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Introduction

The Commission transmitted its communi-
cation on a Community regime for public
procurement in the excluded sectors and the
two proposals for Directives on procurement
procedures in those sectors to the Council on
11 October 1988. They are part of the pro-
gramme, envisaged in the White Paper on
completing the internal market, to open up
public procurement in the areas excluded
from the Council Directives of 1971 and
1977 (coordinating procedures for the award
of public works and public supply contracts
respectively).

The communication discusses the industrial
and economic aspects of the two proposals,
the purpose of which is to open up to Com-
munity-wide competition supply and works
contracts whose value is not less than ECU
200 000 and ECU 5 million respectively
awarded by entities liable to be influenced in
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their procurement policies by pressure deriv-
ing from the fact that they supply or admin-
ister an exclusive network, or have a mono-
poly in a specific geographical area — cir-
cumstances which tend to limit the impact of
market forces significantly.

The sectors in question are:

(i) the production, transport and distribution
of drinking water and electricity;

(ii) the transport and distribution of gas and
heat;

(iii) exploration for and production of oil,
gas and solid fuels;

(iv) urban and non-urban public road and
rail transport;

(v) ports and airports;

(vi) the operation of public telecommunica-
tions networks or of certain telecommunica-
tions services.



Communication from the Commission on a Community regime for
procurement in the excluded sectors: water, energy, transport

and telecommunications
Summary
This communication has two purposes.

First, it provides an analysis of Community
measures on public procurement in the con-
text of the realization of the internal market
and of their implications from an industrial
policy point of view. The analysis, which
draws on the results of a series of studies
carried out under the supervision of Com-
mission departments, reviews the industrial,
social and commercial implications of open-
ing up public procurement. It also examines
for the water, energy, transport and tele-
communications sectors, which are the sub-
ject of exemptions from Community Direc-
tives on public procurement, the organiza-
tion and characteristics of the procuring of
the industries and services which supply
them. The relationship between the opening
up of public procurement and other Com-
munity policies is examined, as is the exter-
nal dimension of the policy.

Second, proposals are presented for the cov-
erage by Community legislation of the sec-
tors presently excluded from the Community
regime. The reasons for the initiative, the
entities which should be covered and the
nature of the regime to be proposed are
discussed.

Accompanying the communication are pro-
posals for Directives establishing a Com-
munity regime for public procurement in the
water, energy and transport sectors
(COM(88) 377) and in the telecommunica-
tions sector (COM(88) 378). The proposals
are accompanied by explanatory memor-
anda.

I — Introduction

1. This communication has two purposes.
First, it provides an analysis of the role of
Community measures on public procure-
ment in the context of the realization of the
internal market and their implications from
an industrial policy point of view. Second, it
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presents proposals for new Directives on
procurement in the excluded sectors: energy,
transport, water and telecommunications as
announced in the White Paper on complet-
ing the internal market (p. 23, June 1985).
These proposals are to be found, together
with more detailed explanatory memoranda,
in two separate documents: a proposal for a
Council Directive on the procurement proce-
dures of entities providing water, energy and
transport services (COM(88) 377) and a pro-
posal for a Council Directive on the procure-
ment procedures of telecommunications en- -
tities (COM(88) 378).

Il — Measures on public
procurement: the realization of
the internal market and industrial
policy

A. Industrial, commercial and social
implications of opening up public
contracts

(1) The economic significance of public
procurement

2. Public procurement as a whole amounted
to some 15% of GDP or ECU 550 billion for
the Community of Twelve in 1987. The
breakdown of total public procurement as
between undertakings and authorities varies
substantially between Member States (public
undertakings account for 63% of public pro-
curement in Belgium, as against between
35% and 40% in France, Germany and
Italy). Minor current expenditure, rents,
heating and electricity costs, and charges for
insurance, telephones and post are not cov-
ered by formal purchasing procedures.
Public contracts subject to such procedures
represented between ECU 250 billion and
360 billion in the Community (between 7%
and 10% of GDP) in 1987; there too, there
were marked differences between the
Member States (see Table 1 at the end of
Part IT A p. 18).
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3. It is widely belleved that public contracts
are distinguished by discriminatory prac-
tices. This would appear to be confirmed in
so far as the level of imports in the economy
as a whole is substantially higher than the
level of imports for public contracts (see
Table 2, p. 19), as shown by the survey of a
sample of 4 000 public contracts in five
Member States (Belgium, Germany, France,
Italy and the United Kingdom) carried out
by consultants in 1987.

4. For a variety of reasons, some of them
historical, there are major differences in the
structure of the public sector and in the or-
ganization of public procurement proce-
dures as between Member States. Neverthe-
less, there are some features which are com-
mon. In all countries, procurement of mili-
tary equipment, telecommunications, rail-
ways or postal equipment (between 20 and
35% of all public procurement) is essentially
centralized, while procurement by local
authorities is essentially decentralized.

5. In the cases where public procurement is
highly decentralized, the amounts involved
are often small and may accordingly be of
little interest to foreign suppliers.

6. Public sector procurement is concentrated
on a relatively small group of industrial sec-
tors. Fewer than 20 subsectors out of the 60
surveyed (see Table 3, p. 20) account for
more than 85% of public procurement,
while construction and civil engineering ac-
count for nearly 30% of the total and energy
products, mainly intended for power genera-
tion and heating, account for 16%. This
concentration of procurement is particularly
marked in the case of capital expenditure:
85% of expenditure is concentrated on two
sectors — means of transport other than cars
and building and civil engineering.

(2) Nature of the economic effects
resulting from the opening up of public
contracts

7. The studies carried out by the Commis-
sion clearly reveal that sizeable savings could
be made by opening up public contracts. The
effects fall under three headings:
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A static effect (buying from the cheapest).
This is the result of purchasing from the
suppliers offering the best terms. Public con-
tracting authorities would make savings in
the short term on expenditure, assuming
their total procurement remained unchanged
and there would be increased interpenetra-
tion of products between the public markets
of the Member States.

A competitive effect (downward pressure on
prices because of stronger competition). In
the face of more accessible public contracts
and keener competition, domestic suppliers
would tend to reduce their prices to meet the
challenge of imports. Production costs
would have to adapt to these price cuts.

A restructuring effect (longer-run effect of
economies of scale). In branches where pub-
lic authorities dominate buying, a change in
their purchasing conduct is likely to cause
significant structural changes. Under the
pressure of competition, restructuring could
bring productivity gains. The fall in produc-
tion costs would bring down in the medium-
long term the selling prices of all those pro-
ducers who remained on the market.

8. There will be consequent savings for pri-
vate sector buyers and there will also be
general dynamic effects resulting from
greater competition or innovation.

9. The economic effects resulting from the
opening up of public contracts would be
concentrated in sectors dominated by public
contracting authorities, sectors distinguished
above all by the existence of a limited
number of producers. In this oligopolistic
situation, which has resulted from the exis-
tence of considerable economies of scale,
governments have tended to favour ‘national
champions’ in order to guarantee security of
supply or promote innovation and invest-
ment or to protect jobs (see Table 4, p. 21).

10. The sectors concerned tend to depend on
support, whether because of stagnation or
decline in the market or because of the need
for massive investment in new technologies.
They include:

coal;
iron and steel tubes; special steels;
heavy steel fabrication; ’



power generation equipment;
railway rolling stock;

computers;

telecommunications;
opto-electronics (specifically lasers);
aircraft;

avionics.

11. The macroeconomic consequences of
opening up public contracts will spread
throughout the whole economy:

(i) for the public authorities, opening up
public contracts will bring budget savings;

(ii) for the public undertakings (mainly in
the energy, telecommunications and tran-
sport services sectors) opening up public
contracts will bring cuts in expenditure on
investment and intermediate consumption,
which should gradually bring down their
production costs. This fall in the production
costs will benefit the economy as a whole
and reinforce European competitiveness;

(iii) for suppliers, through increased compet-
ition bringing about restructuring. The cost
cuts resulting will benefit the authorities and
public undertakings and private purchases of
the products concerned.

(3) Sectoral and structural economic
consequences

12. The effect of opening up public contracts
will not be the same for all the sectors and
products considered. While some sectors
may lend themselves to rapid development
of trade, it may be doubted how far this will
develop in, for example, housing construc-
tion. Further, major changes may not ap-
pear rapidly in sectors where many public
contracts are awarded for prototype pro-
ducts made at the customer’s request and
under his supervision (for example, military
equipment).

13. For manufactured products, which ac-
count for one third of public procurement, a
study has been carried out in five Member
States (Belgium, Germany, France, Italy,
United Kingdom), taking 1984 as the refer-
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ence year. The prices actually charged for
some 40 commonly used products were sur-
veyed. It is striking how few suppliers gener-
ally compete for a particular project. After
allowing for the cost of intra-Community
trade, the survey shows how extensive are
the gains that could result from more open
procurement practices. After extrapolation
to cover all products, the potential gain re-
sulting from price differences and increased
penetration, the estimate of the direct econo-
mic effects on each sector (see Table 5)
comes close to some ECU 4 billion in 1984,

14. The direct effects are amplified by the
indirect effects caused by the rationalization
of production structures in those sectors
where the public contracting authorities are
dominant (see Table S5, p. 22).

15. In the short term, increased competition
will tend to align the prices of domestic sup-
pliers with those of the most competitive
foreign suppliers. The competitive effect
therefore presupposes that the reduction in
prices will be entirely reflected in costs, for
example by elimination of inefficiencies. If it
were not the case, the net gain would be
smaller. This price reduction should bring an
economy of around ECU 2 billion.

16. In the medium term, a reduction in the
number of producers should bring a marked
increase in the rates of utilization of produc-
tion capacity, which are currently very low
in some of these sectors (20% in boilermak-
ing, 50-80% in rolling stock, 60% in turbine
generators or 70% in telephone switching
equipment) (see Table 6, p. 23). At a later
stage, mergers and associations of firms, ra-
tionalization of Community production and
the fall in development costs resulting from
the consolidation of research and develop-
ment efforts will all help to bring costs down
(see Table 7, p. 24). These restructuring ef-
fects are estimated at ECU 6 billion for the
five Member States. It’is obviously impossi-
ble, however, to quantify all the long-term
dynamic effects.

"17. Construction and public works procure-

ment accounted for approximately 30% of
all public procurement (ECU 150 billion in
1986) in the Community of Twelve. At pre-
sent ‘European’ contracts are of only mar-
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ginal importance to construction and public
works companies. According to a study car-
ried out in 1987 by the Commissariat général
au plan (Rapport du groupe stratégie indus-
trielle; travaux publics, Paris, September
1987), of all public works contracts for ex-
port signed by the Member States, the Com-

~munity share represented only 2.9% for Ger-
many, 1.5% for Spain, 3.2% for France and
1.8% for the United Kingdom. For Italy the
figure was insignificant. The situation is par-
adoxical: in 1986, US construction compan-
ies signed contracts on European markets
for ECU 6 billion, while the contracts signed
by European companies on European mar-
kets outside their national territory are esti-
mated at ECU 600 million.

18. In addition to small businesses and fron-
tier-zone firms, highly specialized companies
and large firms will find opportunities on an
integrated internal market. Europe’s needs
for major infrastructure works are substan-
tial, including the Rhine-Rhone link, Euro-
pean high-speed rail network, Channel tun-
nel, Spliigen tunnel (providing a link
between northern Italy and Germany), Mes-
sina bridge (Calabria-Sicily), tunnels under
the Pyrenees and the Rhine-Main-Danube
link. Joint operations by companies from
several Member States could be arranged for
these projects and also European funding.
Assuming that the share of imports in do-
mestic demand for building and public
works rises to the order of 10% and that a
potential economy of 10% is possible on
these imports of building and public works,
the resulting saving would be of the order of
almost ECU 1 billion.

19. Procurement of services by the public
authorities represents a substantial propor-
tion (22%) of all procurement, but such pro-
curement is generally of limited importance
to the supplier companies. There is every
reason to expect that public authorities and
public undertakings will gain from the liber-
alization of services as will other economic
operators. On the basis of the same assump-
tions as in the case of building and public
works, economies of at least ECU 200 mil-
lion for the five Member States were estimat-
ed.

20. The total economies for the five Member
States associated with the opening up of
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public contracts, excluding military needs,
could thus be around ECU 12 billion at 1984
prices of 0.6% of Community GDP. Most
of the effects ensuing from the opening up
of public contracts would, however, proba-
bly come to light in the medium to long
term, when all the restructuring had taken
place. An extrapolation to 1987 prices would
give an economy for the Community of
Twelve of ECU 21.5 billion.

(4) Social and regional consequences of
opening up public procurement

21. It is to be expected that opening up
public procurement in sectors which are lar-
gely dependent on public purchasing will re-
sult in accelerated restructuring. Studies
have identified a number of sectors and sub-
sectors which are likely to be subject to such
restructuring. These include a number of
sectors and subsectors which are at present
excluded from the Community procurement
regime and for which public procurement
accounts for at least 30% of output:

power generation equipment such as fossil
boilers and steam turbine generators (energy
sector);

switching equipment, telephone handsets
and opto-electronics (telecommunications
sector);

railway rolling stock, aircraft manufacture
and avionics (transport sector);

22. The same studies have also given some
indications which may be relevant to any
preliminary assessment of the scope and lim-
its of the consequences for employment
within the most sensitive sectors for the five
countries concerned:

(i) in the railway rolling stock industry, Ger-
many, Italy and Belgium would be most like-
ly to suffer serious changes; some 30% of
capacity could be closed down in Europe;

(ii) in the manufacture of electrical plant and
machinery, small firms are likely to have
difficulties in surviving, and restructuring
among large firms is likely;

(iii) in the telecommunications industry,
some activities should be directly affected
(telephone switchboards in particular); the

9



number of European producers is likely to
fall.

23. The aircraft and avionics sectors, 50%
dependent on public sector purchases, are
also likely to experience some restructuring
with attendant employment changes,
whether or not they are subject to a Com-
munity regime on public procurement.

24. An internal study carried out by the
Commission (Social Dimension Working
Party) has presented a typology of various
industrial sectors and subsectors in terms of
the level of intra-Community trade and the
significance of non-tariff barriers. The re-
port concluded that, in the majority of
cases, the social and employment effects of
opening up public procurement will be quite
limited. It did, however, emphasize that in
certain hitherto excluded sectors, there may
be an impact in loss of employment, which
should be anticipated by supporting mea-
sures. The most sensitive sectors have been
identified as telecommunications, though in
this dynamic sector gains may be expected as
well as losses, and in fossil boilers and rail-
way rolling stock, where there is substantial
underutilization of  existing capacity
(between 50 and 80%) and where intra-Com-
munity price differences (around 20%) are
higher than the 13% Community average for
manufactured products.

25. While for most of the sectors referred to
regional data do not exist at such a detailed
level, it has been possible to attempt an ana-
lysis of regional effects based on broader
sectors (NACE 2 digit). Thus, telecommuni-
cations, opto-electronics and power genera-
tion equipment form part of the electrical
engineering sector and on average represent
about two thirds of the 2 500 000 employees
in this sector for the Community as a whole.
The map of regional concentration of this
sector (Map 1, p. 25), however, indicates
that the areas where the sector accounts for
an important proportion of industrial em-
ployment are in the more favoured industrial
parts of the Community. There are, how-
ever, several exceptions, of which Abruzzi is
the most significant.

Recent losses in employment, also largely
concentrated in these favoured areas, have
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also, however, affected some declining in-
dustrial areas, such as Hainaut, parts of
Arnsberg, Bremen, the North-West and
Midlands of England. The metal manufac-
ture sector (NACE 31, Map 2, p. 26), which
includes heavy steel fabrication, also rele-
vant to the equipment of the energy sector,
shows a similar pattern, but with higher
rates of job losses in some of the declining
industrial regions of France, Spain and the
United Kingdom.

26. Indications available for the electricity
sector from consultants, who have mapped
out production facilities for fossil boilers
(Map 3, p. 27), steam turbine generators
(Map 4, p. 28) and transformers (Map 5, p.
29) within the Member States of the Com-
munity, support the conclusion that these
sectors are concentrated mainly in the most
industrialized part of the Community.

27. In aircraft manufacture, production
tends to be concentrated in the more fa-
voured regions of a small number of
Member States. In railway rolling stock,
however, the situation is rather different,
with major locations in the traditional indus-
trial areas of Belgium, England (north-west
Lancashire, Derbyshire, Yorkshire), France
(Franche-Comté, Pays de la Loire and Poi-
tou-Charente) and Italy (Lombardia and
Piemonte). Further, the sector has suffered
considerable job losses in the 1980s (Map 6,
p. 30). Nearly half of total employment is
now concentrated in the United Kingdom,
and only in France, Belgium, Germany and
Italy does the industry employ more than
10 000 people.

28. These indications do not suggest that the
opening up of public procurement in the
excluded sectors will result in an intensifica-
tion of the problems of the most disadvan-
taged regions, generally situated at the peri-
phery of the Community. The analysis, how-
ever, is incomplete in that forced conversion
or restructuring of centrally located enter-
prises can have negative consequences for
their subsidiaries or subcontractors in other
sectors, which may be situated in disadvan-
taged regions. Even in the relatively fa-
voured regions, restructuring of a number of
sectors, which together dominate the indus-
trial economy, could lead to such areas be-
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coming problem areas. There is, therefore, a
need for close monitoring of developments
on a finer sectoral scale as has been pro-
posed by the Social Dimension Working
Party and for an assessment of their regional
and social impact. This is the subject of a
continuing study being undertaken by the
Directorate-General for Regional Policy.

29, If problems were to arise in particular
regions, appropriate social and regional pol-
icy measures could be taken by the Com-
munity under the aegis of the structural
Funds, the European Investment Bank and
the other financial instruments. Such opera-
tions could be implemented within the
framework of multiannual programmes de-
signed to promote the development and
structural adjustment of the less-developed
regions and to facilitate restructuring or con-
version to other economic activities in re-
gions, border regions and parts of regions
seriously affected by industrial decline.
There would be scope within such
frameworks for special treatment of areas
lacking in alternative employment opportun-
ities and, where appropriate, of small and
medium-sized enterprises as creators of em-
ployment.

(5) Small and medium-sized firms

30. The public procurement regime operated
under the existing works and supplies Direc-
tives is of major assistance to small and
medium-sized enterprises in three ways:

(i) it ensures the availability of information
on markets to all firms, irrespective of size,
for a largely nominal fee, through the TED
database and, recently, through the Euro
Info Centres;

(ii) it makes for specification of contracts in
a way that prevents dominant firms from
controlling the markets;

(iii) it provides time delays which make quo-
tations from small firms feasible.

31. It is accordingly not anticipated that
bringing the excluded sectors within the
framework of the basic Directives on sup-
plies and public works will create particular
problems for small and medium-sized enter-
prises. On the contrary, it should create new
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opportunities for the more dynamic, not
least as subcontractors to the enterprises
awarded prime contracts for supplies and
works.

32. It has been argued that regional prefer-
ences could, in certain circumstances, offer
particular support to small firmes in the per-
ipheral regions, where they tend to predom-
inate, and also in declining industrial areas.
Any such measures would need to be in ac-
cordance with the strategy of structural
Fund reform and should also help to ensure
a balanced participation of peripheral and
central, small and larger enterprises within
an integrated internal market. The Commis-
sion is currently pursuing its reflections on
how best to handle this issue.

(6) Trade relations with non-member
States: progressive reciprocity

33. The Community has a considerable mea-
sure of choice as to how far it extends the
direct benefits of open procurement to third-
country partners. The impact of open pro-
curement on the Community trade balance
will therefore depend to a significant extent
on the commercial policy strategy that is
chosen. Two extreme policies could be envi-
saged.

34. On the one hand, a policy of ‘fortress
Europe’ could conceivably be adopted. This
would provide a commercially protected cli-
mate in which restructuring of industry
could take place without the threat of in-
creased competition from third-country sup-
pliers. There can be little doubt that substan-
tial benefits could be achieved from restruc-
turing on a European scale alone. However,
there is clearly some loss of efficiency in so
far as third-country suppliers provide impor-
tant competition in a number of sectors. Nor
should it be overlooked that in some product
areas, third-country suppliers are currently
being awarded contracts on a routine basis.
To cut these off would result in serious
losses of a technological and an economic
nature. Further, the potential of overseas
markets for Community producers should
not be underestimated. A protective policy
towards the home market is hardly likely to
facilitate access to extra-Community mar-
kets.
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35. On the other hand, it cannot be over-
looked that, in the absence of any measures
to defend Community interests, the opening
up of Community public procurement would
create substantial opportunities for third-
country suppliers. The Community operates
a very liberal policy on establishment. As a
result, third-country suppliers with subsi-
diaries established in the Community, many
of them already playing an important role in
the market, would be well placed to exploit
the single market, without the Community
aquiring corresponding access to foreign
.markets. Such a policy, although maintain-
ing maximum competitive pressure, could
weaken the position of Community pro-
ducers relative to their third-country compe-
titors at world level.

36. If the Community were to opt for a
balanced and progressive opening up of its

public procurement in the excluded sectors
to third countries, in the sense of securing
concessions from third countries on a basis
of mutual access and phasing the opening of
its markets, it could hope to be in a position
to achieve some of the benefits of internal
reorganization before facing the challenge of
a more open relationship with third coun-
tries.

37. At the same time, the existence of possi-
ble means of protection of the Community
market would constitute a strong position
from which to negotiate with the Communi-
ty’s trading partners for mutual access to
markets, which could be expected to be of
benefit to both sides — whether on a bila-
teral or a multilateral basis. This matter is
considered in greater detail in Part II D and
in Part III F below. ‘

Table 1
Economic dimensions of public procurement, 1984

(billion ECU)

Total for
B D F 1 UK the five
countries
Total purchasing by general govern-
ment 6.3 58.5 53.7 43.6 64.7 226.8
Total purchasing by public enter-
prises 10.6 344 4.2 24.8 542 158.2
Total public purchasing 16.9 92.9 87.9 68.4 118.9 385.0
(as % of GDP) (17.5) (11.8) (14.1) (13.1) (21.8) (15.0)
Total public procurement ' 7.7-11.0  42.5-62.6 39.3-58.2 31.1-43.4 54.2.76.2 174.8-251,4
(as % of GDP) (8.0-11.4)  (5.4-8.0) (6.3-9.3) (6.0-8.3) (10.0-14.1)  (6.8-9.8)

! Public procurement: that part of public purchasing which is the subject of contracts, estimated by Atkins at between

45 and 65% of total public purchasing.
Source: Eurostat, Atkins.

Table 2
Imports in public purchasing, 1985
(%)

B D F I UK
National import penetration ' 43 22 20 19 22
Imports in public purchasing 2.6 3.8 1.6 0.3 0.4
Source: National Accounts Eurostat, 1985. Atkins, 1987.
! Penetration = imports/internal demand.
12 S. 6/88



Table 3
Breakdown of public purchasing of goods and services by product’ in 1984,
Extrapolation of figures for five countries (B, D, F, I, UK) to EUR 12

% of total
NACE-CLIO Group billion ECU public
purchasing
01 Agriculture, forestry and fishery products 2.7 0.6
06 Energy products 73.2 16.3
of which: 031 Coal and coal briquettes 15.6 35
073 Refined petroleum products 36.0 8.0
097 Electrical power 9.9 2.2
30 Manufactured goods 147.2 32.7
of which: 170 Chemical goods 14.5 3.2
190 Metal goods 9.8 2.2
210 Agricultural and industrial machin-
ery 12.2 2.7
230 Office equipment, etc. 8.6 1.9
250 Electrical goods 19.9 4.4
270 Motor vehicles 8.2 1.8
290 Other transport equipment 37.5 8.3
473 Paper and printing products 10.5 23
53 Construction
530 Building and construction 129.1 28.6
68 Market services 98.3 21.8
of which: 570 Wholesale and retail distribution 11.0 ' 2.4
590 Hotels and catering 6.0 1.3
611 Road transport 5.4 1.2
670 Communications 8.0 1.8
690 Banking and insurance 8.4 1.9
710 Business services 20.7 4.6
730 Letting of buildings 6.2 1.4
790 Market services n.c.s. 12.1 2.7
Total 450.2? 100

' Within each sector, only product groups accounting for over 1% of total public purchasing are listed.

2 In 1984 the total of public purchasing at ECU 490.5 billion for EUR 12 was equivalent to 15% of GDP. The figure for
1984, assuming an unchanged proportion of GDP, is ECU 530 billion.

Source: Atkins, using input-output tables.
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Table 4
Sectors with important public purchasing

Ty Taoreron
11 Extraction and briquetting of solid fuels 60 3.7
152 Production and processing of fissionable and fertile materials 20 0.3
221 Iron and steel industry 10 0.1
222 Manufacture of steel tubes 10 0.1
314/315 Manufacture of structural metal products, boilers, reservoirs,

tanks and other sheet-metal containers 30 1.2
33 Manufacture of office and data-processing machinery 30 0.9
342 Manufacture of electrical machinery 30 0.9
344 Manufacture of telecommunications equipment, measuring 90 0.7

equipment and electro-medical equipment variable
362 Manufacture of standard and narrowgauge railway and tram-

way rolling stock 90 0.9
364 Aerospace equipment manufacturing and repairing 50 2

Source: Atkins.

Table 5
Reductions in costs and prices associated with liberalization of public procurement, ' 1984
(billion ECU)

Direct Compartition Restruc-
static effect ? turing Total
effect ? effect ?
Agriculture -— — — -
Energy* ) — - — —
Manufactured goods 2.7 2.0 6.0 10.7
Plant and machinery 1.7 2.0 6.0 9.7
Current consumption goods 0.2 - —_— 0.2
Intermediate goods 0.8 — — 0.8
Building and construction * 0.8 — — 0.8
Market services* 0.2 — — 0.2
Total 3.7 2.0 6.0 11.7

' Calculated for five Member States (B, D, F, I, UK).

* Assuming that, in the public sector, the rate of import penetration from other EC countries rises to the level now
found in the private sector, for 80% of public purchasing.

? Atkins only estimated the effects of competition and restructuring in sectors where public purchasing is so significant
as to be liable to influence producers’ behaviour. This is only the case in the plant and machinery sector.

4 Energy is dealt with elsewhere.

* In both these sectors, a 10% rise in import penetration and a 10% fall in prices are assumed for 80% of public
purchasing.

Source: Atkins.
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Table 6
Cases of industrial restructuring linked to the liberalization of public procurement

Community Current .

maic wey ke umbw  Nmbe o Eeonomies

g’g{‘]‘;"‘ Utll(loz;;'o" trade producers producers (%)
Boilermaking 2 20 very little 12 6 20
Turbine generators 2 60 very little 10 2 12
Locomotives 0.1 50-80 very little 16 2 20
Mainframe computers 10 80 30-100° 5 9 5
Telephone exchanges 7 70 15-451 11 4 20
Telephone handsets 5 90 very little 12 17 —
Lasers 0.5 50 substantial over 1 000 over 1 000 n.a.

' Scale economies resulting from a doubling of output.
2 Percentages of total demand.
Source: Atkins.

Table 7
Breakdown of the economic effects of liberalization of public procurement by country, 1984
(billion ECU)

B D F I UK EUR 5 EUR 12!

Static effect 0.4 1.0 0.3 1.0 1.0 3.7 44
Competition effect 0.2 0.8 0.3 0.4 0.3 2.0 2.3
Restructuring effect 0.5 1.0 1.4 1.0 2.1 6.0 7.2
Total 1984 1.1 2.8 2.0 2.4 3.4 11.7 13.9
(as % of GDP) (1.1) (0.4) 0.3) (0.4) 0.6) 0.5) 0.5)
Additional savings in defence

sector 3.7 4.0
Total (including defence) 15.4 17.9

' The extrapolation of the figures to EUR 12 is based an the effects remaining constant as a % of GDP.
Source: Atkins, Commission departments.
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Map 1 - The regional concentration of employment in the electrical engineering sector, 1984
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Map 2 - The regional concentration of employment in the metal manufacturing sector, 1984
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Map 3 - Fossil boiler production facilities
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Map 4 - Steam turbine generator production facilities.
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Map 5 - Transformers main production facilities
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Map 6 - The regional concentration of employment in the other transport (NACE 36) sector, 1984
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B. Sectors and subsectors concerned
(1) Water

Structure, ownership and control
of the entities

38. The water sector involves three different
stages of activity as regards drinking-water.
Production involves harnessing surface
water, pumping underground water, treat-
ment and processing for consumption pur-
poses. Transportation from the place of pro-
duction to water tanks, towers and reservoirs
or directly to the distribution networks is
carried out by means of main pipes. Drink-
ing-water is then distributed, in smaller
networks, to customers by individual con-
nections, equipped with valves and meters.
In some cases, after production and tran-
sportation, untreated water is sold to distri-
butors who themselves take care of the treat-
ment.

39. The supply of drinking-water is consid-
ered as a public service, and responsibility
for it is generally delegated to local, regional
or provincial authorities. These operate the
service under their own responsibility or de-
legate its management to associations or en-
terprises financed by public, mixed or pri-
vate capital. In most Member States, there is
a large number of entities, but there is a wide
variation in size and legal structures, both
between and within countries.

40. In all but one of the Member States, the
local authorities are responsible for much of
the supply of water. Whether they operate
the service directly, or delegate it through
concession, leasing, or management con-
tracts, this results in a very large number of
entities on a small scale. However, there
have been further developments leading to
the existence of a more limited number of
larger entities, whether because of intercom-
munal associations (as in Belgium) or be-
cause of the development of enterprises
which carry on the service on behalf of the
local authorities. Such enterprises can take a
variety of forms. In France, there are five
large private companies, established under
private law, between them serving 70% of
the population (two of the companies and
their subsidiaries serve 54% of the popula-
tion). In Greece there are two large compan-
ies, established under private law, but pub-
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licly financed. Italy has a number of water
companies established under public law as
well as private-law companies. There is also
a mixture of public-law and private-law
companies in the Netherlands, but the pri-
vate-law companies are publicly owned. Por-
tugal has one company in the Lisbon area,
under public law, while Spain has a series of
companies under private law, but whose
ownership varies between public, private and
mixed. To the great variety of systems coex-
isting in 11 Member States must be added
that in the United Kingdom, the Member
State with the smallest number of entities. In
England and Wales, there are 10 statutory
water authorities, now scheduled for privati-
zation, covering 75% of the population. The
remainder is shared among 29 privately
owned companies. Regional, publicly con-
trolled entities supply water in Scotland and
Northern Ireland.

41. The entities producing, transporting or
distributing drinking-water are not necessar-
ily exclusively, or even primarily, involved in
drinking-water supply. French private com-
panies are also active in the distribution of
energy, public works, communications,
waste disposal and funeral services. In Ger-
many, the distribution of electricity or gas is
often linked to the management of drinking-
water services. The water authorities in Eng-
land are responsible for the total water cycle,
including management of the water stock,
supply of drinking-water, purification of
waste water and aquatic recreational activi-
ties, including fresh-water fisheries and pro-
tection for the aquatic environment.

42. Sewage treatment deserves special atten-
tion because it is based on the existence of
networks and some of the material used
(flanges, valves, pipes, chemicals) or the
works for laying pipelines or for hydraulic
constructions are similar to the material used
in the drinking-water sector. A significant
number of entities are responsible for both
drinking-water and sewage services. There
is, therefore, a case for covering both activi-
ties by the same procurement procedures.

43. Whatever the structure of the entities
concerned, they benefit from exclusive rights
granted by the public authorities or hold a de
Jacto monopoly in a certain geographic zone
by virtue of their control of the network.
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44, The contracts awarded by the territorial
authorities to a private company are often
concluded for a long period of up to 30 years
so that competition is excluded until the con-
tract is to be renewed. Even then, prior call
for competition for the award and renewal
of the contract is not compulsory in most
Member States.

45. In all Member States, water tariffs are
determined by the public authorities,
whether year by year or on the basis of
indicators included in the contract.

46. Even in the case of delegated manage-
ment, investment planning remains a public
prerogative whether it is achieved through
public finance or is allowed for in tariffs,

Procurement patterns

47. In all Member States the main invest-
ment in the distribution network and other
main drinking-water installations has been
completed long ago. The population already
connected to the distribution network varies
between 80 and 95% for Denmark, Ireland,
Greece and Portugal and between 95 and
100% for the other Member States. There-
fore, current investment is mainly for repair
or extension of the existing networks. In
certain regions, new production installations
may be needed to improve the service.

48. There is also new investment in relation
to improved environmental control. The pol-
lution of surface waters and, to a lesser ex-
tent, underground waters, together with in-
creasingly stricter quality standards imposed
by Community Directives, have obliged enti-
ties in all the Member States to invest in
‘advanced installations.

49. Most investment (50-70%) is spent on
works, followed by purchases of tubes,
valves and other equipment (about 20%).
Given the large number of entities operating
in the sector and their highly diversified
structures, many contracts are below the
thresholds of the existing Directives.

50. Typical supplies purchases include:

(a) chemicals for water treatment;
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(b) tubes, pipes, valves, joints and flanges;

(c) control equipment, including quality con-
trol (a large part of which is electronic);

(d) compressors, pneumatic drills, generat-
ing sets, signs;

(e) pumps and other electro-mechanical
equipment.

51. Typical works contracts cover buildings
as well as water treatment plants, reservoirs
and networks.

52, In addition, significant water purchases
are made by certain distributors who do not
have their own production installations or
when their own capacity is insufficient. This
can involve important sums:

Annual amount in ECU

Entities per entity in 1986
Stichting

10 Gemeenten (NL) 4 370 000
TMVW (Belgium) 17 000 000
Stuttgart (Germany) 14 000 000
Canal Isabel II (Spain) 2 993 000

Despite the high sums spent on these pur-
chases, there is little scope for competition in
view of the need to purchase from nearby -
suppliers. Transborder purchases are practi-
cally non-existent and the rare exceptions
(such as between Spain and France) are lim-
ited to the border regions.

53. Certain entities operating in the drink-
ing-water supply sector are subject to
national public procurement rules, notably
in Belgium and Luxembourg.

54. Suppliers are mostly preselected on the
basis of previous experience or references
and they appear on informal lists. The water
authorities in the UK, award contracts by a
rotation system in which groups of three or
four companies on top of the list are invited
to compete with two or three companies sel-
ected on the basis of past contracts carried
out. Lists of construction companies are of-
ten drawn up geographically. In Germany,
the profession recommends the purchasing
entities to submit their suppliers to a qualifi-
cation procedure, developed by the associa-
tion of pipe manufacturers.
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55. The vast majority of contractors and
suppliers are of the same nationality as the
purchasing entity. This is particularly true
for suppliers of hydraulic equipment and
construction, for which each Member State
has its own national or professional stan-
dards. The equipment is also of national
origin except for electronic and computer
equipment, chemicals, equipment such as
water meters or certain pipes, which have
suppliers established in several Member
States.

The supply industry

56. Each Member State has a relatively large
number of suppliers, generally with diversi-
fied activities and not operating exclusively
in the area of drinking-water supply.

57. Vertical integration has taken place in
France between water supplying companies
and producers of specialized plastic pipes,
civil and hydraulic engineering companies
and producers of water treatment equip-
ment. Thus Degrément, the world leader in
water treatment, is a subsidiary of Lyon-
naise des Eaux, which also has holdings in
other Member States, both directly and
through Degrément. The Compagnie Génér-
ale des Eaux is a leader in the construction
and civil engineering sector and holds OTV
which also has an important position in the
water treatment market.

58. In the area of pipes, the dominant sup-
pliers include British Steel, Mannesmann
(steel pipes) and Pont-a-Mousson (castings).
The plastic pipe suppliers tend to be smaller
and associated with the major petrochemical
groups. The numerous suppliers of concrete
pipes also have outlets for their products in
the oil and gas sectors and in urban heating.

59. The main suppliers of pumps and control
equipment include electromechanical leaders
such as Siemens and Pleufer.

60. The contractors in the field of civil en-
gineering and other works are numerous and
include firms specialized in water engineer-
ing.
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Standards and technical specifications

61. Although water production, transport
and distribution techniques are very similar
in the Member States, there are few Euro-
pean standards. Existing ISO standards
cover approximately 80% of the range of
products used for water distribution, includ-
ing pipes of cast iron, steel, copper alloy,
PVC or polyethylene, valves and flanges;
very few have been transposed into national
standards, or completed with national tech-
nical specifications.

62. National common specifications have
been developed by the national suppliers and
buyers in the Member States. These specifi-
cations cover equipment, construction meth-
ods and laying of pipes and include safety
rules.

Conclusion

63. The water sector varies widely in the size
of the entities involved. With notable excep-
tions in the United Kingdom and France,
they are mostly small. Their legal structure
varies widely, but by their nature they have
the character of monopolies forming part
of, or in a close relationship with, the public
administration.

64. The main infrastructure is largely com-
plete and future investment is likely to be
largely on replacement, modernization and
better environmental control.

65. The water entities buy a very high pro-
portion (95%) of their supplies from na-
tional suppliers. This practice is likely to
continue to a great extent where contracts
involve small-scale construction work or rel-
atively low levels of value added at the man-
ufacturing stage in the case of equipment.

66. However, for certain sophisticated, in-
dustrially produced equipment there is po-
tential for intra-Community trade to the
benefit of both procuring entities and in-
dustry. Industry suppliers are not, in gen-
eral, dependent on the continuation of na-
tional orders, as they tend to be diversified
into other sectors.
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(2) Energy
(I) Electricity

Structure, ownership and control
of the utilities

67. The electricity utilities are the primary
suppliers of electricity in the Community,
supplying electricity to customers for whom
it makes no economic sense to produce it
themselves and who have no short-term sup-
ply alternative. Some industrial companies
do produce electricity, mainly for their own
use, and at times sell some to the grid, as
surplus electricity cannot be stored. How-
ever, although on average, ‘auto-produced’
electricity is about 8% of all the electricity
produced in the Community, only a small
fraction of this is sold to the grid. Only in
Germany (5%), the Netherlands (1.5%) and
Italy (2.5%) does this reach significant pro-
portions.

68. Of the 1 551 Twh consumed by electri-
city sector customers in 1987, households
accounted for 40% and industrial customers
45% of total consumption, with a further
7% going to transport users.

69. The main fuel sources for the Commun-
ity’s electric utilities are conventional (solid
fuels, gas and oil) (54% in 1986) and nuclear
(33%), with hydro accounting for 13%. The
nuclear share is increasing and is projected
to reach 38% by 1995.

70. Electricity production in the five largest
Member States (Germany, France, the
United Kingdom, Italy and Spain) domin-
ates Community production, accounting for
87% of the total. The importance of fuel
sources differs considerably as between
countries: conventional production is
predominant throughout the Community ex-
cept in France, Belgium and Portugal; nu-
clear is the predominant production techno-
logy in France and Belgium, and is impor-
tant in Germany and Spain; hydro accounts
for a sizeable share of electricity production
in France, Italy, Spain and Portugal.

71. Although the Community’s electricity

sector includes some 10 700 utilities, some
75% of these are involved only in distribu-
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tion. Further, the industry is dominated by a
few large companies. The top 10 companies
account for 68% of production, the top 20
for 80%. In France, Germany, Greece and
Ireland, operations are fully integrated
across the production, transmission and dis-
tribution subsectors; although Germany (354
companies producing and distributing; 325
companies distributing only) and Spain (22
producers, 548 distributors) have the largest
number of utility companies, they too have
dominant utilities;: RWE and VEBA produce
over 50% of German supplies, while Endesa
produces 32% of Spanish supplies.

72. A number of the large utilities are fully
integrated, covering electricity production,
transmission and distribution.

73. Public ownership is very widespread
among the electric utilities, whether by cen-
tral, regional or local government. This ac-
counts for virtually all the industry in Den-
mark, the Netherlands, Italy, France,
Greece, Ireland, Portugal and the United
Kingdom (although plans for privatization
of the United Kingdom industry have been
announced).

74. There is widespread private participation
in ownership in Germany, Belgium, Spain
and Luxembourg. However, in Germany,
Spain and Belgium, the government’s own-
ership share of the electricity sector is signifi-
cant. In Germany, public ownership ac-
counts for the majority share in seven of the
‘big eight’ utilities (Verbundgeselischaften),
which together account for 90% of total
production. In Spain, through ownership of
the only transmission utility (Redsa) and the
holding company (Endesa) the government
controls an important part of electricity pro-
duction and transmission and coal produc-
tion. In Belgium, the main distribution utili-
ties are 66% owned by regional and city
governments.

75. In Denmark, Germany, Luxembourg,
the Netherlands and Spain, utilities operate
with the legal status of private companies
whatever the degree of public ownership.

76. The operating environment of the elec-

tric utilities is closely controlled by an exten-
sive structure of laws and regulations. Thus
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in Belgium, Denmark, Germany, the Nether-
lands and Spain, the electric utilities operate
under concessions granted by the regional
governments; in Greece, Ireland and Luxem-
bourg, electricity supply monopolies have
been set up; in France, Italy, Portugal and
the United Kingdom, public monopolies
have been set up under State ownership.
Concessions in many cases include the obli-
gation to supply electricity.

77. Critical operational aspects such as pric-
ing and investments are heavily regulated,
and all countries have some form of price
regulatory mechanism. Government appro-
val is required in all cases for major invest-
ments, particularly for new power plants.
Extensive coordination structures ensure on-
going government involvement in operations
in all Member States.

78. In view of the degree of private partici-
pation in the utilities in Belgium, Germany,
Luxembourg and Spain, it is particularly in-
teresting to note the legal environment in
which these utilities operate.

79. In Belgium, distribution is carried out by
the communes but private utilities were
granted generating concessions under the
law of 1925. Under this and subsequent leg-
islation, the private utilities are subject to
tariff control and regulation, ultimately by
the Ministry of Economic Affairs, operating
through a Central Committee on which the
Minister has a power of veto. This regula-
tion covers investment plans, siting of power
plants and requirements for nuclear plant
and dividend policies of the utilities.

80. In Germany, a concession is provided to
the utilities under the cartel law to enable
them to operate in closed areas. Further,
concessions have been provided to give an
exclusive right to grid operators. Although
there is some supervision of tariffs, they are
commercially determined by the utilities
themselves. Investment plans are subject to
the ultimate control of the Economics Min-
istry and licences and concessions are re-
quired to obtain approval for siting of new
plant.

81. In Spain, the Ministry of Industry and
Energy grants exploitation rights to utilities
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for regions. There is an inter-company com-
pensatory pricing system subject to govern-
ment supervision. Approval is also required
for investment and power plant siting.

Procurement patterns

82. The economic importance and concen-
tratioh of electricity sector procurement
make the aquisition of the major orders vi-
tally important to the supply companies.

83. The electricity sector in the Community
procures over ECU 20 billion per year, most-
ly by utilities in Germany, France, the .
United Kingdom and Italy. Investment-re-
lated spending is about 82% of total procur-
ement, while repair and maintenance ac-
counts for a further 9%.

84. A large number of contracts are awarded
annually, but many of them are small. The
‘big’ contracts of ECU 200 000 or more re-
present less than 1% of the total number of
contracts passed.

85. Obtaining these large contracts is of cru-
cial importance for supply companies. Typi-
cally, contracts of the order of ECU 200 000
could cover a period of two to four years,
while very big contracts may last six to eight
years.

86. For whatever reasons, procurement in
the main producing countries is, at present,
almost exclusively from national suppliers.
However, this may become less appropriate
as investment patterns in the major countries
evolve.

87. The achievement by the major consum-
ing countries of their expansion programmes
means that, with electricity demand growth
expected to be low (approximately 2% per
year), future investments will primarily be
aimed at replacing existing capacities. This
implies that the current overcapacity in elec-
tricity production can sustain demand
growth for many years even though the age
distribution of installed plant suggests that a
significant level of capacity replacement-re-
lated investments are likely after 1990, espe-
cially in Germany and the United Kingdom.

S. 6/88



88. The structure of the future investment
programme in some of these countries may
result in a national imbalance between sup-
ply and demand. This can be expected to add
to the pressure for non-national procure-
ment. For example, with the completion of
the ‘major French nuclear expansion pro-
gramme, there may not be enough demand
within France for the national industry. Italy
has also developed a nuclear industry for
which there will be no new domestic orders
following the referendum cancelling nuclear
programmes. At the same time the United
Kingdom is planning a new construction
programme for the 1990s and it is unclear in
respect of nuclear, for example, if adequate
domestic supply capacity exists.

89. As might be expected in an industry
which spends so heavily, the utilities take
considerable care in purchasing equipment
or contracting works, maintenance and re-
pairs.

90. Inclusion on a list of qualified suppliers
is practically indispensable to obtain con-
tracts with the largest utilities. Emphasis is
placed on ability to meet detailed specifica-
tions and reliability of the supplier. Pricing
is not, in general, the primary criterion. Sel-
ective tendering appears to be the norm.
Negotiation with a single supplier accounts
for the rest. Open tenders are rarely used. In
a sample of 200 contracts of over ECU
200 000, 25% involved only one tenderer,
57% involved two to four tenderers.

91. There is little in the way of European
standardization, with the result that the
highly detailed specifications established by
the major utilities may differ widely, accord-
ing to established practices. Although this
must make some difference, it does not ap-
pear to create an insurmountable barrier to
major suppliers, provided the specifications
are readily available.

92. In those Member States where there ex-
ists a well developed supply industry, pro-
curement is almost wholly national. Inevita-
bly, imports play a bigger role in the smalier
countries. Thus the approved suppliers to
utilities in France, the United Kingdom,
Germany and Italy would appear to be over
90% national, while a still higher percentage
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of contracts were awarded to national firms.
In subcontracting, too, the same pattern was
found. It should be noted that subcontract-
ing often accounts for a large share of the
work.

93. A number of reasons for this would
appear to exist over and above normal econ-
omic considerations. These include the need
to obtain government approval for con-
tracts, political interest of board members
(most large contracts require board appro-
val), the desire to maintain relations with
existing suppliers and the wish to support
local industry (which can help the image of
the utility, for example if it must face a
planning enquiry).

The supply industry

94. Power equipment is supplied by an ex-
tensive group of industries, which includes
some dominant firms. Spending by the elec-
tricity sector on purchases from the equip-
ment industries, almost entirely capital in-
vestment, is well over ECU 20 billion annu-
ally. Capital expenditure is concentrated in a
few key segments. Typically, for a new
power plant, about 50% of the investment
requirements are turbine generators, boilers,
major mechanical equipment and nuclear
reactors. For transmission and distribution,
investments are concentrated in cables (50%)
and switchgear (20%).

95. The supply industries are dominated by a
small number of companies with integrated
activities across the major industry seg-
ments. The majority of leading Community
companies in the key supply industries have
concentrated their activities in the large elec-
tricity-producing countries.

96. The production of heavy, complex in-
vestment items such as turbine generators
and boilers is concentrated in a few locations
in the leading countries. Production of items
like transformers and cables is more widely
dispersed.

97. Nine companies are particularly impor-
tant in the Community power supply indus-
tries: ABB, KWU-Siemens, GEC, Alsthom,
Framatome, Deutsche Babcock, Ansaldo,
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NEI and Babcock International. With the
exception of Deutsche Babcock and Babcock
International, which are concentrated on
mechanical equipment, they provide a broad
range of power equipment and services. To-
gether these nine companies generate a turn-
over in excess of ECU 20 billion annually in
power business; they are therefore very im-
portant in economic terms. Further, they are
involved in other industries and markets out-
side their home countries and provide a sig-
nificant number of jobs. It is interesting to
compare the size of their power business
with that of the major US and Japanese
companies (GE, Westinghouse, Toshiba and
Hitachi). In effect, only ABB and Siemens
are on the same scale as their US and Japan-
ese competitors.

98. Virtually all of the major companies are
suffering from the adverse structural deve-
lopments in the power business, where
orders have been declining significantly for
some time. As a result, these industry seg-
ments are operating at very low capacity
utilization rates.

99. Reacting to these developments, Com-
munity supply companies are pursuing op-
portunities in export markets, where they
compete with major US and Japanese com-
panies. The European industry has an im-
portant share in world markets: 33% for
nuclear power plant, 42% for turbine gener-
ators, 20% for fossil boilers. In some cases
export consortia have been formed in order
to approach particular markets. Thus UK
and French firms, UK, German and Italian
firms and German and Italian firms have
been involved in joint bids. It is alleged that
strong State support is sometimes provided
by national governments to promote export
activities.

100. Another area where companies are
seeking opportunities is in relatively small,
high-growth ‘specialist’ markets such as flue
gas desulphyrization and cogeneration.

101. Profitability levels in the power in-
dustry give cause for concern. Overall the
profitability of the major companies has
been relatively stable, but the average profit-
ability of the power business is low and is
notably inferior to that of its US rivals.
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102. As a result of the major restructuring
which already took place within national
boundaries in the 1970s, key industries in the
Community are now concentrated at na-
tional level. Further restructuring seems
inevitable in view of the continuing low le-
vels of demand. The existing degree of con-
centration at national level makes restructur-
ing across national boundaries likely. In-
deed, it has already begun with the forma-
tion of ABB, the company with by far the
largest capacity in Europe, through the
merger of ASEA and Brown-Boveri.

Conclusion

103. Despite the wide differences in status
and structure, the electrical utilities in all the
Member States are under substantial govern-
ment influence or control.

104. At the same time, there is a marked
preference for national procurement in
which the existence of long-standing rela-
tionships, political influence and economic
considerations all play a part. The result is a
significant limit on access to markets.

105. ‘What is also clear, however, is that the
current shortage of orders and low profitabi-
lity of the supplying industries imply serious
rationalization in the very near future. The
pressure towards that .rationalization is
further increased by the competitive pressure
from the major US and Japanese suppliers.
With the virtual exhaustion of the capacity
for restructuring at national level, develop-
ment across national boundaries looks in-
creasingly likely. If this were to reduce the
number of major producers, it would not
necessarily have an adverse effect on compe-
tition, in view of the existing segmentation
of the market and the fact that the high cost
of preparation of tenders and the detailed
long-drawn-out nature of negotiations make
it impracticable to involve too many ten-
derers in large, complex contracts.

106. For this reason, it is particularly impor-
tant that potential suppliers should have the
possibility to establish a working relation-
ship with the utilities. Where approved lists
of suppliers are maintained, access to the list
is the first hurdle to be overcome. A second
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hurdle concerns access to the specifications
for equipment required by individual utili-
ties.

107. It is to be noted that the supply industry
has developed considerable exports to third
countries, including, in some cases, to the
USA. The need to avoid undermining this
situation would certainly have to be borne in
mind in considering any measures to develop
or maintain any form of European prefer-
ence or protection for European industry.

108. Finally, mention should be made of the
significant purchases of fuels and of electri-
city itself which utilities make and which
include important sales between Member
States. This is a matter which the Commis-
sion has already considered in the context of
the communication on the internal market in
energy (COM(88) 238). As explained below
(Part II C(5)), these transactions appear to
raise issues better dealt with in that context
than in a new instrument on procurement of
supplies and works in the excluded sectors.

(@) Oil and petroleum products

Structure, ownership and control
of the entities

109. The activities of this sector are analysed
under three headings: exploration and pro-
duction of crude oil; refining; distribution
(including transport and storage) of liquid
-oil and petrol. In general, it may be said that
the contracting authorities consist of the
large, publicly quoted major oil companies.
These are integrated organizations compet-
ing with each other on an international level,
although frequently concerned to maintain a
powerful base in their home country.

(1) Exploration and production of crude oil

110. Exploration and production are found
mainly in the United Kingdom and the Neth-
erlands, which produce almost 90% of the
Community’s crude oil. Of the 10 other
Member States, four (Belgium, Ireland,
Luxembourg and Portugal) have very limit-
ed exploration and production activities. In
the six others (Denmark, Germany, Spain,
France, Greec