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The transport equipment sector continues to occupy a
privileged position within European industry, not only
because of its size but also because of its healthy
balance of payments position. In terms of production,
the sector grew by 63 % over the period 1980-87. A lean
start in the 1980s was marked by major restructuring and
widespread job losses, but this paved the way for
improved standards of productivity and higher corporate
profitability. Towards the end of the decade, growth in
production accelerated, but it is now clear that the pace
has slowed considerably. Only negligible growth is
expected over the next year or so, in line with the
general world slowdown. In the medium term, prospects
are fairly good, but the sector in the EC is still
handicapped in several respects compared to its chief
North American and Japanese competitors.

Description of the sector

According to the European NACE classifi-

cation the transport equipment sector

covers the following subsectors:

< motor vehicles (NACE 351 and 352);

< motor vehicle parts and accessories
(NACE 353);

< shipbuilding (NACE 361);

% railway rolling stock (NACE 362);

< mopeds and motorcycles (NACE 363);

% aerospace equipment (NACE 364).

The spare parts and accessories’ sector

for motor vehicles poses a problem in that

there is no real consensus as to its compo-

sition. Turnover for 1988 was estimated at
70 billion ECU- around one third of the
total turnover of the motor vehicle indus-
try. It should be remembered however,

that such data includes certain products
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which are classified under NACE in other
sectors, such as the electrical industry for
example.

The public transport equipment sector,
which is discussed separately in this chap-
ter, refers to passenger vehicles which are
used in urban, suburban and regional
transport. This includes motor buses,

which are part of the motor vehicles indus-
try, and rail vehicles (trams, metros and
commuter trains), which are part of the rail-
way rolling stock sector.

In terms of production, the most
important sector by far is the
motor industry (including parts
and accessories), which ac-
counted for over three quarters

of output in 1989. The aero-

space industry, which is the
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Table 1
Transport equipment
Main indicators, 1980-89

{million ECL)) 1980 1981 1982 1983 1984 1985 1986 1987 1968 1989
Apparent consumption 135242 144932 158836 168952 173960 192012 210598 220088 260760 206 556
Net exporis 18530 18862 21985 21128 24325 28545 22281 21972 15808 14120
Production 150772 163794 180821 190075 198284 217558 232876 251930 276685 310678
Production in gonstant prices 204287 206708 209862 211323 208212 217523 220525 241241 256511 275217
Ermployment (1000) 3232 3673 2983 2853 2770 2688 2632 2602 2588 2604
Source: Burostat

next largest, is well behind with around
14%. During the course of the 1980s, it is
these two sectors which recorded the most
rapid growth rates.

Current situation
Production in the sector reached around
310 billion ECU in 1989, meaning that it
remained one of the principal industrial
sectors in Europe. in terms of turnover,
transport equipment is ahead of electrical,
chemical and building, and second only to
the food industry.

1989 was the 5th consecutive year of
growth in the industry. Real production
was boosted by fast rising domestic de-
mand and rose by more than 7%. Most of
the impetus came from the automotive and
aerospace sectors, though demand for rail
equipment and shipbuilding was more resi-
lient than the years before. Due to excess
pressure on capacities, production was un-
able to meet all of the additional demand,
and the trade balance deteriorated.
Production and
consumption
The transport equipment sector was signifi-
cantly affected by the second oil crisis at
the beginning of the 1980s, although this
led to a stagnation of real production
rather than a genuine downturn. From
1980 to 1984, with the exception of 1982,
growth was either very low or negative.
Over the period as a whole, real produc-

tion progressed by an average of only
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0.5% per year.

From 1985 onwards, fortunes improved,
and the revival which ensued was far
more vigourous than in most of the EC’s
other important industrial sectors. As a re-
sult, average annual real production
growth was superior to 5.5% over the
1984-88 period. The motor industry was
the main driving force behind this growth,
propelled by higher levels of demand for
cars and trucks, whilst the aeronautical in-
dustry profited from the strong develop-
ment in world civil aviation, including the
Airbus programme.

In some of the other branches, production,
which had been dwindling since the early
1980s, seems to have levelled out. In the
shipbuilding industry, for example, it looks
as if the bottom was reached in 1988, and
EC production is now growing at a faster
rate than world production. The growth in
sea trade has eliminated overcapacity, and
sales levels for 1990 look promising. To a
lesser extent, the situation of the railway
rolling stock industry is also improving.
After 6 consecutive years of decline, real
production experienced a slight increase in
1989, mainly due to the development of
high speed trains. The outlook for the sec-
tor remains mitigated and depends on the
future ability of rail transport services to
stop losing ground to road transport.

In terms of demand, the wide-ranging na-

ture of the transport equipment sector,
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which includes not only finished consumer
goods but also capital and intermediate
goods, means that the main customer for
these intermediate goods is the sector it-
self. The transport equipment sector acts
as a customer for a number of other indus-
trial sectors, the most important being:
% the iron and steel industry and metal

products;
< mechanical engineering;
« the electrical industry;
« plastics and chemicals.

External trade

This section is based on OECD trade data
which sometimes differ from Eurostat data.
Since 1982, EC exports within the trans-
port equipment sector have grown by well
over one third in value terms. From just
over 37 billion ECU in 1982, exports grew
to almost 50 billion ECU in 1988. North
America remains the largest EC export
market for EC products in this sector. In
1988, it accounted for over 28% of EC ex-
ports as against 20% in 1982. Conversely,
imports of US transport equipment in
1988 reached only 4.15 billion ECU, enab-
ling the EC to show a positive balance of
almost 10 billion ECU.
Growing trade with the US has helped the
EC’s trade balance in the sector to reach
a surplus of 21.5 billion ECU in 1988.
However, this was lower than the sur-
pluses recorded in 1982 and 1986, due

mainly to higher imports from the Pacific



Table 2

Transport equipment
Trends in EC exports and imports

Average annual % change ~ current ECU

Total EFTA North Pacific USSR Eastern 8.East Rest of
America rim Europe Asla the
world
EC Exporis
1982-1988 4.97 9.64 11.16 18.94 -10.54 4.58 1.51 -1.82
1982-1986 8.28 12,11 237 18.11 -1.45 12.38 -7.07 8,77
1986-1988 435 4.86 -10.23 26.99 -26.28 -8.52 2113 18.01
1988-1989 (") 17.46 7.77 -3.13 38.85 75,38 899.95 28.85 20.84
EC imports
1982-1988 13.56 15.01 293 1248 8.14 817 2208 32.64
19B82-1986 138 18 8 15.92 8.57 8.71 23.96 3.84
1986-1988 13.47 7.43 85 541 7.28 -3.34 184 116.4
1986-1989 (1) 19.15 7.97 33.38 83 .72 2049 58.64 19.94

£} 8 European countries {france, Haly Netherlands, W.Germany, UK, Belgium}
Source: DRI ’

Rim, EFTA nations and combined rest of
the world. Overall, imports of transport
equipment goods to the EC increased by
over 13% from 1982 to 1988 whilst ex-
ports rose by under 5%.
In 1982, world exports of transport equip-
ment totalled 175 billion ECU, of which
the EC accounted for around 21% or
37 billion ECU. World exports grew steadily
over the next four years, and by
1988 reached 344 billion ECU. By then,
the EC share of exports had fallen quite
sharply to 14.4%. World imports in the sec-
tor totalled 331 million in 1988, of which
the EC accounted for 8.4%.
At 21.5 billion ECU in 1988, the EC's
trade balance on transport equipment was
much healthier than most other global re-
gions. North America’s 27 biilion ECU
deficit in the same year is noteworthy for
its magnitude, whilst the Pacific Rim’s
49 billion ECU surplus is particularly re-
markable. This is mainly due to Japan,
whose widespread success in the sector is
principally a result of the growing domina-
tion of the world motor industry.
Employment

As mentioned earlier, stagnation in the sec-

tor led to major restructuring in the early
1980s. The advent of new technology and
labour saving techniques also had their ef-
fects, and from over 3 million employees
in 1981, the total number fell steadily to
just over 2.5 million in 1988. The UK was
the main victim as the labour force fell by
more than one third over the period. The
Federal Republic of Germany from

866 000 in 1981 to 906 000 in 1988 experi-
enced a substantial increase in the work-
force.

On a more positive note, as total employ-
ment for most branches fell, production

rose, indicating vast improvements in the

realm of productivity, as witnessed in the
automotive and the aerospace industries.
Between 1980 and 1989 productivity, i.e.
production per employee measured in con-
stant prices, increased by more than 60%
in the EC. Such an improvement results
from an important rationalisation effort in
terms of labour organisation, but also from
a substitution of capital for labour. Increas-
ing use of advanced technologies such as
robotics and CAD/CAM, as well as ad-
vanced management techniques such as
zero defect, have all contributed to boost
productivity. In parallel, production is be-

coming more flexible to allow for shorter

Figure 1

Transport equipment
Total change in the EC trade balance, 1982-1988
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production runs, especially in the automo-
tive sector. This process also spells an in-
creasing need for skilled manpower; the
rise in the use of highly qualified workers
is particularly evident in the case of the
aerospace industry.

Structure of the industry
Financially speaking, the transport equip-
ment sector is well represented amongst
the leading European companies. Daimler-
Benz from West Germany, which is the
leader in terms of turnover, is the 4th lar-
gest industrial company in Europe. The
sector is considerably concentrated as the
top five companies account for 51% of the
turnover.

Some of the leading corporations in this

sector have interests in various different

Table 3
Transport equipment
Share of employment by country, 1980-89

branches. A large number of the big vol-
ume car manufacturers, such as Renault,
Fiat and Daimler-Benz, also have interests
in the truck industry. On an even wider
scale, the French company, Peugeot SA
still produces mopeds, motorcycles and bi-
cycles, whereas both Fiat and Daimler-
Benz are involved in both the motor and
aerospace sectors and British Aerospace

now holds a majority stake in Rover
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Figure 2
Transport equipment
Composition of the industry, 1989
(% production)

Aerospace 14.1%

Rail & Tram 1.6%
Shipbuilding 4.5%
Cycles & motorcycles 1.3%

Other .2%

Motor vehicles 78.3%

Source: Eurostat, DRI Europe

Group. At the time of the Rover Group
takeover by British Aerospace, much was
made of the opportunity for the two com-
panies to enjoy industrial synergy. Al-
though there does not seem to be much
evidence of this, companies with dual inter-
ests such as these are at least broade-
ning the risk base.

The concentration of the transport equip-
ment sector which has taken place during
the 1980s looks set to continue during the
1990s. Iveco, the ltalian truck manufac-
turer, has recently taken over Enasa, after
it seemed certain that it would go to the
German producer, MAN. 1990 has also
seen General Motors take over struggling
Saab, and Renault and Volvo declare their
commitment to a joint future by taking mu-

tual stakes in each other, and pledging to

_ Source: Le Nouvel Economiste 1990

enter into common development pro-
grammes. But the automotive industry is
not the only sector where concentration is
increasing. Following the restructuring of
the electrical engineering industry, the rail
equipment sector saw the emergence of
two major players with the creation of
ABB in 1988 and GEC-Alsthom in 1989.
In the aerospace industry, the recent past
has been essentially marked by the con-
centration of the German industry under
the wing of Daimler-Benz. Given very high
R&D cost, the aerospace industry is fur-
thermore characterised by numerous joint-
ventures in both the military and civilian
fields.

Collaboration has not however, only been

taking place between EC producers. In re-

cent years, there have been a number of

Table 4
The 11 largest transport equipment companies in the EC, 1989




collaborative ventures or cooperation agree-
ments between EC companies and
Japanese or American organisations. The
Japanese motor industry’s superior stand-
ing in certain areas of the industrial pro-
cess has led to a steady stream of joint
manufacturing agreements on EC soil. For
example, General Motor's arrangement
with Isuzu to jointly produce vans in the
UK, and the much-publicised Rover-Honda
tie-up which has now been in existence
for over ten years. In terms of cooperation
between US and EC companies, the aero-
space sector is the unquestionable leader.
This cooperation is essentially taking piace
between aerospace engine manufacturers
(MTU and Pratt & Whitney or General Elec-
trics and Snecma for instance), but it is
also worth mentioning the contribution
through out-sourcing, of US companies to
the Airbus programme as well as of Euro-
pean companies to some of Boeing and
McDonnel Douglas programmes.
In the public transport sector, a number of
acquisitions or collaborative ventures have
also marked the last few years, with the
most notable one occurring back in
1988 when Volvo Bus Corporation of
Sweden acquired Leyland Bus in the UK.
In 1989, DAF’s bus division consolidated
with BOVA to form a jointly owned com-
pany known as United Bus. In July 1990,
United Bus signed a letter of intent with
DB Silkesborg of Denmark with a view to
future cooperation.

Eastern Europe
The opening up of the Eastern economies
is expected to have a significant impact
on the EC transport equipment industry.
Demand for transport equipment in
Eastern Europe will rise over the next

years due to a very low rate of equip-

ment. In the short and medium term, this
new market will be supplied essentially
with exports from Western Europe. In the
long term, the Eastern countries could con-
stitute a low cost base to supply both the
Eastern and the Western markets. Many
companies present in the transport equip-
ment sector saw Eastern Europe as a
potential low-cost producing base, but
after an initial wave of enthusiasm, most
companies have adopted a more cautious
approach. Volkswagen, General Motors
(through its German subsidiary Opel) and
Daimler-Benz are setting up production
operations for motor vehicles in East
Germany. Volks-wagen is also teaming up
with the Czechoslovakian car producer
Skoda for a joint production venture,
whereas Fiat has important production
plans in Poland and the Soviet Union.
Though most of the announced joint-ven-
tures concern vehicle production, produc-
tion of components could be another
fruitful area for investment. In terms of
sales in the East, cars, trucks and aircraft
are the most promising sectors. Prospects
for rail equipment are less bright given the
over-emphasis that was put in the past on
rail transport as opposed to road transport
in the Eastern countries.
Environment
Transport has been one of the main tar-
gets of environmental regulations for sev-
eral years now, mainly because of air
pollution related to acid rains and, to a
lesser extent, because of noise pollution.
In the long term, the kind of solution
adopted to solve the global warming prob-
lem is of a major importance, given that it
could lead to a significant shift in produc-
tion between certain branches of the sec-

tor. Transport services account for 1/4 of
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total CO2 emissions, and COz is the main
gas responsible for the so-called green-
house effect. Given the strong "technologi-
cal" link between CO2 emissions and
energy consumption, heavy energy users
such as the aerospace and automotive in-
dustries are likely to be under attack dur-
ing the 1990s. This could be to the benefit
of some of the smaller transport subsec-
tors like rail. In the area of personal trans-
port, increasing congestion in most towns
and cities, coupled with a growing enviton-
mental awareness should benefit the motor-
cycles and mopeds industry, as well as
the public transport equipment sector.
The impact of higher
energy prices
The transport equipment industry itself is
not among the most energy intensive in-
dustries, and its energy requirements per
ECU of output is much smaller than in the
case of iron and steel, non metallic mine-
rals or chemicals. Nevertheless, the sector
is quite sensitive to energy prices because
of their impact on its main customer sec-
tors. Transport services belong to the
most energy intensive industries, espe-
cially as far as air, maritime and road
transport are concerned. At the end of
1990, financial results of airlines and road
transport companies were already showing
signs of strains, mainly because of higher
energy prices. The most important end-
market for the transport equipment sector
is final consumption. The share of final
consumption expenditure is devoted to
cars (car purchases and car running
costs) is usually very stable over time.
This means that a rise in car running
costs (for instance oil prices) is usually
compensated by a fall in spending on car

purchases. As a result, car sales are very
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Table 5
Transport equipment
Share of production by country, 1980,89

%) 1980 1988 -
Belgique/Belgis 23 44,
Danmark 0.7 48
B8R Dautschland 26.8 345
Espafia , 75 78
France 208 2341
frefand 0.2 81
Hakia 126 - 128
Nederiand 18 0.6
Porugal 14 05
United Kingdom 262 165
EC ) 100.0 1008

Souree: Exrostat {inde)

sensitive to oil prices. However, much de-
pends on the consumers’ expectations
about the duration of the oil shock. If the
rise in gas prices is perceived to be only
temporary, its impact on consumption is
likely to remain limited.
Geographical distribution
In 1989, as in previous years, more than
85% of EC production was concentrated in
the major four countries; the Federal Re-
public of Germany, France, the United King-
dom and ltaly. Spain is in fifth place with
around 7%. This situation has in fact not
changed greatly during the last decade.

In terms of reliance on the sector, the
transport equipment sector in the Federal

Republic of Germany accounted for almost

9.9% of the total GDP in 1989, against an
average for the EC of 7.1%. Fairly high de-
pendencies were also the case in France,
in the UK, and more surprisingly, Belgium,
which is used as a production base for
foreign EC producers.

Outlook
The short-term outlook for the sector is
fairly downbeat, mainly due to the worsen-
ing performance of the largest motor and
aerospace subsectors. The recent years of
high expansion for both the car and truck
industries in the EC seem to be over, and
a sharp slowdown has already been experi-
enced in some of the EC’s major markets.
In 1991, production of transport equipment
is forecast to rise by a meagre 1%. In the
medium- term, however, prospects look
more optimistic. The outlook for the aero-
space industry remains favourable, and the
overall motor industry is expected to re-
cover from 1992 onwards. Hence, annual
growth will accelerate to 3.3% in 1992 and
3.1% in 1993. In the slightly longer term,
the influence of the Eastern European coun-
tries, both as markets in their own right,
and as production bases, should not be
underestimated.
The railway rolling stock industry is curren-

tly undergoing a recovery after six years

Figure 3
Transport equipment
Share of production in GDP, 1989
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of decline. Rail travel has received a huge
boost from the success of high speed
trains, which have been in the middle of a
significant expansion phase in certain EC
countries, such as France. The wide ac-
claim given to the French Train a Grande
Vitesse (TGV) has provided a tremendous
fillip to the French industry.

There is also currently a revival of interest
in the light urban railway concept in the
EC. New light rail systems are already
under construction in Paris, Genova and
Manchester, with further similar systems
planned over the next few years. The
United States could also prove to be a
fruitful market, but this is largely depend-
ent on federal funding.

As freight traffic on the roads reaches
crisis proportions in some Member States,
the railway industry could be a major
beneficiary. In particular, combined or inter-
modal transport should continue to grow in
importance. The advent of the channel tun-
nel link between France and the UK in par-
ticular could provide an incentive for
companies to switch from road to rail.

The motor vehicles, parts and accessories
industries are all set to benefit from the
move towards increasingly sophisticated
technology over the next few years. Manu-
facturers are moving up-market, and ve-
hicles are increasingly going to be called
upon to comply with anti-pollution regula-
tions, which is good news for the compo-
nent manufacturers. At the same time, as
compulsory vehicle testing requirements
are tightened up in certain Member
States, this should stimulate the replace-
ment market both for parts and vehicles.
Given the large share of the world fleet
which is obsolete and needs to be re-

placed, the shipbuilding sector is expected



to experience fast growth over the next
years. Furthermore, the share of the EC in
world ship production is expected to rise
as a consequence of the specialisation of
the Community in customised ships highly
efficient in terms of energy and manning
cost.

The main drawback for the sector, which
is one which has been referred to in pre-
vious editions of "Panorama’, is that des-
pite substantial improvements over the
1980s, productivity and profitability in cer-

tain branches of the sector are still low

Table 6
Transport equipment, forecast
Production, demand and employment 1989-95

% changes Annual compound growth
(%) 1990 1961 1992 1993 199395
Production 12 1.0 383 3.1 30
Apparent consumption 1.9 11 ' 35 . 29 3.2
Employment 0.1 0.1 05 17 1.7

Bource: DR Europe
when compared to main competitors in the

United States and Japan.

Written by: DRI Europe
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The automotive sector accounts for around 9% of the
EC industrial value-added, and is responsible for the
employment of about 8% of the total manufacturing
industry. It is estimated that around 10% of all EC
jobs are either directly or indirectly dependent on the
automotive sector. In the late 1980s, both the car and
truck industries of the EC have benefitted from the
buoyant demand conditions. Production has boomed,
and from a situation of overcapacity a decade ago,
most manufacturers have found themselves short of
stock.

As we move into the 1990s, the outlook for the car
and truck industries is mixed. Growing concern about
the environment, and the uncertainty as to how the
industry might be required to deal with these
problems, could provide a threat to further growth.
Such problems have been highlighted by the Gulf
crisis, which has provoked considerable uncertainty
amongst both car users and producers. The heavy
truck industry is believed to have reached a peak,
and is faced with a slowing down period, and
possibly further rationalisation. The lighter van market
looks set for further growth in the early 1990s, whilst
the fact that some of the EC’s car markets, such as
Spain and Portugal are still very immature, also
provides cause for optimism.
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Description of the sector
This sector of corresponds to NACE 351.
In particular, it covers the manufacture
and assembly of motor vehicles (including
road tractors) and the manufacture of
motor vehicle engines.

Demand
Passenger cars From just over 3 million
units in 1960, the demand for passenger
cars in the EC has enjoyed almost con-
tinuous growth, passing the significant 12 mil-
lion mark in 1989. Growth has been almost
uninterrupted, with solid expansion through-
out the 1960s until 1974, when the impact
of the first oil shock caused registrations to
decline by 14.3%. The growth pattern then
resumed until the second oil crisis at the end
of the 1970s caused a further two years of
decline for car demand. During the early
1980s, the EC automotive industry suffered a
period of relative stagnation, followed by a re-
covery in the latter half of the decade to
push total sales to over 10 million units.
With sales of 12.3 million units in 1989,
the EC market for passenger cars repre-
seﬁts 35% of world sales. For the second
year in succession, this meant that more
cars were registered in the EC than in
North America. 1988 was significant in this
respect, for in 1985, the North American
market was already over the 12 million unit
level, while the EC was behind at 9.5 mil-
lion units. Since 1985, the EC market for
passenger cars has grown by 29%, princi-
pally as a result of strong sales in the UK,
Germany, France and Spain. In contrast,
the North American market has remained
fairly stagnant, although Japan has seen
rapid growth during the late 1980s.
1989 was again a record year for pas-

senger car sales in the EC. Strong de-

Table 1
Motor vehicles
Main indicators, 1980-89

Figure 1
Motor vehicles
Total car sales by region, 1970-89
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mand in the UK, France, Spain and ltaly
in particular was chiefly responsible for in-
creasing the total expansion to 4.5%.
Although it is the EC’s largest economy
and car market, Germany has not experi-
enced the kind of growth seen in neigh-

bouring France, ltaly and the UK in the

late 1980s. In 1989, the German car mar-
ket accounted for 23% of EC sales, but
over the 1984-89 period, it supplied only
14% of the increase. This has been the
case despite a relatively strong economy,
and the existence of subsidies supporting

the purchase of "clean" cars.
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Table 2
Motor vehicles

Passenger car registrations by EC country

Figure 2

Motor vehicles
Penetration of the EC market, 1989

Japanese 8.9%

US multinationals 21.1%

Others 4.1%

EC manufacturers 65.9%

Source: DRI Europe

The UK car market which has enjoyed non-
stop growth in recent years, is currently in
the midst of a serious downturn in de-
mand. In 1990, as inflation increased and
consumer spending failed to decrease
quickly enough, the UK government re-
sponded with high interest rates. A re-
covery is anticipated by 1992, and the UK
car market is not expected to continue on
a downward trend.

Part of the reason behind the UK car mar-
ket's recent strength has been the excep-
tional growth of the company car market,
which is estimated to account for over
50% of all new car sales. Although the cur-
rent government has increased the "scale
charges" (the additions to income tax

payable by company car owners) by 220%

13-10

over the last few years, the impact has
not been significant. Company cars could
face more opposition in the coming years,
and this could be a crucial factor dictating
the direction of the market in the early
1990s.

In France, 1990 was another record year,
with 2.3 million cars registered. Reduc-
tions in VAT rates in 1987 and 1989 pro-
vided a boost to demand - the French
VAT rate now stands at 22% after the 3%
reduction in September 1990. Further reduc-
tions are anticipated in a bid to get France
into line with EC proposals, and this is just
one of the factors which is expected to
keep car sales fairly high over the next few
years. France is also witnessing the grad-

ual implementation of a compulsory vehicle
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testing system (the Contréle Technique),
which by providing strict mechanical and
safety standards, will help to force older
cars out of circulation, thus stimulating re-
placement demand.

Italy has provided around 24% of the
growth in the total EC car market from
1984-89, with a total market size of

2.36 million in 1989. However, the short to
medium-term outlook is probably the least
promising of all the major EC markets.
1990 presented some uncertainty given the
government’s commitment to increase the
costs associated with vehicle ownership.
Despite the fact that the market started
well in the first half of 1990, the second
half saw a sharp decline in sales.

Spain and Portugal have contributed con-
sistently to the growth in new car sales to
account for 1.33 million units of the EC
total. After problems with economic over-
heating, both countries have resorted to
the implementation of quantitative controls
on consumer credit, to control the expan-
sion in demand that has taken place since
their entrance into the EC in 1986. This
has led to a slump in new car demand (in
1989 in Portugal and in 1990 in Spain), al-
though Portugal is already showing signs
of recovery, and Spain is expected to fol-
low soon.

The Belgian market has grown by an an-
nual average of 4.5% since 1984, implying
that car density has increased to reach
366 cars per 1 000 inhabitants as against
341 in 1984. In the Netherlands, a consider-
able accumulated demand has built up in
recent years, as would-be purchasers
waited for the Dutch government, which is
under pressure from the EC, to lower the
rate of consumption tax levied on car pur-

chases. It now looks as if the tax will not



be reviewed until 1992, and hence many
would-be purchasers who avoiding making
a decision in anticipation of a tax reduc-
tion have now entered the market. As one
of the most pro-environment governments,
the Dutch authorities are considering
various radical proposals to encourage
cleaner cars.

The three smallest EC markets, Greece,
Denmark and Eire have all been suffering
from erratic sales performances in recent
years, mainly due to government policy.
Whilst the development of the Irish car
market has been held back by a poor
economic performance, the recovery which
has manifested itself in the late 1980s is
fuelling the automotive revival. Both the
Greek and Danish markets have been han-
dicapped by tight fiscal policy which has
forced car prices to exorbitant levels, and
k%pt demand at a low level in a bid to alle-
viate trade deficit problems. After a sec-
ond year of dynamic growth in 1990, the
Greek market is now approaching more
normal levels of demand for a country of
its size and economic development.

The growth experienced in recent years,
which has far exceeded the rate of with-
drawal, has increased the vehicle parks in
most countries. The EC’s more developed
nations now show motorisation rates of
over 400 cars per thousand population
(Germany, France and ltaly), whilst the
UK, Belgium and Netherlands are around
the 340-380 region. With only 290 cars
per thousand inhabitants, Spain should
offer the potential for further strong
growth, once the current temporary down-
turn (which has arisen due to problems
with the economy) has been overcome.
Commercial vehicles In recent years,

the demand for commercial vehicles in

Table 3
Motor vehicles
LCV and truck registrations

Figure 3
Motor vehicles
Car density in the EC, 1989

- ’490 - -
300 314 -
250
200
150
100
B DK D

Source: DRI Europe

Western Europe has grown strongly. In the
mid 1980s, a major factor behind truck sales
was the renewal of the fleet which took
place in the late 1970s. More recently, it has
been new demand rather than replacement
demand which has given the market its buoy-
ancy. An increase in trade between Member
States has also contributed to this growth.

All sectors of the market have seen a posi-
tive trend during the late 1980s. The light-
est category of vehicles, the van market
below 3.5 t GVW (gross vehicle weight)
has grown by an average of 7.9% over
the period 1986-89 and the medium sector
(3.5 t-15 t GVW) has expanded by an aver-
age annual 8.1%. The steepest rise has
been achieved by the heavy rigid and ar-
ticulated trucks, which have experienced an
average increase in sales of 13.9% over
the same period.

In West Germany, truck registrations have
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grown consistently in the late 1980s, but
now face a more uncertain outlook in the
face of probable domestic deregulation. As
the bureaucracy which the hauliers have
faced is gradually relaxed, this should
allow them to use existing fleets with
greater flexibility, reducing the need for
larger fleets.

The industry does, however, stand to gain
as a result of the opening up of Eastern
Europe and in particular the merging of
East and West Germany. The French mar-
ket has also enjoyed excellent growth, al-
though in 1990, the heavier sectors of the
market declined. A further drop is antici-
pated in 1991, with the light sector of the
market (under 6 t GVW) also falling back
slightly.

After a similar period of growth in the late
1990s, the UK truck market is in the midst

of the sharpest downturn of all the major
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European markets. As a result, the UK is
losing its position as the EC’s largest
truck market in favour of Germany. Al-
though vans are set to rise as a result of
gradually recovering consumer expenditure
and a succession of new products, the Brit-
ish heavy truck market is not anticipated
to reach the levels witnessed in 1988 and
1989 within the medium-term.
The late 1980s have seen particularly
strong growth from the Italian market, with
a 39.3% rise in the heavy truck (above 6 t
GVW) market in 1987, followed by two
years of growth averaging 14.7%. The lta-
lian market fared better than the UK in
1990, but such a pace cannot be indefi-
nitely maintained. Partly as a reaction to
the pace in recent years and partly due to
other factors, 1991 is expected to see a re-
duction in the investment in new vehicles.
These other factors include increasing die-
sel fuel prices, higher labour and financing
costs and taxation.

Production
The late 1970s and early 1980s were
marked by some uncertainty in the wake
of the second oil crisis, as well as fears
concerning overcapacity. Most companies
went through a period of consolidation and
restructuring. Intensifying competition, and
the growing threat not only from the
Japanese producers, but also from the
fast evolving Pacific Basin companies,
caused EC manufacturers to make substan-
tial changes in production processes and
to cut costs. Revolutionary cost-effective
Japanese techniques were paramount in
causing producers to re-evaluate their sys-
tems.
The main objectives, to reduce unit produc-
tion costs, improve productivity, build in

more flexibility and increase research and
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development expenditure were achieved
by various means. Plant closures involving
substantial lay-offs, the rationalisation of
operations and the increasing use of com-
mon platforms for several models helped
to minimise costs, whilst the introduction
of flexible manufacturing systems and "just-
in-time" management were directly
adopted from the Japanese.

At a time when profitability was deteriora-
ting, increased research and development
expenditure was needed for investment in
CAM (computer aided manufacturing), in-
volving the growing use of robotics, and
CAD (computer aided design). The total
capital expenditure by EC car manufac-
turers reached 66 billion ECU over the
1981-86 period (about 8% of turnover). In
some cases this was funded by state aid
packages. Government intervention was
also used to protect domestic industries in
a period of restructuring by imposing
quotas on Japanese imports.

Large workforce reductions took place, not-
ably in France, the United Kingdom and
Italy. For some companies, the rationalisa-
tion process is still not complete.
However, most of the producers who are
still enjoying the growth of the late 1980s
have found themselves short of capacity -

in direct contrast to the beginning of the

decade. Having already closed one of its
two Antwerp plants, General Motors, faced
with a severe shortage throughout most of
its product range, has been considering
the option of re-opening it. Peugeot SA
plans to re-open its Valenciennes plant in
Northern France in around 1993-1994.
Producers are also looking outside the EC
for solutions to their capacity problems.
General Motors is to start production of
their Calibra Coupé sports car in Saab’s
Valmet plant in Finland from 1991, whilst
almost all of the EC manufacturers have
been considering Eastern Europe as a pro-
duction base offering a large workforce
and significantly lower costs.

Production of passenger cars Total
EC production of passenger cars in

1989 was 12.9 million, meaning that EC pro-
duction exceeded EC demand by only

600 000 units. The other main producing re-
gions, Japan and the US are at opposite
ends of the spectrum. Whilst North American
output accounted for only 72% of domestic
demand in 1989, in Japan the domestic mar-
ket absorbed only 49% of total output, with
the remainder going to export markets.

In terms of growth, EC output has grown
by 29% since 1984, against the pro-
gression in demand of 33%. Over the

same period, Japanese car production has

Table 4
Motor vehicles
Production of passenger cars by region, 1980-89




increased by 28%, whereas North Ameri-
can output has actually fallen by 12.5%.
However, although in total terms the
growth in EC production has been particu-
larly encouraging - in 1989, most producing
countries with the exception of Belgium re-
ported an increase - the profile of the pro-
ducers is already beginning to alter.
Production of commercial vehicles
Total production of commercial vehicles in
Western Europe reached 1.8 million in
1989, representing an 8.4% growth rate
against 1988. The heavy sectors have
been most active, where producers have
been capitalising upon general economic
buoyancy within Western Europe, and also
the generally optimistic perspective pro-
voked by the prospect of the Single Market.
Rationalisation in the 1980s led to the mer-
ger of Leyland of the UK and DAF of the
Netherlands, whilst Ford and lveco joined
together in the UK. General Motors mean-
while, split its van and truck operation in
the UK, with the heavy side eventually join-
ing the company AWD, and the vans
going under the control of a joint venture
company IBC, with representation from
Suzuki, Isuzu and General Motors.

The IBC operation at Luton in the UK was
typical of other joint venture operations
with the Japanese, which were particularly
successful in the lighter segments where
the profit margins are tighter. Nissan
Motor Iberica produces off-road 4x4s, vans
and flat-beds in Spain, and the Suzuki-San-
tana venture, also produces off-roaders.
Such collaboration is becoming increas-
ingly common, both with Japanese and fel-
low-EC partners. The Peugeot and Fiat
Sevel agreement has been very successful
in the production of vans in the 2-3.5 t ca-

tegory, and has opened the way for fur-

Figure 4
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ther long-term collaboration with a view to
jointly developing new vehicles. Renault
and DAF are also to develop a van jointly
for production in France and in the UK
from the mid 1990s.

EC trade policy
Trade frictions are the basis for self-re-
straint in Japanese car exports. In an at-
tempt to reduce increasing pressure over
the issue of imbalances in automotive
trade the Japanese decided in 1986 to
limit total Japanese imports to the EC to
below a certain figure, which is set to in-
crease each year. Total Japanese exports
to the EC in 1989 reached 1.2 million
units. However, due to a production short-
age in Japan, a significant share of these
exports were sent during the last months
of 1989. Consequently, actual imports did

not exceed 1.1 million units, giving them

9% of the market - the lowest share since
1985. However, this share significantly in-
creased in 1990.

Within that overall limit, various countries
have their own individual quota systems.
Broadly speaking, Japanese imports ac-
count for 2% of the Italian market, 3% of
the French market, 11% of the UK market,
14% of the Portuguese market and below
1% of the Spanish market. There has

been some disagreement with certain Mem-
ber States over whether transplants should
be included in the quotas, notably in the
case of the Nissan Bluebirds produced in
the UK. However, the level of local con-
tent, which appears to have been reached
for that model by Nissan UK (around
80%), has changed the pattern of the prob-
lem.

The objective of the EC Commission is to

Table 5
Motor vehicles
LCV and truck production
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ensure that national restrictions are grad-
ually phased out. Nevertheless, given the
degree of trade imbalance with Japan and
the high dependence of their domestic
manufacturers on the five protected mar-
kets, certain Member States are opposed
to a rapid relaxation of quotas, and are
calling for a long transitional period from
1993. The EC Commission favours a shor-
ter transitional period which would be
based on some kind of voluntary restraint
agreement (VRA) by Japan. At the end of
this period, access to the EC market will
be completely free. The objective is to
avoid a situation similar to that of the
USA, where Japanese self-restraint has
been renewed constantly for over ten
years.
Having dropped slightly in 1990, overall
production in the EC is forecast to con-
tinue to fall in 1991, before picking up
again to reach around 13.7 million units
by 1994, much in line with the pattern of
European demand. All producing countries
are expected to share in this growth, with
Spain and the UK taking the greater share
of the additional output as Japanese trans-
plant activity expénds over the short to me-
dium-term.

Trade flows
Intra-EC trade has been estimated to ac-
count for 4.6 million cars and trucks in
1989. As far as extra-EC trade is con-
cerned, from the peak of 491 000 units
sales in the US in 1986, EC sales
dropped to 281 000 units in 1989, with all
manufacturers experiencing lower sales
than the previous year. So far in 1990,
the overall downward trend in sales of EC
makes continues, with the exception of
Porsche, Daimler Benz, Jaguar and Alfa

Romeo. The losses in the US have how-
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ever been somewhat compensated by
gains in the Japanese market. In 1989,
EC sales rose by 34% to 150 400 units to
give them a 3.4% penetration rate: a fig-
ure which represents around 2% of the
total vehicle market. All EC producers en-
joyed increased sales in 1989, and with
the help of distribution agreements with
Japanese manufacturers, they are likely to
continue increasing volumes over the next
few years, though at a reduced rate.
Market shares
1989 saw the usual strong competition be-
tween the Volkswagen-Audi Group and the
Fiat Group for market leadership of
Western Europe. Although Audi sales
dropped last year, an improvement of
SEAT’s products in the major markets
helped to propel Volkswagen ahead of
Fiat. Fiat were followed by PSA, Ford,
General Motors and Renault respectively.
In 1990 however, General Motors pro-
gressed largely at the expense of Ford,
due to a fresher product line.
In the light commercial vehicle (LCVs up
to 6 t GVW) market, Renault comfortably
held on to market leadership in 1989, with
a sharp increase in sales. Renault is fol-
lowed by PSA, Ford and Fiat/IVECO re-
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spectively. VW, who in 1986 was ahead of
Fiat, and only slightly behind Ford, has fal-
len back. The situation is expected to
change, given the imminent launch of a re-
placement for the linchpin of the VW LCV
range; the new Transporter.
Mercedes-Benz has dominated the heavy
end of the truck market during the late
1980s, and indeed took 23% of the truck
market over 6 t GVW in 1989, with a
strong performance in the heavy sector. It
was followed by Fiat/IVECO with 14% and
Volvo with 10%.

Employment trends
The level of direct employment in the EC
automotive industry reflects the restructur-
ing which has been taking place since the
early 1980s. Overall, around 390 000
(18%) jobs were lost in the industry be-
tween 1980 and 1987, although total job
losses (direct and indirect) are believed to
be closer to 600 000. In contrast to France
and the UK, the Federal Republic of
Germany achieved an increase in employ-
ment of +68 000 during the same period.
The latest estimates of direct employment
(manufacturing) in the West European
motor vehicle industry for 1988 stand at

1.5 million, although a further 8.8 million



employees were indirectly employed within
the motor industry and services, making
10.3 million employees in total.
In the long-term, the downward trend in
the numbers employed is expected to con-
tinue as investment strives to improve
standards of productivity, which usually re-
sults in the substitution of capital for la-
bour.
Between 1980 and 1988, productivity in-
creased by around 39% due to the restruc-
turing activities discussed earlier.
Manufacturers are still pushing for further
productivity improvements, and are offering
benefits to employees to help them
achieve this. These include reduced hours
as well as financial incentives.
Financial performance
The financial performance of the EC auto-
motive manufacturers has greatly improved
since 1984. After combined losses of 2.2
billion ECU for the 1981-84 period, the
1985-87 period saw automotive companies
realising a net profit of 10.6 billion ECU,
and from 1987 onwards, almost all com-
panies have been operating profitably.
This turnaround was largely the result of a
succession of good years for the EC pas-
senger car and truck markets, but was
also assisted by the long period of restruc-
turing in the late 1970s and early 1980s.
In recent years, the US multinationals,
Ford and General Motors have been sup-
porting their profitability with high earnings
from European operations in the UK, Ger-
many, Belgium and Spain. In 1989, how-
ever, General Motors Europe’s net profit
remained flat, whilst Ford of Europe’s oper-
ations suffered a sharp fall in profits‘.
All of the other major EC producers man-
aged to record higher profits. The VW

Group made the most progress, with turn-

Table 6
Motor vehicles
Employment and productivity, 1989

-

Table 7
Motor vehicles
Financial performance of the main EC producers, 1989

over higher by 10.4% and net profits up
by 34.6% (though from a low level). With
the highest turnover at 34.5 billion ECU,
the Fiat Group reported a profit of 2.4 bil-
lion ECU, of which slightly more than half
was attributed to automotive operations.
Eastern Europe
Much of the development of the Eastern
European motor industry got started during
the 1960s when most of the current pro-
duction capacity, product designs and tech-
nology were developed and licensed.
Much of this development occurred with
the assistance of West European com-
panies, notably Fiat in the Soviet Union
and Poland, and Renault in Romania. Al-
though there was a marked increase in ac-
tivity and output during the 1970s, political
and economic reasons led to a slowdown
in expansion during the 1980s.
The opening up of Eastern Europe in
1989 has led to a strong revival of interest

from the Western automotive manufac-
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turers in the countries of Eastern Europe,
both in terms of potentially large markets,
and also as a low-cost production base.
All Eastern European markets have low le-
vels of per capita car ownership by West-
ern standards. In addition, production
levels have failed to satisfy consumer de-
mand, with 5-10 year waiting lists not un-
common. Investment activity from Western
producers is likely to help to redress this
shortage.

Most of the major West European manufac-
turers have already entered into agree-
ments with Eastern European producers,
in anticipation of future rewards. Fiat is
negotiating a wide scale investment for
the Yelabuga operation in the Soviet
Union. This is to be a three phase invest-
ment programme, involving production of
two small models and one larger model.
Around one third of output is eventually in-
tended for Western markets. Fiat has also

been very active in Poland, where in a
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joint venture with FSM, it plans to produce
over 300 000 minicars by 1995. In Eastern
Germany, VW plans to replace the Tra-
bant with the Polo, whilst General Motors
has projects in both Eastern Germany and
Hungary.
The major impact on capacity and produc-
tion in terms of Western projects is not
likely to be realised until the beginning of
1994. By 1995, total production is forecast
to increase from 2.5 million in 1989 to
over 3 million units by 1995. Around 35%
of capacity in place by this time, will result
from the replacement of existing capacity.
Over this period, exports to the West are
anticipated to increase by close to 90%, to
over 330 000 units. Steady, but consistent
growth is also forecast for new car sales in
the Eastern European markets, and the
total market size by 1995 is expected to
be around 2.6 million units.
Environmental issues
Since the early 1970s, EC legislation has
controlled the emission of both unburned
hydrocarbons and carbon monoxide, and
in 1978, nitrogen oxide also became sub-
+3¢t to control. In 1987, the "Luxembourg
-ompromise” finally became law as a re-
ult of the Single European Act, introduc-
‘ag stricter regulations for cars with
«ngines over 1400cc capacity. These regu-
iations were to be phased in on a gradual
»asis over the period to 1993. Neverthe-
less, the legislation failed to make any
judgement on cars with engines below
1400cc or diesel engined cars.
For the manufacturers, the technical
changes required to meet these regula-
tions were substantial, with the conse-
quence of considerably higher costs for
both producers and consumers. For the

most part, catalytic converters were re-
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quired, creating a demand for unleaded pe-
trol. In fact, a separate EC Directive, re-
quiring Member States to ensure that
unleaded petrol was widely available by
the end of 1989 (lead itself being re-
garded as a pollutant), was issued in 1985.
By 1989, there was a more acute recogni-
tion of the need for European integration
at an industrial and legislative level, which
allowed the compromise to be removed.
According to recent legislation, all new
cars will have to meet standards as
severe as those originally conceived for
cars with engines over 2 000cc, i.e. as
strict as US norms. This will probably
come into force by 1992, and the legisla-
tion will be mandatory rather than op-
tional. In 1989, legislation was established
to this effect for the small car class.
Although the problem of inadequate un-
leaded petrol supply has been largely re-
solved, there are still some problems,
particularly that of cost. Some Member
States have been considering the introduc-
tion of fiscal subsidies for "clean”" cars
with a joint objective of reducing
emissions as soon as possible, and mak-
ing it easier for domestic manufacturers to
withstand the higher prices which would
undoubtedly curb demand. So far, only
Germany and the Netherlands have taken
significant steps in this direction.

The issue of carbon dioxide emissions
(which add to global warming) have still
not been adequately addressed. At the mo-
ment, there are no specific technological
methods to reduce carbon dioxide
emissions from an engine other than im-
proving its efficiency. This is unlikely to re-
sult in higher production costs for
producers. Road transport is estimated to

account for around 25% of total European
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carbon dioxide emissions.
A further consequence of the recent grow-
ing public consciousness of the problems
caused by motor vehicles to the environ-
ment has been the "bad press" given to
the diesel ‘engine, which originally arose
after the concern about acid rain in the
mid 1980s, but is now founded on their
high particulate emission levels. In fact, be-
cause of their greater economy, diesel en-
gines do have a positive part to play in
the environment debate. The diesel issue
is particularly relevant to the truck industry
which is completely reliant on this form of
fuel.
Unlike the United States, whose CAFE
standards have heen regulating fuel con-
sumption since the 1970s, the EC does
not currently monitor or regulate this factor
in any way. However, the average fuel effi-
ciency in the EC is currently quite similar
to the US average. There have however
been some developments on other environ-
mental "hazards" such as noise levels per-
mitted by heavy trucks, and circulation
restrictions in major cities at peak times
and during the night.

Outlook
With the introduction of the Singie Euro-
pean Market at the end of 1992, EC car
manufacturers are moving into a time of
great potential change, with consequences
for both internal and external competition.
Although the industry has already seen
considerable restructuring, competition is
expected to intensify again, possibly lead-
ing to further rationalisation, particularly in
the truck sector.
After several years of buoyant market
growth, 1990 brought a slight fall in the de-
mand for passenger cars. A further de-

cline (likely to be worse than -1%) is



anticipated in 1991. In 1990, the UK car
market fell sharply, and the outlook re-
mains negative for 1991. ltaly also de-
clined marginally in 1990, and 1991 is
expected to bring a further drop in sales.
West Germany performed well, and the ad-
dition of Eastern German car registrations
from 1991 should enable the market to
cross the 3 million units barrier.

By the mid 1990s, new passenger car
sales in the EC are forecast to be roughly
one million units higher than the

1989 level, at 13.2 million. The main propo-
nents of the growth in the interim are ex-
pected to be Germany, Spain (back into
its stride again after a slackening in

1990), and France. Of the smaller EC mar-
kets, Portugal, Greece, Denmark and Eire
will also be contributing to the growth.

The major threat to continued growth must
be the growing environmental pressure,
which is manifesting itself throughout the
EC. This pressure is likely to become
more influential, making it increasingly diffi-
cult for the motor industry to carry on as it
is today. However, all manufacturers are
known to be investing heavily in "greener”
technology, and some kind of break-
through is possible eventually.

The van and light truck market are also
set for steady progress in the early 1990s,
with the evolution of new image-conscious
products such as off-road vehicles, mini-
vans and pick-ups providing a particular
boost to demand. Indeed, most of the
major EC manufacturers have plans to pro-
duce one or more of this type of product,
and aithough volumes are not initially pro-
jected to be very high, profit margins will
be good, and if such vehicles take off, as
they are already showing signs of doing,

the outlook for growth is promising.

Table 8
Motor vehicles
World car production forecast

Table 9
Motor vehicles
World car sales forecast

With regard to the heavy market, the
sharp surge in demand in the late 1980s
was partly a result of the road transport in-
dustry investing with a view to drawing the
maximum benefit from the approaching
Single Market. Markets such as Belgium
and the Netherlands, which are major
players in the haulage industry, have re-
cently enjoyed marked strong growth.
There have been numerous new entrants
to the industry, causing competition to in-
tensify and margins to tighten. It is looking
increasingly likely that there will be a
shake-down period in the early 1990s,
with demand falling back towards more
"normal” levels. By 1992, sales of vehicles

over 15 t GVW, are expected to be
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around 12% below the record 1989 figure.

Even by the mid 1990s, sales are not ex-

pected to have recovered.

Written by: DRI Europe

The industry is represented at the EC level by:
CLCA: Comité de Liaison de la Construction
Automobile. Address: 5, Square de Meeds, bte 8,
B- 1040 Bruxelles; tel.: (32 2) 512 79 30,

fax: (32 2) 514 00 58
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The motor vehicle parts and accessories sector is
‘emerging as an important industry in its own right.
Comparative statistics on the sector should however
be regarded with caution due to the lack of a
standard definition of its boundaries. A recent study,
carried out for the European Commission (DG llI),
underlines the vital importance of a sector which
employs around 1 million people (ie 2.5% of total EC
industrial employment) in around 3 250 enterprises
within the Community. The sector is estimated to have
generated, in 1988, a turnover of around 70 billion
ECU, ie about 40% of the overall revenue of the
European motor vehicle industry. The sector generates
a significant trade surplus, of around 2.5 billion ECU
per year.

Original equipment parts account for approximately
75% of company revenues, with the remaining 25%
attributable to the replacement of parts.

In terms of added value, the independent
components industry accounts for approxi-
mately 21% of the total value added by
the automotive industry.

However, the importance of the automo-
tive suppliers’ industry goes far beyond
these figures, since the scope of the study
mentioned above, was limited to automo-
tive component activities for passenger
cars and commercial vehicles up to 3.5

tonnes, and did not include products such

as tyres, accessories, paint, adhesives, un-

finished components and materials, as
well as communication equipment. In addi-
tion, the mutual dependence and syner-

gies linking automotive manufacturers and
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suppliers, makes this sector a strategic in-
dustry in terms of new technology diffu-
sion, owing to the importance of the
automotive activities within the overall Eu-
ropean economy. International competition
in the automotive parts industry is intensi-
fying as trade develops and investment re-
quirements reach new heights. Being a
key element within the competitive struc-
ture of the automotive industry, the sector
is therefore confronted with the challenges
facing the EC automotive industry, as well
as with the necessity of adapting to the
changing industrial standards of the pro-

fession.
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Importance of the EC component industry
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Description of the sector
Traditionally, the parts and accessories
market is broken down into two main seg-
ments: the market for original equipment
parts (OEM) that car manufacturers buy
from specialised producers for assembly
into their vehicles, and the market for re-
placement, which comprises of parts des-
tined for repairs and automotive
accessories. Another important segment for
motor vehicles parts and accessories’ trade
includes exports of both automotive compo-
nents and vehicle parts destined for assem-

bly outside the Community.

The market for motor
vehicles parts and
accessories
The original equipment parts market
(OEM) Demand for OEM is, by definition,
linked to the level of activity in the automo-
tive production sector. To a large extent, the
situation in the OEM depends on the degree

to which car manufacturers are integrated.
Increasingly, this portion of the market
tends to be supplied by large companies
operating either independently or on an in-
ternational (sometimes worldwide) basis,
or as part of the integrated activities of
the car manufacturers. Currently, the pat-
tern with regard to sourcing practices

within the EC automotive industry differs
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greatly from manufacturer to manufacturer.
However, it is generally accepted that the
overall level of outside purchasing carried
out by the European car manufacturers
(60 to 70% of total component require-
ments) is more important than in the US in-
dustry (40 to 50%) but less than in Japan
(around 80%).

There is a well established trend towards
more outside purchasing of components
by car manufacturers, as the in-house pro-
duction of parts is increasingly seen as a
handicap. Such developments, combined
with the fundamental changes in the na-
ture of the industry, are having a dramatic
result on the overall numbers of inde-

pendent operators present in the industry.
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Vehicle manufacturers are cutting back on
the number of suppliers, while committing
larger shares of their purchasing require-
ments to preferred systems suppliers. Over-
all, during the past five years, it is
estimated that the number of independent
companies, previously direct suppliers to
the EC car manufacturers, has been re-
duced by approximately 50%.

A large part of this reduction has been
achieved via mergers, takeovers and con-
solidations amongst previous competitors
or companies having industrial synergies,
such as Valeo/Neiman and Magneti Ma-
relli/Solex/Jaeger/Weber.

In spite of the increased presence of
large, international companies, the original
equipment sector continues to be very frag-
mented. This is essentially due to the na-
tionally based nature of parts
procurement. Although intra-EC trade has
grown to extremely high levels during the
past decade, most vehicle manufacturers
continue to source largely from their do-
mestic supplies. For instance, Daimler-
Benz procures approximately 90% of its
needs from the Federal Republic of Ger-
many, Renault about 70% from France and
Fiat about 85% from ltaly.

Another characteristic of the sector is re-
lated to the fact that the European compo-
nents industry comprises mainly of small
and medium-sized companies. The aver-
age size of employment is about

270 people, but 64% of these enterprises
employ less than 100 people. Only 4% of
the companies have more than 1 000 em-
ployees, although these firms account for
50% of total employment.

The replacement parts market
Demand for replacement parts depends on

the usage of automobiles and other motor
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Figure 2
EC autocomponents: estimated number of suppliers by country 1988
(total 3 252)
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vehicles, as opposed to new sales thereof.
Demand is thus likely to be more stable on
this market segment than on the OEM.

It is generally estimated that about 70% of
this market is supplied by independent
parts manufacturers, with the remaining
30% controlled by the car manufacturers
via their diistribution and service networks.
The replacement parts market differs
greatly from country to country. Market fea-
tures in the various EC countries depend
largely on the characteristics of the cars
on the road, the age of the park of cars
and the existence of specific legislation
with regard to obligatory inspection of ve-

hicles once they reach a certain age.

Trade
The internationalisation of the industry has
been a determining factor in the substan-
tial increase in foreign trade experienced
since 1980. Exports reached the equival-
ent of 6.5 billion ECU in 1989.
The analysis of trade flows (see table 1)
shows that the EC’s trade surplus has
regularly increased between 1980 and
1985, when it reached a record 6 billion
ECU. Trade between Member States al-
most doubled during the same period.
However, over the period 1986-89, the
Community experienced a decrease in its

trade balance of about 50% as compared

Figure 3
EC autocomponent companies shown by size bands
(total number of companies: 3 252)
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Table 1
Motor vehicle parts and accessories
External trade, 1980-89

tbillion ECU) 1980 1985 1986 1987 1988 1989
Intra-EC frade 8.3 114 131 15.3 13.1 18.3
Extra-EC trade R

Imports 1.0 27 2.8 33 3.4 4.0
Exporis 54 8.7 8.3 8.6 6.4 8.5
Net exports 4.4 8.0 5.4 54 3.0 25
of which,

BR Deulschland 23 38 3.5 a7 14 1.4
France 4.7 1.2 1.1 1.0 1.0 .7
italia 05 0.9 08 0.7 08 0.9
United Kingdom 1.3 14 08 - 07 0.5 0.4
Other 0.2 -0.8 0.8 -0.8 0.7 4.9

Source: Burostat {Comext)

with 1985 when, concurrently, trade be-
tween Member States grew at sustained
rates. This situation is mainly attributable
to the boom in car demand experienced in
Europe since 1986, but also to a change
in the classification of trade statistics. In-
deed, while European parts producers
were predominantly busy trying to meet in-
creased demand from the EC car manufac-
turers, EC exports remained almost flat,
and imports (mainly from Japan and other
NIC) of parts and accessories reached a
new peak of 4 billion ECU in 1989 (three

times higher than 1980 as compared with

an overall increase of 60% in exports for
the same period).
With regard to the EC trade surplus, the
Federal Republic of Germany continues to
be the major contributor.
Industry structure

The EC motor vehicle parts and acces-
sories industry is based on five national in-
dustries, with differing structures and
performance levels. There are basically
three types of producers:
< the large diversified producer, whose out-

put consists of many products in addition

to auto parts (Bosch and Siemens in the

Table 2
Motor vehicle parts and accessories
Structure of EC production by country and component type

Country % Component %
of total type of total
Belgique/Belgié-Luxembourg 1.8 Fuel systems 44
Danmark 0.5 Engine pars 11.8
BR Deutschiand 380 Cooling systems 33
Hellas ‘ 0.2 Exhaust systems 33
Espafia . 10.2 Transmissions 3.0
France 23.0 Drive train 7.3
Ireland 0.1 Suspsension 5.9
Halia 149 Steering 25
Nederland 05 Body parls 18.1
Portugal 0.5 Interior parts 10.8
United Kingdom 104 Braking B84
Whaels '} 85
Total 100.0 Electrical parts {2) 158
Other 23
Total 100.0
1) Excluding tyres
) Exchuding slectronics
Saurce: PRS/BCG/European Commission
* * g

* *
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Federal Republic of Germany);
< the larger producers specialising in auto
parts (Valeo-Neiman in France, Magneti-
Marelli in ltaly);
< hundreds of SMEs producing auto parts
on a smaller scale.
Table 2 illustrates the organisation of the
motor vehicles parts and accessories’ sec-
tor, by country.
German industry The independent
German industry dominates the European
market with about 39% of the total European
production (estimated at 79 billion ECU in
1988). This strength comes from the sheer
size of the German motor vehicle industry,
the importance of the upper market segment
and from strict legislation on car mainten-
ance. The large German firms have played a
maijor role in developing new products as
illustrated by Bosch, the world's largest unaffil-
iated auto parts producer, which is a pioneer
in the fields of fuel injection and anti-blocking
system brakes. Bosch alone is estimated to
account for nearly a quarter of German pro-
duction. The leader's vitality pulled many
smaller firms along with it, and contributed,
together with other large firms such as ZF,
Fichtel and Sachs, Teves and VDO, to the
unchallenged leadership of the Federal
Republic of Germany within the European
ASI.
French industry The French industry is
the second largest in Europe, with about
23% of the European total, although its struc-
ture is still very much characterised by a
large number of nationally oriented small and
medium-sized producers. Major restructuring
has taken place in recent years led by the
three international scale emerging groups: -
Valeo, Epeda-B-Faure and ECIA (PSA group).
Italian industry The Italian industry,

which accounts for about 14% of the Euro-
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pean production, is dominated by the Fiat
group. The leading producer is Magneti-Ma-
relli, a subsidiary of Fiat, which now has an
increased presence in all major European
markets (France, Federal Republic of Ger-
many and Spain). Widely dispersed in the
early 1970s, the sector is being tightly re-
structured under the influence of Fiat.

UK industry The UK components indus-
try, which accounts for about 10% of the
total sector, has been badly hit by the de-
cline of British vehicle production and its ex-
cessive dependence on domestic manufac-
turers. However, the existence of an import-
ant replacement market together with the in-
creased rate of Japanese investment in auto-
motive production activities in the UK, has
allowed the large British component pro-
ducers (Lucas-Girling, T&N and GKN) to re-
structure and regain vitality in a market with
considerable potential.

Spanish industry The Spanish industry
has emerged since the late 1970s as an-
other important producer of automotive com-
ponents, having now reached a size com-
parable with the UK. Originally developed to
comply with local content requirements, the
industry has grown considerably since the
early 1980s, thanks to the increased import-
ance of Spain as a car manufacturing
country. However, most of the components
producers present in Spain are subsidiaries
of foreign companies.

EC in comparison to the USA and
Japan The high degree of vertical integra-
tion of the US industry makes American car
makers the world’s biggest producers of
motor vehicle parts and accessories (this is
particularly true of GM).

Furthermore, there are large diversified US
corporations with strong market positions
and proprietary technology in the automo-

tive market in the US and around the
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Figure 4
EC employment by employee size bands
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world. Leaders include Allied-Signal-Ben-
dix, Rockwell, Dana, United Technologies,
ITT and Eaton. Most of these firms have
global strategies and long established oper-
ations in Europe, where they enjoy leading
positions in all major European car produc-
ing countries.

The efficiency of the Japanese supply in-
dustry has been a key factor in the interna-
tional competitiveness of its automobile
industry. Although smaller than the
Community (0.5 million compared with

1 million people), the Japanese compo-
nents industry is much less fragmented.
Aside from the 40 000 sub-contractors,
who form the second and third tiers of the
pyramidal structure of the Japanese indus-
try, there are 310 component suppliers,
compared with 3 250 companies in the

EC. The average size of enterprises is
900 compared with the EC level of 270.
Forty-five percent of the Japanese firms
employ more than 500 people, compared
with only 10% in the EC.

These Japanese companies have close or-
ganisational and financial links with the ve-
hicle manufacturers, and most of them
form themselves into groups around a con-

structor. For instance, Nippondenso, the
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largest Japanese component producer, is
partly owned by Toyota.

Many component producers are owned by
more than one vehicle producer. This sys-
tem has resulted in an industry which is
more specialised and concentrated than
the Community.

The extensive transfer of Japanese auto-
motive production overseas has led to in-
creasing overseas investment by Japanese
parts producers. In the USA, there are al-
ready 120 plants in operation, and this
number is forecast to double by 1990.
There is as yet little Japanese parts invest-
ments in Europe (about 50 companies).
However, the likely rapid increase in
Japanese automotive production and as-
sembly in Europe will clearly bring with it
an influx of components suppliers, prob-
ably at first in the form of joint ventures
with European companies. Of course,
these suppliers will not just be content
with supplying Japanese transplants, but
will also try for a bigger share of the total
European market.

In this context, the EC component pro-
ducers must be able to compete, particu-
larly in the high-growth electronics

segment of the market, or face losing a



large slice of the next decade’s 30 billion
ECU growth to Japan.
It should, however, be noted that several
European component producers have inter-
ests in the Japanese industry, such as
Bosch who has a minority stake in Nip-
pondenso.

Relationship between

manufacturers &
suppliers

The pattern of relationships between manu-
facturers and suppliers is being substan-
tially modified. A major reason behind
such a change arises from the necessity
of car manufacturers to limit investment
and resources to essential activities which
represent the core of their industry. At the
same time increasing outside purchasing
and passing on the responsibility for pro-
duct development, manufacturing and
quality assurance functions to their sup-
pliers (systems suppliers and/or spe-
cialised affiliated companies).
Components producers thus contribute to
the competitiveness of the industry, and
the increased inter-dependence of the two
sectors becomes a logical result. Although
conceiving, designing and producing in ac-
cordance with manufacturers’ specifi-
catios, the component producer is
increasingly technically autonomous. This
is typically the case of systems suppliers
who possess proprietary technology and
product know-how.
As the Japanese car industry has shown,
the necessity for the car manufacturer to
rely increasingly on such a supply base,
implies fundamental changes in the struc-
ture of the sector. This means an increase
in the sharing of high-value added pro-
ducts, faster growing R&D expenditure,

and a need for organisations to adapt to

new constraints (excellence in quality, de-
livery and price as well as production flexi-
bility). Finally there is a need to share
productivity gains with car manufacturers
on a continuous basis, and to finance a
growing share of the productive invest-
ments (tooling and specific equiprﬁent)
necessary for tailor-made products.
In return, car manufacturers are offering
longer term purchasing commitmentsAand
closer cooperation, both of which contrib-
ute to improved stability in mutual relation-
ships.

Implications of the

Single Market

The increased internationalisation of the
automotive industry is forcing the motor ve-
hicles parts and accessories sector to com-
pete on a global basis. Once relatively
isolated from foreign competitors, EC com-
ponent suppliers are now facing increased
domestic, European and worldwide competi-
tion.
The creation of the Single European Mar-
ket in particular is forcing European sup-
pliers to intensify cross-penetration of
each others’ markets, following the
example of multinational component sup-
pliers. At the same time, as car producers’
external investment increases, foreign com-
petition is more heavily felt. This results
from, on the one hand, the combination of
Japanese car investment in the Com-
munity: the Japanese involvement in the
EC will imply the arrival of new component
competitors who, in turn, become potential
new sources of suppliers for the EC car
manufacturers. On the other hand, the in-
creased internationalisation of EC car pro-
ducers imply geographically enlarged
supply bases, with a constant search for

lower cost purchasing alternatives. In es-
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sence, these developments are tracing a
new international division of component
production.

Technological

developments
The nature of the automotive product,
together with shorter product life cycles,
places increased emphasis on the techno-
logical content of automotive parts. In-
creased use of electronics and new
materials leads to increased collaboration
with other leading high-tech industries and
a sizeable investment in R&D organisa-
tions and equipment at all levels of the py-
ramidal structure of the sector. Once
almost exclusively oriented towards ap-
plied engineering, the existing R&D re-
sources of the sector are now taking a
greater initiative in terms of new techno-
logies offering improved performance, fuel
economy, emission control, safety and com-
fort. Black-box engineering is becoming in-
creasingly a standard practice within the
industry, therefore requiring enlarged R&D
functions utilising up-to-date CAD equip-
ment and involvement at an early stage of
the development process of new vehicles.
Competitive pressure on

costs

Competitive pressure on costs, prices,
quality and delivery standards has led the
industry to restructure in a way similar to
the car manufacturers. Automotive parts
suppliers compete on the basis of price as
well as delivery and quality. The excel-
lence of the Japanese industry in such
fields, considered as a major reason for
their competitive edge, has generated a
trend towards adapting Japanese-type pro-
duction techniques in order to achieve bet-
ter control of all the factors having a

significant bearing on production costs.

13-23



Just-in-time, zero-defect, CAM, automation,
better and faster communication systems,
are some of the features which have
allowed substantial productivity gains while
improving flexibility and allowing self
quality assurance schemes to be put in
place. However, this process, which re-
quires sizeable investment and a recourse
to skilled manpower, is far from being com-
plete, especially amongst small and me-
dium-sized producers.

European distribution

channels

European distribution channels are being
reshaped not only as a result of the com-
pletion of the Single Market - which will
eliminate still existing barriers to inter-EC
trade in automobiles and parts (differences
in standards, taxation and certification pro-
cedures) - but also as a result of in-
creased product sophistication and
squeezed margins. These tend to elimi-
nate intermediaries and see increased in-
volvement of car manufacturers and
specialist component traders mainly in the
replacement market. In these circum-
stances, and owing to the fact that there
is increased pressure for fast moving ad-
justment, a considerable "shake-out" is un-
avoidable, mainly amongst the smaller
suppliers. The main driving force behind

such pressure is the need to reach a cer-
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tain critical size, allowing economies of

scale and financial strength on an interna-

tional basis.
Outlook

It is likely that the market for components

in Europe will extend rapidly over the next

decade, reaching around 95 billion ECU in
the 1990s from a current 70 billion ECU
total, although the level of vehicle produc-
tion is unlikely to grow significantly. With
regard to the original equipment market,
most of the growth will result from:

< the increased sophistication of vehicles
which will be standard fitted with in-
creased automotive electronics, anti-pollu-
tion devices and more efficient safety re-
straint systems;

< the general "up-market" move in car de-
mand with customers demanding more
equipment, comfort and power;

% the increase in component out-sourcing
by car manufacturers with high added
value.

With regard to the replacement market, it

should be remembered that this segment

is governed by the number and the state

of vehicles on the road as well as the
changes in consumers behaviour. These
changes may either occur spontaneously,
or be spurred by legislation on vehicle test-
ing or compulsory maintenance. The con-

stitution of the Single Market by
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1992 makes it likely that such measures
will spread to the countries where they
have been absent up until now. This, com-
bined with the consumer’s desire for safer
and more comfortable driving, and the ex-
pected growth of the total car park in
Europe, implies that there will be promi-
sing growth in demand in the replacement
parts market. On the other hand, techno-
logical advances should result in much
longer lasting parts and thus slow replace-
ment cycles. Increased opportunities in the
Eastern European markets will also have
a positive influence on demand for automo-
tive components. The overall outlook for
growth in motor vehicle parts and acces-
sories is good, but major adaptation and
competitive efforts from the industry are

still required.

DGIlI - Directorate General for Internal Market
and Industrial Affairs, Commission of the
European Communities, rue de la Loi 200,

1049 Brussels, Belgium.

CLEPA: Comité de Liaison de la Construction
d’Equipements et de Piéces d’Automobiles,
Forbes House, Halkin Street, London SW1X 7DS,
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Having held a dominant position until the beginning of

the 1970s, European output of mopeds and motorcycles

experienced a long period of decline, due to shrinking
market demand and strong import competition from

Japanese products.

The leading European firms reacted to this situation by
investing and restructuring, with obvious benefits for
employment levels. The situation now seems to be
improving and during the late 1980s, production moved

upwards once again.

Description of the sector
The NACE definition is very general since
it includes cycles and parts.
Mopeds are motor driven vehicles with two
or three wheels, with an engine displace-
ment not exceeding 50cc (if thermic) and
a large spread of a maximum design
speed up to 50 km/h. Legal definition and
limits vary between each Member State.
Motorcycles are motorised vehicles with
two or three wheels, exceeding the legal
definition of mopeds.
In certain Member States, some four-
wheelers are also designated as motor-
cycles, when they conform to particular
design limitations.

Current situation
The world production of mopeds and mo-
torcycles is dominated by the Asian coun-
tries (which accounted for 66.7% of total
world production in 1988, with Japan’s
share at 26.2%), followed by Eastern
Europe (16%) and the EC (12.9%). How-
ever, if we take account of the fact that a
large part of the production in Asia is done
under European and Japanese licences

(the same holds in Africa and Brazil) and

that the equipment produced in the
Eastern countries and China is outdated,
the high technologies of the mopeds and
motorcycles industry in Japan and the EC
pull these two regions to the top of the
world market.

In 1989, the main EC producers in

1989 were, in decreasing order, Italy
(52%), Spain (20%) and France (18%);
mopeds represent the major part of the EC
production, at around 71% of the total out-
put of the sector.

Mopeds are also the major item sold on
the EC market (69% of total sales of the
sector), whereas, on the world market 56 %
of sales in 1988, were motor driven
vehicles with an engine displacement ex-
ceeding 50cc.

Nowadays, the number of EC producers of
mopeds and motorcycles is about 50;
these account for 85% of the Community
production, the remaining 15% being ac-
counted for Japanese producers.
Nevertheless, the 10 largest EC producers
represent 68% of the production, reflecting
a certain degree of concentration in this

sector.
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Figure 1
Breakdown of the world production and sales
of mopeds and motorcycles in 1988

Production Sales

North America 1%
North America 4.7%

Asia (without Japan) 40.5% Eastern Europe 16% Asia (without Japan) 39.7%

Eastern Europe 16%
South America 2.1%

South America 2.8%

EFTA .4% EFTA 1.3%

Japan 26.2% Japan 16.6%

EC 12.9% :
Other .9% EGH33% Other 3.4%
Source: IMMA, JAMA, Eurostat, National Associations of Motorcycles
Production crease in demand, resulting from the fall- a licence were established in the Federal
The EC industry dominated the worldwide ing birth-rate, a shift in favour of four- Republic of Germany.
production of mopeds and motorcycles wheeled vehicles, and certain legal At the same time, EC manufacturers were
until the early 1970s. requirements; for example, since 1986, confronted with a stronger Japanese
Subsequently, the industry encountered a crash helmets must be worn in ltaly, while presence, as imports began to increase
period of great difficulty, because of a de- speed limits for mopeds and the need of significantly. The overproduction of
Figure 2 Japanese producers (Honda and Yamaha)

Breakdown of EC production of

mopeds and motocycles in 1989 led to a real competition war between the

9175 largest producers, and to a novelty race.
) o

] The average price of motorcycles however

—] >51cc [} <50cc

&0 rose, reflecting their higher sophistication.

_— For a large part of the 1980s, European

output of both mopeds and motorcycles
o continued to decline, by varying degrees,
200 according to Member State. The sharpest
falls were recorded in the Federal Repub-
lic of Germany (-18% per year between

1980 and 1989) and France (-7.6% per

year), while Spanish production increased
Source: National Associations

by nearly 5% a year. The trends by prod-

Table 1
Mopeds and motorcycles
Producers and employment, 1989
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uct were however different, with the pro-
duction of motorcycles remaining fairly
stable while mopeds production decreased
by close to 6% per year during the 1980s.
The downward trend of the EC production
was stopped in 1987 for mopeds and in
1988 for motorcycles. In 1989 production
reached 1758.2 thousand units, 20% over
1987. As the 1990s get under way, the
trend in the production of mopeds and mo-
torcycles seems to have been reversed
and the outlook points to positive though
moderate growth.

Consumption
On the sales side, the largest EC market
is Italy, closely followed by France and
Spain. Sales in the Federal Republic of
Germany accounted for only one third of
those in Italy in 1988.
The changes in demand for mopeds in par-
ticular were fairly similar, and once again
the German and French markets suffered,
while the Spanish market remained con-

stant. Although the decline in demand for

Table 2
Production of mopeds and motorcycles by country, 1980-89

motorcycles continued in most markets
right up to 1987, now the signs are that
the sector is recovering.
Most observers believe that demand can-
not fall much further, and forecast a posi-
tive future trend, mainly for mopeds and
light motorcycles, particularly as they offer
an alternative to the generally worsening
levels of traffic congestion throughout the
EC.
With this in mind, the outlook for EC manu-
facturers is reasonably positive, although
there are risks to the forecast given the un-
certain implications of the Single Market.
External trade
The deficit of the external exchanges of
the EC reached 615 million ECU in 1988,
imports being nearly five times the level of
exports.
EC exports represent more than a quarter
of the total EC production (CKD vehicles
included). In volume terms, about two
thirds of EC exports are accounted for by

the largest EC producer, ltaly.
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Available statistics reveal considerable mar-
ket penetration by Japanese manufac-
turers, who now dominate import activity
in this sector. Most of the EC imports
(89% in 1988) were coming from Japan,
while the EC exports to this country repre-
sent no more than 15% of the EC total ex-
ports.

This holds despite restrictions on imports
of Japanese vehicles. The EC industries lo-
cated in Italy, France, Spain and Portugal
are protected by such restrictions. There
are however several agreements between
EC manufacturers and licencees for the
production/assembly of European models
(mainly scooters and three-wheelers) in
South-East Asia, India, the People’s Re-
public of China, Taiwan and the Middle-
East.

Since the EC is a large producer of
mopeds, the trade balance deficit mainly
reflects the high level of imports of bigger-
engined motorcycles; the trade balance of

mopeds showed a surplus of 18 million
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ECU in 1988.

Employment and

productivity

In the mopeds and motorcycles industry,
direct employment accounted for 22,800 in
1989, a relatively low level compared to
the 157,000 persons working indirectly for
this industry in the distribution, sales, ac-
cessories and secondhand shops.
The falling levels of production have led
to lower direct employment levels, as a re-
sult of plant closures and restructuring ac-
tivity, especially in the northern countries.
A few successful operations have however
been able to increase their labour force.
Employment is now expected to stabilise
close to the present level.
Labour productivity varies depending on
the type of model that is produced by
each company, and ranges between
18 units per employee and per year at

BMW in 1989, to 102 at Honda, and
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Table 3
Sales of mopeds and motorcycles by country, 1980-89

122 at Moto Vespa for instance. On aver-
age, the numbers hover around 100 per
year for the biggest companies.
Investment
Since the early 1980s, some European
manufacturers have carried out major in-
vestment projects to improve their competi-
tiveness, yielding advancements in the
area of moped, scooter and low capacity
motorcycle production.
The leading firms approached the situation
by restructuring their activities and combin-
ing the rationalisation of production fa-
cilities with the utilisation of new
technological processes.
Despite the fact that demand was still fall-
ing during the last décade, promising an
uncertain future, the improved outlook for
demand is now providing a new impetus
for companies to consider further invest-
ment activity.

Investment in R&D for new, more ad-
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vanced or cleaner models, is also increas-
ingly important. According to a sample of
respectively 9 and 16 constructors of
mopeds and motorcycles, R&D investment
accounted for about 3.4% of the turnover
in 1989, while investment in new capacity
reached almost 5% of turnover. BMW for
example spent 8.1% of its turnover on
R&D that year.
The share of EC production that is in the
hands of Japanese firms is however in-
creasing. Japanese manufacturers, who al-
ready own local plants, have recently
increased their financial shareholdings,
gradually assuming control of existing Euro-
pean companies.

Structural changes
In response to the poor economic situation
in the early 1980s a number of companies
began to engage in M&A activity, and the
1980s saw the growth of new, dynamic,

factories. There has been a build-up of



such activity recently, and further develop-
ments are expected until the companies
operating in this sector become large
enough to draw benefit from economies of
scale and synergies. This is particularly
true of Italy, where Piaggio has acquired
the Austrian company Puch, and the
group Cagiva-Ducati merged with Moto
Morini and Husgvarna.
Mergers and acquisitions have been made
mostly between EC companies and
Japanese producers trying to have a base
in Europe. In Spain, for example, Suzuki
bought Avello-Puch in 1986; Yamaha,
Babesto in 1987.
Some Japanese companies established in
the EC to sell their mopeds and motor-
cycles more easily. Nevertheless, while
the 12 largest EC producers accounted for
94.4% of total EC output in 1989, these
same producers accounted for only 64.2%
of the total EC sales, while Japanese pro-
ducers accounted for 35.8% of sales. The
Japanese producers implanted in Europe
are in fact mostly assembly plants.
Industry structure

The EC motorcycle industry comprises

some 50 companies, with most of the pro-
duction taking place in Southern Europe.
About 52% of EC production comes from
Italy (42% of EC moped production and
78% of EC motorcycle production); Span-
ish manufacturers represent nearly 20% of
the total production. France follows closely
with 18%, while Japanese manufacturers
control 15% of EC production through li-
censing agreements, financial stakes or
local plants.

Based on sales, the ltalian Piaggio Group
is the largest supplier on the EC market,
followed by Peugeot MTC, Moto Vespa
and Derbi. At the world scale however, Pi-
aggio is taking third place, preceded by
Honda and Yamaha. The three Japanese
producers installed in Europe are Yamaha,
Suzuki and Honda. The Japanese are prin-
cipally taking place on the market for mo-
torcycles with engines exceeding 251cc,
their part being 82% of the EC market.

In terms of production, the Piaggio Group
(Piaggio, Gilera and Puch) is both the lar-
gest ltalian and the largest European
manufacturer. Motovespa, the largest Span-

ish producer, is also part of the Piaggio

Table 4
Extra-EC Exports of mopeds and motorcycles by country, 1980-89

Group. The other important Italian manufac-
turers are the Cagiva Group (Cagiva,
Ducati, Husqvarna and Moto Morini), Apri-
lia and the Moto Guzzi-Benelli Group.
There are also many other smaller pro-
ducers in ltaly. In France, the largest
manufacturer, Peugeot MTC (which pro-
duced about 170 000 vehicles in 1989), in
which Honda is a 25% shareholder, is pro-
ducing mainly mopeds and scooters
(50/80cc), while Peugeot scooters and
some 50cc engines are produced under
licence from Honda. The second French
manufacturer, MBK Industrie, is under full
control of Yamaha and is assembling
Yamaha scooters and light motorcycles,
while it manufactures mopeds under Mo-
tobécane design.

In Spain, Motovespa (Piaggio Group) and
Derbi are the main manufacturers, repre-
senting 59% of the Spanish production of
motorised two-wheelers. Honda, Yamaha
and Suzuki have plants*in Spain where
they assemble one third of local production.
In the Federal Republic of Germany, the
most important manufacturer, BMW, pro-

duces large capacity motorcycles. In Portu-
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gal, SIS Vehiculos Motorizados LTDA is
the largest manufacturer and mainly pro-
duces mopeds equipped with engines
either from Fichtel & Sachs (FRG) or from
Franco Morini (ltaly). SIS also assembles
Yamaha trial bikes using imported parts.
The second Portuguese manufacturer is
Famel.
In Belgium, production is carried out by
Honda Belgium with 75% of the parts of
European origin. Some engine types are
supplied by Peugeot.
In the Netherlands, the most important
manufacturer, SPARTA BV produces light
mofas. The assembly of mopeds and
mofas is carried out by Tomos.
Special issues
Environment Mopeds and motorcycles
offer a favourable transport alternative in an
increasingly environmentally conscious world,
by reducing the amount of congestion in

busy town and city roads.

Table 5
Mopeds and motorcycles
Structure of the industry, 1989
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Traffic jams can be avoided much more
easily, and a greater availability of parking
facilities are two further advantages, while
the lower levels of pollution caused by
mopeds and motorcycles also provide an
extremely attractive proposition.

The industry is developing cleaner and
quieter vehicles and is succeeding in elimi-
nating components containing asbestos in
order to reduce as far as technically feas-
ible the impact on the environment.

The impact of 1992 The afore-mentioned
process whereby leading firms are concen-
trating resources, and the recent efforts by
the industry to increase its competitiveness,
are also motivated by the likely advantages
to be generated by the Single Market.
Therefore, notwithstanding recent market
difficulties, all major EC manufacturers are
actively pursuing strategies to help them
capitalise upon the opportunities offered
by the new competitive environment result-
ing from the Single Market.

The common standards (licence, legisla-
tion, homologation etc..) adopted by the
members of the Community will probably
lead to a larger automation and rationalisa-
tion of the EC manufacture process. Stand-
ards presently differ widely across Member
States, as illustrated by the number of
gears on mopeds and motocycles of 50cc
and less: whereas in Belgium, France and
Portugal, automatic gears are required, in
Denmark the maximum number of gears is
2 and in Spain, 4. The opportunities arising
from the Single Market will also depend on
the common transport policy and the result
of the trade talks with Japan, especially on
the opening of its market and an easier ac-
cess to its distribution network.

New production technologies The in-

- dustry is developing new technology both in
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terms of the conception of vehicles (CAD-
CAM) and in their construction. This involves
the use of robots, laser cutting machines, im-
proved painting systems and more sophisti-
cated quality control systems.
Eastern Europe Most mopeds and motor-
cycles on the road in the Eastern countries
are fairly old; moped and motorcycle produc-
tion in Eastern Europe is in fact lower than
domestic demand for such products,
whereas exports have been the first priority
due to the need for foreign currency.
Besides East Germany, production plants
exist in Poland, Czechoslovakia, Romania
and the USSR. This would seem to point to
new opportunities for EC producers, and, in-
deed, some talks have already taken place
between East and West European pro-
ducers. The success of EC producers in
Eastern Europe will however depend on
their willingness to establish new plants
there and to keep prices down to gain mar-
ket share, at least in the short run. The
strong presence of the Japanese worldwide,
and their own interest in this growing mar-
ket, is however likely to limit the gains for
EC producers. This is all the more true, be-
cause of the Japanese firms’ involvement in
other segments of the motor vehicles sector,
which enables them to offset losses on the
mopeds and motorcycles market (as a
means of penetrating the market and gaining
a leading position) by profits on other mar-
kets.

Outlook
Most observers seem to believe that the
most difficult period is over, and that the
situation will now become more stable.
Recent and continuing efforts by the manu-
facturers to restructure and reorganise
their activities augur well for the future.

Future success will however depend on



the sector’s ability to achieve a higher
level of concentration, in order to benefit
from synergies in production, economies
of scale in research and development, and
develop vehicles that can use standard
parts; this later factor could indeed enable
a further concentration on the "two-wheel
parts and accessories" segment of the mar-
ket, and bring costs down.

A harmonisation of legislation within the
EC, such as that which will result from the
European unification, will play a positive

role in the development of more standard

products and encourage the restructuring
of the sector. Environmental concerns
could on the other hand lead to govern-
ment initiatives to encourage the use of
mopeds and motorcycles in urban centres,
thereby contributing to reduce traffic con-
gestion.

However, in view of the uncertainty which
characterises future trade agreements with
Japan, it is hazardous to make forecasts
of future developments of production in
Western Europe. Total sales are expected

to grow by a little more than 3% per year
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on average in the short-term (2-3 years),
but could grow faster if certain govern-

ment initiatives to encourage the use of
two-wheeled vehicles were implemented

soon.

COLIMO: Comité de Liaison de I'iIndustrie du
Motocycle. Address: Boulevard de la Woluwe 46,
Bte 6, 1200 Brussels. tel: (32 2) 771 00 85; fax:
(322) 76281 71;

Edited by: DRI Europe
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The strong economic growth recorded both in the
industrialised countries and in the newly emerging
economies of South East Asia over the last few
years has stimulated world trade and reversed the
continuous decline experienced by the shipbuilding
sector since the mid 1960s. The continued growth in
seaborne trade absorbed nearly all excess shipping
capacity. Furthermore, successive waves of capacity
reductions in Western Europe and Japan led to a
more balanced world shipbuilding market. The outlook
seems promising, but the improvement of the market
could be reversed if capacity were reactivated or
expanded carelessly. In autumn 1990, the long-term
positive outlook for the world shipbuilding industry
was overshadowed by the Gulf crisis and by
recessive tendencies in the USA as well as in some
European countries. Furthermore, the position of EC
shipbuilding was aggravated by the weak Dollar.
Hence, for 1991 EC shipbuilders face a great deal of
uncertainty.

Sector definition scribed hereafter relate to that type of ship-
The shipbuilding industry includes the fol- building only.

lowing NACE activities: Current situation

< 361.1 Building and repair of sea-going Until mid-1990, the continued growth in
vessels; seaborne trade, against the background of

% 361.2 Building and repair of vessels for in- only a modest increase in the size of avail-
land navigation; able fleets, absorbed nearly all shipping ca-

< 361.3 Building and repair of boats and pacity and ensured firm shipping markets
yachts; in nearly all sectors. Increased confidence

% 361.4 Painting of ships; in the continuing strength of the market

% 361.5 Shipbreaking. has led to the conclusion of firm long-term

The core of the industry is made up of
yards for the building of seagoing mer-

chant vessels. Therefore, the trends de-
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charters at enhanced rates, as well as to
high prices for secondhand ships. The

world merchant fleet grew by 2.6% in



1989, but is still 7% below the 1982 level.
Investments in modern ships increased in
1989 and during the first half of 1990. How-
ever, due to a low rate of demolition since
then, replacement demand slackened. Com-
pared to long-term demolition requirements
of 23-25 in tdw p.a. actual scrappings and
losses developed as follows:
1988 - 8 m dwt
1989 - 4 m dwt
1990 - 2-3 m dwt (estimated)
Owing to the recovery in new building or-
ders, some improvement in prices were
noted. From figure 2 it can be seen that
in 1989, the tonnage laid up and broken
up reached its lowest point since the
1970s. It is also clear that as seaborne
trade and ship production rise, the tonn-
age broken up and laid up drops. Since
1986, all contract prices for new vessels
have risen continuously in real and nomi-
nal terms although they remain far below
the 1980 price level. Additionally, the price
rise lagged considerably behind inflation
and was insufficient to provide a reason-
able return on capital. Against this back-
ground, recovery in shipbuilding prices
was insufficient. Material costs are rising,
and significant price increases are necess-
ary if world shipbuilding is to regain profita-
bility.

Production

After many years of decline, world ship

Figure 1

Shipbuilding

World fleet and seaborne, 1970-1989 (1)

(million DWT)
°T =

650 - s

600 - e

550 | u

500 /
450 SU——
400

350 /
n

B World fleet

300 Fe—————

1970 1975 1980

(Billion tonne-miles)

175
17 ol |

165 n
16

155 .
15

145 -

185
13 !
12.5
12
115
1"
10.5
10
9.5 1

8.5 i
g | I ! I ! gl

1985

1988 1989

B World seaborne trade

1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981

1982
1983

1984
1985
1986
1987
1988 |
1989 {

(1) Estimated for 1989
Source: Fearnleys Review 1989

production is at last beginning to recover.
EC production is growing faster than the
world growth rate, with a consequent

growth in world market share. Total EC

Table 1
Shipbuilding
Main Indicators, 1980-90

output increased by 20% compared to a
world production increase of 15%, and its
market share rose from 19% in 1988 to

20% in 1989 to the detriment of EFTA
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countries’ market share. Apart from the
EC, only Japan succeeded in increasing
its production share. Japanese production
of 3.7 million CGT exceeded the recom-
mendation made by the Japanese Govern-
ment of 3 million CGT for the larger
shipyards, and was above the 2.4 million
CGT agreed upon by the cartel of

24 large shipyards which was dissolved in
September 1989. Due to social unrest,
South Korea’s output was lower than in
1988, both in CGT and as a proportion of
the world total.

As shown in Tables 4 and 5, the market
shares of Japan and South Korea were es-
pecially high for the fast growing seg-
ments of merchant shipbuilding, such as
oil tankers. The production of oil tankers in-
creased by almost 45% in 1989. The EC
presently dominates the high added value
market of full containerships and non-cargo
vessels, although South Korea and Japan
are launching an offensive strategy to try
and dominate this segment.

Contrary to the widespread opinion that an

increasing proportion of ships are built in

Figure 2
Shipbuilding
Market developments
(Index 1982=100)
00— ) o — - - r* —

} | ® World shipbuilding
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|
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Source: Fearnleys Review 1989

developing countries, the figures reveal tion and market share. Japan took 43.3%

that three quarters of world shipbuilding is of all orders (5.9 million CGT) and its pro-
carried out by industrialised countries. The duction share rose to 37.1% in 1989 from
two countries with dominant market shares 34.3% in 1988.
are still Japan and South Korea, although In 1989, new orders (13 564 million CGT)
the latter suffered a decrease in produc- considerably exceeded deliveries
Table 2
Shipbuilding

Development of contract prices for new vessels, 1980-89

13-34




Table 3

Table 4
Shipbuilding
Production by type, 1989

Table 5
World shipbuilding
Development of merchant shipbuilding by type of ship
1985-1989 in 1000 CGT and %
. " .

G
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World shipbuilding production, 1976-89

(9 881 million CGT). Despite a 22% in-
crease of total new orders from 1988 to
1989, the EC countries lost some of their
market share to Japan. South Korea and
the Eastern European countries also ac-
cepted more orders, but their growth rates
were below average.

In the EC, ltaly and France had the high-
est production growth. Germany’s produc-
tion decreased slightly in 1989 after a
considerable increase in 1988, but it re-
mains the EC’s largest shipbuilding pro-
ducer.

Within the EC, growth in Total Order
Book, as shown in Table 8, was highest
for Belgium. Germany, ltaly, Portugal and
Denmark also did very well. Greece, Spain
and France suffered a slight loss in total
orders compared to 1988.

Competitive conditions in the Member
States have been altered since 1985. The
number of ships annually built in Belgium,
France and Germany has dropped, but in
all three countries volume and value per
ship has risen. Denmark, Greece, Portugal
and the United Kingdom have maintained
a constant production although average vol-
ume per ship declined. In the United King-
dom and Portugal, average value per ship
declined over 70% since 1985. For the

Netherlands the number of ships built de-
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Table 6
New orders in world shipbuilding, 1976-89
{thousand CQT} ("} 1978 1982 1965 1986 - 1987 1968 . 1989
EC 3127 2404 - 2475 1881 187 2266 2754
Western Europe (% 4660 2968 2478 \ Aim :“ 2818 2494 3326
Japan 7338 4858 4440 3432 < s 3 § 880
Rest of world 3885 3708 3408 407t 3800 32 4358
of which,
Eastem Europe 1866 1089 1414 1875 1058 1068 1277
South Karea 325 1008 807 1852 1948 1203 1671
Totad 5893 11538 10822 8482 4740 9128 13584
{') 1978: DGRT coefficleont AWES; 1082: GGRT cosfficient 1678; 1985:89: OGT coefficiert 1984
£} Assaciation of West Buropean Shipbuliders: EQ12 plus Finland, Norway and Sweden
Source: ma«wm%mm Shipping
Table 7
Shipbuilding
Ships completed by member state, 1987/89
{thousand CGT) 1987 1988 1988
EC 1718 1638 1953
Belgique/Belgid 26 47 36
Danmark 194 277 287
BHA Deutschiand 896 503 483
Hellas 7 12 13
Espafia 328 326 306
France . 208 63 199
Hafia 225 120 285
Nederland 146 153 172
Portugal 28 - 28 48
United Kingdom 162 113 187
Bource: EC Contractlioyd's Reglster of Shipping
Table 8 ) ) )
Shipbuilding clined from 92 in 1985 to 55 in 1989, and

Total Order Book
by country at year’s end

Wm 1988 1989
Belgioun/Belgié 82 48
Danmark 480 590
‘BR Deutschiand 856 1815
bellas 117 14
Espaiia 838 884
France 880 362
f#alia 804 1189
Nederland 365 415
Portugal 114 156
tintted Kingdom a7 877
B 4433 58517
Finfand 963 N/A
Norway 114 N/A
Swaden 3 - NA
Western Europe §548 8707
Japan 3474 5897
South Korea 2343 2813
Eastern Burops 3168 Ba2ez
fost of world 3140 3530
Workl 17873 21968

Source: £C ContractLioyd’s Register of Shipping
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the average value per ship fell by 85%.
Italy and Spain were the only EC countries
to experience a rise in total production.
Trade
Figure 3 reveals that the most important
exporting EC countries are Germany,
France and Spain. Spain and Portugal are
gaining importance as exporting countries.
Exports from Greece, on the other hand,
were negligible, whereas Greek imports in-
creased by a rate of 62% in 1989. As a re-
sult, Greece is the only net importing EC
country. This is attributable to the Greek
shipping tycoons. Table 8 also shows that,
on average, export value was below domes-
tic production value and export value as a
share of total value was lower than the

share of physical exports. This may be
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mainly attributed to different composition
of production.

Employment
The continuous deciine in the number of
people employed by EC shipbuilding com-
panies during the 1980s stabilised in
1989. The total workforce of the EC-10 in
new shipbuilding fell from 124 229 in
1980 to 50 548 in 1988 and remained
stable in 1989.

Regulatory environment
In 1989, continued negotiations in the
OECD Working Party on shipbuilding led
to an improved understanding of the need
to reduce capacity and put an end to dis-
torted competition. The Japanese sub-
mitted an agreement which explicitly
admitted their responsibility as the leading
shipbuilding nation, and offered to make
every endeavour to avoid repeating the
mistake of allowing excessive ship produc-
tion. As a result, their government further
restricted the output of the larger
Japanese shipyards to 3 million CGT in
1989 and 3.2 and 3.5 million CGT for
1990 and 1991. In contrast to this develop-
ment the Korean government refused to
make any reduction in capacity. On the
contrary, it provided aid for the rescue of
Korea Shipbuilding & Engineering and
Daewoo shipyard which were in financial
dire straits.

In the face of initiatives from several coun-
tries the OECD Working Party on shipbuild-
ing tried to prepare a comprehensive
inventory of governmental subsidies and
other forms of governmental intervention.
The Commission advocates a minimum of
transparency as a pre-condition for the
removal of subsidies and other governmen-
tal interventions. Furthermore, any reduc-

tion of aid must be agreed upon a basis



of fairness and equity.

The American government takes the posi-
tion that protectionist measures under the
Jones Act must be continued. In this case,
the US market would continue to be com-
pletely separated from the world shipbuild-
ing market.

The Japanese government wants to main-
tain support for the Japanese shipbuilding
industry through national shipbuilding pro-
grammes. Korea’s government takes a simi-
lar position and refuses to give information

on the role of the Bank of Korea for financ-

ing and coverage of losses in shipbuilding.

Table 9
Development of EC merchant shipbuilding, 1985-89

At the time of reporting, this work has still
not been finalised, the differing opinions
on the impact of protectionism having
failed to be reconciled.

Former agreements on the abolition of sub-
sidies were particularly ineffective since
they were restricted to direct subsidies
only and other forms of governmental inter-
vention were excluded. The effectiveness
of a new agreement will depend on the in-
clusion of measures which segregate na-
tional markets and also on an effective
mechanism to prevent unfair price prac-

tices.

Table 10
Employment in new shipbuilding, 1975-89

EC Policy
The 7th EC Directive on State aids for the
shipbuilding sector was approved in
November 1990 by the Council for a three-
year period, thus replacing the 6th Direc-
tive which was due to expire on December
31, 1990.
The Council agreed that, at this stage, it
was not possible to abolish state aids for
the shipbuilding sector altogether because
of the industry’s pressing need for restruc-
turing, but confirmed that all efforts would
be made in order to eliminate distortion of

competition.
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Figure 3
Shipbuilding
1989 exports
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Source: AWES
The ceiling for state aids which in
1987/88 stood at 28%, in 1989 at 26%
and in 1990 at 29% was fixed by the Com-
mission for 1991 at 13% of the contract
value before aid. This ceiling applies to
aids for new building production in EC
shipyards and is to be revised annually.
Additional aid may be granted if it pur-
ports to encourage the restructuring of the
sector.
Greece and Spain will be exempt from
this regime for one year in order to allow
implementation of a restructuring pro-
gramme. As concerns former East Ger-
many, the Council and the Commission
have agreed to examine a West German
request for a transitory regime exclusive to
East German shipyards.

Outlook
Ships are an efficient means of transport-
ation. Despite the growth of airborne
freight and haulage on certain overland
routes, they still carry about 98% of inter-
continental traffic.
Almost three quarters of the world tanker
fleet is more than 10 years old and the
normal lifespan of a ship is calculated at

20 years. This means that a large propor-
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tion of the world’s fleet will require replace-
ment during the 1990s, simply to maintain
the existing capacity. According to Lloyd’s
Register, 65% of the world fleet is to be re-
placed in the next few years. Rising costs
for exploitation, maintenance and insurance
make the existing fleet obsolete and call

for rapid replacement with more efficient
ships.

The Association of West European Ship-
builders (AWES) expects the world ship-
building output to grow to an annual
average of 12.5 million CGT for the 1990-
1995 period, and 16.5 million CGT for the
rest of the decade.

Prospects for the shipbuilding sector are
more positive than they have been for
years and significant investments in new
capacity and re-opening of shut down ship-
yards are expected. A production of more
than 16 million CGT would imply nearly a
doubling of world shipbuilding output over
less than 10 years. This pattern is realistic
on condition that capacity cutbacks in
Japan follow the pattern of European coun-
tries, and that Korea does expand its ca-
pacity.

The outlook up to 1992 is that production
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in the EC will grow annually by 6%. The
EC market share is likely to increase
slightly as a consequence of EC ship-
builders specialisation in customised ships.
However, these prospects are now over-
shadowed by the Gulf crisis and by the
dawning recession in the US and in some
European countries. Moreover, the EC
shipbuilders’ competitiveness is likely to
be negatively affected by a weakening of
the Dollar. 1991 appears, therefore, full of

uncertainties for EC shipbuilders.

Written by: Nederlands Economish Instituute
Revised by: European Research Associates
The industry is represented at the EC level by:
CESA: Committee of EC Shipbuilders’
Association

Address: An der Alster 1, D-2000 Hamburg 1;
tel: (49) 40 246 305;

fax: (49) 40 246 287



Stimulated by an increased intra-EC demand for
locomotives, passenger coaches, and mass transit
rolling stock, the manufacturing industry of railway
rolling stock has slightly recovered from the negative
production trend which has prevailed over the past six
or seven years. The improvement of the market owes
much to the development of the high-speed train
projects across Europe, but also to large investments in
suburban and urban stock.

Some positive developments can be expected for the
railway transport sector as a consequence of European
integration. Freight and passenger traffic will inevitably
be intensified among Member States thus increasing
the demand for the transport sector in general. It
remains to be seen, however, how railway transport will
respond to the increased competition from road hauliers
and international coach transport after 1992.

The growing concern with environmental issues may
present additional opportunities for the low pollution
railway sector, particularly if future anti-pollution
measures become a hindrance for road transport. In
addition, integration will lead to a more competitive EC
market as national governments open tender
procedures allowing other EC manufacturers to
compete.
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Political and economic developments in
Eastern Europe are also expected to alter
trade relations. East-European manufac-

turers may turn to the west for equipment

and technical assistance, while their West-

European colleagues may look east to es-

tablish joint ventures and other forms of

cooperation to supply the new opening
market.

Although prospects are better than they

may have been for years, it would be pre-

mature to assume that the future looks
bright. The railway rolling stock industry is

dependent on the performance of railway
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transport and the latter continues to lose
ground every year in favour of road and
air transport.
Sector definition
The EC industry of railway rolling stock,
manufactures all necessary railway equip-
ment, and is involved in the following
areas:
< diesel and electric locomotives;
< mainline passenger coaches, metro cars
and tramways;
< goods wagons;
% spare parts;
< fixed track equipment;
% electric signalling, safety and control de-
vices for railways.
Total production value (turnover) for loco-
motives, passenger coaches, goods wa-
gons including spare parts, amounted to 3
136 million ECU for 1989. Figure 1 gives
the breakdown by product.
Locomotives are mainly produced by divi-
sions within large firms and account only
for a minor part of their total revenue. Pas-
senger coaches and goods wagons, on
the other hand, are still the main product
of manufacturing companies, but a trend
towards cooperation and integration with
other firms is observed. The railway rolling
stock industry differs fundamentally from
other industries of transport equipment in
that its products are totally dependent on

existing network installations. This means

Figure 1
Different parts of EC-railway rolling stock
Eas percentage of total 1989 value

Wagon production
13.9%

Coach and trailer production
27.7%

EMU and diesel railcar production
24.8%

Detached parts and spare unit production
19.8%

Electric locomotive production
9.9%

Diesel shunting locomotive and diesel loco production
4%

Source: UNIFE 1990

that producers can only develop new equip-
ment in close collaboration with their
clients.

Current situation
After six years of continuous decline, rail-
way rolling stock production increased for
the first time in 1989. In constant prices a
slight recovery of production was noticed
in 1989, although the production level is
far below the figures for the first half of
the 1980s. Figures (excluding railway
stock parts and the UK production)
showed an increase of 8.3% to a level of
2 152 million ECU at 1985 constant prices.
High-speed train sets, Electrical Multiple
Units and Diesel Multiple Units feature pre-
dominantly in the EC manufacturing of
power units and passenger coaches.
French companies have obtained orders
for almost 2 500 TGV-derived vehicles, in-

cluding the domestic TGV-R sets, the

Table 1
Railway rolling stock
Main indicators, 1980-90 (")

cross-Channel TMSTs, and the first sets
for Spain’s Madrid-Sevilla high-speed line.
In 1991, German manufacturers received
orders for 41 ICE trainsets and an option
for another 19 trainsets amounting to
about 120 power units and 700 coaches.
The UK market is dominated mainly by
Electric Multiple requirements but also by
Diesel Multiple Unit orders. With such a
massive boost, the French, German and
British are way ahead of other EC coun-
tries in terms of orders. ltalian manufac-
turers have also received orders for high
speed rolling stock.

According to a recent survey, EC pro-
ducers dominate the market for passenger
coaches. In 1989, they won contracts for
the production of more than 10 600 ve-
hicles, 56% cent of the total number of
new orders. Qutside the EC, Japan is the

market leader and received orders for al-
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Table 2
Railway rolling stock
Production and Investment (')

most 1 500 new units in 1989. New ord-
ers for South Korean builders totalled 333.
The USA and Canada followed with an or-
dered number of 256 new vehicles.
Production trends
Germany, France, Italy and the UK are
the main EC manufacturers of railway roll-
ing stock, and together they accounted for
almost 90% of total production in 1988.
Germany, France, Italy and the UK each
have more or less equal shares in produc-
tion. Production in Spain, Belgium and Por-
tugal is on a much smaller scale.
The trends in EC production (in constant
prices) indicate the negative development

of the production of locomotives and

goods wagons. The manufacturing of
goods wagons decreased at an average
rate of 8.2% during the 1980s. From
1986 to 1988, wagon production dropped
by more than 15% a year. In 1989, how-
ever, figures showed a stabilisation of
total production. As concerns passenger
coaches, production in 1989 increased sub-
stantially from 1 080 to 1 417 in constant
prices. For locomotives and goods wagons
no clear trend can be derived for the differ-
ent types of railway rolling stock, mainly
owing to the unpredictable demand.
Demand
The high level of investment in the high-

speed train infrastructure and rolling stock

Table 3
Railway rolling stock - National production by product, 1989 ()

within the EC is a result of the increasing
demand among railway users for fast trans-
port. Moreover, the construction of the
Channel Tunnel reflects the growing need
for a permanent connection between
Britain and the European continent.
Besides high-speed vehicles, double-deck
stock is gaining importance on busy subur-
ban and regional connections. In Europe,
the SNCF is the field leader with double-
deck haulage stock for the longer dis-
tances. Rapidly increasing traffic on the
Netherlands Railways has already given
rise to the successful introduction of push-

pull double-deck train sets.
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Table 4
Railway rolling stock - Trends in community production by product (') (3

Trade
Table 5 clearly illustrates the negative
trend in extra-EC exports since 1985. The
development of extra-EC imports, how-
ever, was irregular during the 1980s,
which was due in part to Spain and Portu-
gal joining the EC in 1986, and resulted in
an average growth rate of 7.6%.
Although EC production of passenger
coaches only decreased at a rate of 0.5%
in the 1981-1988 period and witnessed a
substantial recovery in 1989, trade, and es-
pecially the extra-EC exports decreased by
more than 14%. For locomotives, however,
both the EC-production and international
trade increased. The share of the intra-EC

trade is increasing. In 1989, for instance,

over half of the German locomotive exports
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went to other EC countries. Locomotive ex-
ports to third countries, together with the
exports of spare parts, account for the
greater part of the EC’s external trade sur-
plus in railway rolling stock. However, this
surplus is coming more and more under
pressure because of lower export results,
and has dropped by almost half since
1984.
Employment and
productivity
Employment figures for the railway rolling
stock industry have been on the wane
since 1981. While the number of em-
ployees fell steadily, total production stead-
ily increased during the 1980s, reflecting
rising productivity. Within the EC, the work-
force is concentrated in France, Germany,
Table 5

Railway rolling stock
External trade by product (')
o
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ltaly, the UK and Spain.

Industry structure
The railway rolling stock industry is made
up of about 100 locomotive, coach and
wagon builders, and of roughly the same
amount of railway equipment manufac-
turers. In 1988, there were 39 locomotive
manufacturers, 54 manufacturers of pas-
senger coaches and goods wagons, and
24 manufacturers active in locomotive,
coach and wagon construction. The size
of these companies varies widely, from
less than 100 to several thousands. Large
companies, including the GEC-Alsthom
Group, which mainly operates directly or
through affiliates in France, Belgium, the
UK, Spain and Germany, Asea Brown

Boveri which holds a strong position in




Sweden, Switzerland Germany, ltaly, the
UK and Denmark, as well as Siemens of
Germany which operates in most EC coun-
tries through cooperation agreements.
Developments in Eastern Europe will bring
the entry of Eastern European manufac-
turers onto the EC market. Though more
competitive in terms of prices than most
EC manufacturers, because of cheap la-
bour, the newcomers are no serious threat
unless products are compatible with EC-
demand in technical requirements, quality
and design. The short-term impact of
changes in Eastern Europe is likely to be
a surge in demand for technical assist-
ance from the EC countries. This will cre-
ate business opportunities for Western
European manufacturers.
The industry's consumers are limited in
number. Several categories can be distin-
guished:
% the national railway companies;
< transport companies;
< private rental and lease companies;
% industries with their own rolling railway
stock.
The impact of the Single
Market
European integration will force the national
governments and bodies to open up public
procurement competition to all qualified
EC manufacturers, and increased competi-
tion will put pressure on the general price
level. As a result, competition will be
raised to EC level, opening prospects for
all EC manufacturers to compete on the in-
ternational market. Within this scope,
efforts are being made to even out differ-
ences in technical standards and design
specifications. The European Commission,
in cooperation with standardising bodies,

the national railway companies and the rail-

way industry, are working on harmonising
European standards.
Investments and

technological

developments
The growing popularity of high-speed
trains calls for heavy investment in the de-
velopment of infrastructure, and in techno-
logical developments of the manufacturing
industry. To cope with competition, manu-
facturing industries have developed new
technologies for rolling stock production.
Multi microprocessor control equipment,
GTO - inventors and three phase drives,
first developed in Germany, have become
standard in various countries. The introduc-
tion of aluminium for example, has mini-
mised vehicle weight. The introduction of
on-board computerised networks in trains,
the application of telecommunication equip-
ment and microprocessors in signalling sys-
tems, are a few examples of new
techniques entailing far-reaching changes.

Outlook

Although the 1992 Single Market is ex-
pected to have a positive influence on rail-
way rolling stock manufacturing, in terms
of increased competition and technical har-
monisation, it is not possible to assert that
it will lead globally to increasing demand.
Railway transport may come under press-
ure from road hauliers, international coach
transport and airlines when the latter are
deregulated after 1992.
The most important impulse to the railway
rolling stock market in the next few years
is the growing investment in the infrastruc-
ture for high speed trains and the growing
need for mass transit rail systems. The
high speed train network project presented
by the Commission to the Council in

December 1990, include the construction
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of 9 000 km of new lines and the replace-
ment of 15 000 km of existing lines before
2010 for a total investment of 90 billion
ECU.

The plummeting of railway rolling stock ex-
ports in 1989 combined with the effects of
the single market and the opening of East-
ern Europe will contribute to shift the
centre of the railway industry’s activities to-

wards Europe.

Written by: NEI

Revised by: ERA

The industry is represented at the EC level by:
UNIFE: Union of European Railway Industries
Address: 12 rue Bixio, F-75007 Paris;

tel: (33 1)47 05 36 62; telex: 270105 F;

fax: (331) 470529 17
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The European aerospace industry is currently
characterised by structural adjustments and changed
political parameters. Opportunities for economies in
public sector housekeeping are resulting from the
improvement in East-West relations, disarmament
negotiations and agreements and political changes in
Eastern Europe, by stretching and cutting down
military procurement plans. Because of the high
proportion of products for military purposes in
previous total production (66% in 1988), these
influences are having a strong effect on the
development of the sector. This makes efforts to
increase production even more important for the civil
market. As a result of all this, the European
aerospace industry is engaged more than ever, in
intensive competition with the aerospace industry of
the USA, ihe clear world market leader, which is
facing similar problems of adjustment.

The selling/supply position of European civil aircraft
can be estimated as relatively strong, not least
because of an extension of the Airbus, so that,
despite the structural changes referred to, favourable
overall development of the sector can be expected in
the near future. Product-orientated international
cooperation relations between the leading European
manufacturers, which have been built up since the
seventies, form a basis for this.

Definition of the sector < maintenance and servicing of aircraft and
NACE category 364, the aerospace indus- helicopters;
try includes: < manufacture and servicing of other air-
% development and production of aircraft craft, including space craft, guided

and helicopters, including their engines; missiles and air-cushioned vehicles.

o X %
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Table 1
The EC aerospace industry
Main indicators

The aerospace industry produces custom-
built capital goods for civil (private econ-
omy and public sector) and, to a
considerable extent, for military con-
sumers. It therefore supplies markets with
very different conditions of competition

and demand.

The sector is characterised by complex,
very high-value products in relatively small
quantities, as well as by long development
periods and high development costs. This
results in a high capital requirement and
high investment risks both for manufac-
turers and users. The high technological re-
quirements in the military segment,
intensive international competition in the
civil segment and working in new fields of
technology (space flight) necessitate a par-
ticularly high level of research and develop-
ment (high R&D expenditure). As a result
of this the aerospace industry is a high de-
velopment provider and user of new tech-
nological processes and products.

Another feature of the aerospace industry
is the strong influence of government of-
fices on sector development and the na-
tional competitive position. Firstly,
governments are large creators of de-
mand, especially for military and also civil
equipment, and consequently influence
R&D expenditure and production capa-

cities to a considerable extent. Secondly,

they influence branch development by pro-
moting research on the basis of target pro-
posals of national industrial policy.
Branch-typical major projects overtax -
especially in Europe - the financial and
personnel capacities of individual national
manufacturers. This has resulted in the
major part of European aerospace produc-
tion being carried out under international
cooperation arrangements, e.g. by the set-
ting-up of project-orientated consortia. All
the leading European manufacturers, both
from the segments of the Systems and Air-
frames industries to the Engine industry
and Space Flight, are as a rule involved
in cooperation arrangements of this kind.
It was only with this structural adjustment
to the needs of the world market that, for
the first time, it was possible to reduce
the disadvantages of competition, resulting
from the past conditioned national fragmen-
tation of markets and industries in Europe.
Current situation
In 1989, the European aerospace industry
experienced a surge of growth. The gross
value of production increased to 43.8 bil-
lion ECU that year, i.e. 23% more than in
1988. Adjusted by the trend in prices, the
growth of production of this sector in
1989 was 16.5% (Table 2). This was by
far the largest growth rate in the eighties.

A considerable increase of production of
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civil aircraft can be regarded as the cause
of this development. For instance, the num-
ber of Airbus models supplied increased
from 61 (in 1988) to 105 (in 1989), de-
liveries of the Fokker 100 increased from
11 to 35 and BAE 146 deliveries from

22 to 35.

Production growth of the sector was par-
ticularly strong in 1989 in Germany, whilst
in France and Spain it moved close to the
EC average. The aerospace industry
showed a below average development in
ltaly and Great Britain (Figure 1).

At 418 100, the number of employees in
1989 was 3.6% higher than in 1988 (Table
1). There has been a clear increase, in
Germany, ltaly and Spain. With a sharp in-
crease in real added value of 17%, there
was nevertheless an overall improvement
of productivity of almost 13% in the EC
(Table 2).

This development, in combination with
healthy orders in the civil segment -

774 orders in hand for Airbus models in
1989, and 174 for the Fokker 100 - allows
favourable future development to be ex-
pected for the whole sector. Full con-
fidence is placed in the branch over the
next few years which can be seen from
the strong investment activity. According to
estimates by the Ifo Institute for the years

from 1987 onwards, the growth of gross
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fixed capital formation in 1989 has once
again been strengthened by over 20%
(Table 2).
External trade flow of aerospace industry
products increased in 1989 even more
sharply than European production and de-
mand (Table 3), although this, overall,
proved slightly detrimental to European sel-
lers. Whilst export from the EC increased
by 34% compared to the previous year, im-
ports into the EC increased by as much as
43%. At the same time there was also a
considerable increase of trade between the
EC countries (+ 36%).
After a favourable year in 1989, 1990 saw
a pause in the growth of the European
aerospace industry. Real production value
in 1990 was estimated to be only slightly
above the level of 1989. The main rea-
sons for this were reductions in the area
of military purchasing, and also production
shortfalls in the Airbus programme as a re-
sult of strikes in Great Britain. This never-
theless does not change the fact that the
medium-term overall prospects of the sec-
tor can be classed as favourable.
Production and
consumption
EC sales situation With a total produc-
tion of 43.8 billion ECU in 1989, the EC
aerospace industry ranked second on the
world market, far behind the market leader,
the USA, whose production value was ap-
proximately 2.5 times as high as that of Eu-
rope. No comparable data exists on the aero-
space industry of the USSR and the other
East European countries, but their potential
is considerable. In the USA and the EC
there is a clear predominance of the share
of military products in total production (USA:
71%, EC: 65%, respectively, in 1988), al-

though this can only be supposed for the
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Figure 1

The aerospace industry
Added value change. Average for 1980-89 and 1988-89

_ (in percentage)

EC BR Deutschland

France Italia

United Kingdom

( " 1980-89 [/} 1988-89 |

Source: Eurostat. Ifo Institut calculations and estimates

Figure 2

The aerospace industry
Change in number of employees. Average for 1980-89 and 1988-89

(in percentage)

EC

United Kingdom |

1980-89 £/ 1988-89

Source: Eurostat. Ifo Institut calculations and estimates
USSR. Economies in military development
and purchasing budgets as a result of the
improvement in East-West relations, disarma-
ment negotiations and agreements, and the
political changes in Eastern Europe are hav-
ing a correspondingly strong effect upon the
development of the sector. The strong order-
s in the civil aerospace segment, however,
act as a certain counterweight to these in-
fluences. For instance, in 1989, the com-
bined total of 561 deliveries of civil airliners
for the USA and the EC was made up of

1 789 purchasing orders, with orders in

hand for 3 238 aircraft (90-seaters and
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over). Of these orders in hand, 30.5% were
for civil aircraft from the EC (A-300 to A-
340 Airbuses, Fokker 100s and BAE 146s).
Although aircraft sales from the USA, the
EC and the USSR dominate the world mar-
ket for aerospace industry products, there
are, nevertheless, still a number of other
countries with noteworthy capacities. For
example, Canada, Sweden and lIsrael, es-
pecially Japan and other South-East Asian
NIEs (Taiwan, South Korea) together with
the developing countries of Brazil, and to
a lesser degree Indonesia and India. Of

these, particulary with Japan and the



NIEs, considerable increases of aero-

space activities can be expected in the
1990s.

Overall development in the EC The
gross added value of the aerospace industry
of the EC in 1980 was 8.5 billion ECU. This
corresponds to a share of gross national pro-
duct of 0.34%. During the 1980s it has been
possible to more than double the nominal
added value of the sector, and in 1989 this
was 18.8 billion ECU. From this data an aver-
age annual growth rate of 9.2% is calculated,
which exactly corresponds to the growth of
the nominal gross national product during
that period. The importance of the aerospace
industry therefore shows no overall change in
the 1980s. The production value of the sec-
tor (+9.3 p.a.), i.e. the added value share of
output (net share) has changed only very
slightly, i.e. from 43.3% (1980) to 42.7%
(1989). Average production growth in the

1980s therefore corresponded to demand for

Table 2
The aerospace industry
Production, added value and investments

e

aerospace industry products in the EC (mar-
ket supply, Table 1). If, however, the nomi-
nal price development is not taken into con-
sideration, a slightly changed picture
emerges. The growth of real added value of
the aerospace industry was clearly higher by
an average of 4% (1980/89) than that of the
total output of economic production at con-
stant prices (GDP: +2.2% 1980/89).
Aircraft production Table 4 gives a sur-
vey of the development of individual market
segments in the period from 1980 to 1988.
Approximately half of the non-consolidated
total turnover of the EC aerospace industry
(in accordance with the extended sector de-
finition by the industrial associations) related
to the manufacture of aviation systems. How-
ever, this segment only shows a below aver-
age growth up to 1988. The reason for this
was the drop in production of military ma-
chines in this segment (combat and training

aircraft, military helicopters and rockets). Up
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to the beginning of the 1980s, military pro-
ducts created the growth of the European
aerospace industry. In the meantime, budget
cuts in military procurement and downward
trends in export, especially in the Middle
Eastern countries, are taking effect. Added
to this, is the expiry of the main prog-
rammes for various military systems (Mirage,
Tornado, Harrier, Alfa Jet, Hawk), whilst new
projects (e.g. Rafale, EFA) have not yet
been developed sufficiently to start produc-
tion. This applies both to aircraft and also to
helicopters and rocket systems. There is
therefore a gap in new procurement pro-
grammes, which is made worse by the fact
that no decisions have yet been taken con-
cerning commencement of series production
of some new systems. The military aircraft
market will face weaker growth in the next
few years, as the changing military situation
requires a revision of procurement plans and

new generation armament systems.
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Table 3
The aerospace industry
EC external trade (in current prices)

Table 4
The aerospace industry
Turnover according to product groups
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Whilst the share of aircraft construction for
military use in the overall non-consolidated
turnover of the aerospace industry in the
EC fell from over 40% (1980) to 34%
(1988), the share of aircraft for civil pur-
poses rose from just short of 14% (1980)
to 16.6% (1988). The civil aircraft segment
therefore shows a clear above-average
growth.
This shift further increased in 1989 and
1990. Production of civil aircraft benefited
from the sharp increase in commercial air
travel in the past few years and the need
for modernisation of the fleets of the com-
mercial airline companies, requiring im-
proved economy and environment-friendly
engines. Added to this is the improved
| competitive position of European sales by
the extension of the production programme
of the Airbus family (downward with Airbus
models A-320 and 321 and upwards with
the A-330 and 340). In 1989 a total of
105 Airbus models were manufactured and
supplied (Boeing: 278, McDonnell Dou-
glas: 119). Orders in hand that year were
for 774 aircraft of the Airbus family, 560 of
which were for the models A-300 to A-
320 which are already available, with em-
phasis on the small A-320 model (446 off).
With a stated figure for units delivered
(24 A-300s, 23 A-310s, 58 A-320s), the
Airbus took a market share of 18.7% in
1989 in the segment of medium and long-
range civil aircraft in respect of western in-
dustrial countries. The share for Airbus in
1989 in the total number of orders in hand
for western countries was just below 24% -
based on numbers of units. If the two
European models in the 90 to 100-seater
class (Fokker 100 and BAE 146) is in-
cluded, the share of EC manufacturers is

already 30.5% (1989). In the meantime,

Figure 3

Medium and long-range civil aircraft
Purchase orders and deliveries, USA and Europe
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Figure 4
Medium and long-range civil aircraft
Orders in hand, USA and Europe
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the order situation has further improved
and it can be seen that from the medium
term point of view, there are good pros-
pects for civil aircraft construction in the
EC. A weak point is the limited production
rate because some production facilities
are still under construction. The A-321, A-
330 and A-340 models will only come up
for production in future years, as exten-
sive investments in the production are not
yet completed.

The total market volume for the 1990s is
currently estimated at approximately

7 000 new aircraft of different models.

However, it is not sure whether the avail-
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able infrastructure can cope with the in-
crease in the number of medium and long-
range jets in service from approximately

8 000 (1988) to 12 000.

Regional (commuter) aircraft, of which
around 5 800 were in service in 1988
(389 deliveries in 1988) and total numbers
in service are estimated at approximately
75% commercial use and 25% public auth-
ority (civil and military) use. European
sales of regional aircraft, with a share of
around two-thirds, occupies a leading posi-
tion on the world market. The overall de-
mand for new aircraft for the whole of the

1990s is at present estimated at approxi-
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mately 4 400. Six manufacturers from the
EC are active in this market, British Aero-

space and ATR (Aérospatiale and

Aeritalia) holding the largest market shares.

Approximately one third of manufacturers
from the EC are active on the world mar-
ket for commercial and light aircraft and
helicopters for civil use. In order to cope
with a decreasing market which is becom-
ing obvious in the segment of helicopter
construction, a cooperation arrangement
has been agreed between Aérospatiale
and MBB (Eurocopter). The position for
European suppliers of military helicopters
remains stronger than that for civil helicop-
ters. Aérospatiale is the world leader in
this segment, with 231 machines, ahead
of the American Sikorsky (170), Bell (166)
and McDonnell (93), as well as the three
other EC manufacturers, MCC (69),
Agusta (68) and Westland (15).
Equipment production The product
group of Equipment for Aircraft and Space-
craft forms the second largest part of the
production sector (after the extended demar-
cation of the sector). This segment, which in
1988 included approximately 28% of the
total non-consolidated turnover of the Euro-
pean aerospace industry (Table 4), showed
above-average development from 1980 to
1988. Production of military products, the ex-
tent of which considerably exceeds that of
Givil production in this segment, shows a rela-
tively strong growth. A strong increase in the
export of military equipment for aircraft and
spacecraft was achieved (Table 5).

Engine production The third largest
share in the total turnover of the aerospace
industry was held by the Engines segment,
at almost 17%, in 1988. Similarly to Systems
manufacturers, the military share clearly pre-

dominates (Table 4). The Engines segment
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Figure 5

Medium and long-range civil aircraft
Orders and deliveries, Share of EC manufacturers

(in percentage)
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Figure 6

Medium and long-range civil aircraft
Orders in hand, Share of EC manufacturers
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showed the weakest growth from 1980 to
1988 of the four specialist segments of the
aerospace industry. Not only military produc-
tion of engines shows a below-average
growth; but also the turnover of products for
the civil market. The Engine market is not
moving in pace with the development of
aeronautics systems. Firstly, "Atlantic”
cooperation arrangements exist between
American and European manufacturers, and
secondly, American engine manufacturers
supply European systems manufacturers
(Airbus A-300, 310), and conversely, Ameri-
can aircraft are fitted with engines of Euro-

pean origin (Rolls Royce RB 211) or result-
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ing from Euro-American cooperation
(Snecma/GE CFM 56). The relatively high ex-
port share for engines in the civil segment
(1988: 64 % of turnover) illustrates this. The
situation is beginning to change in favour of
the European industry, since the A-

320 Airbus is being equipped with CFM-

56 and the A-330 Airbus with RB-211 en-
gines.

Space Systems production Space
Systems represent the smallest of the four
segments of the European aerospace indus-
try. However, it has shown particularly

strong growth in the 80s, and in Europe con-

sists mainly of products for civil use. In com-



parison with the USA, the space industry in
Western Europe is still less developed. In
1989, total expenditure on space flight in the
USA was almost eleven times as high as
the total space flight turnover in the EC.
This is mainly attributable to the high place
occupied by the military space programme in
the USA, for which, in 1987 alone, expendi-
ture amounted to eight times the total turn-
over in the EC. On the other hand expendi-
ture on civil space flight in the USA was
only slightly over twice as high as in Europe.
The strong growth of space turnover in
the EC is mainly attributable to the increas-
ing number of successful launches of the
Ariane launch vehicle (production and ser-
vices turnovers) and production of satel-
lites (telecommunications, ground
observation and research). In addition to a
further increase of these activities, addi-
tional impulses of use of the new Ariane 5
launch vehicle and development of a
space station (Columbus) and a space

shuttle (Hermes) can be expected.

Table 5
The aerospace industriy

Shares of civil and military production
This survey shows that overall, the military
share is still predominant in European aero-
space production, but that, as a result of
above-average activity in the civil products
segment, the structures are shifting (Table
4). The European aerospace industry would
therefore appear to be faced with further con-
siderable problems of adjustment. For this
reason, despite favourable prospects on the
civil markets, growth of the sector will still be
subject to limits, especially since its dynamic
segment still continues to show a lower
weight within overall production. The seg-
ments of military R&D orders and military air-
craft purchases, both of which have already
shown only below-average growth from

1980 to 1988 (Table 5) will be particularly af-
fected by economies. It is difficult to assess
to what extent these influences will also af-
fect military maintenance and servicing con-
tracts and especially, exports of technical
defence equipment. Continuation of the
strong growth from the 80s (Table 5), how-

ever, appears somewhat improbable from to-
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day’s viewpoint. Longer-term reliable targets,
orientated towards military purchasing plans,
could facilitate the process of structural ad-
justment of the European aerospace industry.
Employment
The growth of production of the European
aerospace industry, with a nominal aver-
age of 9.2% and a real average of 4% for
the years from 1980 to 1989 (added
value), was largely promoted by an improve-
ment in productivity (cf. Table 2). The over-
all number of employees has risen only
slightly during this period, i.e. from
406,000 to 418,000 people. Between
1981 and 1985 it even showed a steady
decrease. After this, however, with a real
growth in production of 7.2% per annum
(1985/89), there was a sustained increase
in numbers of employees of 1.8% per
annum (Table 1).
The employment figures published by the
Commission Service (DG lll, Directorate-
General for Internal Market and Trade and
Industry) based on data from the industrial

associations (extended sector demarcation)
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give an insight into the structure of the
overall figures, although only for the
period 1980/88. These show that two seg-
ments have experienced above-average
growth, namely employment in the Space
segment (+7% per annum from 1980 to
1988) and employment in the Equipment
segment (+2.9% p.a.). Admittedly, the
Space Products Production segment repre-
sents only a small share in overall sector
employment (1988: 4.3%). The Equipment
segment, on the other hand, with a weight
of 31.8%, was of considerable significance
for the overall development of the aero-
space industry. At 0.7% the increase in
the number of employees of Systems manu-
facturers (1988 share: 47.6%) was close
to the average for sector development. On
the other hand, there was a strong reduc-
tion in personnel employed by Engine pro-
ducers (-2.7% per annum). Their share in
the total work force of the European aero-
space industry fell from 21.7% (1980) to
16.3% (1988).

The employment structure in the aero-
space industry quantative features. With a
20% share of engineers and managers in
its total personnel, this sector would ap-
pear to represent an extreme case for all
branches of industry. The number of these
highly qualified personnel, moreover, in-
creased particularly sharply by an average
of 3.5% per annum from 1980 to 1988.
The proportion of engineers and managers
in the Space Products Production (26.1%)
and Equipment (24.5%) segments was
above the average for the sector. It was
the lowest at 15.1% in the Engine Con-
struction segment, but this is nevertheless
still an extraordinarily high proportion com-
pared with other branches of industry.

The extreme proportion of highly qualified
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personnel corresponds to the R&D acti-
vities within the framework of overall pro-
duction. 23% of the total personnel of the
European aerospace industry were em-
ployed in Research and Development in
1988. In the segment of space activities,
this proportion was as high as 51%.
External trade
The market for products of the aerospace
industry is - apart from national purchas-
ing and research programmes -an open,
world market. External trade flows are ac-
cordingly broad, measured on market and
production volumes. Both the exports and
imports of the EC increased strongly dur-
ing the 1980s. According to size order, ex-
ports and imports more or less balance. In
the mid-80s the external trade balance
was clearly positive (Table 1). It fell
slightly below zero in 1989, again as a re-
sult of extensive new purchases of Ameri-
can commercial aircraft by European
airways. The ECU/Dollar exchange rate
shift to the detriment of European sales
after 1985, which also produces negative
effects for the future, is significant.
International
cooperation
The aerospace industry is also charac-
terised by globalisation of markets and
sales structures. For example, close co-
operation relations exist with the USA.
This applies mainly to engine construction.
In addition, however, American supplies of
subcontract components for the Airbus
and European supplies of subcontract com-
ponents for the Boeing 767 and
757 models and McDonnell Douglas
MD80 and MD11 models, which are partly
based on holding-stakes relationships have
already reached a considerable dimension.

Cooperation arrangements also exist with
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Japan (e.g. between MBB and Kawasaki
on helicopter construction).
The special feature of internationalisation
of the European aerospace industry can
be seen in the wide network of cooper-
ation with the third world countries, which
involves practically all countries with a sig-
nificant aerospace industry. This applies,
for example, to ltalo-Brazilian combat air-
craft (Alenia and Aermacchi with Embraer)
and Spanish-Indonesian cargo aircraft
(Case with Nurtanio). Licence agreements
have been entered into with numerous
countries for the production of military air-
craft, as well as for machines for civil aero-
nautics: BAC 111s in Rumania, DO 228s
in India, European helicopters in more than
a dozen countries. Important co-operation
arrangements also exist in the space sec-
tor, especially with India, China and Brazil.
This expansion is continuing with the award-
ing of subcontracts, especially in the civil
aviation sector (in China, South Korea and
Yugoslavia).
More important than the "extra-EC cooper-
ation arrangements" are involvements
within the EC extending beyond the boun-
daries of member companies and which
have developed since the 70s. In these in-
volvements the operational structures of
the national enterprises have remained un-
changed - cross-boundary merger move-
ments in the European framework are not
yet developed in the aerospace industry -
instead, in many cases, enterprises work
together jointly on collective projects in the
form of consortia with organisational forms
of a company law nature. The most import-
ant of these are, for civil aircraft:
% Airbus (including Aerospatiale, British
Aerospace, Casa, Dornier, Fokker, MBB,

Sabca);



% ATR (including Aerospatiale, Aeritalia);
% Fokker (including Dassault, Fokker, MBB,
Sabca),
and for military aircraft;
< Tornado (including Aeritalia, British Aero-
space, MBB);
< Alpha Jet (including Dassault, Dornier,
Sabca);
< Transall (including Aérospatiale, MBB).
As for helicopters, a closer cooperation
arrangement between Aérospatiale and
MBB (Eurocopter) can be expected, and in
the space segment also, European cooper-
ation has been organised (ESA), e.g. for
production of Ariane launch vehicles and
development of the next Ariane 5 model.
A project company (Hermespace) is envis-
aged for the development of a European
space glider.
The competitive power of the European
manufacturers will be considerably in-
creased by these forms of integration.
Geographical features
Aerospace production in Europe is mainly
distributed in four countries: the United
Kingdom, France, the Federal Republic of
Germany and ltaly. Altogether, in
1989 they represented about 95% of the
EC added value of the sector. The largest
shares in this were France (36%) and
Great Britain (32.5%). They represent tradi-
tionally the strongest committed countries
of Europe in this sector of industry. How-
ever, the German and ltalian industries
have caught up considerably very recently,
and in 1989 they represented 17.3% and
9.1% of European production respectively.
The remaining capacities are distributed
amongst the Netherlands, Belgium, Spain
and Greece.
Big differences exist inside the Community

with regard to the relative importance of
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Figure 8

The aerospace industry
Share of EC countries in added value in the EC, 1989

United Kingdom 32.5%

Italia 9.1%

Other countries 5.1%

BR Deutschland 17.3%

France 36%

Source: Eurostat. Ifo Institut calculations and estimates

the aerospace industry in the economy
(Figure 7). In the United Kingdom and
France, this importance is relatively high.
In those countries, the share of added
value of the sector in 1989 was respec-
tively 0.82% and 0.79% of the gross do-
mestic product. In the Federal Republic of
Germany (0.30%) and ltaly (0.22%), on
the other hand, it was less than the EC
average of 0.34%. Altogether in the 1980s,
the added value for the sector in Italy
(nominal value +13.1% per annum from
1980 to 1989) and Germany (+10.7%) has
shown above-average and in France
(+9.1%) average growth, whilst the British
industry (+7.2%) has lost ground.
Structure of the industry

The leading enterprises of the European
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aerospace industry are smaller than their
competitors in the USA. The twelve largest
enterprises in this sector in the western in-
dustrial countries include only three Euro-
pean enterprises, namely (1989) British
Aerospace in 6th place, DASA/MBB in 7th
place and Aerospatiale in 11th place
(Table 6). The consolidated turnover of
the top 5 European aerospace enterprises
(or groups of enterprises) in 1989 attained
around 45% of the corresponding com-
parative value for the industry in the United
States. If the top 10 manufacturers are in-
cluded in this comparison, this ratio is only
41%.

The two latest concentration movements in
Europe are already taken into account

here: In the Federal Republic of Germany
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Table 6
The 20 biggest manufacturers of
aerospace industry products, 1989

in 1989, the firms Dornier, Messerschmitt-

Bolkow-Blohm (MBB), MTU Motoren-und

Turbinen-Union, as well as Telefunken

Systemtechnik combined together to form

Deutschen Aerospace AG (DASA), and

were integrated in the Daimler-Benz

Group. In ltaly in 1990 Aeritalia and Sele-

nia merged to form Alenia.

Technological
development

In the aerospace industry over 15% of

turnover is used for research and develop-

ment. The branch is therefore high-grade

R&D-intensive. The same applies in a spe-

cial way to the manufacture of space pro-

ducts.

Particularly intensive work is currently tak-

ing place in the following fields:

— aerodynamics and flight mechanics using
the new wing profiles (supercritical
profiles) and continuous research for opti-
misation of flight characteristics (active

testing);
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structures and materials for the introduc-
tion of new concepts, e.g. manufacture of
aluminium-lithium alloys, organic and met-
al composites, high-performance polymers;
with regard to engines, through research
for more efficient, quieter engines with
lower fuel consumption, especially prop-
fans and improvement of thermodynamic
processes by the use of especially high
performance materials: ceramics, super al-
loys, monocrystalline blades, etc., together
with reduction of noise level with active
and passive systems for internal and exter-
nal noise reduction;

electronic equipment for aircraft with ac-
tive control concepts and "fly-by-wire" con-
trol commands, increased use of opto-
electronics and optimisation of the man-
machine interface in the cockpit, as well
as the development of advanced naviga-
tion systems;

CAD-CAM together with the development

and use of increasingly efficient sub-
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systems;

— production technologies with intensive
use of data processing, improvement of
flexibility and development of new con-
cepts and systems to ensure quality and
non-destructive testing.

These general trends are reflected in a

complete set of substantial changes of de-

tail, especially in the development of new
models or products. The preparatory work
for development of the second generation
of supersonic passenger aircraft is curren-
tly being increased. With "Concorde", the
main changes that need to be made are:
an increase of range (to over 10,000 km),
an increase of transport capacity (to 250 or

300 seats), and a relative reduction of fuel

consumption. In order to achieve this,

lighter construction with new materials and
new, considerably higher-powered engines
are necessary. At the same time, both the
emission of noxious substances (especially
nitrous oxide) and take-off noise must be
substantially reduced. It will be of consider-
able importance for the range of applica-
tion if the supersonic boom can
successfully be reduced to an environmen-
tally friendly level, so that it will be

possible to fly at full travelling speed (2.5

to 3 times the speed of sound) over popu-

lated areas.

In the segment of space equipment - in ad-

dition to the different satellite projects -

there are two major European pro-
grammes in the implementation stage:

Ariane 5 and Hermes. Development of the

new "Ariane 5" launch vehicle has already

reached an advanced stage. These
missiles should be capable of transporting

a payload 25% higher than the previous

model, with approximately 10% lower

launching costs. The first launch is planned



for mid-1995. For "Hermes", the European
space glider, the decision to introduce the
second development phase is awaited in
mid-1991. The first (unmanned) flight is
scheduled for 1998.
Environmental protection
In the aerospace sector, environmental pro-
tection focuses on restricting noise levels
and reducing emissions of noxious sub-
stances. Such improvements had already
started in the 1980s, as a result of ad-
vances in engine technology.
Consequently, with effect from 1st January
1988, it was possible to ban the noisiest
aircraft from flying in Europe since then.
Effects of "1992"
Completion of the European internal mar-
ket will have a relatively low effect on the
European aerospace industry, since there
are practically no restrictions on trade in
aerospace equipment in Europe. However,
influences could result from conceivable
changes in public procurement methods
and indirectly as a result of liberalisation
measures in the field of air traffic. Effects
can also be expected in respect of the

strategies of the big industrial groups, who

are envisaging even more far-reaching inte-
gration concepts extending above and be-
yond closer cooperation, for the
strengthening of global competitiveness.
Outlook
In the European aerospace industry, struc-
tural shifts and adjustment from the mili-
tary to the civil segment will intensify.
Governments will proceed cautiously with
the dismantling of military potential in
order to avoid possible rejections of adjust-
ments. It is nevertheless possible to ex-
pect further growth of development in the
sector as a whole. This optimistic expecta-
tion can be justified by the high number of
orders in hand for the different Airbus
models and the Fokker 100, for which the
start of production installations for the A-
330, A-340 and A-321 models will enable
a considerable increase of production vol-
ume. Further contributions to growth can
be expected from space flight.
For the products of the equipment indus-
try, the ever-increasing importance of preci-
sion electronics and other measurement
and control components, leads to an in-

crease in demand, although this segment
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will also be affected by cuts in military pur-
chasing.

Real sector growth in the years 1991 and
1992 could be around 6%. Since, as al-
ready stated, 1990 was characterised by a
short-term slow-down in the increase of out-
put and no intentions are known concern-
ing additional increases of capacity in the
civil segment in 1993/94, the medium-term
growth level for the period 1989/1994 will
certainly be slightly lower and could be an
estimated 4.5% per annum. With this
growth, it is possible to carry out the
necessary structural adjustments in the Eu-
ropean aerospace industry largely without
friction. This scenario, however, only ap-
plies provided that in the longer term no ex-
treme changes occur, e.g. in airline

companies or oil price level.

Written by: Ho: Institut fiir Wirtschaftsforschung
The industry is represented at EC level by:
AECMA : Association Européenne des
Constructeurs de Matériel Aérospatial (European
Association of Aerospace Manufacturers).
Address: 88, Boulevard Malesherbes,

F-75008 Paris; tel.: (331) 45 63 82 85,

fax: (331) 42251548
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The production and sale of public transport
equipment are closely linked to public investment in
transport infrastructure. The poor state of the public
finances of most European countries has limited the

growth of public investment in general, and of the
investment in transport infrastructure in particular,
leading to little or no growth in demand for public
transport equipment during the 1980s. At present,
most public investment involves the replacement and
modernisation of equipment, and the renovation of
existing transport systems rather than the building of
new systems.
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At the same time, private car traffic has ex-
panded much faster than public transport
services, partly because of its greater con-
venience and partly because of the ab-
sence of an adequate public transport
infrastructure. Nevertheless, traffic conges-
tion and environmental concerns could en-
able the public transport sector to
recapture a market share, provided that
public transport companies and the manu-
facturers of equipment can meet demand
in terms of reliable services and increased
flexibility. R&D and new marketing tech-
niques try to address these concerns.

The EC park of buses and coaches has in-
creased during the 1980s, but production
has fallen and is not expected to recover
completely over the next few years. The
key concerns for the sector at present are
an increase in passenger comfort, the re-

duction of pollution, fuel conservation and
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operational efficiency. The opening up of
the East European markets has also awak-
ened interest among equipment manufac-
turers.

Apart from the plans to expand the high
speed railway network, no other major
change is expected in the EC rail system.
Given the projected fast growth in demand
for transport services, the use and develop-
ment of suburban passenger routes are ex-
pected to grow. There is considerable
potential for new public transport systems
due to the high rates of urbanisation, envi-
ronmental concerns and other adverse ef-
fects of road surface transport. Moreover,
EC manufacturers contribute to technologi-
cal progress and innovation worldwide. As
a result, EC rail equipment manufacturers
are likely to benefit from a rise in demand

for such equipment in non-EC countries.



Structure of the sector
The public transport equipment sector pro-
duces vehicles used in urban, suburban
and regional passenger transport. It encom-
passes buses, trolleybuses, and rail ve-
hicles (such as locomotives, passenger
carriages and articulated units, trams,
LRVs, metros and commuter railways).
Bus transport is the most widely used pub-
lic transit mode in cities and large conurba-
tions in the EC. More than half of urban
and suburban public transport traffic con-
sists of bus transport. Trolleybuses are the
least significant of public transport modes
in the EC, with average trip rates of 1.8
per capita. In terms of equipment, buses
account for about one third of the public
transport vehicle stock (all modes). Cur-
rent data on vehicle stock of the bus and
coach industry do not distinguish between
these two categories of vehicles.

Taken together, the three urban modes of
rail transport account for about 40% of the
public transport vehicle and passenger traf-
fic in urban and suburban Europe.
Commuter rail represents 18% of all public
transport modes in the EC, while metros
and light rail have shares of respectively
13% and 7%. However, in terms of public
transport vehicles, commuter rail represents
about 29% of the stock of equipment,
whereas the metro and light rail represent
respectively 8% and 3% of the total.

Given that the trends in consumption and
production of public transport equipment
are influenced by many different factors, a
special monograph is devoted to recent
trends in the public transport equipment
sector. It should however be kept in mind
that buses and coaches are part of the
automotive industry, while urban rail ve-

hicles belong to the railway rolling-stock in-

Figure 1
Public transport equipment
Passenger traffic
Annual number of trips (in millions), 1988/89

Commuter rail 17.9%

il
Metro 13.3% \

Light rail 7.3%

Trolley 1.8%

~

Bus 59.7%

Source: UITP
Figure 2
Public transport equipment
Number of vehicles, 1988/89
Commuter rail 28.6%
Metro 7.9%
Light rail 3.1%
Trolley 1%
Bus 59.4%
Source: UITP

dustry. Trade figures for buses, coaches
and public transport rail vehicles are thus
included in the statistics presented in the
monographs on motor vehicles and railway
rolling-stock industries, which are covered
elsewhere in this chapter.

Buses and coaches
Definition of the sector Public transport
buses operate on fixed routes, and on a
fixed schedule. They vary in capacity from
minibuses (20 to 35 spaces) to articulated

buses (up to 130 spaces). Buses for urban

.and suburban transport provide both seating

and standing accommodation. They can be
distinguished from coaches as the latter are
often more comfortable vehicles with no
standing places.

Trolleybuses are propelled by an electric
motor and obtain power from two over-

head wires along their route.
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Although trolleybuses present excellent en-
vironmental features (low noise and no ex-
haust), infrastructural investment is more
expensive and their operation is more com-
plex than that of buses. Moreover, their
lower rate of return has led operators to
systematically replace trolleybuses by
buses and coaches.

Current situation At present, car traffic
accounts for almost 83% of the total pas-
senger-kms in the EC Member States. All
countries recorded an expansion in traffic dur-
ing the 1980s, the highest increases in the
EC being registered in ltaly (+8.9%) and
Spain (+7.7%). From 1980 to 1988, private
car traffic expanded by 25.4%, while bus and
coach traffic increased by only 5.3%.

Since 1983, the total fleet of buses and
coaches increased by 2.5% per year on

average in the European Community, reach-
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Table 1

Public transport equipment

Vehicle stock (unit) - buses and coaches

1983 1984 1985 1986 1987 1988
EC 350084 348112 345972 359549 391712 396393
Beigique/Belgie 17868 17176 16817 18250 15889 15808
Danmark 772 7836 B0 810§ 8110 B043
BR Deutschiand 71084 69314 BO207 69328 70087 . 70188
Hellas () NA NA NA - NA 19000 18000
Espafia A3758 41161 415082 41874 43002 45000
France 58000 57500 57000 57000 85000 65000
ireland §90¢ 7436 7 653 8132 8347 B653
ftafla 71000 72000 74000 V8000 78000 BOOOO
Lusembourg 704 695 893 701 "7 720
Nederiand 12000 12000 11600 11000 12000 12000
United Kingdom 61000 61000 60060 71162 71630 71938
USA 683000 584000 533000 534000 602055 €17000
Japan 231000 230000 231200 232500 234100 238000

) Eslimate : .
Bouree: Special Vohicles Stafistios 1960, RAL The Nethedands

Table 2
Public transport equipment
New registrations in 1988 - buses
and coaches

EC 21 009
Belgique/Belgie 1000
Panmark 489
BR Deuschiand 4750
Hellas 200
Egpafia 1300
France ) 4077
freland ’ 300
ftalia 4782
Luxembourg 30
Nederland 1000
Portugal 425
United Kingdom - 2656
EFTA 4833
Austria 574
finiand 569
jcaland 52
Norway 1408
Sweden 859
Switzerland . 1271
EASTERN EUROPE 8 500
Czechoslovalda 2000
German DR 3 800
Hungary 1 800
Yugosiavia 1 500
Bouree: UTH

ing approximately 400 000 units. The cur-
rent replacement market is about

21 000 units (see Table’'s 1 & 2). The
total fleet of buses and coaches de-
creased in Belgium (-2.5% per year), but
remained stable in the Federal Republic of
Germany. In the other EC countries, the
fleet expanded, the highest growth rates

being recorded in Ireland (+4.6% per year,
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the fleet level still being relatively low) and
in the United Kingdom (3.3% per year).
The bus fleet is currently the largest in
Italy, followed by the United Kingdom, the
Federal Republic of Germany and France.
The annual rate of growth of the vehicle
park was higher in the EC than in Japan
or the United States during the 1980s.
However, the fleet level in the EC remains
much lower than in the United States.
Urban and suburban public transport
buses account for at least one quarter of

the EC fleet, as shown in table 3. Figures

for regional bus transport in four EC mem-
ber states represent more than one third
of the total fleet: 68% in Italy, about 55%
in Portugal and 41% in Denmark and the
Netherlands.

When considered together, urban, subur-
ban and regional buses account for about
two thirds of the total EC bus fleet. The
proportion of buses used in public trans-
port is not as high in North America for
example where almost three quarters of
the buses and coaches are school buses,
and this class of vehicle accounts for over
half the kilometres travelled. In Europe,
school transport is much more integrated
with public transport thanks to the high
density of the network.

Sales Recent trends in bus and coach
sales in the EC have been somewhat de-
pressed. The major commercial vehicles’
manufacturers have reported falls in profits.
Volvo and DAF, for example, faced sharp de-
clines in profits in the first half of 1990 and
plan to reduce output in line with the fall in
demand across their commercial vehicle busi-
ness. According to some estimates, there is

an excess capacity of between 25% to 33%

Table 3
EC public transport fleet
Number of buses, 1988

Urban and suburban Regional
Belgique/Belgie 1276 N/A
Danmark 444 T 83838
BR Deutschiand 20 838 ‘ ' '
Hellas {'} 8 451
Espafia 3871 o
France {12247 - NA
freland 2288 WA
Halia . {'y 16 1684 {54 665
Luxembouty &) 124 ’ N/A
Neaderiand 1348 4983
Portugal 1803 {5 6430
United Kingdom %) 88 300 NA
EC Total 101 820 ‘ N/A
) 16987
{8 Orily

Lisombourg city
%) Onily severs Spanish uge cilies: Madrid, Barcolonas, Bibao,
Sevilla, Malaga, Yalenciz & Zaragoza. Only public companies.

5 Total number of companies 1,021, of which 150 on urban ! regional service

{5 Suburbian and regional servicss
Source: HG VIFDE Vilidane'sAUITPAIK Nationa! Statislics



in bus and coach manufacturing in the Euro-
pean Community.

Production There are about 90 bus and
coach manufacturers in the EC. They supply
chassis, body work or integrals. The biggest
and most integrated firms are involved in all
three activities. Only a few of them are also
involved in trolleybus bodywork.

The trolleybus traction equipment con-
stitutes a different market segment. There
are about a dozen trolleybus manufac-
turers in the Community involved in the
production of trolleybus traction equipment,
along with a number of electronics firms.
Contrary to the trend in fleet numbers the
production of buses and coaches in the
EC production declined at a rate of almost
4% a year since 1983, falling to about

36 000 units in 1988. The largest pro-
ducers are the United Kingdom and the
Federal Republic of Germany, which,
together, represent more than two thirds of
the EC production. Although production de-
creased by respectively 2 and 5% per
year on average in these two countries
since 1983, the most significant declines
are registered in ltaly (-8.4% per year) and
Spain (-7.8%). Only the Netherlands experi-
enced an expansion of bus and coach pro-
duction (+7.4% per year). From 1987 to
1988, however, EC production increased
by 6% and the declining trend was
reversed in the Federal Republic of
Germany, Italy and Belgium.

Production figures for the major manufac-
turers in some European countries point to
a new fall in 1989. In the Federal
Republic of Germany, production de-
creased by 4% in 1989, and fell even
more rapidly in the United Kingdom (produc-
tion by the eight largest producers, which

account for about 20% of total production,

Figure 3

Public transport equipment
EC total and public transport bus fleet, 1988
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(1) Luxembourg city only

(2) Only urban transport

(3) Estimation of only 7 large Spanish cities

(4) Suburban and regional

Source: UITP

fell by 13.5% in 1989 in the United
Kingdom).

Structural changes in the industry
Until recently, there was a marked pref-
erence for national producers, but in the
face of market pressures (eg. fall in ve-

hicles sales, excess capacity in the bus in-

dustry) and in view of the need (and
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potential) to capture market shares
abroad, the number of mergers and take-
overs has increased since 1988. There
has been a considerable increase in the
number of mergers and acquisitions
among European bus manutacturers, as
shown by the list of agreements in 1990:

May:
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% UK bus builder Optare joined United Bus.
July:
< Two Belgium manufacturers consolidated
their interest as Van Hool of Konigshaft
took over LAG Bus Manufacturing NV of
Bree;
< Volvo Bus Corporation signed an agree-
ment with the Turkish industrial group
Subani to pave the way for the introduc-
tion of Volvo buses in the Turkish market;
< United Bus signed a letter of intent with
DAB Silkesborg a/s of Denmark concern-
ing future cooperation.
October:
< Den Oudsten BV of the Netherlands
joined United Bus.
Source: UTI Magazine
Public transport investment in buses
and trolleybuses Buses have an aver-
age life of around 12 years, while for
coaches it is a little less because of the
need to keep higher standards of passenger
comfort. Investment in bus vehicles tends to
be a highly volatile phenomenon, depending
on regulations, taxes, grants, differing re-
placement cycles and normal market forces.
It is therefore difficult to provide information
trends. It is known, however, that expendi-
ture on new vehicles in Western Europe is
currently running at 3.8bn ECU a year, with
replacement rates ranging from 2% in
Belgium and the UK to over 8% in the
Netherlands. These variations reflect different
replacement cycles rather than longer term
trends.
Total investment in trolleybuses in West-
ern Europe is probably of the order of
38 m ECU a year. Further investment will
concentrate on the replacement and mod-
ernisation of existing systems rather than
on the build up of new systems.

1992 The liberalisation of public procure-
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Table 4
Public transport equipment
Sales of buses and coaches in selected EC countries
1985 - 1989

ment is an important issue for the public
transport equipment industry. At present,
each country has its own supply industry
which often remains confined to national mar-
kets. The British and Portuguese markets

are more liberalised, as part of their equip-
ment has traditionally been purchased from
non-national suppliers. The long-standing re-

lationship between suppliers and operators

(there is, in general strong public supervision
of procurement) has also reinforced the exist-
ing partitioning of markets by the use of com-
pany specifications and practices. Some ra-
tionalisation and cost reduction can be ex-
pected from the liberalisation of public pur-
chasing. Much progress has already been
achieved through the fixing of Community

weights and dimensions for road vehicles.



Table 5
Public transport equipment
Production of buses and coaches by country and manufacturer
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Safety requirements and type approval are
also being adopted at Community level,
which will facilitate cross-border contracting.
Environmental protection Growing envi-
ronmental awareness and increased traffic
congestion are expected to stimulate major
investment in public transport equipment
such as buses. Until now, however, the finan-
cial resources for such large-scale invest-
ments have not been made available.
One of the major issues facing the trans-
port equipment industry is the use of
cleaner diesel engines and the switch to al-
ternative fuels. New methods of construc-
tion are also being encouraged. Neoplan’s
new carbon-fibre design is a specific
example which may become a success
story.
Regarding the development of particle fil-
ters, a survey among large EC manufac-
turers showed that almost all major
manufacturers are working in this area.
Work is well advanced and large-scale pro-
duction could start this year. Public trans-
port undertakings have been particularly
active in carrying out these tests.
Governments are also funding a number
of R&D programmes for new clean technol-
ogy for buses. A German Federal R&D pro-
gramme funds, for example, the dual
powered trials, flywheel and hydraulic en-
ergy storage systems, methyl alcohol
powered buses,and dual engined buses.
Eastern Europe
A market which could prove to be quite
promising is Eastern Europe. The lack of
financial resources to enable the massive
replacement and upgrading of ageing
fleets in the East European countries will,
however, delay the development of the
market.

Moreover, potentially powerful suppliers
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with large production exist in a number of
Eastern European countries. Some degree
of competition can thus be expected for
low-price buses from major bus manufac-
turers such as lkarus of Hungary (pro-
vided they find themselves a partner in
Western Europe) or the trolleybus manufac-
turer Skoda of Czechoslovakia. Here
again, the availability of financial re-
sources will be a determinant for the fu-
ture threats and opportunities in Eastern
Europe.

The ability of Eastern European manufac-
turers to increase their share of the West-
ern market is, however, highly dependent
on the forging of alliances with Western
suppliers, in order to benefit from their
technological know-how and to have ac-
cess to the markets. They can, in turn,
offer keenly priced vehicles, a strategy
which is successful. West German manu-
facturers already have plans to set up
units in the East and expand their market
share there. East European manufacturers
may, therefore, loose important shares in
their home markets. lkarus and DAF are
currently negotiating a joint venture to sell
the lkarus Citibus on a DAF base in
Britain, offering very good prices in a de-
regulated market.

Although traffic congestion and environ-
mental concerns should enable the public
transport sector to develop further, the pro-
duction of buses and coaches is not ex-
pected to recover fully from the fall
experienced during the 1980s. A lack of
financial resources tends to limit invest-
ment in public transport equipment. Com-
pared to rail transport equipment, buses
and coaches have a much shorter aver-
age lifespan but require lower infrastruc-

ture costs and civil engineering work.
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Table 6
Public transport equipment
Forecast bus production capacity in Eastern Europe, 1988-2000

{1 000) High estimate Low estimate

1988 1890 2000 1990 2000
Bulgaria 27 3.0 35 28 3.0
Czechosiovakia 35 35 40 a8 45
East Germany 20 2.1 23 20 18
Hungary 13.0 10.0 120 2.0
Poland 80 8.4 8.0 78 75
Romania 38 3.4 38 34 a2
Soviet Union 80.0 90.0 95,0 90.0 90.0
Yugoslavia 54 8.0 7.8 50 8.0
Total 128.3 129.2 135.4 126.7

Bourge: “The East Europoan Motar

Widusiey”, The Hungarian Economic
Bervice {Speciat Report Ne 1167) appeared in Truck & Bus Bullder, Feb. 1989

Another factor is the ongoing deregulation
of the EC transport services sector, which
may allow for further falls in vehicle pur-
chases, as independent operators often
rely more on second-hand vehicles.
A study on the Eastern European Motor ve-
hicle production estimates that bus produc-
tion capacity will range between 125 000
to 135 000 units by the year 2000.
Public transport rail
vehicles
Definition of the sector The sectors
dealt with in this section are: commuter and
regional rail, and urban rail systems. Com-
muter and regional public transport are part
of the Mainline infrastructure, while Urban
Rail systems include Metro systems, Light
Rail systems and Urban people movers.
Current situation
Commuter and regional passenger
networks Although no major network ex-
pansion is currently being considered for the
traditional rail networks in the EC (excluding
the High Speed railway network), suburban
passenger routes are expected to grow. De-
mand for passenger transport through most
Inter-City routes has remained static, while,
due to increased suburbanisation, many sub-

urban rail routes have experienced a period
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of substantial growth.

Many European cities have given a
renewed impulse to commuter rail ser-
vices, in order to cope with passenger traf-
fic in major conurbations. The Spanish
"Cercanias’ commuter rail operations cur-
rently serves 500 000 customers daily,
which represents 75% of the network’s pas-
sengers carried by the State railway
RENFE.

Urban rail systems Due to the high rate
of urbanisation in nearly all European coun-
tries, the environmental damage and other
adverse effects of road surface transport,
there is considerable potential for new Public
Transport systems. Investment in urban rail,
metro and light rail is expected to be of the
order of 31 billion ECU through the 1990s,
with the largest programmes being set up in
ltaly, France, UK and the Federal Republic
of Germany.

Urban traffic congestion has generated an
increased demand for urban Public Trans-
port systems in Europe. Some new sys-
tems are being built in Toulouse, Rennes,
Genoa, Amsterdam, Bilbao, Sheffield,
Avon county and Paris (Light Rail), while
others are being extended (eg. London’s

Jubilee Line).



Some existing systems are being up-
graded such as Berlin, Lyon (line D), Lille
and London (Central and Northern lines).
Paris also plans further extensions of the
RER (Réseau Express Régionale) and a
new automated metro line (Meteor).

The market for urban rail systems equip-
ment is also developing rapidly worldwide.
North America is developing new systems
and enlarging existing ones. In the US,
New York is planning to buy more than
1,500 cars over the next decade, Washing-
ton 200 and Chicago 90. In Canada, To-
ronto plans to purchase 55 light rail and
30 metro cars. Developing countries are
also investing substantially in urban rail
systems. There are firm plans for Monte-
rey (Mexico), Bangkok and Beijing. On the
other hand, the EFTA and Japanese mar-
kets are already catered for by local manu-
facturers and are rather closed for foreign
competitors.

The rolling stock in the commuter rail,
metro and LTR modes amounted to

68 507 cars in 1988. The cars are being
used in about a hundred systems throug-
hout the Community. When considered
together, the three urban modes account
for 10 962 million annual trips, which repre-
sents about 40% of the total public trans-
port vehicle and passenger traffic in urban
Europe.

Metro In terms of metro vehicle sales,
European GEC Alsthom, followed by
Canadian Bombardier and Japanese Kawa-
saki, are the largest suppliers. On a world
scale, there are only two EC metro sup-
pliers: GEC Alsthom and Breda, which oper-
ate successfully in the US market.

Light Rail A Light Rail system (LTR) is a
tracked, electrically driven local means of

transport. An LTR system can be developed

Table 7
Public transport equipment
Sales
Metro Light Rail

Lead deliveries deliveries

contracior since 1985 since 1885

GEC-Alsthom . 1378 150

Metro Cammall 38407

@m y . 1192(y () 304

ANF industrie 75

Kawasakl 782(%

BREDA 413

ABB 815 a1

BREL 4

Waggon Union )

MAN - 142 60

LHB. &0 C 85

‘Puswag 71 1672

ume. 58 312

Hitachi . 12409

Tokyu T 88

Sehindier 218

Gomeng 330

Fiat - 108

SGP -89
_ Firoma: 164

am-m%wmwmm :

4 Done ot e S Somonsits

Source: DG - EC Commission

from traditional tramway systems or built as
a new system from the outset.

The largest suppliers of LTR are Duewag
and Bombardier. As regards export perfor-
mance, the strongest EC companies are
Duewag, LHB and ABB. The most import-
ant non-EC competitors in terms of perfor-
mance in non-domestic markets are
Bombardier, Kinki Sharyo and UTDC.
Structural changes Urban rail builders
tend to be part of rail manufacturers who
produce not only urban rail vehicles, but
also a variety of rail equipment and compo-
nents. As such, the changes described
below do not only affect urban rail manufac-
turers or branches, but the rail equipment in-
dustry as a whole.

The industry is undergoing a significant
consolidation process in the EC. Such con-
solidation affects all branches of the Rail
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Construction industry, but the merger

movement was initiated by electrical equip-

ment companigs.

The main reasons behind this consolida-

tion movement are:

+ the need to achieve economies of scale
in manufacturing;

< the need to build a critical mass for in-
vestment in R&D;

+ the need to bypass obstacles to sup-
plying equipment from outside a country;

< a strategic response to the more commer-

cial purchasing processes of railways;

s
o

the need to prepare for the advent of the
European Single Market.

For example, the three big manufacturing
firms in Germany -ABB, AEG and
Siemens, are well on the way to forming a
competitive grouping in order to meet the

European and world market for rail system
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New Technology

contracts.

Technological developments New in-
novative mass transit systems are being de-
veloped. EC manufacturers account for
about half of the world's high technology/
innovation industry. France and the United
Kingdom are leading but Belgium and the
Federal Republic of Germany are also
largely contributing to new developments.
The US and, to a lesser extent Japan, are

among the most active too.
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Table 8
Public transport equipment

People movers - automatic, no crew, rail
technology - based means of transport,
have been developed in a number of EC
cities. Table 7 lists operating and planned
innovative urban transit systems.

Public transport investments in
metro and light rail

Total investment in urban rail through the
1990s is expected to reach 31 billion
ECU, with the largest programmes being
set up in ltaly (960 million ECU), the UK

(654 million ECU), France (about 615 mil-
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systems in urban transport - manufacture

lion ECU) and the Federal Republic of

Germany (461 million ECU). Spain and
Belgium are expected to invest between
90 and 150 million ECU during the 1990-
2000 period. Investment is likely to be
more limited in Denmark, Portugal and the
Netherlands.

Much of these investments in metro sys-
tems will focus on the modernisation of
current fabric and equipment. For
example, the new "Boa" trains to be used

on the Meteor line in Paris will be automat-



ically controlled, semi-permanently
coupled, with a continuous carriage.

At present, new light rail systems are
under construction in Manchester, Genoa
and Paris. There are plans for many new
systems, especially in the UK.

The most ambitious LTR project in the
Community is the Docklands system,
which is in the first phase of operation (its
total cost is in excess of almost 1 billion
ECU).

1992 Similarly to buses and coaches, the
rail equipment market is partitioned on a na-
tional basis. The competition to win in non-
Community countries is, however, much fier-
cer. Although a large number of ISO stand-
ards exist, differences in standard track

gauges, loading gauges and electrical sys-

tems still create significant differences in the
degree of compatibility and cooperation be-
tween Member States. The development of
combined transport calls for the adoption of
additional common standards. The opening-
up of public procurement is likely to
strengthen the trend towards increased ra-
tionalisation. Cost reductions would also im-
prove the competitive position of railways
compared to other transport services, and fa-
vour the development of the rail vehicle in-
dustry.

Outlook
Almost 30 000 metro cars and 16 000
light rail units are expected to be de-
livered over the next 20 years worldwide.
About half will be bought in the EC,

mainly in the UK, France, the Federal Re-
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public of Germany, Spain and ltaly.The
major market opportunities for urban rail
equipment lie in the EC itself (35%) and
in the USA (22%). Most of the demand is
related to the need to replace existing roll-
ing stock. Light rail demand will be located
mainly in the EC (55%) and EFTA (18%)
countries. The US could also be a large
market, but it will depend upon federal fund-
ing, which is currently being restricted. The
expansion of the markets in less developed

countries also depends on funding.

UITP: Union Internationale des Transports
Publics
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