





Editorial

THE WHEELS of the Commission
machine turn too slowly, say its critics.
Yet its political resolve to implement the
guidelines of the White Paper, particu-
larly in the area of trans-European
networks of telecommunications, shows
its true colours.

As a reminder, on December 5 1993,
the Commission adopted the White
Paper on “Growth, Competitiveness,
Employment: the Challenges and Ways
Forward into the 21st Century.” This
document was well received by the
Heads of State and Government,
meeting at the Brussels European
Council on 10 and 11 December, and the
decision was taken to implement a plan
of action and a follow-up procedure.

In the more specific area of inform-
ation and communication infrastructure,
the Council called for the rapid creation
of a group representing industry and the
market in the information and commu-
nication technologies sector. This group
must report back to the Council’s
meeting on 24 and 25 June.

This political resolve provided the
impetus behind a number of major
choices in 1993. Although the completion
of the internal market, in place since
1 January 1993, was overshadowed by
the deepest economic crisis to hit
Europe in the post-war period, 1993 was
a year of exceptional achievements.
Despite all the fears and difficulties, the
Maastricht Treaty was ratified, the
monetary system rescued from the
worst upheaval that it had ever faced
and the GATT negotiations reached a
successful conclusion.

Only with steadfast political resolve
could the Community have had such a
positive year. Where did this come
from?

The development of
multimedia, interactive
and user-friendly
communication
nfrastructure will
enable individuals to
weave a new network of
relationships with one
another, with official
bodies and with
community life overall,
and will give these
relationships back a

value all too often lost.

It stemmed from awareness of the
vast changes that the world has
witnessed. The Single Market graduated
from aim to tangible reality. Moreover —
and as stated with clarity in the White
Paper - world change in recent years
has been even more rapid than that in
the Community. Geopolitical develop-
ments, notably the collapse of the
Communist bloc, combined with the
growing globalisation of economic
activities — largely under the impetus
of information and communication
technologies — have changed the face
of the world.

In other words, although the Maastricht
Treaty was a decisive development on
the European political stage, Europe
could no longer ignore the fact that at
the same time the rest of the world was
making a date for a rather different
event, where the issue at stake was the
Community’s place in the world.

The European Union, fresh from the
final ratification of the Maastricht Treaty,
marked its political debut with a
decisive contribution to the conclusion
of the GATT accord and, in the
process, expressed its determination
to strengthen the multilateral trading
system.

Consecrating the geopolitical events
of the second half of the eighties, in
principle this accord opens up positive
prospects. Past experience tells us that
behind every surge in economic growth
lies a qualitative leap in international
trade. But changes in competitive
balances also imply wide-ranging
restructuring of economic activities and
a vast re-configuration of professional
qualifications.

The political leaders of the EU must
shoulder the heavy responsibility of
making difficult political choices
inherent to this period of change, while
firmly maintaining their sights on an
open and mutually supportive world.
President Delors was the first to express
the need for the definition of a strategy
fostering growth while managing these
adjustments, particularly in the area of
employment.

This is why, through adopting the
White Paper, the Commission and then
the European Council expressed their
political resolve to take on these
structural adjustments and ensure that
they have positive implications for
all the Union’s citizens. This obviously
begs the question of why, against
the backdrop just described, the
Commission and the Council gave such
primordial importance to information
infrastructures.
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This will not be the first time in our
history that political, economic and
technological changes are concurrent
and open up totally new perspectives.

Information and communication
technologies do not just improve
business competitiveness. They can also
improve the efficiency of our whole
social and institutional environment in
which these same companies operate,
and can contribute at the same time
indirectly to furthering competitiveness
and the general growth of the European
economy.

Information and communication
technologies can in addition help meet
basic needs, thus stimulating growth
and social cohesion. These needs are
engendered by the contemporary up-
heaval in society, in family life and
urban civilisation; by the need to
preserve the environment and rural
areas and by the search for a high
quality of life in society. The develop-
ment of multimedia, interactive and
user-friendly communication infra-
structures will enable individuals to
weave a new network of relationships
with one another, with official bodies
and with community life overall, and
will give these relationships back a
value all too often lost.
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Little by little, a political vision is
emerging where the determining factors
in micro and macro-social competitive-
ness move well beyond the relative level
of direct costs. Thus, almost blow for
blow, political leaders are observing
a situation where, curiously, the charac-
teristics of contemporary society are
assuming the main traits of the
evolution of information and communi-
cation technologies. As a result they
are calling for the rapid deployment of
communications infrastructure and of
the associated applications.

Does the private sector have greater
reservations about the role of inform-
ation infrastructure? While social
problems are indicative to political
leaders of the importance of such
infrastructure, economic leaders are
interested primarily in current and
future data on the market. Key people
in the private sector are aware that the
investment required for such infra-
structures in the European Union runs
into hundreds of billions of ECUs.
Their viewpoint may not tally with the
political decision-makers’ hierarchy of
needs. The markets which, apart from
the market in professional business
information, appear suitable for private
investment in infrastructure are almost
at the opposite end of the scale of social
priorities: video, interactive games, tele-
shopping, messaging and so on.

Reconciling the political and
commercial visions requires a dialogue
between political and private decision-
makers. What are the regulatory
conditions and the incentives and norms
which will encourage private investment
in such infrastructures? Which ones will
lead to an environment where a multitude
of initiatives, some complementary,
some competitive, can culminate in a

coherent infrastructure spanning the
entire Union and open to world infra-
structure? How can we ensure that
these new modes of communication and
information are simultaneously at the
service of the private economy and of
society and its institutions?

A real partnership must be forged in
order to set out a deployment strategy
for information infrastructures. The
report which the group of represen-
tatives, chaired by Martin Bangemann,
Commissioner, will submit to the Heads
of State and Government constitutes the
first step along this path. On the basis of
this report, the European Council will
examine an operational programme
defining the precise forms which action
will take and how it will be implemented.

In any event, the institutions and
companies capable of combining daring
with realism will be the ones to reap the
new type of comparative advantages
which the information society will bring
forth. @

Michel Carpentier DG XIII












Advanced television

hetween the lines

A FINGER TOUCHES the TV remote
control . . . and three beams cut across
the living room: red, green and blue
converge into the life-size, 3D hologram
images of a woman and her young son.
There is a burst of canned laughter. The
holograms speak dialogue typical of an
American comedy series. They move
naturally round all the furniture in the
room, oblivious to the family viewing
them. A viewer reaches out to touch the
female hologram - and it jumps
smoothly away: “Great anti-collision
software!” says another viewer.

This vision of the ultimate television
system was dreamed up by Oliver
Stone for his recent television mini-
series Wild Palms, set in the mid-21st
century. The American film maker
obviously enjoyed himself visualising
the future; and, as television broad-
casting contemplates the era of the
Information Superhighway, we should
not dismiss futurology. After all,
broadcasting already uses satellites in
geocentric orbit, first hypothesised by
Arthur C. Clarke in his famous 1940s
short story. But the really problematic
aspect of futurology is not to create a
striking concept or an objective, but to
imagine in detail the transition from
today’s humdrum reality to the bright
vision of tomorrow. The process of
transition itself often generates so
many new ideas that the objective itself
is not immutable but in constant
metamorphosis. It is rarely as tidy as
the intellectual constructs of the
technocrats would have us believe.

This is certainly true in broadcasting,
where several years ago many experts
saw high definition television (HDTV)
as the great objective. Now HDTV has
been replaced in the limelight — perhaps
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temporarily - by “digital television”,
which can mean HDTV or many other
kinds of services.

So what really is “digital”?
Broadcasters and other technically
knowledgeable key players are clear
amongst themselves: it is the burning
issue for the future of television
broadcasting. A host of new acronyms*
has entered their everyday discussions:
MPEG, COFDM, ADSL . .. but walk into
any high street electronics shop and all
the products are already digital, even
the analogue ones - it says so on the
box: “Digital” in large friendly letters.
Clearly the transition to a new
technology is blurred by the subtleties
of consumer product positioning, which
mean that any product with a few
Ecus of digital processing can be sold
as “Digital”.

But if the headline is digital, the
reality is much more complicated. The
Commission’s Communication on digital
video broadcasting predicts a twenty
year transition from analogue to digital
television simply because it's not
possible to turn off the television
systems PAL and SECAM overnight,
which would abruptly disenfranchise
the viewing public. There is scope for
some broadcasters to extend those
existing services during the “Long
Goodbye” to analogue.

However, what counts for the
consumer are the benefits of the
product or service — what it does and its
advantages - not the technical
implementation. This is a better starting
point for any discussion than the
intricacies of the technology itself.
Once the benefits have been identified,
then one can map the appropriate
technologies for delivering them. Given
the technology blindness, even techno-
phobia, of consumer markets, the term
“advanced television” seems more
neutral and more appropriate than just
talking about “digital television.”

* (For explanations see page 8)

What are the benefits of advanced
television?

Advanced television offers three clearly
identifiable groups of benefits to
consumers (figure 1).

Enhanced realism, the first one, is the
classic and best-understood benefit. Any
product or service which will improve
the impact of the presentation offers
this, like wide-screen television in
cinema 16:9 format or HDTV.

Access and choice, the second one, is
more recent. It widens the range of
programming available with products
like videorecorders and pay-tv
channels, and with new digital service
ideas like “video-on-demand” — dial-up
films transmitted from high capacity
computer servers by telephone lines or
relayed by cable networks to the home.
These exploit digital compression to
increase the range of programmes
available and make access easier.
“Video on demand” (VOD) has a broad-
cast cousin “Near video on demand”
(NVOD) which is a similar case: rather
than transmitting one film in a channel,
broadcasters will be able to compress
ten or more simultaneously in the same
channel, allowing the several films to be
started many times during the same
evening. As with VOD, this liberates
the viewer from both the television
schedule and the video recorder. It is a
convenience service. Digital transmisson
in (N)VOD form is inherently much
more efficient — for programme quantity
— than analogue.

The third type of benefit is techno-
logically related to “Access and choice”
offerings like VOD, but is quite new and
still in the process of being defined. Let’s
call it Maximum involvement and
stimulation.
























As publishing goes electronic,
will Gutenberg survive?

How Europe can compete successfully in the global electronic publishing market

A changing scene

Detective story at bedtime, in-flight
perusal of the financial daily, historical
novel lazily browsed on the beach,
magazine nervously leafed through in
the dentist’s waiting room - could the
days be numbered for the traditional
print medium with which we adults are
so comfortable? Will the familiar print
form be driven out of existence by the
convergence of telephone, television
and computer brought about by digital
technology?

The combination of digitisation and
fibre optics certainly makes it feasible
to predict an era when the television,
with powerful computing capacity, will
become an interactive medium for
a wide range of information and
entertainment. Advances such as digital
compression enable more information
to be sent in digital form using a given
amount of transmission capacity or
bandwidth. Fibre-optic cables provide
vastly increased bandwidths enabling
two-way communication or interactivity.

On offer to the consumer will be
an extensive palette of products and
services. These will include video-on-
demand, video games, databases,
educational programmes, home
shopping, telephone services, tele-
banking, teleconferencing, and more.
Many of these activities are interactive
multimedia applications, involving a
combination of sound, still and motion
pictures, graphics and animation, data
and text, and with the interactive
capabilities of a computer.
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The potential for combining different
media is having a considerable impact
on the processes of accumulating and
presenting information. Applications in
areas such as training, education,
point of sale, business presentations,
professional and technical publishing, in
addition to the entertainment market,
are on the increase. A whole gamut of
new opportunities is emerging not
only for traditional print publishers but
for software publishers, information
providers and the film and television
industries.

Although heralded as the greatest
revolution in publishing since
Gutenberg, electronic publishing is
unlikely to banish the printed product,
in particular for leisure reading. It is,
however, predicted that by the year
2000 electronic products could account
for up to 40% of the turnover of the
publishing industry as a whole.
According to the strategic study on
“New Opportunities for Publishers in
the Information Services Market”
commissioned by DG XIII/E, rough
estimates show a market potential for
electronic publishing in Europe of some
12,000 million Ecu by the turn of the
century.

European Commission activities

Recognising the strategic role of
electronic publishing in Europe,
DG XIIVE has carried out a number of
activities in this field within its IMPACT
(Information Market Policy Actions)
programme, which aims to develop
the European information services
market. The study referred to above was
undertaken in close consultation with
the publishing industry. Its executive
summary was distributed to over 2000

participants in the market, inviting
comment. Following this, a meeting
attended by over 280 European heads
of publishing houses and related
industries was held last October during
the Frankfurt Book Fair. This gave an
opportunity to review the main findings
of the study together with industry.

The study reveals a lack of awareness
in the traditional publishing industry
of the opportunities and threats as well
as the strategic implications of imple-
menting new media. The message for
Europe’s 60,000 publishing houses
is clear: There is a need to re-think
existing strategies, start making the
transition “from scribe to screen”, and
get on the necessary learning curve
early.

In terms of global competitiveness,
the European Union is lagging behind
the United States and Japan, whose
governments are fully committed to
electronic and multimedia publishing.
Japan holds the lead in hardware, while
the US are strong in applications
software. Japan is also penetrating the
world market through the consumer
electronics sector with its video games
products. The US have the advantages
of fairly global use of the English
language, a high level of computer
literacy and wider use of online
services.

Europe’s potential strength lies in its
richness of content for information
products, derived from its legacy of
recorded information from a diversity of
cultures and traditions. Access to such






formation process, which is vital for
Europe’s competitive position and has a
good potential for creating new growth
and employment. Building and
exploiting advanced electronic infor-
mation infrastructures in Europe is a
key element in the White Paper on
“Growth, Competitiveness, Employ-
ment” adopted by the European Council
in December 1993.

Creating the right conditions

The approach taken is three-fold. To
help create the right conditions,
the Community telecommunications
policy directed towards achieving full
liberalisation by 1998 is being vigorously
pursued. The issue of an appropriate
legal framework, particularly in relation
to intellectual property rights, will
continue to be discussed in view of its
importance for electronic publishing
and the information services market.
Feasibility studies are being conducted
involving cooperation with market
participants. The first of these is
investigating the establishment of a
European network of multimedia
laboratories to exchange of experience,
for training, and as a source of
creativity.

The Commission also acknowledges
the need for long-term dialogue and
cooperation with the information
industry. In this context and in line with
the White Paper, a high-level forum has
been created with publishers and other
key figures of the electronic publishing
chain. This offers a platform for
dialogue between the industry sectors
themselves and with the Commission.
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The information engineering action
Finally, the Commission will stimulate
cooperative research and
development for new information-
based applications through projects
involving actors from the different
sectors of the information industry.
These projects will form the core of
DG XIII/E's “information engineering”
action within the Fourth Framework
Programme (1994-1998). The aim of the
action is to enable easier and more
selective access to, and better usability
of, electronic information in all
its forms, through the innovative
application of advanced methods and
systems based on information and
communication technologies. It
addresses all the main links in the
value-added electronic information
chain: production, distribution, and
retrieval and use.

Helping to meet users’ needs

As regards electronic publishing, the
“information engineering” action will
address new applications involving the
creation of information products
(e.g., information repositories and
electronic manuscripts), usable on any
type of equipment, with any kind of
software and for all types of
publications, so that the requirements
of different user groups can be easily
met. Advanced applications will be
developed to enable authors and
publishers to describe the structure
and format of the information in a
generic fashion so that the information
can be handled independently of the
technology.

Regarding distribution of inform-
ation, new methods of presenting
information will be developed so that
the user can find the information
required without a precise knowledge
of the structure or content of the
sources. Research efforts will attempt to
integrate in a single information service
different forms of information (text,
images, sound) from a number of
diverse origins.

The development of advanced
information retrieval techniques will
be stimulated to improve user access to
the increasing number of heterogeneous
and dispersed information sources.
These methods will help the user to
find the information required by means
of online resource discovery and
navigational aids, to make the same
search in a number of data banks, to

browse through the content of
information by association of ideas, and
to extract and download information
into the user’s applications. The
emphasis here is on delivering new
forms of “user-tailored” information
which is better focused on specific user
requirements.

In implementing the “information
engineering” initiative, a limited number
of pilot/demonstration projects will
prototype solutions to problems
identified in the first phase of the action.
These prototype projects should also act
as a focus on important facets of the
“information area” that will shape
society in the future. According to the
White Paper “Growth, Competitiveness
Employment”, establishing a Common
Information Area will enable the
European Union to better exploit the
possibilities created by the emergence
of an “information society”. It is pointed
out that the greatest efforts are needed
at the “applications” level in terms of
structuring of information and user-
friendliness. It is through applications,
their performance and conditions of use
that the Common Information Area will
have an economic and social impact and
contribute to increased employment.

Think big, start small

Europe’s information services industry
has a crucial role to play in improving
the competitiveness of Europe.
The publishing community represents
a vital sector of this industry. The CEC
therefore supports European publishers
in a number of ways to exploit the
opportunities offered by new media to
create a thriving, globally competitive
European electronic publishing market.
“Think big, start small.” Gutenberg will
survive, but not necessarily dominate
the electronic product. B

Frans de Bruine DG XIIT















made by ETSI in the area of European
standardization.” He also emphasized
the need to develop and publish a new
“just-in-time” standard: neither too
soon — which might hinder future
technological development, nor too late
— which might cause it to become
obsolete even before it comes into
existence.

In other words, one needs to move
fast, but speed should be tempered by
the obligation to publicise all new
proposed standards. As Mr Heinz
Rosenbrock pointed out, all standards
must meet five essential requirements,
one of which is that they must be made
public. The other requirements are that
a standard be voluntary, it must be open
to all the directly interested sectors, it
must be in step with state-of-the-art
technology, and must comply with the
general interest. The “public” nature of a
standard, which means that it is the
subject of a public inquiry, is absolutely
essential, Mr Rosenbrock asserted. Its
public nature guarantees that the
standard is democratic, even if the
inquiry slows down the overall
procedure.

ETSI and the economic crisis
The general economic slowdown has
also had its impact on ETSI. The
Institute’s rapid development, coupled
with the growth in its workload and
personnel — its permanent staff
increased in three years from 30 to 75
persons — has meant that ETSI has had
to increase its annual budget. In the past
two years, ETSI has felt the effects of
the crisis and its non-institutional
members now pay a contribution
directly based on their turnover.
Consequently, ETSI officials
resolutely refrained from asking for an
increase in the 1993 and 1994 budgets,
despite the new activities that were
taken on board. In addition, some of the
members who defray directly a share of
the costs of the experts on the project
teams are thinking of cutting back on
their numbers or on the time devoted by
their experts on secondment to ETSI.
It is also true that the higher the
contributions demanded of the
participants, the more they, especially
companies, demand a real return in
exchange for their contribution, in other
words tangible results. Here again, ETSI
is unavoidably linked direct to the
market, because at the end of the day
the market will be the judge and jury
of ETSI’s results. ETSI therefore is
obliged to act from the vantage point of
a businessman.

ETSI asserts itself on the world stage

As well as being open towards the
market, ETSI is also open to the effects
of upheaval in the world, and in
particular of the shape Europe is now
taking. Mr Rosenbrock maintains that it
is obviously in the interest of all, from
the political and economic viewpoints
as well as from that of industrialists and
operators, that European standards
should also be applied in Central and
Eastern Europe. The first step in that
direction was taken when ETSI, which
at the outset comprised the members of
the CEPT (the 12 EC Member States, the
7 EFTA members plus Turkey, Malta
and Cyprus), opened its doors to the
Baltic Republics, Slovenia, Poland, the
Czech and Slovak Republics, Romania,
Bulgaria and Hungary. Croatia and
Albania have also applied for
membership. All these countries
are experiencing immense difficulties
and, while they generally display
goodwill, they are lacking in financial
resources, vision and tradition.

In order to get a good idea of what
was happening on the ground, ETSI
officials conducted a tour of capital
cities at the end of 1993 with the aim of
explaining the precise role, functions
and goals of ETSI. A further aim was to
establish close ties between these
countries and ETSI and, lastly, to
encourage them to take an active part
in its activities, with an eye on the
recruitment of future members,
although this latter consideration was
a secondary one during the tour.

The human resources are there: “We
met people of superior technical
training, especially in Bulgaria,” Mr
Rosenbrock pointed out. Some
problems remain: in addition to the
aforementioned problems of a lack of
means and vision, their administrative
structures are highly developed with the
corollary that there is a dispersion of
responsibilities. A veritable cultural
revolution has to take place in these
countries so that they can move from a
tradition of regulations - there are
thousands of statutory standards on the
books — to a system of standards that
are voluntarily applicable. Some
cooperation projects are already
underway, and others are on the verge
of getting started. One such project
involves the University of Bratislava,
and another the participation by a young
Czech woman in the work of ETSI in
Sofia Antipolis during a 9-month stay.

The next General Assembly is
expected to define the guidelines for
future action after hearing the report on
these contacts made during the tour.

Many issues have yet to be resolved.
How should co-operation be formalized?
Should the fact-finding and promotional
tours to the East be continued? How
and at what level should contacts with
specialists be pursued in these countries
and should the possibility of bringing
these countries into ETSI be considered,
and if so, under what conditions and in
what framework? These are some of the
questions being asked these days.

The second chapter in ETSI's inter-
national affairs concerns relations with
the United States and Asia. Mr Rosenbrock
underscored the importance of ensuring
the full compatibility of networks and
equipment and he pointed out that
today, no one, regardless of his origin or
his strength, is able to conduct the
necessary research and development on
his own and penetrate today’s world
market. That is why ETSI co-operates
with both the United States and Japan
as well as Australia, Korea and,
naturally, the ITU (International
Telecommunications Union). It does so
in the sectors that have been assigned
priority status: ISDN, narrow and
broadband networks, smart networks,
telecom management networks,
Universal Personal Telecommunications
(UPT) and the next generation of digital
mobile telephones (GSM).

Cooperation is being given shape
in the Global Standard Collaboration
Group (GSC), which is a sort of summit
meeting of regional standardization
bodies from Europe, America and Asia.
The GSC’s objective is unambiguous: to
create the competitive conditions
indispensable to companies by
genuinely opening up the market. i

Anne Eckstein journalist
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DIRECTORATE-GENERAL III of the
European Commission is responsible
for industrial affairs at the Community
level, including international industrial
co-operation. It coordinates policy for
the consumer electronics industry, and
recently launched a pilot programme to
develop subcontracting for this industry
in Europe. This initiative was taken in
conjunction with DG XXIII, which is
responsible within the Commission
for small and medium-sized enterprise
(SME) policy. The following article illus-
trates how the European Commission is
working to help Community suppliers
and users of components become more
competitive in today’s market place.

In the early 1990s, faced with the
economic downturn which had already
started to affect Europe, the European
Commission and the 12 Member States
decided on action to help industry. The
Community concluded that increased
protectionism was not the answer and
that only by improving competitiveness
would Europe’s long-term industrial
health be ensured. Small and medium-
sized enterprises (SMEs) were
considered of prime importance to the
industrial fabric, in particular the
significant contribution made by sub-
contractors and component suppliers to
the overall competitiveness of European
industry.

The European consumer electronics
industry was among the industries
which needed to improve their relative
competitiveness in an increasingly
globalised market place. The depend-
ence of manufacturers on external
component suppliers in this industry
means that such improvement can only
be achieved using measures which
involve close co-operation between
them both.

The nature of manufacturing in this
industry is such that up to 70% of the
cost of manufacturing a typical
consumer electronic product such as a
video cassette recorder (VCR) can be
represented by the cost of the compo-
nents which a manufacturer assembles
to make the finished product. As re-
structuring takes place, an increasingly
larger proportion of those components
are being subcontracted to external
suppliers, and without a competitive
external supply base the end product
manufacturer will struggle to establish
his own competitivity in the market
place.

The mission was an
unprecedented success, most
importantly in the eyes of the
suppliers themselves, some of
whom had initially, and
privately, expressed a certain
scepticism about what they had
to learn from their Japanese

competitors.

For this reason, in identifying
objectives for industrial policy in the
electronics sector!, the European
Commission and the Member States
attached particular importance to
the need to improve the competitive
position of European component
suppliers (subcontractors). Emphasis
was also laid on the importance of
industrial co-operation as a means to
improve competitiveness. The question
was what could be done, and what form
of co-operation would best serve as an
instrument for improvement in the
component supply infrastructure.

Industry’s response

At the same time, the European
electronics industry itself had already
started to respond to the need to
restructure. In the consumer electronics
industry, the indigenous European
manufacturers had for some time been
discussing mutual interests with the
Japanese companies manufacturing in
Europe, in an effort to identify areas for
mutual co-operation.

This co-operation between the
European Association of Consumer
Electronics Manufacturers (EACEM)
and the Electronic Industries Asso-
ciation of Japan (EIAJ) involved all the
major European based manufacturers —
including Philips, Thomson, Nokia,
Grundig — as well as Sony, Matsushita,
Hitachi, Toshiba and Mitsubishi.
Because of the increasing investment
by the Japanese in Europe, areas of
common interest were becoming
increasingly easier to find, and one of
the first and most important that they
identified was the need to increase the
competitive supply of components
to ensure Europe remained a viable
option for the manufacturing of their
products in the future.

This existing dialogue between the
EIAJ and EACEM, and the need for the
Commission to respond in a practical
way to the political approach decided by
ministers, led the Commission in late
1991 to offer its support and encourage-
ment to a joint Euro-Japanese initiative
for a co-operative programme to
develop competitive component supply
in Europe for the consumer electronics
industry.

The pre-pilot project for plastic
components

The proposal for a co-operative
programme was initially agreed by the
consumer electronics manufacturers in
October 1991. By December of the same
year, a working group comprising the
purchasing managers of the main
European and Japanese companies had
initiated discussions in Brussels. This
group agreed to proceed quickly with a
“pre-pilot” project to define an approach
for collaboration which would focus on
the generic technology of cosmetic
plastic moulding. Cabinets for TVs
and front panels for VCRs were key
components for both products, and
components where the manufacturers
identified the potential for competitive
improvement in European suppliers.

After this initial component selection,
progress was much quicker than the
participants had expected. It was
decided not to dwell unnecessarily long
on the reasons for the competitive
disadvantage, but to select a limited
number of plastic moulders who were
already supplying the consumer
electronics companies participating in
the project, audit them to determine on
an objective and common basis their
strengths and weaknesses, and then to
take the suppliers to Japan to allow
them to assess at first hand the situation
of the Japanese suppliers of the same
components.

The selection of suppliers was made
in February 1992, the audit was
completed in April and May, and during
two weeks at the beginning of July in
the same year, 11 European plastic
moulding companies visited Japan.

The mission was an unprecedented
success, most importantly in the eyes of
the suppliers themselves, some of whom
had initially, and privately, expressed a
certain scepticism about what they
had to learn from their Japanese
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competitors. The perception in Europe
had been that any competitive advan-
tage that might have been enjoyed by
the Japanese suppliers was most
probably due to structural differences
such as longer working hours, lower
labour rates, and ingrained relationships
with customers which restricted
competitive pressures. In fact, at the
end of their mission the suppliers’
conclusions were very different and in
many ways more positive for the
European industry.

Some interesting finds

The European suppliers concluded that
the Japanese suppliers did in general
enjoy a competitive advantage over their
European counterparts, but that this
was primarily due to more effective
management, higher staff involvement
in quality management systems and,
perhaps most importantly, a closer
relationship between suppliers and their
customers which, rather than restricting
competition, created an environment in
which the supplier was assisted in their
efforts to improve their competitivity by
their customer. Certain technology
differences were identified and duly
noted by the European participants,
but the differences often lay in the
application of the technology rather
than the technology itself. The differ-
ences in management style were also
clearly a result of cultural factors, but
the European suppliers concluded
that Japanese practice was merely good
practice, and most of the positive
aspects could be introduced into
European factories.

A return match

As part of their conclusions to the
mission the European suppliers also
asked whether Japanese experts might
be available to visit their plants in
Europe to assist in the definition of
improvement programmes. This was
agreed to by the Japanese side, and a
delegation of experts spent three weeks
visiting the 11 plastic companies during
September 1992, only two months after
the mission to Japan. It was also
decided that improvement programmes
would be agreed between the suppliers
and their customers and which would
be assessed in September 1993 (one
year later) to determine the success
in implementing the changes agreed.
This follow-up audit has now been
completed and has confirmed that
significant improvements have been
achieved by all the moulders.
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In order to support and launch the
programme, the European Commission
provided support equivalent to approxi-
mately 40% of total costs. Included in
this package was a subsidy of 50% of the
costs of SME participants who visited
Japan. This was the most expensive
activity for the SME moulding companies
and the subsidy made it possible for
them all to participate.

Shortly after the plastics mission
to Japan, the user group decided to
initiate a second project. In response
to this and to the early success of
the pre-pilot phase, the Commission
announced in November 1992 its
intention to launch a more substantial
European Community pilot programme,
which would extend and build on the
initiative already taken by industry.

Industry has responded
admirably to the opportunity
provided by the programme,
and the programme has already
exceeded initial expectations.

The pilot programme runs for two years,
1993-94, and provides 3 million ECU
supporting up to 40% of project costs.
In June 1993, the second mission took
place, comprising 16 European
suppliers of printed circuit boards,
and the next projects have also
already been selected, for electro-
mechanical connecting devices and
pressed metal parts (due in 1994 and
1995 respectively).

Pilot programme methodology

The purpose of the pilot programme
was for the Commission to evaluate
this type of industrial co-operation
and to assess its suitability for
application in other situations and
industries. So why does it seem to work
so well 7 A key factor in its success has
been the ownership of the project
activities. Throughout the programme,
the Commission and its Japanese co-
sponsor MITI (Ministry of International
Trade and Industry) have sought a
minimal role in project selection,
definition and implementation and has
encouraged an industry-led approach to
these activities. Meetings have been
chaired by the companies themselves,
they have decided what their priorities
are, and how best to achieve them. The
user companies have also had complete
control over the selection process, and
have decided to focus their efforts and

resources on those supply companies
which they believe have the most
positive attitude towards improvement
and consequently the best potential to
benefit from the programme.

Disagreements about whether
competitive advantage existed (as
opposed to advantages derived from
unfair competition) and the reasons for
any such advantage were not dwelled
on, and the European and Japanese
manufacturers decided to let their
suppliers go to Japan and decide for
themselves what the situation was. This
approach also accelerated progress,
reduced conflict at the outset, and
ensured rapid results from which the
manufacturers could draw practical
conclusions about what needed to be
done.

It is hoped that the pilot programme
will strengthen the European supply
industry and avoid a situation where
imports of components continue to
increase and production moves off-
shore, but its primary function was for
the Commission to assess the potential
of this type of industrial co-operation as
a model for other industries. While
the assessment phase will not be
completed until 1995, the early results
indicate that we have a viable format for
such activities in the future. Already the
IT and business equipment industry has
initiated discussions on a similar
project, and other sectors have also
expressed interest in running co-
operative programmes of this sort.

Industry has responded admirably to
the opportunity provided by the
programme, and the programme has
already exceeded initial expectations.
Enthusiasm has increased over time,
and the programme now has its own
momentum. It is particularly rewarding
to see that the user companies involved
are now building on the experience
gained and are introducing their own in-
house programmes to develop suppliers.
Now we can look forward to the
extension of these activities to other
industries, and to the improvement of
the supply infrastructure in Europe as a
whole. B

Bill Dee DG IIT

! Commission communication on

“The European Electronics and IT industry:
state of play, issues at stake and proposals
for action”, 3 April 1991.









From 1984 onwards the Commission
focused its activities on direct financial
incentives to promote venture capital as
the vehicle for financing innovation. As
far as the subsidiarity principle is
concerned, it sees its role in this area as
one of complementing initiatives
developed by national and subnational
authorities. It acts thereby as a catalyst
rather than a substitute for the private
sector and national authorities. It does
this by providing transnational links
to enhance the efficiency of these
national or regional initiatives, or where
necessary, by temporary pump-priming
financial incentives.

Based on these principles the
Commission has developed a range of
initiatives. Each one focuses on specific
gaps which remain despite the
impressive growth of the European
Venture Capital Industry during the last
decade. The following inbalances can be
identified.

In spite of an initial focus on early-
stage high technology projects and
companies, there has been a drift
towards more conservative investments.
In 1985 early stage investment
represented 25% of the overall amount
of European venture capital investment,
of which 3% was in the seed stage, but in
1992 the share of early stage investment
had dropped to only 5.9% of which
0.6% was in seed projects (see graph I).
Even if in absolute terms the amounts
have indeed risen, by now there is a
relative shortage of funds for early-stage
investment.

Similarly in 1985 investments in
sectors that could be considered ‘high
technology’ (") accounted for 34% of the
total venture capital investment, but in
1992 this figure gradually declined to
reach 16% (see graph 1.

The major reason for this relative
decline seems to be the fact that the
return earned by high technology
investments has rarely been commen-
surate with the higher risks associated
with this predominantly early stage
activity. Success stories like APPLE and
DEC are few and far between. There
is a growing perception that venture
capital, especially in high technology,

has been oversold. This may further
encourage venture capitalists to concen-
trate even more on short-term, less risky
investments like management buy
outs and expansion funding, rather than
the start-up/early stage and/or high
technology investment.

Moreover the high technology gap is
even more acute for projects involving
cross-border cooperation among
Community firms.

Most important of all, there are
substantial geographical gaps. The UK
still accounts for more than half of
the venture capital industry in Europe.
Other major European countries such
as Germany or Italy account for
respectively less than one fifth and one
tenth of UK venture capital industry
(see graph III).

There are several reasons for this: the
relatively short history of the venture
capital industry in many Member states,
except in the UK and to some extent
also in France and the Netherlands;
lack of awareness; reluctance of entre-
preneurs to accept venture capital due
to fear that they may lose control of
their business.

Bridging the gap
Over the past years the Commission has
launched several pilot schemes, each of
which aims to bridge one of the gaps
identified above.

As such there is the Seed Capital
Scheme (for the early stage gap), the
Eurotech Capital Scheme (for the

technology gap and exploitation of
transnational high technology projects),
the various instruments supported by
SPRINT such as the investment forums
and the Training Institute, and by the
Regional Funds (for geographical gaps).

In addition to its initiatives to
promote venture capital, within the
context of the SPRINT programme the
Commission recently started paying
attention to other types of financial
institutions as vehicles for financing
innovation and technology transfer. An
example of this is the Technology
Performance Financing Scheme (TPF).

The TPF scheme is designed to
encourage commercial banks to play a
larger role in the modernisation of
industrial SMEs. Through it, banks
advance funds - partly unsecured -
needed to acquire new industrial
technology, and are paid back in several
instalments over a period of 2 to 3 years
in relation to the results obtained with
the new equipment.

The role of the Commission’s
SPRINT programme is to provide a
partial safety net to participating banks
by underwriting a proportion of their
risk, and not to act as a funding service.
It has signed up a group of core banks to
manage the TPF scheme during a three-
year pilot phase, after which it is
envisaged that a number of these banks
will continue with their TPF programme
without further Commission support.

Insurance companies are examples
of other institutions in the financial
services area which could play a useful
role in the financing of innovation.
Establishing a system for insuring the
technical rather than the managerial or
commercial risks of innovations could
provide some form of collateral to
companies, notably SMEs, and in
particular the New Technology Based
Firms (NTBF), thereby complementing
their often weak asset base.
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