in the list of top 10 basic metal producers
6 years earlier.

All basic metals producers have been shedding workers in
past years, and the trend continued in 1993. Thyssen Stahl,
the leading German producer, cut its workforce by close to
25 % in the two years to September 1993. Usinor Sacilor
also reduced its workforce through early retirements, out-
placements or actual job cuts, by 7 % in 1993.

Chemicals

In 1993, there were 15 chemical producers among Europe’s
200 largest companies, which together accounted for just over
10 % of the combined turnover of these 200 firms. Among
these 15 companies, four were German. three of which
(Hoechst, Bayer and BASF) occupied the top three positions
in 1993. The Swiss pharmaceutical producers also rank high
in the list, with Ciba-Geigy in 4th position and Sandoz and
Roche in 8th and 9th position respectively. The remaining
companies in the list are French (Rhone Poulenc and 1'Oréal),
Italian (Montedison), British (ICI, SmithKline Beecham and
Glaxo), Dutch (Akzo Nobel) and Norwegian (Norsk Hydro).

The total turnover generated by the 15 largest European chemi-
cal companies increased by 30 % over the six-years to 1993,
an average annual rate of growth of 4.5 % in value. Turnover
growth was much faster between 1987-91 after which growth
around to reach a trough in 1993.

Although there have been many changes in the ranking of
the top European chemical producers, 11 out of the 15 larger
producers in 1987 were still among the top 5 in 1993. The
four which disappeared from the top 15 ranking were Solvay,
DSM, I’ Air Liquide and the BOC Group. Thesc were replaced
by three pharmaceutical producers, the latter having been much
less vulnerable to the downturn in the early 1990s than the
basic chemicals producers.

L’ Oréal, Henkel, Rhone-Poulenc and Ciba-Geigy are the four
companies which posted the best performance in terms of
turnover between 1987 and 1993, garowing by more than 40 %
in total (100 % in the case of I'Oréal), often through acqui-
sition. The companies which showed the worst performance
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" Table 8: Chemicals
Turnover

1093

{million ECU) 1987
BASF 18 771 Hoechst 23 809
Bayer 17 903 Bayer 21203

" 'Hoechst 17 813 BASF 20976
ICI 15 759 Ciba-Geigy 13 094
Montedison 9240 Rhone-Poulenc 12 168
Ciba-Geigy 9162 Montedison 11 096
Rhone-Poulenc 8 094 ICi 10 817
Norsk Hydro 7012 Sandoz 8731

- Akzo 6 646 Roche Holding 8277
Solvay 5156 Smithkline Beecham 7750
Henkel 4 461 Akzo Nobel 7 600
DSM 3845 Norsk Hydro 7518
L’Air Liquide 3381 Henkel 7170
LU'Oreal 2 896 Glaxo Holdings 6832 .
BOC Group 2742 LU'Oreal 6 066

Source: DABLE

were Norsk Hydro, BASF and Akzo Nobel, whose turnover
increased by less than 15 % in total over the six years. ICI
experienced a 31 % fall in its turnover, following the sepa-
ration its pharmaceutical unit, since called Zeneca.

Mechanical engineering

The European mechanical engineering sector is much less
concentrated than its Japanese and US counterparts, such that
the largest EU producers in this sector rank fairly low in
Europe’s Top 200 companies’ ranking. Mannesmann, Europe’s
largest mechanical engineering producer, only ranks 80th in
the list of largest world companies based on turnover.

Between 1987 and 1993, the sector had mixed fortunes, as
a period of fast growth in the second half of the 1980s was
followed by falling investment in fixed capital. Whereas the
total sales of Europe’s top 9 mechanical engineering producers
increased by close to 45 % between 1987 and 1993, or 6.4 %
annually, the total turnover generated by these 9 firms actually
fell between 1990 and 1993. The best sales performance was
posted by Mannesmann (whose turnover grew by 80 % in
total over the six years to 1993). Three companies joined the
list of top firms in 1993, AGIV, Tomkins and Linde. Finmec-
canica, the Italian group, reported a decline in sales in 1993
due to the recession in civil aerospace and cuts in defence
spending. To reduce its large debt, the group also sold off
many of its subsidiaries. so that it does not appear in the
1993 top list, contrary to the situation the year before.

Table 9: Mechanical engineering
Turnover

Electrical and electronic engineering

As in the chemical sector, the rapid growth of the electrical
engineering producers over the eighties and carly nineties
has masked highly diverse performances by market segment,
which had major implications on the relative ranking of firms
in this sector. In Europe, thus, there have been notable changes
in the rankings of the top 10 firms due to contrasted per-
formances of companies involved in the production of clec-
trical equipment for consumers (a segment which has been
faced to growing competition on world markets and where
European firms have been losing market share) and electrical
equipment for industry (which includes telecommunications
equipment and other electrical equipment for industry).

Siemens, which had already overtaken Philips as the European
leader in this sector in 1990, has since largely confirmed its
position thanks to a 25 % growth in turnover between 1990
and 1992, compared an average turnover growth of Europe's
10 largest companies, of only 9.4 %. In 1993, Siemens’ turn-
over grew by an additional 9 %, to 42 billion ECU. about
4 % faster than the industry’s second largest producer in
Europe, Philips (+5.2 % growth in turnover in 1993). At the
global European level. Siemens now ranks as the fifth largest
company based on turnover, whereas Philips only ranks 15th.

The third and fourth largest European firms in this sector are
respectively ABB and Alcatel Alsthom of France. Among the
top 12 European companies. two are German., three are French,
four are Swedish (some of these with shared ownership, like

(million ECU) 1987 1993
Mannesmann 8 028 Mannesmann 14 458
MAN 7177 Fried.Krupp ~ 10 591
Fried. Krupp 6810 MAN 9 629
Alsthom 4070 AGIV 4656
Hoesch 3537 Tomkins 4244
GKN 2 699 Sulzer 3849
Sulzer 2694 Linde 3708
SKF 2678 Thyssen industrie 3563
Thyssen Industrie 2155 SKF 3214

Source: DABLE -,
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Table 10: Electrical and electronic engineering
Turnover

(million ECU) 1987

Siemens 24 748 Siemens 41 952
Philips 22 553 Philips Electronics 27 080
Alcatel-Alsthom 18 371 ABB Asea Brown Boveri 24 180
Electrolux 9210 Alcatel Aisthom 23612
Thomson 8 656 - Electrolux 11 020
General Electric Company 7 984 " Thomson 10 196
BBC Brown Boveri 6 026 Schneider : 8515
AEG 5620 " General Electric Company 7 565
LM Ericsson 4425 LM Ericsson 6929
Nokia 2760 AEG 5 694
Matra T 2 477 Thorn EMi 5328
Hawker Siddeley Group 2469 Nokia 35652
Source: DABLE NI .

ABB which is Swedish/Swiss), two are tfrom the UK and one
from the Netherlands. AEG. Thorn EMI and Nokia are new-
comers in the top 200 European companies’ ranking.

Between 1992 and 1993, the best performer in terms of turn-
over was ABB. which is rapidly expanding its presence in
Europe and world-wide through acquisitions. The second best
performance was posted by Ericsson of Sweden, which re-
ported booming sales of mobile phone equipment: thanks to
this, the leading world producer of mobile phones in 1993
more than doubied its pre-tax profits in that year.

The semi-conductor producers in the list also reported sig-
nificant increases in output and sales in 1993.

Most of the French companies reported negative growth in
turnover in 1993 when measured in current ECU, with Alcatel’s
turnover down 0.4 % and Thomson's turnover down 1.6 %
from 1992. Thomson CSF engaged in a process of production
rationalisation through the reduction of the number of pro-
duction sites in France. to reduce costs, while Alcatel Alsthom
suffered both from increased investment expenditure weight-
ing negatively on costs. and from the fact that it has fallen
behind in the race for innovation in the mobile phone business.

Motor vehicles and components

The combined turncver of the largest 12 European motor ve-
hicles and components producers amounted to 244.5 billion
ECU in 1993, « 4.9 % decline (in current ECU) over 1992,
Out of the 10 largest automotive producers. only two reported
positive growth in turnover in 1993: Daimler-Benz and Volvo.

Table 11: Motor vehicles and components
Turnover

All others reported either a stagnation in sales (this was the
case of Ford, for instance) or a decreased in turnover - some-
times exacerbated by the restructuring of activities and di-
vestment from non-strategic product lines. The biggest drop
in turnover in 1993 was reported by Fiat (-20.4 %). followed
by Opel (-17.8 %).

The difficulties experienced by the companies in this sector
as a result of mounting competition at world level and weak
demand have already been emphasised earlier. Most of the
top 12 European producers, reported losses in 1993, the biggest
ones, in relative terms having been posted by Fiat, Volvo and
Volkswagen. Fiat and Volkswagen are, interestingly, the two
European companies which are most dependent on their do-
mestic market for sales, such that they suffered more than
others from: the decline in market demand which was par-
ticularly important in Italy and Germany. BMW posted the
highest rate of return on sales in 1993 (+1.8 %). followed
by Robert Bosch (+1.1 %) Renault and Daimler-Benz (both
at 0.6 %). In all cases. this was achieved through major internal
re-engineering and labour shedding.

Daimler-Benz is now the second largest European company
based on turnover, and ranks 10th world-wide, up one place
from 1992 in both lists. Fiat, which was second in the European
ranking in 1990, has since fallen back to 13th position. The
involvement of several of the large automotive producers in
other markets, such as aerospace for Daimler-Benz. however
makes comparisons of relative performances based solely on
turnover somewhat misleading.

1993

(miltion ECU) 1987
Daimler-Benz 32523 Daimler-Benz 50 535
Volkswagen 26 334 Volkswagen 39 5§99
FIAT 25751 FIAT 29 651
Renauit - 21290 Renault 25 644
Peugeot 17 03A Peugeot 21 965
- Volvo 12 636 Robert Bosch 16 788
Robert Bosch 12 246 BMW 15 003
BMW 8 822 Volvo 12 234
Adam Opel 8 297 Adam Opel 11 879
Ford-Werke 8 202 Ford-Werke 10 945
Ford Motor (UK) 7 399 Ford Motor (UK) 6 830
Saab-Scania 5655 Investor 3454

Source: DABLE
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Table 12: Food, drink and tobacco

Turnover :
(million ECU) 1987 1993 -
Unilever 23578 - Unilever 35734
Nestié 20 482 Nestié ) 33238
B.A.T. Industries 10 657 B.A.T. Industries 14 587
Grand Metropolitan 7986 Ferruzzi inanziaria 12394
Dalgety 7048 Groupe Danone 10 589
BSN 5355 Grand Metropolitan - 8679
Allied-Lyons 5136 Eridania Beghin Say 7689
Hillsdown Holdings 4 305 Allied Domecq 6282 :
Jacobs Suchard 3548 Associated British Foods 5561
Sucres et Denrees 3358 Hillsdown Holdings 5366::
Associated British Foods 3267 Cadbury Schweppes 4803 :
Unigate 3113 Bass 4750 -
Guinness 2958 Tate & Lyle 4688
Eridania Zuccherifici 2907 Guinness 4413
Cadbury Schweppes 2878 United Biscuits 3850 -
Source: DABLE

The decrease in turnover by Fiat and Peugeot in 1993 follows
previous falls of -1.4 % and -1.6 % respectively berween
1990-92. Saab Scania, which sold a big part of its car division
to General Motors a couple of years ago, has since disappeared
from the top 10 list.

Food, drink and tobacco

The total turnover of the top 15 European agri-food producers
increased by 52.6 % in total between 1987 and 1993,a7.3 %
average annual increase.

Although most of the sector’s production is accounted for
by small and medium-sized firms, there are a number of major
European giants operating in this sector which have posted
both healthy growth in turnover and high profitability over
the past years. As these major groups adjusted their strategies
in the late 1980s to prepare for the Single European Market,
there were significant changes in the list of companies which
feature in the top 15 ranking.

UK companies nevertheless continue to dominate the list, with
11 companies out of 15 in Europe’s top 15 list. The remaining
four companies are French (2), Italian and Swiss respectively.

Table 13: Energy

Unilever of the UK/Netherlands remains the unchallenged
leader in this sector, closely followed by Nestlé of Switzerland.
The next in line, BAT, has a turnover which is less than half
that of the two European leaders in this sector.

Services

The above sections mainly looked at the relative performance
of Europe’s top manufacturing companies over the period
1987-93. Below, we briefly review the trend in turnover of
Europe’s key services companies, in those sectors which are
most concentrated: the distribution of energy, telecommuni-
cations services, transport services and wholesale and retail
trade.

The sector accounting for the largest share of turnover is the
utilities sector, with 12 companies accounting for a turnover
of 131.7 billion ECU. The next largest sector in terms of
turnover is the telecommunications services scctor, with a
1993 turnover of the top 8 companies of 118.7 billion ECU.

Energy

Table 13 presents the top 12 European utilities, ranked by
turnover. The largest is EDF of France, with a turnover in

Turnover :
{miilion ECU) 1987 1993 -
Electricité de France 19 591 Electricité de France 27 728.
Electricity Council 15789 RWE 22 895 ..
ENEL 13 469 ENEL 16 351
RWE 13 267 British Gas 13327 -
British Gas 10 589 Nederlandse Gasunie ‘7517
Nederlandse Gasunie 6.468 Ruhrgas 7419
Gaz de France 6076 Gaz de France 7 419
Ruhrgas 4 603 CEA industries 6784
CEA Industries 4233 Tractebel . 6525
intercom “2816 Preussen Elektrizitaet 6412
Vereinigte Elektrizitat Westfalen 2729 Iberdrola 5365
Electrabel 1928 Electrabel 4976
Source: DABLE .
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Table 14: Telecommunications

- Turnover
(milion ECU) . 1987 1993
Deutsche Bundespost .. 25129 Deutsche Telekom 30 462
British Telecom L 14 646 France Telecom . 19 145
France Telecom s 13788 British Telecom . 17842
STET ; S 10 400 STET : 16 187

- SiP ‘ o 7923 Telecom (talia 12720
PTT Suisse ~ ° B 4 826 Telefonica de Espaia - 8 755
Koninklijke PTT Nederland R 4513 ° Koninkiijke PTT Nederland 7478
Telefonica de Espafia ... < 3688 Cable and Wireless ; 6131
Source: DABLE

1993 of 27.7 billion ECU. followed by the German utility
RWE AG. As the deregulation of this sector is not complete
yet. all the companies on the list of top European utilities
are still essentially national companies. Hence, it is not sur-
prising to find the French. German. Italian and UK distributors
at the top of the list.

Telecommunications

The liberalisation of the European telecommunications serv-
ices market and the transformation of the key national players
into companies capable of competing at global level has
changed the relative ranking of the top 8 companies operating
in this sector in Europe, without fundamentally changing the
nature of their business. Between 1992 and 1993, the ranking
remained unchanged. however.

Between 1990 and 1992, the combined turnover of the 8 com-
panies in the 1992 top European companies’ list increased
by 8.1 %, just over 4 % per year on average. The period
was characterised by the consolidation ot Deutsche Telekom.
and the privatisation of parts of British Telecom. In 1993,
the turnover of the larger companies increased by an additional
4.6 %.

The fastest growth in turnover between 1992 and 1993 was
reported by Cable & Wireless of the UK, whose sales grew
by 22 % from 1992.

Deutsche Telekom also pursued an external growth strategy
and comforted its leading position with a 14 % increase in
sales in 1993, The two Italian telecom operators (STET and
Telecom Italia) and the Spanish company Telefonica de Espaia
reported a fall in turnover of the order of 4.5-5 %, as a result
of currency movements. The rationalisation of Italy’s telecom
utilities only started towards the end of 1993.

Table 15: Transport services '

Transport services

Unsurprisingly, the list of top 10 transport companies in Europe
is dominated by airlines. Among Europe’s top 10 companies,
six were airlines. three were railways and the remaining (P&O)
is a shipping company.

Between 1987 and 1993, the total turnover of the top 10
European transport services providers increased by 31 % in
total, a 7 % increase in annual terms. There were major changes
at the top due to the liberalisation of European skies. the
privatisation of some key operators and the reorganisation of
companies in this sector along a European dimension.

The on-going rationalisation and restructuring which are un-
der-way in this sector as market liberalisation proceeds will
undoubtedly lead to further changes in the ranking of top
firms in this sector over the coming years.

Distribution

Europe’s largest distribution companies are listed in Table
17. In 1993, Metro of Germany outranked Tengelmann (also
of Germany) as the largest European distributor in 1993, with
a total turnover of 30.7 billion ECU.

Although cross-European concentration movements have
taken place in this sector in the late 1980s and early 1990s,
the size of the top players is still mainly determined by the
size of their national markets. The exception is Spar Inter-
national of the Netherlands. which ranks third at European
level. Among the list of top 10 European distributors, four
are German, four are French, one is from the UK and one
is Duteh.

A comparison of the turnover generated by these top firms
in 1987 and 1993 respectively shows major changes both in

Turnover

(million ECU) 1987 1993
Deutsche Bundesbahn 11 537 Deutsche Bahn 12 948
SNCF 6 872 SNCF . 11178
British Airways L 5 401 Deutsche Lufthansa S, 9168
Deutsche Lufthansa : 5333 Air France R 8331
Air France . 4732 British Airways R 8224
P&O o 4137 P&O . L 7 169
British Railways R 3664 British Railways : : 4674
Alitalia , : 2 685 SAS . R . 4 306
KLM Tea L 2389 Alitatia ST : . 4089
Swissair 2241 KLM S R S 4001

Source: DABLE
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Table 16: Europe’s 200 largest Ihdustrial groups, 1993

Turnover Profit  Net worth Retum
(million (million (million onassets  Major sector of
Rank Name Country ECU) ECU) ECU) Employees (%)  activity
1 Royal Dutch Shell UK/NL 81290 7 426 44 731 117 000 8.6  Petroleum refining
2 Daimler-Benz D 50 535 311 9092 366 736 0.6  Motor vehicles & parts
3 IRl | 45 080 -5 556 N/A 366 471 N/A  Conglomerate
4 British Petroleum UK 44 847 789 12 509 84 500 2.0 Petroleum refining
5  Siemens D 41992 927 9810 391 000 1.9  Electrical engineering
6 Volkswagen D 39 599 -1 054 5821 251 643 -2.6  Motor vehicles & parts
7 Unilever UK/NL 35734 1663 6216 302 000 7.5  Food, drink & tobacco
8 Nestié CH 33238 1669 9 055 209 755 6.5 Food, drink & tobacco
9 Veba D 31692 427 7 801 128 348 1.5  Conglomerate
10 Elf Aquitaine F 31 669 111 12 700 94 300 0.3  Petroleum refining
11 Deutsche Telekom D 30 462 -835 17 480 230 000 -1.0  Telecommunications
12 ENI : 1 29711 228 8073 106 391 0.5  Petroleum refining
13 FIAT | 29 651 -969 9472 261 500 -2.1 Motor vehicles & parts
14 = Electricité de France F 27728 321 3344 118018 0.3  Energy
15  Philips Electronics NL 27 080 394 5270 238 469 1.8  Electrical engineering
16 - Renauit ' F 25644 162 5117 139733 0.5  Motor vehicles & parts
17 ABB Asea Brown Boveri CH/S 24 180 58 3013 206 490 0.3  Electrical engineering
18 Hoechst D 23 809 295 5773 170 161 1.4 Chemicals
19  Alcatel Alsthom F 23612 1055 8743 196 500 2.7  Electrical engineering
20 RWE " D 22 895 447 3903 105 572 1.4 Conglomerate
21 Peugeot F 21 965 -213 7 633 143 900 -1.2  Motor vehicles & parts
22 Generale des Eaux F 21816 484 4775 204 000 1.5  Building/civil engineering
23 Bayer D 21203 686 9142 151 900 3.3 Chemicals
24 BASF . D 20 976 . 443 7 644 112 020 241 Chemicals
25 Total F 20 462 454 7 690 49772 2.3  Petroleum refining
26 France Telecom’ F 19 145 724 18 892 154 548 1.9  Telecommunications
27 Brtish Telecom UK 17 842 2305 16 996 156 000 7.8  Telecommunications
28 Thyssen D 17 230 -535 1823 136 975 -4.0  Metallurgy
29 Robert Bosch D 16 788 200 4052 156 615 1.5  Motor vehicles & parts
30 ENEL i 16 351 187 11 050 105 835 N/A Energy
31 STET | 16 187 551 6 962 139 101 1.4  Telecommunications
32 INi E 15917 -899 4 629 129 435 -3.2  Conglomerate
33 BMW . D 15 003 271 3 621 - 71034 1.7  Motor vehicles & parts
34 B.AT. industries UK 14 587 1500 6416 190 308 3.0 Food, drink & tobacco
35 Mannesmann D 14 458 -178 3210 127695 °© -1.3  Mechanical engineering
36 Deutsche Postdienst D 14 153 -899 3498 362716 -7.9  Services
37. Lyonnaise des Eaux F 14 130 121 2269 166 574 0.6 Conglomerate
38 - Petrofina B 13 395 177 3133 14 696 20  Petroleum refining
39 British Gas UK 13 327 -684 24 540 79 358 -1.8 Energy
40 Ciba-Geigy CH 13 094 1029 9876 87 480 56  Chemicals
41  British Aerospace UK 13019 -275 1938 87 400 -2.1 Aerospace
42 Deutsche Bahn D 12 948 -4 800 -957 253 582 -10.7  Transport
43 Telecom ltalia 1 12720 357 7 967 87 960 1.1 Telecommunications
44  Ferruzzi Finanziaria ! 12 394 -1 315 -919 41 392 -6.1 Food, drink & tobacco
45 Viag D 12 271 131 2289 80 683 11 Conglomerate
46 Hanson UK 12 257 931 5012 71 000 3.1  Conglomerate
47  Voivo S 12 234 -381 2 981 73 641 -2.6  Motor vehicles & parts
48 -Rhone-Poulenc F 12 168 225 4973 81678 1.3  Chemicals :
49 Ruhrkohle D 12 103 6 895 111 150 .0.0  Extraction
50 Preussag D 11 978 121 1635 73319 1.3  Conglomerate
51 LaPoste F 11967 -184 1205 301 248 N/A  Services
52  Usinor-Sacilor F 11374 -920 2278 67 984 -7.1 Metallurgy
53 Ostenreichische Industrie A 11239 -546 1187 64 859 N/A Conglomerate
54 SNCF F 11175 -1 163 6 632 221 003 -3.1 Transport
55 Montedison | 11096 -742 1067 32774 -4.2  Chemicals
56 Electrolux S 11 020 64 1855 109 400 0.8  Electrical engineering
57 - iCl UK 10 817 177 5111 87 100 15 Chemicals :
- 58 BTR UK 10 807 1038 2697 129 814 9.0  Conglomerate
59 . Saint-Gobain F 10 805 198 4902 92 348 1.4  Building materials
60 Krupp-Hoesch D 10 602 -321 865 78 376 -3.2  Metallurgy
61 Groupe Danone F 10 589 497 4 820 56 419 42  Food, drink & tobacco
62 Repsol E 10 373 541 3563 18 765 5.3  Petroleum refining
63 Thomson F 10 196 -458 382 99 895 -3.4  Electrical engineenng
64  Statoil N 9774 362 2935 14 560 3.5  Petroleum refining
65 MAN D 9629 113 1727 60 837 1.2 Mechanical engineering
66 Michelin F 9560 -554 1077 124 575 -4.9  Rubber products
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3 {miilion {miltion {million onassets  Major sector of
Rank Name Country  ECU) ECU) ECU) Employees (%)  activity
67 Pechiney F 9519 -148 2541 59 212 -1.4  Metal products
68 Neste SF 9 456 168 490 12 541 2.5  Petroleum refining
69 Bouygues F 9 241 7 1200 71 269 0.7  Building/civil engineering
70  Deutsche Lufthansa D 9168 <52 - 1097 58 854 -0.6  Transport
71 Telefonica de Espania E - 8755 650 9 697 74 340 24  Telecommunications
©72 Sandoz CH 8731 986 6 104 52 550 8.4  Chemicals
73 Bertelsmann ) D 8714 230 1107 50 437 4.8  Printing & publishing
74  Grand Metropoiitan UK 8 679 524 4710 87 163 42  Food, drink & tobacco
75 Schneider : - F 8515 61 1548 91 458 0.6  Electrical engineering
© 76  Air France F 8 31 -1 280 -93 61759 -13.3  Transport :
- 77 Roche Holding ; CH 8277 1433 10 358 56 082 8.0 Chemicals
78 Bntish Airways UK 8224 373 2384 49 628 3.8 Transport
79 Matra-Hachette S F 8 153 95 700 41 904 1.0  Printing & pubiishing .
- 80 Swiss PTT : " CH 7772 110 1036 N/A 0.8  Serices -
- 81  Smithkline Beecham UK 7750 1062 2303 52 700 157 Chemicals
82 WPP Group UK 7738 29 -208 20 416 1.5  Business services
- 83 Eridania Beghin Say F 7 689 203 2 361 24 198 3.1 Food, drink & tobacco
"84 Aerospatiale F - 7 680 -214 366 43913 -1.8  Aerospace ‘
85 Degussa ~ .. D 7 664 54 843 32094 1.4  Metallurgy
.86 Akzo Nobel N NL 7 600 319 2832 60 700 4.5  Chemicals
' 87 General Electric Company UK 7 565 705 4348 86 121 8.6  Electrical engineering '« ‘-
88 Norsk Hydro N 7518 361 2741 - 32455 3.4  Chemicais BRI
. 89 Nederandse Gasunie NL 7517 37 184 .. 1860 1.2  Energy :
- 80 Koninklijke PTT Nederand NL 7478 826 5774 94 314 7.0 Telecommunications
Ruhrgas D 7419 377 1756 11574 7.0  Energy
© 92 Gazde France F 7419 160 1073 25755 1.3  Energy
- 83 Thyssen Handelsunion D 7 250 20 295 26 748 0.7  Metallurgy
94 Henkel . oo D 7170 161 1684 40 480 3.0 Chemicals
95 P&O i UK 7 169 518 3435 51755 6.3 Transport
© 86 The Post Office: SoTUK 7139 250 2 894 187 972 N/A  Services
. 97 LM Ericsson : S 6929 312 2345 69 597 43  Electrical engineering
.98 Glaxo Holdings UK 6832 1673 5796 47 104 17.5  Chemicals
CEA Industries -F 6784 196 2614 42617 N/A  Energy
100 RWE-DEA D 6 591 24 485 7 188 0.8  Petroleum refining
101 SGE F 6 536 46 450 63 073 0.8  Building/civil engineering
102 Tractebel B 6 525 245 2150 32704 1.8  Energy
- 103 Preussen Elektrizitaet D 6412 375 2893 21 456 2.8  Energy
.104 Allied Domecq UK 6282 424 3041 71824 5.3 Food, drink & tobacco
105 Cable and Wireless UK 6131 671 4273 41 348 6.9 Telecommunications
106 L'Oreal ) F 6 066 375 2 3 32 261 7.3  Chemicals
107 Solvay - B 6 046 -177 2295 43163 -2.7 Chemicals N
108 Oemv A 6 023 -324 934 11 743 -7.3  Petroleum refining
-109 Philipp Holzmann D 6 000 45 662 42 596 0.6  Building/civil engineering
- 110 Finmeccanica i 5963 8 1467 52 587 0.1 Aerospace
111 Zeneca Group UK 5697 565 2056 30 900 8.9 Chemicals
112 AEG D 5694 -577 541 58 921 -10.4  Electrical engineering ;
. 113 Associated British Foods UK 5561 289 2382 49 968 7.7  Food, drink & tobacco N
114 Stora Kopparbergs S
: Bergslags ) -8 5551 72 2398 33 641 0.9  Paper & paper products ° i
115 Eiffage Sl el 5548 46 488 47 753 0.7  Building/civil engineering ¥
. 116 British Steel - - UK 5481 90 4910 41 300 1.2  Metailurgy
117 Saatchi & Saatchi UK 5479 9 -492 11633 0.8  Advertising
118 Ladbroke Group UK 5478 33 2777 55 089 0.6 Recreational services
119 Hilisdown Holdings UK 5366 121 811 43 251 44  Food, drink & tobacco
120 lIberdrola ‘ E 5365 408 6219 15 861 1.8  Energy :
121 Thom EMI - UK 5328 263 959 41423 6.9  Electrical engineering ;
© 122 Havas F 5280 86 1359 18 678 21  Advertising ;
123 Huels D 5253 -196 882 37814 -46  Chemicals :
124 Thomson-CSF F 5179 -348 2272 48 858 -3.,5  Instrument engineering o
. 125 Saint Louis F 5160 109 1158 26 943 2.0 Paper & paper products
126 KNP BT - NL 5146 -106 1070 27 934 -2.5  Paper & paper products
127 Pirelli | 5026 -34 1415 42 132 -0.6 Rubber products K
~128 Alcatel Cable F 5022 224 1279 26 451 48  Metallurgy
129 Electrabel B 4976 640 5095 17 652 5.8  Energy
: 130 Empresa Nacional de
i Electricidad E - 4970 788 4 521 15 757 6.9 Energy
131 Asea Brown Boveri D 4924 117 529 36 934 2.4  Electrical engineering
Trafalgar House UK 4915 -465 - 356 35 949 -13.4  Building/civil engineering
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(mitlion (miliion {million : onassets  Major sector of
‘Rank Name Country  ECU) ECU) ECU) Employees (%)  activity
133 Holderbank Financiere
Glarus CH 4 873 166 1919 36 143 2.3  Building matenals
134 Continental D 4844 40 777 50 974 1.1 Rubber products
135 Cadbury Schweppes UK 4 803 313 1760 39 066 7.4 Food, drink & tobacco
136 Arbed L 4755 -117 1470 44 130 -1.7  Metallurgy
137 National Power UK 4751 681 3448 6 064 10.6  Energy
138 Bass UK 4750 398 4327 81105 5.1 Food, drink & tobacco
139 Kioeckner & Co. D 4742 5 354 9312 0.2  Metallurgy
140 Tate & Lyle UK 4 688 189 900 15834 6.2  Food, drink & tobacco
141 Olivetti [ . 4681 -253 1386 35171 -3.6  Computers & office equip.
142 British Railways UK 4 674 -139 3 606 121 052 -1.3  Transport
143 Agiv D 4 656 39 530 47 736 1.0  Mechanical engineering
144 BICC UK 4637 68 438 39 151 2.3  Building/civil engineering
145 Lafarge Coppee F 4 596 235 2868 30572 3.2  Building materials
146 L'Air Liquide F 4588 336 3111 28 000 5.4  Chemicals
147 GTM-Entrepose F 4 559 26 348 46 070 0.5  Building/civil engineering
148 Societe Generale de : :
: Belgique B 4517 215 4049 22038 3.0 Metallurgy
149 Rolis-Royce UK 4514 81 1572 49 200 1.9  Aerospace
. 150 Philips D 4 461 -209 166 24 000 -11.1 Electrical engineering
151 Guinness UK 4413 556 4785 23264 54  Food, drink & tobacco
"152 Accor "F 4 397 64 1814 143 740 0.9 Hotel trade
153 SAS S 4 306 -65 950 37 330 -1.3  Transport ‘
154 Machines Bull F 4 267 -765 146 31735 -25.2  Computers & office equip.
155 Tomkins UK 4244 235 1174 45 496 8.7  Food, drink & tobacco
© 156 CGIP F 4225 107 1418 34 293 20 Metal products
157 Deutsche Babcock D 4219 -3 193 39 527 -0.1 Metal products
158 Societe au BonMarch¢ F 4168 44 1519 17 451 0.3  Luxury goods
159 Arnault et Associes F 4168 -11 487 17 508 -0.1 Luxury goods
160 Compania Espafiola de
Petroleos E 4132 90 1150 8 655 3.0 Petroleum refining
161 Alitalia | 4 059 -183 366 27 859 -6.2  Transport
162 RMC Group - UK 4008 99 1002 27 635 3.1 Building materials
© 163 KLM NL 4 001 42 1622 29 047 .0.6  Transport
164 Ver. Elektrizitaet
Westfalen D 3927 91 981 11782 1.5 Energy
165 The BOC Group UK 3889 259 1888 40 266 5.4  Chemicals
166 United Biscuits UK 3850 86 961 39 352 3.5 Food, drink & tobacco
167 Sulzer CH 3849 97 1225 30770 2.3  Mechanical engineering
168 Powergen UK 3835 451 2 510 4782 9.8  Energy
- 169 Repola SF 3796 - 80 982 26 275 15 Paper & paper products
170 Bollore Technologies F 3747 -54 201 24193 -1.9  Transport
~ 171 Chyristian Dior F 3719 86 2094 16 532 0.7  Chemicals ‘
172 Linde D 3708 81 1418 29636 2.0  Mechanical engineering
173 DSM NL 3701 -28 1882 20592 -0.6  Chemicals
174 Svenska Cellulosa S 3678 118 2197 24 069 2.4  Paper & paper products
175 Carnaudmetalbox F 3676 151 1877 31880 3.6 Metal products
176 Cockerili Sambre B 3 651 -161 1509 26 209 -3.8  Metallurgy
177 Heineken NL. 3614 239 1829 23997 6.4  Food, drink & tobacco
178 LVMH F 3598 540 3508 14 874 6.7 Food, drink & tobacco
179 Reed Elsevier UK/NL 3588 508 2199 25700 9.4  Printing & publishing
180 Alusuisse-Lonza Holding CH 3578 47 1071 22 993 1.4  Metallurgy !
© 181 Thyssen Industrie D 3563 -7 458 40983 -0.2  Mechanical engineering
182 Nokia SF 3552 -37 797 25 800 “1.1 Electrical engineering
~ 183 Sanofi F 3550 177 2428 31197 4.0 Chemicals
184 Burmah Castrol UK 3539 132 760 22038 5.3 Petroleum refining
185 Aegis Group UK 3527 -37 -151 1757 -5.7  Media services
186 SCAC-Delmas-Vielieux F 3503 -75 277 22 201 -2.9  Transport :
187 Arjo Wiggins Appleton UK 3499 78 1516 18 771 2.5  Paper & paper products
188 Skarska S 3482 57 857 27 398 0.8  Building/civil engineering
189 British Coal UK 3468 -311 -911 30 880 -5.5  Mining
190 Investor S 3454 52 1437 27 372 0.8 Motor vehicles & parts
191 Bosch-Siemens Hausgeraete D 3443 51 425 22 491 3.0Electrical engineering
192 Swissair : CH 3439 34 1652 25 (026 0.6  Transport
193 Polygram NL 3414 283 931 11117 9.0  Electrical engineering
194 Seat B 3330 -1 021 -407 20 342 -28.7  Motor vehicles & parts
195 Hoogovens NL - 3323 -79 901 20 438 22  Metallurgy
196 Pilkington UK 3282 52 1148 41100 1.3 Building materials
w o
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* Tumover k Pfoﬁt - Net worth Retufn

S 0 {million {million (million © onassets Major sector of
Rarnk Name Country  ECU) ECU) ECU) Employees (%)  activity
197 Bayernwerk D 3280 167 1339 9780 1.9  Energy o
198 Rothmans Interational ~ UK/NL 3242 160 894 17 538 43  Food, drink & tobacco |
199 SKF S 3214 -71 992 41 394 <20  Mechanical engineering
200 Bremer Vulkan Verbund D 3175 -102 435 28 141 -2.4  Ship building

Table 17: Europe’s largest distribution companies

R 1993 o . 1988
Country Turnover Employees Turnover Employees
{million ECU) (million ECU)
Metro D 30688 - 13000 - N/A N/A
Tengelmann D 25 139 U192 144 16 872 145 000
Spar Tntemational NL 22346 - 192000 14 382 158 000
REWE Group <D 20860 . . 150000 112377 107 000
Carrefour F 18608 . 81500 ‘ 9214 42 900
. Leclerc, F 17 984 - 58000 © 10516 38 900
- Intermarché F 17713 - 70 500 C 9948 45 000
J Sainsbury UK 13808 124 841 o 8 656 88 283
* Promodes “F 13623 : 54 848 6 565 32 124
Franz Haniel & Cie D 12625 - - 32451 6139 20 990
- Koninklijke Ahold *NL 12487 - 119027 o 6269 80 284
.. Otto-Versand b 12288 ~ 47000 6411 28 500
.. Stinnes D 11224 7 34397 6 303 18 825
" Tesco T UK 11170 - 80926 = 7194 75 658
. SHV “NL 10174 .-~ 54800 5224 27 300
5:2 .- Kaufhof o S D 9883 .- 61870 C 487 42 570
" . Karstadt S . D 9676 - 75 951 5965 67 174
" Pinault-Printemps Redout F 9 561 o 50 586 3733 30 248
.- Casino Quichard Perrachon F 9517 45 326 ) 5043 39 686
Asko Deutsche Kaufhaus D 9253 . 64434 4242 31254
Delhaize Freres B 9063 .. 82021 ; 4818 49 000
~ Marks and Spencer UK - 8 535 62 120 ; 7834 76 313
- Thyssen Handelsunion D 7 947 - 26748 © 5315 12 481
- Quelle Schickedanz D 7821 . 41 200 © 4838 31 500
Inchcape UK 7 486 : 38 189 . 3690 45247
Argyll Group UK 7334 L 69517 5355 63 264
Edeka Zentrale D 6 998 o N/A 5775 700
Asda Group UK 6 385 70 515 . 4146 50 465
Systeme U F 6 211 o 24 000 3553 18 200
" Docks de France R A N 5786 - .« 32565 L 3281 21244
Kingfisher UK 5776 : 72 036 . 4 031 57173
. GIB . B 5768 : 47 772 3897 24 323
.- -Dalgety UK 5729 . 15 417 = 6789 22 820
- Boots Company UK 5437 79 326 L 4137 69 967
-, Office Commercial Pharmaceutique F 5381 00 5971 2 960 6 086
Raab Karcher D 5047 ; 25619 o 3369 10 548
~ Kloeckner ‘D 4793 9812 5731 9923
.- Booker UK 4530 21947 2768 17 166
" . Vendex Intemational NL 4528 ; 80 200 : 4 362 55 000
7 Galeries Lafayette F o 4459 : 33453 - 2099 16 332
ICA Handlarnas S 4437 12745 4847 17 000
~ Great Universal Stores UK 4037 - 30 154 S 4017 32156
+» Deutsche SB-Kauf 2 D 3810 25853 5526 46 000
* Kesko S UUSF 3870 6227 5285 8 000
~ Comptoirs Modemes _“~: -0 T T F i 357 17 124 - 2011 14 672
Ava . D : 3504 23970 - 1058 7 769
Kwik Save Group UK 3370 .- 22196 1376 8423
Centros Comerciales Pryca E 3258 ... 13800 T 1424 7 000
Hertie Waren-und Kaufhaus Gmbh D 3222 . i 24 931 oo 2564 25 400
W.H. Smith UK 3198 - - 30506 . 2971 34 530
Source: DABLE
v ¥ op
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the average size of the groups and in their relative position.
Carrefour of France for instance experienced a major growth
in turnover over the period and moved to 5th position, by-
passing Leclerc (also of France) which had posted a 60 %
growth over the same 6-year period.

The relative concentration of the distribution sector in the
Netherlands is evidenced by the fact that this country has
four companies in the top 50 list, three of which are in the
top 20. Belgium only has two distribution companies in this
list, Delhaize Fréres and GIB, ranked respectively 21st and
32d. In 1993, there was only one company from Spain and
there is no Italian company in the list. The Spanish company
was ICA Handlarnas and ranked 41st.
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SPECIAL FEATURE

Industrial transition of employment -
Converging trends in the EU

INTRODUCTION

The European Union undertook major integration efforts dur-
ing the eighties which have slowly affected employment trends
in the Member States. Going far beyond macro-economic ad-
justments, labour demand has become more homogeneous in
the EU as regards the sectoral composition of labour, the
growing need for skilled workers, the trends towards female
employment etc. Even if employment structures are still dif-
ferent, there seems to be convergence in the basic qualitative
trends. The internationalisation of the economies and the so-
cieties in Europe is obviously affecting labour markets more
seriously than diverging unemployment rates indicate.

This chapter will discuss the scope and the determinants of
European labour market integration in more detail. It is based
on the work which was recently undertaken by the ERECO
Employment Network on behalf of DG V of the European
Commission establishing a medium-term forecast of employ-
ment for the European Union'. This study applies a bottom-up
approach investigating, among other aspects, the changes in
the sectoral, regional, and skills dimension in the Member
States. However. the focus of this chapter will not be on the
medium-term future but on the major labour demand trends
of the eighties and early nineties. The first part will show
the macro-trends of employment characterising the general
Iabour demand conditions. In the second part the shift in
various employment dimensions as characterised by sectors,
occupations, gender etc. will be discussed. The third part will
assess the scope and implications of labour demand conver-
gence.

Table 1: Hours worked

Total hours worked
{million hours)

MACRO-TRENDS IN EMPLOYMENT AND
PRODUCTIVITY

Out of 8.1 million new jobs which were created in the European
Union during the "golden" eighties. 4.7 million were lost in
the following recession up to 1994 (Figure 1). This was a
cold shock to European labour markets which pushed unem-
ployment rates up to the levels of the mid-eighties. In addition,
the extension of the EU brought in further areas of severe
underemployment. German unification started with a shakeout
of 3 million workers. The Scandinavian countries went through
a serious adjustment crises with rapidly increasing unemploy-
ment rates. In the middle of the nineties, the job situation in
the EU again has a long way to go until full employment
levels can be approached. The ERECO forecast up to 1997
expects a recovery of labour demand. However. the dynamics
of job creation will not go beyond compensating for the losses
which occurred during the recent recession.

Of course, the macro-changes of employment are scattered
broadly among the EU Member States. During the 1984-91
period the most dynamic expansion occurred in western Ger-
many, Spain, the Netherlands and Luxembourg where labour
demand grew by approximately 2 % annuaily. All other Mem-
ber States experienced slower growth. The 1991-94 recession
affected labour demand most seriously in Italy, Spain and
Portugal. These countries lost between 2.5 and 3.5 % of jobs
per year. In Germany, France and the UK the number of jobs
decreased by nearly 1 % per annum. Only Ireland, Greece
and the Netherlands were able to expand labour demand, at
rather low rates of less than | % however. Among the new

Average yearly working
hours per worker

Country annual annual
SEupe % change L S % change
: 1991 82-91 1982 1991 82-91
Belgique/ Belgié 6102 6176 0.1 1702 1639 -0.4
Danmark 4 000 4046 0.1 1653 15686 . -0.5
BR Deutschland (1) 46 209 46 726 0.1 1735 1589 -0.9
Hellas 6419 6 845 0.7 7. 1818 1885 . 04
Espafia 22 908 23 089 0.1 - 2063 1831 . -1.3
France 37272 37 480 0.1 1702 1667 -0.2
Ireland 2297 . ... 2203 -0.5 2003 1959 -0.2
ltalia , 36361 ¢ 38278 0.6 173 1748 0.1
Luxembourg 273 333 2.2 1724 1689 -0.2
Netherlands 8437 8 690 0.3 1500 1412 -0.7
Portugal 7708 7 305 -0.6 2012 1950 -0.3
United Kingdom 41613 . 44901 08 1738 1749 0.1
EU 12 (1) 219599 ¢ 226072 0.3 1759 1699
(1) Excluding former East Germany. :

Source: ERECO Employment Natwork.
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Member States, Austria had a positive employment perform-
ance. By contrast, the intensity of the job crises in Finland
and Sweden was not far from the crisis in eastern Germany.
Employment in these countries decreased by 4 to 4.5 % an-
nually.

In terms of working hours, labour demand was much weaker
than expressed by the number of workers. One third of the
employment growth of 8.1 million during the 1984-91 period
can be attributed to the expansion of part-time work and the
reduction of weekly working hours. The total number of hours
worked by employees and self-employed workers increased
by 0.7 % while the number of workers grew by 1.2 % annually.
If the trend towards reduced working hours has not changed
considerably during the recession - in some countries it has
even accelerated - it can be assumed that total hours worked
decreased by 1.6 % annually between 1991 and 1994. Over
the whole period of 1982 to 1994 the sum of hours worked
decreased by 0.1 % annually while the number of workers
increased by 0.3 % (Table 1).

Productivity - measured as value added in constant prices
per hour worked - was boosted by an annual rate of 2.6 %
in the 1982-94 period (Figure 2). Thus GDP growth was
achieved by efficiency improvements rather than the extension
of employment. During the second half of the eighties, pro-
ductivity was largely supported by a long-lasting investment
cycle contributing not only to the expansion of production
capacities but to the modernisation of the capital stock with
new technology. Moreover, the increase of capacity utilisation
supported productivity growth. By contrast, in the recession
of the early nineties, productivity growth was stimulated by
cost-cutting measures, industrial restructuring which squeezed
less productive capacities out of the markets, and by the in-
troduction of new organisational concepts which directly ad-
dress the efficiency of labour. Labour-saving rather than
capital-augmenting measures were thus the driving forces of
productivity increase.

The ranking of productivity levels has not changed signifi-
cantly since 1982, even if growth rates were different between
the Member States. The highest productivity growth was
achieved in Ireland, Spain, and Portugal with annual rates
above 3 %. Germany, the Netherlands and Denmark were

Figure 1: Employment in the European Union

{million}

slightly below 3 % and France, Italy and the UK close to
2 %. High productivity growth can also be assumed for the
next years due to increasing cost pressure from international
competition, industrial restructuring and relocation of pro-
duction facilities worldwide.

EMPLOYMENT BY SECTORS

During the eighties the EU moved rapidly towards the post-
industrial phase of economic development. In 1994, 55 million
people were working in the private service sector (market
services) as compared to 46 million in manufacturing. mining.
construction, and agriculture™. In addition, 28 million were
employed in public services. All together 64 % of all persons
employed were working in service companies or institutions.

The dynamics of this well-known trend can be seen from
Chart 3 which represents the absolute changes of employment
between 1982 and 1994 by sectors for 12 EU countries, ex-
cluding eastern Germany. According to thesc figures, gains
and losses of employment were highly concentrated on few
sectors. Service sectors, like business and other private serv-
ices, taken together under the heading of "Other market serv-
ices" expanded most dynamically. The majority of
manufacturing sectors stagnated while metal production, min-
ing, transport equipment industries, and textiles and clothing
shrunk. The biggest employment loss occurred in agriculture.

The rapid growth of service sector employment can be at-
tributed to both private and public services. Since 1982 ap-
proximately two million jobs were created in the business
services sector. This is the size of the whole chemical industry
in Europe. Retail and wholesale distribution added a further
1.6 million jobs. Health and veterinary services grew by almost
1 miilion. Lodging und catering services contributed about 1
million new jobs. Public services including parts of health
and education services, expanded by more than 3 million.
The contribution of banking and insurance. transport. and com-
munication services was much smaller.

Almost none of the manufacturing sectors was able to provide
additional job opportunities. The only exceptions are rubber
and plastics products. and the paper and printing industries
which include publishing services. However. these manufac-
turing branches contributed only very little to employment

- Austria, Finland, Sweden
- Eastern Germany
[ EU12 (excl. Eastern Germany)
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growth. Of course. the positive performance of services in
relation to manufacturing is enhanced by the creation of part-
time jobs in the service sectors. The pattern of change, however,
is not altered if labour input is measured by hours worked.

Important technological branches like the electrical industry,
chemical industry and office/data processing machinery did
not provide any additional jobs. Employment in the machinery
and transport equipment industries was reduced. Signiticant
job losses occurred in textiles and clothing industries. mining,
and metal production. For manufacturing as a whole the em-
ployment balance was negative with a loss of 3.7 million
jobs in the 1982-94 period. Of course. this has to be attributed
to recession to a large part. Buteven in the 1982-91 comparison
a negative employment balance appears for manufacturing.

De-industrialisation of Employment

During the recent recession the trend towards de-industrial-
isation probably was fostered not only due to cyclical phe-
nomena but also due to long-lasting restructuring of the
industries. The production process in manufacturing was re-
organised in many fields. Peripheral functions were outsourced
to service providers and production activities were relocated.
Partly the increase of service sector employment therefore
has to be explained by outsourcing from manufacturing and
other sectors. But this is only half the story. The decline of
manufacturing activities and the rise of services is also due
to the limited competitiveness of classical industrial production
in European locations. It is due to the retardation in the de-
velopment of new technologies. the sluggish application of
new organisational concepts. the growing problems of a high-
price and high-quality strategy on product markets. EU com-
panies are not only facing the overwhelming cost advantages
of competitors in south-east Asia and eastern Europe. They
are also facing technological competition from these countries,
based on a well-educated labour force and rapid economic
transition, at least in the Asian countries. Complex types of
industrial production therefore can increasingly be organised
in developing countries. The advantages of European workers
in comparison to the labour force in these countries. based
on education. training and technical know-how. are shrinking.
Not only markets but production is becoming global.

Figure 2: Annual % change of employment

This process which started during the eighties is in full swing.
The creation of the Single European Market has opened new
possibilities for relocation of production within the EU. The
opening of eastern Europe and of China is establishing new
conditions for the competition for working places worldwide.
Industrial working places are threatened in particular. The
services are less affected as they partly operate on local mar-
kets. Moreover, services are playing a key role in restructuring
industrial production.

Functional Relocation of Employment

The de-industrialisation of labour extends tar beyond the sec-
toral dimension. The shift of employment from production-
oriented functions as exercised by craft and related workers
and plant and machinery operators toward service functions
as done by professionals. technicians and related occupations
reflects the same process occurring within sectors. New pro-
duction technologies and the re-organisation of labour both
aim at substituting unskilled labour by transferring simple
functions to machinery: and software and more complex ac-
tivities to skilled service workers. In addition. low-wage coun-
tries are successfully competing for a bigger share of industrial
mass production. which relocates production-oriented activi-
ties.

With the globalization of industrial production. labour in
Europe is increasingly specialising on skilled activities like
business management, research and development, technical
and legal consulting, marketing, production management, de-
sign ete. The competitive advantage appears to be signiticantly
higher in these fields of economic activities than in the pro-
duction of industrial commodities itself.

This is fostered by increasing investment in human capital
on the one hand and constant wage relations between skilled
and unskilled labour on the other. In combination. these two
factors contribute to the relative decrease of efficiency wages
for skilled workers. Taking advantage of the growing supply
and the relative wage reduction of skilled labour, companies
are developing new concepts of labour organisation which
increasingly make use of the skills available. Exploiting the
skills potential by delegating competence to lower levels in
the occupational hierarchy -is one of the possible strategics
followed by countries like Germany which dispose of a broad

Belgique/Belgié
Danmark

BR Deutschland (West)
’ BR Deutschiand (East)

Hellas
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Espana
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Luxembourg
Nederiand
Portugal
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-4.66[

- Suomi-Finland

[ ] 1991-94

Sverige
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 Figure 3: Productivity (1)

251

18.7

7 DWest F
(1) Value added at 1991 prices per hour worked
Source: ERECO employment network
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provision of skills. Other countries, like the UK, where the
skills profile is much more concentrated on higher skill levels,
are specialising on the production of upgraded services. This
is supported by the.low wage levels in relation to other in-
dustrialised countries.

These trends resulted in additional jobs in the occupational
groups of professionals, managers, technicians and related
occupations. In contrast, employment of plant and machinery
operators, assemblers, craft workers and in elementary occu-
pations, including agricultural workers, was declining. The
national patterns of occupational change, however, are far
from homogeneous. Variety rather than homogeneity best char-
acterises the occupational structures of the EU.

[ 7] 1982
Bl 1994

DK E UK  IRL P GR

FEMALE EMPLOYMENT

Female employment has slowly but broadly increased from
a share of 38.3 % in 1982 to 40.5 % in 1991. The shifts in
labour demand toward service industries and professional and
service functions increasingly compensated for the existing
disadvantages, even if female employment levels still lag be-
hind those of males. Female employment is predominantly
located in the occupations of clerks and service workers., while
male employment is most commonly found in the occupations
of craft and related trades and plant and machine operatives.
The overall degree of contrast between the occupational struc-
tures of male and female employment is still striking. However,
the specialisation of women in services, clerical work and

- Figure 4: Employment by sector, 1982-94 (1)

2
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Other market services
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Trade, repair, recovery
Lodging and catering
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Auxiliary transport I
Communication services I
Paper and printing
Sea & air transport |
Intand transport

Oftice equip., data processing
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increasingly in professional occupations is emerging as their
major competitive advantage on labour markets.

Female employment opportunities appear to be promising in
the higher level occupations while the future of male em-
ployment looks gloomy. A large number of male jobs remain
in those sectors and occupations which have already declined
in the past and will continue in the future.

QUALIFICATION OF THE WORKFORCE

Available evidence has indicated that EU Member States show
considerable variation in educational attainment. For instance,
in the northern Member States much higher proportions of
their workforce have received some form of post-compulsory
education. At the EU level it is difficult to make a comparison
of change over time due to lack of data, but if a comparison
is made of the countries tor which data are available, the
evidence does point to an increase in the level of educational
attainment. While those in employment at the beginning of
the nineties were still more likely to have the minimum com-
pulsory level of education or less, the number with either a
second level/second stage or third level education has in-
creased. If data are viewed in isolation for the ten Member
States for which data are available, the picture of educational
attainment looks favourable. Though a large number of those
in employment have less than the minimum level of education,
a large share have attained a post-compulsory level of attain-
ment (either second level/second stage or third level).

Administrators, senior officials. and managers, professionals,
and technicians/associate professionals - higher level occu-
pations - comprise an occupational elite. The level of con-
ceptual knowledge embodied within the occupations is
considerably in advance of that incorporated in the task rep-
ertory of any other occupation. The success of the EU economy
is ultimately dependent upon its ability to realise further im-
provements in the quality of its labour force. The need for
such a transition is obvious. In global terms most regions of
the EU represent high wage economies, the maintenance of
which, during the eighties, has been dependent upon the de-
velopment of high value-added product market segments suc-
cessfully underwritten, to date, by innovative product design
and production systems coupled with high labour productivity.
The strategy has not been without risks, however. Recently,

Figure 5: Convergence of sectoral employment structures
4 Deviation from EU shares 1982 (1)

South-East Asian producers have rapidly captured a sizeable
market share, in the EU and elsewhere, with a product market
strategy based upon the production of high quality/high value
added goods with very low labour costs. Though there are
concerns about wage flexibility in the EU. few are willing
to relinquish the high wage levels and the standard of living
they have supported. This places an onus upon the development
of a workforce able to compete in the global product and
labour market. A highly educated and skilled labour force is
instrumental to obtaining this goal. Regardless of arguments
about high skill levels which will optimise long-run employ-
ment and output, a high wage economy is dependent upon
the ability to reproduce and improve the quality of its labour
force over time.

CONVERGING TRENDS

From a theoretical point of view it remains an open question
whether integration of economies leads to divergence or con-
vergence of industrial structures. On the one hand, diverging
trends can be expected if the resources owned by the individual
regions remain highly specialised. Natural resources, labour-
force skills. technical equipment., and other long-term deter-
minants of regional specialisation contribute to regional
competitiveness more powerfully when economies are inte-
grated. Local producers can realise economies of scale and
thus improve their position on widening markets. On the other
hand, however, the distribution of resources is changing in
the long run. In particular, technical know-how and skills are
distributed more equally among regions. Modern production
technologies are spreading and reducing regional difterences.
Insofar as such trends are present. industrial structures can
be expected to converge. Labour division between regions is
less organised along the lines of different products and re-
sources. The "globalized" type of production networks reduces
the differences in industrial structures.

This is exactly what can be observed in the European Union
since 1982. As indicated in Chart 4, the sectoral employment
structures of the individual Member States converged towards
the common EU pullern3. The only exception is France where
the sectoral employment structures have become a little more
different. In all other countries sectoral employment structures
converged towards the average EU profile. The large countries

Convergence towards
EU sectoral profile

. (1) Standard deviation of sectoral enployment shares from EU shares, calculated for 25 NACE-CLIO seclors

Source: Eurostat, ifo Institute -
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of the EU were closer to the EU average than the smaller
countries already in 1982. This is, of course, the result of
their greater weights. The only exception is Spain. Smaller
EU countries are characterised by a greater extent of deviation
but also by a greater extent of convergence.

The greatest step was taken by Greece. The average deviation
of sectoral employment shares, which was 4.8 percentage
points in 1982, declined by 1.1 percentage points up to 1994.
The country diverging most extensively from the EU average
is now at the same distance as Portugal. Spain was the other
country which experienced great convergence. This is indi-
cated by the decline of average deviation by 0.7 percentage
points, or one fourth of the 1982 distance. The changes in
the other EU countries were less pronounced. On average,
all 12 EU Member States reduced their differences in sectoral
employment structures by 12.5 % in the nine year period
observed.

Much of the convergence of sectoral employment structures
has to be attributed to the declining share of employment in
agriculture and the growing shares of services - other market
services and non-market services in particular. These were
the strongest changes in employment structures which applied
to many EU countries. By contrast, the differences of sectoral
employment structures of manufacturing are less than those
of services, and changes between 1982 and 1994 were smaller.
Among the few exceptions in manufacturing is the textiles
and clothing industry, the decline of which contributed to
overall convergence. In services, the general expansion of
employment shares of other market services was important.

The further steps towards the European Monetary Union can
be expected to foster both increasing specialisation of the
EU countries on specific types of production and growing
integration. The structural effects, therefore, remain unclear.
The elimination of exchange rate variations among EU Mem-
ber States will intensify direct competition of European pro-
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ducers via product quality and costs. This may lead to a higher
degree of regional specialisation. Simultaneously, it will ease
economic integration and the creation of European networks
of production. This will result in a more homogeneous dis-
tribution of sectoral activities. The experience of the last ten
years informs us that the integration component is stronger
than the specialisation component. This might also apply to
the future. Moreover, economic integration is strongly sup-
ported by the structural funds which can be expected to increase
their activity during the following years.

1. Vogler-Ludwig, K. et al. (forthcoming): Medium-Term Fore-
casts of Employment by EU Districts and Sectors of Industry.
Study on behalf of the Commission of the European Com-
munities.

2. Figures excluding eastern Germany and the new Member
States.

3. The indicator of convergence or divergence is based on
employment structures for 25 sectors in the 12 EU Member
States. The sectoral classification is taken from national ac-
counts statistics (NACE-CLIO, as indicated in Figure 3). The
indicator takes the average deviation of sectoral employment
shares in one Member States from the corresponding sectoral
EU shares as the measure of divergence. The reduction of
the average deviations between 1982 and 1991 indicates grow-
ing similarity between the Member State and the EU average.
An increase indicates growing disparity.

Written by: ifo Institut fiir Wirtschaftsforschung



SPECIAL FEATURE

The new Member States: Austria,

Finland and Sweden

On January 1, 1995 three wealthy, industrious countries joined
the European Union. As a result of the entry of Austria, Finland
and Sweden, the Union’s territory has grown by 36 per cent,
its population by 6 per cent and its GDP by 7 per cent. These
three new Member States agree on freer trade, tighter budget
constraints, stricter environmental rules and greater openness
in decision-making.

INTRODUCTION

Whereas Sweden and Finland experienced a severe recession
period from 1991 to 1993. Austria has had only one year
(1993) with a negative growth rate since 1981. Of the three
new member states. unemployment is the largest in Finland,
at 19 %, compared to 7.9 % in Sweden and 4.4 % in Austria.

Sweden and Finland have sharply devaluated their currencies
and have thereby gained export advantages, but domestic de-
mand is only reviving slowly as the respective governments
must wrestle with high unemployment and very large budget
deficits. After three years of deep recession, the Swedish and
Finnish economies returned to growth rates of between 2.0 %

Table 1: Statistical changes for the EU e

and 2.5 % in 1994. The Swedish budget deficit amounted to
more than 13 % of GDP in 1994, compared to the 6.3 %
average in Western Europe. The budget deficits of Austria
and Finland were estimated at 3.8 % and 7.5 %, respectively.

The entry of the three countries to the EU increases the area
of the internal market by 36 %. France remains the biggest
country in the EU, followed by Spain, Sweden, Germany,
Finland and Italy. Austria is one of the smaller Member States,
in size roughly comparable to Portugal.

GDP in the EU of fifteen countries (EU-15) is approximately
7 % higher than that of the EU-12. With the EU population
increasing by 6 %. this means that the average per capita
GDP is higher in the larger EU. Per capita GDP remains the
highest in Luxembourg (168 % of the new EU average). fol-
lowed by Denmark (140 %), Germany (126 %) and Austria
(122 %). Whereas the per capita GDP ot Austria and Sweden
(at 114 %) are above the new EU average. Finland's per capita
GDP is 12 9% below. The three countries contribute 2.7 %
(Sweden), 2.6 % (Austria) and 1.2 % (Finland) to the EU-15
GDP, which may be compared to Germany's share of nearly
28 %.

Population 1993 GDi’ -

~Eh 0 Area

*{sq km) (thousand) {million ECU)
EU-12 - . 2 400 000 348 676 5523200 ..
Osterreich SR, U 84 000 79 991 o 155 500
Suomi-Finland - 338 000 5086 = . o 71500
Sverige Lo 450000 , 8719 v 159 200
EU-15 R BRI S 3272 000 . 370452 © ... 5909300
(% change) T i } 36 6 - : 7

u Source: Eusostat B
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Table 2: Gross value added (market prices) by sector, 1990 and 1991 -

5) ; Agriculture, .. ln&uétr& (iﬁc’:luding‘ B \\Séfviées, deneral
- forestry, fishing - g construction) ‘ govemment
1990 ) 1991 1990 1991
. Osterreich ars  hih 439 o 59.3 527 .
Suomi-Finland 32.9 380 ... 61.1 552 ¢
Sverige 323 : 404 5 0 64.9 56.4
628 63.7

EU12

:; Source: Eurostat
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Table 3: Employment by main sectors of economic activity, 1991 and 1992

(%) Agricuiture Industry ) Services
1991 1992 1991 1992 1991
Osterreich 7.4 7.1 36.9 35.6 55.7 574
Suomi-Finland 8.5 8.6 29.2 27.8 62.3 635 °
Sverige 3.2 3.2 28.2 235 68.4 - 7017
31.8 32.8 . 62.0 61.4

- EU-12 6.2 5.8

: Source: Eurcsiat

s

" Table 4: Labour costs, 1993

(ECU per hour)
BR Deutschland 22.37
Belgique/Belgieé . 18.10
Nederland 17.34
Danmark : 16.91
Osterreich 16.65
Sverige 15.12
~France ' RS 13.92°
ltalia ’ 13.49
United Kingdom 11.1
Espafa 9.22
Hellas : 6.15

Portugal . 3.59

;. -Source: Wall Street Journal Europe (13-06-94)

AUSTRIA

In 1990, more than 40 % of Austria was agricultural land
whereas non-virgin forest land amounted to 32 000 sq km,
38 % of the total area. The five major cities are Vienna, Graz,
Linz, Salzburg and Innsbruck. Almost 20 % of the 7 991 000
inhabitants of Austria live in Vienna.

Austria’s contribution to the EU budget is likely to amount
to 1.5 % of GDP (34 billion schilling), including both direct
transfers to the EU and compensatory payments to Austrian
farmers. Approximately one-third is paid back in the form
of adjustment payments to farmers because of the immediate
effects of the Common Agricultural Policy. The net external
transfers will be around 0.5 % of GDP, raising the current
account deficit to over 1 % of GDP in 1995.

Austrian consumers are the big winners, not only thanks to
falling food prices but also because of the many service costs
which will be brought down through decreasing protectionism.
The Austrian National Bank joined the European Monetary
System on the Ist of January, 1995, and the Exchange Rate
Mechanism on the 9th of January. The schilling was already
rigidly pegged to the D-mark, so these moves will have no
noticeable effect.

“Table 5: Austria

Area 84000 sq km
Population : 7.9 million
Currency Austrian Schilling
ECU exchange rates 13.6238 (1993)

13.5 (1994)

.-GDP 1994 (1) 160 biilion ECU

(1) Estimates
Source: OECD
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Economic indicators and trends

The recession in Germany had its effects on the Austrian
economy, as Germany is Austria’s biggest trading partner.
However, Austria is slowly recovering; the economy expanding
by 2.6 % in 1994 after a decline of 0.3 % in 1993,

The economic recovery began sooner than was originally ex-
pected, spurred by consumption, rising production in the con-
struction industry and the stabilisation of industrial output.
As a result, the recession was much milder than expected,
with GDP falling by only 0.3 % in 1993. Driven by higher
exports and supported by tax cuts, output growth resumed in
1994.

In 1993, exports were depressed by stagnant foreign markets
and losses in competitiveness caused by an increase in the
real exchange rate of the schilling. Manufacturing industry
and tourism were hit particularly hard, as private investment
fell the most in these two sectors. In other, more sheltered
parts of the economy, activity was more resistant to the forces
of recession, as profits fell less and employment stability pre-
vented consumer spending on services from weakening sig-
nificantly.

With major foreign markets in Western Europe recovering
from the recession, and the negative impact of strong wage
growth in the past and the real appreciation of the schilling
fading, economic activity appears to be picking up, led by
rising exports. Recently, foreign orders, merchandise exports
and industrial output have all recovered markedly.

Real GDP growth should stabilise at around 3.0 % in 1995,
driven both by domestic demand and the international eco-
nomic recovery. However, this growth rate will be lower if
corporate investment is delayed as a result of insufficient
export performance due to the appreciation of the schilling.

Inflation, although decelerating, was above 3 % in 1993, due
to higher public prices in the public sector and is services,
notably in sectors where demand remained strong and com-
petition among suppliers weak. Inflation is expected to decline
towards a 2 % annual rate.

Current account

The current account has been more or less in balance in the
past ten years, with the large trade deficit being offset by a
surplus in services, dominated by tourism. This was also the

' Tablé 6: Austria: components of GDP, 1991

(%)

Private consumption . 553 -
Total investment . - 258,
Government consumption L 18.2
Exports e : 40.1 ;
Imports ) T892

. Source: OECD



- Table 7: Austria: trends, 1988-1996

1988 1989 1990 1991 1992 1993 1994 (1) 1995(1) 1996 (1)

Total GDP (million ECU) 107400 114800 124700 133200 143200 155000 160000 N/A NA
Real GDP growth (%) 5.0 3.8 4.3 27 16 - 03 26 3.0 3.1
Unemployment rate (%) 3.6 33 3.2 35 1386 4.2 4.4 42 41
. Industrial production ) : N
(% change per year) \ N/A NA - NA 17 o -1 R0 6.0 45 5.0

- (1) Estimates -
Source: World Tables 1994

Table 8: Austria: changes in exports and imports of goods and services, and current account

1991 1992 1993 1994 (1) 1995 (1) 1996 (1)
Exports (% change, : « :
1983 prices) 5.8 28 1.7 ; 3.8 ; . 53 o 59
Imports (% change, B R : o ‘ :
1983 prices) 63 2.8 0.2 : 5.0 57 6.5 :
Current account (% of GDP}) 0.0 -0.1 -0.5 ' -0.8 11 1.2
(1) Estimates
Source: OECD

case in 1993, despite Austria’s relatively strong exposure to
economic cycles and large losses in competitiveness in 1992
and 1993.

Despite slower wage growth, disposable incomes will increase
as a result of the income tax cuts and decelerating inflation.
Private consumption should thus recover gradually and, as
domestic demand picks up, the current account may weaken
slightly, although the deficit should stay around 0.5 % of
GDP.

Employment

Employment reacted only modestly to lower output, as job
cuts in industry were largely offset by gains in services. Wage
moderation also contributed towards employment stability,
which implied a slowdown in productivity growth. Unem-
ployment is projected to fall only slowly, given the scope
for further productivity increases and the cyclical responsive-
ness of the labour force.

Apart from helping to contain rising unemployment, wage
moderation is also holding back inflation. Residual inflation
inertia in the sheltered sectors will be reduced by intensitied
competition as a result of the EU membership.

Table 9: Austria’s trading partners, 1993

Public finances

Public finances deteriorated considerably in 1993, mainly as
an effect of automatic stabilisers. In 1993, the budget deficit
amounted to 98 billion schilling (approximately 4.6 % of
GDP). The 1994 budget forecast a market improvement com-
pared to 1993 and the deficit was estimated to fall to 83
billion schilling (3.8 % of GDP) in 1994. Austria has one of
the lowest deficit to GDP ratios of the EU countries. Never-
theless, the budget deficit is likely to increase as a result of
the considerable contributions to the EU budget.

The public debt was roughly 1 200 billion schilling at the
end of 1994. Despite sharply falling interest rates. the pro-
portion of foreign-currency denominated debt could increase
further since interest rates in the countries to which Austria
is the most indebted, such as Japan, Switzerland and the US,
continue to be significantly lower.

Monetary policy

After the collapse of the Bretton Woods System, the Austrian
National Bank adopted the hard-currency policy. According
to this policy, the schilling/D-mark exchange rate is quasi-
fixed. Instead of direct control over the money supply (the
task of the Deutsche Bundesbank), the intermediate aim of
Austria’s monetary policy is the exchange rate. The freedom
to set interest rates independently of Germany has to a large
degree been forfeited, but there remains some room for in-
dependent interest rate moves. Since this policy gained credi-

(%) Exports imports
bility, the interest rate differentials between Austria and
BR Deutschland 38.9 M5 Germany have diminished significantly. When fundamental
Ralia 7.9 9.0 indicators in the Austrian economy are performing better than
Switzerland 6.4 41 those in Germany, the Austrian money-market rates may even
France . 44 4.4 undercut German ones for a long time without affecting the
Czech and Slovak republics 3.3 290 exchange rate. The current situation shows that with lower
Hungary 35 19 inflation and brighter budget deficit prospects, Austrian in-
Usa 3.3 / 4.4 terest rates may remain substantially below German rates.
Japan 15 4.4 The long-term stability of the Austrian monetary policy will
Central and Eastem Europe 10.4 6.7 continue. EU membership will not alter the policy of the
L EU-12 63.5 67.0 Austrian National Bank and continuity is guaranteed.
- EFTA 8.9 6.7 Fiscal policy
Austrian fiscal policy has been mildly expansionary, which
Source: OECD led to a further rise in the budget deficit during 1993. Revenue
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. Table 10: Austria: exports and imports of goods and services

- (million ECU) 1987 1988 1989 1990 1991 1992

Exports in current prices 36 200 40 300 45 600 50 200 53 400 56 700 .

Imporis in'current prices 35700 39 700 © 44600 48 600 52 200 54 800 -
Exports in 1987 prices 36 200 39 500 43600 47 100 49 800 51100
Imports in 1987 prices 35 700 39 100 42 400 45700 48 600

Source; World Tables 1994

losses from a general income tax cut and the abolition of
two different business taxes were only partly offset by in-
creases in corporate and payroll tax rates. The decline in the
budget deficit in 1994 was mainly due to receipts from asset
sales and a bringing down of reserves. The Austrian govern-
ment’s fiscal policy, as well as the elaborate system of subsidies
that shelters such sectors as construction, need to be changed.

International trade

Germany, with a 40 % share of Austrian exports, is the most
important trading partner by far. The reforming countries of
Central and Eastern Europe account for 10 %, the highest
proportion of any OECD country. Austria’s most important
Eastern European trading partners are Hungary and the Czech
and Slovak Republics. Austria’s trade balance with respect
to its Eastern European partners is positive as these countries
account for around 7 % of the Austrian imports. Since the
opening up of the eastern European economies, trade with
these countries has grown rapidly

Exchange-rate induced terms-of-trade gains and the fall in
domestic demand for goods of high import content have had
a positive influence on the current account. However, in 1993,
this was more than offset by lower net receipts from tourism,
resulting yielding a small current account deficit.

Important sectors and companies

Austrian industry is dominated by small- to medium-sized
enterprises (SMEs): only 110 domestic shares are currently
listed on the Vienna Stock Exchange. The banking sector ac-
counts for 25 % and the energy sector for 17 % of the total
market capitalisation of roughly 330 billion schilling.

Austria has one of Europe’s least transparent economic struc-
tures; the country is among the richest in Europe, yet it has
no companies the names of which are widely known, beyond
its borders, except among specialised audiences. In 1994, only
six Austrian companies made the Financial Times list of
Europe’s Top 500 companies, and all but one of these six
companies come from the very large public sector, which
illustrates that the country’s economic strength rests on the
large number of SMEs. Many of these businesses are highly
sophisticated and specialised.

50000

The largest company, Bank Austria, was created through the
merger of Osterreichische Linderbank and Zentralsparkasse
und Kommerzialbank. The latter is the city of Vienna’s savings
institution and dominates the savings market. The two largest
Austrian companies remain controlled by the public: Bank
Austria is owned by the city of Vienna, and Creditanstalt by
the federal government, but full privatisation is expected. For
years the country’s subsidised, and often incfficient, state-
owned industries have been sheltered from international com-
petition. The government has been forced to join the growing
club of privatisers.

Austrian banks are working hard to put themselves in a position
to act as intermediaries in the transformation process of Eastern
Europe. They too, however, face dramatic changes as a result
of the greatly needed but desperately slow process of re-
structuring the country’s overbanked and overbranched finan-
cial system as well as the government’s privatisation
programme. In the top of the list for rationalisation is the
savings bank sector, especially GiroCredit. The result of ra-
tionalisation activities has been increasing concentration
among the larger savings bank groups and growing competition
between them and the commercial banks.

Both OeMV and EVN are partially privatised. OeMV, an in-
tegrated oil and chemical producer, is expanding its petrol
station network in Central and Eastern Europe. The only one
in the private sector of the six largest companies by market
capitalisation is Wienerberger Baustoffindustrie, a building
materials group which has grown rapidly through acquisitions
to become the European leader in bricks and roof tiles.

Competitive power of Austria

Vienna is considered to be a potential hub of a growing Central
European economy and an important conduit between the East
and the West, not the least in the area of financial services.
The competitive advantage of Austria, apart from its central
location in Europe and favourable standing with its neighbours,
lies in the country’s highly developed infrastructure. Further-
more, Austria is one of Europe’s leading nations in such aspects
as availability of skilled labour and senior managers, worker
motivation and overall security.

Table 11: Austria: six largest companies by market capitalisation, 1994

(million ECU) Market capitalisation Ranking 1993 Ranking 1994 Sector

Bank Austria - 4219.6 : 124 133 Commercial banks
i : : : : and other banks o
" Creditanstalt-Bankverein 20878 : : 206 ; : 274 Commercial banks %
: ; ‘ and other banks .
OeMV 2074.8 L : 337 276 Oil-internationals i
VA Technologie 12757 N/A 396 Machinery a
Wienerberger 1118.8 427 : 444 Construction :
CEVNJ . 1034.9 . N/A ‘ 476 Electric utilities, water
L : works and supply ‘

Source: Financial Times FT500, January 1995
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Despite some optimism in some service sectors (most notably
tourism), there is widespread scepticism about the future in-
ternational competitiveness of the manufacturing sector. Aus-
tria has technological and structural disadvantages compared
to other OECD countries. However, these are not fully sup-
ported by Austria’s high per capita GDP. During the 1980-1990
period, the Austrian economy was characterised by improving
cost competitiveness. As mentioned previously, however, large
losses in competitiveness were experienced in 1992 and 1993.
In the 1980-1990 period, the annual increase in productivity
in the manufacturing sector was 4.8 %. whereas relative unit
labour costs rose by 0.9 % per year, compared to increases
of 3.2 % and 1.5 %, respectively, tor the EU as a whole.

FINLAND

More than half of the area of Finland is covered by forests,
whereas lakes make up 9.5 % of the area (32 000 sq km)
and cultivated land amounts to 8.0 % (27 000 sq km). The
largest cities in Finland are Helsinki. Espoo. Tampere and
Turku, and approximately 20 % of the Finnish population
are inhabitants of one of these.

Finland is recovering from the most severe recession that
any industrialised country has suffered through since the sec-
ond world war, and it is doing so relatively fast and without
being heavily indebted. The Helsinki stock market. enjoying
a bonanza of foreign buying, was Europe’s top performer in
1994. Finland will be a net contributor to the EU budget.
but consumers should benefit from lower food prices as trade
barriers fall. whereas Finland's highly subsidised farmers will
face a painful adjustment to the EU’s lower prices. The country
is signing up for the EMS, but intends to float the Finnish
Markka for the time being.

. Table 12: Finland

Area 338000 sq km
Population ' 5.04 million
Currency Finnish Markka
ECU exchange rates 6.69628 (1993)

) 6.02 (1994)
GDP 1994 (1) 84 billion ECU

- (1) Estimates. .
Source: OECD

Economic indicators and trends

In the 1990-1993 period, the Finnish economy was hit by
the coinciding international recession, the collapse of trade
with the neighbouring Soviet Union, a credit boom that col-
lapsed, and the burden of a large and expensive welfare system.

In 1994, however, exports led the Finnish economy into re-
covery. For the first time in three years the upward trend in

Table 13: Finland: components of GDP

exports is being sustained, not only by strong price competi-
tiveness, but also by a genuine pick-up in the markets. The
decline in domestic demand, which depressed economic ac-
tivity in 1992 and 1993, has come to an end and both investment
and consumption were higher in 1994.

Current account

The deficit in the current account began to decrease in 1990
and turned into a surplus in 1994, With a current account
surplus, the debt may increasingly be tinanced on the domestic
market. Moreover, a stronger Finnish currency will reduce
the markka value of foreign-currency debt. Finland’s net for-
eign debt rose to 59 % of GDP in 1993. However. it is expected
to decrease during 1994 and 1995, leading to a net foreign
debt estimated at 41 % of GDP in 1995.

Employment

Despite several promising signals, the bright outlook continues
to be clouded by high unemployment. The unemployment
rate increased from 3.4 % in 1990 to 18.3 % in 1994, putting
Finland alongside Spain and Ireland at the top of the European
jobless league. Whereas demand for labour is gradually re-
gaining strength (in sectors most important from the employ-
ment point of view, i.e. services and construction, the trend
in employment is stable and may take an upward turn in
1995), unemployment will persist as the most important social
problem over the next few years.

Public finances

The difficulties in public finance will be alleviated slightly
as the economy recovers and expenditure of a cyclical nature
decreases. The budget deficit was ofticially projected to decline
from nearly 10 % in 1993 to about 7.5 % in 1994. The fall
in public investment will be reversed thanks to stimulatory
measures. Public expenditure will thus increase. despite the
small decrease in public consumption. The pick-up in activity
is expected to improve government finances in 1994 and in
1995,

The public debt has risen fast, from 15 % of GDP in 1990
to around 70 % in 1994, In 1994, the government’s net bor-
rowing did not rise as much, and amounted to about 14 %
of GDP. The debt is expected to increase only slightly in
1995.

Monetary policy

Monetary policy appears to have entered a phase of stabili-
sation. Although short term interest rates may hold some fur-
ther downward potential, it is expected to have any major
impact on economic activity. The inflation is expected to re-
main very low. The only major source of upward pressure is
the value-added tax that was introduced in 1994. Whilst the
central bank has occasionally intervened to prevent the ap-
preciation of the markka from being too rapid, monetary policy
continues to be geared towards assuring that consumer price
rises (excluding changes in indirect taxes and officially ad-
ministered prices) do not exceed the announced target level
of 2 % by 1995.

(%) 1991 1993 i : 1994 (1)
* Private consumption . 56.0 52.4 : 54.4
Total investment 20.5 18.1 14.9
Government consumption : 24.2 229 22.3
Exports : 22.3 31.8 35.5
Imports , 22.9 25.2 ‘ 271
(1) Estimates
: 80u:1;a; OECD
“ o
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‘Table 14: Finland: trends, 1988-1996 ,
1990

1988 1989 1991 1992 1993 1994 (1) - 1995(1) - 1996 (1)
Total GDP (million ECU) 89500 105300 108700 98 100 81 800 71 500 84 000 91 600 NA
Real GDP growth (%) 7.2 57 -0.2 - -0.7 -3.6 -2.0 35 4.8 3.9
Unemployment rate (%) 4.5 3.4 3.4 7.6 131 17.9 183 . 163 14.6
(1) Estimates
Source: World Tables 1994, Kansallis Economic Review
’Table 15: Finland: changes in exports and imports of goods and services, and current account )
1991 1992 1993 1994 (1) 1995 (1) 1996 (1)
: Exports (% change, . .
1983 prices) -6.6 T 10.0 16.6 10.8 o 7.0 © 51
Imports (% change, ) :
1983 prices) -11.7 1.1 0.3 5.1 9.1 : 7.4
Current account (% of GDP)  -5.5 -4.6 -1.1 : 24 2.8 29

-.{1) Estimates
Source: OECD - -

Fiscal policy

The 1994-1995 period will highlight the role of the fiscal
policy in redressing unemployment. The main focus of fiscal
policy remains budget consolidation, with the objective of

reducing real central government expenditure to its 1991 level
by 1995.

International trade

In 1993, the EU and EFTA countries accounted for almost
65 % of Finnish imports and for about 64 % of exports. Ger-
many was Finland’s single largest trading partner, representing
13.1 % of exports and 16.3 % of imports, followed by Sweden.
Major Extra-EU trading partners include the US and the Com-
monwealth of Independent States (CIS). Trade with the USA
was more substantial than with the CIS, although 8.1 % of
Finnish imports originated therefrom. At its peak in the mid-
1980s, the Soviet Union accounted for 26 % of Finland’s
trade. Today, the CIS is Finland’s fifth largest trading partner.

The volume of exports rose at a record rate of 16.6 % in
1993. The exports were not boosted by economic expansion
in traditional export markets but by price competitiveness
(stimulated by the depreciation of the markka) and by inroads
into new markets. Exports to the Far East, the developing
countries and Russia nearly doubled. The favourable impact
of recovering exports to Russia began to be felt towards the
end of 1993, mainly in the foodstuffs, textile and clothing
industries. Exports directed to the EU and EFTA increased

g fable 16: Finland’s trading partners, 1993

(%) Exports Imports
BR Deutschland 13.1 16.3.
Sverige ‘ 11.1 ) 10.2
United Kingdom 10.5 88
USA 7.9 T730
Cls : 4.8 8.1°
Japan 1.6 58
EU-12 46.9 46.4
EFTA 170 183
Source: OECD

"
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by slightly below 10 %. However, the recovery in Finland's
traditional export markets will be the most important factor
in determining the prospects for Finnish exports in the next
few years.

As domestic demand picks up, the growth in imports will
accelerate and the rapid growth in industrial production will
stimulate imports of producer goods. Furthermore, the gradual
recovery in investment and consumption will also be imme-
diately reflected in imports.

Important sectors and companies

The economy continues to exhibit distinct dual trends. From
1992, industrial production increased, whereas most services
and construction decreased. Despite overall industrial pro-
duction growth, the developments were not uniform among
the various sectors of the industry. In 1993 and 1994, pro-
duction in the forest, metal and engineering industries in-
creased substantially, stimulated by exports, whilst the output
in other industries on average remained at the 1992 level.

Agricultural production increased by nearly 8 % in 1993. Em-
ployment in Finnish agriculture accounts for only 7 % of the
working population and 2.5 % of GDP. The number of farms
is expected to fall to 70 000 within ten years from 120 000
today, whereas the average tarm size will rise from 20 to 30
hectares.

Wood products account for 36 % of Finnish exports and their
success has done much to promote the country’s export-driven
economic revival over the last two years. The four largest
listed forest industry groups are Repola, Kymmene, Enso-
Gutzeit and Metsi-Serla. These groups are expected to expand
through acquisitions rather than investments in existing plants.
For example, Enso-Gutzeit has recently agreed to buy a 35 %
stake in Veitsiluo to, the country’s fifth largest pulp and paper
group. Whether Finnish groups seek to expand at home or
abroad is not clear, 26 % of the forest industry’s production
capacity is already based abroad. Most of this capacity is
located close to the big markets and sources of recycled ma-
terial in Europe.

The largest Finnish company is Nokia, which over the past
three years has transformed itself from a sprawling conglom-
erate into a dynamic telecommunications company. Nokia is
the world’s second largest supplier of mobile telephones after
Motorola of the US. The company now represents more than



25 % of the value of the Helsinki Stock Exchange. Foreign
investors hold more than 50 % of the shares in Nokia.

Production in the service industries declined by nearly 3 %
in 1993. However. private services are expected to grow. Tele-
communications and transportation will also increase further
along with the growth in industrial production.

The Finnish privatisation progranime has been a cautious one.
As the government in most cases retains more than 50 % of
the shares of former state-owned companies, the process is
more appropriately characterised as one of broadening of own-
ership. Over the past 12 months, stakes have been sold in
Outokumpu (the mining and metals group), Rautaruukki
(steel), Vaimet (paper machinery manufacturing), Kemira (the
chemicals group) and Veitsiluoto (pulp and paper). Altogether
there are some 12 industry groups on the government’s pri-
vatisation list. including Neste (oil and petrochemicals). Enso-
Gutzeit (the pulp and paper group). Finnair (the national
airline) and Imatran Voima (energy).

Competitive power of Finland

Finland offers a high level of technological competence and
a high level of education. This is illustrated by the fact that.
in the world competitiveness survey for 1994 of the World
Economic Forum. Finland headed the list in education and
was second in production technologies ranking.

In the forest industry, Finland also offers special know-how.
The investment programmes of the late 1980s are only now
giving the industry a real competitive advantage.

Moreover, Finland has a stable, well-functioning society. In
the world competitiveness survey, Finland ranked fourth in
overall security. just behind Singapore, Japan and Austria.
After its devaluation in the first half of the 1990s, which
raised Finland’s price competitiveness, the value of the markka
has risen since 1994. Despite the stronger markka, price com-
petitiveness remained good. Price competitiveness is also sus-
tained by the moderate wage agreements of recent years.

SWEDEN

Of the total area of Sweden, 8.7 % is covered by lakes, whereas
cultivated land and woodland make up 6.7 % and more than
50 %, respectively. The three major cities are Stockholm, Gote-
borg and Malmé, in the metropolitan areas of which more
than 30 % of the total Swedish population lives.

The traditional focus of Swedish social democracy has been
the welfare system. Over the past 20 years, Sweden’s economy
as a whole has been losing competitive and productive power.
Although a recovery from the three-year recession during the
early 1990s at last took hold, the combined effects of the
slump and the costs of the country’s big public sector left
the state with a large budget deficit, the fastest growing public
debt in the industrialised world and more than 13 % (if one
excludes government training schemes) of the workforce un-
employed. Nevertheless, just as Austria and Finland, Sweden
will also be a net contributor to the EU budget. However,

Table 17: Sweden .

Area .o
Population B o : 8.75 miltion
Currency - Swedish Krona

9.12151 (1993)

ECU exchange rates
/ 9.04 (1994)

GDP 1994 (1)

(1} Estimates
Source: OECD

449964 sq km

167 billion ECU |

Sweden entered the EU on the condition of a budget com-
promise consisting of a net contribution of only 50 million
ECU in 1995, 150 million ECU in 1996, that will rise to 750
million ECU only in the year 2000.

Economic indicators and trends

Sweden’s current economic recovery, after three years of re-
cession, has been driven by the success of its export industry.
With the domestic economy still struggling to emerge from
the recession, it is the exporting companies that have stimulated
growth in the Swedish economy in 1994. The export boom
has especially been fuelled by the devaluation of the Swedish
krona and the recovery in international markets.

The overall Swedish performance is more steady than spec-
tacular, and the big gains on the Stockholm exchange of 1993
were not matched in 1994. The current recovery of private
consumption is expected to strengthen in response to rising
household income and a declining household saving ratio in
1995 as consumer confidence improves.

Presently. three issues dominate the Swedish economy: the
budget deficit, the resulting increase of the public debt and
the unprecedented levels of unemployment.

Growing exports as well as a moderate recovery in the domestic
economy are expected in 1995, which has led the government
to forecast a gross national product growth of 3.4 % for this
year. The Swedish finance ministry foresees stable private
consumption despite the reduction in household income due
to tax increases and spending cuts, and a fall in the “open”
employment, further below 8 %.

Current account

Although the growth rate of exports is likely to come down
from recent levels, export performance is set to remain good.
And even though the recovery in domestic demand may be
accompanied by rapid growth in imports, the current account
could move into a surplus of nearly 2.3 % of GDP in 1995,
compared with a deficit of 3.1 % in 1992 and a surplus of
1.1 % in 1994.

Employment

In 1994, the total unemployment was 346 000 or 7.9 % of
the workforce. The increase in economic activity may create
new jobs in 1995. The unemployment fell modestly in 1994,
influenced by employment movements were and changes in
the labour supply. Much of the fall in unemployment, however,
was due to a rise in the number of people in government
training schemes. When those in government training schemes
are added to the total unemployment figure, it rises to about
13 % of the workforce. In the past two decades, net job creation
has almost entirely been in the public sector. This is a structural
weakness in the Swedish economy.

Public finances

In 1994, the budget deficit equalled 201 billion kronor, or
13.3 % of GDP. Public spending has grown and accounts for
some 70 % of GNP, the highest level among the industrialised
countries. Some structural reduction in the budget deficit is
foreseen for 1995 and, as the result of cyclical improvements,
the general government deficit may fall to 10 % of GDP.
However, unless the budget deficit is quickly brought under
control and borrowing is stabilised, the danger of continued
high interest rates, resulting in a return to recession, will
remain.

Borrowing in order to finance the budget deficit has pushed
up the public debt. In 1994, it amounted to 81 % of GDP.
Through a series of tax increases and spending cuts, the Swed-
ish government is now trying to stop the further growth of
the debt.
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Table 18: 8wedeh: components of GDP

1993 1994 (1)

(%) 1991
Private consumption ~ 53.3 54.7 . o 54.0
Total investment 17.9 13.7 ' o 1420
Government consumption - 27.3 27.7 - L2710
Exports ’ 27.9 327 PR . 357
Imports ' ‘ ‘ 26.4 289 - S 308
(1) Estimates
Source: OECD
Table 19: Sweden: trends, 1988-1996

1988 1989 1990 1991 1992 1993 1994 (1) 1995 (1) 1996 (1)
Total GDP {million ECU) 153600 173000 180100 192200 190700 159200 167 000 N/A M/A
Real GDP growth (%) 39 24 1.4 -1.2 -1.9 2.1 23 23 25
Unemployment rate (%) 1.6 1.4 1.5 27 5.3 8.2 7.9 7.7 7.5
Industrial production (% change :
per year) ‘ R 1.0 - -0.6

(1) Estimates
Source: World Tables 1994

Monetary policy

-5.6 -4,0 2.5 83 .. .. 69 7.3

EU monetary convergence criteria will probably force the

Table 20: Sweden: changes in exports and imports of goods and services, and current account

1991 1992 1993 1994 (1) 1995 (1) 1996 (1)
Exports (% change, : : - EEE I : ST
1983 prices) -2.4 2.2 7.2 ' 12.8 S 8,5 F 7.0
Imports (% change, ; AL N S
1983 prices) -5.0 1.3 -0.4 10.0 MR - ¥ 4 e, B0
Current account (% of GDP)  -1.4 -3.1. -0.9 - 1.1 . 2.3 : 34
(1} Estimates

Source: OECD

Table 21: Sweden’s trading partners, 1993

(%) Exports Imports
BR Deutschland 14.4 17.9 -
United Kingdom - 102 ~ 947
Norway ; 8.2 : .85
USA ‘ 8.4 o 9.1 ::
Finlan \ 6.6 7.8
Japan o 46 8.2 °
EU-12 : 25 5.0
EFTA 53.3 : 552
» , 16.1 16.0

Source: OECD

Since the autumn of 1993, the Swedish central bank has been
cautjous in relaxing the stance of monetary policy in order
not to jeopardise its mediwm-term inflation target of 2 %.
Although short-term interest rates may come down, long-term
interest rates remain high given the rapid accumulation of
the public debt.

government to be more disciplined in reducing the country’s
large budget deficit and fast growing debt. These expected
tougher government actions are likely to bring down interest
rates, which will stimulate investment and help create new
Jobs. Aclimate of greater investor confidence in Sweden should
bring about both increased domestic investment and a rise
in much-needed foreign investment in the country.

Fiscal policy

The revised 1994 Swedish budget that was presented in April
1994 increased the target for medium-term deficit reduction
from 80 billion kronor to 100 billion kronor (equivalent to
around 7.0 % of GDP) with the consolidation process being
implemented faster than previously envisaged. However, spe-
cific proposals for improving public finances in the coming
five years will be presented in the course of 1995. Market
sentiment is very sensitive to the pace of fiscal consolidation,
implying that policy credibility could be lost if the required
reduction of the budget deficit is postponed. This underlines
the importance of making the medium-term fiscal strateg
more credible.

International trade

Europe i3 by far the largest market for the Swedish muhtina-
tional companies. In 1993, the EU accounted for more than

«
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Table 22: Swedeh: éxporls and imports of gbods and services

(million ECU) 1987 1988
Exports in current prices 45 500 49 700 .55 600 54 100 54 000 53300
Imports in current prices 42 800 47 100 54 600 53 400 - 51000 50000
Exports in 1987 prices 45 500 46 800 48 200 49100 - 47 900 49 000
Imports in 1987 prices 42 800 44 900 48 300 48 600 46 200 46 800
. Source: World Tables 1994
Table 23: Sweden: ten largest cbmpanlés by market capitallsation, 1994
(million ECU) Market capitalisation Ranking 1993 - ‘Ranking 1994 Sector
Astra 12 302.6 32 29 Drugs
Ericsson LM 9808.0 .37 52 Communications
) equipment
Volvo 6 843.2 136 83 Automobiles
Asea 54581 47 34 Electrical equipment
Pharmacia 3812.2 .. 82 142 Drugs
Sandvik 3386.6 145 162 Machine tools
Investor 30204 254 186 Investment companias
Electrolux 2946.8 - 253 190 Household durables
and appliances
- Stora 2 896.4 221 195 Forast+E379ry
o products
Skandinaviska Enskilda Banken 26934 199 208 Commercial banks
: and other banks
"‘s‘f@ume:methmFrsoaJanuary 1995 - L N
Table 24: Sweden’s industrial revivai :
(% change per year) 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 (1) 1995 (1)
Industrial productivity 1.6 1.9 1.7 1.4 3.1 1.6 0.9 6.7 9.1 36 29
Unit labour costs 9.0 6.2 45 5.2 7.2 8.5 7.6 -3.6 -6.7 0.1 26
Industrial production 2.0 1.2 2.4 29 1.0 -0.6 -5.6 -4.0 25 8.3 69 .

(1) Estimates
Source: National institute of Economic Research, Central Bank, OECD

50 % of both exports and imports. The single most important
trading partner is Germany (14.4 % of exports, 17.9 % of
imports) followed by the UK, Norway, Denmark and Finland.
The US, accounting for 8.4 % of Swedish exports and 9.1 %
of Swedish imports, is Sweden’s major Extra-EU trading part-
ner.

Important sectors and companies

The pulp and paper sector is Sweden’s largest net export earner,
and the EU is by far the largest market for the overall forest
industry. About 30 % of the industry’s existing capacity is
located outside Sweden, but within EU borders. During the
late 1980s and early 1990s, Swedish forest industry groups
invested heavily in the UK, Germany and France in order to
settle near their main markets. In the present expansion phase,
there are signs that a greater proportion of investments is
concentrated in Sweden itself.

Sweden’s pulp and paper groups enjoyed a 1994 that was
much better than they expected. Profits grew as rising prices
and strong demand drove up capacity utilisation and sales.
The weak krona, cost reductions and lower debt burdens also
contributed to the upturn. As an EU member state, the Swedish

forest industry will have a direct influence on the EU policy
in the continuing environmental debate, an issue of consid-
erable commercial importance to the companies in this sector.
However, EU membership will carry a cost for the forest
industry groups: to help fund the estimated 20 billion kronor
(2.2 billion ECU) yearly cost of Swedish EU membership, a
series of new corporate, energy and environment taxes has
been introduced.

Sweden’s regiment of big companies has largely survived the
domestic recession of the early 1990s and the international
slump to preserve its impressive record on the European and
international stage. Sweden’s representation in the European
Top 500 companies by market capitalisation has risen to 24
in 1994, against 21 in 1993, with seven new entries or re-entries
outweighing four departures, two of which were accounted
for by a take-over (Nobel Industries bought by Akzo of the
Netherlands) and a break-up (Pharmacia breaking free from
Procordia). Moreover, the country can claim another half com-
pany in the Swiss-Swedish engineering giant ABB Asea Brown
Boveri which is the 34th largest company on the FT 500.
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The growth in exports has been reflected in improved rankings
for companies such as Electrolux, the home appliance maker,
Atlas Copco and SKF, two stalwarts of Sweden’s cyclical
engineering sector, and the forest industry groups Stora, As-
siDomiin and MoDo, the latter two newcomers on the FT
500 for 1994. Stora was Europe’s biggest pulp and paper
group in 1994. Residential construction saw another year of
sharp decline in 1994, but capacity pressures in export sectors
should lead to a recovery in business investment.

Excluding the privatised AssiDomiin, perhaps the most eye-
catching Swedish performer was Hennes & Mauritz, the cloth-
ing retailer. With its profitability (nearly 50 per cent return
on capital in 1993) it became a star of the Stockholm stock
exchange.

Tourism is one of Sweden’s fastest growing sectors and, al-
though the sector is a relatively young one, ranks as the coun-
try’s third largest industry, generating a yearly turnover of
an estimated 98 billion kronor of which 21.4 % comes from
foreign tourists.

The investment-exodus of the late 1980s has led to an alarming
shift in industrial output. Increasingly, Swedish multinationals
export basic components to units in EU member states where
more sophisticated phases of production are completed. Ex-
ports still account for about 50 % of Sweden’s industrial pro-
duction, but the proportion of basic industries, such as steel
or pulp and paper, has increased while engineering industry’s
share has waned. This has devastated many small and me-
dium-sized companies that survived as suppliers and helps
explain the plunge of industrial production to about 18 % of
GNP from 27 % in the early 1980s.

Competitive power of Sweden

Sweden dominates the corporate scene in the Nordic countries.
However, Denmark and Norway both enjoyed economic
growth of more than 4 per cent in 1994 and have not been
held back by large budget deficits as Sweden has. According
to the world competitiveness survey for 1994 of the World
Economic Forum, Sweden headed the list for total expenditure
on R&D as a percentage of GDP and was second in man-
agement (business efficiency, management development).

Two important factors have transformed the competitiveness
of Swedish industry. The first is the devaluation of the Swedish
krona in the 1990s, which restored the ability of manufacturers
to compete in the European market. The second change is a
significant rise in industry’s productivity over the past few
years. In the long term, the second factor is more important
as the krona may rise in value, and the effects of increased
productivity are expected to last.

CONSEQUENCES OF THE ENTRY OF AUSTRIA,
FINLAND AND SWEDEN

Apart from the effects on the three new Member States, four
categories of consequences for the EU can be distinguished:
economic, social, legislative and other consequences.

Consequences for the three new Member States

The direct consequences for Austria, Finland and Sweden are
limited because the countries have already adopted EU rules
and legislation to a great extent. On January [, 1994, the
European Economic Area (EEA) Agreement came into force,
effectively expanding the single market into five countries
of the European Free Trade Association (EFTA): Austria, Fin-
land, Ireland, Norway and Sweden.

The EEA is quite similar to the EU internal market with its
four freedoms (freedom of movement of goods, capital, per-
sons and services), but there are some important exceptions.
Processed and unprocessed agricultural products are largely
outside the scope of the EEA. Trade in such products continued

to be subject to national market arrangements. Moreover. as
the EEA does not involve a customs union, border controls
and the disadvantage of being a third country with respect
to the EU increased the prices of Austrian, Finnish, and Swed-
ish exports and reduced their competitiveness. Furthermore,
although the three former EFTA countries enjoyed most of
the advantages of the single market, they had no real influence
on the rules and regulations which underpin it, which was a
great disadvantage.

For Austria, Finland and Sweden, the EEA Agreement was
only a temporary arrangement as they foresaw joining the
EU in January 1995, subject to the outcome of national ref-
erenda.

EU membership will make labour more mobile and, sectors
of the economy that were traditionally protected more exposed
to competition and thus more efficient. EU membership will
also reduce technical trade barriers such as different standards
and test certificates. But most important of all, the countries
will have better chances of attracting foreign direct investment.
For example, Austria could become an EU centre for pro-
duction and services because of the strong historic ties to the
transition economies of Central and Eastern Europe. EU entry
is expected to translate into roughly 3.8 billion ECU in ad-
ditional output in Austria (i.e. 2-3 % of the GNP) within six
years. Sweden expects EU membership to add 0.8 percentage
points to annual economic growth between 1995-2004. The
net economic benefits of joining the EU for Finland is esti-
mated to equal 4.2 % of GNP, whilst national consumption
is expected to increase by 5.5 %.

Economic consequences in the EU

The enlargement will affect the EU’s trade policy. Austria,
Finland and Sweden will join the voices that argue for free
trade and budget discipline, partly because they are all going
to be net contributors to the EU budget. Therefore, a more
liberal regime is expected. The Nordic countries are also ex-
pected to support the UK, Denmark, the Netherlands and Ger-
many with regard to their desire of tighter control on state
aid.

Social consequences in the EU

The new Member States will bring more votes for environ-
mental protection, for open and democratic decision-making
and for high social standards. Austria, Finland and Sweden
support the principle of subsidiarity, the principle of decen-
tralising decision-making from Brussels where appropriate.
Expansion, therefore, seems to be an achievement for de-
fenders of arguments in favour of wider, rather than deeper,
integration. However, Austria, Finland and Sweden are de-
termined to strengthen the EU’s social policy.

Legislative consequences in the EU

Being EU members, and thereby able to influence policy and
regulations on market conditions and standards, is of great
importance for various scctors vital to the three countries,
such as Sweden’s wood and telecommunications industries.

The paper and pulp and forest industries are important for
both Finland and Sweden. Therefore, Swedish and Finnish
multinationals will try to influence EU directives, particularly
where, as in the case of wasle paper recycling, there is a
direct impact on the amount of virgin fibre going into the
paper system.

Austria entered the EU on the condition that it receive im-
portant concessions until the year 2001, at the earliest. with
respect to the control of the flow of heavy trucks passing
through the Austrian Alps. Furthermore, Austria will probably
exert considerable influence on the Common Agricultural Pol-
icy (CAP) henceforth. Influencing the formulation of this pol-
icy is important to Austria as the food processing industry,
Austria’s largest industry, and the small farms will be sig-
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nificantly affected by the CAP. The CAP is also of importance
for Finland, as food-related industries account for about 10 %
of Finnish production.

Other consequences

The enlargement will imply less inward and more outward
expansion, especially towards the East. Austria, Finland and
Sweden support early EU membership for the Central and
Eastern European countries. Enlargement might begin with
the Czech Republic, Poland and Hungary, followed by the
Slovak Republic, Bulgaria and Romania, and the Baltic states.

Enlargement further implies institutional reform. Striking deals
will inevitably become more difficult as the Union grows.
This means that more effort must be made to streamline the
process, to reduce the bureaucracy, whilst at the same time
providing maximum flexibility for the decentralisation of de-
cision-making. The current trend appears to be towards a mini-
mum set of rules and obligations, with no Member State having
the right to stop others able and willing to move at a faster
pace.

Written by: Netherlands Economic Institute
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SPECIAL FEATURE

Media services

The communications and audio-visual sector produces a mod-
est turnover, compared to industrial segments of the economy,
or relecommunications. It is however a very important field
for Europe. because of its visibility among citizens, and also
because it constitutes the reference market for multimedia
services, on which much hope is conceived as a futwere driving
force of the community’s economy.

It is also a complex area, since it includes segments as varied
as, the press and book publishing, cinema theatrical exhibition,
television, cable and satellite programming, and other audio-
visual domesric entertainment, broadcast or edited, such as
radio home video and video games.

Moreover, the economic state of each sector is very contrasted
per national market: 1otal spending in one area depends largelv
on the state of apprepriate equipment infrastructures (this is
particularly obvious for cable or satellite, for which pene-
tration rates are very different, say in the Netherlands, from
southern European countries) and also on cultural factors
(such as the tradition of heavy press consumption per capita
in the UK).

THE MARKET IN 1993

Press and publishing

In terms of sheer turnover. the press is still the single biggest
segment of the communications sector. In 1993, the total press
and book publishing activity for the five bigger countries in
Europe exceeded 70 billions ECU. Its revenues are derived
in comparable proportions from two main sources: sales to
the public and advertising.

As the older branch of the communications sector, the pub-
lishing business has undergone several waves of mergers and
acquisitions. and is now very concentrated around a few na-
tional players.

Television

Since the beginning of the eighties, the main evolutions in
the television field were spurred by the rise of the private,
commercial sector which caused increasing financial difficul-
ties for public broadcasters (mainly because governments re-
fuse to increase licence fees). For instance, German public
broadcasters have recently declared major deficits and staff
reductions: at ARD. 1.4 billion DM by 1996 with the loss
of 800 jobs: at ZDF, 94 million DM and 400 jobs (Source:
TV World October 1994).

There is also a trend towards weakening of the audience base
for the generalist, terrestrial channels, mainly due to the de-
velopment of the "thematic" chains. They remain however
the preferred medium for mass audiences. In that regard. they
are insured the best share of the television advertising market,
even in the context of a declining audience.

In the last part of the decade, another important phenomenon
arose: this is the mutation in transmission media, from ter-

restrial to cable for part of Northern Europe. and now, even
more rapidly, to direct satellite broadcasting.

The number of satellite only channels went from nonc in
1980 to almost as many as there are terrestrial channels in
the mid-nineties.

There are now over 35 millions European households receiving
television through cable and satellite. This amounts to a pene-
tration rate of about 28 % of TV homes.

In that regard, Europe is still behind the US, which counts
a cable subscription rate of over 60 % among TV households,
but the reach of new television transmission systems is no
longer a marginal, secondary market.

Cable and satellite reception infrastructures is one of the fields
for which the national and regional sitvation is the most con-
trasted in Europe: the percentage of homes receiving non-
terrestrial television amounts to over 40 % in Northern Europe,
while it is still under the 5 % lever in southern Europe.

The satellite transmission market for television services in
Europe is clearly dominated by one of the only private op-
erators: The SES. (Astra satellites) based in Luxembourg. Astra
reaches over 47 million homes in all of Europe and the EFTA
countries.

Germany is clearly the biggest market for consumer-based
traditional and new media alike: it has the largest installed
base and highest penetration rates for cable and satellite equip-
ment. Belgium has the highest cable penctration rate in Europe.
followed by Germany and the Netherlands.

For pay TV services however, it is France (with Canal+) and
the UK (with BSkyB), among the "big" countries. which are
the most developed.

The total revenues derived from television are going to he
coming increasingly from pay services. mostly subscription
based. The potential for growth of pay television is still high
in Europe. Global welevision-derived advertising revenues con-
tinue to grow at a mature pace.

The pay-TV market is dominated by three media groups. cach
of them selling a package of channels, centred around a pre-
mium movie service. They all have an intecrnational scope.

Other audio-visual services

Cinema

National bex office results largely depend on the film exhi-
bition industry. This industry has undergone in Europe two
major trends in the last decades: modernisation of cxhibition
infrastructures, with the development of multiplex theatres,
and concentration of the business around large corporate struc-
tures.

Home video

Home video has grown considerably in Europe. with pene-
tration rates reaching high levels. This medium now concerns
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. Table 1: Revenues of press and publishing sector, 1993

UK

“(billion ECU) D E F l
Press total 14.30 5.54 8.94 5.66 15.98
- Sales - 6.36 2.80 5.10 2.07 9.54 .
- Advertising 7.98 2.74 3.83 2.53 6.43 -
" Publishing total 8.15 272 -3.27 2.61 3.23
Press and publishing total 22.45 8.26 12.21 8.30 19.21
Source: BIPE Consaeil
Table 2: Main players in the press and publishing sector ;
Country Press Publishing -
.- BR Deutschiand Axel Springer Bertelsmann
R Eaier Burda Fleissner
Griiner & Jahr Holtzbrinck
Heinrich Bauer . Piper ‘
WAZ
Espafia El Correo Editorial Everest
Godo Editorial Planeta
Prensa Espanola Grupo Anaya
Prensa iberica Plaza y Janes
Prisa
- France C.E.P. Communication Albin Michel
: Hachette Flammarion
Hersant Gallimard
Prisma Presse Groupe de la Cité
Hachette
|talia Mondadori Einaudi
RCS Editori Mondadori
Mursia
Rizzoli
- Nederland Reed-Elsevier Reed-Elsevier
: VNU VNU
Wolters-Kiuwer Wolters-Kluwer
Malherbe Group

Reed-Elsevier
Pearson

Thomson Corp.
United Newspapers
Blackwell

United Kingdom

* Source: BIPE Conseil

over 90 million households in Europe. But the program con-
sumption (purchasing and renting of pre-recorded tapes) is
far from having reached the American level, even for the
same equipment penetration rate. Nevertheless, the economic
weight of the home video commercial activity Europe is now
already larger than that of the cinema.

Radio market

Radio has been successful in retaining audiences and adver-
tisers in an increasingly competitive and technologically com-
plex media environment. This is particularly true in France
and Germany, where radio advertising markets are rather striv-
ing.

Radio advertising in Europe is experiencing double digit
growth in 1993 for the best stations. The CLT has a major
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Reed-Elsevier
Pearson

Dun & Bradstreet
Thomson Publishing

share of European commercial radio activity, and is expanding
its base of radio stations throughout the Community.

Concerning technology advances in the sector, it is worthwhile
to mention the existence of pre-operational digital audio broad-
casting in the UK, Germany and France.

EUROPEAN MEDIA AND THE GLOBAL MARKET

In spite of the different measures taken by community and
national regulation bodies, the trade deficit between the US
and Europe in the audio-visual sector, or at least the program
trade (including the film industry, television broadcasting and
home video) is increasing: the deficit grew from 2.38 billion
ECU in 1990 to an estimated 2.91 billion ECU in 1995.

This deficit now represents over 5 % of the total media services
market value in Europe. Measured in absolute terms, it is



Table 3: National television markets in 1993: piayers and
household base for terrestrial TV

TV households

Country Players
(million)

Belgique/Belgié o RTBF
R BRT
RTL TVi
. . VTM e 4.0
. BR Deutschland ARD :
- o . Z2DF
RTL+
SAT 1
. s : Pro 7 32.0
Espaiia R RTVE (1 and 2)
S Autonomic
i o channels
Gy : Antenna 3
o el Tele 5 11.3
France s TF1
— F2/F3 N
Arte/La Cinquiéme
M6 ‘
(Canal +:
uncrypted
e U segments) 20.5
" italia o o RAI1
e RAI2
RAI3
Rete 4
Canale 5
e ltalia 1 20.3
Nederland R NOS . )
o RTL4 A
United Kingdom . BBC1 ‘
: i ) . BBC2
ITV channels
T . _and Channel 4 22.0

RN

Source: BIPE Conseil

not likely to decrease with the advent of new technologies,
such as digital compression. which will multiply the number
of channels. But European production progresses as well in
this context. if not in the same proportions as do the amount
of imports.

There are only a few European multimedia groups of inter-
national scope (see Table 11). A number of them are already
present on the television market.

FORECASTS BY SEGMENT

Press and publishing

The medium term outlook is very grim for advertising revenues
in the press: they are going to be lower in 1997 than in 1993
in most countries considered, especially in Southern Europe

Table 4: Evolution of the number of televislon channeis in Europe

and in France, changing at average annual rates going from
-4 % to less than +1 %. As for the book publishing area,
forecasts go from over -3 % to less than +2 % change yearly.
Sales of press and publishing products to the public are more
likely to maintain themselves than advertising revenues for
which forecasts are negative in every country except the United
Kingdom.

Television

Evolutions of the television market much depend on whether
free. terrestrial television or pay television is considered:
growth perspectives are about 10 times higher in the latter
field within a medium term timeframe, leaving more room
for new channels than in the saturated traditional fields. Overall
however, revenue growth for the sector will remain healthy.

Other audio-visual services

Cinema

Thanks to substantial restructuring of the sector in several
European countries ( the United Kingdom. Spain...) theatrical
exhibition revenues will maintain themselves. Being a mature
activity, they won't grow and theatrical exhibition will in-
creasingly play a showcase role for the other audio-visual
markets ( home video. cable and satellite rights..).

Home video

The global trend in European home video is towards a 20 %
increase within the 5 year period, averaging nearly 5 % growth
a year. Revenues are increasingly coming from sales, while
they were dominated by rentals up until 1992,

TRENDS AND NEW TECHNOLOGIES ON THE
MEDIA MARKETS

Segmentation of new services

The new "media services” in development can be divided

into a few families of services defined by technical and access

criteria:

« Multimedia publishing (editorial content published on CD-
ROM or CDI):

« New services using analog technologies (pay per view, in-
teractive television, teletex type services); interactive tele-
vision is an upgrade to analogue TV or for digital TV,
typically to permit viewer participation in quiz shows, or
for home shopping;

« On demand television services (using cable, ADSL...) such
as video on demand, made possible by digital television
broadcasting;:

« Telematic. on line computer information services.

The new media markets

The new media markets are developing with the introduction
of computer, telecommunications techniques and players into
the field of traditional leisure industries such as publishing
and television. These services can be based on three types
of terminal: television, computer or specific, dedicated ter-
minal. ’

(number of TV channels) S 1986 1985 1990 1995 (1)
Terrestrial o 55 65 . 9 100
Satellite - ‘ B 11 39 SRS 80
Total ‘ o i RS 55 76 : ' : 130 : 180
(1) Estimate

Source: BIPE Conssit
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Table 5: Household base for TV services other than free terrestrial television, 1994

Cable subscribers Direct TV household subscribers - i

102

'(million households) Pay TV subscribers
B 0.20 3.50 0.02
D 0.75 13.00 6.00
E -0.80 0.15, 0.10
F 3.70 1.60 0.12
i 0.50 N/A N/A
NL 0.60 5.40 0.20
UK 2.50 0.60 2.60
Source: BIPE Conseil
Table 6: Economic weight of the TV market per segment, 1993
(billion ECU) D E F N UK
"Free" TV 4.36 2.43 7.60 5.33 477
~ - Household (licence fees) 2.06 0.00 5.28° 2.00 145
- - Advertising 0.18 2.43 2.32. 3.33 332,
Pay TV and cable subscription 0.64 0.46 1.27 0.07 0.96
_Total 5.00 2.90 8.87 5.40 5.74 .
- Source: BIPE Conseil
- Table 7: European Pay-TV activity
Canal+ BSkyB Filmnet
. international presence B,‘D,% E,F UK, IRL B, DK, FIN, NL, N, 8
: ' Atrica, Poland, ‘
Polynesia. Chile {project) - ... .
Satellite Telecom 2A Astra Astra
Encryption Syster Videocrypt Videocrypt
" ‘Source: BIPE Conseil
. Table 8: Cinema (theatrical exhibition), 1993 o
D E F ! UK EU-12
Number of screens 3630 1 800 4400 3020 1757 16 621
Box office turnover - ) ,
{million ECU) ) 401 250 600 421 380 2400
.. ‘Source: BIPE Conseil
' Table 9: Home video, 1993
' D E F [ UK EU-12
Installed base of VCR {million) 25 6 15 9 17 90
“Spending on home video o ,
(million ECU) 460 260 590 390 1700 5 000
. Source: BIPE Conseil
"
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" Table 10: Radio advertising markets, 1993
" (million ECU) ' ‘

Tumover

600
580
1300
- 540
160

500
220

Perspectives for new television services in Europe

Pay Per View

The potential in Europe for increased consumption and spend-
ing for pay television services is high (the average American
home spends several times what the average European home
on pay television). Moreover, the advent of digital technology
will enable operators to enrich their pay TV offer, to diversify
their marketing techniques (tier paying, multiplexing of chan-
nels, pay per view or pay per play...) and to lower their trans-
mission costs.

The commercial potential of pay per view is real. but, as the
American experience proves, relatively limited in a multiple
channel environment. One big stumbling block is the avail-

¢ Table 11: Multimedia: major players in telecommunications, television and cabie

ability of movie rights, which is often limited by the grip in
this field of existing broadcasters and pay television services.
This analysis is also true for Video On Demand. This implies
alliances between the program service operators (cable op-
erators, pay services operators) and the program providers
(American Majors, European movie right holders like the Kirch
group).

Another problem with pay per view is the response time. The
less time a customer has to wait after ordering programme,
the better the utilisation rate, according to US results. This
will depend upon how many channels the cable operator has
reserved for pay per view. Also availability of exclusive special
event programming like boxing fights boosts utilisation. Films
are more difficult because studios will not concede a pay per
view release window ahead of video release.

Experiments as well as commercial pay-per-view services are
already in place in several European countries: The Multivision
pay- per - view service was launched in France 1994 by the
consortium formed around Telcarte (France Telecom, repre-
sented by VTCOM, Lyonnaise des Eaux. CLT and TF1). In
the Netherlands, Philips, PTT Netherlands allied with the
American Graff pay per view has launched a service in 1994.

Digital television services

Digital TV enables the consumer, among other things, to reap
the benefits of compression by receiving a large number of
television channels and using interactive services such as video
on demand or interactive information data bases. To date, the
biggest issue in digital television is the set top box or rather

x5 Telecom- Cable . Major multi- ‘Maijor private Majdr sharsholders
munications ~media groups TV
B/L Belgacom Electrabel Suez, GBL RTL CLT(GBL)
‘ ) : C : VTM VNU ;
Canal+ Canal+
Deutsche Telekom " Deutsche Telekom « - Bertelsmann  RTL CLT(GBL),
Bertelsmann
: . Axel Springer SAT 1 Kirch, Springer
Premiére Canal+, Bertelsmann
E Telefonica R Telo5 Fininvest, CLT
5 (GBL), Kirch, Once
>-Antenna 3 -
Canal+ Canal+, Prisa
France Telecom France Telecom * Matra Hachette TF1 . Lo Bouygues
COMDEV Havas Canal+ ¢ ' Havas,
: ) e Générale des Eaux
cav Chargeurs Mé CLT (GBL),
: * Lyonnaise-Dumez
Lyonnaise Com DR N
SiP Fininvest Canale 5 Fininvest "
Audiofina ltalia 1 Fininvest -
Rete 4 Fininvest . - N
Pﬁ' Telecom VECAl- 7 RTL CLT(GBL}), VNU
Pooelles PTT Telecom J :
BT - - , 122 franchises Pearsonb NewsCorp,
Chargeurs, Pearson
- -Granada .
Cariton

 Source: BIPE Conssil
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' Table 12: Forecasts for the press and publishing sector, 1993-98

(% growth of revenue over five years) D E F | UK
Press total 1.5 -19.0 - -12.0 -22.0 4.0
2= Sales (households) 5.8 -3.0 -3.3 -10.0 286
i~ Advertising -1.5 -34.0 -15.9 -34.0 6.0

Publishing total 25.0 -5.0 -5.0 -7.0 8.0
Press and publishing total 8.0 -13.0 -11.0 -17.0 4.7

Source: BIPE Consell

By
Table 13: Forecasts for the television sector, 1993-98
(% growth of revenue over five years) D E F | UK
“Free" TV 12.0 5.5 3.0 -3.0 ) 50 .
- Household (licence fees) 16.0 N/A 8.5 25.0 2.0
- Advertising 9.0 5.5 1.3 -22.0 . 85
Pay TV and cable subscription: 218.0 40.0 44.0 1 000.0 84.0

- BIPE Consell

Table 14: Forecasts for the sector of other audiovisual services, 1993-98 e
(% growth of revenue over five years) D E F [ UK
Cinema ~2.0 7.0 3.0 0.0 7.0
Home video 20.0 18.0

.. Source; BIPE Conseil ..

the commercial functionalities of the set top box. The European
Digital Video Broadcasting Group has defined specifications
for digital satellite and cable which have become ETSI norms
and ITU recommendations. DVB brings together manufac-
turers, broadcasters, transmission providers and others to con-
sider requirements for new TV systems. There is therefore
agreement on transmission / reception standards. The debate
on proprietary and open systems relates only to conditional
access systems for pay TV. A key objective of the DVB dis-
cussions was to define technical approaches which would per-

Tabie 15: Exampies of multimedia domestic servcies

Retference market Domestic services

CD-ROM
On-line information services

Press and publishing

Audiovisual services
- Analog Pay per view

Teletex type information services
Digital television: increased number
of channels

Video on demand

Interactive teletext

Video games

- Digital

Source: BIPE Conseil
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25.0 23.0 18.0

mit a single integrated receiver / decoder to receive encrypted
services from more than one broadcaster. Two approaches
were defined, i.e. Simulerypt and the Common Interface. These
approaches are not mutually exclusive and could be imple-
mented together in the same decoder.

Another crucial element in the success of future digital services
is definitely the user interface, navigation system available
for the subscriber of a multi channel, multi-service offer (also
restrictively named" Electronic TV Guide".) Several European
players in the broadcasting, telecommunications and computer
fields are working on the development of such software.

Digital television will be introduced in Europe by satellite
and cable by end-1995 ahead of terrestrial delivery. since the
DVB group is still defining the specification for terrestrial.
One likely candidate to the pioneer position in this ficld is
Canal+, allied with Bertelsmann in the Canal Satellite service,
which is planning a digital satellite broadcast of several chan-
nels and services beginning in 1995-1996. BSkyB, has also
announced the launching of digital satellite broadcasting serv-
ices. The American groups Viacom (MTV, eic...). which al-
ready has a digital broadcast feed. and Turner should also
be in the race.

This new area promises to be competitive, and European play-
ers seek partnership in order to better resist possible non-
European entities, which can be more advanced in the design
of digital television scrvices.



wong

There are three main categories of on-line information services
to the home:

Table 16: Main operators planning digital televiéfbh sérvlces

Canal+

BSkyB

Matra Hachette

Bertelsmann

American service providers:

- Tumer

- Viacom

- Time Wamer

Cable operators and telecom companies:
- Deutsche Telekom o
- Lyonnaise des Eaux

« France Telecom

Source: BIPE Conselt - R T IO A

Wide screen 16:9 TV

High Definition Television (HDTV), the new standard of tele-
vision reception. promises to be the major development of
the twenty-first century. Widescreen (16:9 format) and im-
proved definition television receivers have recently entered
the market: in 1994, total European sales of 16:9 widescreen
TV sets reached 150 000 units (100 000 in France only, as
16:9 broadcasting started there first).

Video on demand

A lot of the commercial or technical problems to real "on
demand" services are not solved yet. as shown in the American
experiments (in Orlando. for instance) . Real video on demand
services will not be implemented commercially and on a wide
scale in Europe betore 1998. Their launching will be prepared
by multi channel, multi services packages, and pay per view
services...

The countries best prepared to digital services are those where
the cable and satellite penetration is high (Germany, Belgium,
the Netherlands) and where there is already a real multi-chan-
nel environment. The presence of a strong alternative program
provider (as Canal- in France and BSkyB in the UK) is also
an asset.

So far. only a few video on demand trials have been announced:
one. instigated by British Telecom, should be using ADSL
and an Oracle media server. and the Deutsche Bundespost is
also planning trials in Germany.

On-line information services and data bases

[t has been much heralded that the advent of digital tech-
nologies will blur the line between traditional broadcast media
and the computer and telecommunications industries. This
predicament has now become true, as shown by the birth of
a new category of media, that we can globally call "on-line
services". These services distribute to the consumer’s home
information. entertainment, educational and professional serv-
ices. They are also a meant to convey personal communica-
tions.

« Broadcast, TV based, interactive teletext (through terrestrial
or satellite distribution): produced and distributed in part-
nership with broadcasters (France 2 France3, Pro7 with
Burda, Swiss Television, RAL etc...). This type of activity,
possible within an analog environment, is picking up quickly
after having been long neglected. Teletext services are wide-
spread in countries where the majority of TV receivers are
equipped with a teletext decoder (like the Netherlands, and
Belgium). They are likely to be further developed in a
digital environment, where the television set can be an
outlet for services much like those currently proposed by
Teletel in France, or by the American on-line services.

s on-line dedicated terminal-based services (Teletel). The
Minitel technology is likely to be replaced in the long term
by standard platforms.

« on-line., computer based services (Compuserve, Bulletin
Board Services). They are growing fast in the US. In Europe,
their success in the consumer market will depend on the
computer and modem penetration rates. These services are
gaining ground in Europe. They first appeared as subsidi-
aries of the American services, simply duplicated for the
European market instead of being custom-made for the
European national and multilingual audiences. But recently,
European actors are emerging to compete with Compuserve,
America On Line and Microsoft Network on their own
market: the European consortium formed by Matra, Burda
and the CLT is launching Europe On Line, and in France,
the video game and on line service company Infogrames
is planning to introduce Infonie. another computer based
service.

Written by: BIPE Conseil
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SPECIAL FEATURE

Impact of the

globalisation of markets

on financial instruments available to
the European capital goods industry

The European capital goods sector is of crucial importance,
accounting for a third of total industry value-added and a
similar share of total extra-EU exports.

The sector is made wup of a wide range of different products.
technologies and markets. Despite this diversity, a number
of key threads run through these industries: interdependent
amongst themselves. generally capital intensive and highly
cxclical, they have a significant role to play in infrastructure
development and are vital 1o the Union’s workforce and econ-
omy.

The growing concerns for EU capital goods
competitiveness in a global market

An increasingly global demand and supply structure has led
to an intensification of world competition for European pro-
ducers. both on home ground and on export markets.

For this reason. large capital goods groups. as well as SME’s,
the latter traditionally more dependent on domestic markets
or at best on intra-European export markets. will have an
increasing need to respond to the global challenge if they
are to survive in the long term. The same is true of some of

Figure 1: Evoiution of officiaily supported credit > 1 year

the smaller or less developed European export economies,
which do not currently have adequate export support structures
for their national capital goods producers and exporters.

In recent times, however. there have been concerns over a
decline in the trade balance in certain European sectors of
capital goods and hence, the future competitive position of
European exporters. In particular, a decrease in competitive-
ness has been noted with respect to the rapidly growing Asian
and Pacific rim economies and producers. As underlined in
the EU White Paper on growth. competitiveness and cmploy-
ment, this is a matter of special urgency since the clear key
to the future is to push European export capabilities in the
fastest growing markets outside the Union.

Financing - an increasingly major tool in the
global expansion and competitiveness of a
capital goods firm

Greater communication levels, globalisation and competition
have meant that success is depending less and less on pure
product and price strategies, and more and more on the related
services which provide the right fit between capital goods
and their markets.

25
20- CAGR (%) Market share (1)
89-93 1989 1993
15 EU ®) 56 42
© 10 USA 5 23 26
,,,,,,, e Jépan 19 1 ) 21
54— — =
0 L L |
93

1989 90 91 92

(1) Percent of total OECD supported credit >1 year
Source: OECD
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- Table 1: Maximum level of insurance coverage (1)v

Political risk i Commercial risk

(%) Buyer credit Supplier credit : Buyer credit Supplier credit
B 95 , 95 90 90
D 90 : 90 o 9 - 85
E 98 S 9 85 Ce2l
F 95 : 90 g 95 . s
] 95 : 90 Tl 95 . © 90
NL 95 . 95 ‘ i 95 o 95
UK 100 100 100 S 1000
us 100 . 100 100 e 100
JPN 100 . 100 o 100 o ©.100
(1) Parcentage of tolal credit accorded
Source: "La CEE et Ies crédits a I'exportation”, LEK interviews
One of the most important of these services is that of financing Indications that EU loss of competitiveness in
which plays an increasingly crucial role in the outcome of a capital goods exports may be linked partly to
capital goods sale or project. In 1993, Officially supported financing difficulties

export credits accorded to European capital goods exporters

b In recent times, however, there have been worrying indications
represented some ECU 16 billion.

that the decrease in capital goods competitiveness may be

Table 2: Suppliers of export credit insurance

ECA (Export Credit Agency) B D E F I NL UK us JPN
OND HERMES CESCE COFACE SACE NCM ECGD EXIMBANK EID

SHORT TERM

ECA is sole

provider of political ¢ . o e e B

risk cover YES (1) YES YES YES YES (1) YES NO YES YES

ECA has dominant

position in ‘ : o : ;

commercial risk NO YES YES- YES NO NO NO NO (2) YES

MEDIUM and LONG TERM

ECA is sole provider

of political and ; - ‘ C : S
commercial cover YES YES® YES YES YES YES YES YES YES

ECA involved in OECD
interest rate : b e
stabilisation NO NO NO NO NO NO YES YES YES

(Copro- (KfW) (ICO) (BFCE) (Medio- (not appli-
mex) credito) cable)

MAJOR PRIVATE INSURERS (3) ! . o
Namur- Gerling Mapfre Namur- SIAC Gerling NCM FCIA

Gerling Gerling
Cobac- Alige~ : Gipac SiC CobacNL Tl NCM-
Sfac meine P , Maryland
NCM Kredit : UNI- Vis- Namur- UNISTRAT
: STRAT contea- © . Gerling
Coface :
Gerling o . lond.
Bridge
(Coface)
‘ Lloyd's

(1) Though some players have the authorisation to cover political risk
(2) Though Eximbank links with major player (FCIA) are very strong
(3) Mainly offering short term coverage in OECD countries

Source: LEK
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Figure 2: Product cycle ﬂnanclng‘ chronology

- CORPORATE FINANCE

Product Development

Stage Marketing and sale sw—jp»

Production

EXPORT TRADE FINANCE

.......’ Credit Repayment

Applied research

Technical Development

l:linagcing Marketing Costs el Capacity COSt  fummefp|  Trade Receivables
eeas ) ) investment of
Bid Preparation goods
Contract Goods
Awarded Shipment

Market Survey and
Trade Fair Costs

Related
Risks

—p

Pre-Shipment Risk

Credit Risk

e

Exchange Risk

' Source: LEK

linked in part to the unavailability of appropriate financial
instruments to support the global expansion of EU capital
goods producers. In this respect, it is interesting to examine
OECD statistics on the evolution of Officially Supported Ex-
port Credit operations between 1989-93. Figure 1 below shows
that the EU share of total credits awarded (credit periods
over | year) has reduced in favour of the USA and Japan.

The problems of financing can be seen not just in relation
to the most global of capital goods industries. the largest
capital goods contracts and the most important players. Smaller
European capital goods firms experience special difticulties
in answering the global challenge, one of the key problems
being limited levels of awareness of and access to adequate
financing and insurance, particularly as many of the fastest
growing capital goods markets are in countries where payment
is slower and risk levels high.

Two key issues arise out of the above observations:

s What is the effectiveness of financial instruments currently
available to European capital goods exporters?

» How is globalisation affecting the evolution of demand
and supply for export finance in the European capital goods
sector and how will this impact our future competitiveness?

Basic structure of export finance for capital
goods exporters

The export finance role commences at the point of contract
finalisation and covers capital goods manufacturers’ credit
and insurance needs during the production and post-shipment
phases. The pre-contract stage of financing needs remains
principally the domain of the corporate financier and is usually
provided by the regular domestic bank of the capital goods
exporter on the basis of a long-term relationship. This is il-
lustrated in Figure 2.

Large capital goods groups and exporters of "heavier" goods,
principally use buyer or supplier credits, resorting to less
developed, and often costlier, instruments such as forfeiting
when traditional forms are unavailable. Capital goods SMEs
tend to have shorter term, more limited financial needs (at

least in absolute terms) and experience greater difficulty in
covering their requirements. with frequent recourse to costly
overdrafts and letters of credit.

For medium and long term financing of exports, the OECD
Consensus and Helsinki Rules have helped provide a harmo-
nising framework. though insurance and short term finance
are not covered.

In the case of credit insurance. despite European moves to-
wards harmonisation and initial discussions at an OECD level,
a level playing field is far from being established. For example,
there are significant variations in maximum levels of insurance
coverage available both within Europe and between the EU
and its extra-EU competitors, in particular, the US and Japan.
This can be seen in Table 1.

There are also substantial differences in the overall supply
structure of credit insurance. This is summarised in Table 2.

Current handicap for European capital goods
exporters: availability, quality and cost of

financial instruments

An analysis of the availability. quality and cost of export
financial instruments currently available to capital goods ex-
porters within the Union around a series of key factors indicates
that European firms do not always benefit from appropriate
export finance and risk hedging systems or at least are pe-
nalised compared to certain extra-EU exporters. This is par-
ticularly true for certain exporters (smaller firms, certain EU
countries) and certain domains of export finance such as in-
surance. The main issues are listed in Table 3.

Challenges for the future: effects of increasing
complexity and globalisation of the capital goods
market on EU export finance demand and supply

Over and above the current situation, there are a number of
challenges for the future: the increasing globalisation and com-
plexity of the marketplace are pushing European capital goods
exporters 1o more sophisticated solutions in the bidding proc-
ess. This in itself is leading to more and more complex re-
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Table 3: Main issues concerning financing and risk hedging

Financing Issue

- Interest rate: OECD consensus  Unavailability or limited availability in certain EU countries

- Interest rate: non-supported Lower interest in US / Japan

Important where consensus does not apply, e.g. short-term finance often used by smaller players

Risk hedging Issue

N

- Exchange risk Additional cost of hedging dollar-denominated contracts in sectors such as aerospace

- Credit insurance:

- In most EU countries, Cost of residual risk to most EU capital exporters (unlike US counterparts)

maximum cover of goods
is less than 100% of loan

- Most EU insurers offer Raises risk to be carried by EU capital exporters (unlike US counterparts)
specific goods risk Limits possibility of financing through loan securitisation (e.g. aerospace sector)
insurance, not unconditional :
guarantee

. - Quality of ECA service Insufficient in certain EU countries (e.g. speed of response in claims delivery)
e Premium‘rates - ~ o Wide range In EU - affects overall cost of financing
Triad competitors may be cheaper, but difficult to evaluate
Source: LEK

‘. Figure 3: The evolution of project finance sources

Traditional Forms Constraints

Bank debt
Multilateral Institutions Exposure limits of banks
(With sovereign guarantee) (syndication complexity)
Maturity length
. . (too great for bank debt)
Project Sponsor Equity
Fewer Soveteign
Guarantees
Internally generated cash Risk Level
R : L (too great for institutions)
Bond issues

(by blue-chip multinationals)

Source: LEK

*
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New Forms

> Greater Demand for Project Finance

>

Dedicated International
infrastructure funds

Revenue-backed bonds

Mixed equity-bond finance
securitised after construction

Local capital
market development

International Equity

Placements

P Greater Capital Looking for High Risk and Return
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.« Principal issues

Table 4; Summéry bf main ékpbh Eredir‘ issdes for EU capltai goods expofters

‘Current actions /
scope for EU action

Relative imporance to
companies interviewed

Export financing

- OECD consensus rates
in certain EU countries
- Market rates

Credit insurance

: Additional cost of hedging dollar

- Exchange risk
SiLTIaes denominated contracts . .-

Cost of residual risk for many
EU exporters

- Maximum % of insurance
cover available

- Nature of insurance provided
insurance (US and Japan provide
- unconditional guarantee)

~ Quality of ECA service

Speed of delivery of final product and claims

‘Unavailability or limited availability

Lower interest rates in US / Jap\an\

Most EU insurers offer specific risk ‘

-~ Speed of response and certainty of coverage

rucial in certain countries Qutside scope

Important where consensus  Outside scope
does not apply (e.g. short
term finance / 15%
downpayment)
SMEs probably more
affected (greater recourse
to short term credit)

Critical for certain capital

goods sectorssuchas - -
aerospace Coe
Critical 330

Qutside scope

- EU draft directive in
discussion; also OECD
working party”

EU draft directive in

- discussion; also OECD
working party"

EU draft directive
covers some of these
issues

Critical -

Crucial in some EU countries

BN

Often mentioned but difficuit

. - Premium rates Wide range in the EU EU draft directive in

‘ T to prove / evaluate effect discussion; aiso
S T OECD working party"
PR T T e Triad competitors appear to be cheaper

.= Limits on insurance of

. foreign content directive limits further

-+~ Local content

o : exploit loopholes
.- Project finance
: possibilities

Source: LEK -

quirements for financial engineering, the impact of which can
be seen in two major effects:

» Increase in funding requirements for large. long-term pro-
jects

» Greater risk exposure in fast-growing developing capital
goods markets

Increase in funding requirements for large,
long-term projects

An increasing number of large infrastructure and other pro-
jects, where construction and financing time frames are pro-
tracted, is having a significant impact on the nature of demand
for EU capital gocds exports and the type of deal structures
involved. Large capital goods often form a direct and integral
part of infrastructure projects (e.g. railroad equipment for high
speed train lines, turbines for power plants, electric cables
for telecommunications networks). In addition, exporters of
smaller capital goods benefit indirectly but substantially as
subcontractors to the needs of larger capital goods and other
players involved in these projects.

Loopholes often exploited to reduce EU

OECD financing/insurance limited to 15%,
hut some extra-EU competitors may

Need to develop EU project finance

Possible review of
loopholes to prevent

muliti-sourcing

advantages to Triad
o - competitors
Less important than other Scope for EU action
issues? Difficuit to prove unclear

Unclear. Possibie
liaison with OECD to
extend payment terms

: Important issue for the future

Many of the more recent infrastructure projects represent sub-
stantial sums involved, as in the case of the massive Hub
River power project in Pakistan, valued at $1.5 billion. The
project took eight years in the negotiation and financing, and
very nearly did not come to fruition owing to the tremendous
complexity of the deal, the number of players and the levels
of risk involved.

Greater risk exposure in fast-growing capital
goods markets

The saturation of certain EU capital goods markets has meant
that manufacturers are looking not just to extra-EU countries
but to developing regions for the greatest potential. The railway
equipment market is an illustration of a European capital goods
market which is relatively mature (except in certain segments
such as high speed or urban trains). but shows cnormous
potential in markets such as India and China.

An illustration of the exposure of EU capital goods cxports
to high risk regions is provided in the accounts of the main
Export Credit Agencies (ECAs). For example. the medium
and long term insurance coverage of Cofuce - of which in
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excess of 90 % relates to capital goods/infrastructure-type
exports - is spread as follows: 31 % Africa, 31 % Asia, 18 %
Middle East, 5 % Central and Eastern Europe, 9 % S. and
N. America, 6 % Western Europe. In the case of Hermes,
more than 50 % of its capital goods long-term coverage was
accorded to non-developed or developing countries in 1993.

The effects of increasing market globalisation and competition
and the development of long-term projects in high risk regions
will have a key influence on the evolution of export financing
needs. Two areas of particular challenge for European capital
goods exporters of the future were identified in the course
of this analysis:

e Increasing role of project finance

¢ Issues around multi-sourcing

Project finance

The increase in long term infrastructure projects in higher
risk regions, together with the reduction in sovereign guar-
antees (partly a result of increasing privatisation), has led to
an increasing and evolving role for project finance in export
credit for capital goods. New types of financing approach
(e.g. Build Operate Transfer or BOT) and new high risk/high
return funding sources are continually being developed.

European banks and ECA’s are increasing their involvement
in project finance though practical experience varies from
one member state to another. In particular given the aggressive
approach of certain extra-EU competitors in this area, this is
likely to be a key issue for capital goods exporters seeking
to develop in the emerging export markets of the future.

Multi-sourcing

Market globalisation and stiff competition are increasingly
leading exporters to bid in multi-national consortia or de-lo-
calise production in search of greater efficiency. European
geographical fragmentation and lack of harmonisation in ECA
insurance schemes prevent EU exporters, however, from ob-
taining adequate and cost-effective pan-European financing
for the foreign content of contracts. This will increasingly
affect the competitiveness of European Union capital goods
competitors when bidding against US or Japanese companies
which are covered by a single entity.

The growing importance of offset agreements and local content
in major contracts - particularly in sectors such as the aero-
nautical or rail construction industry - is also having an impact
on financing needs and creating problems of financing and
insurance coverage.

Financing of EU capital goods exports: cost of
inaction for future competitiveness

The competitiveness of European capital goods clearly de-
pends on a number of factors, which range from product qual-
ity, to value-added services to price and other elements. There
is a need to ensure however that, at the very least, a level
playing field exists for EU actors in the increasingly key area
of export finance. While these export finance issues exist for
European capital goods companies, the stakes remain high
precisely because the global capital goods market is evolving
rapidly and competitor countries and companies are responding
to the export finance challenge:

¢ Rapid changes in the nature of demand mean that the suc-
cessful companies of the future are those which are able
to adapt now, with adequate support from new forms of
financial engineering;

» For those European companies which are not able to adapt
(whether SMEs or other firms), there is unlikely to be a
second chance;

+ Strong competitor countries such as the US are currently
taking action to improve their export finance system for
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American companies; In the US case, particular emphasis
has been made by the Clinton administration on expanding
exports into " Big Emerging Markets" and helping SMEs;

s Competitors from newly emerging Asian economies already
pose a real problem for the future and these countries will
increasingly develop sophisticated financial systems.

For this reason, inaction or insufficiently rapid progress, is
likely to create a major and potentially irrevocable handicap
for European capital goods industries, with all this implies
in terms of loss of market share, loss of markets and loss of
jobs for small and large companies alike, as well as the indirect
impact on the sectors which these companies serve.

However, despite some clear action steps that have been taken
at a national, European and OECD level, there is clearly still
some way to go. In Table 4 below, the main outstanding issues
for European capital goods exporters are reviewed in the light
of their relative importance to companies interviewed (Column
three). The final right hand column specifies current actions
and scope for future action in each of these areas, since clearly
not all these issues lie within the bounds of EU influence.

Conclusion
At the European level, there is therefore a need:

e To work towards an efficient and globally competitive ex-
port finance structure for all European capital goods ex-
porters

However, as stated above, not all the outstanding issues in
export finance for capital goods exporters lie within the bounds
of EU influence, for example, those relating to interest rates
and exchange costs.

Many of the outstanding issues on which the EU has potential
influence relate to insurance of export credit risks. These issues
affect different EU member exporters differently (e.g. per-
centage levels of coverage, quality of service).

Insurance harmonisation is, therefore, a goal, but only if it
enables EU capital goods exporters to remain competitive at
an extra-EU and worldwide level. One implication of this is
the need for co-ordination between current OECD initiatives
and potential EU moves to harmonisation.

o To work towards improved access to efficient export finance
systems for EU capital goods exporters with particular
needs, such as SMEs

The EU should play a central role in the enhancement of
export finance structures for smaller European capital goods
players, which dominate certain sectors of the industry and
represent a substantial part of the workforce.

This may include assistance towards improved communication
on availability of export credit instruments, on commercial/po-
litical risk management and on availability of insurance for
SME’s. It should involve discussion with both SME repre-
sentative bodies, trade associations and financial institutions
on specific needs and improved access to appropriate and
cost-effective export finance.

In acting towards the above goals, the EU will be taking one
step further in the development of its industrial policy by
preparing capital goods exporters for the challenges of the
global marketplace.

Written by: LEK



SPECIAL FEATURE

Traffic Management and the use of
Information Technology

INTRODUCTION

The industry sector covered by the International Union of
Public Transport (Union Internationale des Transports Publics
- UITP) includes all aspects of personal transport and mobility
in urban and regional (inter-urban) contexts namely:

o The management of Collective Transport and intermodal
facilities.

o The Public Transport investment including passenger ter-
minal & rolling stock.

o The derived services such as:
- Infrastructure management (e.g. rail track management)

- Management of value added services (e.g. multi-operator
cards & passes)

- Transport demand management (all modes)

- Traffic flow management which require a combination of
information technology and telecommunications (in one word:
"Telematics")

The present chapter of PANORAMA OF EUROPEAN IN-
DUSTRY covers specifically the recent developments in the
traffic management. It includes Road Transport "Telematics”.
The European Road Transport Telematics Implementation Co
ordination Organisation (ERTICO) which includes the public
authorities, the infrastructure operators, car manufacturers and
public and private operators. ERTICO aims at developing a
consensus between public and private sectors on common
specifications and standards. UITP participates as a founding
partner in ERTICO.

1 - TOWARDS IMPLEMENTATION OF
PAN-EUROPEAN NETWORKS

The Treaty on the European Union signed in Maastricht (Ar-
ticle 129 C, paragraph 2) that canic into force on 1 November
1993 has expanded Community powers. It sets up the necessary
new institutional framework to allow for the development of
Trans-European Networks including in the field of surface
transport.

At several consecutive European summits, the heads of state
and governments have been stressing the need for the com-
pletion of a Trans-European Road Network (TERN) before
the year 2010 in order to facilitate European growth, enhance
the competitiveness of the economy and develop the labour
market.

The Commission’s White Paper entitled "Growth, Competi-
tiveness Employment and the Challenges: Ways Forward into
the 21st Century” presented to the European Council in De-
cember 1993, presents the trans-European network completion
as a tool for relaunching economic growth.

All modes of transport are concerned: surface transport, ship-
ping and air transport. This programme is estimated to cost
a total of 400 billion ECU by 2010.

The accelerated implementation ot an advanced surface trans-
port infrastructure in Europe is nevertheless ditticult to rec-
oncile with the need to consolidate national public finances
required for monetary Union. This is why the private sector
needs to be involved more widely, particularly through pub-
lic-private partnership schemes. in the financial engineering
and management of such networks.

1.1 - MAIN ROAD CORRIDORS

In its decision of 29 October 1993. the Council of Ministers
has, fixed the outline of the Trans-European Road Network
to become the official network of the European Union. This
includes:

» The construction or upgrading of the missing links,
o The development of traffic management systems.

Concerning its completion. the construction of 12,000 km of
motorways is expected to be initiated by 2002 at the latest.
These new sections will either complete the network, replace
existing low quality roads or run in parallel with existing but
congested roads. It also aims at integrating peripheral regions.

In order to assure a pan-European dimension to the Trans
European Road Network, links to third countries are consid-
ered of major importance. As a first step, appropriate links
to the tormer EFTA countries are considered. but connections
to Central and Eastern European countries also have to be
defined. Within the Directorate General for Transport, an "Ac-
tion Group" called Network and Mobility (NEMO) was created
to revise the initial TERN outline by extending the network
to include Austria, Finland. Sweden and also Norway and
Switzerland, and connecting it to Central and Eastern Europe.

Criteria used for the definition of the initial outline of the

Trans European Road Network include technical indicators

such as:

* Quantitative assessment of a major transeuropean route
(Density of total traffic, density of heavy traffic, connection
of economic centres and metropolitan areas)

e Quantitative assessment of the route’s importance to inter-
national traffic (cross-border links, connection with third
countries, density of goods and tourist international traffic,
anticipation of demand trends)

e Qualitative assessment of the route (continuity of network
- missing links and time saving, continuity of services and
standards - safety and comfort)

» Regional accessibility and integration of peripheral regions
(Connection of regional capitals, area accessibility in terms
of time and distance, access to major urban centres)
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- Table 1: Major road links per country.(major road links are mostly motor ways but not in all cases-e.g. Ireland)

Area Population Road links Densities B
o Existing 2004 Present 2004
By By By By
) i area population area population
(1000 km2) (millions) (km) (km) (k) (km) (km) (km)
Austria . 83.9 7.9 1504 1634 18 180 19 . 207
Belgique/Belgié 305 9.9 1516 1922 50 153 63 193
Danmark .. 431 5.1 688 937 16 135 22 184
Finland 337.1 5.0 2515 3039 7 503 9 608
France 544.0 56.2 8 085 12100 15 144 22 215
BR Deutschland 357.0 79.41 8 600 10 000 24 109 28 126
Hellas 132.0 10.0 1254 3517 10 125 27 352
Ireland 70.3 3.5 709: 1776 10 203 25 507
ltafia 301.3 57.5 6 000 7776 20 104 26 135
Luxembourg 2.6 0.4 70 90 27 175 35 225
Nederland 41.2 14.9 1575 1645 38 106 40 110
Portugat 92.1 10.3 674 2272 7 65 25 221
-Espafa 504.8 - - 389 6100 10295 12 157 20 265
Sweden ‘ 450.0 . 8.6 2777 4103 -8 323 9 477
United Kingdom k 2441 57.2 2720 3915 11 48 16 68
Total/Average EU 3234.0 364.5 44 787 64 985 14 123 20 178
Norway 323.9 4.3 4760 4760 15 1107 15 1107
Switzerland 413 6.8 1280. 1 665 31 188 40 245
Total/Average EFTA  365.2 11.1 6040 6 425 ‘ 17 544 18 579
Total EU and EFTA  3589.2 3756 50827 71410 14 135 20 190
Source: DG VIl NEMO1
» Access improvement to the TEN's for other transport modes A separate group within the Commission has developed routes
(Improvement of links on main land and sea routes, con- across other countries to access Greece and identify the con-
nection with main islands, accessibility to main airports, nections to Central and Eastern Europe.

ports, railway stations and terminals etc.) The June 1995 version of the Trans European Road Network,

Table 1 gives per country the road links compared to population is represented in the following map.

densities. The outline of the proposed Trans-European Rouad Newwork

for the Europe of the fifteen provides for the estublishment

Table 2: additional major links per country

Country Area Popuiation . Links e
(1000km?2) (Mitlions) Existing Planned Total
Austria ‘ 839 7.9 1504 130 . 1634
Belgium 305 9.9 1516 o 406 o 1922
Denmark 43.1 : 5.1 688 249 U987
Finland 337.1 : 5.0 2515 524 Lo 3039
. France 544.0 - 56.2 . 8085 4015 12100
Germany 357.0 . 79.1 o 8600 CL 1400 .- 10000
Greece 132.0 10.0 1254 . 2263 o 3517
ireland B 70.3 : 3.5 709 . . 1067 . 1776
ltaly . 301.3 - 575 6000 ‘ 1776 . 7776
Luxembourg 26 . 0.4 70 ) .20 - 90"
Netherlands : 41.2 ] 149 1575 ) 70 1645
Portugal o 92.1 10.3 674 . 1598 . .- 2272
Spain : 504.8 38.9 6100 4159 10259
Sweden © 450.0 8.6 - 2777 1326 - 4103
" United Kingdom 2441 57.2 2720 1195 3915
Total EU 3234.0 \ 364.5 44787 20198 r 64985
Norway ' 323.9 5 4.3 4760 IR o - 4760
Switzeriand : . 413 : 6.8 1280 385 - 1665
"Total non EU 365.2 114 6040 385 - 6425
TOTAL EU +non EU ©. 3599.2 3756 50827 20583 71410
Source: DG Vit NEMOT : '
" ¥ e
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