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1. INTRODUCT ION

At 1ts meeting on 14 November 1989, the Councl! on Industry
held a policy debate on the Communlity footwear Industry and
the approach of the single market on the basis of a
Commission staff paper.! Followlng an analyslis of the
difficultles facing the Industry, which are reflected mainly

in a drop In actlvity and employment, three areas were
ldentified In which a process of adjustment could help
overcome the problems. They are:

- productlon structures, which are undergolng profound
technotoglcal change;

- vor | d market structures, characterized by the
penetration of tradltlional markets by new competitors,
whlle new, potentlally profltable markets are not

accesslible;

- competition wlthin the Community market, vhere the
pressure of Imports from third countriles, In partlcular
of South East-Asia, has greatly Increased during the
last few years and caused conslderable disruption.

In this 1ight, the Commission was requested to prepare
proposals for a Community approach that would Improve the
competltive sltuation of the Industry and help [t adJust to
the single market.

This communlication presents proposals for action based on
the concluslons of these debates, relating mainly to the
improvement both of the Industrial environment of the sector
(trailning, R&D) and the commercial sltuation (access to
markets In non-Community countriles, protection of
intellectual property).

The proposals were drawn up followlng consultation of the
relevant clrcles, and take account of the three key factors
governing the current sltuatlion of the Industry.

(1) International competitlion

A Community survey has been {aunched to determine
whether the clrcumstances surrounding the growth 1in
Imports from certain non-Community countries justlify
takilng temporary safeguard measures at Community

level . The Commission will Immedlately onact the
decislons It takes on thls matter, which 1is not
considered in this paper. Atall events, the time
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avallable to the Industry to make the necessary
adJustments will be I|Imited, so that they must be
implemented quickly, the obJective beling to achleve
by the end of 1992 a competitve Industry growing in
a market open and Iintegrated.

(i) Completion of the single market
The Industrial consequences and the effects of
removing Article 115 controls were examined In
conjunction with the Heads of Industrial Policy
Departments. A global approach to the problems
posed by these adjustments was outiined, and the
main findings have been Integrated In this

communication.
crit) Corporate strategy Iin the Industry

The Industry has entered Into dialogue with the
Commisslon to discuss and speclify the measures It
Intends to take. Account is taken In the followling
of the Information and analyses resulting from this
process.

2. REVIEVW OF THE FOOTWEAR INDUSTRY

2.1 State of the footwear Industry

Communlity footwear production has decllined by 15% since 1986
and currently amounts to about 1 050 milllion pailrs. This
decl Ine ls primarily due to Increasing penetration of
Imports from non-Community c¢ountries, which have rlsen from
about 300 milllon palrs In 1986 to over 500 milllon palrs at
present, I.e. an Increase of 73% In volume terms and a surge
in the penetration rate from 26% to 43%.

Exports outside the Communlty amount to about 260 million
pairs, a reduction of 10X since 1986, while intra-Community
trade has remalned relatively stable at 440 milllon pailrs.

The Industry currently employs 360 000 people dlirectliy, and
when account is taken of Iindlrect employment (out-workers)
and anclllary activities (tanneriles, manufacturers of
footwear components and equlpment, subcontractors) the total
number of Jobs ¢an be put at almost half a miltion.

The sector Is above all characterlzed by |Its fragmentary
structure, with large numbers of smal!l businesses (there are
over 15 000 businesses In the Communlty, with an average of
24 employees per firm), labour-Intensive production and
reglonal concentration of firms.



2.2 Competltiveness

Assumlng open markets, the Communlity footwear Industry |Is
capable of disposing of a consliderable volume of its
productlon on export markets.

In the domestic market, It has lost market share owing to
price undercutting by Imported products, and to the hlgh
proportlon of low-price articles among these Imports, whlch
have replaced dissimilar Community products.

The Communlity Industry Is preparing to meet thls challenge
by adopting technologically more effliclent production and

management structures to Improve competitiveness.
Investments remaln steady, so that, If the right conditlons
are created, the sector LANN develop towards a more
capitai-intensive structure.

The European Industry, which on the whole Is technologlically
advanced and in the forefront with regard to creatlve design
and quality, has developed a defence strategy that enables
it to face the future with confidence, In splte of a certaln
cost disadvantage which cannot be entlirely eliminated.

2.3 Prospects

While Implementation of the consolldation strategy I's
already producing concluslive results In some cases, its
extenslon to a wider sectlon of the Industry Is running into
problems. These are due to the fragmentary nature of the
industry as described, and the fact that actlon has to be
taken qulckly and Involves considerable Investment. Many
firms do not have the necessary financlal resources to
modernize their productlion equipment, nor the qualliflications
to Improve thelr operatlonal logistics; In some cases, slze
strictures physlcally 1limlt technological development. In
splte of the favourable outlook, It would be unrealistic to
presume that all the buslinesses wlll survive; however, |if

awareness-ralsling schemes are developed to put them In the
picture about what needs to be done, most of them have the

abillty to survive In a suitably stimulating environment.

However, cortaln measures such as the opening up of
non-Communl!lty markets and the protection of Intellectual
property are not within the Iindustry‘s control, but depend

on International negotlatlions.

The second part of thls communicatlion outllines posslible
courses of actlon by the Community that could help the
sector to adjust more qulickly and speed up the necessary
changes In Its environment.



3. ACTION TO EASE ADJUSTMENT OF THE SECTOR TO AN
INTEGRATED AND OPEN COMMUNITY MARKET

In view of the dlrectlon In which the industry must evolve,
the Communlity could take action in the following four areas:

i) technologlcal research and Innovation
1) production efficiency

1) vocatlonal training

V) international competitiveness.

3.1 Technological research and Innovation

The Industry has already established that technologlcal
Innovation must flgure prominentily among the measures to be
Iimplemented to Improve Its competitive posltlon. The
requlslite research has been Initiated In several flelds.
This development should be gliven proper backing, and the
results actively dissoemlinated, to ensure that thelr Impact
does not remaln relatively restricted as at present owling to
the fragmentation of the sector.

Several avenues of applied research and development have
begun to be explored and have been shown to have potentilal.
This concerns mainty:

- computer-integrated manufacturing (CAD/CAM);

- Industrial technologles (productlon organlization,
Improved flextibilllty/ automation, just-in-time
manufacturing, team-working);

- materlals technologles (adaptation to new appllcation

procedures, assembly materials and footwear
components);
- materials testing technologles (improvement and

standardization of methods);
- development of systems for Improving quallty.

This review outlines the situation at present. There are
doubtless many other [Ines of R&D that could be explored I[n
addition to those already embarked on.

In this context, the Commission has entered Into discusslons
with the relevant clrcles (Industry, manufacturers of
equipment and components, distribution) 1Iin order to take
stock of the most promlising new technologles, particularly
In the fleld of the handling of flexlbile materlals, with a
view to obtalning a reference framework for the actlion to be
taken or the Community support that could be granted.

This reference framework will help the footwear Industry,
Including Its suppliers and the capltal goods manufacturers,
te make more effective use of Community and national
Instruments Iin support of research, Innovation and the
disseminatlon of technology.



The avallable Community Instruments that can be used are:

- BRITE/EURAM(1), which co-flnance research on industrial
technologles and materlals;

- VALUE(2), which helps flnance programmes to dlsseminate
and promote application of the results of Community
research;

- SPRINT(3), which concentrates on boosting Innovation by
strengthening the 1lnks between economic operators and
research Instltutes,

The footwear industry Is already beneflting from these
instruments through a varlety of projJects flnanced under the
1987-1991 framework programme.

This support wll]l probably be stepped up under the new
framework programme (1990~-1984) through the areas of
activity "Informatlion and communicatlons technologlies",

"Industrial and materlals technologles" and "Measurement and
testing".

The emphasis that the new framework programme puts on
"Enabling technologles” should permit the footwear Industry
to beneflt from more systematic research on technology
appllcatlons that transcend Indlvidual sectors, and thus
beneflit from the synergles resulting from finding ansvers to
problems common to several!l Industrial sectors. That will
require also, a sensitivity at different Industrial Ilevels
of the trends to develope In this sphere and at the level of
identiflcation of technologlcal requlrements In common with
other sectors to a much greater extent then In the past with
the other participants In the chaln (suppllers of equlpment,
speciallsed research centers etc.).

Since thils sector is characterized by a large number of

small businesses, particular Importance should be attached
to developing cooperative research In the areca of
"Industrial and materials technologles"; such cooperative

research c¢could prove particularly Interesting for small
businesses that do not have the resources to carry out

research on thelr own. It would be useful to synchronlze
national initiatives of the same type In these varlious
flelds. In this Instance the Community Initilative should

provide a timely stimulus on the princlple of substitution
and take account of the speclific requirements of the
national programmes.

(1) BRITE/EURAM Baslc Research in Industrlal Technologles
for Europe/European Research on Advanced
Materlals
(2) VALUE Valorisatlion and Utlllisation for Europe
(3) SPRINT Strategic Programme for Innovation and
Technology Transfer



3.2 Production efflclency: introductlon of new
technologlies and modernization

As already dlscussed, technologlical Innovatlon |Is a key
element |In Improving the competitiveness of the Industry.
However, technologlcal developments are of value only |If
they can be applied In practlice and Improve productivity by
making production more efflcient.

Because of thelr small slze, footwear buslinesses have
problems In obtaining the flinanclal resources to lInvest in
equlpment Incorporating the new technologles.

The constraints of size normally go hand In hand wlth those
of traditional management style whlch denlies the busliness
access to the flnanclal <clrcles and products that could
facllltate Investment.

These two factors, small slze and management constralints,
are also the root of a second probliem which detracts from
the potential of the buslinesses, namely marketing In the
broader sense of adapting to markets, i.e. anticipatlion of
demand, adequate response and timely distribution.

Three things could be done to tackle these problems:

(1Y Attunement of businesses to the market

This could be done effectively by creating structures for

cooperation between suppllers, manufacturers and
distributers, which would make It possible to organize
exchanges of market data, Improve trade flows betwesen these
operators and facllitate contacts between Member States.
These structures could range from marketing panels to the
establishment of transmission networks lilnked to data banks.
Thils would faclilitate the Introduction of production
planning methods and Improve flexlibllity of response, and
would avold diseconomies due to matadjustments, Idie time or

bottleknocks.

Pltlot schemes should be developed and dlisseminated, and
support made avallable to the bodles charged with managing
the awareness campalgn for the netwvork participants.

For the networks to functlon, audits of the system of order
transmission must be carried out and technicat backling In
the field of Information technology wlill be necessary.

These networks would also contribute to market transparency,
serving as a baslis for the Imptementation of an awareness
programme concorning the opening up of publlc supply
markets.



In view of the regional concentration of the Industry,
reglonal product development and promotion centres could be
set up; they could functlon as a services pool and provide
access to modern deslgn and quallty control tools In
particular.

(i) Famliiarlzation with financial management and
cooperation between buslnesses, in order to help the
Industry gain access to financial clrcles and learn
financial englineering technliques.

GEED! Modernizatlon of production equipment to acqulre a
more advanced technologlcal standard. It would be
necessary In thls fleld to support the businesses In
thelr efforts to Invest In Innovation.

The Commisslon Is examining what extent the structural funds
can be used to finance some of these actlons, elther by an
adjustment to the current programmes based on the community
support framework or eventually trough new Initiatives.

Effective progress towards these ¢goals can be made only In
concert with natlonal Iinittatlives to improve the
competitiveness of businesses.

3.3 Vocational tralning schemes

The new productlon methods and new technologlies generally
require a higher standard of quallification on the part of
the workforce as a whole and of technical staff, supervisory
grades and management. The actlon taken in the fleld of
tratning will play a key part in the adjustment process.

The Commisslion has launched an analysls of thils Issue with

both sldes of the Industry In order to ascertatin the
requirements and the problems. It emerges at this stage
that they concern in particular the continulty of vocatlonal
training and the organifzation of In-plant tralning. In
addition, it has been shown that training must be
concentrated on the best technologlies. Thus the question
arises of extendlng the scope of training and the coverage
of exlisting trainling structures, as well as of setting up
support <centres for In-plant tralning. A proper network

needs to be set up In close collaboration with both sides of
industry.



The Commission has varlous means at (ts disposal to support
the substantlal effort requlred In the fleld of tralning.

The most approprilate In this case appear to be the
COMETT 1 1/EUROTECNET programmes with regard to the
development of Innovatory continulng tralning/reskilling

schemes, and the Communlity actlon programme for the
development of contlinuling vocational! training (FORCE), once
adopted by the Counclli. In addition, some schemes can also
be Iimplemented under the action programme for SMEs and the
centres financed through the FEDER and the training of
people In SMEs by the structural Funds. The solutions will
have to be chosen In the |lght of how well they respond to
tralnlng needs 1In some areas not dlirectly weligible for
support from the structural Funds and In which the footwear
Industry has a strong presence.

3.4 International competltiveness

In order to achleve Its optimum degree of development, the
Community footwear 1Industry needs to be sure of genuinely
free access to non-Community markets, whether as a source of
raw materilials or as an outlet for Its products. The
sltuation Is far from satisfactory in thls fleld, as
numerous non-Community countrles, both Industrlalized and
developlng, have created varlious barriers to protect thelr
industries (e.g. tariffs and quotas In Japan), or have a
very lax attitude to protection of intellectual property.
Consequently, an effort must be made to have the rules of
International trade, as lald down in the GATT Agreement,
respected or Improved, In partlicular since the
Internationallzation of the market means that more rigorous
methods have to be taken +to eliminate distortions of

competlition. This is true of dumplng, for example, where
the existing rules have proved to be Ill-adapted to the
reallty of sectors such as the footwear Industry. The
Uruguay Round may, In this context, provide an opportunlity

to introduce a new measure of Iinternational falrness In both
tarlff and non-tariff areas.

The Community Iindustry also belleves that |t Is capable of
operating on new markets that up to now have been closed off
or little explolted. It 1Is partlcularly Iinterested In the
markets of the Eastern bloc and of the Near and Middle East.
The ponetratlon of new markets calls for investments above

all In marketing, the creation of a loglstics infrastructure
and the {aunch of trade misslions. This poses a problem in
view of the general flnanclial constraints to which the
businesses are subject. The resources avallable to the
Community for export promotlon could be developed to play a
useful rolc here. The development of trade and cooperatlion
with the countries of the Eastern bloc requlires a speclal
approach due to the nature of thelr oconomies. The
community could conslder establishing a reference and
support framework which would facllitate trade with these

markets for the whole of Community industry.



4. CONCLUSION
The Commisslon proposes to the Council that It:

(1Y confirm the need for the Communlty footwear Industry to
adjust In preparatlion for the single market and to meet
the challenge of the rapld extension of Internatlonal
competltion;

(ii) acknowledge the Importance and opportunities of
developling actlions—-In respect of Communlity law and
discliptines concerning competltion and particularly
state alds - to enable the necessary adJustments to be
made, partlcularly In the flelds of:

- research and development

- Improving the efflciency of buslinesses, In
particular through modernizatlon

- developling vocatlional trainling

- defending the Interests of the Industry i{in the
context of International competlitiveness.





