The Economic Dimensions
of the New European Balances

1, At the roots of Europe

For the past forty-five years European boundaries and balances
had always been an unquestioned and unquestionable reality.

None of the conflicts that took place in Africa, Asia and Latin
America during the past decades have occurred in Europe, where the
West and the East lived in a separate and autonomous manner under
the intimidation of a dramatically potential threat which, however,
has never taken the form of a change in the boundaries so rigidly set
by the major powers, '

As a consequence of this, there were two centers of balance in
Europe: one on this side of the Elba River and one on the other side,
with the Berlin wall underscoring the desire to keep the two worlds
separate,

When we shift our focus from political to economic issues, the
analogies and symmetries between East and West disappear and we
move into the realm of competition and diversity between the
systems.

However, great indeed have been the changes within Europe,
When Germany was born, it was in a very weak position but had
great potential. When the Common Matket began to acquire a certain
degree of stability around 1960 we had three countties with a similar
degree of strength (Great Britain, France and Germany), one evi-
dently backward country (Italy), and other smaller countries.

Today we have a European structure with Germany in a position
of preeminence followed by France, Great Britain, and Italy on
practically the same footing.
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Focusing our attention on the construction of a new Europe, it
must be obsetved that for two decades the creation of the Common
Market succeeded in strengthening the pational economic structure of

the individual countries.

5 From national policies t0 the formation of the European oli-

gopoly

Throughout a long phase lasting until the beginning of the
1980s, the opening of the Furopean markets made major develop-
ments possible, and yet all the economies were governed with the
focus concentrated on what was happening within the countries
shemselves, This was the period of the ‘national champions’ when
each government’s economic policy sought to merge everything that
could be grouped together in national terms.

This is what happened in the automobile industry, chemi
products, metal processing,. and the food industry.

During this first generation of the new Furope not a single new
Furopean multinational enterprise was set up. It may seem contra-
dictory, but being strong in one¢’s OWN country was the most logical
strategy for being strong when the single market became a reality.

The large European multinadonals like Unilever, Philips, Royal

Dutch-Shell, Nestlé and Siemens were the offspring of the period
between the two wars of even earlier.

The first generation of FEutopean unity provided
one new and large Furopean multinational company:
All the other cases of major metgers of alfiances, for example, the
d Dunlop, or Fiat and Citroen, fell short of

cal

us with only
Agfa-Gevaert.

unions between Pirelli an

SUCCESS,
These endeavouts failed not because of mistakes but because of

the long-standing practice of relations between companies and their
respective national governments, and the permanent reluctance to

defer to any kind of supernational industrial policy.
Tn the 1980s, however, the wave of globalization of the economy

brought a pew element to the scene: the sudden growth of intra-

Furopean mergets and maj

of new protagonists of continental stature.
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TasLe 1

ACQUISITION IN THE EEC IN 1988
(Millions of pounds)

Countries Number Value Average
. value

Belgium 1605 8.5
Denmark 12 260.3 217
France 90 5079.5 56.4
Germany 49 1987.5 40.6
Treland 21 379.3 18.1
Traly 35 2337.1 66.8
Luxemboutg 2 6.6 3.3
Netherland 46 13224 33.1
Portugal 1 6.3 6.3
Spain 29 1355.3 467
United Kingdom 1724 35378.8 29.3
Total 2028 48474 23.9

Sonrce: Acquisition Menthly.

Abandoning national focus has produced unexpected results, In
the more mature European industries the ‘supernational’ dimension is
turning into a frame of mind that presupposes something more
important than the single European market, and that is the devel-
opment of a wotld-wide strategy for research, development, pro-
duction and finance.

After a period of Furo-sclerosis it seems that people are now
awake and on the move. However, the next few years will determine
whether 1992 will be an opportunity to compete on equal terms with
new protagonists (especially from Asia) or if Europe will use this
opportunity to crect 4 barrier around itself just fike the one raised
around the bountiful yet fragile agricultural system.

From this viewpoint the Europcan governments do not seem to
be able to make up their minds; the authorities in Brussels appear to
be equally uncertain. On the one hand the latter are pushing
Furopean companies toward a world-wide vision of competition, and
on the other hand they are creating artificial barriers as protection
against the superior competitiveness of Japan and other Asian

countries.”®

t As a direct effect of this apprehension Japan has increased investments enormously
within the EEC over the past few years, At the moment these invesiments are diseributed
among the countries in & totally disproportionate manner, from & maximum in the United
Kingdem to a practically marginal amount in Ttaly, Greece and Portugal.
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TaBLE 2
EXPORT AS PERCENTAGE OF GROSS DOMESTIC PRODUCT
(1956-1988)

Countrie

s 1956 1964 1972 1980 1988

France

- 8.5 10.0 13.5 18.3 17.9

e 1;; 15.8 18.1 237 26,7

S . 10.2 14.4 18.

Ug;e Kingdom 15.9 13.8 13.0 2(8}2 f&i

— ;Iz 4.1 4.1 8.2 6j6

Developed Countries 8.6 883'.:' 133 oy v
., . . 15.6 139

Source: QECD,
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As far as trade balance is concerned_, West Germany has ;bozi z;
position and charactetistics completely different from those 01 ;ﬂ f:a
Furopean countries. For decades it ha§ gradually beenfaccumu aitic gof
surplus which has allowed and continues tolallow Oﬁ a é)oro yean
financial expansion and company acquisition in tl.le O}tl er ;:10 fp can
countries as well as in the United States and in the res
WOﬂdﬂ: is a rather striking feature that while all obser'vers (espec1a%y
Ameticans) are devoting their1 c%ncerns ipt a;n ?éfézﬁlt%al? (f)cz thz

e surplys (mostly because it 18
%ﬁiggsgt;gsd), in 11)989 the German trade surplusf ha::i su.rpass}elzd lt:;
Japanese both because the latter has.been reducing unngzt e
months and because of the increase in the German §x;10brt. o

What is also of particular interest 1s the geographica frea«: o
of the German trade balance. As Tab¥e 3 clefflrly shm.xrs,hroglEC i
German trade surplus has been increasing particalarly hlrll the foc
1985 44% of the surplus was generated}n the FEC, while mn B8 the
same percentage was 62.5), whereas it has been decreasing

USA.

TaBLe 3

GERMAN TRADE BALANCE: GEOGRAPHICAL BREAKDOWN
{1985-1988)

Countties

France 112
ot l 14.8 17.2 224
United Kingdotn 8.8 2
P 316 51.4 62.3 .
o l 23.2 283 24.3 16.6
o -12.8 ~15.3 —14.7 ~15.3
e -1.2 4.7 32 4.7
(C))PIFC 33.3 439 42.6 41.3
thets l
Trade surplus : 734 112.6 1171 128

Source: Deutsche Bundesbank.

2 This compatative alnalysis appeats more extraordinary' when \Ezg C](_);;ld];li-lﬁgi
matket population difference between ]ape&n.and German%. Japan has 123 g o
jahabitants whereas West Germany has 62 million. In 1988 thete \gas ’tl})lpa e iy
$ 80 surplus in the trade balance for each German citizen, compared WX Py
a $ 60 for each Japanese citizen.
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All of this is taking place under the thrust of an industrial
organization and a technology which move at a very swift pace of
investment and innovation. In addition, German industry is based on
a labour force with a level of formal education among the highest in
the world especially in the applied technologies that alternate (ac-
cording to a tradition with roots in the distant past) periods of
classroom learning with on-the-job training in a way that is
meticulous, technically valid, and very promising for the career devel-
opment of youth, thereby representing a valid alternative to uni-
versity studies.

Therefore, productivity is based on the enhancement of all the
human resources and on research and development expenditures,
among the highest in the world (Table 4), while the average number

of hours worked weekly has decreased to a level now below the
average of other Eutropean countries.

TaBLE 4
RESEARCH AND DEVELOPMENT EXPENDITURE 1980-1988
(% of GDP)
Couniries 1989 1985 1988
France 2.0 23 2.4
Germany 24 2.6 2.9
Ttaly 1.1 13 1.4
Japan 2.3 2.8 29
United Kingdom 24 23 2.4
USA 24 24 28

Source: OECD.

In a world where everyone lauds the post-industrial society and

the setvice sector, the German and the Japanese examples demon-

strate how the most extraordinary petformance levels are attained by
countries that have maintained a strong manufacturing tradition
which enables them to absorb the modern technological and
organizational innovations through a structure of industrial relations
with well-proven features of collaboration.

Therefore, we should not be surptised if over the last ten years
the pace maintained by German companies in the acquisition of
foreign firms has reached unprecedented dimensions.

These acquisitions have covered the entire range of production

sectors and have swept from the European Common Market to the
United States and other countries.
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Firmly backed by their own liquidity posit.ion and. by hlght tp]izfit
levels, German companies secm to focus their acqulzltlottl S zl ug
abroad on getting an increased share of the‘n}e}rket' and not so
on shott- or medium-term returns on acquisition 1nvestm<_enﬁs. -

This, too, is a lesson worthy of consideration, especia 1517 W ;1
the entire Western countries (Ger@any and Japan 1flljemg t ea I?i ’ SX
exceptions) seems increasingly influenced by the C’Omﬁamﬂ
short-term performance. As a matter of fact, a C(?mpa]:];ly s q d'ﬁon};
balance sheet has become quite literally an obsession that condr

all forms of company behaviout.”

TasLe 3

GERMAN DIRECT INVESTMENTS 1982-1989
(Billions of DM}

30T —‘

1 s German Direct Investment Abroad

——  TForeign Investment in Germany

o : 1 ' l t | ' l '
1980 1982 1984 1986 1988 19%0

Seurce; Deutsche Bundesbank.

3 Quite exemplary in exactly the opposite sense is the' go'nduct of Siedmgns Whé}cih E?;
yet to veap substantial profit from the mote than 20 acquisitions concluded over the

' i me
ten years in the United States. The company continues %npertu%bed in the sa
direction, quite sure that results will be forthcoming in the long term.
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On the one hand the external growth of German firms is simply
the way in which competition today takes places; on the othet hand,
however {and this is where the asymmetries come in), it is the result
of the diversity in the ownership and institutional structures which
enable the German industrial system to remain telatively closed to
foreign investors (Table 5).

In fact, the ownership structure of the large German companies
depends to a very marginal extent upon movements on the financial
matkets. Its essential point of reference lies in a delicate balance
between foundations, institutions linked to company employees, and
public agencies, all of which are coordinated by the all-powerful and

ubiquitous presence of the large banks (first and foremost, the
Deutsche Bank — Table 6).

TABLE 6
DEUTSCHE BANK MAJOR INDUSTRIAL EQUITY STAKES

Companies Share Industries
Daimler-Benz 28.2% Car & Aerospace
Karstad 25.0% Stores
Metallgesellschalt 11.0% Metal

Kloeckner & Co. 41.4% Equipment
Philip Holzmann _ 35.4% Construction
Horten 25.9% Stares

Dieder 25.8% Pottery
Hutshenreuther 44.9% Houseware

Source: Deutsche Bank,

In other words, while almost all of the large British companies
and the majority of those in France and Italy are the easy prey of
foreign investors, the ownership structure of German industry makes
it practically impossible for foreign investors to launch hostile
takeovers of large German firms.

This lopsidedness is most certainly not due to differences in
legislation (as is the case in Switzerland or Sweden, where there are
legal limits and constraints on the purchase of stocks and shares by

foreigners) and even less to an expression of an anti-FEurope attitude
on the part of Germany,
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5. The asymmetries of systems

Germany does have deeply rooted open-market traditions and
highly regards European institutions. The real crux of the matter is a
profound difference in ownership structures inherited from the past.
The industrialization in Germany, contrary to what happened in
Great Britain, was characterised by the development of industries in
which the start-up capital requirement was very high; so high, in fact,
that without turning to the banking system, nobody could have borne
the cost of going into business.

It was precisely the close interrelationship between the banking
sector and industry which allowed the early accumulation of resources
chat now acts as the main obstacle to capital inflow in Germany in the
form of take-overs."

This institutional diversity is so deeply grounded that, by way of
a somewhat alarming parados, if someone wanted to launch a hostile
take-over bid against a large German company, that potential raider
would have to buy the entite countty, due to the existing relations
between shareholders: the large banks, the big companies and the
major foundations.

As a consequence of this anomaly in the ownership structures
the number of German acquisitions of foreign companies’ (with
hostile take-overs as well), cannot be matched by the number of
foreign acquisitions of German companies, Most of them occur when
there is a general consensus, in othet words when there is an explicit
design of industrial policy.

Now that the process of the recomposition of European com-
panies and the formation of the continental oligopoly are forcing
ahead rapidly, this asymmetry can only lead to more problems and
increasingly harsh reactions.

4 This mode] has been imitated especially in the Japanese economy to which it was
transmitted at the end of the last centuty.

5 Among the companies recently purchased by German companies we have RAS,
Mire Lanza, Panigal, Banca d’America e &Italia, and part of the Banca di Trento e
Bolzano in Italy; in Great Britain 50% of Plessey has been acquired by Siemens and the
purchase of Morgan Grenfell by the Deutsche Bank is very close to conclusion; the
Lesteus-Cotelle in France; Seat and Enasa in Spain.
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‘ .It is quite clear that we would be lacking in cultural acumen and
political acuity if we were to expect the Common Market to produce
complet.e uniformity in the conduct of protagonists in European
econotnic life, While we must certainly not expect uniformity, we must
demand an equal degree of openness without which, in the 1(;ng run, a
real economic community can hardly be achieved.’ ,

One of the most exiraordinary events was the acquisition of a
su.bstantlal stake in the English company Plessey by Siemens jointl
Wltl’{ the General Electric Corporation.. This operation brought Z
forel'gn. company for the first time into the Boardroom of the most
so;‘nh{stlcated supplier of electronic equipment for military use in Great
Britain, thereby violating an old Eutope’s sacred principle dictatin
that each country was the exclusive owner of its defense industry. i

6. Reflections on recent events

Recent events impel us to reconsider a problem which in the
past has been the domain of scholars: the issue of economic relations
between East and West Germany.

On the one hand, there are numerous exceptions to the EEC

rules concerning trade between the two Germanies, especially where
a western outlet is provided for eastern products. On the other hand
a close-knit network of economic relations and technolo icai
exchanges has been maintained between the two coun’i‘ies
Therefore, in terms of the degree of knowledge between the tW(;
systems, there is no comparison with respect to the other eastern or
western countries. This special door has also opened the way to an
indirect flow of goods toward all the EEC markets, and this flow
makes East Germany a unique case in this sense as ,well.
' In no way are the actual figures comparable to those of the
intra-Community market, and yet they are of such a degree as to
prepare the way for a process of economic integration fostered by the
same language, common educational traditions, and cultural affinity
By way of example, over the past few months and even during th(;
dfl}fS. of maximum influx, refugees from the East found easy possi-
bilities of employment, most of the time within a few hours, in the
hundreds of companies and in all the regions of West Gerr;lany.
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TasLE 7
EEC EXPORT BY TRADE ARFAS 1963-1988
(percentages)
Trade areas 1965 1970 1975 1980 1983 1988
Cotmecon 2.9 3.4 4.9 3.4 2.7 2.3
(% from Germany) 313 323 42.8 41.1 42,1 45.6
EEC 46.7 51.0 50,1 53.5 34.7 599
QECD 759 78.1 727 755 739 83.0

Source: elaborations on ORCD data.

Certainly, whenever the isolation of the market has played a
determinant role (as in the case of the automobile industry), the
difference in the degree of productivity and organizational models
between the companies in the two countries is striking to say the
least. Howevet, in certain cases {e.g. the comparison between Zeiss of
Jena and Zeiss located in West Germany), potential synergies may be
exploited in a short period of time.

Even without considering these potential developments, often
difficult to evaluate, the summing up of the economies of the two
Germanies in the next future equals the sum of the economies of
France and Great Britain, or France and Italy.

Tn fact, the two economies are complementary; capital and
technology abound in the West, while there is a surplus of specialized
and low-cost manpower in the East. Nor should we forget that 17
million new consumers can give life to a new petiod of rapid
cconomic development, very similar to what happened during the
westward wave of emigration after the Second World War.®

The long-term advantages for both countries are so evident that
they could be used as clear examples in first-year economics textbook.
However, the obstacles along the path of full integration between the
two countries are very great, especially if we consider the need to
dismantle the ever-present bureauctatic structute’ now controlling
every move to restructure the economy in the German Democratic

Republic.

6 There are already forms of collaboration between companies in West Germany
and East Germany. In the East, Volkswagen makes engines, AEG produces locomotives,
and Selamander manufactures shoes, while numesous other ventutes are about to begin
and involve Thyssen, Mercedes and a1l the most important West German companies.
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“Fo'r a few weeks we had the impression that the German
unification could provide the opportunity to enter into the German
market‘: There are now more doubts that East Germany could be used
as the b_ack door” for this purpose, In fact (as is from many points of
view quite understandable) the decisive degree of preference fo
cooperation is mostly given to German companies. >

7. Possible scenarios

The‘most probable scenario involves a substantial and increasin
ﬂow. o_f investments into East Germany with the employment gf
specialized manpower whose salaties are well below western }ievels ’

German c?mpanies are already decentralizing sometimes .the
t?tal al‘ld sometimes a part of lower value-added production activiti
cither in the lower labour cost EEC countries ot in countri 'c? :
the EEC like Tutkey and Egypt. s onmee

There is no doubt that this flow of investments will be detoured
towalfds East Germany, thereby creating problems not only for th
outlying econ.omies of the EEC and Turkey, but also for Po)iand ang
Hunlg;rg Whlcl'f, 'after tl‘fe recent economic reforms, thought they
g{éllman;: receiving an increased flow of investments from West

Nonetheless, these changes should not cause a higher rate of
unemplo}fment in the weaker EEC countries since it is likely that
sort of spillover effect can occur. In fact the unified German ezon(?rna
zrggietgtilertzte aff high;r };growth rate in all the countries, at Ieas{

. o . ;
offsetin f e ngn Zn ; e increase in the supply of labour brought
Qu1t‘e naturally, it is more difficult to forecast the consequen
of a possible generalized liberation of manpower inflow fromqall fl?s
East European countries, but some hypotheses could be drawn )
However, the present uncertain nature of the situation com‘ el
us to be very cautious. We cannot say if and in which cases the gasi
Eur(')peat.n workers could replace Third World manpower now
flowing into the Common Market countries or if they will compete

with the potential supply of i
y of manpower prod i
EEC countties themselves. P produced by citizens of the
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Nor can we refrain from focusing attention on the most serious
risk facing Europe as a result of the dramatic economic and politi-
cal situation on the African shore of the Mediterranean, Thete is a
very real risk that these new events will distract out attention frt?m
those tragic situations. Such an error would have enormous negative
effects, especially for the European countries bordering on the
Mediterranean.

While such events in the West and East generate within us new
hopes for peace and renewed prospects for development, they obvi-
ously give rise to anxiety and apprehension.

8. The parallel anxieties

Just as we have seen the flourishing of parallel hop‘es, in the
same way we can say that there is an evident sudden surfacing of two
parallel anxieties, one from Eastern Europe and the other one from
Western Europe.

Tn the Soviet Union the. problem of economic restructuring and
the link with western economies has taken on dramatic proportions
over the recent past.

What has begun is a desperate race against time in the awareness
that if a valid response to the western challenge is not forthcoming in
the near future, it will be impossible to avoid the disintegration of the
empire due to the existence of centrifugal elements \x.rithin the Soviet
Union as well as between the other Eastern countries,

In brief, ‘perestroika’ cannot resist the combined attack of the
wave of nationalism in various republics and the persistent lack of
consumet goods in stores,

This anxiety calls for an active assistance on the part of the
Western countties since it is impossible for us to proceed towards a
unified Eutope when half of those who live on the premises are ina
state of despair. .

Recognition of this anxiety has brought about a change in
attitude towards the new Soviet policy, first of all in the European
governments and finally in the United States of America. .

The acceptance of a mutual reduction in military spending, the
attenuation of numerous eatlier conflicts, the proliferation of dia-
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logue at all levels, and the intensification of economic and financial
relations indicate the extent to which the United States of America
(after the European governments) has understood the need of a
positive response to this anxiety,

We still do not know what forms this answer will take (even
though we know that it will have to be different for the Soviet Union
and for the other East European countries), but we are firmly
convinced that its extent and direction will condition our future peace
and well-being.

Equally acute, however, is the anxiety of the Western world.

Here the dominating factor is haste; a different yet just as
decisive haste. In effect, we are aftraid that the speed of the described
events may undermine collaboration and solidarity which have been
the foundation for forty yeats of peace and economic development.

Therefore, Europe must bolster its own economic and political
institutions before the aforementioned changes and forthcoming
economic unification of Germany make its policy once again auton-
omous with respect to other European countries, thereby re-
awakening old fears and old phantoms.

The ‘German issue’, just like all apprehensive phenomena, is a
complex blend of rational and irrational elements. Even if the ir-
rational aspects are set aside (e.g. neither Bismarck nor Hitler are at
the door), what seems to have surfaced recently among German
political leaders and entrepteneurs is an awareness of Germany’s new
strength. In some cases (e.g. in military policy and in the estab-
lishment of a central European bank), this acquire the nature of a
weakening of eatlier forms of pro-European solidarity and the
emergence of more autonomous and independent positions.

This is the reason why it is necessary to construct FEurope in
haste. However, it is difficult to find a response to this need in
Europe when France seems to be the only countty able to react
promptly and positively to changing circumstances. In fact, Great
Britain in not yet ready to absorb the supernational innovations of
Europe, and Italy is paralysed by the permanent crisis of its decision-
making structures, :

It is now a common view in the EEC that the real elaboration of
a policy by Italy is an objective both rare and difficult to achieve, and
that the tecomposition of decision-making power within our political
system is so far away in the future that no one can really count on
Ttaly to come up with a rapid and effective response to the economic
and political changes of the recent past.
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In this context of tumultuous events no one is prepared any
longet to deal with the hesitancy of anyone who is unable to keep up
with history.

Therefore, Western Furope’s anxiety is destined to grow as we
approach the main choices telative to strengthening the European
institutions and to a common attitude towards the East European
countries. These choices have to be made before West German
hesitation undergoes a transformation from the present slight defect
of parallel vision to pathological cross-sightedness with one eye
Jooking westward and the othet one staring eastward at new develop-
ments.

Tf Europe is unable to face these new problems as a unit, then
this anxiety will increase to the point of causing general paralysis.
Both in the East and in the West, therefore, we have great and
positive events that we have awaited for decades but for which we
were completely unprepared (since everything happened so quickly).

A positive reaction to these events seems not only opportune
but, in the long term, absolutely necessary.

The creation of a market of 700 million people from the Atlantic
to the Urals and of close to 1 billion people if we include the United
States (our integration with America is deep and definitive) is the
condition for accepting the challenge coming from Asia with some
degree of success.

This unity cannot be created in a Europe with ¢leven different
currencies, with divergent institutions, and with social rules differing
from one countty to anothet, Only the arduous yet stimulating
acceptance of this type of challenge will be able to bring Europe, a
rich and happy continent, another generation of development like the
one our fathers guaranteed us with the creation of the Huropean
Economic Community. -

Bologna
Romano Proni






