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1. Summary

1.1. Scope and approach

This study considers the effects of the single market programme on the motor vehicles sector.
The scope of the study includes car and truck manufacturers in the European Union (EU) but
excludes agricultural vehicles, construction vehicles and two- and three-wheeled vehicles. The
primary focus is on motor vehicle assemblers, with the impact of the single market programme
on component suppliers being examined in terms of the changes in sourcing, outsourcing and
procurement patterns of the assemblers.

The objectives of this study are to investigate the extent to which the various sector-specific
single market measures, such as the establishment of whole vehicle and component type
approval, safety regulations and environmental controls, have affected the EU automotive
sector. In addition to these sector-specific measures, we have also considered the horizontal
single market measures which affect the EU automotive sector, such as the liberalization of
cross-border transport through the abolition of frontier controls. As important as the measures,
we have also taken account of the higher importance given to conducting business on a pan-
European basis, which resulted from the ‘marketing’ of the single market.

Our assessment of the effects of these measures on the EU automotive sector includes an in-
depth consideration of the ‘other’ explanatory factors which might also have an effect on the
sector. We have categorized the other factors affecting the industry as follows:

(a) market conditions;

(b) German reunification;

(¢) new model launches;

(d) globalization;

(e) currency fluctuations;

(f) over-capacity;

(g) low returns;

(h) production and supply chain changes;

(1) research initiatives and technological change;
(3) environmental issues.

A ‘hierarchy of hypotheses’ helps to distinguish between the effects of the sector-specific
measures and the horizontal measures of the single market as well as the other factors. The
hierarchy of hypotheses is illustrated in Figure 1.1. This hierarchy allows a clear assessment of
each of the expected impacts of the single market programme on the automotive sector. The
effects of all of the various single market measures and the other factors on the EU automotive
sector can be assessed. Finding some measurable effect in one of the hypotheses will not in
itself prove that the single market programme has had an effect. However, if it is found that
the single market programme has had a measurable effect for a number of the hypotheses, the
claim that the single market programme has had an eftect on the sector becomes more robust.

Each hypothesis includes significant levels of quantitative desk research, complemented by a
number of detailed case studies with Volvo, Nissan, Fiat, Renault and Daewoo, ascertaining
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the companies’ views of the impact of the single market programme and what further
measures are necessary to finalize the single market.

Figure 1.1.  The hierarchy of hypotheses
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Interviews with other motor vehicle manufacturers, component manufacturers, experts
involved in vehicle testing, Commission officials responsible for technical regulation in the
car sector, consumer groups, trade bodies and academic researchers complemented the
analysis and case study evidence for each of the hypotheses.
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1.2. Key results on the effects of the single market programme

Analysis of intra-EU trade, the number of models and makes available to consumers in
different Member States and manufacturers’ share of national markets establish the impact of
the single market programme on market access. On the whole, the single market programme is
having a small measurable effect on market access. Other factors such as the globalization of
competition, the economic cycle, currency fluctuations and new product launches are all also
having an effect on market access. Importantly, the implementation of the single market
appears to be of greater benefit to new entrants into the EU market, particularly the Japanese
and Korean automotive manufacturers. The single market allows a clearer entry strategy for
these manufacturers.

The single market programme is having a small effect on the level of market concentration in
the EU automotive sector. There are indications of growing market strength among the top
automotive producers, although market conditions are also having an effect. Profitability in the
sector is falling, although this is largely because of over-capacity in the automotive sector
brought on by the recent decline in the economic cycle. The single market is having little clear
effect on the level of prices for vehicles across the EU. The single market programme was
expected to reduce the differences in price for the same product across the Member States.
However, the variance of prices across the EU Member States is actually increasing slightly.

Pan-European marketing networks are developing primarily as a result of the single market
programme. The structure of distribution is not changing. The block exemption is one of the
more dominant factors affecting distribution.

The single market programme seems to be having little direct effect on production costs,
although it may be reinforcing recent falls in production costs. Production, supply and
technology changes are greater influences on production costs. Similarly, EU automotive
manufacturer productivity has improved, but this is more as a result of a continued long-term
trend which began well before single market programme implementation.

Employment in the EU automotive sector is falling, although this is more as a result of the
recent decline in the economic cycle than of the single market. Cross-border mobility of
employment appears to be increasing, albeit slowly. The more important change in
employment in the EU automotive sector is the increase in employee flexibility on the shop
floor, moving away from previous drives towards capital intensive methods of production.

The single market programme is playing a part in recent changes in the structure of investment
by EU automotive manufacturers. Investment in peripheral EU and non-EU regions has been
facilitated by the single market programme and there is a greater tendency for the EU
automotive manufacturers to enter strategic alliances. However, the increasing globalization of
competition and state aids are also important factors changing the structure of investment in
the EU automotive industry. The single market programme is affecting the structure of supply
of the component suppliers along with new production and supply chain techniques.

The most notable effect of the single market programme has been through the costs in
research, design and development. Large cost savings through RD&D have been a result of the
single market programme harmonization of whole vehicle type approval across the EU
Member States. Direct cost savings are in the order of ECU 1 million, per major new model,
and indirect cost savings may be an order of magnitude greater.
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As aresult of these various impacts, the single market programme is probably having an effect
on the global competitiveness of the EU automotive industry, with EU manufacturers” share of
the global market increasing.

1.3. Key conclusions

The single market programme has contributed to the ongoing development of the EU motor
vehicles sector at a time when it was undergoing important changes in terms of increased
globalization, improved working methods and a deep recession. The single market is not
making companies expand into new markets, but certainly helped this process by making it
easier and cheaper for them to do so. The thrust of the single market measures was therefore in
the right direction, but it did not radically alter business strategies.

The single market programme has made it easier for new entrants to compete on equal terms
with indigenous EU producers, and this has increased the levels of competition in the sector.
This has provided further incentives for companies to decrease costs and increase product
differentiation, placing downward pressure on prices and increasing customer service levels.
Consumers, therefore, have benefited from the single market programme as a result of the
increased choice of products available, increased safety and lower emissions.

1.4. Future actions required

We consider that the European Commission should consider putting forward policies (and
monitoring carefully existing policies) which address the following issues:

(a) remaining differences in vehicle tax structures between the Member States which
impose large variant costs on producers, affect RD&D and can affect the distribution
decisions of specialist marque producers;

(b) variations and differences in exchange rates affecting location, purchasing and
distribution decisions of manufacturers and imposing difficulties for the more nationally
focused manufacturers who have difficulty ‘laying off” exchange rate risks;

(¢) remaining differences between the standards set within the EU and the other major
global competitor markets such as the US, Japan and newly industrialized countries in
the Far East;

(d) different internal standards set by the manufacturers for component suppliers, although
progress is being made in this area with the mutual recognition of supplier evaluations
by German, French and Italian manufacturers;

(e) differences in the administration of registration between the Member States.

There are also two factors which we believe may be impeding economically efficient
rationalization of the industry:

(a) the definition of the relevant market in competition investigations where national
pressures can prevent economically efficient restructuring on a pan-European basis;

(b) the effect of state aids provided by Member States supporting the continuance of too
many small, nationally orientated, EU-owned players compared with the larger,
economically more efficient competitors in the North American and Japanese markets.
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2. Introduction

2.1. Overview of the study

On | January 1993, the European Union (EU) celebrated the completion of the single market
programme. Many initiatives had been undertaken, but it was also realized that not all barriers
had been removed. This led to a decision at the 1992 Edinburgh Summit (Council Resolution
92/1218) calling for an overall analysis of the effectiveness of the measures taken to complete
the single market programme.

To provide this analysis, the European Commission has commissioned 20 studies covering a
range of sectors to investigate the effects of the single market programme and to assess
whether obstacles to open competition across borders are still in place. This study is one of
those 20 projects. Its scope covers the automotive sector and includes car and truck
manufacturers in the EU, but excludes agricultural vehicles, construction vehicles and two-
and three-wheeled vehicles. The primary focus is on motor vehicle assemblers, with the
impact of the single market programme on component suppliers being examined in terms of
the changes in sourcing and procurement patterns of the assemblers.

2.2. Objectives

The objectives of this study are to investigate the extent to which the various single market
programme measures affecting the European motor vehicles industry have resulted in:

(a) the removal of barriers to trade and the development of true European economic
integration in the motor vehicles sector;

(b) increased competitiveness of European manufacturers in the global motor vehicles
market.

More specifically, we include in our analysis four key areas:

(a) barriers to trade — the extent to which the legislative and administrative actions taken to
implement the single market have eliminated the barriers to trade in the motor vehicles
industry;

(b) cost impacts — the extent to which measures taken to liberalize intra-Community trade
and competition have had a direct impact on the costs for motor vehicle manufacturers
in Member States;

(c) sectoral analysis — the extent to which measures taken to complete the single market
have impacted motor vehicles sector evolution and are now reflected in the structure of
the motor vehicles market;

(d) business strategy — analysis of corporate behaviour and strategic responses within the
motor vehicles sector to the single market to determine its importance in influencing
corporate strategy.

2.3. The report

This report provides a comprehensive analysis of the quantitative data relating to the industry.
For example, we have produced an in-depth analysis of market shares, trade flows, levels of
industry concentration and financial performance. We have also carried out five case studies
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with vehicle manufacturers (Fiat, Renault, Volvo, Nissan and Daewoo). These provide more
qualitative interpretative information. They are contained in the appendices, but key elements
have been incorporated into the main report. We have finalized mini-case studies on three
component supply sectors and the results of these are included in Appendix K. We have also
carried out a number of interviews with industry experts.

2.4. Structure of the report

The structure of this report is designed to provide a full description of our preliminary analysis
and findings, whilst retaining much of the background detail in the appendices.

Chapter 3 describes the single market measures which are relevant for the automotive sector.
In this chapter we provide not only a description of the measures in place, but also a
contextual overview of the reasons for regulation and the benefits of European as opposed to
Member State intervention in this area.

Chapter 4 reviews our methodological approach and introduces the concept that hypotheses
relating to the single market are linked.

Chapters 5 to 7 cover the impact of the single market programme on sectoral performance. It
includes our quantitative analysis of the industry and relates our results to the hypotheses
specified in Chapter 4.

These three chapters form the heart of our analysis. The impact on the marketing process is
covered in Chapter 5. We have covered this in a separate section because it encompasses a
wide range of different variables (from prices to market shares) and we have collected and
analysed a significant amount of data in this area. Chapter 6 describes the main changes taking
place in the other functional areas of automotive assemblers (RD&D, purchasing and
production). In Chapter 7 we examine the impact of the single market programme on the
global competitiveness of the EU-owned automotive manufacturers, which forms our final
hypothesis.

Chapter 8 describes in more qualitative terms our views on the impact of the single market on
business strategy. This includes key elements of our case studies covering vehicle
manufacturers’ business responses.

Chapter 9 presents summaries of findings from the case studies which are presented in greater
detail in the appendices. Chapter 10 presents our final conclusions, in which we summarize
our views on the actual impact of the single market programme and provide our views on
possible policy actions.

We present much of the background data and analysis in the appendices, which are
categorized according to the subject matter of each chapter. For example, they contain more
detailed information on market shares, component suppliers, EU fiscal regimes and strategic
alliances.
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3. Assessment of single market legislation

3.1. Types of legislation

This chapter describes the various types of European legislation associated with the single
market programme which have affected the EU automotive industry. There are several
categories of legislation which need to be considered, including sector-specific and horizontal
measures which are part of the single market programme, as well as some non-single-market
policies which significantly affect the automotive industry. Each of these different categories
need to be considered in the analysis throughout this report.

The chapter begins by describing the reasons behind the implementation of the single market
measures. We then describe the actual sector-specific and horizontal measures and their
expected impact. Any remaining EU legislation which affects the automotive sector but is not
part of the single market programme is then considered. Finally, we provide an overview of
the remaining obstacles and/or shortcomings affecting the development of the single market in
the automotive sector.

The various categories of legislation can be described in different levels of detail. In this
chapter, we concentrate on the key groupings and provide greater detail in Appendices A to C.

3.1.1. The single market measures

The single market measures we analyse are split between sector-specific and horizontal
legislation. The sector-specific measures of the single market relate to legislation directly
imposed on the automotive sector, such as the harmonization of standards across the EU
Member States. The horizontal measures relate to legislation imposed by the EC to help the
development of the single market for all sectors. Naturally, these measures will have an effect
on the automotive sector. We consider the sector-specific and horizontal measures in turn by
first looking at the reasons behind their implementation, then considering the expected impact
of the legislation.

Sector-specific measures

The sector-specific measures focus on differences in automotive sector legislation on a
country-by-country basis. Country-specific, as opposed to EU-wide policies, affect automotive
manufacturers’ ability to access the EU marketplace. Different national technical standards to
improve the safety of vehicles, restrict their weights and dimensions or limit their emissions
result in different variants of cars being necessary for each country market. The costs of
variants can be very significant and this increases the costs of entering different markets and
leads to a sub-optimal industry structure. In addition, the process of gaining approval to sell
new models of vehicles in each Member State traditionally requires the granting of type
approval for the whole vehicle. This is a lengthy process, particularly if there are different
requirements in each Member State. All these requirements impose extra costs on
manufacturers.

This process of technical harmonization for vehicles began well before the single market was
conceived and whilst the later measures became incorporated into the single market
programme, these must be seen as the final (but critical) measures in a long cycle of
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harmonization. Table 3.1 shows the sector-specific measures which are often considered as the
single market part of this harmonization process.

Table 3.1. Sector-specific measures
Title Measure Description
Whole Vehicle Type 92/53/EEC of 18 June Type approval is carried out by one MS which provides a
Approval 1992 (latest amendment) certificate which is valid in all MSs

Roadworthiness test

Mechanical coupling
devices

Lateral protection for
goods vehicles

Weights and dimensions
(cars)

Interior fittings
Tyres
Tyre pressure gauges

Safety glass and glazing
materials

Motor vehicle noise
Alir pollution: passenger cars

Emission of gaseous
pollutants from diesel
engines

Sulphur content of certain
liquid fuels

Spray-suppression devices

Road vehicles: weights and
dimensions

Speed limitation devices for
heavy goods vehicles and
coaches

Speed limitation devices for
commercial vehicles

External projections on cabs
of commercial vehicles

94/23/EC of 8 June 1994
(latest)

94/20/EC of 30 May 1994

89/297/EEC of 13 April
1989

92/21/EEC of 31 March
1992

91/662/EEC of 6
December 1991
92/23/EEC of 31 March
1992

86/217/EEC of 26 May
1986

92/22/EEC of 31 March
1992

92/97/EEC of 10
November 1992 (latest)

94/12/EC of 23 March 1994
(latest)

91/542/EEC of 1 October
1991 (latest)

93/12/EEC of 23 March
1993

91/226/EEC of 27 March
1991

92/7/EEC of 10 February
1992

92/24/EEC of 31 March
1992

92/6/EEC of 10 February
1992

92/114/EEC of 17
December 1992

States that MSs must carry out periodic roadworthiness
tests and provide a certificate proving that they have done
]

Part of the type approval regime. States that coupling
devices must conform to certain standards

Provides technical requirements for side protection of
heavy goods vehicles and their trailers

Harmonizes national laws concemning the weights and
dimensions of cars. Covers maximum dimensions, weights
and towed weight

Harmonizes the technical requirements for the behaviour of
the steering device in an impact

Harmonizes national type approval for tyres and their
fitting

Harmonizes national provisions relating to tyre pressure
gauges in order to facilitate trade

Brings into line national provisions and relates to type
approval in terms of materials used and their installation
Lays down limits on the noise level of the mechanical parts
and exhaust systems

Establishes limit values for emissions from cars

Technical requirements for diesel engines to combat air
pollution

Limits the sulphur content of gasoline and kerosene
(derogation for Greece until 1999)

Harmonizes the type approval procedures for spray-
suppression devices

Lays down maximum weights and dimensions for large
vehicles

Limits the maximum speed for heavy vehicles used to carry
goods or passengers

Limits maximum speed of commercial vehicles

Relates to the external projections forward of the cab’s rear
panel
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The sector-specific measures have been developed to ensure that vehicles developed for one
Member State are compatible with those required in another. Primarily, this has been achieved
through setting technical standards.'

The system is complex. In broad terms, it covers three areas:

(a) In terms of harmonizing safety requirements for vehicles, the type approval regime is
- almost complete. Since 1970, some 45 separate directives harmonizing requirements for
different product components have been put in place. Up until 1996, Member States still
had to approve the whole vehicle. To do this, manufacturers referred to the standards for
specific components which have been covered by the directives and this procedure was
carried out by each country where the vehicle was sold. To overcome this barrier, the
concept of a European Whole Vehicle Type Approval was developed which ensures that
the approval of a new car in one Member State is automatically valid in all Member
States. The Whole Vehicle Type Approval applies to new models of cars from 1 January
1996 and to existing models of cars from 1 January 1998. In terms of roadworthiness, a
directive is now in force requiring in-service testing for all Member States. However,
Member States have considerable latitude in how this is applied and a number of
countries have transitional periods (until 1998) to put these procedures into place.

(b) Harmonization of limits on the weights and dimensions of cars is now complete.
However, the harmonization of weights and dimensions for trucks has been delayed as a
result of the higher maximum limits current in the newly acceding countries of Sweden
and Finland.

(¢) The EU has put in place measures to limit the levels of pollutants from vehicles. These
lay down different limit values for emissions from petrol and diesel vehicles. They cover
carbon monoxide, unburned hydrocarbons, nitrogen oxides from petrol and diesel
engines; and specifically for diesel engines, limit values for particulate pollutants.
Different levels of standards for heavy vehicles have been set over time (Euro 1, 2 and
3). The European Commission is also currently examining a proposal for a common
strategy on vehicle scrapping (End of Life Vehicles).

The intention of the sector-specific measures is to remove sector-specific administrative and
technical barriers to trade and investment across the EU. The expected impact of the measures
is that manufacturers will have equal access to each of the Member States, removing any
advantages that the manufacturers in particular Member States might have had over their EU
competitors. The removal of automotive sector barriers to trade and investment is then
expected to increase competition and competitiveness within the EU automotive sector,
lowering costs and prices to the consumer and making EU automotive manufacturers more

competitive in the global market. These expected impacts are examined in detail in Chapters 4
to 9 of this report.

The EU is increasingly taking an economic approach to regulation, in which all the potential
costs and benefits of new legislation are considered. This will ensure that decisions on new

In the USA. the approach to standardization is different. There. the standards bodies produce very detailed technical
standards, but then the industry self-ccrtifies itself to these standards. The sanction used is the civil liability court. This
may allow US produccrs to develop new cars much more quickly but also results in producers being less innovative
because of the high potential liability costs. Asia. Japan. Australia and Canada use the European type approach.



10 Motor vehicles

regulations take into account the full costs of complying with them as well as the benefits to
different parties.

Hovrizontal measures

At the horizontal level, action was required at a European level to remove the distortions
created by different regulations in each Member State. For example, if the administrative
barriers between any two Member States made it easier to export from one to the other, then
this would constitute unfair trade. Even if the barriers were equally stringent, if they operated
in a different manner, then importers and exporters incur extra costs in learning and applying
different systems between each Member State. Harmonizing such barriers at a European level
therefore reduces the overall costs of doing business around Europe. Specific areas for
European action are:

(a) inefficiencies in the road haulage system between and within the Member States as a
result of administrative ‘barriers’;

(b) exchange rate fluctuations affecting the profitability and risks involved in trade and
location decisions;

(c) different public procurement regimes limiting cross-border transactions in the utility
markets for vehicles;

(d) different practices in enforcing intellectual property rights across the Community
necessitating a series of applications to national patent and copyright offices.

The main horizontal measures are summarized below:

(a) The introduction of the Single Administrative Document (SAD) for transport between
Member States in 1989 harmonized cross-border administrative formalities and provided
some reductions in border delays. With the completion of the single market in 1993, the
SAD was no longer needed for Member States as customs checks were removed. Within
Member States, over a period of time, road haulage quotas and restrictions have been
liberalized, facilitating the operation of transport companies within and between
different countries. This has greatly aided the transferral of products across borders: it
has reduced the cost of sourcing from suppliers in different Member States; eased the
setting up of pan-European production; and facilitated the transfer of vehicles (i.e. the
final product) across borders.

(b) There has been some reduction in the differences between VAT rates which apply to
cars across the EU. The Community has developed a strategy for the approximation of
VAT across the Community. This has not gone as far as was initially proposed, and the
rates are now within an ‘interim solution’. Further development in this area is envisaged
(the definitive arrangement) but not yet agreed. A number of countries still impose extra
fiscal charges on the purchase of vehicles. VAT and purchase taxes on vehicles in the
EU are treated differently to almost all other products. The tax is applied in the country
in which the vehicle has been registered, regardless of where it has been purchased (the
‘destination principle’). Consumers of vehicles cannot therefore take advantage of lower
tax countries for purchase. The taxes vary substantially and so these differences in taxes
significantly affect the demand for vehicles in different Member States. Appendix D
provides an overview of the different purchase and consumption taxes affecting the
sector, which is summarized in Table 3.2.
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Table 3.2.  Taxes on acquisition
VAT Sales tax Registration
(%) Passenger cars Commercial vehicles charge
Belgium 20.5 based on cc + age none 2,500 BFR
Denmark 25 105% up to 24,400 DKR 95% 1,000 DKR
180% on the remainder
taxable value = price inc. VAT
Germany 15 none none 54 DM
Spain 16 12% none 8,650 PTA
France 18.6 none none 88-160 FF & parafiscal
charge
Greece 18 new car: 10-75% new vehicle: 0-30% 8-16%
Ireland 21 <2.5 litres: 23.2% 13.3% for LCV;
>2.5 litres: 29.5% otherwise IRL 40-100 '
ltaly 19 >21 HP (petrol) transfer taxes New: 230,000 LIT
or 24 HP (diesel) Used: 210,000 LIT
5-12 mio LIT
(abolished 31.12.94)
Luxembourg 15 none none 1,128 LFR
Netherlands 17.5 petrol car: 45.2% — 3,394 HFL none 22-93.25 HFL
diesel car: 45.2% ~ 1.278 HFL
Portugal 16 based on cc, e.g. 1801:1.327.776 none 5.000 ESC
ESC
UK 17.5 none none
Austria 20 based on fuel consumption 7-14% | none
Finland 22 100% none
Sweden 25 excise tax based on pollution excise tax

Source: ACEA. 1995.

(©

(d)

The public procurement directives have affected vehicle purchasing by the public sector.
These require public bodies (including utilities) to follow a formal procedure which
outlaws any national preferences. However, the public procurement directives only
relate to ‘above threshold’ contracts, set at ECU 200,000 for regional and local
government and ECU 125,000 for central government and other bodies (a limit specified
in the GATT Procurement Agreement). We understand that public procurement
represents around 10% of the commercial vehicle sector and so is an important factor
affecting market access. As an example of opening up the market, the authorities in
Rome have recently purchased German manufactured cars for their local police force.
The setting up of the European Patent Office and the European Trade Mark Office have
facilitated companies’ ability to receive European patents and copyrights. This area of
legislation is likely to be strengthened by the proposed directive on harmonizing
Member States’ laws on design protection.

3.1.2. Non-single-market related policies

In addition to the sector-specific and horizontal measures described above, there are a number
of non-single-market measures which need to be considered because of their impact on the EU
automotive sector:

(a)

The ‘block exemption” was not part of the single market programme, and so was not
considered in detail in this study, but continues to be an important factor affecting the
industry (and consumers of motor vehicles). The rationale for this block exemption of
the automotive sector from Article 85 of the Treaty of Rome (on Restricted Agreements)
was that motor vehicles are consumer durables which require expert maintenance and
repair, not always in the same place. Manufacturers co-operate with selected dealers and
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(b)

(©

repairers in order to provide specialized servicing. On the grounds of capacity, it was
argued that such a form of co-operation could not be extended to an unlimited number of
dealers and repairers. The linking of servicing and distribution was therefore regarded as
more efficient than a separation between a distribution organization for new vehicles, on
the one hand, and a servicing organization which would also distribute spare parts, on
the other.” This exemption means that manufacturers can develop exclusive and
selective distribution agreements with their distributors.

However, a more liberalized block exemption has recently been agreed for the period up

to 30 September 2002 in which:

(i)  dealers are given greater commercial independence vis-a-vis manufacturers;

(i) independent spare-part manufacturers and distributors are given easier access to
the various markets, notably the outlets provided by the car manufacturers’
networks;

(iii) the position of consumers is improved in accordance with the principles
underlying the single market;

(iv) the dividing line between acceptable and unacceptable agreements has been made
clearer.

The area commonly perceived to support industry restructuring is the EU’s trade policy

(‘Elements of Consensus’). We cover this briefly below, but again since it is not part of

the single market programme, it will not form a significant part of our analysis. This is

an arrangement on motor vehicles (passenger cars and light commercial vehicles below

5 tonnes) agreed by the Community and Japan in July 1991. It provides that Japan will

monitor exports into the EU as a whole and to the five previously restricted markets

(Spain, France, Italy, Portugal and UK) for a transitional period to end by 31 December

1999. The Elements of Consensus contain forecasts of exports in 1999, linked to

assumptions about demand in that year. The forecasts for the intervening years are

worked out through regular consultations between the European Commission and the

Government of Japan on the basis of demand assumptions. The relevance of this

measure to the sector is questionable, given that Japanese exports to the EU have been

steadily decreasing and in 1994 were about 20% below the level forecast. This is a result
of both the appreciation of the Yen and the growing reliance of Japanese manufacturers
on their European manufacturing plants.

The EU has put in place measures to limit the levels of pollutants from vehicles. These

lay down different limit values for emissions from petrol and diesel vehicles. They cover

carbon monoxide, unburned hydrocarbons, nitrogen oxides from petrol and diesel
engines; and specifically for diesel engines, limit values for particulate pollutants.

Different levels of standards for heavy vehicles have been set over time (Euro 1, 2 and

3). The European Commission is also currently examining a proposal for a common

strategy on vehicle scrapping (End of Life Vehicles). Furthermore, the Commission

recently adopted a communication on a strategy for reducing CO, emissions from
passenger cars by improving fuel economy (COM(95) 689 final, 20.12.1995). In
addition, the Commission, in co-operation with the European automotive and oil
industries took part in the European Auto-Oil Programme. This was intended to provide

a basis for new and coherent legislative proposals on vehicle emission and fuel quality

standards, to come into force in 2000/2001, with a view to ensuring compliance with air

Based on Regulation (EEC) No 123/85 (12.12.1984).
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quality standards. A cost-effectiveness analysis was a central part of this programme
which was finalized in April 1996.

3.1.3. The global context

The approach to regulation in Europe differs from that in the USA and Japan. This is
particularly so with respect to type approval. In both the USA and Japan there are different
standards for components such as windscreens and headlights, and this imposes extra costs on
global manufacturers. The US system relies heavily on civil lawsuits to encourage
manufacturers to abide by the standards which have been set, rather than focusing on a
government type approval system. These civil suits can result in multi-million dollar damages
and some experts have argued that this imposes a constraint on innovation by US
manufacturers. However, the lack of a formal government approval process means that
vehicles can be introduced more quickly than in the EU.

Whilst the standards for emissions and side impact are converging on a global basis, the way
in which they operate differs markedly. For example, the side impact test involves a collision
at the same speed around the world, but at a different height, thus causing extra costs on
manufacturers. Emission standards are converging, but the way in which they are measured
vary widely according to the length of time the engine has been running.

Countries such as Sweden have in the past set very tight safety standards for vehicles
manufactured in the country. This could have been seen as a burden on the industry. However,
there is evidence that these higher standards have given them competitive advantage in other
countries because they have allowed their home producers to enter niche markets where
customers require high safety standards.

3.2. Remaining legal or administrative obstacles and/or shortcomings

We have discussed barriers which have been or are being addressed. The following list covers
the main remaining obstacles for automotive manufacturers. The list is broken down into three
categories of obstacles — those which create cost burdens for the industry and restrict market
access, those which act as a barrier to the rationalization of the industry and therefore the
global competitiveness of the industry and those issues where concerns have arisen but the
case for EU action has not been proven.

(a) Constraints which create cost burdens and restrict market access:

(i) Despite some attempts to approximate VAT, Member States still have very
different tax structures for vehicles which impose large variant costs on producers.
This has major RD&D and production implications and can place some specialist
producers at a disadvantage because of the variants they specialize in and their
treatment by some Member States’ tax regimes.

(i) Exchange rate instability imposes costs of hedging on the EU automotive
producers both in terms of trade and location decisions. These difficulties are more
pronounced for the more nationally focused manufacturers, who are less able to
lay off exchange rate risks through location and sourcing decisions for
components.

(iii) Different standards in each global market increase design costs and constrain
production economies of scale. Moreover, the differences in trajectory of these
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(b)

(c)

(d)

(iv)

v)

standards mean that in the long run, more serious problems concerning the global
competitiveness of the EU automotive industry compared to the US, Japanese and
Korean industries might arise.

Different internal standards within the EU automotive industry remain. This means
that component suppliers have to deal with different quality standards from
different manufacturers, reducing their potential for economies of scale.

Each Member State still has differences in the administration of national
registration procedures. The requirements of the registration authorities mean that
different data and presentation of these data is required, imposing an additional
administrative burden on producers.

Constraints acting as a barrier to rationalization in the industry:

@

(ii)

The definition of the market in monopoly investigations and the split between
Member State and Community competition authorities. There have been instances
of mergers in the automotive sector being blocked by the national competition
authorities on the basis of a narrow relevant market definition. The single market
should mean that a wider relevant geographic and product market definition
should be used, increasing the likelihood of rationalization on a European-wide
basis.

Too great a prevalence of small, nationally orientated players in the EU compared
with the much larger competitors in North America and Japan. It has been
suggested that this problem has been maintained through state aids, delaying some
necessary rationalization of the European industry.

Issues in which a case for EU action has not yet been proven:

®

(i1)
(iii)

Member States have different ways of dealing with end-of-life vehicles, affecting
the demand profiles of consumers in each of these countries both in terms of when
they buy and what they buy.

Differences in the implementation of roadworthiness tests remain both in terms of
frequency and scope.

The need to manufacture left-hand and right-hand drive vehicles to access the
whole of the EU restricts the entry of specialist producers as well as the entry of
the full range of vehicles by volume manufacturers.

Obstacles as a result of having different measures in non-European countries, i.e. the
benefits to be received by the single market may be mitigated by the global market-

place.

We discuss these barriers throughout the report and, in our conclusions, summarize the future
actions we believe are required for the full implementation of the single market.
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4. Methodological approach

The central aim of this report is to find out the effect of the single market programme on the
automotive sector. The key issue in tackling this question is the way in which the research
should disentangle the effects of the single market programme from the other factors affecting
the industry. This is neither simple nor straightforward, and in this section we explain in some
detail our methodology for examining the impact of the single market programme on the
automotive sector. '

We have structured this chapter in the following way:

4.1. the other factors affecting this sector;

4.2. our approach to disentangling the single market programme effects, including our
hierarchy of hypotheses;

4.3. the methods used to analyse and test the hypotheses.

4.1. Other factors affecting the motor vehicles sector

This section categorizes the other factors affecting the industry as follows:

Figure 4.1. The other factors
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4.1.1. Market conditions

At the same time as the implementation of many of the measures included in the single market
programme, much of Europe was experiencing recession, particularly during 1991/92. To add
to the difficulty of factoring this into our calculations, some countries have been hit harder
than others, and at different times. Some countries’ reaction to these adverse market
conditions will also have an impact on the sector. For example, it is claimed that the French
government’s scrappage incentives were partly influenced by market conditions.

Market conditions in other parts of the world have also been an important factor. For example,
North America is a vital market for European-built high value cars. The US safety and
emissions standards have been a bigger driver than the European standards for some marques
(for example, in their introduction of high level brake lights). However, those European firms
present suffered a catastrophic fall in sales between 1986 and 1993. There has been some
recovery since then, but Japanese firms have taken a strong hold over the luxury car segment
(particularly with the Lexus LS400).

4.1.2. German reunification

The reunification of Germany has been an important factor for the European industry. This is
likely to have increased sales within Germany at a time when most of the rest of Europe was
experiencing deep recession. As demand for second-hand cars increased from the eastern
regions of Germany, sales of new cars (which were predominantly produced in Germany) in
western regions increased. This factor is therefore likely to have affected the propensity for
German producers to sell to their national domestic market, rather than to other Member State
markets. In addition, German reunification has provided new production locations for VW,
Opel and many component firms. Any analysis of trade flows must therefore take this into
account.

4.1.3. New model launches

Automotive assemblers’ success is to a large degree dependent on the success of each new
model launch. Each new model involves significant sunk costs in RD&D and production
facilities. We estimate that each new model requires an investment of typically ECU 200-300
million. If sales do not satisfy this up-front cost, then the company profitability is affected over
the long-term. Equally, successful new model launches, such as the Fiat Punto, will have a
significant effect on trade flows. Even if we find that intra-Community trade has increased,
this may to a large extent be a result of new pan-European model launches.

4.1.4. Globalization

Globalization can be considered in three interlinked areas: the interpenetration of markets, the
spatial extension of production, and the formation of pan-national alliances. Over the past 20
years, there has been a great deal of exports into markets, particularly from Japan to North
America to Europe. This has recently decreased as a result of the appreciation of the Yen and
the increasing FDI into Europe. In other words, new investment locations may increase or
decrease trade flows.

New Japanese capacity in Europe is expected to be 2 million units by the year 2000. However,
the most globally organized companies are GM and Ford. There is growth in European
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capacity in the ‘EU periphery’ (for example, in Portugal, southern Italy, former East
Germany). There is also growth just outside Europe, for example Fiat’s investment in Poland.

Production alliances are a feature of the industry, as are various marketing or ‘badge
engineering’ agreements, for example, the Ford Maverick is manufactured at Nissan’s Spanish
plant. Alliances are a means of virtual integration — achieving the benefits of scale without the
costs of integration. Important alliances in Europe include Volvo and Mitsubishi (Nedcar),
VW and Ford in Portugal. These can affect trade flows in all sorts of ways.

4.1.5. Currency fluctuations

Currencies fluctuate over time, and this affects the price of vehicles (or their profitability) if
they are traded across borders. If prices can be lowered as a result of currency changes, then
exports may increase from countries which have devalued to countries which have not.
Increases in trade between these countries may simply be caused by these currency
movements, rather than by the single market programme. A clear example of this has been the
export of cars out of Italy. Consumers in France, Germany and Austria have been crossing the
border and buying cars more cheaply in Italy. This has had knock-on effects for the dealerships
in those countries. Whilst the ERM was formed to limit these fluctuations, during the period in
question there were severe perturbations to the system, the fluctuation bands were widened
and a number of European countries left the mechanism. We must therefore factor this into
our assessment. In looking forward to future actions, policy-makers will need to assess
whether these severe perturbations were a ‘one off’, or may recur for countries outside a single
currency.

The rise of the Yen has pushed up market prices for Japanese-made cars, and is an important
element in both further attempts at efficiency improvements within Japan and the
globalization of production. Equally, the strength of the German Mark is a factor in the long-
term movement of productive capital out of Germany. Our analysis seeks to account for the
impact caused by currency fluctuations.

4.1.6. Over-capacity

In Europe, there appears to be an overall surplus of capacity of around 20% relative to average
demand - though in historical and global terms, this is common. However, there is an
emerging over-capacity in small sports cars, 4-wheel drive vehicles, standard saloons and
people carriers (MPVs). Longer term over-capacity may reach 50% by the year 2000.

Capacity is a moving target, in that available capacity may increase without new plant
investment as a result of improvements in productivity within existing plant. Capacity is also
relative to demand. The extent to which capacity of specific models or types of vehicle can be
changed is also of importance. In the USA, for example, Ford and GM have been converting
plants which made large saloons into plant to make pick-up trucks. In addition, manufacturers

have also lowered their break-even points in response to the evolution of the cyclical car
market.

4.1.7. Low returns

Long-term profit trends in the industry show low returns, getting even lower, with highly
cyclical swings. In Europe, in the last 30 years, only BMW has been consistently profitable.



18 Motor vehicles

Others have been consistently unprofitable, or of marginal profitability. This is a major long-
term structural problem, as profits are needed to develop new models.

Some companies are better placed. Volvo has assets following its strategy of selling non-core
businesses and BMW has substantial cash reserves. Individual or family ownership is still
important in the cases of Fiat (Agnelli), BMW (Quant), PSA (Peugeot) and Porsche (Piech).
The French state still controls Renault, although this could be privatized in due course.

4.1.8. Production and supply chain changes

Japanese transplants have achieved remarkable production performances, for example in the
hours required to build a vehicle; in the time required to reach full production after introducing
a new model; and in the output of vehicles per employee. European industry is catching up,
partly through radical changes in work organization, teamworking and the elimination of
demarcations. Elsewhere in Europe, shift patterns, holidays and working time all vary widely.
In many instances, working time is less than in Japan or the USA. Many of the European
plants (including Ford and GM) are long-established, with poor layout and access. Newer
plants (e.g. Fiat at Melfi) are much more competitive.

Few European assemblers have global purchasing practices (as, for example, with GM and
Ford), or even well developed purchasing capability across Europe (for example,
Sogedac/PSA still buys largely in France and Spain). However, Volvo’s strategy of seeking
world class suppliers actively to support its products has resulted in an increase in spending in
Japan. Assemblers are, however, trying to build these links at a global level. Assemblers are
increasingly using Electronic Data Interchange (EDI), and Just in Time (JIT) delivery
techniques to squeeze costs further. Newer plants such as Toyota at Burneston in the UK and
Fiat at Melfi in Italy have a number of their suppliers alongside the factory to facilitate the
process.

4.1.9. Research initiatives and technological change

Research initiatives can be national (e.g. the UK-based IMI programme) or pan-European (e.g.
Prometheus, Drive, Eureka). Of particular importance is EUCAR, an umbrella grouping of
vehicle assemblers to promote co-operative pre-competitive research projects under the 4th
Framework Programme. These initiatives provide a mechanism to bring in suppliers and
assemblers, reduce risk, share cost, and provide a clear direction for change. Major topics
include: new vehicle design and use concepts, innovative drivetrain technologies (e.g. fuel
cells, gas turbine hybrids, advanced batteries), innovative body materials, advanced telematics
and vehicle navigational systems and advanced urban traffic management systems.

Technological advances in other areas are important too — especially in information and
communication technologies which have a direct impact on the vehicle design process
(networked CAD/CAM), purchasing (EDI) and vehicle sales and distribution (EDI).

4.1.10. Environmental impact

An additional factor driving change in the automotive industry is the growing body of
scientific evidence on the environmental damage caused by the automotive sector, and the
economic consequences of that damage. In this regard, the Intergovernmental Panel on
Climate Change has given further urgency to the search for a reduction in CO; emissions from
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vehicle production and use, ascribing for the first time a human agency to global climate
change. The European Union committed itself at the 1992 Rio Summit to stabilize CO,
emissions by the year 2000 to 1990 levels and thereafter to reduce CO, emissions. In early
1996, the European Commission released a discussion document on its carbon tax proposals,
which entail setting fuel economy targets with tax penalties for vehicles which exceed the
appropriate target. There can be no doubt that some form of carbon tax will have profound
consequences for the European automotive industry; at this stage the impact will be felt most
acutely in the RD&D activities.

4.2. Our approach

4.2.1. The hierarchy of hypotheses

We have constructed a hierarchy of hypotheses which, if validated, will help us to disentangle
and understand the effects of the single market programme. The hierarchy of hypotheses is
illustrated in Figure 4.2. Proving one hypothesis will not in itself prove that the single market
has had any effect. However, if evidence is collected which tends to support a number of
related hypotheses, the claim that the single market has had an effect on the industry becomes
more robust. In addition, when examining each hypothesis we can consider both the role of
the single market programme and of other factors (such as those discussed in Section 4.1) in
bringing about any change.

The hierarchy of hypotheses often goes down to a level of detail where there is only one data
set that can be used to test the hypothesis. This is a strength of our analysis, since it often
means that we can be more sure of whether the single market programme has had an effect.
However, there are some cases where more than one data set, and hence more than one
analysis, can be used. Where this is the case, more than one test of the hypothesis is carried out
to gain a wider picture of the single market programme impact. In any case, a single
hypothesis, if correct, leads to another which can be separately analysed. The reason for using
the hierarchy of hypotheses is that more measures allow us to draw firmer conclusions about
the degree of the single market programme impact (compared with other effects). If we were
to use just one analysis for, say, the hypothesis that the single market has improved market
access, it is quite likely that we might come to the wrong (or at least an extremely constrained)
conclusion. A variety of hypotheses and measures mean that we can state with more
confidence what we have found and what part the single market programme played in the
observed results.
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Figure 4.2.
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There are two key actions of single market programme implementation which are likely to
have had an effect on the EU automotive industry. These form our central hypotheses:

(a) the single market programme removed administrative barriers and this has facilitated
trade;

(b) technical harmonization led to fewer variants being required for different markets.

Under these hypotheses. reductions in administrative barriers would be expected to yield
reductions in the costs of intra-EU trade because delays at borders would decrease and haulier
costs reduce. Technical harmonization is expected to increase market access because
producers had to manufacture fewer variants and the regulatory approval process for new
vehicles was streamlined. The need to produce fewer variants should lead to reductions in the
costs of production because down-time would be reduced, and in RD&D because fewer
different variants would have to be designed.

Because market access was eased, it is expected that producers could sell more of their
products in other Member States with consequences for product availability and market
shares. This increases competition in each country and results in higher concentration. The
variance of prices is also expected to fall across the EU Member States as the market becomes
more competitive. Companies could also set up European distribution and marketing networks
to take advantage of these opportunities.

Because producers could trade more easily between countries, fewer manufacturing plants
would be required. The structure of investment is likely to change as firms change their

location decisions and their capacity utilization by extending existing plant and investing in
new plant.

Similar causal effects are also expected to have had an impact on the component supply
industry. In turn, this is expected to have had a knock-on effect on the automotive assemblers,
with increased competition reducing purchasing and thus overall production costs.

As a result of all of these hypotheses, it is expected that the EU-owned manufacturers will
become more competitive in the global market.

Figure 4.2 shows the key importance of market access improvements to the assessment of the
impact of the single market programme on the EU automotive industry. As discussed in
Section 4.1, changes in market access may also be due to factors other than the single market
programme. If these other factors have a higher weighting than the single market, then the
downstream effects of levels of competition, prices, and fragmenting market shares must also
be ascribed to these other factors.

4.3. Methods used for analysing and testing the hypotheses

4.3.1. The impact assessment model

In assessing individual factors and thus validating particular hypotheses, we make use of an
‘impact assessment model” (reproduced in Figure 4.3).
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Figure 4.3. Impact assessment model
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This model uses a number of different measurement techniques for assessing the impact of the
single market programme (‘triangulation’). A variety of complementary measures are used to
assess the single market programme impact and we have tried, as far as possible, to consider
and remove some of the other factors which could affect these results. For example, within our
analysis of market access, we have assessed the degree to which each company’s dependence
on domestic sales is correlated to the relative market conditions between the domestic and
European market.

Quantitative analysis

We have used a number of quantitative techniques to assess the impact of the single market
programme:

(a) the examination of trends;

(b) correlation analysis of a number of variables;

(c) the Elzinga—Hogarty technique;

(d) concentration ratios and the Herschman—Herfindahl index;

(e) econometric analysis of the determinants of automotive industry employment.

Despite the fact that econometric analysis was attempted, there is an underlying data problem
in trying to examine the impact of the single market programme using this technique. In fact,
the decision to use a number of techniques has been made because of problems with the data
available. Despite the fact that the automotive sector is relatively ‘data rich’ compared to other
sectors, the collection and presentation of these data by trade associations and government
bodies means that analysis is more difficult than it initially seems.

Much of the analysis we would like to carry out is on a national firm or Member State basis.
However, the very fact that the industry is data rich means that aggregation of these data takes
time. At the time of publication, the only official (trade association and government)
aggregate, pan-European data available cover the period up to 1993. Any data following 1993
on a pan-European basis are strictly unofficial, unverified data. Naturally, carrying out
econometric analysis using data up to 1993 to assess the impact of the single market
programme which was implemented in 1993 is a largely fruitless exercise.
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An example of problems with data consistency and the length of data available is given by the
EU price data. In any econometric analysis of the impact of the single market programme, the
price of vehicles is obviously an important factor. Unfortunately, the EU car price statistics
started in May 1993 and are published only twice a year, giving us only six data points. This is
far too low to allow statistically significant results. These data could be supplemented by
alternative sources going back further, but the problem with consistent measurement and
collection techniques arises once more. Consistency problems are aggravated as over the
period May 1993 to November 1995, the types of car available have changed as new models
have been launched and old models ceased to be produced.

In addition to the data problems confronting the econometrician, there is a methodological
problem with using econometric analysis to assess the impact of the single market programme,
even if the data were available. Econometric analysis is most robust where there is a limited
set of variables which are strongly related to the variable we are trying to explain. However, it
is clear that there is a multitude of factors strongly related to the EU automotive sector. This
leaves the econometric analysis attempting to explain the impact of the single market
programme through the error term, referred to by economists as ‘white noise’. Any
conclusions drawn from an analysis of the error term would be extremely tentative and would
not stand up to scrutiny. Therefore, we are faced with an industry in which there are large
amounts of data, but data which are not suitable for econometric analysis.

For the reasons presented above, we have developed the hierarchy of hypotheses approach to
the assessment of the single market programme impact. This approach allows us to exploit all
the information available from the data rich areas of the automotive sector and allows the
assessment of the other factors on a case-by-case basis. Where possible, quantitative
techniques have been employed in testing the hypotheses.

Qualitative analysis

The impact assessment model also makes use of extensive qualitative data. We undertook a
series of case studies and a substantial interview programme with major manufacturers,
component suppliers, trade, research and certification bodies as well as academic researchers.
These provide explanations, insights and judgements about our hypotheses and are included in
our analysis. The case studies provide more judgmental views on the effects of the single
market programme.

The case studies further show the degree to which company strategy was influenced by the
single market programme before and after implementation. They also show the extent to
which companies have changed their business processes and structures and predicted the effect
of the single market programme before it was implemented (in economic terms rational
expectations). This economic theory predicts that people will act on expected policy changes
(and the policy’s likely implications) well before the policy is implemented. This smoothes out
the impact of changes expected to occur in the future. Automotive manufacturers were
familiar with the single market programme since the Cockfield White Paper (1985)* and the
Single European Act (1987). Technical harmonization in the automotive industry predates the
single market programme by a decade. In addition, measures were implemented gradually over

European Commission, Completing the internal market, COM(85) 310 final, Luxembourg: Office for Official
Publications of the EC, 1985.
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the period leading up to 1993. Therefore, manufacturers will have anticipated and acted on
many of the expected changes well before they were implemented. It is likely, therefore, that
any changes as a result of the single market programme will have occurred in a smooth fashion
from well before 1993.

The model also uses the concept of ‘the counterfactual’. If we find that the industry has
suffered declines in certain areas, then we cannot assume that the single market programme
has had a zero or negative effect. It could be the case that the single market programme
improved the position of EU automotive manufacturers and without its support, the decline
would have been greater.

4.3.2. Types of data

As noted in Section 4.3.1, there are a number of problems caused by the data available from
the automotive sector. Bearing this in mind, we have considered four possible types of data for
our analysis. These are described in Table 4.1.

Table 4.1.  Four approaches to collecting data
Approaches Description Positive aspects Negative aspects
A. Individual Take a real world example, e.g. | Actual data available, Representativeness; lack of
company PSA consistency and fit of data; comprehensive data: cost

B. Idealized best
practice

C. Aggregate
industry

D. Average firm

Take best practice performance
in each functional area; factor-
in single market effects

Use statistics on the whole
sector through which
assumptions on the effect of
single market will be processed

Calculate an average firm based
on available data, use this to
produce basic model through
which single market impacts
should be run

extrapolation

Many basic benchmarks exist;
fit with EU benchmarking
study: de-politicized

Uses Eurostat and other
aggregate sources; closest fit to
brief

Can extrapolate back up to
aggregate; uses mixed data
sources; de-politicized:
company confidentiality

sensitivity; balance and fairness;
lack of fit with brief

Micro-level; non-cost data;
ignores social and real world
context; cannot extrapolate

Methodology: explaining an
error term; historical data; data
definition and changes; market
cycles; industry initiatives: lack
of availability

Representativeness; meaningful
averages

No single type of data is ideal, and so we have used all four types across our analysis,
depending on their availability and explanatory power. For example, we use many examples
drawn from our knowledge of existing companies in terms of their prices, models and market
shares. Aggregate industry data are used in the areas of trade, market size and industry
concentration. Average firm data are provided in the area of dealership networks and
productivity. Idealized best practice data are provided for productivity.

National measures

In addition to the aggregation problems and restricted length of data available referred to in
Section 4.3.1, the way that data are collected and reported in the automotive sector creates a
dilemma in the presentation and analysis of Member State effects of the single market
programme. Industry data sources often refer exclusively to production and trade by the five
major producing states in the EU — Germany, France, Italy, UK and Sweden. Output is
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recorded from these states, even if the production was carried out in another Member State,
such as Spain or Belgium. For example, VAG’s output is recorded under Germany, even
though a large amount of production is carried out in Spain at the Seat plants. The very
barriers the single market (and before this the Common Market) sought to remove created the
situation where many of the EU manufacturers are located throughout the EU as an easy
means of accessing these markets. Despite the growing internationalization of the automotive
industry, it is still the case that many firms which were originally based in EU Member States
rely on their original market for a large proportion of their sales. Throughout this report,
therefore, because of the way that data are recorded we refer to ‘national’ output of Germany,
France, Italy, Sweden and the UK, even though the concept is increasingly irrelevant to the EU
automotive sector. Where possible, we refer to other EU automotive producing countries, such
as Belgium and Spain, where production facilities are owned by, for example, Ford and VAG
respectively.

4.3.3. The industry process model

It is important to distinguish between the effects of the single market programme on each
business process. In order to do this the analysis is broken down into four main groupings:

(a) marketing,
(b) production,
(¢) purchasing,
(d) research, design and development (RD&D).

Figure 4.4 illustrates the linkages between these four groupings.

Figure 4.4. Industry process model
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Our hypotheses (described in Section 4.2) are linked to each of these in the following way:

Table 4.2. Hypotheses and business processes

Hypothesis

Business process affected

Improved market access

Intra-EU trade at an aggregate level will increase

The number of models and variants available will increase

The relative share of national sales as a proportion of total sales will fall
Intra-EU trade relative to individual Member State consumption will increase
Manufacturer national market shares will fall

Manufacturer market shares will equalize across Member States
Competition and market concentration have increased

Prices will become less variable across the Member States
Pan-European distribution and marketing networks will be developed
Production costs will be lower

Productivity will increase

Employment levels will fall

The structure of investment in the EU will change

Component supply structure has become more pan-European

RD&D costs will fall

Global competitiveness of the EU-owned automotive industry will increase

Marketing
Marketing
Marketing
Marketing
Marketing
Marketing
Marketing
Marketing
Marketing
Marketing
Production
Production
Production
Production
Purchasing
RD&D

All

4.3.4. The structure of the analysis

The chapters which follow analyse the effects of the single market programme for each of
these hypotheses. We have structured our examination of each hypothesis in the following

way:

(a) Expected impact — This describes what effect we expect the single market programme
to have on the specific area of the automotive industry to be examined.

(b) Other factors — This describes what other factors are likely to have an effect on each of
our specific analyses and is key to disentangling the single market effect.

(¢) Quantitative analysis — This sets out the quantitative analysis that has been carried out
in order to determine the impact of the single market programme and the impact of the

other factors.

(d) Actual impact — This takes our findings from the quantitative analysis and from our
discussions and interviews with trade associations and companies to provide our

conclusions on their implications on the single market impact.

We also summarize the findings for each hypothesis in diagrams. Throughout the analysis we
explain the link between the single market programme, other factors and the hypothesis under

examination.

Because of the importance of the changes in market access, we have presented our findings on
marketing in a stand-alone chapter (Chapter 5) in which we discuss the effects of market
access in terms of changes in market shares, concentration, pricing and marketing and
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distribution networks. Chapter 6 covers the other functional areas: production, purchasing, and
RD&D. Chapter 7 then considers our final hypothesis on the impact of the single market
programme in considering the global competitiveness of the EU-owned automotive industry.
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5. Marketing

Chapter 4 set out the methodological approach undertaken to carry out this study. This section
examines the hypotheses directly related to marketing. Figure 5.1 below extracts the
hypotheses related to marketing from the full set presented in Section 4.2 and Figure 4.2.

Figure 5.1 Hypotheses relating to marketing
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Section 5.1 examines market access, the first three tiers of Figure 5.1, Section 5.2 examines
competition and market concentration in the EU Member States, Section 5.3 examines final
prices across the Member States and Section 5.4 analyses the behaviour of automotive
manufacturers through pan-European networks.

5.1. Market access

5.1.1. Introduction

This section is an in-depth analysis of the effects of the single market programme on market
access. Given that one of the main objectives of the single market programme was to improve
trading conditions across Europe, the measurement of changes in market access is extremely
important. However, since many of the explicit tariff barriers were removed under the
Common Market by 1968 (or upon accession of a new Member State), substantial changes in
market access will have occurred well before the single market programme was implemented.

In order to investigate fully the impact of the single market programme on market access, we
have used a wide range of measures. Improvements in market access are likely to be wide
ranging, affecting different areas of the automotive industry in different ways. Consumers are
likely to be affected differently to manufacturers, and Member States are likely to respond
differently to single market measures. In addition, the impact of the single market programme
is likely to affect the overall competitive environment of the EU automotive industry.
Therefore, if we weré to use just one analysis for the hypothesis that the single market
programme has improved market access, we would clearly miss a lot of the possible impact.
For this reason, we have constructed a number of separate hypotheses as shown in Figure 5.1,
none of which will determine the full impact of the single market programme on its own, but
as a group will enable more robust and wide-ranging conclusions.

Many of these analyses are linked but are subtly different from each other, enabling us to
construct a complete picture in a complicated area. We suggest that readers who prefer a quick
analysis of the situation first may wish to glance through our intermediate conclusion on
market access, which we present in Section 4.1.10, before studying each of the individual
hypotheses.

5.1.2. Types of data

The central hypothesis relating to market access is that intra-EU trade has increased. As we
discussed in Section 4.3.2, this can be measured at a number of different levels — in aggregate,
on a national and on a manufacturer basis. The aggregate measures can be useful, but more
detailed analysis and results can be found through the examination of country and
manufacturer behaviour. The third tier of Figure 5.1 shows the hypotheses which, along with
the aggregate measure, have been tested to gain a full picture of the impact of the single
market programme through improved market access. Each of these hypotheses has been
analysed in turn, starting with analyses of the aggregate level and working down to analyses of
manufacturers. For each hypothesis, the expected impact of the single market programme is
assessed. The data gathered is then analysed and the actual impact observed regarding its
consistency with the expected impact of the single market programme.

Before we examine each of the specific hypotheses, we have carried out a number of analyses
of the other factors which are likely to affect our results. We have limited this to the key
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factors which can be quantified — the impact of changes in relative market conditions on trade
and the impact of currency fluctuations on trade. These factors are likely to affect a number of
our hypotheses and so it is important to see what role they are likely to play in our analysis.
We have done this through correlation analysis. It must be noted, however, that even these
analyses will not provide definitive conclusions since different companies are likely to react to
external conditions in different ways.

5.1.3. Pre-analyses — other factors

Relative market conditions

Much of our analysis which follows in this report examines the flow of trade and the relative
share of manufacturers’ output sold in other Member States. Relative economic conditions in
each Member State may be a factor affecting our results. Correlating an automotive
manufacturer’s relative share of sales in the national market* with the economic conditions in
each Member State will indicate the extent to which our results in the following sections are
being influenced by market conditions. It is expected that there will be a correlation since
market conditions are a key factor in determining demand in the national and non-national
markets of a manufacturer. To assess the impact of the recession on the automotive sector in
each of the Member States, we need a variable which will act as a proxy for recessionary or
inflationary effects on the economy. The most suitable measure for this is the number of
registrations in that Member State, since this will be a direct reflection of a number of
different factors such as inflation, interest rates and the overall health of the economy. The
decision of consumers to buy a new vehicle will be directly based on these factors.

It will not be good enough to focus simply on the number of registrations in a Member State in
isolation as our measure of market conditions, since this would ignore the relative
attractiveness of the other Member States to manufacturers seeking to maintain and increase
sales. Recessionary or inflationary conditions of different strengths and at different times in
each Member State will affect trade between different Member States and will affect a
manufacturer’s share of sales in the national market relative to the rest of the EU. Therefore,
our measure of relative economic conditions is the share of EU registrations accounted for by
the single Member State. This measure reflects the relative attractiveness of the national
market relative to the rest of the EU. For example, if the share of total EU registrations in Italy
is falling, the recession is hitting harder in Italy than in the rest of the EU and vice versa. This
relative recessionary effect is likely to have an effect on the national producer’s share of sales
in this market, since it has become less attractive relative to the rest of the EU. The analysis
which follows examines the relationship between the relative attractiveness of the national
market against the share of total EU registrations held in this market by the national producer.
The stronger the relationship between these two effects, the more likely it is that trade between
Member States has been affected by relative market conditions.

Figure 5.2 shows the results of this analysis carried out for a number of producers across the
EU. The left-hand axis shows the manufacturer’s share of sales in the national market, the
right-hand axis shows the relative impact of the recession in that market. Therefore, if the two
lines closely follow each other, it is likely that relative market conditions in this market are

We use our definition of the national market as explained in Section 4.3.2.
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affecting the manufacturer’s sales in the national market relative to sales in the rest of the EU,
and therefore affects trade. The data used for this analysis were Ward’s series of 1985-93.
Unfortunately, this series is yet to be updated. However, this should not affect our analysis,
since there is no economic reason for the relationship between trade and relative market
conditions to change immediately after the single market programme was implemented.

Figure 5.2. National sales as a proportion of total sales and relative market conditions,
passenger cars, 1985-93
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Table 5.1 shows the correlation coefficients calculated from the data shown in Figure 5.2. A
correlation coefficient gives an idea of the relationship between two variables, in this case
relative market conditions and the dependence of manufacturers on their national market. The
correlation coefficient ranges between -1 (perfect negative correlation) through 0 (no
correlation), to +1 (perfect positive correlation). The only problem with using correlation
coefficients is that there is no benchmark value for what is a ‘strong’ correlation and what is
not. Judgement depending on the variables involved therefore has to play a part in the
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assessment of the correlation coefficients. It is reasonable to assume under this analysis that
anything above 0.5 is a fairly strong correlation.

Table 5.1. Correlation coefficients of dependence on national market and relative
market conditions, passenger cars, 1985-93

Germany France Italy UK
0.88 0.72 0.17 0.57
Source: E&Y.

Table 5.1 and Figure 5.2 show that:

(a) There appears to be a high correlation between relative market conditions and the
domestic share of sales for all of the countries except Italy. We show later in this section
that currency fluctuations appear to play a more important role in determining Italian
market share.

(b) In general, relative market conditions play an important role in determining the extent of
sales sold outside the national market.

As the relative impact of recession is felt less in, say, Germany, less of VAG’s product is sold
abroad and vice versa. This is reflected by the line for German registrations over total EU
registrations rising along with the line for national over total sales. As a volume producer,
VAG concentrates on sales in its national market when demand is strong in that market. When
demand is low, VAG looks to foreign markets to maintain sales.

Currency fluctuations

The proportion of a manufacturer’s sales on the national market is also likely to be affected by
the exchange rate. As a currency appreciates relative to some currencies, the manufacturers
concentrate their efforts on their traditional demand base in the national market. If the
currency depreciates relative to other currencies, the price of a vehicle will be lower in foreign
markets. There might also be cases where domestic sales are relatively ‘insulated’ from
currency fluctuations.

We have investigated the relationship between the proportion of sales on the national market
and the exchange rate to assess the extent to which the analysis that follows in the remainder
of this report is being affected by currency fluctuations. Figure 5.3 and Table 5.2 show
respectively the relationship between, and the correlation coefficient of, the proportion of sales
made nationally against the ECU exchange rate for all manufacturers in a sample of EU
Member States. In Figure 5.3, the left-hand axis shows the ECU exchange rate, the right-hand
axis shows the proportion of total sales sold nationally. If the two lines representing these

variables follow closely, it is reasonable to assume that currency fluctuations have affected
trade.
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Figure 5.3.  Proportion of total sales sold nationally and ECU exchange rate, passenger
cars, 1985-93
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Table 5.2. Correlation coefficients of proportion of total sales sold nationally and ECU
exchange rates, passenger cars, 198593

Germany France Italy UK
0.42 -0.42 0.73 0.77
Source: E&Y.

Table 5.2 and Figure 5.3 suggest that for three of the four EU Member States, there is a
positive correlation:

(a) As the Lira has devalued, Italian products have become cheaper, increasing sales abroad.
The devaluation is highly correlated with a fall in the proportion of total sales sold
nationally. The same has happened with Rover in the UK.

(b) As the German Mark has appreciated, VAG’s national sales as a proportion of total sales
have increased and non-domestic markets have become relatively less important. Whilst
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German reunification has played a part in this increase in domestic sales, our interviews
with the car companies confirmed that the role of currency fluctuations should not be
understated.

(c) The French results are anomalous. The result for France can be explained by the fact that
the French producers have increased their sales in foreign markets while the Franc has
remained relatively stable against the ECU. Our case studies, for example, suggested
deliberate strategies by Renault to develop their northern European markets and that the
launches of the Twingo and Clio had been particularly successful in France. The success
of this strategy and the stable Franc might explain the result presented above.

Naturally, there are a number of factors affecting manufacturers’ share of sales sold in non-
national markets and it appears that fluctuations in exchange rates are one of the factors which
are playing an important part in determining the extent of a manufacturer’s sales sold abroad.
Just as it is difficult to observe and draw conclusions on the impact of the single market
measures, it is also difficult to draw firm conclusions from the impact of exchange rates alone.
This is further complicated by the fact that exchange rates have been subject to a wide number
of macro-economic factors as well as the ERM. Nevertheless, any conclusions regarding the
impact of the single market on trade should be guarded because of recent currency fluctuations
coinciding with the implementation of the single market programme. This is confirmed by the
fact that, in our case studies and interviews with trade associations, exchange rate fluctuations
have been cited as a major factor in affecting recent trade between Member States.

This completes our pre-analysis. We now turn our investigation to the hypotheses relating to
market access.

5.1.4. Hypothesis 1: Intra-EU trade at an aggregate level has increased

Expected impact

As barriers to entry are removed with the implementation of the single market programme,
intra-EU trade is expected to increase. Manufacturers might have been prevented from selling
their full range or maximizing sales because of barriers to trade. Removal of these barriers is
likely to result in volumes of trade increasing. Our analysis which follows examines intra-EU
trade at an aggregate level for both passenger cars and commercial vehicles.

Other factors

When examining effects in aggregate, it is likely that there may be some underlying factors
which will not be observed. For example, German reunification is likely to have increased
German manufacturers’ domestic sales, reducing intra-EU trade. Meanwhile, other Member
States might be increasing their intra-EU trade. The observed aggregate effect will not show
these underlying changes. Other factors which are likely to be significant are increasing global
competition, the relative impact of the recession on each Member State and new model
launches. New model launches are expected to impact on Member States in different ways
because of different launch dates and their level of appeal. New launches are likely to occur
first in national markets and their appeal may well be greater than in non-traditional markets.
Additionally, it is possible that consumers in aggregate react to economic decline and
uncertainty by switching to national brands. Furthermore, cars could be bought in one Member
State and registered in another, affecting our analysis. Finally, foreign direct investment might
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stimulate and substitute for intra-EU trade flows. New plants in previous export countries will
end trade flows, but production by this plant might increase trade flows out of this country.

Quantitative analysis

Figure 5.4 shows intra-EU trade in passenger cars and commercial vehicles for the period
1989-93. Unfortunately, as discussed in Section 4.3.1 further suitable official intra-EU trade
data at this level of aggregation are not currently available. We attempted using SMMT data
for 1994, but this proved fruitless since it gave inconsistent results compared to the Ward’s
data set.

Figure S.4. Intra-EU trade for passenger cars and commercial vehicles as a percentage
of total registrations, 1989-92
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Figure 5.4 shows:

(a) at this aggregate level, the intra-EU trade in passenger cars is very stable;
(b) commercial vehicle intra-EU trade reached a peak in 1991 and has declined since.

Because of the anticipated impact of German reunification on our results, we have carried out
an additional analysis of the intra-EU trade in passenger cars and commercial vehicles for all
EU Member States other than Germany. The results of this analysis are shown in Figure 5.5.
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Figure 5.5. Intra-EU trade for passenger cars and commercial vehicles as a percentage
of total registrations (excluding Germany), 1989-92
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Figure 5.5 shows:

(a) the shape of the charts is very similar to those in Figure 5.4;

(b) the level of intra-EU trade for Member States other than Germany is generally higher
than when Germany is included;

(c) the single market programme does not appear to have had an effect on the level of
aggregate intra-EU trade for Member States other than Germany.

Actual impact

At the aggregate level of our analysis, it appears that intra-EU trade has not been affected by
the single market programme. Analysis at a country level, and discussions with VDA, the
German automotive industry trade association, confirmed that whilst most major automotive
producing countries are increasing intra-EU trade, the reunification of Germany has resulted in
German manufacturers increasing sales within their newly-expanded national market and
reducing exports in relative terms. We cover this in more detail in Section 5.1.8. Discussions
with companies in our case studies revealed that they consider increasing global competition,
the recent Europe-wide recession and new model launches as far more important determinants
of the degree of intra-EU trade than the single market programme. The counterfactual also
applies here, but it is difficult to ascertain how different the observed aggregate changes might
have been had the single market not been implemented.
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Figure 5.6. Summary diagram 1: Hypothesis 1

Expected Single Market Effects

Intra-EU trade will increase as
barriers to entry are removed

Quantitative Analysis i [ Other Explanatory Factors

German reunification.
Global competition.
Relative recessionary
effects.

New model introductions.
FDI/ trade substitution,
stimulation effect.

Intra-EU trade in passenger cars was
relatively stable over the period.
Commercial vehicle intra-EU trade
peaked in 1991

Actual Single Market Effects

At an aggregate level, the SMP
has had little effect.

No measurable effect

5.1.5. Hypothesis 2: From a national point of view, the degree of intra-EU trade relative to
individual national consumption or production will increase

Expected impact

The implementation of the single market programme is expected to increase trade between EU
Member States. Economists argue that the removal of physical and information barriers to
trade result in more entry into the market. One would therefore expect to see more sales in one
Member State originating from other Member States. Also, longer term investments in new
plant should increase trade, for example, the VW-Ford plant in Portugal exports 90% of its
output.

We have analysed the ratio of imports relative to consumption in a Member State and the ratio
of exports relative to the production in a Member State. This analysis is sometimes referred to
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as the Elzinga—Hogarty analysis. We explain this method in more detail in Appendix J. This
analysis is recognized by the European Commission as a method of defining markets in
competition cases and so it is particularly appealing here. The Elzinga—Hogarty analysis
simply examines imports into a Member State over domestic consumption and exports out of a
Member State out of total production. It is expected the single market programme will
increase the degree of imports into a Member State from other Member States and increase the
degree of exports from a Member State into other Member States. Both imports and exports
are measured in terms of registrations. This is not a perfect measure of trade since not all
exports are sold, but data on actual exports are not recorded. Similarly, figures on trade are
recorded on a major manufacturing country basis. This restricts our analysis to Germany,
France, Italy and the UK. Nevertheless, this sample of countries will provide a clear indication
of whether import penetration and export intensities have increased as a result of the single
market programme.

Other factors

As with the aggregate analysis, German reunification is likely to have an impact on the
Member State analysis of intra-EU trade. The relative impact of the recent recession on
demand in each of these Member States will also need to be considered. Our analysis in
Section 5.1.3 suggested that the greater impact of the recession in one Member State relative
to other Member States will affect the degree of imports into that Member State and the level
of exports from it. Consideration will also need to be taken of the fact that successful new
model launches will result in surges of foreign demand. Finally, currency fluctuations are
likely to affect the attractiveness of one Member State’s product relative to another. If a
country experiences a devaluation in its currency, its products will become cheaper relative to
foreign products, affecting both imports into and exports from the Member State.

Quantitative analysis

Elzinga—Hogarty specify two criteria: ‘little in from outside’ (LIFO), meaning that imports
into the Member State are small; and ‘little out from inside’ (LOFI), meaning that exports
from the region are small. Figure 5.7 shows the LIFO and LOFI tests separately.In both cases
we have restricted our analysis to the largest four producing countries — Germany, France,
[taly and the UK. '
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FigureS.7. Trends in intra-EU trade by Member State, 1985-93

Imports from major producers of EU(12) as a
percentage of Member State market registrations -

~ LIFO
45 i ///\\
40F - o T ’ Sa o
35> ____/V-V'( - .
o 30 i \\’_ ————— - — — D
.D“_’D 25 Fr
§ 20T oo
3_2’ s m R 1)
- — -
- — = - - —
5T
0 t t —t t + 1 t t
1985 1986 1987 1988 1989 1990 1991 1992 1993 1994
Year
Exports, as a percentage of national production,
60T to the rest of the EU(12) - LOFI
50
40
% | pee——
]
S 30 - Fr
g i o -===1
20 -
& - - =T T T T UK
s
0 ¥ U T LI T T T Ll T
1985 1986 1987 1988 1989 1990 1991 1992 1993 1994
Year

Sources: E&Y, CAIR.

(a)

(b)
(©)

(d)

The LIFO chart shows that imports as a percentage of Member State total registrations is
increasing slightly. This is consistent with our expectation of the impact of the single
market programme. For example, Italian imports increased from approximately 33% to
37% between 1990 and 1994. However, the increase in import penetration began well
before the implementation of the single market programme.

Italy and the UK have had a consistently higher import penetration than France and
Germany.

The LOFI chart shows the share of German exports as a percentage of national
production declining, Italy’s share remaining relatively flat and France’s and the UK’s
share fluctuating although trending upward. The only period of relative stability for all
of these countries is from 1991 onwards, whilst the single market programme was being
implemented.

The LOFI chart also shows that the shares of exports as a proportion of national
production for each of these Member States are converging. This indicates that markets
are moving together which is also consistent with the expected impact of the single
market programme, since manufacturers in the same market are expected to react in the
same way to external influences.
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The LOFI/LIFO analysis above concentrates solely on the impact of the single market
programme on the major producing countries. This analysis is complemented below by an
examination of imports as a percentage of registrations into Belgium and Luxembourg, Spain,
Ireland, the Netherlands and Portugal. The results of this analysis are shown in Figure 5.8.

Figure 5.8. Imports as a percentage of registrations, selected EU Member States,
1988-93
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Figure 5.8 shows that:

(a) in general, the trend of imports as a percentage of registrations is upwards;

(b) there does not appear to have been any dramatic change in 1993 as a result of the
implementation of the single market programme;

(c) the results for Belgium and Luxembourg appear to have been affected by the fact that

many manufacturers use these Member States as a distribution centre for the rest of the
EU.

Actual impact

The degree of intra-EU trade appears to be trending up with more exports from the Member
States. Similarly, imports appear to be trending up gradually as well. The results suggest that
German reunification reduced the relative level of exports from Germany and reduced the
relative level of imports into the country. This is consistent with our discussions with
manufacturers and trade associations who said that reunification expanded the market
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available to German manufacturers relatively more than other manufacturers because of the
traditional appeal of the German marques to the former East Germans. Furthermore, the dip in
(more expensive) imports into Italy directly coincides with the devaluation of the Lira. This
runs in line with our analysis in Section 5.1.3 which found that currency fluctuations are likely
to play a part in affecting trade between Member States. New model launches are also likely to
have affected the quantitative analysis. For example, the launch of Mercedes’ new E-class in
1992 sold particularly well in Germany, boosting Mercedes’ sales in Germany and reducing
the level of trade within the EU.

Figure 5.9. Summary diagram 2: Hypothesis 2
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5.1.6. Hypothesis 3: Market shares across Member States will equalize

Expected impact

If all consumers across the EU could assess the same vehicles available to them based on the
same price, information and availability then, putting to one side cultural differences and the
suitability of vehicles for different countries (e.g. weather, road types, etc.), the market shares
of manufacturers should be exactly the same in each of the Member States. Barriers to entry
create distortions in price, information and availability, restricting the choice of vehicle
available to consumers in different Member States and resulting in different Member State
market shares for manufacturers. The removal of distortions in price, availability and
information to consumers across the Member States as a result of the single market
programme should bring manufacturer market shares closer together across the Member
States. We would therefore expect to see a convergence in manufacturer market share in each
Member State as the single market programme takes effect. In markets where manufacturers
were relatively dominant we would expect their market share to decline and in markets where

they had a relatively low presence we would expect their market share to increase. We explain
this further in Appendix I.

This expected impact can be examined through an analysis of variance in market share across
a number of Member States.

Other factors

Despite the expectation that market shares will equalize across Member States, there are other
factors which will also affect the analysis. For example, new model launches are likely to be
more popular in some Member States than in others. The differences in consumer taste across
the Member States will result in different market shares. As with the previous hypothesis, the
relative impact of the recent recession in each of the Member States will affect EU market
shares. As the recession bites in a Member State, the national producer is likely to look more
at the export market for its sales, increasing its market share in these other Member States.
Currency fluctuations may also play an important part in the determination of market shares
across the Member States. The counterfactual might also play a part in our analysis in that the
variance observed might have been greater if the single market programme had not been
implemented.

Quantitative analysis

Figure 5.10 shows the variance in passenger car market share for German, French, Italian and
UK-based manufacturers in Belgium, Denmark, Germany, Spain, France, Greece, Italy,
Ireland, the Netherlands, Portugal and the UK. For example, we have looked at the share of
German exports in each of these other EU Member States over the period 1985-94. The higher
the variance in market shares, the more disparate the share of sales of German exports in each
of the other Member States, and vice versa.
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Figure 5.10. Variations in 2a manufacturer’s market share, 1985-93
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Figure 5.10. shows that:

(a) The variance of shares is volatile over the period shown for all Member States, although
less for manufacturers from the UK and Italy. Relative market conditions, as analysed in
Section 5.3.1, are probably playing a part in this.

(b) From 1992, the variance in market share of French and German manufacturers has fallen
rapidly. For France, the variance in market shares fell by approximately 20% during the
period 1992-94. The trend in variance for Italy is declining markedly from 1991, but
rises in the last year of the period, largely due to the devaluation of the Lira. The
variance for the UK is low throughout the period.

Actual impact

Our results for France and Germany are consistent with our expected impact of the single
market programme. Market conditions also appear to be having an effect on the variance of
market shares. There has been a definite reversal in the upward trend in variance of market
share for these countries. Our results for Italy appear to have been affected by currency
instability. It is also likely that new model launches play a part in the observed variance of
market shares across the Member States.
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Figure 5.11. Summary diagram 3: Hypothesis 3
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5.1.7. Hypothesis 4: The number of makes and model variants available will increase

Expected impact

The implementation of the single market programme and the removal of barriers to entry
between the EU Member States might have affected companies’ entry strategies in terms of
the number of variants and models they trade to certain markets. This will boost consumer
surplus at the expense of producer surplus through wider product choice.

Market access improvements are likely to have resulted in reductions in the manufacturers’
costs of new model launches and variant requirements, increasing the likelihood that wider
product entry into foreign markets will occur. A greater number of models and variants would
therefore be consistent with our expectation of the impact of the single market programme. Or,
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to put it another way, there will be greater total choice (i.e. more models available) and the
market share of dominant local models will decline.

Other factors

The development of more models by the automotive manufacturers is likely to be partly as a
consequence of increasing competition in the global automotive market, and has been a part of
automotive history from Alfred T. Sloan’s strategies in General Motors from the 1930s
onwards. A classic response to increased competition is to produce more differentiated
products. This greater product diversity is also a likely consequence of a more sophisticated
and knowledgeable consumer in the EU Member States.

Quantitative analysis

Tables 5.3 to 5.10 show the top ten best-selling cars in Belgium, Germany, Spain, France,
[taly, Portugal, Sweden and the UK in 1989 and 1994 (1995 figures available for Belgium,
Germany, France, and Portugal).

Table 5.3.  Best selling cars in Belgium, 1989 and 1995

Rank | Model % of market Rank | Model % of market
1989 1995
1 VW Golf 6.4 1 VW Golf/Vento 7.8
2 GM Opel Kadett 4.9 2 GM Opel Astra 4.6
3 Peugeot 205 3.6 3 VW Polo 3.5
4 Toyota Corolla 3.4 4 Ford Escort 3.1
5 Renault 19 33 5 Ford Mondeo 3.1
6 Renault 5 32 6 Ford Fiesta 3.0
7 Peugeot 405 3.1 7 BMW 3-Series 2.9
8 Ford Fiesta 3.1 8 Renault Clio 27
9 Ford Escort 2.8 9 GM Opel Corsa 2.7
10 GM Opel Corsa 2.7 10 Renault 19 2.5
36.5 359

Source: AID/FEBIAC.
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Table 5.4. Best selling cars in Germany, 1989 and 1995
Rank Model % of market Rank Model % of market
1989 Ist half of 1995
1 VW Golf 114 1 VW GolffVento 11.3
2 GM Opel Kadett 7.6 2 GM Opel Astra 6.8
3 VW Passat 5.5 3 Audi A4/80 4.6
4 Mercedes W124 4.7 4 BMW 3-Series 4.4
5 GM Opel Vectra 4.1 5 Mercedes C-class 4.2
6 Audi 80/90 38 6 GM Opel Corsa 3.8
7 BMW 3-Series 33 7 Ford Escort 3.7
8 Mercedes 190 33 8 Ford Fiesta 3.6
9 Ford Escort 2.9 9 VW Polo 3.5
10 Ford Fiesta 28 10 VW Passat 33
49.4 49.2

Source: KBA/AID.
* 1989 figures relate to West Germany only.

Table 5.5.  Best selling cars in Spain, 1989 and 1994
Rank I Model ‘ % of market Rank I Model % of market
1989 1994
1 Renault 19 7.8 1 Ford Escort 6.0
2 GM Opel Kadett 7.7 2 GM Opel Corsa 59
3 Seat Ibiza 6.3 3 GM Opel Astra 5.6
4 Renault 5 5.6 4 Ford Fiesta 5.5
5 Ford Fiesta 5.4 5 Renault Clio 5.1
6 GM Opel Corsa 5.1 6 Seat Ibiza 4.9
7 Citroén AX 5.0 7 Renault 19 4.6
8 Peugeot 205 43 8 Peugeot 306 4.4
9 Renault 21 3.6 9 Citroén ZX 4.3
10 Ford Orion 35 10 VW Golf 32
543 49.5

Source: AID/ANFAG.
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Table 5.6. Best selling cars in France, 1989 and 1995

Rank Model % of market Rank Model % of market
1989 1995
I Renault 5 10.4 1 Renault Clio 8.8
2 Peugeot 205 9.7 2 Peugeot 306 6.2
3 Renault 19 7.7 3 Peugeot 106 6.0
4 Peugeot 405 6.4 4 Renault Twingo 5.8
5 Renault 21 6.2 5 Renault Laguna/21 4.6
6 Citroén AX 6.1 6 Renault 19 45
7 Citroén BX 4.6 7 Citroén ZX 4.4
8 Peugeot 309 4.1 8 Citroén AX 3.8
9 VW Golf 3.8 9 Citroén Xantia 3.5
10 Ford Fiesta 2.9 10 Ford Fiesta 33
61.9 50.9

Source: AID/industry sources.

Table 5.7.  Best selling cars in Italy, 1989 and 1994

Rank Model % of market Rank | Model % of market
1989 1994
1 Fiat Uno 16.2 1 Fiat Punto 12.4
2 Fiat Tipo 11.1 2 Fiat Uno 6.0
3 Fiat Panda 9.5 3 Fiat Cinquecento 4.7
4 Lancia Y10 53 4 Ford Fiesta 44
5 VW Golf 3.6 5 VW Golf 4.4
6 Renault 5 32 6 Fiat Panda 4.1
7 Peugeot 205 2.9 7 Fiat Tipo 4.0
8 Alfa Romeo 33 2.7 8 Autobianchi Y10 35
9 Citroén AX 23 9 Opel Astra 33
10 GM Opel Kadett 2.3 10 Peugeot 106 33
59.1 46.1

Source: ANFIA/industry sources.
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Table 5.8. Best selling cars in Portugal, 1989 and 1995
Rank Model % of market Rank | Model % of market
1989 1995
1 Fiat Uno 9.0 1 Opel Corsa 12.4
2 GM Opel Corsa 9.0 2 Fiat Punto 12.4
3 Renauit 5 7.7 3 Renault Clio 7.6
4 Renault 19 7.3 4 Ford Fiesta 5.4
5 Ford Fiesta 5.8 5 Peugeot 106 5.0
6 Citroén AX 54 6 Opel Astra 4.5
7 VW Golf 4.8 7 Seat Ibiza 3.4
8 Peugeot 205 3.9 8 Renault 19 33
9 Seat Ibiza 35 9 Citroén AX 29
10 Fiat Tipo 3.4 10 VW Golf 24
59.8 59.3
Source: AID/ACAP.
Table5.9.  Best selling cars in Sweden, 1989 and 1994
Rank | Model % of market Rank Model % of market
1989 1994
1 Volvo 700 13.2 1 Volvo 800 8.8
2 Saab 9000 4.7 2 Volvo 700/900 6.1
3 Volvo 200 3.9 3 Saab 900 6.0
4 Volvo 400 39 4 Ford Escort 5.8
5 GM Opel Kadett 3.8 5 VW Golf/Vento 5.3
6 VW Golf 3.7 6 Ford Mondeo 5.0
7 Saab 900 3.7 7 Volvo 400 4.4
8 Ford Sierra 3.6 8 Saab 9000 35
9 Toyota Corolla 33 9 Opel Astra 35
10 Audi 100/200 3.1 10 Toyota Corolla 34
46.9 51.8

Source: ANFIA/Industry Sources.
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Table 5.10. Best selling cars in the UK, 1989 and 1994

Rank Model % of market Rank | Model % of market
1989 1994
1 Ford Escort 7.9 1 Ford Escort 7.5
2 Ford Sierra 7.6 2 Ford Mondeo 6.7
3 Ford Fiesta 6.5 3 Ford Fiesta 6.5
4 GM Cavalier 5.7 4 Rover 200/400 5.8
5 GM Astra 5.1 5 GM Cavalier 52
6 Rover Metro 4.3 6 GM Astra 5.1
7 GM Nova 3.1 7 GM Corsa/Nova 4.1
8 Ford Orion 3.0 8 Rover Metro 3.1
9 Rover 200 3.0 9 Renault Clio 2.6
10 Rover Montego 2.5 10 Peugeot 306/309 2.6
48.7 49.2

Source: AID/industry sources.

The tables show that the proportion of the market accounted for by the top ten has fallen in all
cases except in the UK and Sweden. Despite the slight increase in share held by the top ten
models in the UK, it is interesting that the number of different companies represented have
increased with the addition of a Renault and a Peugeot vehicle. Moreover, there is a clear trend
showing that the share held by the top model, whatever that model is, has fallen in virtually
every case. This indicates that the competition faced by the incumbent manufacturers in 1989
has increased by 1994/95. Portugal is the exception to this trend, perhaps as a result of a
particularly successful advertising campaign for the Corsa in this market.

These results only indicate that more models are available, reducing the share held by the best
sellers in each of the Member States. We have gathered additional data:

(a) between 1986 and 1993, the number of models sold in the German market jumped by
50% from 44 to 66;

(b) the number of models and variants sold in France has risen by 47% from 515 in 1986 to
758 in 1993.

Renault pointed out that there is no contradiction between platform rationalization and model
proliferation, since many models can be made from the same platform. We discuss changes in
production techniques later in Chapter 6.

Actual impact

Germany and the UK had relatively open markets in 1989, both with a share for the top ten
makes of around 49%. In comparison, the relatively closed markets (to the Japanese) of Italy
and France resulted in a larger share for the top ten makes in 1989. By 1994/95, this picture
has dramatically changed. The relatively open markets of Germany and the UK have seen little
change in the share held by the top ten makes. In France and Italy, the share held by the top ten
cars have both fallen to around the ‘open level’. This is probably partly because of the single
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market programme. Therefore, the analysis presented in Tables 5.3 to 5.10 is consistent with
the expected effect of the single market programme.

Nevertheless, the results are also consistent with the facts that increasing global competition
and more sophisticated consumers have resulted in a more diverse production of models. For
example, 30 years ago, Renault were producing a world car, the Dauphine at similar levels of
output to the Clio today. The principal change is in the level of competition which has resulted
in an increase in the number of models in each model class. In the 1950s there was usually
only one model by class. Now, there are usually four models in each class of car (coupe,
hatchback, estate and saloon). This has resulted in a decrease in share for each model as they
become increasingly differentiated. Renault do not believe that the single market programme
has played any part in the increased numbers of models available. Despite this, the
counterfactual needs consideration. It is likely that without the development of the single
market programme some EU Member States would have continued to protect their domestic
markets for longer. The proliferation of different brands and variants available in these
Member States is unlikely to have been as well advanced as it now is had the single market
programme not been implemented.

At best, the single market programme can be said to have facilitated increasing competition in
the automotive industry which, in turn, has increased the number of models available to the
consumer and is likely to have reduced the share held by the top ten models.
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Figure 5.12. Summary diagram 4: Hypothesis 4

Expected Single Market Effects

Increase in number of models and
variants

Quantitative Analysis L Other Explanatory Factors

Results show a decline in the share held -
by the top ten manufacturers in all
markets except the UK (where ‘new’
firms are represented in 1994 compared
to 1989)

Globalization

Actual Single Market Effects

Main drivers on trend is globalization of
competition according to

manufacturers. Greater product
diversity by model has become the
norm as a result of more sophisticated
and knowledgeable consumers. There
does appear to be a convergence
between the top ten shares in each of

‘/ Some small measurable
effect by facilitating change

the Member States

5.1.8. Hypothesis 5: The proportion of EU-owned automotive manufacturers’ national sales

relative to non-national sales will fall

Expected impact

As noted in Section 4.3.2, given the method of presenting manufacturing output and sales, for
ease of analysis we have to treat the national market as the traditional base of the firms
involved, such as Germany for VAG and France for Renault. For the same reasons, we have
not examined GM Europe and Ford Europe in this analysis because the definition of national
and non-national sales for these companies becomes even more confusing. This is not,
however, to say that any observed effects for the other manufacturers will not also apply to
these US-owned manufacturers.
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As the single market programme eases trade between Member States, the relative share of the

automotive producers’ total production which is traded between Member States is likely to
increase and/or there will be production in new locations.

Barriers to entry reduce information, price and availability and they therefore restrict
competition between manufacturers. We would therefore expect the removal of barriers to
entry with the implementation of the single market programme to have two effects on
manufacturers’ share of their national marketplace relative to sales in other markets:

(a) the share of national sales as a proportion of total sales falls as new competitors enter the
market and existing competitors increase sales in the market;

(b) the national manufacturer might switch its attention from the home market in order to
both exploit new markets which have become more viable for entry and maintain overall
sales as competition in the national market increases.

Other factors

As with our previous analyses on intra-EU trade, the relative market conditions in different
Member States and currency fluctuations are likely to play a part in this analysis. Similarly, the
relative popularity of new model launches is also likely to influence national sales relative to
non-national sales. The analysis for Germany could also be affected by German reunification.

Quantitative analysis

Figure 5.13 shows the change in EU-owned manufacturers’ share of national sales as a
proportion of total sales, over the longer time series of 1984-94 and over the shorter time span
of 1990-94, for passenger cars. A reduction of national sales as a proportion of total sales
from 40% to 20% is described as a 50% reduction in share. The main source of data for this
analysis was Ward’s which provided data up to 1993 and was supplemented by new data from
SMMT for 1994. The countries covered for this analysis are Spain, Germany, France, Italy,
Sweden and the UK. Data on production from other states such as Belgium were not available.
Nevertheless, this analysis should provide a clear picture of whether the single market has had
an effect since a good cross-section of producers and Member States has been analysed.
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Figure 5.13. EU manufacturers’ change in national sales (volume) of passenger cars as a
proportion of total passenger car sales, 1984-94 and 199094
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The first chart shows that, on the whole, the proportion of sales in Member State national
markets of EU-based automotive manufacturers has declined over the ten-year period. This is
consistent with our hypothesized effects of the single market programme. However, close
examination of the chart for 1990-94 gives a more mixed picture with some manufacturers’
national market sales as a proportion of total sales increasing. In particular, the German-owned
manufacturers have increased this proportion. There appears to be a clear distinction between
the volume/full range producers (Fiat, Renault, PSA, Rover and VAG) whose shares have
declined, and the specialist producers such as BMW and Mercedes whose shares have
increased or fallen by less. Other than Germany, there does not appear to have been any
particular Member State effect (such as the opening up of the relatively more closed French
and Spanish markets). '

Figure 5.14 shows a selection of EU-owned manufacturers and illustrates the change in the
relationship between national and non-national sales. The selection of firms shows a number
of manufacturers from a number of Member States and covers both volume and specialist
manufacturers.
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Figure 5.14. National sales (volume) as a proportion of total global passenger car sales
for a sample of individual companies, 1984-93
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Figure 5.14 shows that:

(a) Some shares have fallen significantly such as Fiat, Volvo and Seat, while others have
increased, such as BMW and VAG. Alfa’s share has fluctuated but remains around the
same in 1994 as it was in 1984.

(b) For German manufacturers, the likely single market programme impact might have been
affected by German reunification, reflected by the increases in the share of national sales
as a proportion of total global sales. Their better performance might also be a reflection
of better products.

Actual impact

There is little evidence to support the hypothesis that the single market programme has
reduced the importance of domestic sales as a proportion of total global sales for EU-owned



Marketing 57

automotive manufacturers. We spoke to a number of car manufacturers about these trends and
their view was that the changes were primarily a result of new product launches. For example,
Mercedes said that the launch of the new E-class played a part in their improved domestic
market position. However, it is normal in field research for manufacturers to focus on their

own actions and successes rather than on macro-economic changes. Appendix P provides a
more detailed description of the results of this research.

The second chart of Figure 5.14 gives a clear indication that some countries’ manufacturers
have been affected more by the single market programme than others and that other factors
can have a significant impact on our results. The German-based automotive manufacturers all
increased their national share of sales relative to total sales. German reunification is likely to
have played a substantial part in these results.

Figure 5.15 shows the number of ‘German’ registrations between 1988 and 1994. While much
of Europe experienced a slump in registrations between 1990 and 1992, Germany experienced

an increase. As Figures 5.13 and 5.14 show, German manufacturers were the main
beneficiaries.

Figure 5.15. Impact of reunification on number of German registrations (data include
former East Germany from 1992), 1988-93

4,000,000 T
» 3,500,000 T
£ 3,000,000 T
2 2,500,000 T~
& 2,000,000 T
2 1,500,000 T~
1,000,000 T
500,000 T~

:
QO

A

0 ! ! i | f |
1988 1989 1990 1991 1992 1993 1994

Source: SMMT.

When the Berlin Wall fell in 1989 a beneficial Ostmark:Deutschmark exchange rate led to a
boom in East German demand for second-hand West German cars. This pushed up the price of
used cars, resulting in increased West German demand for new cars. Following reunification,
‘East’ German demand for new cars, particularly small cars, then grew rapidly. German output
was redirected towards the domestic rather than the export market because the demand for
German cars allowed the producers to maintain full production capacity despite the recession
in the rest of the EU. In addition, German manufacturers could recruit dealers more quickly
than they would in a normal entry strategy into a Member State which did not share the same
language. BMW and Mercedes confirmed that the 1990 improvement in their domestic
position relative to the rest of the world was partly as a result of new sales opportunities from
East Germany. Between 1992 and 1994, Germany experienced the recession which
reunification had delayed.
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Figure 5.16. Summary diagram 5: Hypothesis 5
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5.1.9. Hypothesis 6: The share of the national marketplace for each manufacturer will fall

Expected impact — national market share

As discussed in Section 4.3.2, the national market is the base market of the automotive
producer even though they may have plants in many other countries around the EU and the
world. Therefore, on the assumption that the national producer is at least fairly reliant on the
national market for sales, we would expect national market share to fall. Removal of barriers
to entry is expected to lead to increased competition for automotive manufacturers in their
national markets. This will be reflected in lower national market shares as new and old
competitors no longer face barriers to entry affecting price, availability and information about
alternative products. The national market may be the relevant market for many EU automotive
producers, but is likely to become less valid as many of the automotive manufacturers adopt a
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more global strategy for production and sales. In recognition of this fact, we examine their
share of both national markets and the wider EU market.

Other factors

The other factors which are likely to affect our analysis are the same as in the previous
hypothesis. Currency fluctuations and the relative impact of the recession in different Member
States are likely to play a part in this analysis. Similarly, the relative popularity of new model
launches are also likely to influence national sales relative to non-national sales. The analysis
for Germany could also be affected by German reunification. In addition, increasing
globalization of competition will place a downward pressure on national market shares.

Quantitative analysis — national market share

The charts in Figure 5.17 show the change in national market share for the major EU
automotive manufacturers, again over the periods 1984-94 and 1990-94. For example, if a
company’s national share fell from 40% to 20%, then we would describe this as a 50%
decline. The data used in this analysis were primarily from Ward’s, providing data up to 1993.
These data were then supplemented by new data from SMMT. The countries covered for this
analysis are Spain, Germany, France, Italy, Sweden and the UK. Data on production from
other states such as Belgium were not available. Nevertheless, this analysis should provide a
clear picture of whether the single market has had an effect since a good cross-section of
producers and Member States has been analysed.

The chart for 1984-94 shows that nearly all manufacturers’ shares fell, some by more than
half. During the period 1990-94 (as some of the measures in the single market programme
were being implemented), the picture is more complex, since the German and French
manufacturers saw some shares increase and some fall, while the Italian manufacturers’
national shares fell.
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Figure S5.17. Change in share of national market for passenger cars (volume), 1984-94
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Figure 5.18. National market shares (volume) for a sample of individual companies,
passenger cars, 1984-93
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Figure 5.18 illustrates market share for a sample of EU automotive manufacturers over the
period 1984-93:

(a) Fiat Group and PSA Group, volume manufacturers of cars, have seen their national
market shares eroded during the ten-year period. Much of these losses occurred in the
last four years, coinciding with both the single market programme and recession.

(b) It is likely that volume producers, which tend to pitch their production at the peak of the
business cycle, have excess supply in times of recession. It is possible, therefore, that
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volume manufacturers may seek to offset the falls in demand in national markets by
greater sales in non-national markets.

(c) In contrast, Renault, another volume manufacturer, suffered from a fall in share from
1986 but has since regained the ground it lost. This may be due to the launch of more
competitive products such as the Renault Clio.

(d) The results for VAG are complicated by the reunification of Germany, as discussed in
Section 5.1.4, which was an important external shock on the performance of German
manufacturers.

(e) Mercedes and Rover show a gradual decline over the period. Mercedes said that the
pick-up in 1993 was related to the anticipation of new German emission regulations.
This illustrates the impact that rational expectations can have on our observed results,
since Mercedes acted on anticipated policy changes well before the implementation,
smoothing out the effect over a longer period of time.

Appendix H provides the data for these and other companies.

Actual impact — national market share

There is some evidence that the national market share of some EU-owned automotive
manufacturers has declined and this is consistent with the expected effects of the single market
programme. However, when we interviewed the firms regarding these changes in their
national market share, their view was that the primary reason for the fluctuations were new
model launches such as the Citroén ZX, BMW 3-Series and Renault Clio. In our view, the
single market programme has been one of many facilitators of an increase in global
competition which have increased the pressure on manufacturers to launch new competitive
products and maintain national market share.

Expected impact — EU market share

With the removal of barriers to trade throughout the EU, EU-owned and EU-based automotive
manufacturers could increase their share of the EU single market compared with ‘foreign’
competition from outside the EU. The reason for this is that EU automotive manufacturers
will be able to utilize economies of scale through the exploitation of new markets. On the
other hand, non-EU-owned manufacturers could benefit most from the implementation of the
single market because it is now easier for them to implement an entry strategy for the whole of
Europe. In this case the market share of the EU-owned manufacturers will fall. Both of these
hypotheses — increasing or decreasing share for EU-owned automotive manufacturers — can be
tested through examination of EU market shares.

Other factors

As discussed earlier, many of the EU-owned automotive companies have been adopting a
more globalized approach to production and sales as the competition in the automotive
industry becomes more and more globalized. This could lead to a falling share of the EU
market held by the EU-owned markets because new markets are presenting new sales
opportunities.
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Quantitative analysis — EU market share

Figure 5.19 shows the share of total sales in the EU of EU-owned manufacturers, US-owned
manufacturers, Japanese-owned manufacturers and Korean-owned manufacturers.

Figure 5.19. Share of European passenger car market (volume), 1984-93
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The European manufacturers’ share of the EU market has fallen slightly over the period
shown. The fall occurred exclusively after 1988, from 69% in 1988 to 64% in 1994. Japanese-
owned manufacturers’ share of the European passenger car market has increased over the
period from 9% to 11% and Korean manufacturers, having entered the market in 1991, already
have a share of around 2%. ‘

Actual impact — EU market share

The Korean and Japanese-owned manufacturers appear to have benefited most from the
removal of national barriers. The analysis above is not consistent with the hypothesis that the
single market programme would result in increased share for the EU-owned manufacturers but
is consistent with the hypothesis that foreign competitors would benefit most from the single
market programme. However, recent developments in the political structure have had an effect
with some European manufacturers exiting the market, such as Moskovich, Trabant and Yugo.
The analysis also reflects increasingly globalized competition — foreign companies are seeking
sales from new markets, increasing competition for the companies already in the EU.
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Figure 5.20. Summary diagram 6: Hypothesis 6
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5.1.10. Conclusions

Referring back to Figure 5.1 at the beginning of this chapter, we have analysed each of the
hypotheses relating to market access, starting at an aggregate level and working through the
national and manufacturer analyses.

Hypothesis 1 looked at the aggregate level of intra-EU trade. At this level of analysis the
single market programme does not appear to have had an effect. This is probably because
some manufacturers and countries had been more affected by factors other than the single
market programme.

Hypothesis 2 looked at the effect of the single market programme on intra-EU trade for
individual countries. We found that the degree of intra-EU trade for a number of countries had
been increasing well before the implementation of the single market programme. We would
expect automotive manufacturers to act on the expected impact of the single market
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programme well before it is actually implemented. Whilst general trends towards pan-
European and global markets undoubtedly account for part of the effect, the single market
programme appears to have reinforced this trend.

Hypothesis 3 looked at the impact of the single market programme on market share variance
across the EU. Despite possible problems caused by cultural diversity and exchange rate
instability, our results were consistent with expectations for the largest manufacturing
countries — France and Germany — but were not conclusive in the cases of Italy and the UK.

The analysis for hypothesis 4 looked at the number of models and variants available in major
European markets before and after the implementation of the single market programme. Our
analysis showed that the single market programme has led to an increase in product
availability and more widely dispersed product popularity.

Hypothesis 5 looked at the relationship between national and non-national sales on a
company-by-company basis. The findings were mildly supportive of our hypothesis, although
German reunification also played a part. The inconsistency of the results made it difficult to
separate out with any degree of confidence the effects of the single market programme.

Hypothesis 6 looked at the manufacturers’ share of their Member State national markets for
passenger cars. This showed that the national market share of manufacturers had fallen. This is
consistent with the expected impact of the single market programme. Since the concept of a
‘national’ market is becoming less meaningful as manufacturers locate plants throughout
Europe, we looked at shares of the EU passenger car market as well. This suggested that the
market had become more competitive, benefiting the more pan-European US- and Japanese-
owned manufacturers over their EU-owned counterparts.

In summary, therefore, our analysis suggests that the single market programme has improved
market access. In much of our analysis, other factors, in particular the business cycle,
complicated and dominated our results.

5.2. Hypothesis 7: Competition and market concentration have increased

Returning once more to Figure 4.2 in Chapter 4, we have already examined the impact of the
single market programme on market access and on intra-EU trade. The next level in our
hierarchy of hypotheses is concerned with the impact of the single market programme on
competition and concentration.

5.2.1. Expected impact — concentration ratios and the Herschman—Herfindahl Index

As competition intensifies, manufacturers may look for opportunities to acquire other
companies in order to:

(a) ease access to particular product markets or geographic areas;
(b) increase total productive capacity and gain economies of scale.

As take-overs increase, market concentration will increase — fewer companies will be in the
market. In addition, as the single market programme is implemented, the larger, more
successful companies are likely to gain market share across the EU through the exploitation of
newly-available economies of scale. This will also increase concentration. We are using two
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different methods of calculating market concentration: concentration ratios and the
Herschman—Herfindahl Index (HHI). Concentration ratios examine the total market share held
by a certain number of firms in a market. The HHI examines the degree of fragmentation of
market share for all firms in the market.> The HHI is often used as a measure of concentration
in competition investigations because it gives a view for the whole of an industry.

Through these two measures we will be able to assess what is happening to concentration at
the top end of the industry and for the industry as a whole.

5.2.2. Other factors — concentration ratios and HHIs

It is likely that, as global competition increases, levels of concentration will increase as
companies seek to protect their market position through aggressive acquisition. This would be
another factor which, regardless of the expected impact of the single market programme, will
increase market concentration. Market conditions will also have an effect since recession may
result in more take-overs as companies seek to protect themselves. It may also be argued that
the single market of the EU is attractive to new entrants, such as the Koreans, because it is
now easier to implement a clear entry strategy for the whole of the EU rather than having to
make adjustments between Member States. The analysis also does not allow for the ‘hidden’
concentration, such as VAG’s consolidation of the holdings in Seat and Skoda. Other factors
that are equivalent to barriers to entry, such as high investment costs, could affect the level of
concentration.

5.2.3. Quantitative analysis — concentration ratios and HHIs

Figure 5.21 presents the concentration ratio, the degree of market share in the hands of the top
companies, for the top three, five, seven and ten automotive companies in Western Europe
over the period 1989 to 1994.

There is a trend of small increases in concentration at the individual company level:

(a) The concentration ratio for the top three companies has increased. Given that no major
take-overs have occurred in this period, this is an indication of the growing market
strength of the top producers, probably through the exploitation of newly-available
economies of scale.

(b) The concentration ratio for the top five and seven companies have remained relatively
constant throughout the period.

(¢) The concentration ratio for the top ten companies has also increased.

3 The HHI is the sum of the squares of all manufacturer market shares and ranges from zero (zero concentration) to

10,000 (monopoly, i.e. 100%). The more fragmented the industry, the more firms with low market share and the lower
the HHIL.
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Figure 5.21. Concentration ratios for major marques, passenger cars, 1989-94
Market share (units) of top 3 producers Market share (units) of Top 5

(Opel/GM, Ford, Renault) (Top 3 + VW, Fiat)

50 T 75 —

45 T

40 6 +

349 35 538 532 533 54 535

34.6

%
%

1989 1990 1991 1992 1993 1994
Market share (units) of Top 7
(Top 5 + Peugeot, Citroén)
90 T
80 +
% %

1989

1990 1991 1992 1993 19%4

55

1989 1990 1991 1992 1993 1994

Market share (units) of Top 10
(Top 7 + BMW, Nissan, Mercedes-
‘ Benz)
100 T
90 +

75.7 76.6

75.8

80 1-754 175 75
70 -

60 -

50 A

1989 1990 1991 1992 1993 1994

Source: Economist Intelligence Unit 1995.
Note: The names in brackets are the top producers in 1994.




68 Motor vehicles

One of the reasons for these results is that there has been some consolidation in the sector
between the companies:

(a) Fiat has gained control of Alfa Romeo;
(b) BMW has acquired Rover;
(c) VAG has consolidated its holdings of Seat and Skoda.

Figure 5.22 shows the HHI of the EU automotive market for 1989 to 1994.

Figure 5.22. EU market concentration ratios (HHIs), 1989-94
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Contrary to expectations, the level of concentration as measured by the HHI actually fell
between 1989 and 1991. The HHI then recovered by 1994 to only just more than the
concentration level in 1989. There appears to be a high correlation between the degree of
concentration as measured by the HHI and market conditions.

5.2.4. Actual impact — concentration ratios and HHIs

It is likely that the single market programme has facilitated the small increase in concentration
as observed by the concentration ratios for the top three and top ten companies. This is
consistent with our expected impact of the single market programme. However, market
conditions also appear to be playing a part in our analysis. Our analysis of the whole market
concentration through HHIs up to 1994 indicated that the market was becoming more
fragmented but then increased to a level similar to 1989. It seems likely that increasing global
competition and the recent recession are playing a more important part in determining the
level of concentration than the single market programme.

5.2.5. Expected impact — profitability

Barriers to entry allow a producer to price above the level it would price at if competition
allowed entry into the market. This means that profits will be higher before barriers are



Marketing 69

removed than they will be afterwards. The removal of barriers to entry, and the increase in
competition that this enables, should drive down profits. Measuring profitability, therefore,
should indicate whether the competitive environment in the EU has changed.

5.2.6. Other factors — profitability

Globalization of competition is likely to have an effect on our analysis. However, profitability
is not only affected by competition. In recent years, the global automotive industry has been
hit hard by recession. This will reduce the level of profitability of most firms. With recession
comes over-capacity, which will also reduce profitability as firms attempt to reduce stock by
selling at a lower price, cutting margins. Furthermore, to avoid problems with over-capacity,
EU manufacturers have succeeded in lowering their break-even points, thus providing some
security against cyclical downturns in demand and thus affecting profitability. In their case
study, Renault also argue that the increasing cost of compliance with new regulations means
that it is harder to maintain margins. Currency instability also places companies in a difficult
balancing act between the maintenance of market presence and the loss of profit.

5.2.7. Quantitative analysis — profitability

We have used return on capital employed as our measure of profitability. We have examined a
number of EU-owned manufacturers’ (PSA, Renault, Volvo, VAG) average return on capital
employed over a ten-year period, and compared this with a sample of Japanese-owned global
manufacturers’ (Honda and Nissan) return on capital.

Naturally, the competitive environment is not the only influence on profitability. Market
conditions and excess capacity are all factors which will have a bearing on the degree of
automotive manufacturers’ profitability. We present our analysis in Figure 5.23.

Figure 5.23. Return on capital employed (%), 1985-93
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Figure 5.23 shows that:

(a) For all manufacturers, return on capital employed has fallen over the ten-year period.
Fluctuations experienced by the EU-owned manufacturers are closely correlated to the
business cycle, as would be expected.

(b) Japanese return on capital employed is also falling during the period and is similarly
correlated to the business cycle. The general trend will also have been influenced by the
appreciation of the Yen.

5.2.8. Actual impact — profitability

Levels of competitiveness, as reflected by reductions in profitability, appear to be increasing.
This is consistent with the expected effects of the single market programme. Undoubtedly, the
business cycle will be an important explanatory variable and, at this relatively early stage in
companies’ development within the single market, it is difficult to determine the exact
influence of the single market programme.

In our case studies, some companies argued that the increasingly competitive global
automotive industry means that maintaining margins is more difficult and that the single
market programme is, at most, one factor among many increasing competition. Furthermore,
some companies are concerned that the additional costs of compliance with more and more
stringent regulations combined with the increase in competition are increasing the downward
pressure on margins. Increasing costs from compliance with regulations combined with
increasing competition means that it is increasingly difficult for the manufacturers to pass on
these increasing costs to the consumer, even if the product is of a superior quality. For
example, side impact tests have caused the development of side impact bars, increasing the car
weight which has increased purchasing and in-use costs for the consumer. Furthermore,
emissions tests require exhausts to include catalytic converters which make them more costly,
bulkier, heavier and more brittle. Volvo estimate that emissions regulations have added an
extra ECU 1,800- 2,400 to their costs per car. Combining these increased costs with increased
globalization of competition means that margins are falling. The single market programme has
reinforced this trend.
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Figure 5.2.4. Summary diagram 7: Hypothesis 7
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5.3. Hypothesis 8: Final prices will become less variable across the Member States

5.3.1. Expected impact

Final prices should have become less variable across the Member States as a result of the
single market programme. As barriers to trade are removed, distortions in information,
availability and therefore price should be removed. Therefore, the variance of price of the
same model across all Member States should fall as the single market programme takes effect.
We are fortunate that for the past three years, the European Commission has researched and
published an analysis of car prices across the EU. In compiling these data, great care has been
taken to exclude taxes and to ensure that the same vehicles are compared in the survey.

Our analysis examines whether European car prices (adjusted for each model and level of
trim) are equalizing across the Member States. The expectation is that the implementation of
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the single market programme would tend to bring prices for the same model closer together
across Member States.

5.3.2. Other factors

With any analysis of Member State prices over a period of time, exchange rate differences
during the period will have an effect. Variances in prices will be affected by currency
devaluations in any one Member State, because the relative price of the same vehicle in two
different states will change. Despite the fact that the prices recorded by the EC are net of tax,
tax differences still affect pre-tax prices. Cross-border shopping for cars is still more
complicated than cross-border shopping for most other goods. Usually, the country of origin
principle is employed, and therefore the full price is paid in the country where a good is
bought. For cars, a different regime applies. The net price of a new car is paid in the country of
purchase, and VAT and other purchase-related taxes have to be paid in the country where the
car is finally registered, impeding consumers to make full use of the single market in this
sector. In Denmark, for example, there is close to a 100% purchase tax which places a
downward pressure on the pre-tax prices set by manufacturers in order to retain sales in
Denmark. A lower pre-tax price in Denmark means that pre-tax prices across the whole of the
EU are also forced down so that manufacturers can retain an EU-wide pricing policy
minimizing tendencies towards cross-border shopping.

5.3.3. Quantitative analysis

We have calculated the average price for all vehicles in each of the EU Member States for the
five time periods. With these average prices we have then calculated the variance across the
Member States. Because of the anticipated problems with exchange rate fluctuations, we have
also split the price information into two groups of Member States (‘loosely linked’ and
‘closely linked’ currencies) and calculated the variance for these separately. The loosely linked
currency Member States are Spain, Italy, Ireland, Portugal and the UK. The closely linked
currencies are Germany, France and the Benelux states. Denmark and Greece are not included
in the analysis because the data were not available for these Member States for the entire
period. The results of these analyses are presented in Table 5.11.

Table 5.11. The evolution of car price differences in the EU, May 1993 to November

1995
Date Total variance ‘Loosely linked’ ‘Closely linked’
May-93 18.00 9.73 5.89
Nov-93 26.68 1.61 11.67
May-94 20.87 1.80 393
Nov-94 21.83 13.41 495
May-95 46.36 26.87 6.00
Nov-95 21.74 0.007 5.73

Source: Car Price Differentials within the EU.
! The calculation of variance is based on indices where 100 represents the price in Belgium.
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Table 5.11 shows that:

(@)
(b)

©

The variance of car prices across all Member States has actually fluctuated but is fairly
static with a variance of around 20.

Unsurprisingly, the variance of car prices for the ‘loosely linked> Member States has
fluctuated quite a lot and no clear trend can be seen. However, the variance in the last
time period was effectively zero although too much weight should not be given to one
data point.

The closely linked variance is generally lower than the loosely linked variance and, apart
from a jump in November 1993, appears to be gradually falling.

We have carried out an additional analysis of the variance of car prices for a selection of
Europe’s most popular cars:

(a)
(b)
(©)
(d)
(e)
"
(2
(h)
()
0)
(k)

Ford Fiesta
Ford Escort
VW Golf

GM Astra

GM Corsa
Peugeot 306
Peugeot 106
Renault Clio
BMW 3-Series
Fiat Cinquecento
Fiat Punto.

This selection was made on the basis of the most popular models in 1994 as shown in Tables
5.3 to 5.10, our analysis of the most popular models in Belgium, Germany, Spain, France,
Italy, Portugal, Sweden and the UK. Because of exchange rate fluctuations, we have once
more carried out separate analyses of variance of these cars: all models in the Member States
with ‘loosely linked’ currencies and all models in the Member States with ‘closely linked’
currencies. The results of these analyses are shown in Table 5.12.

Table 5.12. The evolution of car price differences in the EU, May 1993 to November

1995, selected models’

Date Total variance ‘Loosely linked’ ‘Closely linked’
May-93 34.60 24.06 10.52
Nov-93 49.51 42.33 21.88
May-94 36.51 33.68 9.91
Nov-94 40.77 43.73 4.18
May-95 54.47 47.01 10.56
Nov-95 26.23 14.41 5.25

Source: Car Price Differentials within the EU. o .
' The calculation of variance is based on indices where 100 represents the price in Belgium.
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Table 5.12 shows that:

(a) Over the period analysed, the total variance in prices for the most popular models has
fluctuated a lot.

(b) The total variance for the most popular models is consistently much higher than the
variance for all models as shown in Table 5.11.

(¢) Examination of loosely linked variances shows that one of the reasons for the
differences between Table 5.11 and Table 5.12 is that the variance in price for the most
popular models in the ‘loosely linked’ Member States is very high.

(d) Despite this, the variance in prices for the most popular models in the ‘closely linked’
Member States is consistently higher than the corresponding figures in Table 5.11. It
could be said that these figures are trending down although the time series is short.

5.3.4. Actual impact

Price as a measure reflects a whole range of causal factors and as such is a relatively
unsatisfactory means of getting to a single issue. Probably partly as a result of this, the results
of our analysis are somewhat ambiguous. This may be because of a lack of data, or that even
splitting into separate groups of Member States is not enough to remove the impact of
exchange rate fluctuations. The variance is generally less for ‘closely linked’ currencies,
suggesting that exchange rate fluctuations are important; there is greater variance for the most
popular cars; and the trend is downward for the most popular cars in the closely linked
currencies.

It is unlikely that the automotive industry treat their pricing policy in the same way. Certainly,
Renault described a situation where they had to balance the twin concerns of maintaining
market share in other Member States and profitability. One factor confusing this balance was
the desire of the company to maintain a relatively clear pricing structure across Europe. The
purpose of this policy was mainly to help the dealers near the borders with Member States
whose currency had recently devalued and avoid the possibility of parallel exports.

Nissan explained how their pricing strategy had been affected by the devaluation of the Lira.
Traditionally, Nissan develop their pricing strategies through negotiations with the country
distributors, and by comparing their European prices against competitor car prices. However,
following the devaluation of the Lira, Nissan were unable to continue with this pricing strategy
since their distributors in southern Germany, Austria and France would be placed in serious
financial difficulty as customers undertake parallel importing from Italy. To avoid this
problem, Nissan have changed their prices in Italy, reducing the possibility of growth in this
Member State.

The Italian producer, Fiat, suggested that the devaluation of the Lira has had only a limited
effect, helping Fiat to improve profitability. Fiat have also used the devaluation to offer more
‘added extras’ on their cars so that they are more competitive. Our analysis in Section 5.1.3
found that there has been a strong correlation between the performance of Italian producers in
their national market and the ECU/Lira exchange rate.

Another pricing change has been occurring over recent years which may be affecting the
results of this analysis. A redefining of the prices for the different product segments has
started. For example, the introduction of the new Mercedes A-class, a small car, came with a
large car price tag. This move is an attempt to get away from following the price/segment
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strategy of the market leader in each of the segments. This strategy is intended to allow
producers to establish their brands without having to follow other manufacturers’ pricing
strategy and hence gain market share within the newly defined ‘market’.

Figure 5.25. Summary diagram 8: Hypothesis 8

Expected Single Market Effects

Prices will become less variable '
across Member States.

Quantitative Analysis » / Other Explanatory Factors

W Currency fluctuations

‘Loosely linked’ currency variance
fluctuated throughout the period. :
‘Closely linked’ variance generally lower |
than the ‘loosely linked’ but no clear
evidence that variances have fallen.

Actual Single Market Effects

Does not appear that SMP has had an
effect. Probably too early to tell.

No measurable effect

5.4. Hypothesis 9: Pan-European marketing and distribution networks have developed

The next hypothesis is that pan-European marketing by automotive manufacturers has
developed in response to the single market programme.
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5.4.1. Expected impact

As market access increases, we would expect to see the development of structures for pan-
European marketing and distribution networks as companies proactively undertake to sell
more output in other Member States. There should be less distinction between national
networks as a pan-European manufacturer viewpoint takes hold. Economies of scale in
marketing and distribution will be more readily available as the single market programme
becomes established, presenting manufacturers with new opportunities to reduce costs.

5.4.2. Other factors

The development of pan-European marketing and distribution is likely to be affected by a
number of different factors. A likely barrier to pan-European marketing is the cultural
difference between Member States — what appeals to some countries does not appeal to others.
Existing contracts with distribution companies are likely to be relatively long-term and
developed over a number of years. This ensures that the manufacturers have a guaranteed
supply, with distributors they know and trust, but will slow down adjustments to external
change. The third factor which may affect the development of pan-European distribution
networks is the block exemption for the automotive industry from Article 85 of the Treaty of
Rome, allowing certain restrictive agreements between vehicle manufacturers and distributors.
We describe the block exemption in detail in Section 3.1.2. A final factor for consideration is
that the market for automotive vehicles in the EU is not homogeneous. Long-running
structural differences in demand and distribution mean that setting up a retail network across
the EU might be of limited benefit.

5.4.3. Quantitative analysis

Our case studies revealed different strategies among the automotive manufacturers. Renault
said that they never used pan-European advertising campaigns because of the cultural
differences amongst the Member States. Volvo has a different strategy of focusing different
advertising strategies on different areas of Europe based on the fact that their products appeal
only to some Member States and they appeal in a different way to each of these areas. Volvo is
essentially dependent on three main countries for its sales: Sweden, the UK and Germany.
Nissan, on the other hand, usually launch new models using a pan-European marketing
campaign, often with a common advertising theme. For example, the Almera advertising
campaign was shown in France, Germany, the Netherlands, Spain and the UK. However,
smaller campaigns are organized by national distributors, usually with the national operation
of the same advertising company. Fiat also prefers to target the European customer, but they
also acknowledge the importance of more ‘local’ advertising campaigns. Peugeot carried out
separate advertising campaigns in Germany, France and the UK in launching its new 406
model.

Distribution is dominated by small, independent enterprises. The four major markets are
served by some 70,000 dealers. Some characteristics of European dealerships are shown in
Tables 5.13 to 5.15.
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Table 5.13.  Retail car outlets in European markets, 1994

Country Main dealers Sub-dealers Total
Germany 17,000 9,000 26,000
France 4,000 19,000 23,000
Italy 4,500 10,250 14,750
UK 6,700 600 7,300
Source: Neil Mullineux, ‘Car Retailing in Europe’, Financial Times Management Report, 1995.

Table 5.14. Average dealership in Europe, 1994
Business area Units
New car sales (units) 500
Used car sales (units) 400
Turnover (million ECU) 6
Employment (number) 34
Workshop staff 15
Commercial/administration 19
Facilities (sq metres) 8,000
Start-up costs (million ECU) 3
Source: E1U, ‘The Future of Car Retailing in Western Europe’, 1995.
Table 5.15. Comparison of US and European dealers, 1994
UsS Europe

Population (million) 260 470
New car sales (billion ECU) 107 165
Car parc (million) 130 155
Franchised dealers (thousands) 23 100
Sales per dealer (million ECU) 4.6 1.7
Cars per dealer (number) 1,800° 500

Source: Mullineux, 1995.
"E&Y estimates.

The size and structure of distribution systems employed by vehicle assemblers varies
according to the national market served, and the strategy of the assembler concerned. That is,
in detail at least, there is little evidence for cohesive and uniform distribution systems in

Europe.

We can identify three types of distribution structure in Europe according to a range of
characteristics, as shown in Table 5.16.
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Table 5.16.

Typology of distribution systems in Europe

Type

Southern Europe

Northern Europe

UK

Owned sales points

Sales per point

Second tier

Multifranchising

Dealer groups

Japanese networks

Many, especially Fiat,
Renault, PSA

Low, under 100 per
annum

Many, some
rationalization

Weak, usually only within
major groups

Few with more than five
sites

Very weak

Mixed, mainly Mercedes,
Volvo

Medium

Mixed, several types of
second tier

Very weak

Some larger ‘regional’
groups with 20+ sites

Toyota and Nissan have

Few

High, over 300 per
annum

Few, being phased out

Extensive, over 35% of
all outlets

Large, some with national
coverage

Well established

good networks, others
much weaker

Source: CAIR.

(Note: Southern = Italy, Spain and France plus smaller markets such as Greece; Northern = Germany, Benelux plus smaller
markets such as Sweden. UK is unique.)

The diversity of structures and the nature of change in these structures should not come as a
surprise, reflecting as they do the huge diversity in the EU. A number of factors have led to
this fragmented distribution structure, of which the block exemption may be one.

Our case studies revealed a key difference between the development of distribution networks
for passenger cars and commercial vehicles. Generally, commercial vehicle manufacturers
need to have a far closer contact with the final consumer than is the case with cars, in order to
ensure that the differing needs for a diversity of applications may be met. In Volvo’s opinion,
an important by-product of the single market programme is the emergence of pan-European
freight companies which have significant purchasing power. Fiat-Iveco also consider that
transport liberalization has significantly impacted the EU commercial vehicle industry. The
deregulation of the transport sector and the elimination of customs controls have enabled more
efficient use of companies’ pools and have favoured concentration in the sector.

5.4.4. Actual impact

As the analysis above shows, there remain large differences in the structure of marketing and
distribution around the EU. The nature of the block exemption may have been a factor in this
by restricting competition, but we have not carried out any analysis to assess this, since it is
outside the scope of the study. However, the structure of distribution in the EU has been
affected by the single market programme through the adoption by dealers of pan-European
training, quality and standards. One example of this is the FORCE programme, encouraging
pan-European national vocational qualifications to improve worker mobility across Europe.
Despite this, it is unclear whether economies of scale in retailing of passenger cars are
attainable. The EU is an extremely diverse area with many cultural differences affecting the
demand for motor vehicles. This has resulted in large distributors, such as Lex, questioning the
benefits of expanding throughout Europe and actually reducing the number of dealerships they
have throughout the EU.
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Figure 5.26. Summary diagram 9: Hypothesis 9

Expected Single Market Effect

Pan-European marketing and
distribution networks will be
developed and there will be less
distinction between national networks

Quantitative Analysis / Other Explanatory Factors

Cultural differences
Block exemption

Distribution structures are still very
diverse. Some pan-European marketing
has been employed.

Actual Single Market Effects

SMP has had no effect on the structure
of distribution. There have been
developments in pan-European
marketing.

v

Some measurable effect

This completes our analysis of the nine hypotheses relating to the marketing process within
our Industry Process Model. We drew intermediate conclusions on market access in Section
5.1.10. Our conclusions on the marketing process as a whole, along with the other processes
within our process model, are presented in Chapter 8.
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6. Production, purchasing and RD&D

Chapter 4 set out the methodological approach undertaken to carry out this study. This chapter
examines the hypotheses directly relating to production, purchasing and RD&D. Figure 6.1
below extracts the hypotheses related to these business functions from the full set presented in

Section 4.2 and Figure 4.2.

Figure 6.1. Production, purchasing and RD&D hypotheses

The SM removed
administrative
barriers and this
facilitated trade

Technical
harmonization led
to fewer variants
being required for
different markets

Component
supply structure
has become more
pan-European

Lower
production costs

RD&D costs will
fall

Fewer plants to
serve the whole
of the EU

Employment
levels have
fallen

The structure of
investment in the
EU will change

Productivity
increased

The si

ngle market. program

me has had a_
)

Sections 6.1 to 6.4 address our production hypotheses, Section 6.5 concerns the purchasing
hypothesis and Section 6.6 examines the RD&D hypothesis. Our analysis of .these hypothe'ses,
along with those examined in Chapter 5, will enable us to draw as clear a picture as possible

on the impact of the single market on the EU automotive industry.
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6.1. Hypothesis 10: Production costs will fall

Understandably, automotive manufacturers are highly secretive about production costs as this
information is commercially highly sensitive. We are unable to publish or present analyses on
in-house cost data within this report. For these reasons, we have examined a number of
published measures which can act as proxies for costs of production. We have also included
qualitative analyses based on views expressed in our case studies. Inevitably, however,
analysis based on proxies and qualitative data will always be a ‘second best’. Moreover,
comparison of published figures from annual accounts is always difficult due to different
national practices, especially in accounting and taxation. However, we have used sources
which seek to adjust for these as much as possible.

The single market programme should have decreased the production costs of vehicles
throughout Europe, through savings arising from the harmonization of technical standards,
savings in transport costs, greater economies in scale of production, and cheaper supplies from
a more efficient components supply industry.

Figure 6.2 shows the separate measures we have used as proxies for production costs.

The first measure used is cost of sales. This includes all the costs of operating the business,
including production costs. It is therefore a very broad measure. The next proxy we have used
is value added. This measure strips out the cost of bought-in supplies, but includes all of the
other costs associated with the business. The final proxy used is labour costs, which are a
function of the wage rate and the levels of employment.

We cover the effects of the changes in components supply structure in Section 6.6.

6.1.1. Expected impact

As the single market programme is implemented, we expect that there will be a more
competitive environment faced by the automotive manufacturers. Manufacturers will respond
to this by trying to reduce costs. The measures used as proxies for production costs should
therefore show a declining trend.

6.1.2. Other factors

In attributing changes in the costs of production to the effects of the single market programme,
there are other explanatory factors which could contribute to the observed results. In
describing them below, we have drawn on our overall analysis of the other factors likely to
affect the sector which we described in some detail in Section 4.1. The factors are as follows:

(a) External market conditions will influence the drive to reduce production costs. When
there is a drop in demand, manufacturers compete over a smaller market, and put greater
efforts into driving down costs and prices to the final consumer.
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Figure 6.2.  Different measures used as proxies for production costs

Includes all sales, production,
overheads and bought-in materials
costs

Cost of Sales

Takes out the costs associated with
bought-in materials

Value Added

Takes out contributions to

L ab our Costs investment, costs of running plant and

overheads -

(b) Production costs will be affected by changes in the production process itself. For
example, most of the industry has sought to adapt Japanese lean production techniques.
The industry has also been introducing automated techniques over time, such as
integrated transfer presses and water-based paint systems. Production improvements also
are made on an intermittent basis, and therefore production cost changes may be
‘lumpy’. Implementation of new techniques and machinery is normally carried out on
new product launches (or major upgrades), when production lines require complete
overhauls.

(c) New model launches will also affect production costs. Clearly, more complex vehicles
with more complex platforms and features will cost more to produce.

(d) Supply chain changes will also affect the results. If more components are outsourced,
then this will affect the direct production costs faced by vehicle manufacturers.
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6.1.3. Quantitative analysis — cost of sales as a percentage of turnover

We have collected data on the cost of sales for EU-based and Japanese manufacturers and
related this to turnover.

Figure 6.3 shows the average cost of sales per unit as a percentage of turnover for a sample of
EU-based manufacturers (Renault, Volvo, VW, Fiat and Ford UK) compared with a sample of
Japanese manufacturers (Honda and Nissan). The decision for this sample was made on the
basis of data availability. Inflation is accounted for in the analysis by creating a ratio of two
variables which will have been affected similarly by inflation.

Figure 6.3. Average cost of sales as a percentage of turnover, EU-based and Japanese
manufacturers, 1985-93
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Source: Marketing Systems GmbH.

The figure shows that:

(a) The average cost of sales as a percentage of turnover for the EU-based manufacturers
has declined gently, especially from 1991, falling by around 7% between 1991 and 1994.

(b) Although at no point are the Japanese cost ratios higher than the EU-based levels, the
Japanese average cost of sales as a percentage of turnover is increasing slightly. A large
part of this effect will be due to appreciation of the Yen.

6.1.4. Actual impact — cost of sales as a percentage of turnover

Cost of sales as a proportion of turnover is essentially a measure of profitability. It appears that
there is some convergence between Japanese and EU-owned profitability and that the EU-
owned manufacturers are becoming more competitive. This is consistent with the effects we
expect from the single market programme. However, this analysis is at a high level and
undoubtedly the other factors we identified (market demand, appreciation of the Yen) are
having a substantial effect. Moreover, our case studies revealed that the EU automotive
companies do not regard the single market programme as being a major factor in affecting
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production costs. Most reductions in production costs are attributed to the increase in global
competition, regardless of the single market implementation. At best, the single market
programme is regarded as one factor among many which has contributed to increasing
competition and therefore the drive to lower costs and therefore prices. Some manufacturers
have argued that the increasing regulation of the industry through emissions controls and
safety regulations has actually increased production costs.

6.1.5. Quantitative analysis — value added to turnover

This subsection covers value added to turnover as a proxy for production costs. This figure
includes all of the costs associated with production, marketing and RD&D, but excludes the
cost of bought-in supplies. If the value added to turnover is declining, production costs may be
falling. Conversely, if the value added to turnover is increasing, production costs may be
increasing. However, the degree of outsourcing will clearly affect our statistics. If suppliers
make more of the final vehicle, the cost of bought-in supplies will increase and the value
added to turnover figure will decrease. Figure 6.4 shows the value added as a percentage of
turnover for a number of manufacturers between 1986 and 1993. The manufacturers chosen
should provide a good idea of the effect of the single market programme. In addition, we have
included figures for the two major US manufacturers to provide a comparison for the EU
automotive manufacturers on a more global level.
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Figure 6.4.

Value added to turnover, selected manufacturers, 198693
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Figure 6.4 shows that:
(a)

(b)
(©)

(d)

manufacturers;

sudden jump;

the general trend of the value added to turnover is declining for all of the EU-owned

this decline is most marked from 1990 onwards;
VAG experienced a decline in value added to turnover up until 1994 when there was a

US manufacturers Ford and GM have experienced similar falls in the value added to

turnover but the ratio appears to have increased slightly from 1992;

(e)

period shown at Renault.

there does not appear to have been any change in value added to turnover during the
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6.1.6. Actual impact — value added to turnover

Our discussions with companies as part of our case study programme led us to believe that
market conditions have had a pronounced effect on the decline in value added to turnover.
During the recession, companies were unable to adjust their costs to take account of the fall in
sales. This is because of the high fixed costs in the industry, and the difficulties involved in
laying off workers. The increase in outsourcing has also affected the results. As more value is
passed down the supply chain, the cost of bought-in supplies increases, and the value added to
turnover figure decreases. For example, Renault explained that 70% of the cost of the vehicle

is now produced by components suppliers, compared to 20% of the cost of the vehicle some
20 years ago.

6.1.7. Quantitative analysis — labour costs

As another cost of production is labour, we have included this in our assessment of the effects
of the single market programme on production costs. Figure 6.5 illustrates real labour costs as
a percentage of real turnover for a number of EU and EU-based manufacturers for the years
1985 to 1993. Manufacturers included in this analysis were VAG, Seat, PSA, Renault, Fiat,
Mercedes, Volvo and Ford UK.

Figure 6.5. Average real labour costs as a percentage of turnover, 1986-93
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Figure 6.5 shows that:

(a) the overall trend for the growth period during the second half of the 1980s is upwards,
followed by a fall in the 1990s;

(b) this decline is illustrating an increase in capital (as opposed to labour) intensity, possibly
caused by more efficient working practices brought about by an increase in competition
during the decline in market conditions at this time.

Figure 6.6 shows the average of the EU manufacturers’ labour costs per employee. The
manufacturers used for this analysis were the same as in Figure 6.5.
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Figure 6.6. Average of EU manufacturers’ real labour costs per employee, 1985-93
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Source: Marketing Systems GmbH.

The figure shows that:

(a) the labour costs per employee have steadily increased in real terms over the entire
period;

(b) average real labour costs per employee fell between 1992 and 1993 and around this
period, the trend appears to have changed.

The two charts, Figures 6.5 and 6.6, show that although costs per employee are increasing

fairly rapidly, the average labour cost is relatively flat over the period, suggesting that staff
numbers have fallen.

6.1.8. Actual impact — labour costs

Our analysis of labour costs is generally consistent with the effects expected from the single
market programme. However, our case study interviews suggested that the main factors
affecting these results were changes in production methods and the downturn in market
conditions. The companies did not consider that the single market programme had a
significant effect on the results.
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Figure 6.7. Summary diagram 10: Hypothesis 10
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6.2. Hypothesis 11: Productivity has increased

6.2.1. Expected impact

A key objective of the single market programme was to increase the global competitiveness of
the European industry. Whilst there are no specific single market measures aimed at increasing
productivity, the increase in competition (caused by the single market) will increase the need
for manufacturers to cut costs and hence increase productivity. The analysis which follows
examines this issue. Again, we have used a number of different measures to gain as full an
indication of the single market programme impact as possible.
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6.2.2. Other factors

The other factors affecting our analysis are likely to be the same as those affecting production
costs (see Section 6.1).

6.2.3. Quantitative analysis

Measurement of productivity in the automotive industry is recognized as particularly difficult
because the types of vehicle produced do not remain constant. Whilst we recognize this fact,
we have produced a range of different measures of productivity as follows:

(a) value added per employee;

(b) hours needed to assemble a standard car;
(c) numbers of cars produced per employee;
(d) units sold per employee;

(e) revenue per employee.

Figure 6.8 shows the value added per employee for a selection of manufacturers in the EU and
the US from 1986 to 1993. The sample of manufacturers chosen should provide a good
indication of the single market effect since they not only cover a number of different Member
States, they also compare performance with US companies GM and Ford as well as provide a
mixture of specialist and volume producers.
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Figure 6.8.  Value added per employee, ECU, 1986-93"
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Figure 6.8 shows that:

(a) in most cases, the value added per employee has increased. Notable exceptions to this
are Fiat and Volvo, although they both appear to be recovering;

(b) comparing the levels of value added per employee of US firms against EU-owned firms
reveals there is still some way to go for the EU-owned manufacturers before they catch
up with their competitors.

We questioned companies about the changes in productivity as part of our case study
programme. Following these discussions, we concluded that the adoption of new production
techniques from the Japanese and the increasing globalization of competition were the chief
factors in any productivity gains.

The work carried out in the early 1990s by the International Motor Vehicle Programme
(IMVP) showed that there were large differences in productivity between US-based,
European-based and Japanese-based manufacturers. The IMVP argued that these differences
were a result of lean production techniques used by the Japanese. The Japanese implants into
the US market encouraged adoption of such techniques and led to increases in overall US
productivity. Increases in Europe came somewhat later, and were probably also caused by
Japanese competition and the lessons learnt from Japanese FDI. Figures 6.9 and 6.10 provide
an analysis of the changes in the numbers of hours it takes to make a standard vehicle in
Western Europe compared with Japan and the US in index and absolute terms respectively.

Figure 6.9. Index of hours needed to assemble a standard car, 1980, 1990 and 1993
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Figure 6.10. Number of hours needed to assemble a standard car, 1980, 1990 and 1993
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The measure of hours to produce a standard car is notoriously problematic. First, it is difficult
to define exactly what a ‘standard’ car is, especially if we compare the cycle times (the
average time each worker spends on a vehicle to add a components). These range from 4 hours
for a specialist producer such as Morgan to 15 minutes or less for an Audi A8. Furthermore,
the adoption of new production techniques and the changing relationship between
manufacturers and components suppliers adds to the difficulties of comparison. With more
components suppliers developing systems rather than supplying the components, the
manufacturers need to spend less time on assembly (whether they are more productive or not).

Taking these reservations into account, it appears that manufacturers have improved their
productivity between 1980 and 1993. Between 1990 and 1993, US producers increased their
productivity by 23% and during the same period European producers increased productivity by
29% — a slightly better performance, but the proportional change is influenced by the poorer
starting point. The single market programme may have encouraged the Japanese
manufacturers to enter the European market. This is because it removed many of the non-tariff
barriers to trade and therefore facilitated (or brought forward) the setting up of plants in fewer
locations than would have been necessary. Growing competition from these Japanese entrants
then put pressure on the European producers to adopt lean production methods. In our
discussions with Nissan, we heard how all major European producers have sent teams of staff
to view their plant at Sunderland prior to 1992.

Figure 6.11 shows more aggregated information on the changes in revenue per employee, units
sold per employee and production per employee. The European production per employee
figures are based on samples of European-based companies. The remaining figures are based
on world-wide figures for European, Japanese and US manufacturers. Naturally, there are
some problems with this type of analysis since legal structures, stockholding strategies as well
as accounting regulations and practices and subcontracting strategies differ greatly between
Japan, USA and the EU. Figure 6.11, therefore, is only indicative of the changes identified in
the analysis above.
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Figure 6.11. Additional measures of productivity, 1985-93
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6.2.4. Actual impact

The analyses emphasize the relatively greater productivity of the Japanese producers, but also
show gradual improvements by the European producers. This is consistent with the
expectation that the single market programme will increase the productivity of the European-
owned manufacturers. However, our case studies revealed that the most important factors in
increasing productivity were regarded as the increase of global competition and the inward
investment of the Japanese manufacturers in Europe as well as the adoption of new working
methods in the late 1970s and early 1980s. Fiat, for example, said that the reorganization it has
implemented since the early 1990s is based on the Fabbrica Integrata (Integrated Factory)
project, which adopts Japanese working methods. Fiat therefore regards the productivity gains
and the cost reductions of recent years as almost entirely due to the implementation of lean
production techniques within the integrated factory framework. Renault regards the adoption
of Japanese working methods from the late 1970s as the primary reason for its improved
productivity.
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However, we consider that the single market may have encouraged Japanese market
development in the EU, and therefore since the productivity gains can be attributed to
Japanese lean manufacturing techniques, the single market programme has indirectly
reinforced these changes. The single market programme is one of a number of factors which
have increased global competition, which has, in turn, led to improvements in productivity.

Figure 6.12. Summary diagram 11: Hypothesis 11
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6.3. Hypothesis 12: Employment will fall

6.3.1. Expected impact

It is expected that the single market will result in increased competition and competitiveness
of the EU automotive industry. One of the by-products of this might be a reduction in the level
of employment experienced by some manufacturers. This may be as a result of some closures
of inefficient plant which were previously maintained by barriers to trade, or through the
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adoption of improved manufacturing techniques which may not be as labour intensive.
Therefore, although this is not an intention of the single market programme, economists regard
falls in employment as an inevitable by-product of increased competition since reducing the
costs of labour is an easy way to reduce costs overall.

The implementation of the single market programme is expected to have had an impact on the
employment levels of the automotive manufacturers. Removal of barriers to entry increases
the level of competition faced by EU-based manufacturers. One of the expected responses to
this increased competition is a reduction in employment levels through improved techniques
of manufacture and increased reliance on automation. This analysis is closely linked to the
previous hypothesis on productivity.

6.3.2. Other factors

In assessing the employment levels of these companies, several other factors need to be taken
into consideration:

(a) General competition in the automotive industry has been increasing over the last ten to
twenty years. In order to compete at this level, changes in the structure of the companies,
including employment levels, will have been planned and made.

(b) Employment in the automotive industry will also be highly dependent on market
conditions. In times of recession, some companies may reduce employment or reduce
working hours, and in times of recovery, employment is likely to increase.

(c) Changes in the level of employment are likely to be made when new products are
introduced. Changes in employment at a corporate level, therefore, are likely to be
‘lumpy’ but in aggregate these changes will be smoothed out.

(d) Changes in the supply chain will also be important. Vehicle assemblers are increasingly
outsourcing components suppliers and, consequently, require fewer employees to
produce a vehicle.

The single market programme may also have affected the mobility of workers within the EU,
therefore increasing competition and lowering wages.

6.3.3. Quantitative analysis — employment levels

Figure 6.13 shows the number of people employed by the EU-owned manufacturers.
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Figure 6.13. EU-owned manufacturers’ employment in the automotive sector, 1985-93
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Figure 6.13 shows that:

(a) employment in the EU was relatively constant up to 1990 when it went into a shallow
decline;

(b) employment declined increasingly from 1992 to 1993.

We have also carried out econometric regression analysis of the determinants of automotive
employment. The expectation is that the regression will tell us the exact impact of the single
market programme on employment. However, data availability means that the results of this
analysis are extremely limited.

We present the results of our regression analysis in Appendix L.

6.3.4. Quantitative analysis — mobility

Our case study of Volvo revealed that the type of company and the markets it serves can play a
part in the degree of cross-border recruitment. Volvo is a very international company, selling
and producing in a wide range of markets outside its national market. As such, Volvo views
the single market programme as helping its generally international outlook. Moreover, as a
specialist producer, Volvo has to recruit key staff outside Sweden, because the industry in
Sweden is simply too small to support the development of all the specialist skills needed to
develop and manufacture motor vehicles.

We found an example of bureaucratic constraints imposed by the Bavarian labour authorities
on the transfer of consulting engineers from a UK firm to that region. The firm was asked for:

(a) copies of various contracts of employment;

(b) copies of standard commercial contracts;

(c) documentation from banks confirming the company’s financial position;
(d) documentation confirming the directors’ tax status;

(e) certificate of compliance from the tax authorities;

(f)  individual statutory declarations for each of the Executive Directors;
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(g) company registration forms 288 and 363 from the UK company registration authority.

The documents took a considerable amount of time to put together and several were returned
three to four months later with a request for very minor amendments. All of the documentation
had to be translated into German. This was very costly and resulted in significant delays,
which had a major effect on the viability of the project.

6.3.5. Actual impact

EU-owned manufacturers’ employment has steadily declined during the period shown, falling
by 12% over the entire period, although the rate of decline increased markedly from 1992 to
1994 falling by 9% in this period alone. We believe that the change in the rate of decline is
likely to have been due to a combination of the downturn in market conditions, continuing
competition from increasing globalization and new technology, and that the single market
programme reinforced some of the trends to increasing competition. Our case studies revealed
that recently the trend to increasing capital intensity has slowed. Indeed, emphasis is on
increasing the overall education levels of the workforce to increase flexibility and the ability to
carry out more than one task on the shop floor and to be able to adapt to change quicker. The
lead in this new ‘production technique’ has been set by the Korean manufacturers who employ
as many graduates as possible on the shop floor.
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Figure 6.14. Summary diagram 12: Hypothesis 12
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6.4. Hypothesis 13: The structure of investment in the EU will change

6.4.1. Expected impact

The single market programme can be expected to affect the level of investment and location
decisions of automotive producers in the following principal ways:

(a) Easier access between EU Member States is likely to result in the long-term
rationalization of production on the basis of comparative advantage. Multinational
automotive manufacturers already established in several Member States may reorganize
their production within the European Union into a smaller number of locations. From
these locations they will be able to serve the whole of the EU if the capacity is great
enough.
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(b) The increased attractiveness of the EU both as a single market and as a location for
production might increase the foreign direct investment (FDI) from non-EU sources,
such as Japan and Korea. This FDI may consist purely of production facilities, or may
include RD&D facilities to counteract potential accusations of ‘screwdriver’ plants and
provide more integrated European operations.

(¢) The single market, combined with the increased competition in the market, may also
affect the research, design and development (RD&D) function in a number of ways.
From non-EU sources, the desirability of an EU location may increase, in order to take
advantage of speedier information flows allowing the product design to appeal more
closely to European tastes. A ‘designed locally’ label may also be desirable. In terms of
the location of RD&D, the single market programme makes it easier to separate RD&D
from production, allowing RD&D to be sited according to comparative advantage.

6.4.2. Other factors

Increasing global competition is likely to play an important part in the decisions of automotive
manufacturers to invest in more capacity and new locations. This competition is likely to
result in automotive producers choosing cheaper locations for plant. Exchange rate
differentials might also play a part in the decision to invest in existing or new plant. Relatively
cheaper countries are likely to be favoured for new or increased plant capacity. Furthermore,
older locations may have become sub-optimal over time as a result of, for example, site
constraints, infrastructure suitability as well as labour practices and norms which restrict the
search for greater productivity. Therefore, this may be behind many drives for new locations
where such norms and constraints are not present.

Additionally, despite plant closures and over 400,000 redundancies in the early 1980s, the EU
automotive market is still characterized by over-capacity. This will affect the structure of
investment. Despite the problems of over-capacity, even the possibility of state aid in the mid-
1980s failed to induce many closures. The mid-1980s policy of the European Commission was
to link state aid to capacity reductions — for example, the £680 million loan to British Leyland
Bus and Truck for a 60% reduction in capacity. Aid was also offered to Alfa Romeo, Renault,
Rover and ENASA, with the share of aid in the total restructuring costs roughly equivalent to
the share of capacity which had to be eliminated. Despite the inducements of state aid and
chronic over-capacity, only the following major plants were closed:

(a) Renault at Billancourt;

(b) Rover at Cowley South;

(¢) Lancia at Desio and Chivasso;
(d) Volvo at Kalmar;

(e) Seat at Barcelona.

Another factor which will affect the structure of investment is that many manufacturers have
plants spread out across the EU as part of the ‘Europeanization’ of production which was
being pursued well before the implementation of the single market. The time lags in making
significant adjustments to production are similar to the length of product cycles, so it may be
too early to assess the impact of the single market programme on the structure of investment.
Moreover, manufacturers have considerable sunk costs in their plants. This creates extreme
inflexibility in terms of changes in production locations and new plant development. Because
of this inflexibility, some producers might want to maintain lower capacity plant so that they
have more flexibility to change production over a short period of time.
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6.4.3. Quantitative analysis

Table 6.1 shows a sample of the major investment decisions of automotive manufacturers in

Europe since 1985 in new car production, by acquisition, joint venture or greenfield site.

Table 6.1.  Major investment decisions of car manufacturers in Europe since 1985 in
new car production, by acquisition, joint venture or greenfield site’
Date Manufacturer Country Investment type Amount of Car capacity’
investment
(million ECU)

1996 GM Poland Greenfield site 265 72,000
1995 Mercedes France JV (with Swatch)
1995 Daewoo Poland JV (with FSL) 50.000
1994 Chrysler Hungary Greenfield site 40,000
1994 Daewoo Romania JV (with Oltcit) 120,000
1994 BMW UK Acquisition (of Rover) 1,000 500,000
1994 Hyundai Turkey JV (with Assan) 100,000
1993 Fiat italy (Melfi) Greenfield site 450.000
1993 GM Poland JV (with FSO) 10,000
1993 Mercedes Russia JV (with UAZ) 50,000
1992 Ford Portugal JV (with VAG) 2,500 180,000
1992 GM Hungary Greenfield site 25,000
1992 VAG Former

Czechoslovakia Acquisition (of Skoda) 5,000 400,000
1991 VAG E. Germany Acquisition (of Trabant)
1991 Honda UK (Swindon) Greenfield site 430 100,000
1991 Mitsubishi Netherlands JV (with Volvo) 200,000
1991 GM E. Germany Greenfield site 500 150,000

(Eisenach)
1990 Toyota3 UK (Derby) Greenfield site 990 200,000
1990 GM Sweden Acquisition (50% of Saab) 1,000 120,000
1990 Fiat Poland Greenfield site 200,000
1989 Ford UK Acquisition (of Jaguar) 2,450 100,000
1986-90 | VAG Spain Acquisition (of Seat) 600.000
1986 Suzuki Hungary Greenfield site 50,000
1985 Nissan UK (Sunderland) Greenfield site 300.000

" Fiat has plans to produce its new world car (the 178) in Poland in the next two to three years. It intends to produce 54% of its cars
outside Italy by the year 2000. Ford also has plans to produce vehicles in Poland (30,000 Escort cars and Transit vans by 1998).
2 Car capacity figures are only illustrative. Car capacity figures for joint ventures (JVs) are for total capacity of the plant. They may
change due to model changes or subsequent changes in the investment decision.
* Toyota has plans to increase the numbers of cars it manufactures outside Japan from 45% in 1994 to 55% in 1996 to 65% in 1998.

Source: CAIR.
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Table 6.1 reveals that:

(a)

(b)

(©)

(d)

There have been significant new investments into the EU and neighbouring countries
from 1985. To some extent this may be a reflection of automotive manufacturers
applying ‘rational expectations’ by recognizing the benefits of the single market well
before its implementation and acting on these expectations through investment in new
plant.

Most of the investments in the EU have been in peripheral, non-traditional car making
regions in Spain, Portugal, the UK and Italy. This is likely to be a direct response to the
single market, new investments being sited because of grants and aid within these
regions as well as wider advantages from site suitability, the lack of constraints allowing
new layouts and production organization.

A significant amount of the investment in the UK and Spain has been through
acquisitions of existing producers, rather than greenfield site production. This provides
evidence of rationalization resulting from global competition and the single market.
Recent investment has been concentrated outside the EU in the periphery of Eastern
Europe. Some of this will be linked to specific market opportunities in the country of
location and low production costs and some, particularly former East Germany, because
of the direct links with the West following reunification.

Appendix P provides details of a mini-case study we carried out on Mercedes-Benz/Swatch
JV’s decision to locate in Hambach in France.

Additionally, however, major investments have also been made by car manufacturers in their
existing car engine and components production plants since 1985. This is illustrated in Table

6.2.

Table 6.2.  Illustrative major investment decisions of car manufacturers in Europe
since 1985 in existing (brownfield) sites (car production, engines and
components)

Date Manufacturer Country Investment type Amount of
investment
(million ECU)
1994 Fiat Italy Car production (new models/plant 21,000 (half by
improvements) 1994)
1990-99 Ford UK Car production and components 3,200
198690 Ford Spain Car production 500
1991 Ford Spain Engines 800
1995 Ford Germany Car production — new metallic paint
line
1995 Ford Germany Components assemblies
1995 Ford Germany Engines 800
1990-92 GM UK Engines 800
1994-95 GM UK Car production 165
1993 GM Germany Engines 256
1993 GM Belgium Components 150
1993 PSA France Car production 450
1993 PSA Spain, UK Car production 120
1989-91 Volvo Belgium Car production 300
1995-2000 Volvo Belgium Car production

Source: CAIR.
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The table reveals that:

(a)
(b)

there has been substantial investment in existing plant;
the companies making these investment decisions tend to be those that were more pan-
European in their production prior to the single market programme.

There have also been major investment decisions by vehicle manufacturers in new
components plants. For example in 1995, BMW-Rover invested in a new paint plant in the
UK and Mercedes invested in a new engine plant in Germany.

Table 6.3 shows a series of major investments by producers in new RD&D centres.

Table 6.3.  Major investment decisions by car producers in new RD&D facilities in

Europe

Date Manufacturer Country Investment type
1995 BMW-Rover UK Design and engineering centre
1995 Renault France New technology centre
1995 Ford Germany RD&D centre
1995 Daewoo Germany Design centre
1995 Daewoo UK Acquired IAD
1995 Ssang Yong UK Acquired R&D company
1989 BMW Germany New design centre
1989 Nissan Belgium RD&D centre
1988 Nissan UK RD&D centre
1988 Nissan Germany Design centre
1988 Honda Germany RD&D centre
1987 Toyota Belgium RD&D centre

Source: CAIR.

Table 6.3 reveals that:

(a)

(b)

(c)

The Japanese have been establishing RD&D facilities in Europe, spatially separated
from their production sites, in areas traditionally considered strong in automotive
RD&D.” This would be consistent with the idea that the single market programme is
aiding location of functions according to comparative advantage.

Rover and Renault seem to be concentrating their research efforts in one location as
much as possible. This again would seem consistent with the single market’s potential
effects, though Ford’s world-wide strategy to locate RD&D in five global centres (each
handling a car segment for world production) puts the single market programme effects
in the context of wider global changes taking place.

BMW’s decision to set up a design and engineering centre can be seen as an attempt to
differentiate the Rover brand in technological terms.

7

It is also interesting to note that the Japanese manufacturers entry strategy has included setting up distribution centres

to supply parts to all their franchised dealers. These distribution centres arc based centrally in either Belgium or the
Netherlands.
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(d) The acquisitive strategies of Daewoo and Ssangyong may signal their intent to set up full
production in the EU at a future date and the growing need for car manufacturers to have
RD&D capability in a market as large as the EU.

Investment in the EU has, in part, been facilitated by state aid. This aid can be divided into

two categories:

(a) aid to support domestic producers;
(b) aid to attract foreign direct investment.

Table 6.4.  Examples of state aid

Supporting domestic producers

Attracting foreign direct investment

Renault (1987)

Alfa Romeo (1985)

Rover Group (1986 and 1990)
Peugeot (1988)

Volkswagen (1991)

Opel (1991)

Fiat (1991)

Fiat and PSA IV (1994)

VW in Belgium (1990)

GM in Portugal (1990)

Nissan in the UK (1991)

Ford and VW in Portugal (1991)

Volvo in Belgium (1992)

Volvo and Mitsubishi in the Netherlands (1992)
Renault in Spain (1994)

Mercedes in France (1996)

Source: EC Annual Reports on Competition Policy.

Japanese components firms have not, to date, arrived in the numbers which some European
commentators feared — and certainly not on the scale which has been evident in the North
American market. This may be attributed to the following factors:

(a) lower absolute level of Japanese capacity in Europe;

(b) political sensitivity over the issue, leading to greater amounts of business being placed
with existing suppliers in Europe;

(c) recession in Japan reducing investment funds available;

(d) consolidation of investments in North America;

(e) greater opportunities in South-East Asia;

(f)  greater use of technology licence arrangements with European partners.

6.4.4. Actual impact

The evidence concerning the recent investment decisions of car manufacturers in the EU is
generally consistent with the potential effects of the single market programme. However, one
must also be aware that these trends are also discernible in the wider global industry and were
being pursued to an extent before the implementation of the single market programme. It is
also the case that the lack of plant closures in the EU, when seen in addition to the new plant
being built in more optimal locations, presents the potential for over-capacity in the future.
This may mean that the long-term rationalization of production on the basis of comparative
advantage will not take place through planned company action but via a much more
competitive European market.
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Figure 6.15. Summary diagram 13: Hypothesis 13
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6.5. Hypothesis 14: Component supply structure has become more pan-European

6.5.1. Expected impact

The removal of barriers to entry as a result of the single market programme is expected to
result in an increase in competition in the components supply sector. There are likely to be two
possible responses to this:

(a) purchases becoming more internationalized to reduce costs;

(b) the internationalization of suppliers as they adapt to their increasingly competitive
environment.
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6.5.2. Other factors

General improvements in the system of supply is another factor which needs to be considered.
There have been moves over the last 10-15 years to improve production techniques through
lean distribution and production as competition has increased. In some cases, these require
suppliers to be located close to the manufacturers, limiting the likelihood of cross-border
sourcing. Length of contracts and the development of long-term relationships with suppliers
are also likely to affect the impact of single market implementation. Differences in currency
will play a part in the decision of manufacturers to buy components from certain companies.
The relative impact of the recent recession on some companies will affect both the decision to
supply and the decision to purchase.

It must be noted that volume manufacturers tend to balance the choice of best supplier with the
choice of location of supplier. This leads to a range of strategies in which pre-manufactured
and part-assembled components are supplied to an intermediary subassembly plant alongside
the volume manufacturer. This intermediary then supplies components and systems JIT to the
volume manufacturer.

We present our analysis below in the following way:

(a) internationalization of purchases:
(1)  cost savings resulting from cabotage and reduction in border delays,
(i) intra-EU trade in components,
(iii) the Irish components sector,
(iv) the Portuguese components sector;
(b) internationalization of suppliers:
(i) mergers and acquisitions,
(i1) nationality of ownership of the supply base,
(iii) leading components suppliers;
(c) exchange rates and sourcing patterns.

6.5.3. Quantitative analysis — internationalization of purchases

We have contacted NEA (the firm carrying out the related study on the effects of the single
market programme on freight and transport®) and they have been able to provide us with some
information which indicates the cost savings resulting from the single market programme. The
savings which they have indicated will provide incentives for vehicle manufacturers to procure
components on a pan-European basis. Table 6.5 shows the estimated reductions in transport
costs as a direct result of the single market programme, broken down by the savings attributed
to cabotage, and those associated with the elimination of border times.

8 The Single Market Review. Subseries II: Impact on services, Vol. 5: Road freight transport, Office for Official

Publications of the EC and Kogan Page Publishers, 1997.
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Table 6.5.  Changes in intra-EU transport costs and time

Nationality of haulier

Cabotage/cross-border trade
transport cost reductions (%)

Elimination of border times (%)

B -4.1 -2.0
D -33 -2.1
DK -4.1 -2.1
E -3.3 -1.8

-3.3 -2.0
UK -33 -1.9
GR -4.1 -1.9
[ -3.3 -2.1
NL -4.1 -2.1
Source: NEA.

Table 6.5 shows that there have been cost savings in cabotage and the elimination of border
delays. It is likely, therefore, that there may be some internationalization of supply by the

automotive manufacturers because of this reduction in costs.

Figures 6.16 and 6.17 show the intra-EU trade of a selection of car components relative to the
number of registrations. Dividing by registrations means that any changes in market conditions
are factored out, making the assessment of the single market impact easier. Figure 6.16 has
each components considered separately and Figure 6.17 considers components in aggregate.
Intra-EU trade in tyres is of a different order of magnitude than the other components in our
sample, and is considered separately.

Figure 6.16. Intra-EU trade in components, 1989-94
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Figure 6.17. Intra-EU trade in components, in aggregate, 1989-94
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The figures show that:

(a) The cross-border flows of components are generally low compared to registrations,
indicating that there is some way to go before a more internationalized flow is
established.

(b) Intra-EU trade in tyres fell between 1989 and 1990 but then recovered through the rest of
the period. Other components in aggregate fell until 1991 but then recovered afterwards.

(¢) Intra-EU trade in components does not appear to have been affected by the single market
programme.

(d) The overall trend in intra-EU trade in components is increasing, but this trend started
well before the single market programme.

The internationalization of purchasing has been most pronounced from vehicle assemblers
based in Germany. Mercedes, for example, which in 1985 purchased 90% of components and
materials from within Germany plans to reduce this to 75% by the year 2000. VAG has
established purchasing offices in the UK, France and elsewhere with the explicit intention of
purchasing more in these countries. The growth of production in Spain based on vehicle
assemblers from Germany (Ford, Opel, VAG) and France (Renault, PSA) has encouraged
suppliers from those countries to establish operations in Spain. While it is the case that French
vehicle assemblers are generally in favour of retaining spending within France, a greater share
of purchases are with non-French-owned companies. In addition, with the adoption of new
working methods by the European automotive manufacturers, especially just-in-time (JIT),
there is an increasing tendency for components suppliers to locate in the locale of the
manufacturer’s plant. This will tend to mitigate any increase in cross-border sourcing. For
example, in 1993, Nissan used 197 European suppliers which accounted for an annual
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expenditure of ECU 1 billion. Two-thirds of the suppliers were located in the UK, 30 of which
were immediately surrounding the plant.

The growth of the automotive components industry in countries such as Ireland is indicative of
the pressure to purchase components on a pan-European basis and to seek out lower cost
locations. It is significant that much of the components industry in Ireland is owned by
German interests, and that the bulk of exports are to Germany. In the decade to 1990, exports
of components from Ireland grew by about 20% per year to reach ECU 340 million in an
industry of about 100 firms and 10,000 workers — despite the lack of an indigenous vehicle
assembly capacity. Investment support ranges from outright grants to the provision of worker
training courses. Figure 6.18 provides an analysis of the export destination of components
from Ireland in 1991.

Figure 6.18. Export destination of automotive components from Ireland, 1991

Source: IDA.

ANFIA, the components trade association in Portugal, has collected information on the growth
of the national components industry and its dependence on the national market. Figure 6.19
provides this analysis.

The figure reveals that the components sector has grown to over five times its original size
over the past ten years. Exports as a percentage of turnover have increased from 53% in 1986
to 79% in 1995. The majority of exports go to Germany (28%), France (24%) and Spain
(22%). This growth indicates the scale of the increasing focus on peripheral regions of the EU
for automotive production. We discussed this in some detail in Section 5.5.

Some manufacturers have begun to adopt a more pan-European strategy for the supply of
components within the firm. Ford-Europe, for example, produces all transmissions for all Ford
variants in Europe in one plant in France. There are, however, limits to this policy. For
example, because of concerns for security of supply, Ford-Europe produces engines from more
than one plant in Europe. This ensures that if one plant is shut down, production of the final
product can continue using engines from other parts of Europe.
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Figure 6.19. Growth in the Portuguese components sector, 1986-94
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6.5.4. Quantitative analysis — internationalization of suppliers

The sector as a whole shows a considerable degree of ‘turbulence’ in the form of:

(a) acquisitions;

(b) joint ventures and other alliances;

(c) greenfield investments, including FDI;

(d) plant closures and sales;

(e) exits and entrances to the automotive supply base.

Figure 6.20 shows the mergers and acquisitions (M&A) activity in the automotive components
sector for the EU Member States between 1989 and 1994, split by domestic, intra-EU and
extra-EU transactions. The first chart in Figure 6.20 shows the transaction in value terms (in
ECU), and the second shows the actual number of transactions. These figures do not include
joint ventures which are considered in our section on business strategy and covered in more
detail in Appendix M.
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Figure 6.20. M&A activity in the automotive components sector, 1989-94
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The figure shows:

(a) for both analyses, and for each of the three measures, M&A activity appears to be
cyclical, falling at the middle of the period and then recovering;

(b) domestic M&A activity is greatest in number — 176 in total for the period, but extra-EU
M&A activity is of the greatest magnitude — ECU 1,109.5 million for the period (current
exchange rates).

Table 6.6 shows the nationality of ownership of components supply companies in a number of
Member States.

Table 6.6.  Nationality of ownership of sample automotive components companies in
selected EU countries (% of total)

Country of Germany Spain France Italy UK Japan USA Other Sample
ownership size
Country of
location .
Germany 86.2 0.0 0.9 0.6 24 0.0 7.4 2.1 321
Spain 17.0 41.0 10.0 1.5 10.0 1.5 13.9 4.6 129
France 12.6 0.6 60.2 3.0 7.8 0.0 12.0 3.6 166
ftaly 4.5 0.0 1.5 57.5 3.0 1.5 24.0 1.5 66
Portugal 18.8 2.8 7.2 1.4 2.8 0.0 8.6 57.8 69
UK 10.1 0.0 3.1 1.8 54.4 5.6 24.0 0.6 158

Sources: Italy: AFIA; Spain: SERNAUTO; France: FIEV; Portugal: ANFIA; UK: SMMT; Germany: VDA.

Note: Analysis based on membership of relevant organizations, which tends to distort data by over-emphasis of ‘domestic’
companies. Analysis based on companies listed. not on number of plants, employment, turnover, etc. JVs attributed to
dominant country member, 50/50 JVs allocated to domestic. In practice this table understates the extent of
internationalization because the international companies tend to be larger and more orientated towards original equipment
work.

Table 6.6 shows that the majority of automotive components companies are domestically
owned. However, US companies own significant shares of the automotive components sector
in each of the Member States. Japan’s presence is felt most in the UK. Germany has the most
significant share of the automotive components sector in its own territory and in other Member
States. It would be wrong to assume that Germany is closed off from competition — success
should not be equated with barriers to entry.

It is clear that the automotive components industry is relatively ‘internationalized’, even from
this snapshot of sector ownership.

Table 6.7 shows some of the leading components suppliers.
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Table 6.7. Leading European components suppliers (approximate ranking)

Company Country Product area

Michelin France Tyres

Robert Bosch Germany Automotive electronics

Continental Germany Tyres

Pirelli Italy Tyres

ZF Germany Transmissions

Valeo France Lights. wipers, air-con, automotive
electronics

Magneti Marelli ltaly Automotive electrics

Thyssen Germany Steel, engineered products

GKN UK CV joints, engineered products

Lucas UK Automotive electrics, brake systems

BTR UK Mainly rubber products

Hella Germany Lighting systems

Pilkington UK Glass

Freudenberg Germany Elastomer-metal products

F&S Germany Clutches

T&N UK Powertrain products, friction products

ECIA France Exhausts, interior trim

Siemens Germany Engine management systems,
electronics

SKF Sweden Bearings

BFA France Seats

VDO Germany Instrument clusters

BBA UK Brakes, clutches

Teksid Italy Aluminium castings

Saint Gobain France Glass

Source: CAIR estimates.

Germany, France, Italy and the UK have the main components suppliers. These countries with
the longest histories in automotive manufacture are likely to have a large presence in the
components supply sector. Barriers to entry prior to the Common Market and the single
market encouraged components supply sourcing from within the national boundaries. This
history will add inertia to the process of cross-border supply, although new countries are being
sought by these components suppliers for locating production. For example, Renault explained
that in their view, the location of their suppliers has not been affected by the single market
programme: most of the contracts with its suppliers are long-term and based on mutual long-
term understanding and trust. Whilst these constraints may well delay internationalization in
the short to medium run, in the longer run one would expect greater flexibility. However, the
components industry is in a state of flux with Bosch’s UK £1 billion take-over of Allied
Signal brakes and the impending sales of Lucas and Valeo.

6.5.5. Quantitative analysis — exchange rates and sourcing patterns

Our case studies revealed the effects of exchange rate fluctuations on sourcing patterns both
for intra-firm trade and for extra-firm trade. Procurement strategies differ between companies,
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but overall the major assemblers try to balance the proportion of supplies sourced in individual
countries to the levels of demand across the countries. In this way, they seek to offset
exchange rate risks. Other factors (such as the high sunk costs in existing plants and lower
labour costs in some regions) also play an important role and it is clearly difficult for the
companies to balance supplies across countries in an exact manner. The degree to which
companies can take into account favourable changes in currency is also limited by the
contractual arrangements which assemblers have signed with their major suppliers.

Certain companies are clearly more exposed than others. During our case study exercise, we
found that Fiat has benefited from the devaluation of the Lira because it primarily sources its
components in Italy. Such a sourcing strategy will have the opposite effect and will harm its
exports if the Lira appreciated in value. The devaluation of the Peseta had a minor effect on
the Ford plants because its strategy was to hedge its currency risks by sourcing its supplies in
Germany and France. Car pricing information collected by the European Commission shows
that prices in the overall Spanish market remained relatively constant but fell in Italy in ECU
terms.

The effects are felt both for intra-firm trade (for example, Ford’s decisions on the relative
outputs of its engine plants), and for extra-firm trade.

6.5.6. Actual impact

In general terms, we conclude that there has been an internationalization of sourcing in both
senses:

(a) internationalization of purchases;
(b) internationalization of suppliers.

The two are of course closely related, and arise in the main from the strategic response of the
components sector to changes in purchasing strategy by the vehicle assemblers in Europe. For
vehicle assemblers, purchasing regimes which seek the ‘best’ available international suppliers
may well have to look beyond national borders, giving rise to an internationalization of
purchasing. Moreover, in order that current suppliers should expand their capabilities, vehicle
assemblers are encouraging their suppliers to win new business in new locations. This even
applies to the in-house suppliers owned or part-owned by the vehicle assemblers who also are
expected to win new business outside the parent group.

At the same time, new capacity in new locations (such as the Fiat Melfi plant in southern Italy,
the Seat Martorell plant in Spain) includes space alongside the assembly facilities for key
suppliers who may be ‘pulled’ to the location from other countries. Certainly, Fiat believes
that there will be less cross-border sourcing because of lean production techniques, rather than
more. Volvo finds that the search for the best supplier is constrained by the need to secure
short lead times for the delivery of components to the assembly plants. Volvo defines a broad
geographic area which fixes the limits of secure supply to meet lead times. Beyond this area
special measures need to be taken (for example, extra stocks may be held) and this makes
locations outside the secure area relatively unattractive. About 60% of Volvo’s spending is on
just in time or small batch deliveries, and this has reduced the extent of ‘long distance’
sourcing. However, as explained earlier in this subsection, ‘near’ sourcing can be carried out
through intermediary plants, so this may not be such a hindrance to internationalization of
purchasing and suppliers.
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It is interesting to note that GM has adopted a global sourcing approach to suppliers and Ford
is moving to a World-wide Integrated Purchasing System, suggesting that internationalization
of purchasing is the way ahead for the automotive sector.

Figure 6.21. Summary diagram 14: Hypothesis 14
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6.6. Hypothesis 15: RD&D costs will fall

6.6.1. Expected impact
The effects of the single market programme on research, design and development (RD&D) can
be broken down into three broad areas:

(a) cost savings arising from the components type approval measures, which may affect
original equipment manufacturers (OEMs) as well as components manufacturers;
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(b) cost savings resulting from the whole vehicle type approval measure which mean that
the vehicle manufacturer is only required to gain type approval from one Member State
for the rest of EU, rather than having to apply to each Member State in which the car is
to be sold;

(¢) rationalization of RD&D which we discussed in Section 6.4.

6.6.2. Other factors

The effect of the type approval measures is unlikely to have been affected by any other factors.
The rationalization of the RD&D function is likely to have been affected by the overall
globalization of the sector as we discussed in Section 6.4.

Components type approval measures

e Expected impact

The components type approval measures were based on standards set up by the Economic
Commission for Europe of the United Nations (UNECE). Mutual recognition of standards was
laid down by UNECE in 1958 (the so-called March 1958 Agreement). The EU’s components
type approval measures, which largely brought these previous standards into European law,
are therefore unlikely to have had a major effect.

¢ Quantitative analysis

In order to determine the actual effects of the components type approval measures, we carried
out mini case studies with three components:

(a) tyres
(b) headlights
(¢) exhausts.

These components were chosen as they were considered likely (through their function and
value) to illustrate the effects of the single market programme on both components suppliers
and OEMs.

For each components, we interviewed a number of companies in order to investigate their
views on the cost savings arising from having fewer variants of their products across the EU.
We summarize the findings below, and present the full output from each case study in
Appendix K.

e Actual impact

Our tyres case study revealed that UNECE regulations covering tyres had been in place for at
least ten years prior to the adoption of the Directive covering type approval for tyres
(92/93/EEC), and that the EU Directive was identical in the standards it set. The
implementation of the Directive had no effect on changing the nature of the products being
produced across Europe, and no effect on RD&D.

Our case study on headlights showed a similar result and noted that standards were already in
place before the introduction of the Directive. Interestingly, the headlight manufacturers said
that significant costs were incurred through having to provide variants for right hand/left hand
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driving and the offering of wipe/wash extras. In addition, the companies noted that the
standards adopted within Europe were very different from those in Japan and North America.

Our case study on exhausts provided different results since the market for exhausts in Europe
is significantly more complex than the market for tyres and headlights. Sourcing of exhausts
varies widely across the EU and there has been a significant proliferation of types per model
range. The most important influence on variant costs arises from vehicle assembler strategy on
platforms, model variants and engine/transmission choices.

Whole vehicle type approval
e Expected impact

We would expect the whole vehicle type approval to have resulted in a reduction in costs
because new models need to be approved by only one Member State rather than all of them.

¢ Quantitative analysis

Cost savings arising from the whole vehicle type approval can be calculated at a number of
different levels:

(a) Tests required to get a new vehicle approved need only be carried out in one country
rather than in all Member States. Each national vehicle certification agency used to
request three or four variants of each model in order to approve the new car. Each of
these models could potentially be different. Since the vehicles provided are made with
‘soft’ tools, they were expensive and the requirement to produce a large number of
variants added significantly to the overall costs. Around three cars of each variant are
required, since a separate vehicle has to be put through a front, side and rear impact test.
Since the vehicle manufacturer now has to go to only one Member State rather than all
15, it will save the cost of the cars used in these (extra) tests. Each type approval
requires around three cars, and so the potential saving is, say, ECU 30,000 (for the
vehicle) multiplied by three (cars which would have been used) multiplied by 14
(Member States). This amounts to some ECU 1.2 million for each new model launch.

(b) There are consequent reductions in the time to market resulting from the whole vehicle
type approval. Prior to the measure, each country took substantially different amounts of
time to approve the same vehicle. For example, type approval in Germany could last
some six months, compared with three months in the UK. Our research also indicates
that the RD&D costs of a new vehicle amount to some ECU 400 million and the process
takes around 36 months. If whole vehicle type approval has resulted in a time saving of
around three months, and on the assumption that the development team needs to be kept
active, then this represents a maximum saving of around ECU 30 million.

(¢) Given the time savings in gaining type approval, the vehicles used in this test are
produced later on in the development cycle, which costs less as the manufacturing
tooling and assembly works are more developed. The type of vehicles used during the
development cycle are as follows:

(i) mule vehicle, which is a very early prototype and may cost ECU 300,000 per
vehicle;

(i1) Phase 1 prototype which is hand-built;

(i) Phase 2 prototype which uses ‘soft’ tools;

(iv) pilot built which costs between ECU 25,000 and ECU 40,000;
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(v)  volume production costing around ECU 12,000 per vehicle.

The crash test which is required for each specified type or model of car to be approved
by the authorities must use production-built vehicles. Manufacturers’ evidence suggests
that the cost savings resulting from using a car later on in the development cycle amount
to some ECU 30,000 per model.

(d) There are cost savings from having fewer staff involved in the type approval process.
We understand that one manufacturer has reduced the levels of staffing by 14 as a result
of the measure. This amounts to an annual saving of around ECU 600,000 for this
company.

() There are fewer administrative charges from each country carrying out the test. The
VDA told us that prior to European type approval, the cost of national type approval in
Germany was ECU 740 and around ECU 11,100 for all Member States. The VDA now
charges ECU 900 for a whole vehicle type approval. The harmonized system has
therefore resulted in administrative cost savings of around ECU 10,400 for each whole
vehicle type approval.

e Actual impact

All of these savings can be attributed to the single market programme. The direct savings, for
example, total ECU 1-1.5 million for each model launch, and further indirect savings may
approach ECU 30 million.

Rationalization of RD&D

We covered the key decisions to invest in independent RD&D centres in Section 6.4, and
noted that these new investments were in part attributable to the single market programme.
There have also been some changes in the way the RD&D process has been undertaken.

The RD&D process can be characterized in the following way:

(a) sequential/functional/linear,
(b) parallel/functional,
(¢) parallel/team and leader.

Historically, the European automotive sector has tended to adopt a linear and sequential
approach to RD&D. This has largely been replaced by some sort of parallel development
approach. However, a number of Western companies are seeking to introduce an approach
usually associated with Japanese companies, entailing parallel development within a small
core team and a specific project leader. '

e Sequential RD&D

Under this approach the various functional elements of the vehicle manufacturer organization
would come into the process at discrete points, after the previous function had finished. Thus,
for example, the vehicle engineering team would put together the total design and then hand it
over to production engineering, who would seek to develop systems to actually make the car.
They would then hand over to marketing, who would think about how to sell the vehicles
produced.
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e Parallel/functional RD&D

The above process has been replaced by various attempts at parallel development in which the
functional elements involved work on the project at the same time or with strong overlaps in
time. Thus, marketing would be involved at the product styling and conception stage,
manufacturing engineering would be involved at the styling stage.

This leads to increased co-ordination costs at the front of the development process, but also
greater time savings later on — essentially a matter of improving the ‘right first time’
performance.

e Parallel/team and leader

This is an emulation of Japanese practice in which an individual takes charge of the entire
vehicle development process, and builds a small cross-functional team which also remains in
place over the entire process. The team is a temporary organizational structure which takes
seconded staff from the various functional elements of the company and, usually, concentrates
loyalty to the product rather than the functional elements of the company. Design times are
reduced and co-ordination improved.

In Europe, Renault has been quite successful in using this approach, for example to design the
Twingo. Development times were under 24 months, and the product has unusually bold styling
with a high degree of styling integrity.

We questioned companies about the development of parallel RD&D processes. They told us
that the single market programme has not been a direct influence on these changes. However,
most of the changes were influenced by the Japanese approaches. Given that Japanese
investment into Europe may have been caused to some extent by the single market
programme, the single market may have had an indirect effect.
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Figure 6.22. Summary diagram 15: Hypothesis 15
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7. The impact on global competitiveness

We have now considered all aspects of the hierarchy of hypotheses which look inwards at the
impact of the single market programme on the EU Member States. There is one final
hypothesis remaining to be tested, which is whether the global competitiveness of the EU-
owned automotive industry has increased. This chapter looks at this hypothesis.

7.1. Hypothesis 16: Global competitiveness of the EU-owned automotive industry will
increase

One of the main objectives of the single market is that it should result in the EU-owned
automotive manufacturers becoming more competitive on the world market. In the previous
chapters, we have examined the impact of the single market programme on the marketing,
production, purchasing and RD&D functions of the EU automotive manufacturers.
Improvements in each of these areas will lead to a more competitive product produced by the
EU-owned automotive manufacturers. These products should be more attractive to markets

other than the EU because of a more competitive price, better technological specifications and
more transferable standards.

7.1.1. Expected impact

Improved competition within the EU is expected to increase the value and reduce the costs of
EU manufactured products. This, in turn, should result in the EU manufacturers becoming
more competitive compared to non-EU manufacturers.

7.1.2. Other factors

There are a number of other factors which need to be considered. The first of these is that there
have been a number of moves by the EU-owned manufacturers to adopt a more global strategy
in recent years. This includes the adoption of new working methods, development of plant in
regions other than Western Europe and the development of more European and global cars
with a wider appeal. The relative market conditions and exchange rates in other markets
compared to the EU Member States will also play a part.in determining the level of trade with
these other states. Recession in other markets is likely to make national producers more
competitive as they try to hold on to their traditional market share. Exchange rate fluctuations
can make imported products less competitively priced. Barriers to trade are also likely to
impact on the perceived success of market entry strategies by EU-owned manufacturers. It also
takes some time for manufacturers to develop these strategies given that new production or
plant may be required, so it may be too early to tell whether the single market has had an
impact on the global competitiveness of the EU-owned automotive manufacturers. In any
consideration of world trade, costs of transport and shipping are likely to have an impact.

7.1.3. Quantitative analysis

Figure 7.1 shows the EU-owned manufacturers’ share of the US market, the Japanese market
and the rest of the world between 1990 and 1994. The USA and Japan were chosen for
particular examination because they are the two largest automotive producing countries in the
world, producing extremely competitive products.
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Figure 7.1. EU manufacturers’ share of the Japanese, US and world markets, 1990-93
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Figure 7.1 shows that:

(2)
(b)

(©

(d)

The share held by the EU-owned manufacturers in both of these markets is extremely
low.

Relative market conditions (as indicated by the dip in share in 1990 for both markets)
appear to play an important part in determining the level of market share held by the EU-
owned manufacturers.

Generally, for the US and Japanese markets, the trend in share in recent years is upward,
but the emergence from recession may be an important factor until the last year of the
period. The continuation of the upward trend in 1994 suggests that the single market
programme may have had an effect.

For the rest of the world, the EU-owned automotive manufacturers’ share has declined.
This is despite the fact that the volume of EU-indigenous production to the rest of the
world has actually increased.
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7.1.4. Actual impact

The single market programme does appear to have had an effect. Assessing the extent of this
effect is difficult given that globalization of the market for automotive vehicles has been
increasing for some time. Relative market conditions also appear to have affected our analysis,
making it even more difficult to draw any firm conclusions regarding the impact of the single
market programme.

Figure 7.2. Summary diagram 16: Hypothesis 16
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8. The impact on business strategy

8.1. Introduction

This chapter deals with the effects of the single market on corporate strategy. In addition to
discussions with manufacturers, trade bodies, and academic researchers through our interview
programme, we have reviewed press articles and journals to determine the various strategies
put in place. This chapter is broken into three sections:

(a) key factors determining strategy;

(b) effects of the single market programme on corporate strategy, i.e. the way in which the
whole firm structures itself in carrying out its business;

(c) effects of the single market programme on business process strategy, i.e. the strategy of
the different functional departments.

It is clearly difficult to summarize corporate strategies for an entire industry, where each
company is positioned differently, adopts varying strategic approaches, attacks its competitors
and serves its market in different ways. Nevertheless, there are a number of clear trends which
can be identified.

8.2. What are the key factors which determine strategy in the industry?

We consider that there are a number of common factors which have affected motor vehicle
manufacturers’ corporate strategies:

(a) increasing demand for value for money in terms of the quality and price of vehicles
purchased by consumers;

(b) increasing competition from new entrants, particularly from Korea and Japan;

(c) the location and nature of demand in different geographic markets, particularly in Asia
and Eastern Europe; '

(d) increasing degrees of regulation, especially for environmental and safety considerations;

(e) technological developments in production such as integrated transfer systems and water-
based paints.

8.3. The effects of the single market programme on corporate strategy

Whilst it is very difficult to summarize the corporate strategies for an entire industry, we
suggest that strategies within the sector have three common characteristics:

(a) atendency to focus on particular segments of the market;
(b) increasing investment in new production locations;
(c) adesire by the companies to form strategic alliances.

8.3.1. Increasing brand and market focus

Automotive companies are increasingly focusing particular brands on selected market
segments. Throughout our analysis, we have stressed how globalization is a key driver and
inevitably this means that consumers are becoming more brand mobile and so less likely to
purchase vehicles from their traditional national supplier(s). For these reasons, strong branding
is becoming increasingly important, so that consumers can easily recognize the attributes and
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characteristics of particular vehicles produced by manufacturers from whom they may not
have made any previous purchase. Moreover, manufacturers are increasingly moving towards
multiple brands as the market requires more differentiated products in each segment. Whilst
this is not in any way a novel concept for the motor vehicle industry (for example, General
Motors and the predecessors to Rover have used brand families for decades), the driver for
economies of scale in design is reinforcing this trend. The economies are sometimes being
achieved by acquisition, particularly in the small volume/high value sector (e.g. BMW’s take-
over of Rover, Ford’s takeover of Jaguar) but more often by alliances and joint ventures,
which we discuss further below.

Brand stretch across an entire range is perhaps becoming more difficult. Examples of the focus
sought by the vehicle manufacturers include the following:

(a) Renault is focusing on small cars in northern Europe.

(b) Fiat is developing a series of world cars which will be targeted at developing countries.

(¢) Volvo is keen to make its brand ‘sportier’, but wishes to retain its niche position for
producing safe and high value cars.

(d) For a long time, BMW and Mercedes have focused on the high value end of the market,
but they are also attempting to use the brand to move to higher volume, but still focused
markets.

(e) Even manufacturers with the broadest European range (such as Ford and GM) are keen
to expand through acquisitions into more differentiated brands. Ford’s takeover of
Jaguar and GM’s alliance with Saab can be seen in this light. These takeovers result in
no change to the brand of the acquired company, but have clear benefits in the sharing of
technology, RD&D, suppliers, and production facilities.

() Renault is retaining an American truck brand name (Mack) to develop its market in
North America.

8.3.2. Investment in low cost regions

The second trend which can be observed is investment in plants located in lower cost areas.
We discussed this in some detail in Section 5.5. For example, GM has set up plants in the
former East Germany, Hungary and Poland; VAG has invested in Skoda; and Mercedes has
set up joint ventures in Russia. As we mentioned in Section 5.5, European policies have
facilitated this development. Companies are not only investing in these low cost areas but
increasingly selling products to them. For example, Fiat is targeting specific models for
emerging markets. Brazil (from April 1996) and then Poland will be the hub of the ‘Palio’
production. Production will be extended to Brazil, Argentina, Venezuela, Mexico, Morocco
and South Africa. As a consequence of the ‘Palio’, Fiat expects its sales to be equally split
between ltaly, the rest of Europe and the rest of the world.

8.3.3. The formation of strategic alliances

Corporate strategies in a number of firms have been directed towards developing strategic
links with other firms in the sector. These take the form of:

(a) Joint equity ventures to produce cars, commercial vehicles or important components
such as engines and gearboxes. For example, Renault and PSA between them have
formed four joint ventures.
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(b) Agreements to produce vehicles and components for other assemblers. For example,
Volvo makes pressed components for Saab, and engines, pressed parts and transmissions
for Renault.

(c) Technology agreements between the largest car assemblers. For example, Honda and
Rover have several licensing agreements and BMW and Fiat co-operate on car recycling.

In Figure 8.1, we outline the key agreements which have been developed. Appendix M
provides more detail and covers each company in turn.

We consider that these alliances were set up for a variety of reasons including:

(a) adesire by companies to reduce their costs of production through:
(i) moving production to countries with lower labour costs (see Section 6.5),
(ii) moving production to other countries to spread the risk of currency fluctuations,
(iii) taking advantage of economies of scale in the production of parts or vehicles;

(b) a desire to collaborate in technology. For example, Honda’s licensing deal with Rover in
the UK was seen to have benefited greatly the quality of the products produced by
Rover;

(c) risk sharing for the development of new product types, e.g. MPVs/4x4s.

Co-operation between the producers was uncommon before the mid-1970s. The exception was
an arrangement between Renault and Peugeot for the joint manufacture of engines and
transmissions. Strategic alliances grew rapidly in the 1980s and more recently co-operation
has been prevalent in developing multi-purpose and off-road vehicles. For example:

(a) Isuzu and GM are producing a 4x4;
(b) Nissan and Ford are producing an MPV;
(¢) VW and Ford are producing an MPV.

Whilst the single market has fostered a general culture which encourages alliances and
restructuring among European manufacturers, it is difficult to associate these changes with any
one particular measure.

8.4. Implications of the single market programme on business process strategy

We have considered the effects of the single market programme on business strategy by
focusing on different business functions which were outlined in our industry analytical model:

(a) marketing,

(b) production,

(¢) purchasing,

(d) research, design and development (RD&D).
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Figure 8.1.  Significant equity ventures and cross-shareholdings in the EU-based

automotive industry
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8.4.1. Marketing

In terms of marketing, the passenger car market is commonly broken down into a number of
sub-sectors. Table 8.1 provides an overview of sales within each of these over time.

Table 8.1.  The segmentation of the new car market in Western Europe

Sub-sector 1989 1991 1994
% market share % market share % market share

(units) (units) (units)
Small 311 31.7 31.2
Lower-medium 31.7 313 325
) Upper-medium 23.1 21.7 22.1
Large/luxury 9.1 8.7 6.8
Coupes/roadsters 1.1 20 2.2
MPVs 0.5 0.7 1.4
Off-road 1.5 1.6 2.1
Van-derived 0.9 1.3 1.0
Others 0.8 1.0 0.6
Total 100 100 100

Source: EIU.

Note: Numbers do not add up to 100 because of rounding.

The table shows that there has been a shift towards ‘people carriers’ (MPVs) and off-road
vehicles. Renault told us during our case study programme that over the last ten years there
has been more commonality among the different producers’ products. For example, there are
fewer specific concepts, such as the 2CV or the R4. However, there has been an increase in
the number of models in each model class. In the 1950s, there was usually only one model by
class. Now, there are usually four models for each class of car (coupe, hatchback, estate and

saloon). This has resulted in a decrease in share for each model as they become increasingly
differentiated.

For these reasons, Renault considers that the increase in models and variants is more a
reflection of the long-term increase of global competition in the automotive industry than the
single market programme increasing the competition and variety available to the consumer.
Global competitive increases are more to do with the Common Market, a natural progression
to develop sales in new markets and overcapacity world-wide. This, in turn has led to a more
sophisticated consumer who demands more from the automotive manufacturers. This has also
led to an increase in competition.

With respect to distribution, the key issues are:

(a) to reduce the cost of distribution;

(b) to improve the customer-order delivery time;

(c) toimprove responsiveness to customer requirements;
(d) toretain service, repair and parts sales;

(e) to provide a pan-European brand experience.
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That is, in the short to medium term there will be an overall trend towards greater uniformity
between individual national distribution systems. In the longer term, a more sophisticated and
subtle approach to structuring distribution systems within Europe may develop, in which
national boundaries are no longer the primary determinant of marketing areas.

The strategy pursued by Daewoo in the UK has attracted attention. The Korean company has
commenced building a network of about 30 manufacturer-owned car sales points (Daewoo
Vision 2000) which feature single price, ‘no-haggle and no-pressure’ approaches to sales.
Servicing is to be carried out by a third party, Halfords, in their national network of ‘fastfit’
centres. Thus far, the strategy has been a success, with sales in the first nine months of
operation gaining over 1% of the market — the most rapid gain in market share ever recorded
for a new entrant in the UK. We understand that to facilitate this growth, the company is
investing ECU 3,000 on marketing for each car sold.

The strategy of vehicle assemblers with production facilities in Europe is, where possible, to
leverage this advantage in distribution and marketing by offering greater speed of response and
greater sensitivity to customer demands. This entails establishing robust EDI systems to link
dealerships with factory output, having the necessary flexibility in production, and where
possible removing stock from dealerships to larger regional or national stock-holding points.

Some companies, especially those producing high value vehicles, such as Volvo, Saab and
BMW, have sought to differentiate themselves through the quality of their service and repair
work in the distribution network.

8.4.2. Production

In terms of vehicle production, there have been a number of important changes:

(a) there has been a trend for new investments to be set up in peripheral regions;
(b) the industry is increasingly using lean manufacturing techniques;
(c) there has been an increasing use of new technological processes in producing vehicles.

Companies are investing in peripheral regions of Europe in order to benefit from both lower
costs (in aggregate, allowing for subsidies) and the ability to set up new labour agreements and
exploit large new sites for new production layouts and space for JIT suppliers, etc. We covered
the investments made by vehicle producers in Chapter 6. Of the 24 investments covered
between 1985 and 1996, 12 were in Eastern Europe (including former East Germany). Volume
manufacturers argue that fundamental changes in production are easier and less costly to
implement in new production facilities than trying to change all of their existing facilities.
There is also a trend for the Japanese companies to expand their production outside their
domestic market. For example, Toyota has plans to increase the numbers of cars it
manufactures outside Japan from 45% in 1994 to 55% in 1996, and to 65% in 1998.

Manufacturers have been using increasingly lean production techniques. For example, Fiat’s
new plant at Melfi in the south of Italy, which produces the Punto, uses its ‘integrated factory’
concept. This focuses on lean production, using Japanese techniques such as team working,
multi-skilling, flexibility, continuous improvement and the exploitation of plant-level
economies of scale. These changes have helped to reduce the number of hours it takes to make
a vehicle. These improvements can be illustrated by comparing the performances of the new
Melfi (assembly) and Pratola Serra (engines) plants with the older ones: Cassino and Termoli.
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In the new plants there has been a reduction in time based manufacturing, measured by the
time required by the car to go from the start to the end of the line. This indicator is lower at
Melfi compared to Cassino, by 40% in body welding, by 30% in paint, and 8% in final
assembly (i.e. the improvements are largest in the highly automated areas). The total time
devoted to these operations is 27 hours at Melfi and 38 hours at Cassino. In addition, the
number of parts stored along these lines has decreased by 32% (as a result of more proximate
suppliers). Smaller manufacturers, such as Volvo, see flexibility in manufacturing as key to
their competitive survival. This flexibility is necessary so they can compete with the low cost,
high volume producers, such as Ford.

There are still large variations in the efficiency of the manufacturing process for different
geographic regions and manufacturers. Toyota can currently produce a car in 12 man-hours
compared to 1620 for Honda, Nissan and Ford. Boston Consulting Group concluded in their
study for the European Commission that the productivity of the leading Japanese car assembly
companies was 30% higher than in Europe. Such benchmarking analyses need strong ‘health
warnings’; both definition of the beginning and end of production and method of measurement
vary from company to company, making inter-firm comparison on this basis very difficult.

Companies have increasingly been using new technological processes, in order to improve
quality and to reduce costs. For example, engines used to be made with general purpose
machine tools, but are now made with flexible numerically computer controlled and robotic
machinery or with dedicated machine tools. In-cycle quality assurance takes place using
programmable metrological probes which test tolerances and reject parts immediately if they
do not meet quality criteria. The manufacture of body panels has also benefited from manual
tandem technological changes. Manufacture then moved on to semi-automated or automated
tandem press lines (typically six to eight lines of eight presses). Further innovations included
tri-axis transfer presses. The body in white assembly (i.e. welding) has also undergone some
important changes. First, there were simple manual jigs and manual welders. This, then,
moved on to programmable robotic body welding. The latest technology being employed is an
Intelligent Body Framing System. ‘

The conclusion from this is that the single market programme may support such
manufacturing strategies, but is of minor importance compared with other activities.

8.4.3. Purchasing

The power of vehicle assemblers in the supply chain should not be underestimated. While they
have ceded some ground in terms of extended purchasing contracts and greater technological
dependency on their suppliers, their control over the relationship is such that they are able to
insist upon sweeping cost reductions. Supplier facilities located alongside assembly plants
may be dedicated to serving that plant alone. For example, Fiat explained to us how 16
suppliers are located within their Melfi plant. In these circumstances, while components
suppliers may have contracts for the lifetime of production of a particular model, there may
not be any contract security beyond that point. As a result, close proximity investments often
involve leased premises and low capital investment costs.

Vehicle assemblers are also reducing the number of suppliers they deal with. For example,
Volvo is reducing its supply chain by a net amount of 20 suppliers per annum. They have
identified 160 product areas, and the intention is to have one supplier per components area per
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model or platform. Our case study with Fiat showed that it started its selection and
empowerment of suppliers in 1991, in view of the launch of the Punto. This ‘crescita guidata’
(assisted growth) was based on the collaboration between Fiat and a set of selected suppliers
to cut costs by 15% through standardization, quality control, warehousing and reducing the
weight of components. Fiat told us that the reduction in the number of suppliers has been
significant, from 1,200 in 1987 to 380 today. Renault dealt with 1,163 suppliers in 1989 and
by 1995 this had been reduced by 28% to 843. Seventy per cent of the cost of the vehicle is
now produced by components suppliers, compared with 20% only 20 years ago.

The greater demands placed upon suppliers to undertake ‘systems’ development and a greater
share of the R&D input into the product demands that suppliers achieve scale and, ideally,
synergies across their businesses. For example, Volvo expects to save 30-40% in RD&D costs
through co-development with suppliers. Fiat has seen the proportion of design carried out by
suppliers grow markedly from 30% for the Uno in 1983, to 45% for the Punto in 1994 and to
55% for the Bravo/Brava in 1995. Moreover, a ‘system’ is not a fixed concept, but is
continuously redefined in the face of changes in product technology and sourcing strategy.
Thus, components suppliers face great challenges in creating an optimum business structure
and defining a specific place within the supply chain that is appropriate for their capabilities.

The conclusion from this is that for both volume manufacturers and suppliers, the single
market programme does not conflict with the strategy for purchasing.

Section 6.6 covered our analysis of the degree to which components suppliers were becoming
international.

8.4.4. Research, design and development

RD&D organization and process changes are made in response to one central problem: the
need to minimize the cost and time taken to create a coherent, production-ready design in the
face of growing product complexity and market fragmentation. A key element of RD&D
organization and process is the link to manufacturing strategy in what are often global
companies seeking to address a range of distinct markets. Typically about 3—5% of sales is
devoted to RD&D, but only a portion of this is actually new vehicle design and development.
At least half of the resources go towards facilities improvement. Large sums may be spent on
technologies not immediately used (especially in the area of drivetrains where manufacturers
adopt a range of approaches on a ‘just in case’ basis). Volvo have a strong commitment to the
social and environmental aspects of their products, and so environmental issues play an
important part in their RD&D. It has developed a series of environmental concept vehicles,
including the use of gas turbine/electric motors.

We can distinguish four basic models of RD&D organization in the automotive industry:

(a) centralized,

(b) Dbi-polar,

(¢) networked hierarchy,
(d) multi-nodal networks.
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Centralized model

In a centralized organizational structure all the major elements of the RD&D process are
located within one main centre, which may in fact consist of one main building or may be a
collection of proximate buildings. Such centres would also contain test facilities, such as wind
chambers and test tracks. A contemporary example of this approach is Renauit, who are
constructing a vast ‘Technocentre’ outside Paris. This Technocentre is seen as ‘an architectural
interpretation of a new way of working’ by Renault based on a simple basic idea: ‘...to
improve and accelerate the process of vehicle development by bringing together on a single
site all the men and women who are involved in the design, engineering and manufacturing
process activities’.

The Renault Technocentre will house approximately 12,000 of its own staff, and about 1,000
staff seconded from suppliers. It will enable Renault to adopt a new form of RD&D process by

reducing the costs of co-ordination and integration. RD&D processes are discussed separately
below.

Bi-polar model

The bi-polar structure is common in the automotive sector, consisting of two more or less
equal centres for RD&D activities which may or may not undertake distinctly separate
activities. Typically, this type of structure emerges following the acquisition or restructuring of
previously separate entities. Typical examples may include Ford in Europe (prior to the Ford
2000 changes), BMW-Rover, and PSA (with Peugeot and Citroén activities).

The bi-polar structure can be seen as sub-optimal in that there may be a degree of duplication
of activities. Both sites are essentially equal in standing and resources. Where activities are
apportioned to each site, there remain costs of co-ordination and integration, especially where
manufacturing responsibilities are split.

Networked hierarchy model

The networked hierarchy is the preferred structure for globalized Japanese automotive
companies. In brief, it entails the centralized location of core activities in basic research and
vehicle design. Secondary hubs in the network may perform a range of ‘localization’ roles
including styling; local engineering requirements (e.g. changes to suspensions); materials

conformance; standards conformance; and supplier evaluation to support local manufacturing
activities.

The central hub in the network is roughly equivalent to the organizational structure noted
above, and is based in the ‘domestic’ market of the manufacturer. Secondary centres may feed
into the design process at several stages. For example, many Japanese companies maintain
styling centres in California, and these may feed into the product concept stage. Engineering
centres of the type employed by the Japanese in Europe may undertake a range of roles later on
in the development process including ‘local’ engineering changes to meet specific market or
regulatory conditions, or supplier quality and performance monitoring including materials
standards conformance testing. Key strategic and design decisions are taken at the centre.
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Multi-nodal networks model

This is a further stage in the evolution of RD&D structures in which secondary hubs are
effectively upgraded towards a more equal status with the central hub. A number of
automotive assemblers are moving in this direction including Ford (whose global network
includes Mazda in Japan and Kia in Korea), Honda, Nissan and GM. In this type of structure,
each hub is capable of full product development, from conception and styling through to
production engineering. This in turn is linked to a manufacturing strategy which entails
product specialization for some facilities. Thus, for example, the Honda Accord Aerodeck was
designed in the USA, is built in the USA, and exported to both Japan and Europe. Under the
Ford 2000 programme, Europe will be the primary location for small cars RD&D, while the
USA will be the location for medium and large car work. Nissan told us that there was no
‘mother development’ of the Terrano II/Maverick or the Vanette Cargo in Japan. All the
development was carried out in Europe, although it did use common components from other
models such as engines and gearboxes.
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9. Case study summaries

This chapter summarizes the findings of our detailed case studies with a selection of
automotive manufacturers. More extensive findings from the case studies are set out in
Appendices Q to U, where each of the manufacturers is examined in more detail.

9.1. Nissan

Nissan was chosen as a case study for a number of reasons: it first entered the European
market in the 1960s and during the 1980s made major investments in manufacturing facilities
in the region providing an interesting, non-EU perspective on market entry and plant location;
it is a global player, so its attitude to the EU can be compared with its strategies towards North
America; it pioneered the introduction of a number of new practices to the European
automobile industry, such as lean manufacturing techniques, simultaneous engineering and
common terms and conditions.

Products and production. Nissan produces passenger cars in high volume with a good
presence throughout the small to large segments. In total, there are 26 models (passenger cars,
light commercial vehicles and trucks) for the European market from over 40 model-types
available globally. In 1991, Nissan was producing nearly 200,000 units in Europe, by 1995
production in Europe was nearly 340,000. Throughout this period two-thirds of production
was from the UK, with the remainder in Spain. They foresee a trend of rationalizing their
number of platforms and restricting their range in the future.

The single market and access. Nissan offers its products to the whole of Europe. It sells six
main models into the European market, compared with a total of around 20 major models
across the globe. Nissan employs a pan-European marketing campaign for the launch of a new
product, often using a common advertising theme. Nissan said that at the time of market entry,
the establishment of an effective sales network was one of the more difficult problems,
particularly given the block exemption system. Nevertheless, Nissan thought that it was
normal for a new entrant to make more of an effort than indigenous players. Nissan added that
the appreciation of the Yen had not affected its strategy towards Europe and the development
of production facilities. :

Production. Nissan intends to commonize its engines, drives and chassis on a global basis, but
to retain different production structures within each region. Nissan is also attempting to halve
the number of platforms it has from the current 26, in order to achieve economies of scale at
the global level. Productivity targets have been 10% increases per annum in the UK. They
have achieved this in 1994, 1995 and 1996. Of the 10%, 7-7.5% is from process
improvements, the rest is through design changes. Future targets are 10%, 8% and 7% over the
next three years.

Employment. Nissan indulges in some transfer of employees across the EU. This is more to do
with the development of the skills of the employees rather than the single market programme.

Manufacturing plants, location and size. Nissan has not relocated as such, but has developed
new European sites to manufacture and distribute its vehicles. Nissan has two manufacturing
bases in Europe, one in the UK and the other in Spain. Nissan Motor Manufacturing (UK) Ltd
is Nissan’s European passenger car production plant, making the Micra and Primera.
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Established in 1985, it was the largest exporter of passenger vehicles from the UK in 1993. By
1995 it had produced 215,000 vehicles. The Spanish operations produce 4x4, multi-purpose,
light commercial vehicles, commercial and industrial vehicles and forklifts. Nissan entered the
market by buying a Ford plant, becoming majority shareholder in 1982. In 1995, it produced
122,000 vehicles, two-thirds of which are exported to other European markets.

Purchasing. In 1994, Nissan had 198 suppliers for the UK plant and 241 for the Spanish plant.
Thirty-nine suppliers are common to the UK and Spanish plants, and this number is
increasing. Components expenditure in Europe has increased from around UK£ 50 million in
1986 to UKL 200 million in 1995. The number of European components suppliers has
increased from zero in 1986 to around 750 in 1995. When Nissan entered the EU market it
used indigenous sources of supply because its perceived customer requirements were different
for performance requirements from subsystems (e.g. suspension systems, braking systems,
etc.) in the EU compared to Japan. It considered the best way to meet these requirements was
to use indigenous components supply (in contrast to previous policy in North America). Since
entry, Nissan has actively encouraged the components suppliers to adopt new techniques and
to improve efficiency.

RD&D. Nissan’s European Technology Centres (NETCs) operate from bases in the UK and
Belgium and represent a total investment of ECU 78 million. Our calculations suggest that
Nissan makes direct savings of approximately ECU 1 million through the single market
programme’s whole vehicle type approval. Products for both Japan and Europe are
increasingly likely to have their design, development and production shared between these two
regions, rather than Europe purely ‘localizing’ design. Design and development has been
increasingly delegated down to the suppliers. However, this originated from Nissan’s own
policy on relations with suppliers (i.e. simultaneous engineering) and not as a result of the
single market programme.

Business strategy. Nissan’s strategy over the past two to three years has been the global
‘commonization’ or sharing of platform and parts/components across model lines in order to
reduce both production costs and costs to the after-sales market. One example of this
‘commonization’ strategy is that the new Primera built in the UK shares a common platform
with the Japanese Bluebird. Nissan shares the design and production of the Terrano II with the
Ford Maverick. Both are made at Nissan’s Spanish site. Within production at Nissan’s plant in
Sunderland, all staff share the same terms of employment. Eight major suppliers who
manufacture components simultaneously have plants alongside the Sunderland site.

9.2. Fiat

Fiat was chosen as a case study because: the company is one of the major automotive
manufacturers in the EUj; the Italian automotive market has been relatively closed in the past
with the strong brand of Fiat dominating entrants; Fiat has invested heavily in Poland and has
a growing presence in new markets around the world; and has a strong commercial vehicle
presence through Iveco.

Products and production. Since its inception, Fiat has concentrated in its home market and
specializes in the economy car segment. However, the acquisition of Aifa Romeo strengthened
its presence in the luxury car segment. Currently, Fiat sells its products under six different
makes: Fiat, Lancia, Alfa Romeo, Innocenti, Ferrari and Maserati. Iveco produces the full
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range of commercial vehicles, but specializes in light and medium vehicles. Fiat Auto

production in 1994 was 2,107,800 units and a further 247,600 cars were produced by partners
and licensees.

The single market programme and access. Fiat performed badly between 1990 and 1993,
mainly because of unsatisfactory products and an inefficient distribution system. In 1993, Fiat
launched a revamped product range and overhauled the distribution system by reducing the
number of franchised distributors and the development of a more systematic performance
evaluation system. The new model range is focused on the mid-size segment because of the
stability and volumes of sales available from this segment in Europe. Fiat views the
devaluation of the Lira as beneficial to profits rather than to sales. Fiat believes that
differences in tax systems, peculiarities in the administrative regimes, and some policies
designed to protect local markets are restricting a truly unified market.

Production. The reorganization of Fiat carried out in the early 1990s is based on the Integrated
Factory project, which adopts the ‘Toyota’ framework. This has taken into account the
shortcomings experienced in the previous technologically driven organizational innovations
and the resultant rigidities. Fiat believes that the improved productivity performances are the
result of growing global competition in the sector, which could have been caused only
indirectly by the single market programme. Fiat believes that some regulations regarding the
environment have generated a considerable increase in costs.

Employment. Between 1990 and 1994, employment at Fiat fell by 10%. In Italy, the fall was
30% whereas extra-European employment has increased. In Fiat’s new plants, new contractual
conditions have been implemented to gain greater flexibility in production organization. Fiat
believes that the single market programme was not responsible for these changes, rather it is as
a result of growing competition and changing labour relations in Italy. Furthermore, Fiat
considers that there is no evidence of an increase in cross-border recruitment.

Manufacturing plants, location and size. With the exception of the internationalization
initiatives on an extra-European basis, Fiat Auto has historically concentrated its activities in
Italy. However, production has shifted from the north of Italy to the south with the opening of
the Melfi (capacity of 450,000 cars per annum) and Pratola Serra plants. These greenfield
plants were selected over EU alternatives because of logistical considerations such as
proximity to other Fiat operations and investment grants, although similar grants could have
been obtained for other sites. The new Polish plant was implemented to take advantage both of
developing Central and Eastern European markets, and provide opportunities to export to
Western countries from a lower cost base.

Purchasing. The main changes in this area are through a reduction in the number of suppliers
used, an increased empowerment of components suppliers in product concept and design, the
implementation of ‘assisted growth’ and the diffusion of JIT supply. This has led to suppliers
being closer to the manufacturing plants, restricting the internationalization of supply and
cross-border sourcing. Fiat believes that the single market has had only a limited effect on

purchasing practices but has played a part in the increased concentration of the components
industry.

RD&D. Fiat Auto RD&D is run in Italy with the main design unit, the Research Centre of
Orbassano (Torino), employing 781 people. Fiat considers that the implementation of
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companion and whole vehicle type approval has not generated any savings because differences
still remain in the administration of these procedures, particularly registration.

Business strategy. Fiat views the EU as a domestic market with their primary focus
increasingly on the emerging markets in South America and Eastern Europe. Nevertheless, the
strengthening of the position on the European market is an essential objective of Fiat’s
strategy, to be secured by gaining a bigger market share in the medium car segment. Fiat’s
main objectives are to reduce the break-even point of its activities, increase efficiency and the
new emerging markets.

9.3. Renault

Renault was chosen as a case study because of its significant presence in the EU: it is the third
largest producer in the EU after Ford and GM and will provide a useful perspective from the
point of view of a company which has been selling cars throughout Europe for a long time.

Products and production. Renault produces passenger cars, ranging from the Twingo to the
Espace, and industrial vehicles (through Renault V.I.) through two branches of its business —
Branche Europe and Mack trucks. In 1985, total passenger car production was 1.6 million
vehicles and rose steadily to 1.93 million in 1989. Since then, production has fluctuated at
around 1.8 million per annum. For commercial vehicles, Renault V.I. produced 64,415
vehicles in 1994. Renault has three major markets — Western Europe, North America and the
Asia Pacific. However, Renault has a presence in South America, the former Soviet states,
China, Central Europe and Africa.

The single market programme and access. Renault did not wait until the implementation of
the single market programme before it treated Europe as a common single market. Renault
established a Common Market division in 1961 and views the single market programme as a
formalization of the Common Market. Renault considers the increase in models and variants
available to customers in the EU more as a result of the increasing globalization of
competition in the automotive industry than the single market programme. Renault does not
consider that pan-European marketing is possible even though they do produce European cars.
Pan-European marketing is difficult because of remaining differences in consumer needs and
tastes across the EU.

Production. Renault considers that the single market programme has not been the principal
driver of improvements in production costs and productivity. Any recent changes in
productivity are because of the globalization of competition in the automotive industry. The
increased competition has increased productivity and Renault would have made these
improvements whether the single market programme was implemented or not. Renault
considers that, at most, the single market programme was a contributory factor to their
improvements in productivity.

Employment. There has been a significant decline in Renault’s employment — as a direct result
of productivity improvements made over recent years. Renault regards the role of the single
market in this fall in employment as minimal at most. Mobility of Renault’s workforce is low
because of country-specific social laws, pensmns taxes and salaries, all perceived by Renault
as barriers to mobility.
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Manufacturing plants, location and size. Renault tends to have relatively small plants in
comparison with the US companies. This is because Renault attaches significant importance to
flexibility in production and balances this with scale economies. Renault’s plants have been
traditionally located in France and southern Europe, where demand used to be based.
However, as demand for Renault’s products has shifted to the north of Europe, so too have
their plant locations. Renault does not consider that the single market has played a part in the
location of their plants, but that their long-term strategy of developing sales in the north of
Europe is more important.

Purchasing. In 1989, Renault dealt with 1,163 components suppliers, by 1995 this had fallen
by 27.5% to 843. This reduction is more a reflection of the use of ‘systems’ suppliers, those
suppliers that take on a components system for manufacture and then pass that on to the
automotive manufacturer, than as a result of the single market programme. Renault consider
that the location of suppliers used has not significantly changed. This is a reflection of the fact
that Renault has developed long-term.contracts with suppliers for development and production
of the components and systems.

RD&D. Renault considers that the single market programme allows RD&D to be located in
one place. Before the single market programme was implemented, Renault had been pursuing
a policy of centralizing RD&D in France through the closure of some small RD&D operations
in Spain. Renault considers that the single market programme has had a significant positive
effect through whole vehicle type approval. However, Renault considers that the costs
imposed through over-regulation have outweighed the cost benefits of whole vehicle type
approval.

Business strategy. Renault’s prime strategy is the development of a demand base in northern
Europe, away from its traditional demand base of southern Europe as this area becomes
increasingly competitive. Renault considers that the single market programme has had an
indirect effect on its business through the benefits it has brought to new entrants into the EU
market, particularly the Japanese and Korean firms. In response to this increased competition
and the steadily increasing globalization of competition, Volvo and Renault had attempted to
merge. However, political differences, mainly the state ownership of Renault, saw the merger
collapse.

9.4. Volvo

Volvo was selected as a case study because the company: combines commercial vehicle and
passenger car production; has a small domestic market and a long experience of
internationalization; is based in Sweden which is a new Member State in the EU; has
significant and long-standing manufacturing investments in the EU; derives a significant
proportion of total sales within the EU; and has been a key actor in alliance activity both
successfully (with Mitsubishi) and unsuccessfully (Renault).

Products and production. Volvo produces passenger cars in medium volume, with a stronger
presence in the larger segments, and is thus illustrative of other European producers such as
Mercedes and BMW. In the commercial vehicle sector, Volvo is considered a volume
producer. In both, Volvo has major manufacturing operations in the EU.

The single market and access. In both cars and, especially, commercial vehicles Volvo has
long relied on markets outside Sweden — typically the USA, Germany, the Netherlands and the
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UK. The single market programme has not affected this long-term position, but may be said to
have supported it. Volvo considered other factors as important in shaping sales outside the
domestic market but within the EU, notably Member State tax regimes, differences in Member
State economic performance, and exchange rate movements.

Production. In the 1980s, Volvo experimented in Sweden with working practices in order to
reduce absenteeism and other labour problems. More recently, Volvo has adopted a set of
working practices which could be generally termed ‘lean’ production. These changes, and new
investment in productive capacity associated with the introduction of the 850 series passenger
car, made a large difference to production costs against which the contribution of the single
market programme was not discernible.

Employment. Volvo, by virtue of its international production facilities, has long been a
significant employer of non-domestic (i.e. non-Swedish) staff. The single market programme
has facilitated the process of international recruitment.

Manufacturing plants, location and size. Volvo’s largest plant is in Ghent, Belgium whose
output in 1994 was 147,000 cars. The Nedcar plant in Born, Netherlands, may, in part at least,
be attributable to the desire of Volvo’s joint venture partner, Mitsubishi, to have
manufacturing operations within the EU. One reason why the Bom plant is a workable
proposition for both parties is that a single market exists, so that one plant can indeed serve all
markets. Volvo has a more international spread of manufacturing operations for commercial
vehicles, but again EU locations (UK, Belgium) are important.

Purchasing. As with production, Volvo has adopted a new set of purchasing approaches which
have generated significant cost savings on product development, piece prices, and assembly
cost. By virtue of the restricted supply base within Sweden, and the long-term manufacturing
presence within the EU, Volvo has traditionally sourced a high proportion of components
outside Sweden. The single market programme is entirely supportive of the efforts of Volvo to
reduce purchasing costs, but the direct cost saving impact is minimal compared with the very
large savings generated by new purchasing approaches.

RD&D. Volvo considered that RD&D savings could occur where a reduced number of
variants needed to be produced. The largest single contributor to variance was the existence of
different Member State tax regimes. The single market programme did reduce some variant
cost, and reduced the cost of achieving type approval, but the savings were minor compared
with the extra cost of variants noted above, and the savings generated by new collaborative
RD&D relationships with suppliers.

Business strategy. The single market programme was seen as essentially supportive of Volvo’s
corporate strategies, although the company has gone through some significant changes in
strategic direction in the recent past following the failure of the merger with Renault. In
general terms, the single market programme increased competitive pressure in the EU
automotive industry, and this could be expected to drive further consolidation in the industry.

9.5. Daewoo

Daewoo was selected as a case study to represent a recent entrant into European markets, and
also to represent the growing automotive industry of South Korea. Daewoo has no volume
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production facilities in the EU at present, but has embarked upon a rapid global expansion
which includes the acquisition of IAD, a UK company with expertise in vehicle RD&D.

Daewoo has the bulk of its production facilities in South Korea, and has plans to expand
capacity from 396,000 cars (1994) to 2,200,000 cars (2000). In the short term, the majority of
sales into the EU will come directly from South Korea, though in the medium term, the new
plants under construction in Uzbekhistan, Poland, and Romania could become sources of EU
imports. At present, parts of the Daewoo car range are derived from previous generation GM
products, but by the year 2000 the entire range should be Daewoo’s own designs.

The single market programme and access. Daewoo made its initial entry into markets in the
EU in 1995, after the single market programme had been introduced. It is likely that the
removal of barriers to trade within the EU had helped Daewoo gain market presence. Of more
fundamental concern to Daewoo is the overall issue of imports from South Korea to the EU
and reciprocal access for EU producers to the South Korean market.

Production costs. Clearly, the single market programme has not had an impact upon
production costs or productivity in Daewoo.

Employment. At present, Daewoo is not a large employer within the EU and its presence is so
recent that any effect from the single market programme is not yet noticeable. On the other
hand, through the purchase of IAD and its general policy of recruiting non-South Korean staff
for key RD&D and marketing posts, Daewoo can be said to benefit from the general freedom
of movement within the EU.

Manufacturing plants, location and size. As noted above, Daewoo does not at present have
volume manufacturing facilities in the EU. In the future it may have, either because of
enlargement of the EU to include countries which already have a Daewoo plant, or because
Daewoo may decide to build a further new plant within the current EU. In the commercial
vehicle sector, Daewoo has further deepened its relationship with Steyr of Austria and has
taken a 65% share of four plants. Access to EU markets was probably an important factor in
these investments.

Purchasing. There is no information available on Daewoo purchasing activities in the EU, but
they may be assumed to be insignificant. On the other hand, with the purchase of IAD,
Daewoo is now in a position to develop RD&D links with potential suppliers.

RD&D. As noted above, Daewoo has sought to expand its own RD&D capabilities so that it
may become independent from other vehicle manufacturers — most notably through the
purchase of IAD. As with other manufacturers in the EU, Daewoo may be expected to benefit
from the reduced costs of type approval under the single market programme.

Business strategy. To date, the expansion strategy of Daewoo has resulted in many new plants
being built, both large and small, but none has been within the major markets of the EU, North
America or Japan. Equally, the market focus has been on Eastern Europe, Asia and Latin
America. Prior to 1995, Daewoo was excluded from EU markets under the terms of its licence
agreement with GM. The single market programme has been less of an issue for Daewoo; of

more concern is the possible application of quotas and tariffs to South Korean imports into the
EU.
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10. Conclusions and future actions

This chapter provides our assessment of the effects of the single market programme on the
motor vehicles sector, and the measures which we believe should be put in place in the future

in order to remove the remaining restrictions on trade which impede the development of the
sector.

10.1. Impact of the single market

Our views are brought together under each of the hypotheses covered in this report. In the
table which follows, we summarize the analysis and results against each of the hypotheses
covered in Chapters 5 and 6. The final column shows the extent to which the results are

consistent with the expected impact of the single market programme.

Table 10.1. Conclusions for each hypothesis
Hypothesis Analysis Consistency with
expected impact of
SMPpP
Marketing
Improved market access This hypothesis is covered by the more detailed hypotheses below. v
Overall, this hypothesis is consistent with our results that the
single market programme has improved market access.
Intra-EU trade at an Aggregate measurement of intra-EU trade failed to prove this -
aggregate level has hypothesis. It is likely that the impact of the single market was
increased being outweighed by other factors in some Member States, as
discussed below.
Number of models and There has been a dramatic increase in the number of variants and v
variants will increase models available in France and Germany. Moreover, the share of
the top ten models in France has also fallen, also indicating a more
fragmented market.
Relative share of national While some manufacturers’ national sales as a percentage of total v
sales as a proportion of sales declined, other {most notably German-owned manufacturers)
total sales will fall shares increased. German reunification is a factor in these results.
Intra-EU trade relative to There were differing results for the countries analysed. Other v
individual Member State factors appear to have played a more important role in determining
consumption will increase exports and imports rather than the single market programme.
Manufacturers’ national While some manufacturers’ share of their national market v
market shares will fall declined, German-owned manufacturers’ national share increased.
German reunification is a factor in these results.
Manufacturers’ market From 1992, the variance in price across the Member States for v
share will equalize across French and German manufacturers declined. Exchange rate
Member States volatility was an additional factor affecting our results for Italy.
Competition and market Concentration increased for the top three and top ten producers. -
concentration will increase | Profitability, as measured by return on capital employed, has
fallen.
Prices will become less The variation of prices for certain models had fallen. -
variable across Member
States
Pan-European distribution Large differences remain in the structure of distribution across the -
and marketing networks EU Member States.
will be developed
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Table 10.1.

Conclusions for each hypothesis (continued)

Hypothesis Analysis Consistency with
expected impact of
SMP
Production
Production costs will be The EU-owned manufacturers were found to have become more v
lower globally competitive and average real labour costs have fallen
recently.
Productivity will increase EU producers have made gradual improvements in productivity, v
although these improvements began well before the single market
programme was implemented.
Employment levels will fall | Employment by EU-owned automotive manufacturers declined by -
as an indirect resuft of 9% between 1992 and 1994.
greater competition and
competitiveness of EU
manufacturers
The structure of investment | The FDI flows analysed indicated that the companies anticipated v
in the EU will change the likely impact of the single market programme. Some
manufacturers’ FDI strategy appears to be based on a global rather
than a single market programme strategy. Few plants have been
closed.
Supply
Components supply will Purchases have become more internationalized and suppliers have v
become more European become more internationalized. These results may also be a
reflection of wider policy goals of globalization.
RD&D
RD&D costs will fall Whole vehicle type approval harmonization has had a direct vy
impact on the costs of RD&D.
Type approval harmonization for some components has had a -
limited impact, since UNECE standards were already followed.
All
Global competitiveness of Actual volumes of exports to non-EU markets have increased, v

the EU-owned automotive
industry will increase

percentage share held by EU-owned manufacturers has fallen.

Note: We have used a tick system to represent various degrees of consistency:

vV

indication that the single market programme has had a direct impact;

v'v" indication that the single market programme has facilitated the results;
v indication that the result is to some extent consistent with the expected impact;

-~ indication of no impact.

As the table shows, the single market programme has had a positive impact on the automotive
sector, particularly in facilitating trade for both vehicles and components, increasing consumer
choice in Member States and reducing costs of applying for whole vehicle type approval. In
addition, it is clear in a number of cases that there has been a convergence between the
behaviour and shares held by the manufacturers and Member States. For example, the
‘opening’ of more closed markets has resulted in a similar share held by the top ten brands of
passenger car across the EU.

However, the effects of the SMP on the other changes occurring in the industry has been
limited. This is because:

(a) The automotive industry is mature and was one of the first to see markets in a global
perspective. Half a century before the single market programme was conceived,
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(b)

companies (particularly the US-owned manufacturers) had set up plants in a number of
countries and were selling products in each country. The abolition of customs duties
within the Common Market significantly affected the development of US-owned
manufacturers in Europe over the last 50 years (e.g. Ford integrating European control
through setting up Ford of Europe in 1966). Much of this adjustment has already
occurred and so, within this context, the industry is less likely to undertake radical
change to take account of the removal of further non-tariff restrictions to trade.

The investment/return lead times in the industry are very long. It takes over three years
to build a new plant and to develop a new car (the total production length for a car is, on
average, 10 years, and the car is on the market for around 30 years). The industry’s
planning horizons take place over a significant time frame. The industry is therefore
faced with large sunk costs in its plants and the timescales for radically altering the way
in which vehicles are produced around Europe may be around a decade. Therefore,
responses that have occurred over the three years since the completion of the single
market programme are likely to be muted.

Table 10.2 shows the relative impact of the ‘other factors’ on our analysis.



Table 10.2.  Other factors affecting our analysis
Hypothesis Market German New model Globalization Currency Overcapacity Low returns Production and Research single market
conditions reunification launches fluctuations supply chain initiatives and programme
h tec h t i n:
change

1: Intra-EU trade at an aggregate level v
will increase
2: Degree of intra-EU trade relative to v v v v
individual consumption will increase
3: Market shares will equalize v v v \
4: Variants available will increase 444 v
5: National sales relative to non-national v 4 v
sales will fall
6: Domestic market shares will fall v v v v
7. Competition and concentration will v £44 v v v
increase
8: Final prices will become less variable
9: Marketing and distribution networks \
will be developed

vV vv v

10: Production costs will fall
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Table 10.2. (continued)
Hypothesis Market German New model Globalization Currency Overcapacity Low returns Production and Research single market
conditions reunification launches fluctuations supply chain initiatives and programme
changes technological
change

11: Productivity will increase Vv v
12: Employment will fall v v
13: Investment in the EU will change v v
14: Components supply structure will v v v
become pan-European
15: RD&D costs will fall 224

v v v v

16: Global competitiveness of the EU-
owned automotive industry will increase
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Table 10.2 shows that the key other factors impacting on the marketing side of the automotive
industry are globalization of competition, new model launches, relative market conditions and
currency fluctuations. The key other factors impacting on the production and purchasing side
of the business are production and supply chain changes and research initiatives and
technological change.

Indirectly, the single market has helped reinforce (and has itself been reinforced by) many of
these factors. In addition, there are a number of additional factors which should be considered:

(a) clear guidance on ‘rules of origin’ has encouraged several overseas manufacturers to set
up plant within the EU over the past decade introducing new production techniques to
Europe and increasing the supply of highly competitive products;

(b) the policy to reduce and eliminate quotas on Japanese imports by 1999 has had a very
major effect on competition and the position of European producers, particularly in the
previously more protected markets;

(c) the Association Agreements with Central and Eastern European countries, through
reducing tariffs and providing a pathway to full membership of the EU has facilitated
trends to invest in low cost production facilities outside the EU;

(d) the reduction in pan-European distribution costs and times and the improvements in pan-
European transport infrastructure is facilitating new approaches to logistics.

For these reasons, the indirect effects of the single market programme and related European
programmes may have been more important than the direct effects. These policies have
reinforced strong trends occurring in the global economy and it may have brought forward by
several years structural adjustments to the European motor vehicles industry. This is likely to
be of significant importance for the European industry in global terms.

10.2. Benefits of the single market programme

10.2.1. Benefits to vehicle assemblers

As described above, the single market programme has reinforced many of the global trends
which were prevalent over the time period in question. This is particularly the case if the
single market programme has been a factor in attracting FDI from Japanese firms. The
Japanese promotion of lean production techniques to the indigenous EU vehicle assemblers
has been an important development which might have happened later had the single market
programme not been implemented. For example, companies have been increasingly attempting
to penetrate markets outside the EU and the single market has made it easier for them to do
this by lowering the administrative barriers to trade between Member States.

The most direct benefit to the automotive assemblers has been the whole vehicle type approval
measure which has meant that new models can be introduced throughout Europe without the
requirement to gain separate type approval in each Member State. This has resulted in very
positive time savings to market, and in use of fewer and cheaper vehicles in the tests. This has
benefited the automotive manufacturers by allowing them to develop a more clear purchasing
strategy, by seeking the best method of purchasing on an international basis.

An important by-product of the single market programme for the commercial vehicle sector is
that it has facilitated the emergence of very large pan-European freight distribution companies
which have very significant purchasing power. These groups will expect to deal with
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manufacturers directly, and the franchised dealership network is there to support the vehicles
once they are in use, rather than to sell the vehicles. Whether the increased market power of
distributors is a benefit in the long run is another question.

10.2.2. Benefits to component manufacturers

Whilst the components sector was only considered indirectly in our study, there is clear
evidence that manufacturers have also seen some benefits as a result of the single market
programme. Component manufacturers have traditionally been much more focused on their
domestic markets. Intra-EU trade, particularly from peripheral countries of Europe, has
radically increased. The single market has greatly facilitated this trend.

10.2.3. Welfare benefits

The single market has benefited consumers in a number of important respects.

First, by making type approval measures consistent across all Member States and allowing
type approval in one Member State to be applied to all Member States, the single market
programme has contributed to lowering market entry costs. The consequences for consumers
are twofold: a small but positive benefit in terms of reduced costs per model; and a second,
arguably more important, benefit in terms of greater choice of models and variants within each
Member State market. In this way, distortions in the market caused by differences in
regulatory requirements have been removed, and therefore the efficiency of the market has
improved. It should be noted that, in theory at least, having markets which are in some
respects more competitive (e.g. more models and variants available) should lead to further
pressure on prices, with welfare benefits to consumers in aggregate.

Second, the single market programme is complementary to, and serves to reinforce the efforts
of the vehicle manufacturers to create pan-European sales and distribution systems under
which consumers can be more readily assured of consistent sales and service support wherever
they may be located within the EU. In its broadest sense, this contributes to the goal of greater
freedom of movement within the European Union.

Third, the single market has encouraged the emergence of large, pan-European freight
distribution companies in the commercial vehicle sector. The larger companies have greater
purchasing power relative to the vehicle manufacturers or importers, and are therefore able to
secure better terms for the supply of commercial vehicles. This class of consumers (i.e.
industrial) has certainly therefore benefited from the single market programme.

Sustainable development

It should also be noted that the contribution of new emission and crash impact standards
towards sustainable development is at best partial, and sometimes contradictory. For example,
in order to improve the performance of cars in frontal and side impacts, vehicle manufacturers
have increased the weight of steel used in the car body structure, and this in turn will lead to
greater fuel consumption (and hence emissions) than was hitherto the case. Equally, the
stricter emission standards that have been introduced have resulted in the widespread use of
catalytic converters in the exhaust system. While this enables pollutants such as NOx to be
reduced per se. there are two negative effects which do not contribute to sustainable



150 Motor vehicles

development: greater fuel consumption (and hence CO, emissions); and greater initial levels
of pollutants while the catalyst warms up.

The EU has no definition as such of sustainable development in the automotive sector. There
i1s no mechanism to allow the trade-off between reductions in pollutants in one area against
increases in pollutants in another. The proposed Carbon Tax marks a further step towards
defining an environmentally optimized vehicle, but is still not comprehensive enough to
constitute a holistic and whole life cycle approach.

At a general level, we would note that in so far as the SMP has increased the size of the
market, there will be associated environmental costs in producing the extra vehicles required.
Secondly, in so far as the SMP has increased trade in both components and finished vehicles,
there will be increased environmental costs. In both cases, it is of course possible that
improved plant level efficiency will offset the added environmental costs.

10.3. Concerns about the single market programme

Any major initiative like the single market programme will give rise to a series of concerns as
well as benefits. Here, we focus on a key concern, which is the lack of global standards. There
is a danger that the development of standards within the single market programme might be on
a different course to the rest of the world. If this were to continue, there might be serious
disbenefits for the EU automotive manufacturers in the future. It is possible that if the
standards set in the EU are out of step with that in much of the rest of the world, the EU
automotive manufacturers could face serious additional cost barriers in accessing other
markets in the future. The European Commission has recently undertaken to reduce this
problem through involvement in efforts to harmonize global standards.

Many manufacturers complained to us during our interviews of the cost of complying with
safety and environmental regulations. Current moves towards an economic approach to
regulation will be an important factor in helping to minimize the costs and maximize the
benefits of future regulations.

10.4. Future actions

Despite the fact that the single market programme has gone a long way to improving the
competitive environment in the EU automotive industry, we suggest there are a number of
areas where careful consideration should be given to future action. We have considered these
at three levels:

(a) constraints which currently create cost burdens for the industry and restrict market
access;

(b) constraints which may not restrict market access, but act as a barrier to rationalization of
the industry and therefore affect the industry’s ability to be fully competitive on a global
basis;

(c) issues which have been raised by interested parties, but where our analysis suggests that
the case for EU action has not been proven.
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10.4.1. Constraints which create cost burdens and restrict market access

We consider that there are still a number of constraints which continue to create cost burdens
for the industry:

(a)

(b)

(©

Member States have very different tax structures for vehicles. For example, six Member
States based their ownership tax on the cubic capacity of the engine, four on the weight,
two on the levels of horsepower and two on the fuel type used (see Appendix D). These
differences impose large variant costs on producers. For example, Ford in introducing
the Galaxy into the French market had to redesign its final drive ratio to ensure that it
was taxed by the French authorities in the same class as the main competitor. This had
major RD&D and production implications. Renault believe that the differences in tax
legislation based on requirements of insurance and the size of engines add substantially
to their production costs and estimate that (for one model) approximately 20% of
variants arise through national differences in tax structures. They estimate the cost at
ECU 4.27 million per vehicle. The different tax structures can also affect the distribution
of certain specialist marques. For example, Volvo operates in the medium and large
segments of the car market and does not offer small vehicles or engines below 1.3 litre
capacity. Therefore, in markets where there are strong financial disincentives against
larger cars or engines (e.g. Italy), Volvo is placed at a disadvantage.

Exchange rate fluctuations impose difficulties on the industry and affect location. The
cost of hedging against exchange rate fluctuations still exists in the Community. These
difficulties of exchange rate fluctuation are more pronounced for the more nationally
focused manufacturers who are less able to lay off exchange rate risks through location
and sourcing decisions and sourcing patterns for components. Both Ford and Nissan
mentioned that their Austrian dealers had suffered as a result of the devaluation of the
Lira because Austrian consumers were crossing the border and buying vehicles in Italy
to take advantage of the lower prices. For Volvo, movements in exchange rates can be
significant, especially in terms of production in Sweden. For example, following the
devaluation of the Krona in the early 1990s, output in Sweden was cheaper in key export
markets but the purchasing costs were higher from leading supplier countries such as
Germany.

Different standards exist in each global market.” Our discussions with companies
indicated to us that components standards in place throughout the world can be very
different. These differences increase design costs and constrain production economies of
scale. Given the greater fragmentation of the European industry and its smaller share of
overseas trade compared with the American and Japanese industries, this can have an
adverse impact. For example, Volvo finds that different basic regulations between the
market in North America and that in the EU (on how truck length is measured) means
that few EU-engineered and produced trucks sell in North America and few trucks built

However, whilst standards do vary, they may be as a result of different customer demands. The standards are not the
real problem, but the other factors which influence them. For example, Americans generally like big cars. They are
therefore much wider than their European counterparts and their bumpers are also much wider. The side impact test in
the US uses a ram which is wider than the ram used in the European test. The US ram covers both the A post and B post
of the car. i.e. just in front of the front door and just behind it. The European test only covers the B post. Therefore, a
European car has to have a hardened B post because it has to take a great deal of force compared with the US test which
covers both. In Japan, the cars are a little larger than those from Europe and tend to have US-type bumpers and so the
test in Japan is similar to the US one. The test for air bags is another interesting example. In the US. because there are
no seat belt regulations. the air bag has to restrain the whole of the passenger. whereas in Europe, the air bag only has to
restrain the head.
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(d)

(e)

)

there are sold in the EU. Currently, these problems are very typical and officials from
US and European motor industries have agreed to try and harmonize standards and
certification to boost car trade across the Atlantic. Martin Bangemann, the EU’s industry
commissioner, has estimated that regulations to harmonize safety, emissions and seating
systems across the Atlantic could reduce the cost of a car by up to 10%.

There are different internal standards within the industry. Components suppliers
therefore have to cope with the different quality standards imposed by the vehicle
manufacturers, and some voluntary framework encouraged by policy makers would
assist.

Each Member State requires different forms from manufacturers in order to register new
cars, primarily because the registration documents are used to determine the codes. Even
though a Directive has been put in place in this area which provides for a consistent set
of registration data (which is around 10 times as much as any one country actually uses),
each Member State requires a different selection of data from this set and different
presentations of the data. This imposes an extra administrative burden on producers.

The type approval measures must be flexible enough and reviewed frequently enough to
ensure that they keep up with innovation within the EU automotive industry. For
example, there are currently no Europe-wide standards for the remote keyless entry
across Europe. In Italy, the type approval authority will only accept test reports from its
own government-owned and run test house. It also insists that all pieces of equipment,
receivers and transmitters are tested, even when physical differences are very slight. It
also only accepts payment via a visit to an Italian post office at two separate stages in the
testing process. In Greece, for the same product, the approval process does accept other
countries’ test reports, but the approval process is very unpredictable (from 3 to 35
weeks). The Spanish authority only accept applications in a particular format, in Spanish
and approved by an engineer of the Official Telecommunications Institute in Spain.
Other countries therefore either have to follow a costly and complex joining process or
use a consultant (this takes 3—5 months).

10.4.2. Constraints acting as a barrier to rationalization of the industry

We highlight two factors which may be impeding economically efficient rationalization of the
industry:

(a)

(b)

The definition of the relevant market in competition investigations — particularly in the
components supply sector. Our findings indicate that the components supply industry is
becoming increasingly European. However, there are a number of examples of national
competition authorities taking a narrow view of the relevant market in merger cases. For
example, the acquisition by a large pan-European piston manufacturer with German
interests (T&N) of a smaller German domestic-based manufacturer (Goetze) was
stopped by the German competition authorities on the basis of its impact on the German
domestic market. Another example is ZF, a German independent manufacturer of
transmission and steering systems, which was refused permission in 1993 to purchase a
GM subsidiary, Allison Transmissions, because of concerns over monopoly in the
German market.

The industry is viewed as having too many nationally orientated players compared with
the much larger competitors in the North American and Japanese markets. This
constrains their longer term development. State aids have been provided to Member
State manufacturers under the understanding that this will allow the producers to reduce
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their capacity or re-engineer their processes. However, these state aids may have delayed
some necessary rationalization of the European industry.

10.4.3. Issues in which the case for EU action has not yet been proven

(a) Member States have different ways of dealing with end-of-life vehicles which affect the
demand profile in each market. For example, the recent French government’s cash offers
for consumers to trade in their cars has dramatically increased new car sales in the
country. Whilst these may have different implications for each national producer and
many provide an effective subsidy to producers with the larger market shares, they are
not market closing in their own right. The case for harmonization of such regulations
would need to be argued on environmental grounds. Indeed the Directorate General for
the Environment’s end-of-life vehicle proposal does not arise as a result of a perceived
single market problem, but from a perceived environmental problem.

(b) Member States’ tests to confirm the roadworthiness of vehicles at periodic stages of
their life are still substantially different. The 1991 Roadworthiness Directive leaves
considerable discretion with Member States over the frequency and scope of the tests.
These differences do not affect market access, but may change the demand profile for
spare parts and repair facilities in different Member States.

(c) The need to manufacture right-hand and left-hand drive vehicles in Europe affects
market access for some low volume European producers, where the variant costs are
higher than the benefits of selling the models in the non-domestic markets. For global
players, the need to supply both left- and right-handed drive models is less important,
because there are important markets for both variants around the world. Indeed, a UK
Monopolies and Mergers Report concluded that right-hand drive models for the UK and
Ireland does not impose significant costs on producers. However, we understand that
Lancia pulled out of the UK market because of the costs of developing such variants.
Volvo told us that the changes required to engineer a car to right-hand drive affected
15% of the total car, by value.

10.4.4. Actions required from a safety perspective

Whilst we were not asked to investigate safety issues as part of our analysis, our interviews
with consumer protection organizations indicated to us that there may be a requirement for
regulations in the area of head restraints, back seat strength and child restraints. Furthermore,
differentiated safety standards across the global market could create problems for the
automotive manufacturers in the long run as they continue to trade with other states around the
world but find that they have to make more and more changes to standards to gain entry.
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APPENDIX A

Technical harmonization

The sector measures essentially involve the progressive replacement of a body of detailed
technical rules in each Member State. These rules ensured the safety of users and third parties
and provided for acceptable environmental impact. Whilst most of the rules concerned
components and subsystems of vehicles, a key element of the national controls were
(differing) systems of type approval for whole vehicles. Essentially, these involved
administrative procedures to ensure all the detailed rules had been met. Until this element was
brought into life, car and component manufacturers had to go through different type approval
procedures across the Member States. This final element was harmonized across the
Community through the introduction of a single system of type approval of vehicles which
will eventually replace all the existing national systems.

Technical harmonization, which began in 1970 with measures relating to noise levels and
exhaust gases, was completed for private cars through the adoption in June 1992 of the last
three of the 45 directives laying down rules for vehicle design. These rules made it possible for
a single EU type approval system to be agreed in January 1993 (70/156/EEC amended by
92/53/EEC). The full type approval system for new and existing passenger cars will formally

replace national procedures on 1 January 1998. EC type approval remains optional for other
road vehicles.

The diagram above shows that technical harmonization can be categorized into legal measures
(of which the two main approaches are new approach directives and specific directives), and
standards, such as those set by CEN and CENELEC. We cover these main categories below:

(a) Historically, the Commission has followed an approach of proposing separate directives
to harmonize technical requirements. These set specific technical requirements on
particular products such as tyres and safety glass. There are now 45 separate directives
relating to the type approval of components, systems, and technical units. These started
to be put into place during the 1970s, i.e. before the single market programme was
developed. Changes to separate directives asa result of new technical or safety
requirements (‘adaptation to technical progress’) are made by regulatory committees
consisting of Member States’ representatives and chaired by the Commission, which
submits a proposal to amend a directive.

(b) New approach (framework) directives are horizontal in nature and require specific
standards for each application. However, the new approach directives have had little
effect on the industry and the directives usually explicitly exclude cars. The sole
exception we discovered was the new CEN standard under the Pressure Vessels
Directive for the brake systems of trucks and buses. The ‘new’ approach was set out in a
Council Resolution of 7 May 1983 and in Directive 83/189/EEC. The new approach
directives have three main principles: a distinction is drawn between what must be
harmonized in legislation and what may be left to be harmonized by European
standardization bodies; legislative harmonization must be restricted to laying down
health, safety and other essential requirements; and harmonization of industrial
standards should be achieved by the elaboration of European standards which should be
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(c)

developed by CEN or CENELEC as appropriate. Examples of these new approach
directives include those relating to pressure vessels, electro-magnetic compatibility and
machine safety. These so-called ‘new approach directives’ mandate the development of
standards for specific purposes which are negotiated and developed by standards-making
bodies such as CEN and CENELEC. Under the single market programme, the
Community’s approach is increasingly to use these new approach directives, rather than
the older directives in setting standards.

Standards are set by official standard-setting bodies such as CEN, CENELEC, national
standards authorities, individual companies such as VAG and Ford or by trade
associations such as VDA in Germany. Standards set by the official bodies can be either
mandated or non-mandated. Mandated standards would apply to the standards set under
the new approach directives.
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B.1. Sectoral legislation
Title Measure Description Influence Focus Cars or
(initial commercial
view) vehicles
Whole Vehicle 92/53/EEC of Type approval is carried out by one MS which High RD&D Cars
Type Approval 18 June 1992 provides a certificate which is valid in all MSs Medium Manufact
(latest (Appendix B2 provides a list of the individual -uring
amendment) measures which were not formally part of the 286 Medium Suppliers
single market measures)
Roadworthiness | 94/23/EC of 8 States that MSs must carry out periodic Low RD&D Cars
test June 1994 roadworthiness tests and provide a certificate High Sales
(latest) proving that they have done so
Mechanical 94/20/EC of Part of the type approval regime. States that Low RD&D Cars
coupling 30 May 1994 coupling devices must conform to certain
devices standards
Lateral 89/297/EEC Provides technical requirements for side Low RD&D CVs
protection for of 13 April protection of heavy goods vehicles and their
goods vehicles 1989 trailers
Weights and 92/21/EEC of Harmonizes national laws concerning the weights | Low RD&D Cars
dimensions 31 March and dimensions of cars. Covers maximum
(cars) 1992 dimensions, weights and towed weight
Interior fittings 91/662/EEC Harmonizes the technical requirements for the Low RD&D Both
of 6 behaviour of the steering device under impact Medium Suppliers
December
1991
Tyres 92/23/EEC of Harmonizes national type approval for tyres and Low RD&D Both
31 March their ﬁtting Medium Supp]iers
1992
Tyre pressure 86/217/EEC Harmonizes national provisions relating to tyre Low RD&D Both
gauges of 26 May pressure gauges in order to facilitate trade Medijum Suppliers
1986 .
Safety glass and | 92/22/EEC of Brings into line national provisions and relates to | Low RD&D Both
glazing 31 March type approval in terms of materials used and their | Medium Suppliers
materials 1992 installation
Motor vehicle 92/97/EEC of Lays down limits on the noise level of the Medium RD&D Both
noise 10 November mechanical parts and exhaust systems
1992 (latest)
Air pollution: 94/12/EC of 23 | Establishes limit values for emissions from cars Medium RD&D Cars
passenger cars March 1994
(latest)
Emission of 91/542/EEC of | Technical requirements for diesel engines to Low RD&D CVs
gaseous | October 1991 | combat air pollution
pollutants from (latest)
diesel engines
Sulphur content | 93/12/EEC of Limits the sulphur content of gasoline and Low RD&D Both
of certain liquid | 23 March 1993 | kerosene (derogation for Greece until 1999)
fuels
Spray- 91/226/EEC of | Harmonizes the type approval procedures for Low RD&D Both
suppression 27 March 1991 | spray-suppression devices
devices
Road vehicles: 92/7/EEC of 10 | Lays down maximum weights and dimensions for | Low RD&D CVs

weights and
dimensions

February 1992

large vehicles
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Title Measure Description Influence Focus Cars or
(initial commercial
view) vehicles

Speed limitation | 92/24/EEC of Limits the maximum speed for heavy vehicles Low RD&D Cvs

devices for heavy | 31 March 1992 | used to carry goods or passengers

goods and

coaches

Speed limitation | 92/6/EEC of 10 | Limits maximum speed of commercial vehicles Low RD&D CVs

devices for February 1992

commercial

vehicles

External 92/114/EEC of | Relates to the external projections forward of the | Low RD&D CVs

projections on 17 December cab’s rear panel

cabs of 1992

commercial

vehicles

Opening up of From 1981 to 1993, Japanese imports have been | High All Both

Japanese imports restricted in five markets. New agreement in 1991

which covers the 1990s — 8.1% of total market by
1999

Block exemption | Article 5(3) of | Automotive distribution sales and servicing High Sales Both
Treaty of Rome | exempted from certain provisions of EC
and Regulation | competition law. Later regulation intensifies
(EC) No competition in this area
1475/1995 of
28 June 1995
(latest)

Environment COM@91) 219 Stricter limits on emissions and sound from Medium Manufac- | Cars
final vehicles. Council Directives ensure the turing
89/458/EEC, availability of unleaded petrol and require the (increased
88/77/EEC, reduction of the maximum lead content in petrol production
70/157/EEC, of engines
85/210/EEC, which take
87/416/EEC. unleaded

petrol)
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B.2. Technical harmonization measures
The following list provides further details on the technical harmonization measures:
No. Reference Adopted by Title Date of OJ (L) No.  Date of the
adoption and page oJ
01  70/157/EEC | Council Permissible sound level and the 06.02.1970 42/16 23.02.1970
exhaust system of motor vehicles
73/350/EEC | Commission  Adaptation 07.11.1973 321/33 22.11.1973
77/212/EEC | Council Amendment 08.03.1977 66/33 12.03.1977
81/334/EEC | Commission  Adaptation 13.04.1981 131/6 18.05.1981
84/372/EEC | Commission  Adaptation 03.07.1984 196/47 26.07.1984
84/424/EEC | Council Amendment 03.09.1984 238/31 06.09.1984
89/491/EEC | Commission  Adaptation 17.07.1989 238/43 15.08.1989
92/97/EEC Council Amendment 10.11.1992 37111 19.12.1992
02  70/220/EEC | Council Measures to be taken against air ~ 20.03.1970 76/1 06.04.1970
pollution by emissions from
motor vehicles
- Corrigendum 81/15 11.04.1970
74/290/EEC | Council Adaptation 28.05.1974 159/61 15.06.1974
77/102/EEC | Commission  Adaptation 30.11.1976 32/32 03.02.1977
78/665/EEC | Commission  Adaptation 14.07.1978 223/48 14.08.1978
83/351/EEC | Council Amendment 16.06.1983 197/1 20.07.1983
88/76/EEC Council Amendment 03.12.1987 36/1 09.02.1988
88/436/EEC | Council Amendment 16.06.1988 214/1 06.08.1988
89/458/EEC | Council Amendment (cars <1,4 1) 18.07.1989 226/1 03.08.1989
- Corrigendum 270/16 19.09.1989
89/491/EEC | Commission  Adaptation 17.07.1989 238/43 15.08.1989
91/441/EEC | Council Amendment 26.06.1991] 242/1 30.08.1991
93/59/EEC Council Amendment 28.06.1993 186/21 28.07.1993
94/12/EC EP & Amendment 23.03.1994 100/42 19.04.1994
Council
03  70/221/EEC | Council Liquid fuel tanks and rear 20.03.1970 76/23 06.04.1970
protective devices for motor
vehicles and their trailers
- Corrigendum (FR-EN-IT-NL-DA) 65/42 15.03.1979
79/490/EEC | Commission  Adaptation 18.04.1979 128/22 26.05.1979
81/333/EEC | Commission  Adaptation 13.04.1981 131/4 18.05.1981
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No Reference Adopted by Title Date of OJ (L) No. Date of the
adoption and page oJ
04  70/222/EEC | Council Space for mounting and the 20.03.1970 76/25 06.04.1970
fixing of rear registration plates
on motor vehicles and their
trailers
05 70/311/EEC | Council Steering equipment for motor 08.06.1970 133/10 18.06.1970
vehicles and their trailers
- Corrigendum 196/14 03.09.1970
92/62/EEC Commission  Adaptation 02.07.1992 199/33 18.07.1992
06  70/387/EEC | Council Doors of motor vehicles and their ~ 27.07.1970 176/5 10.08.1970
trailers
07  70/388/EEC | Council Audible warning devices for 27.07.1970 176/12 10.08.1970
motor vehicles
- Corrigendum 176/72 21.06.1974
08 71/127/EEC | Council Rear-view mirrors of motor 01.03.1971 68/1 22.03.1971
vehicles
79/795/EEC | Commission  Adaptation 20.07.1979 239/1 22.09.1979
85/205/EEC | Commission  Adaptation 18.02.1985 90/1 29.03.1985
86/562/EEC | Commission  Adaptation 06.11.1986 327/49 22.11.1986
88/321/EEC | Commission  Adaptation 16.05.1988 147/77 14.06.1988
09 71/320/EEC | Council Braking devices of certain 26.07.1971 202/37 06.09.1971
categories of motor vehicles and
their trailers
74/132/EEC | Commission  Adaptation 11.02.1974 74/7 19.03.1974
75/524/EEC | Commission  Adaptation 25.07.1975 236/3 08.09.1975
79/489/EEC | Commission  Adaptation 18.04.1979 128/12 26.05.1979
- Corrigendum 146/35 14.06.1979
85/647/EEC | Commission  Adaptation 23.12.1985 380/1 31.12.1985
88/194/EEC | Commission  Adaptation 24.03.1988 92/47 09.04.1988
91/422/EEC | Commission  Adaptation 15.07.1991 233/21 22.08.1991
10  72/245/EEC | Council Suppression of radio interference  20.06.1972 152/15 06.07.1972
produced by spark-ignition
engines fitted to motor vehicles
89/491/EEC | Commission  Adaptation 17.07.1989 238/43 15.08.1989
11 72/306/EEC | Council Measures to be taken against the  02.08.1972 190/1 20.08.1972
emission of pollutants from diesel
engines for use in vehicles
- Corrigendum (FR-EN-1T-NL-DA) 215/20 06.08.1974
- Corrigendum (FR-EN)
297/27 23.11.1977
89/491/EEC | Commission  Adaptation 17.07.1989 238/43 15.08.1989
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No. Reference Adopted by Title Date of OJ (L) No. Date of the
adoption and page oJ
12 74/60/EEC Council Interior fittings of motor vehicles  17.12.1973 38/2 11.02.1974
(interior parts of the passenger
compartment other than the
interior rear-view mirrors, layout
of controls, the roof or sliding
roof, the backrest and rear part
of seats)
- Corrigendum 215/20 06.08.1974
78/632/EEC | Commission  Adaptation 19.05.1978 206/26 29.07.1978
13 74/61/EEC Council Devices to prevent the 17.12.1973 38/22 11.02.1974
unauthorized use of motor
vehicles
- Corrigendum (FR-EN-IT-NL-DA}) 215/20 06.08.1974
14  74/297/EEC | Council Interior fittings of motor vehicles  04.06.1974 165/16 20.06.1974
(the behaviour of the steering
mechanism in the event of an
impact)
91/662/EEC | Commission  Adaptation 06.12.1991 366/1 31.12.1991
- Corrigendum 172/86 27.06.1992
15  74/408/EEC | Council Interior fittings of motor vehicles  22.07.1974 221/1 12.08.1974
(strength of seats and of their
anchorages)
81/577/EEC | Council Amendment 20.07.1981 209/34 29.07.1981
16  74/483/EEC | Council External projections of motor 17.09.1974 266/4 02.10.1974
vehicles
79/488/EEC | Commission  Adaptation 18.04.1979 128/1 26.05.1979
17 75/443/EEC | Council Reverse and speedometer 26.06.1975 196/1 26.07.1975
equipment of motor vehicles
- Corrigendum 296/19 15.11.1975
18  76/114/EEC | Council Statutory plates and inscriptions 18.12.1975 24/1 30.01.1976
for motor vehicles and their
trailers and their location and
method of attachment
78/507/EEC | Commission  Adaptation 19.05.1978 155/31 13.06.1978
19  76/115/EEC | Council Anchorages for motor vehicle 18.12.1975 24/6 30.01.1976
safety belts
81/575/EEC | Council Amendment 20.07.1981 209/30 29.07.1981
82/318/EEC | Commission  Adaptation 02.04.1982 139/9 19.05.1982
90/629/EEC | Commission  Adaptation 30.10.1990 341/14 06.12.1990
20 76/756/EEC | Council Installation of lighting and light-  27.07.1976 262/1 27.09.1976

signalling devices on motor
vehicles and their trailers
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No. Reference Adopted by Title Date of OJ (L) No. Date of the
adoption and page 0J
80/233/EEC | Commission  Adaptation 21.11.1979 51/8 25.02.1980
- Corrigendum (FR-EN-DE-IT-NL- 111/22 30.04.1980
DA)
82/244/EEC | Commission  Adaptation 17.03.1982 109/31 22.04.1982
83/276/EEC | Council Amendment 26.05.1983 151/47 09.06.1983
84/8/EEC Commission  Adaptation 14.12.1983 9/24 12.01.1984
89/278/EEC | Commission  Adaptation 28.03.1989 109/38 20.04.1989
- Corrigendum 114/52 27.04.1989
91/663/EEC | Commission  Adaptation and codification 10.12.1991 366/17 31.12.1991
- Corrigendum (FR-DE) 172/87 27.06.1992
21 76/757/EEC | Council Reflex reflectors for motor 27.07.1976 262/32 27.09.1976
vehicles and their trailers
22 76/758/EEC | Council End-outline market lamps, front  27.07.1976 262/54 27.09.1976
position (side) lamps, rear
position (side) lamps and stop
lamps for motor vehicles and
their trailers
89/516/EEC | Commission  Adaptation 01.08.1989 265/1 12.09.1989
23 76/759/EEC | Council Direction indicator lamps for 27.07.1976 262/71 27.09.1976
motor vehicles and their trailers
89/277/EEC | Commission  Adaptation 28.03.1989 109/25 20.04.1989
- Corrigendum 114/52 27.04.1989
24 76/760/EEC | Council Rear registration plate lamps for ~ 27.07.1976 262/85 27.09.1976
motor vehicles and their trailers
25 76/761/EEC | Council Motor vehicle headlamps which 27.07.1976 262/96 27.09.1976
function as main-beam and/or
dipped-beam headlamps and
incandescent electric filament
lamps for such headlamps
89/517/EEC | Commission  Adaptation 01.08.1989 265/15 12.09.1989
26  76/762/EEC | Council Front fog lamps for motor 27.07.1976 262/122 27.09.1976
vehicles and filament lamps for
such lamps
27  77/389/EEC | Council Motor vehicle towing devices 17.05.1977 145/41 13.06.1977
28  77/538/EEC | Council Rear fog lamps for motor vehicles 28.06.1977 220/60 29.08.1977
and their trailers
- Corrigendum (FR-EN-DE-IT-NL- 284/11 10.10.1978
DA)
89/518/EEC | Commission  Adaptation 01.08.1989 265/24 12.09.1989
29  77/539/EEC | Council Reversing lamps for motor 28.06.1977 220/72 29.08.1977
vehicles and their trailers
- Corrigendum (FR-EN-DE-IT-NL- 284/11 10.10.1978

DA)
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No. Reference Adopted by Title Date of 0OJ (L) No. Date of the
adoption and page 0J
30 77/540/EEC | Council Parking lamps for motor vehicles  28.06.1977 220/83 29.08.1977
- Corrigendum (FR-EN-DE-IT-NL- 284/12 10.10.1978
DA)
31 77/541/EEC | Council Safety belts and restraint systems  28.06.1977 220/95 29.08.1977
of motor vehicles
81/576/EEC | Council Amendment 20.07.1981 209/32 29.07.1981
82/319/EEC | Commission  Adaptation 02.04.1982 139/17 19.05.1982
90/628/EEC | Commission  Adaptation 30.10.1991 341/1 06.12.1990
- Corrigendum 10/56 16.01.1992
32 77/649/EEC | Council Field of vision of motor vehicle 27.09.1977 267/1 19.10.1977
drivers
- Corrigendum (FR-EN-DE-IT-NL- 150/6 06.06.1978
DA)
- Corrigendum (FR-DE-IT-NL-DA) 284/11 10.10.1978
81/643/EEC | Commission  Adaptation 29.07.1981 231/41 15.08.1981
88/366/EEC | Commission  Adaptation 17.05.1988 181/40 12.07.1988
90/630/EEC | Commission  Adaptation 30.10.1990 34120 06.12.1990
33  78/316/EEC | Council Interior fittings of motor vehicles  21.12.1977 8173 28.03.1978
(identification of controls, teil-
tales and indicators)
93/91/EEC Commission ~ Adaptation 29.10.1993 284/25 19.11.1993
94/53/EC Commission ~ Amendment 15.11.1994 29926
34 78/317/EEC | Council Defrosting and demisting systems  21.12.1977 81/27 28.03.1978
of glazed surfaces of motor
vehicles
35 78/318/EEC | Council Wiper and washer systems of 21.12.1977 8.1.49 28.03.1978
motor vehicles
94/68/EC Commission  Adaptation 16.12.1994 354/1 31.12.1994
36 78/548/EEC | Council Heating systems for the passenger 12.06.1978 168/40 26.06.1978
compartment of motor vehicles
37  78/549/EEC | Council Wheel guards of motor vehicles 12.06.1978 168/45 26.06.1978
94/78/EC Commission ~ Adaptation 21.12.1994 354/10 31.12.1994
38  78/932/EEC | Council Head restraints of seats of motor 16.10.1978 325/1 20.11.1978
vehicles
39  80/1268/ Council Fuel consumption of motor 16.12.1980 375/36 31.12.1980
EEC vehicles
89/491/EEC | Commission  Adaptation 17.07.1989 238/43 15.08.1989
93/116/EEC | Commission  Adaptation 17.07.1989 329/39 30.12.1993
- Corrigendum 42/27 15.02.1994
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No Reference Adopted by Title Date of OJ (L) No.  Date of the
adoption and page 0oJ
40  80/1269/ Council Engine power of motor vehicles 16.12.1980 375/46 31.12.1980
EEC
88/195/EEC | Commission  Adaptation 24.03.1988 92/50 09.04.1988
- Corrigendum (EN)
89/491/EEC | Commission  Adaptation 17.07.1989 238/43 15.08.1989
41  88/77/EEC Council Measures to be taken against the  03.12.1987 36/33 09.02.1988
emission of gaseous pollutants
from diesel engines for use in
vehicles
91/542/EEC | Council Amendment 01.10.1991 2951 25.10.1991
42  89/297/EEC | Council Lateral protection (side guards) 13.04.1989 124/1 05.05.1989
of certain motor vehicles and
their trailers
43  91/226/EEC | Council Spray-suppression systems of 27.03.1991 103/5 23.04.1991
certain categories of motor
vehicles and their trailers
44 92/21/EEC Council Masses and dimensions of motor  31.03.1992 129/1 14.05.1992
vehicles of category M1
45  92/22/EEC Council Safety glazing and glazing 31.03.1992 129/11 14.05.1992
materials on motor vehicles and
their trailers
46  92/23/EEC Council Tyres for motor vehicles and 31.03.1992 129/95 14.05.1992
their trailers and their fitting
47  92/24/EEC Council Speed limitation devices or 31.03.1992 129/154 14.05.1992
similar speed limitation on-board
systems of certain categories of
motor vehicles
48  92/114/EEC | Council External projections forward of 17.12.1992 409/17 31.12.1992
the cab’s rear panel of motor
vehicles of category N
49  94/20/EC EP & Mechanical coupling devices of 30.05.1994 195/1 29.07.1994
Council motor vehicles and their trailers

and their attachment to those
vehicles
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B.3. List of technical harmonization directives and
applicability

The table below shows the applicability of each of the technical harmonization directives. The
codes for the columns which show the applicability of the measures are provided in full below
the tables. However, in broad terms, ‘M’ represents cars, ‘N’ trucks and ‘O’ trailers. The
measures are provided in chronological order. Towards the end of the table, we have included
a number of measures which have not yet been fully agreed (Nos 50 to 57).

Subject Directive Applicability
Ml | M2 | M3 | NI N2 N3 0l 02 03 04
1 Sound levels 70/157/EEC X X X X X X
2 Emissions 70/220/EEC X X X X X X
3 Fuel tanks/rear 70/221/EEC X X X X X X X X X X
protective devices
4 Rear registration plate | 70/222/EEC X X X X X X X X X X
place
5 Steering effort 70/311/EEC X X X X X X X X X X
6 Door latches and 70/387/EEC X X X X X X X X
hinges
7 Audible warning 70/388/EEC X X X X X X
8 Rear visibility TU127/EEC X X X X X X
9 Braking 71/320/EEC X X x X X X X X X X
10 Suppression (radio) 72/245/EEC X X X X X X
11 Diesel smoke 72/306/EEC X X X X X X
12 Interior fittings 74/60/EEC X
13 Anti-theft 74/6 1/EEC X X X X X X
14 Protective steering 74/297/EEC X X
15 Seat strength 74/408/EEC X X X X X X
16 Exterior projections 74/483/EEC X
17 ‘Speedometer and 75/443/EEC X X X X X X
reverse gear
18 Plates (statutory) 76/114/EEC X X X X X X X X X X
19 Seat belt anchorages 76/115/EEC X X X X X X
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Subject Directive Applicability
M1 M2 M3 NI N2 N3 1 02 03 04
20 Installation of lighting | 76/756/EEC X X X X X X X X X X
and light signalling
devices
21 Reflex reflectors 76/757/EEC X X X X X X X X X X
22 End-outline, front- 76/758/EEC X X X X X X X X X X

side, rear-side, stop,
day time running,
side-marker lamps

23 Direction indicators 76/759/EEC X X X X X X X X X X
24 Rear registration plate | 76/760/EEC X X X X X X X X X X
lamps
25 Head lamps 76/76 1/EEC X X X X X X
(including bulbs)
26 Front fog lamps 76/762/EEC X X X X X X
27 Towing hooks 77/389/EEC X X X X X X
28 Rear fog lamps 77/538/EEC X X X X X X X X X X
29 Reversing lamps 77/539/EEC X X X X X X X X X X
30 Parking lamps 77/540/EEC X X X X X X
31 Seat belts 77/541/EEC X X X X X X
32 Forward vision 77/649/EEC X
33 Identification of 78/316/EEC X X X X X X
controls
34 Defrost/demist 78/317/EEC X
35 Wash/wipe 78/318/EEC X
36 Heating systems 78/548/EEC X
37 Wheel guards 78/549/EEC X
38 Head restraints 78/932/EEC X
39 Fuel consumption 80/1268/EEC X
40 Engine power 80/1269/EEC X X X X X X
41 Diesel emissions 88/77/EEC X X X X X X
42 Lateral protection 89/297/EEC X X X X

43 Anti-spray devices 91/226/EEC X X X X
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Subject Directive Applicability
Ml M2 | M3 | NI N2 N3 Ol 02 03 04

44 Masses and 92/21/EEC X

dimensions (cars)
45 Safety glass 92/22/EEC X X X X X X X X X X
46 Tyres 92/23/EEC X X X X X X X X X X
47 Speed limiters 92/24/EEC X X X
48 External projections 92/114/EEC X X X

of cabs
49 Couplings 94/20/EC X X X X X X X X X X
50 Masses and 95/48/EC

dimensions (other

than vehicles referred

to in item 44)
53 Front impact 95/.../EC
54 Side impact 96/27/EC
55 Animal transport 95/.../[EC

vehicles
56 ADR vehicles 95/../EC
57 Head lamp cleaners 95/.../[EC

Category M

Category M,
seat

Category M;

Motor vehicles with at least four wheels used for the carriage of passengers

Vehicles used for the carriage of passengers and comprising no more than eight seats in addition to the driver’s

Category M3

Category N
Category N;
Category N

Category N3
Category O

Category O
Category O
Category O3

Category Os

Vehicles used for the carriage of passengers, comprising more than eight seats in addition to the driver’s seat
and having a maximum mass not exceeding 5 tonnes

Vehicles used for the carriage of passengers, comprising more than eight seats in addition to the driver’s seat
and having a maximum mass exceeding 5 tonnes

Motor vehicles with at least four wheels used for the carriage of goods
Vehicles used for the carriage of goods and having a maximum mass not exceeding 3.5 tonnes

Vehicles used for the carriage of goods and having a maximum mass exceeding 3.5 tonnes but not exceeding
12 tonnes

Vehicles used for the carriage of goods and having a maximum mass exceeding 12 tonnes
Trailers (including semi-trailers)

Trailers with a maximum mass not exceeding 0.75 tonnes

Trailers with a maximum mass exceeding 0.75 tonnes but not exceeding 3.5 tonnes
Trailers with a maximum mass exceeding 3.5 tonnes but not exceeding 10 tonnes

Trailers with a maximum mass exceeding 10 tonnes
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APPENDIX C

Horizontal measures

The table below provides the horizontal measures which have affected the automotive sector.

Title Measure Description Influence Focus Cars
(initial or CVs
view)

Public 93/36/EEC If a contract for works or services is High Sales & distribution (asa | CVs

procurement 93/23/EEC (partially) funded by the public sector result of increased cross-

90/531/EEC and exceeds certain thresholds, then it border procurement of
must be put out to tender through an vehicles for defence,
official process. There has also been health care, emergency
progress in eliminating discrimination services and utilities)
against European suppliers for US
Government procurement.

Transport 92/106/EEC Introduction of a number of financial and | Medium Sales & distribution CVs

(11.6.92). practical incentives to promote multi-

3578192 modal transport for freight. Liberalization

(7.12.92); of road haulage industry leading to

1841/88 increased competition. Abolition of all

(21.6.88); permits and quotas between Member

881/92 States for road haulage. Improvements in

(26.3.92), rail system planned and liberalization of

91/440/EEC air transport.

(29.7.91)

Health & 89/391/EEC The Safety Framework Directive requires Medium Manufacturing (different Both

safety sets out basic worker consultation, appointments of staff standards affect

responsibilities. | or subcontractors to monitor it. Workplace productivity of plants in
13+ other Directive lays down minimum health and different MSs)
Directives give | safety requirements. Safety signs must also
further detail be used. Pregnant women are also given

special protection. There are rules for the

safe use of VDUs, heavy loads, dangerous

substances, personal protective clothing.

Corporate 90/434-436/ The taxation of (cross-border) mergers Low Sales & distribution Both

taxation EEC Directive allows for deferral of taxation (unlikely to have
charges on capital gains. If a company significantly changed
owns more than 25% of a company in companies’ incentives to
another MS then double taxation of engage in cross-border
dividends has been abolished and mergers)
withholding taxes are prohibited.

VAT 92/77/EEC Large traders have to provide detailed Medium Sales & distribution CVs
information on intra-Community sales and (affects the end price to (purch-
purchases. VAT payments are no longer the consumer and asers
made at the frontier, but on domestic VAT therefore the demand for usually
returns. Traders can store any goods from the vehicle) claim
outside the EC in tax warehouses and only back
pay VAT when they are released from the VAT)
warehouse. There are simplifications on
triangulation procedures. There have been
moves to approximate VAT rates across
Europe, with a minimum of 15% standard
rate.

Customs 1991 PTAs with | Agreements with Eastern Europe to Medium Manufacturing, Sales & Both

duties Cz, Hu and Pol. | progressively liberalize trade. Creation of distribution

2913/92 and EEA has increased number of countries (affected the costs of
2454/93; operating free markets for European importing vehicles from
717/91 products. Eastern Europe and may
(21.3.91) are have facilitated inward
the main investment into Europe)

developments
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Title Measure Description Influence Focus Cars
(initial or CVs
view)
Excise duties | 92/82/EEC Directive sets minimum rates of excise Low Sales & distribution Both
duty on mineral oils, including petrol and (affects the total cost of
diesel running a vehicle)
Non- Various Development of ISO 9000 standards. Medium Manufacturing
mandated Removal of standards other than health,
standards safety, consumer protection and
environment as barriers to trade except
where previous legislation exists and
attempts to converge standards allow
rationalization of manufacturing processes
and promote competition (see sectoral
legistation). Testing and certification
bodies are to be brought up to EN45000
standards with a view to mutual
recognition of these bodies.
Financial 88/361/EEC; Insurance companies can set up branches Low Sales & distribution Both
services 90/619/EEC and offer services in any MS under single
(8.11.90). licence. There are provisions to encourage
92/96/EEC further competition in the life assurance
(10.11.92); and pensions market.
88/357/EEC
(22.6.88)
90/232/EEC
(14.5.90)
Exchange controls have been abolished Production
and by the end of 1992 Spain, Ireland and
Portugal removed their existing controls.
Harmonization of car insurance
requirements.
EMU Treaty on Treaty on European Union sets a date of | | High Sales & distribution, Both
European January 1999 for the introduction of a manufacturing
Union single currency. (tack of adoption has
high (negative) effect
and the industry has
reacted to the uncertainty
by spreading plants
around Europe)
Competition Articles85/86 Article 85 of Treaty of Rome prohibits High Sales & distribution Both
policy 123/85 agreements between firms which distort, (probably affected final
prevent or restrict competition. prices to consumers)
Exemptions for the automotive sector.
Joint ventures are subject to supervision.
Merger Control Regulation (1990) )
prohibits mergers which create or reinforce
a dominant position. State aid granted
illegally can be challenged retroactively by
the Commission and may have to be
repaid. Car distribution has a block
exemption from Articles 85 and 86.
State aids Articles 92, 93 Ensures that removal of barriers to trade is | Medium Finance & sales, Both
and 94 not negated by Member States protecting distribution
their industries through unjustified
subsidies or other forms of support which
distort fair competition.
Company law | Fourth and Common standards for the presentation of | Low Finance Both
Seventh company reports and accounts. Ability to
Company Law set up European Economic Interest Groups
Directives. for ancillary activities. Proposals to impose
2137/85 restrictions on take-over and other general
(21.7.85) bid procedures and to provide for the

COM(91) 174/1
and 11

creation of a European Company.
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Title Measure Description Influence Focus Cars
(initial or CVs
view)
Intellectual 91/250/EEC; Number of copyright directives in specific | Medium RD&D and suppliers Both
property 89/104/EEC,; areas such as software which harmonize (profits affected because
40/94 national laws. Prohibition of the release for parts market opening up
(20.12.93) free circulation of counterfeit goods. to increased competition)
Future changes in the procedures for
patenting and trade mark protection (trade
mark regulation already adopted;
regulation on patents to come at an
unspecified time) will reduce the costs of
protecting intellectual property.
Introduction of a Community trade mark
applicable throughout the Community.
Manufacturers of cars have recently not
been provided with the copyright over the
whole car and its spare parts (French court
case against [talian parts copiers).
Telecomm- 90/387/EEC Harmonized international codes and Low Manufacturing and Both
unications (28.6.90); emergency numbers. Harmonized suppliers
92/44/EEC frequency bands for mobile phones.
(5.6.92); Increased competition through opening up
91/396/EEC national networks.
(29.7.91);
92/264/EEC
(11.5.92)
Frontier Regulation Use of Single Administrative Document High Sales and distribution Both
controls (EEC) No and subsequently the abolition of border
3648/91; controls.
Regulation
(EEC) No
717/91
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APPENDIX D

Fiscal regime

There has been some success in achieving VAT convergence. The Commission has now
achieved its interim solution and whilst there is no full approximation, the spread of VAT
rates has been reduced. In 1987 rates for cars varied between 38% (Italy) to 6% (Greece). All
rates have now converged to the 15-25% range. However, we heard doubts expressed as to
whether the proposed definitive VAT arrangement would occur by 1 January 1997, as
scheduled.

Differences in car acquisition taxes are a more important factor in continuing international
price discrepancies as well as differences in car ownership. These differences are shown in the
tables below.

Differences in classification for the purposes of taxation have a significant effect on the
segmentation of the car market.

Differences in tax treatment of company cars means that the market is distorted towards
demand for larger segments and more highly specified cars (i.e. with additional features such
as powered sunroofs).
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Table D.1. VAT on new cars in EU Member States, 1987 and 1994

Country 1987 % 1994 %
Austria - 20.0
Belgium 25.0 20.5
up to 3 litres or 116 kW 33.0 20.5'
over 3 litres or 116 kW 22.0 25.0
Denmark - 22.0
Finland 28.0° 18.6°
France 14.0 15.0
Germany 6.0 18.0°
Greece 23.0 21.0
Ireland 18.0 19.0
Italy 18.0 19.0
up to 2 litres, petrol 38.0 19.0
up to 2.5 litres, diesel 38.0 19.0
over 2 litres, petrol 12.0 15.0
over 2.5 litres, diesel 20.0 17.5
Luxembourg 16.0 16.0
Netherlands 33.0 15.0
Portugal - 25.0
Spain 15.0 17.5
Sweden
UK 15.0 17.5

Source: EIU, The New Car Market in Furope, 1995.

! A standard 19.5% VAT was introduced in April 1992 and increased to 20.5% on 1 January 1994.

? Reduced from 33.3% in September 1987.

3 Reduced to this level in April 1992, after having fallen to 25% in 1989 and 22% in 1990.
4 Increased to this level (which is the standard rate of VAT in Greece) in August 1992.
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Table D.2. Taxes on acquisition
Country VAT Sales tax Registration
(%) Passenger cars Commercial vehicles charge
Belgium 20.5 based on cctage none BFR 2.500
Denmark 25 105% up to DKR 24400 95% DKR 1,000
180% on the remainder
taxable value=price inc. VAT
Germany 15 none none DM 54
Spain 16 12% none PTA 8,650
France 18.6 none none FF 88-160 & parafiscal
charge
Greece 18 new car: 10-75% new vehicle: 0-30% 8-16%
Ireland 21 <2.5 litres: 23.2% 13.3% for LCV; otherwise
>2.5 litres: 29.5% £40-100
Italy 19 >21 HP (petrol}) transfer taxes New: LIT 230,000
or 24 HP (diesel) Used: LIT 210,000
LIT 5-12 million
(abolished 31.12.94)
Luxembourg 15 none none LFR 1,128
Netherlands 17.5 petrol car: 45.2%-HFL 3,394 none 22-93.25 HFL
diesel car: 45.2%-HFL 1,278
Portugal 16 based on cc e.g. 1801: ESC none ESC 5,000
1,327,776
UK 17.5 none none
Austria 20 based on fuel consumption 7— none
14%
Finland 22 100% none
Sweden 25 excise tax based on pollution excise tax
Source: ACEA.
Table D.3. Taxes on ownership
Country Sales tax Registration
Passenger cars Commercial vehicles charge
Belgium based on cctsupplement deadweight number of private km
Denmark weight weight car value
Germany cc total weight purchase price
pollution. noise category
Spain HP weight acquisition cost
France cctagetdistrict cctage+district -
Greece DR 15,000-50,000 DR 12.5/kg + parafiscal -
charge. unladen weight
[reland cc payload purchase price
Italy cc+diesel, methane or LPG surtaxes | unladen weight
Luxembourg cc deadweight and fuel -
Netherlands deadweight, province, fuel weight and operating zone list price
Portugal cctage laden weight, HP none
UK UK £135 weight purchase price+cc+age
Austria HP weight, axles, fuel -
Finland weight -
Sweden weight -

Source: ACEA.
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Table D.4. Taxes on motoring
Country Excise duties on fuels (excl. VAT) in ECU/ 1,000litre Tax on the
Leaded Unleaded Diesel LPG insurance premium

(%)

Belgium 497 427 298 27

Denmark 416 387 290 177 50 (< 6 tonnes)

25 (> 6 tonnes)

Germany 566 513 324 12

Spain 386 355 257

France 587 547 328 35

Greece 402 351 243 19.6

Ireland 377 345 297

Italy 512 458 339 13.5

Luxembourg 410 357 255 55 4

Netherlands 588 524 316 8

Portugal 478 442 315

UK 460 399 399

Austria 350 259

Finland 467 285

Sweden 438 265

Source: ACEA.
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APPENDIX E
Drivers for change in the European automotive industry

The European automotive industry is, of course, not just composed of European-owned
manufacturers. Neither is it confined to the European market. Hence, many of the drivers

noted below are global in character — indeed globalization is one of the most important
features of the industry.

E.1. Globalization

E.1.1. Interpenetration of markets

Since the early 1970s Japanese exports of complete vehicles to North America and Europe
have constituted the major trade flows. Lesser trade flows consisted of flows from Europe to
North America, Africa and South America; and Japan to South-East Asia. More recently this
pattern has begun to change in the light of Japanese FDI, rising domestic production costs in
Japan, the arrival of new players and the impact of Japanese transplants in Europe and the US.
Thus, today, trade flows from Japan to North America are reducing, and those to Europe are
static under the general agreement to limit exports until 1999. Growth in exports to Europe
and North America is evident from Korea. European manufacturers are winning back some of
the loss of market share endured in North America. Exports from the US, including those of
the domestic manufacturers and those of Japanese transplants, are beginning to make an
impact in Europe. Some Japanese transplant production is shipped back to Japan, while small
inroads have been made by importers into Japan. Korea remains a closed market. At the
European national level, domestic ‘national champions’ are effectively losing dominant
market share and seeking to compensate by exports to other countries.

Summary: Europeans face even more competitive markets, especially within Europe itself.

E.1.2. Spatial extension of production

Most notable here has been the Japanese transplants in North America and Europe. Growth in
transplant capacity is slowing down, especially in North America. New Japanese capacity in
Europe will be c. 2 million units by the year 2000. Still the most globally organized companies
remain GM and Ford.

There is growth in European capacity in the ‘EU periphery’ (i.e. Portugal, southern Italy,
Burneston), former East Germany, etc. and also growth just outside Europe, for example, Fiat
in Poland. Growth is much less in traditional industry heartlands, though reinvestment is
occurring (Jaguar, Ford Dagenham, Renault Flins) and few closures have been announced.

There is a new trend to local production by European companies in North America. For
example, Mercedes and BMW have new plants there. This may be the start of reversing the
trend for Europeans to exit the North American market.

There is little European production capacity in South-East Asia, but growth is expected in
China — exports to or production in China is difficult to predict because of the political
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dimension, sudden shifts in policy can and do occur. There is a perceived danger of protection
in these markets, particularly in China.

There is a trend for developing countries to purchase production line processes. For example,
parts of the production line for Rover’s Montego car have been sold to India.

Summary: FDI flows reflect the need to develop a broadly-based portfolio of production
locations.

E.1.3. Pan-national alliances

Production alliances are a feature of the industry, as are various marketing or ‘badge
engineering’ agreements, e.g. the Ford Terrano is actually a Nissan vehicle. Alliances in
general can be seen as a means of virtual integration or partial integration — achieving the
benefits of scale without the costs of integration. The failure of the Renault-Volvo merger is
indicative of the political difficulties in rationalization of the European industry.

At a global scale there is an emerging ‘clustering’ of companies around a few leaders, i.e.:

GM Opel, Vauxhall, Isuzu, Saab

Ford Mazda, Kia, Jaguar, Aston Martin, IVECO
Toyota Hino, etc. in Keiretsu

Nissan Nissan Diesel, etc.

Vw Seat, Audi, Skoda (but quite European in focus)

Mitsubishi ~ Proton (Malaysia), links with Mercedes, Nedcar
These may be short-term moves to experiment in different markets or product lines.

Summary: Some European firms (Renault, PSA, Volvo, Fiat) appear largely outside the major
groupings, and are potentially vulnerable.

E.2. Global currency movements

The inexorable rise of the Yen has pushed up the market prices for Japanese cars, and is an
important element both in further attempts at efficiency improvement within Japan, and in
globalization of production.

Equally, the strength of the German Mark is undoubtedly a factor in the long-term movement
of productive capital out of Germany.

Summary: Currency movements are a vital factor in long-term competitiveness. They underpin
and support globalization of production and sourcing.

E.3. Overcapacity

Capacity is a moving target, in that available capacity may increase without new plant
investment as a result of improvements in productivity within existing plant. Capacity is also
relative to demand. The extent to which capacity of specific models or types of vehicle can be
changed is also of importance. In the USA, for example, Ford and GM are busy converting
plant which made large saloons into plant to make pick-up trucks. This takes time and money.
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In Europe there appears to be an overall surplus of capacity of around 20% relative to average
demand — though in practice this is common.

US industry has typically been very cyclical, with assembly capacity structured so as to
maximize output at the top of the cycle — there is nothing worse for a manufacturer to have
demand for the product and be unable to supply it. Japanese industry, until the recent
downturn, did not show similar cyclical swings, so capacity could be developed to more
accurately match demand. Additionally, leading assemblers such as Toyota can access capacity
at sister companies (Toyota has always produced more vehicles than apparent capacity).

Europe faces an emerging overcapacity in small sports cars, 4 wheel drive vehicles, standard
saloons and Espace-type people carriers. Much new capacity has been added in Europe
(mainly with subsidies), but relatively little taken away; this cannot continue.

Summary: New capacity offers state-of-the-art productivity — but somewhere the system has to
give. Traditional European producers and locations are most at risk.

E.4. Market conditions

E.4.1. Demand in Europe

As noted above, capacity is relative to demand. In Europe demand has stagnated since
1991/92, and unusually appears to have done so broadly across all markets at the same time —
an ominous portent for European industry which could previously offset declines in one
national market with growth in another.

European demand for either cars or trucks is mature and is unlikely to experience significant
upward growth. Even if overall economic conditions improve, Europe cannot absorb any more
cars, and increasingly measures are being introduced at all governmental levels which will
restrict car usage.

European market share in Europe (including US companies) is under threat from the Japanese
(unrestricted access after 1999) and the Koreans (no restrictions).

Summary: More competitive sales environment.

E.4.2. North America

North America is a vital market for European built high value cars (Volvo, Mercedes, BMW,
Jaguar, Porsche, Ferrari, Rolls Royce, etc.). However, European firms suffered a catastrophic
fall in sales over the period 1986-93. There has been some recovery since then, but Japanese
firms have taken a strong hold over the luxury car segment, epitomized by the Lexus LS400.

North America can take over 50% of the sales of the above companies, and of the output of
more specialized products, such as the new MGF (Rover Group). It is not surprising therefore
that US safety and emissions standards have been a bigger driver than European standards for
these companies (e.g. high level brake lights).

Summary: Some recovery, but Europe needs to succeed in the USA.
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Summary: Chronic lack of profitability increases pressure on weaker firms in all parts of the
industry.

E.4.3. Japan and South-East Asia

European firms have a very small share in these markets, which are either almost closed
(South Korea), non-existent (Myanmar) or dominated by Japanese products (Malaysia,
Thailand, Australia, Taiwan, etc.). There are often high growth markets in smaller developing
countries. There is a long-term weakness for European industry in this region, especially in the
market in Japan itself. Some recent progress has been made here, but from a very low base.

E.4.4. Others

Growth of sales in Eastern Europe has been disappointing; change will happen a lot more
slowly than some optimists first suggested. South America has consistently failed to live up to
expectations, but new growth in sales is occurring in the key markets of Brazil and Argentina,
where European firms (Fiat, VW) are reasonably placed.

Summary: European firms need to find new markets outside Europe, but it is going to be
difficult.

E.5. Low returns

In 1993 GM recorded the biggest corporate loss in history. Long-term profit trends in the
industry show low returns, getting even lower, with highly cyclical swings. GM strategy is
now to make as much in the good times as possible, in order to see through the next
downsizing.

In Europe, in the last 30 years only BMW has been consistently profitable. Others have been
consistently unprofitable, or of marginal profitability. This is a major long-term structural
problem, as profits are needed to develop new models, etc. Cash is frequently raised on
financial markets.

Some companies are better placed. Volvo has assets following its strategy of selling non-core
businesses; BMW has substantial cash reserves. Individual or family ownership is still
important in the cases of Fiat (Agnelli), BMW (Quant), PSA (Peugeot), and Porsche (Piech).
The French state still controls Renault, although this could be privatized in due course. Low
returns are endemic, from component suppliers to dealers — again the implication is that in the
long run something has to give. What happens to profits is equally important. Japanese firms
have low levels of profit, but most is reinvested rather than paid out to shareholders.

E.6. Standards and governmental regulation

E.6.1. Europe

Meeting EU safety and emissions standards is a prerequisite, but harmonization should lower
costs. European legislation is slow; national measures (e.g. incentives to introduce catalysts)
prior to European harmonization were allowed, but national measures can fall foul of
European measures. Europe tends to lag behind the USA on regulation issues, so in this sense
EU regulation is less of a driver.
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However, standards are set to rise in terms of emissions, having gone through Euro-1 and
Euro-2. This is expensive, but at least predictable for manufacturers. However, it means

engines (which typically are kept in production for much longer than bodies) are more liable to
be rendered obsolete.

Note that harmonization of standards is much less complete in the commercial vehicle
industry. Partly this is a reflection of the fragmentation of demand, with many customized
applications built onto volume produced chassis. Basic terms, such as allowed total weight,
height and width, vary across national markets.

Summary: Regulation of product and process (CFCs, hydro-soluble paints, landfill) dominates
the design process.

E.6.2. USA

The picture in the USA is somewhat confusing. Essentially, California has led the way on
emissions, but the Big 3 are fighting hard for alternative standards to be adopted elsewhere.
Some states want to follow California.

Safety and fuel economy (CAFE) are monitored by the national government. If European
manufacturers intend to sell into North America, they have to adopt US standards. US air bags
are bigger than in Europe: GM fits them in its European cars, Ford does not.

Truck regulations in the USA are again different to those in Europe, as are those in Japan.
However, the European truck industry has a strong ownership presence in the North American
market. Very different standards between these two markets may act to the detriment of
European producers.

Summary: A lead in regulation has been established in California under increasing pressure,
but manufacturers cannot assume the overall direction of regulation will change — ultimately
radically new technologies will have to be introduced.

E.7. Trade

Established and emerging economic regions dominate the global structure — EU, NAFTA,
Mercusor, etc. Notwithstanding the efforts of GATT/WTO, there is a concern to be within
each region with the production facilities in order to access the markets.

Friction over trade, especially the surplus enjoyed by Japan with the EU and North America, is
source of continuing political disagreement. Japan has sourced more components from North
America and Europe to balance trade flows, but the net impact to date is still small.

Future trade disputes are likely to focus on Korea and, potentially, Japanese exports via North
America. Growth in production in Eastern Europe may also be a problem (e.g. with Koreans
entering).

E.8. Design

Many of the issues confronting vehicle manufacturers are distilled in vehicle design. European
performance in terms of design time is below global best practice, as is design for manufacture
and extent of supplier involvement.
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Vehicle designers are using fewer platforms, more carry over parts, etc. in an effort to reduce
design time and amortize costs over longer production runs while providing product
differentiation (VAG are to use just four platforms for their entire group range). Europe
continues to have strengths in the innovative character of design and the ability to style
vehicles more effectively; the Twingo is a good recent example. Europe is less competitive in
terms of the design process.

E.9. Production organization and processes

Europe continues to improve production organization and processes, but debate still continues
over the wider social context within which production takes place. The difference between
wages paid to staff and total labour costs can be large (e.g. Germany, Sweden) where social
costs are high.

E.9.1. Assembly

Japanese transplants have achieved remarkable production performances, e.g. in hours to build
a vehicle; in time to reach full production after introducing a new model; and in output in
vehicles per employee. This has been partly through radical changes in work organization,
teamworking, elimination of demarcations, etc.; especially in the UK, European industry is
catching up. Elsewhere in Europe shift patterns, holidays, working time, etc., all vary widely —
in many instances working time is less than in Japan or the USA.

Many of the European plants (including Ford and GM) are long-established, with poor layout
and access. Newer plants (e.g. Fiat at Melfi) are much more competitive.

Summary: European plants must continue to improve productivity.

E.9.2. Supply chain management

As part of the total costs calculus for production, assemblers have sought to squeeze the
supply base — in some cases pushing through absolute reductions in piece price (VW). Supply
chain management is a vital part of competitive performance for manufacturers. Use of quality
performance systems lacks integration (though harmonization of standards is occurring) and
represents an added cost for suppliers and also a management cost for assemblers, which, in
the medium term, it would be useful to do without. Few European assemblers have global
purchasing capability (essentially GM and Ford, plus new Japanese transplants), or even well
developed purchasing capability across Europe (e.g. Sogedac/PSA still buys largely in France
and Spain).

Europe cannot simply copy Japanese practice in this area, especially with regard to logistics
and JIT. Newer plants tend to have some key suppliers alongside, but note that this is not the
case with Toyota at Burneston. European suppliers also underperform global best practice
productivity and quality, but have a good record on innovation. Many have won business with
Japanese transplants.

Summary: Fragmentation of assemblers is reflected in the supply base; performance is still
below global best practice.
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E.10. Government research initiatives and technology change

These can be national (e.g. UK-based IMI Programme) or pan-European (e.g. Prometheus,
Drive, Eureka). Of particular importance is EUCAR, an umbrella grouping to co-ordinate the
long-term technological development of the industry. These initiatives provide a mechanism to
bring in suppliers and assemblers, reduce risk, share cost, and provide a clear direction for
change. Similar major programmes are underway in the USA (USCAR, which excludes non-
US firms) and Japan. Major concerns are: new vehicle design concepts and use concepts;
innovative drivetrain technologies, e.g. fuel cells, gas-turbine hybrids, advanced batteries,
innovative body materials; advanced telematics and vehicle navigation systems; and advanced
urban traffic management systems.

More applications of electronics sensor and actuator technology are likely. Technological
advances in other areas are important, too — especially telecoms/EDI which has a direct impact
on the vehicle design process (networked CAD/CAM), purchasing (EDI) and vehicle sales and
distribution (EDI).

Summary: The industry faces radical technological change and, therefore, high uncertainty and
risk.

E.11. Environmental and other transport systems

Thus far, regulation has been very narrow. There are specific controls over processes or
process materials (CFCs, water-based paints, consumption of energy or water) or over specific
attributes of vehicles (occupant safety in a head-on impact; exhaust emissions). Regulation has
also been slow and cautious (except Sweden, which is generally ahead of Europe on safety).
More recent concerns are over landfill and the vehicle scrapping process. But a more deeply
embedded environmental approach (which seems inevitable) will demand a more holistic
attitude of looking at the costs of the entire life-cycle of vehicles — which will have a profound
impact on materials, powertrain and vehicle longevity.

At a local level, many measures are being enacted which restrict vehicle use or make it more
expensive, e.g. city centre bans, higher parking costs, road pricing, etc. This leads to questions
on the need for transport at all, and secondly on the mode of transport. Light rail and other
alternatives are being adopted more widely, cycling is being promoted, etc.

Summary: Vehicles may become less of a necessity, more of a leisure activity. Assemblers
must be more sensitive to environmental concerns generally.

E.12. Demographics

Many European countries have ageing population profiles. In North America GM is crippled
by health care costs. Overall, social costs are likely to rise, and will have to be carried by
vehicle assemblers. Recruitment could become more of a problem, especially on the shop
floor.

Car buyers are also ageing: the average new GM car buyer in the USA is almost retired! This
impacts on vehicle design. Alternative forms of ‘ownership’ may have to be developed (e.g.
Mercedes pool leasing scheme). Vehicles are likely to become more expensive in relative
terms. European marketing costs are very high already, and some brands appear poorly placed
to cope with radical changes in the market or the product.
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APPENDIX F

Case studies
We have offered to carry out five case studies — Volvo, Nissan, Fiat, Renault and Daewoo.

F.1. Volvo

This company was chosen because it manufactures both automobiles and commercial vehicles.
Also, as Sweden is a new EU member, it represents a new entrant into the market.

F.2. Nissan

Nissan is a Japanese manufacturer of both automobiles and commercial vehicles. It has a
Spanish plant producing commercial vehicles. It set up production facilities in Europe in the
mid-1980s, just before the single market programme. It would therefore be interesting to
assess its reasons for doing this. It has successfully implemented some of the lean production
techniques common to the industry in Japan.

F.3. Fiat

Fiat is an Italian producer of automobiles and commercial vehicles, traditionally having a very
high share of its domestic market — more so than Renault or Peugeot/Citroén. Fiat has been
under great pressure as a result of single market initiatives.

F.4. Renault

Renault is the third largest European assembler (after GM and Ford). It is interesting because
of its high levels of sales outside its domestic French market and its developed relationships
with suppliers. It has been active in seeking lower cost production bases, notably in the
Americas.

F.5. Daewoo

Daewoo is a recent Korean entrant into the European marketplace. It has developed some very
innovative distribution arrangements. It also offers the opportunity for us to review a recent
foreign direct investment into Eastern Europe.
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APPENDIX G

New registrations of passenger cars in Western Europe by
manufacturer, 1989-94

(in units)

1989 1990 1991 1992 1993 1994

Opel/GM Europe 1,471,991 1,497,408 1,551,738 1,611,406 1.415,552 1,475,042
Ford 1.561,261 1,508,866 1,591,919 1,505,183 1,292,490 1,391,439
Renault 1,388.459 1,298,166 1,344,526 1,426,993 1,186,898 1,296,674
Volkswagen 1,349,556 1,370,643 1,444,023 1,561,852 1,209,699 1,212,061
Fiat 1,475,977 1,367,302 1,251,047 1,192,057 894,177 1,015,583
Peugeot 1,050.629 1.075,853 1,014,357 991,174 835.899 914,808
Citroén 643,959 628,776 607,797 645,486 551,108 605.883
Mercedes-Benz 423,423 425,021 450,503 408,789 350,940 416,355
Nissan 404,105 393,927 451,773 449,908 408,648 403,335
BMW 375,564 360,581 411,780 440,502 365,303 386,370
Rover 393.049 361,764 325,440 306,835 328,832 354,529
Toyota 344,661 352,416 357,053 335,791 312,618 314,073
Audi 358,279 356,828 393,873 411,920 305,599 310,036
Seat 303.508 306,946 321,430 329,084 259,389 295,280
Volvo 265,103 232,087 198,259 200,232 171,551 199,743
Mazda 237,029 275,306 283,387 267,430 191,109 176,536
Honda 136,121 159,380 170,998 175,457 160,537 167,386
Lancia 293,942 299,215 270,697 228.487 163,284 162,720
Mitsubishi 163,846 172,876 ‘191,674 162,051 137,886 121,380
Alfa Romeo 217,269 204,405 188,977 164,275 113,723 100,083
Hyundai 16,750 18,274 40,776 83,024 85,257 85,411
Suzuki 93,214 105,513 1 10,863 117,455 99,518 78913
Chrysler 31,315 35,778 40,776 41,911 53,878 60,788
Skoda 32,036 24,821 47,774 51,293 51,232 56,717
Saab 65.979 57,190 52,030 50,535 42,27} 51,626
Lada 114,072 98,300 111,057 99,260 52,062 40,428
Land Rover 20,326 30,987 28,869 29.352 35,040 39,364
Subaru 50,852 50.930 54,663 52,158 40,977 371,757
Daihatsu 41.321 40,322 53,689 45,879 33,613 24,312
Others 129,032 123,550 134.540 119.351 86,786 96,600
Total 13,452,628 13,233,431 13,496,288 | 13,505.130 | 11,235,876 11,891,232
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APPENDIX H

Market share information

Table H.1. Market share information — volumes (%)

1989 1990 1991 1992 1993 1994
Opel/GM Europe 10.9 1.3 1.5 11.9 12.6 12.4
Ford 11.6 11.4 11.8 1.1 11.5 11.7
Renault 10.3 9.8 10.0 10.6 10.6 10.9
Volkswagen 10.0 10.4 10.7 11.6 10.8 10.2
Fiat 11.0 10.3 93 838 8.0 8.5
Peugeot 7.8 8.1 7.5 7.3 7.4 7.7
Citroén 4.8 48 4.5 4.8 49 5.1
Mercedes-Benz 3.1 32 33 3.0 3.1 35
Nissan 3.0 30 33 33 3.6 34
BMW 2.8 27 3.1 33 33 32
Rover 29 27 2.4 23 29 3.0
Toyota 2.6 2.7 2.6 25 2.8 2.6
Audi 27 27 29 3.1 2.7 26
Seat 23 23 24 2.4 23 25
Volvo 20 1.8 1.5 1.5 1.5 1.7
Mazda 1.8 2.1 2.1 2.0 1.7 1.5
Honda 1.0 1.2 13 1.3 14 14
Lancia 22 23 2.0 1.7 1.5 1.4
Mitsubishi 1.2 1.3 1.4 1.2 1.2 1.0
Alfa Romeo 1.6 1.5 1.4 1.2 1.0 0.8
Hyundai 0.1 0.1 0.3 0.6 0.8 0.7
Suzuki 0.7 0.8 0.8 0.9 0.9 0.7
Chrysler 0.2 03 03 03 0.5 0.5
Skoda 0.2 0.2 0.4 04 0.5 0.5
Saab 0.5 0.4 0.4 0.4 0.4 0.4
Lada 0.8 0.7 0.8 0.7 0.5 03
Land Rover 0.2 0.2 0.2 02 03 03
Subaru 0.4 0.4 0.4 0.4 0.4 0.3
Daihatsu 0.3 03 0.4 03 03 0.2
Others 1.0 0.9 1.0 0.9 038 0.8
Total 100.0 100.0 100.0 100.0 100.0 100.0

Source: Economist Intelligence Unit 1995.




Appendix H: Market share information 185
H.2. World market share by manufacturer HQ, passenger cars, 198293
1982 | 1983 | 1984 | 1985 | 1986 | 1987 | 1988 | 1989 | 1990 | 1991 | 1992 | 1993
Europe | 37.14 | 35.54 | 33.20 | 32.84 | 33.67 | 35.25 | 34.83 | 34.29 | 33.71 | 34.02 | 34.16 | 31.30
America | 33.69 | 36.04 | 38.89 | 38.13 | 36.94 | 33.35| 33.11 | 31.09 | 28.75 | 27.54 | 27.43 | 30.24
Japan 26.17 | 25.69 | 24.88 | 25.74 | 25.47 | 2627 | 26.61 | 29.45 | 32.01 { 32.49 | 31.89 | 30.83
Korea 040 | 042 | 052| 083 137 237| 246 247| 276 333| 382| 474
Others 260 232 251) 247] 254 277 299 271} 277| 263] 270| 290
Source: Ward’s 1994. Table 23 p26.
H.3.  World market share (%) by marque and group, passenger cars, 1984-93
1984 1985 | 1986 | 1987 | 1988 | 1989 | 1996 | 1991 1992 1993
Alfa 0.65 0.54 0.55 0.58 0.62 0.61 0.57 0.55 0.45 0.37
Audi 1.14 1.10 1.06 1.22 1.16 111 1.17 1.29 1.36 1.07
BMW 1.40 1.39 1.33 1.37 1.35 1.40 1.40 1.54 1.67 1.59
Citroén 1.59 1.58 1.60 1.95 2.00 2.02 1.95 1.99 1.96 1.88
Fiat 3.81 3.65 3.96 4.14 4.27 4.29 3.9 3.90 3.77 3.48
Jaguar 0.10 0.11 0.12 0.14 0.13 0.13 0.11 0.07 0.06 0.08
Lancia 0.62 0.66 0.68 0.77 0.75 0.81 0.80 0.63 0.53 0.51
Mercedes 1.67 1.72 1.81 1.81 1.68 1.59 1.58 1.63 1.50 1.40
Peugeot 3.17 2.98 3.12 3.25 3.40 3.40 3.53 3.30 3.37 3.11
Renault 5.00 4.62 4.55 4.73 4.43 4.54 4.19 4.49 4.83 4.54
Rover 1.32 1.46 1.24 1.42 1.35 1.29 1.26 111 1.06 1.21
Saab 0.33 0.35 0.38 0.40 0.34 0.29 0.24 0.23 0.24 0.20
Seat 0.65 0.63 0.63 0.76 0.85 0.90 0.88 0.94 0.92 0.78
Volvo 1.23 1.27 1.24 1.29 1.42 1.42 1.25 0.98 0.84 0.96
vw 5.41 5.94 6.67 6.37 6.15 6.20 6.37 6.66 6.86 6.20
Others 1.88 1.81 1.73 2.05 2.15 1.52 1.71 1.94 1.84 1.43
European 33.20 | 32.84 | 33.67 | 3525 | 34.83 | 3429 | 3371 | 34.02 | 3416 | 3130
EU 2999 | 29.77 | 30.67 | 3226 | 3204 | 31.52 | 31.02 | 3144 | 3136 | 28.80
American 38.89 | 3813 | 3694 | 3335 | 33.11 | 31.09 | 2675 | 27.54 | 2743 | 30.24
Japanese 2488 | 2574 | 2547 | 2627 | 2661 | 2945 | 3201 | 3249 | 31.89 | 3083
Korean 0.52 0.83 1.37 2.37 2.46 247 2.76 3.33 3.82 4.74
Fiat Group 5.08 4.86 5.19 5.49 5.65 5.72 5.38 5.25 4.85 4.37
PSA Group | 4.77 4.56 4.71 5.19 5.40 5.42 5.48 5.29 5.32 4.97
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1984 1985 1986 1987 1988 1989 1990 1991 1992 1993
VAG 7.20 7.67 8.36 8.36 8.16 8.21 8.42 8.90 9.14 8.06
EU-7
average 4.28 4.25 4.38 4.61 4.58 4.50 4.43 4.49 4.48 4.11
EU-12
average 2.50 2.48 2.56 2.69 2.67 2.62 2.58 2.62 2.61 2.40
Idealized 7 4.50 5.00 4.00
Idealized 12 2.50 3.00 2.50

Source: Ward’s 1994, p. 70.

Notes: European total includes Skoda and Lada.

Changes in ownership over the time period.
EU-7 average = PSA+VAG+Renault+Fiat Group+BMW+Mercedes+Rover.
EU-12 average = Peugeot+Citroén+Renault+VW+Audi+Fiat+Lancia+Alfa Romeo+Mercedes+tBM W+Rover+Seat

Table H.4. Domestic sales as a proportion (%) of total global passenger car sales,
1984-93

1984 1985 1986 | 1987 1988 1989 | 1990 1991 1992 1993
Fiat (Gp) 65.04 | 6597 | 6329 | 6429 | 6532 | 6506 | 6224 | 5821 | 59.89 | 56.75
PSA 40.04 | 41.98 | 39.00 | 40.52 | 39.53 | 3790 | 37.99 | 3583 | 33.62 | 30.52
VAG 30.64 | 27.88 | 2923 | 3122 | 2852 | 2687 | 2648 | 3490 | 3452 | 3298
Renault 3570 | 3436 | 39.72 | 4055 | 4092 | 4005 | 41.53 | 3375 | 3594 | 34.46
Average4 | 42.00 | 42.00 | 42.00 | 44.00 | 43.00 | 42.00 | 41.00 | 40.00 | 40.00 | 38.00
Alfa 60.15 | 6537 | 60.76 | 60.06 | 64.23 | 64.55 | 62.16 | 5827 | 66.51 | 64.70
Audi 4130 | 37.05 | 4273 | 51.63 | 4563 | 3923 | 3887 | 4892 | 4800 [ 47.05
Citroén 46.10 | 4486 | 41.88 | 4041 | 3748 | 37.14 | 37.19 | 33.77 | 3332 | 3129
BMW 3731 | 32.52 | 3333 | 3261 | 37.69 | 3764 | 37.08 | 42.15 | 40.87 | 37.90
Fiat 6431 | 63.86 | 61.96 | 6248 | 63.05 | 6248 | 59.68 | 5473 | 56.26 | 52.77
Lancia 7466 | 7797 | 778 | 7727 | 79.16 | 79.10 | 7475 | 75.09 | 76.89 | 77.43
Mercedes 4574 | 49.57 | 5028 | 47.72 | 4736 | 44.89 | 44.97 | 50.09 | 47.90 | 46.42
Peugeot 37.00 | 4045 | 37.53 | 4059 | 4074 | 3835 | 3843 | 3675 | 33.79 | 30.06
Rover 7748 | 7039 | 7181 | 63.60 | 69.68 | 66.70 | 60.53 | 57.75 | 56.72 | 58.57
Saab 29.02 | 24.00 | 23.16 | 2252 | 2247 | 2490 | 2197 | 2203 | 1642 | 18.50
Seat 4147 | 3212 | 3699 | 4036 | 36.14 | 3469 | 3031 [ 2684 | 29.61 | 29.79
VW 3176 | 2891 | 29.60 | 30.55 | 2855 | 2750 | 28.02 | 33.13 | 33.17 | 31.87
Volvo 16.66 | 18.01 | 1565 | 1680 | 1482 | 12.87 | 1033 | 10.81 | 1194 | 10.25
Average 12 | 49.40 | 48.00 | 48.60 | 48.80 | 49.10 | 47.60 | 46.00 | 4580 | 56.50 | 45.10
Idealized 50.00 45.00

Source: Ward's 1994. Compiled from various tables.
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Table H.5S. EU sales as a proportion (%) of total sales, 1984-93

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993
Fiat (Gp) 90.86 | 89.94 | 89.98 | 9246 | 9327 | 9323 | 91.97 | 89.80 | 89.47 | 83.19
PSA 76.52 | 80.21 | 80.22 | 82.87 | 83.67 | 8243 | 81.24 | 8294 | 8349 | 8046
VAG 56.62 55.28 54.90 60.70 61.25 62.11 60.88 63.71 65.84 62.67
Renault 70.86 74.57 78.74 80.82 81.51 82.15 82.00 81.81 80.00 75.53
Average 4 73.72 | 7500 | 7596 | 7921 | 79.93 | 79.98 | 79.02 | 79.57 | 79.69 | 75.46
Alfa 85.95 | 8791 | 8736 | 91.04 | 92.88 | 9222 [ 92.06 | 9238 | 93.10 | 93.16
Audi 66.26 62.80 67.19 76.49 80.07 79.60 75.25 77.47 76.90 80.70
Citroén 93.04 91.40 90.93 85.36 84.05 84.42 84.45 82.77 89.87 85.22
BMW 64.52 59.09 60.75 58.85 67.07 68.75 65.20 70.25 69.65 65.40
Fiat 90.95 89.32 89.42 91.94 92.70 92.62 90.96 87.86 87.75 80.05
Lancia 95.53 95.00 95.35 96.35 96.83 97.17 96.78 97.44 97.20 96.94
Mercedes 60.69 66.14 66.78 66.64 68.49 69.48 68.63 73.28 72.75 70.30
Peugeot 68.22 | 7427 | 74.74 | 81.38 | 8345 | 8126 | 79.46 | 83.04 | 79.79 | 77.61
Rover 97.50 89.44 98.02 87.14 93.02 87.42 83.30 98.13 88.65 88.54
Saab 2232 19.12 21.68 21.32 24.49 30.37 35.24 35.04 38.04 38.14
Seat 73.46 69.86 81.95 92.80 88.76 90.53 92.04 93.70 97.36 94.89
Vw 52.57 52.35 50.40 53.83 53.91 54.85 53.93 56.79 59.40 55.48
Volvo 63.66 64.73 64.87 62.02 53.11 51.40 50.55 56.71 65.95 53.30
Average 7 79.31 73.52 75.62 75.64 78.32 77.93 80.53 79.99 78.56 75.15
Idealized 75.00 80.00 75.00
Ford 31.19 29.13 30.83 33.64 3137 33.61 35.77 40.52 37.89 3242
GM 15.57 15.95 16.83 20.51 20.61 23.58 2493 28.12 29.06 25.26
Nissan 12.17 12.37 14.76 14.48 15.19 13.93 13.58 15.97 17.05 17.89
Toyota 6.69 7.41 8.61 8.61 7.68 7.06 6.88 7.63 7.21 7.68
Japanese 10.61 10.51 12.29 12.25 11.58 10.41 10.37 11.72 11.42 11.28

Source: Ward's 1994, various tables.
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Table H.6.  Shares of the EU market (%), passenger cars, 1984-93

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993

Alfa 1.85 1.59 1.53 1.57 1.74 1.67 1.58 1.44 1.20 1.07
Audi 2.50 2.30 2.26 277 2.78 2.61 2.66 2.85 297 2.73

BMW 298 2.74 2.57 2.38 271 2.83 2.75 3.08 3.30 3.28
Citroén 4.89 4.83 4.61 4.92 5.03 5.04 4.97 4.69 4.98 5.01

Fiat 11.43 10.91 11.23 11.28 11.87 11.72 10.94 9.75 9.37 8.80
Lancia 1.95 2.10 2.06 2.20 2.17 2.34 2.40 2.23 1.73 1.62
Mercedes 3.36 3.81 3.83 3.58 3.44 3.26 3.27 3.40 3.09 3.11

Peugeot 7.15 7.39 7.40 7.83 8.51 8.14 8.45 7.79 7.61 7.62
Renault 11.91 11.51 11.38 11.34 10.81 11.01 10.36 10.44 10.95 10.84
Rover 4.25 4.35 3.87 3.67 3.75 3.32 3.18 2.82 2.87 3.38
Saab 0.25 0.22 0.26 0.25 0.25 0.26 0.26 0.23 0.26 0.24
Seat 1.57 1.47 1.64 2.10 2.26 2.40 2.45 2.51 2.54 2.35
Vw 9.39 10.39 10.68 10.17 9.93 10.03 10.36 10.78 11.55 10.87
Volvo 1.65 1.63 1.65 1.50 1.45 1.45 1.36 1.15 1.15 1.17

Total EUR 67.17 67.57 67.29 67.59 68.56 67.86 66.65 64.96 65.61 63.64

Average 7 9.59 9.65 9.61 9.65 9.79 9.69 9.52 9.28 9.37 9.09
Average 12 5.59 5.63 5.60 5.63 5.71 5.65 5.54 5.41 5.46 5.30

Ford 13.05 12.10 11.81 12.16 11.53 11.90 11.71 12.06 11.30 11.60
GM 10.95 11.22 10.87 10.57 10.44 10.93 11.34 11.63 11.90 12.63
Total US 24.01 23.32 22.68 22.72 22.03 22.96 23.21 23.92 23.45 24.62
Nissan 2.60 2.62 2.72 2.62 2.64 2.84 2.64 3.00 3.07 3.36
Toyota 1.83 2.07 2.30 2.18 2.04 1.97 2.17 223 2.12 2.42

Total Japan 8.72 9.04 9.93 9.54 9.23 9.04 10.02 10.82 10.31 10.99

Korean 0.10 0.07 0.10 0.15 0.17 0.14 0.13 0.29 0.63 0.75
Fiat Gp 15.24 14.59 14.82 15.05 15.78 15.72 14.92 13.42 12.30 11.49
PSA 12.05 12.22 12.00 12.76 13.54 13.18 13.42 12.48 12.60 12.63
VAG 13.47 14.17 14.58 15.04 14.96 15.03 15.47 16.12 17.06 15.96
Idealized 12.00 12.00

Source: Ward’s 1994, p. 72.
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Table H.7. Domestic market share (%), passenger cars, 1984-93
1984 1985 1986 1987 1988 1989 1990 1991 1992 1993

Alfa 7.33 6.47 6.14 5.91 6.51 6.09 5.55 4.87 4.55 4.21
Audi 6.01 5.47 533 7.23 6.67 5.58 5.51 5.43 5.70 5.32
BMW 6.66 6.06 5.22 5.11 6.43 6.74 6.27 5.58 6.22 6.34
Citroén 12.75 12.84 11.65 12.48 11.99 12.01 11.56 11.81 11.06 11.38
Fiat 45.70 42.79 44.76 43.72 43.76 41.18 37.26 32.56 31.90 32.69
Lancia 8.61 9.47 9.60 10.07 9.64 991 9.61 9.22 7.26 7.29
Mercedes 9.76 11.50 10.71 9.93 10.04 9.17 8.60 7.02 6.52 8.85
Peugeot 20.39 21.82 20.42 20.93 22.18 20.82 21.59 21.30 19.30 18.29
Renault 31.01 28.75 31.54 3048 28.98 29.09 27.69 26.60 29.45 30.61
Rover 17.84 17.90 15.80 14.99 15.01 13.57 14.01 14.40 13.51 13.38
Saab 12.81 10.20 10.84 9.56 7.93 8.38 8.50 9.64 9.01 10.08
Seat 16.29 11.64 11.86 11.41 10.41 9.88 10.00 10.20 9.96 10.57
Vw 21.89 23.11 23.28 22.33 22.18 21.86 20.04 18.97 20.69 20.83
Volvo 27.04 27.04 23.93 22.94 21.85 21.63 20.70 20.13 23.23 26.57
Fiat Gp 61.64 58.73 60.51 59.69 59.90 57.18 52.42 46.65 43.71 44.19
PSA 33.13 34.66 32.07 3342 34.17 32.83 33.14 33.11 30.37 29.67
VAG 28.12 28.76 28.81 29.92 29.39 28.28 26.97 26.69 28.71 28.01
Source: Ward’s 1994, various tables.
Note: Alfa, Lancia, Fiat, Fiat Group domestic market = ltaly.
Peugeot, Citroén, PSA Group, Renault domestic market = France.
Seat domestic market = Spain.
VW, Audi, VAG domestic market = Germany.

Table H.8.  Size of markets, passenger cars, major areas (millions), 1984-93

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993

EU 9.23 9.57 10.54 11.27 11.84 12.31 12.19 12.54 12.60 10.63
Western
Europe 10.18 10.64 11.64 12.40 12.97 13.46 13.23 13.49 13.50 11.43
North
America 11.50 12.34 12.65 11.40 11.83 11.03 10.53 9.41 9.45 9.65
Japan 3.09 3.10 3.14 3.27 3.71 4.40 5.10 4.86 4.95 4.19
World total 30.51 32.00 33.34 33.42 35.47 36.31 36.78 35.68 35.74 33.68

Source: Ward’s 1994, various tables.
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Table H.9.  Size of markets, passenger cars (%), 1984-93
1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 |
EU 3027 | 2993 | 3151 | 3373 | 3338 | 33.90 | 33.14 | 35.16 | 3527 | 3165
Western ‘
Europe 33.39 | 3326 | 3493 | 37.11 | 36.64 | 37.08 | 3597 | 37.82 | 37.79 | 33.99
North
America 3771 | 3860 | 37.95 | 34.12 | 3339 | 3040 | 2864 | 2645 | 2646 | 28.68
Japan 10.15 9.70 9.44 9.80 1048 | 12.13 | 13.87 | 13.64 | 1246 | 1247
World total 100.00 100.00 | 100.00 100.00 | 100.00 | 100.00 100.00 100.00 | 100.00 100.00
Table H.10. Multi-domestic sales as % of total global sales, PSA, 1984-93
1984 1985 1986 1987 1988 1989 1990 1991 1992 1993
France 40.04 41.98 39.00 40.52 39.53 37.90 37.99 35.83 33.62 30.52
Spain 7.09 7.22 6.90 8.74 10.22 10.30 8.94 8.67 10.69 9.00
UK 6.54 6.95 7.70 8.48 10.11 | 10.43 9.16 8.75 9.91 13.26
Total 53.67 56.15 53.60 57.74 59.86 56.09 56.09 53.45 54.22 52.88
Source: Ward’s 1994, various tables.
Table H.11. Multi-domestic sales as % of total global sales, Renault, 1984-93
1984 1985 1986 1987 1988 1989 1990 1991 1992 1993
France 35.70 3436 39.72 40.55 40.92 40.05 41.53 33.75 35.94 34.46
Spain 9.60 1143 | 1116 | 12.75 | 1318 | 13.21 10.76 | 1049 | 10.18 7.92
Belgium 2.00 2.32 2.24 2.26 2.29 2.67 3.20 2.61 2.65 2.81
Total 4730 | 4811 | 53.12 | 5556 | 56.02 | 5593 | 5549 | 4685 | 48.77 | 45.19

Source: Ward’s 1994, various tables.
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Table H.12. Multi-domestic market share (%), PSA, 1984-93
1984 1985 1986 1987 1988 1989 1990 1991 1992 1993
France 33.13 | 3466 | 3207 | 3342 | 3417 | 3283 | 33.14 | 33.11 | 3037 | 29.67
Spain 20.48 1896 | 16.53 16.81 1867 | 1770 | 1847 | 2076 | 20.24
UK 5.52 5.67 6.12 5.77 5.88 6.00 6.23 6.05 5.74 5.21
Source: Ward’s 1994, various tables.
Table H.13. Multi-domestic market share (%), Renault, 1984-93
1984 1985 1986 1987 1988 1989 1990 1991 1992 1993
France 31.01 28.75 31.54 30.48 29.98 29.09 27.64 26.60 29.45 30.61
Spain 29.10 | 3042 | 2582 | 2237 | 1977 | 1003 | 1687 | 18.02 | 17.93 16.27
Belgium 8.25 9.05 8.32 8.53 843 10.01 10.38 9.06 9.81 11.45
Source: Ward's 1994, various tables.
Table H.14. Multi-domestic sales % of total global sales, Ford, 1984-93
1984 1985 1986 1987 1988 1989 1990 1991 1992 1993
Germany 7.60 6.41 7.38 7.39 6.47 6.54 7.50 11.42 9.73 7.91
UK 1260 | 1220 | 12.81 1424 | 13.41 1396 | 12.71 10.33 9.40 10.01
Spain 1.92 1.90 2.35 3.35 3.25 3.66 3.55 3.26 3.67 2.80
Belgium 0.91 0.84 0.89 0.99 0.98 1.03 1.04 1.16 1.16 0.93
Total 23.03 | 2135 | 2343 | 2597 | 2411 | 2519 | 2480 | 26.17 | 2396 | 21.65

Source: Ward's 1994, various tables.
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Table H.15. Multi-domestic sales % of total global sales, GM, 1984-93

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993
Germany 5.99 5.46 6.21 7.82 7.17 8.01 9.46 13.81 12.75 10.04
UK 4.35 4.50 4.19 4.66 5.06 6.13 5.82 4.79 5.15 5.71
Spain 0.68 0.93 1.33 2.24 2.58 2.81 2.41 2.04 2.36 1.93
Belgium 0.67 0.71 0.70 0.82 0.84 0.86 1.06 1.03 0.96 0.78
Total 11.69 11.60 12.43 15.65 17.81 18.17 21.60 21.22 18.46
Source: Ward’s 1994, various tables.

Table H.16. Multi-domestic market share (%), Ford, 1984-93

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993
Germany 1227 | 1072} 1050 | 1032 10.04 | 10.07 9.85| 1027 9.31 9.45
UK 2783 | 26.51| 2738 | 2881 | 2635| 2645 2525 | 2424| 2217 2146
Spain 14.75 13.60 14.41 15.11 13.32 13.92 14.43 13.74 14.09 14.75
Belgium 944 | 1287 1167 1137 1175 1L16| 1235| 116l 10.66 | 11.07
Source: Ward’s 1994, various tables.

Table H.17. Multi-domestic market share (%), GM, 1984-93

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993
Germany 16.28 15.46 14.89 15.59 15.32 16.14 17.25 17.27 16.75 16.74
UK 16.71 16.56 15.11 13.45 13.70 15.21 16.08 15.62 16.70 17.09
Spain 8.75 11.23 13.80 | 1445 14.79 14.02 13.63 11.97 12.44 13.84
Belgium 11.82 | 1287 | 1167 | 1137 | 11.75 | 1116 | 1235 | 1161 10.66 | 11.07

Source: Ward’s 1994, various tables.
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APPENDIX I

Market share equalization

Figure 1.1 shows how market shares are affected by barriers to entry:

(a) State A is affected by various barriers to entry. Consumers in State A, as in State B,
assess the value and quality of competing manufacturers’ product.

(b) However, consumers in State A have their assessment distorted by the fact that the
selection of product on offer and the price and information available about this product
are distorted by the barriers to entry.

(¢) In State B, the market share of each manufacturer acts as a true guide of the relative
merits of each manufacturer’s product, since consumers were able to make a fair and un-
distorted choice.

(d) The removal of these distortions in State A is expected to result in the market shares for
manufacturers in State A and State B to tend towards each other.

The removal of barriers to trade means that consumers can decide which product to buy based
on the same market conditions as everywhere else in Europe. As a result of this, the market
shares in individual Member States should tend towards each other. In addition, analysis of
imports and exports between EU Member States over time can illustrate whether the EU is
becoming a single market.
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Figure I.1. The impact of barriers to entry on manufacturers’ market share
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APPENDIX J
The Elzinga—Hogarty analysis

The Elzinga-Hogarty test'® considers the extent to which sales in a region originate from
outside that region or where the production from a region is exported. The extent to which
sales in a region originate outside the region provides some indication as to the degree to
which consumers are able to switch demand from local to non-local suppliers. This type of
observation is useful in deciding whether domestic markets face significant competition from
foreign suppliers.

Elzinga and Hogarty specify two criteria: ‘little in from outside’ (LIFO), meaning that imports
into the region are small; and °‘little out from inside’ (LOFI), meaning that exports from the
region are small. If either of these tests are failed, then there is a presumption towards
including both regions in the same market. However, the Elzinga—Hogarty test is conservative
in the sense that it determines the narrowest extent of the relevant market.

The data is organized in three steps:

(a) in the two areas under consideration, calculate the total sales of the firms under
consideration (or in many cases, total production);

(b) in each area, calculate the total exports;

(c) calculate exports from each area excluding those exported to the other area under
consideration.

The LIFO component of the definition reflects conditions on the buyers’ side of the market,
and can be expressed as follows:

Production minus Exports
Consumption

where consumption is production minus exports plus imports.

The LOFI component of the definition reflects conditions on the sellers’ side of the market,
and can be expressed as follows:

Production minus Exports
Production

The data required for this test, therefore, are:

(a) total production of automotive vehicles by Member State;

(b) total exports from each Member State (volume);

(c) details of which EU Member States are exported to and what the volume of exports to
each of these states is.

% Elzinga. K. and Hogarty. T., ‘The problem of Geographic Market Definition in Antimerger Suits’, Antitrust Bulletin,

1973.
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APPENDIX K

Component supplier case studies

K.1. Tyres and the single market

K.1.2. Introduction

As part of our analysis of the effects of the single market programme on the automotive sector,
we agreed to carry out three case studies on the effects of the type approval measures on the
components supply sector. The following is the output of the first of these case studies,
covering the supply of tyres.

Council Directive 92/23/EEC of 31 March 1992 on tyres for motor vehicles and trailers
concerns the technical requirements for the construction and testing of tyres and the fitting of
tyres to the vehicle. We have interviewed some of the major tyre manufacturers in Europe to
assess how important this directive has been to their business in terms of administration,
production costs and their European outlook. The companies interviewed were:

(a) Japanese tyre manufacturer with European presence;
(b) large European manufacturer No 1;

(c) UK tyre manufacturer;

(d) large European tyre manufacturer No 2.

The questions asked to each of these manufacturers covered:

(a) the cost of developing fewer variants of tyres across Europe;

(b) the production process changes (if any) as a result of this harmonization;

(c) the administrative cost savings as a result of not having to obtain type approval in
separate countries;

(d) any further restrictions which are still apparent in this area, which the Commission
should be aware of.

We have also spoken to the Commission to gain their opinion on the effect of type approval
harmonization for tyres. This has helped to ensure that the case study results reported below
are balanced with company interests countered by EC beliefs.

K.1.2. Summary

(a) The overall feeling is that the companies interviewed have been becoming more
‘European’ for at least the last ten years. This has greatly reduced the possible impact of
the implementation of the Directive for tyre type approval.

(b) United Nations Economic Commission for Europe (UNECE) regulations have been in
place for at least ten years. Adoption of these meant that the impact of the EEC Directive
has been weakened further, since there is very little difference in the UN and EU
regulations. Harmonization of type approval has already happened.

(¢) The companies do feel that there has been a general easing in the trade processes and
administration as a result of the SMP. This has led to a reduction in the requirements for
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(d)

(e)

®

(2)

stock centres spread across Europe as trade and ‘just-in-time’ supply is more easy.
However, production processes of the tyre manufacturers have not significantly changed.
There do appear to be slight problems in the interpretation of the Directive by the
different Member States. This has led, in some countries, to an increase in the
paperwork required and a deterioration in the logistics of trade between the Member
States.

Other directives regarding the environmental impact of tyres have been felt to have had a
significant impact on the way the tyre manufacturers operate. Directives regarding
emissions from the production process and on-road efficiency of tyres are noted as
having had an effect on the companies.

Competition in Europe has been felt to have increased through the entry (via takeover)
of Japanese companies with new manufacturing techniques and equipment. The
adoption of these techniques by European companies has been a gradual process.

The European Commission also felt that the tyre industry of Europe would not be greatly
affected by the single market. The tyre companies were already treating Europe as a
single market prior to the implementation of the programme, utilizing UN ECE
regulations for type approval.

We present the results of our survey for each of the tyre manufacturers.

Japanese manufacturer with European presence

(2)

(b)

(c)

(d)

There was a general feeling that even though the rules determining type approval across
Europe have been harmonized, there are still problems caused by the interpretation of
Member States legislative bodies of these rules resulting in an increase in paperwork
necessary to gain type approval in some cases.

One example of the problems caused by legislative differences is the French decision of
January 1995 regarding the definition of category of tyre. Strict interpretation of this rule
requires tyres of the same size, trade mark, manufacturer and tyre type to be fitted to the
same axle of vehicles. Even if the same tyre is available from a different manufacturer, it
cannot be fitted to that axle. The interpretation of this ruling in such a strict sense leads
to increased paperwork and slower trade. Other legislation is not as strict regarding the
manufacturer of the tyre; as long as the same specification of tyre is fitted, there is no
problem. ’

The main drivers for change in the specifications required of their tyres are the truck and
car manufacturers. The manufacturers are continually looking for new ways to increase
their performance which has led to a proliferation of types and sizes of tyre, e.g. through
demand for increased load index of the tyres and higher speed capability. Another EU
directive has been instrumental in the changes in requirements from the manufacturers —
requirement of 4m maximum height of intercontinental trucks — which resulted in the
demand for smaller tyres to help increase/maintain the loads available on
intercontinental trucks.

Other EU directives which have had an effect on the tyre manufacturers are the
environmental emissions directives which have led to increased demand for more
efficient tyres to increase kilometres per gallon.
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Large European manufacturer No 1

(a) This company views itself as the market leader in tyre production in Europe.

(b) They produce a standard/uniform product at plants across the EU and the rest of the
world and did so well before the implementation of the single market programme.

(c) For these reasons, they do not feel that the EU directives have had a great deal of effect
on their business, viewing themselves more as the standard-setter with international
coverage little affected by the Directive for type approval.

(d) There has been a slight increase in the degree of paperwork in some areas of their
business, but they did not specify where and how.

(¢) The company feels that their production has been affected by some EU directives
regarding the environment and emissions from the production process; particularly by
the strict application of emission standards in the UK.

(f) They feel that there has been little effect on the volume of their trade across Member
States since it has a wide presence already established. However, they do feel that cross-
border access has improved as a result of single market implementation.

UK tyre manufacturer

(a) This company harmonized its type approval for car and truck tyres across Europe in the
mid-1980s. They had followed the regulations established by the UNECE setting a
standard for marking and testing tyres which the EEC directive did not change.

(b) Given this, the effects of the EEC Directive were regarded as minimal. The only area
which did change was the testing and marking for motorcycle tyres — a one-off cost to
change the engraving for the moulds.

(¢) With regard to administrative changes as a result of the EEC Directive, the volume car
and truck tyre production has not been affected. Well before the Directive, all ECE
countries which complied with the International Standards Organization standard for
tyre testing and specifications required just one application for approval to sell their tyre
‘literally anywhere’.

(d) The single restriction which this company regarded as a hindrance to trade and harmful
to the consumer was the definition of category of tyre — Annex 2, 2.1 of the UNECE
Tyre Regulation. The company feels this should refer to the type of tyre only and not the
manufacturer or trade mark.

Large European manufacturer No 2

(a) This company has been developing its product on a Europe-wide basis for the past ten
years.

(b) Type approval for their tyres has traditionally been obtained in Italy and then the
specifications of tyre would be meted out to the different manufacturing centres.

(¢) The implementation of the single market programme has not resulted in any changes in
its production processes since it operated on a world-wide basis before and has not
changed this since.

(d) This company is not aware of any further restrictions in this area that it feels the
Commission should be aware of.

European Community opinion

(a) The European Community opinion is that the single market programme has had a
negligible impact on the costs faced by tyre companies in the type approval application
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process. This is largely because many companies already abided by the UN ECE
regulations to act as European competitors.

(b) Given the international outlook of the tyre companies, the impact of the single market on
the production processes were also felt to have been minimal. Increased globalization of
competition has led to tyre companies trying to find as many ways as possible to cut
costs in the production process. These moves to cost cutting have been affected by the
single market to a small extent but are mainly because of moves to become global
competitors.

(c) It is felt that there will be a reduction in the number of European competitors in the next
downturn in the market. The Commission feels that there will be a need for
rationalization as competition increases even more over the next few years.

(d) One future potential problem in the EU market for tyres is that as competition increases,
the margins available to the tyre companies are likely to decrease. Many tyre companies
are already looking at niche markets for their products — geographic or product markets
— such as their home markets or the ‘green’ tyre. The Commission is concerned that
these companies could come to dominate these niche markets and abuse their position to
generate excess profits.

K.2. Automotive lighting systems and the single market

K.2.1. Introduction

The effects of the single market programme on the automotive sector were also examined with
respect to the supply of automotive lighting systems. Lighting systems were one of the areas
highlighted in the Ludvigsen (1988) study (along with windscreens and emissions), in which
practical standardization had not yet been achieved. However, lighting systems legislation has
been increasingly standardized (and updated for technological progress) across the EU since
1976. We interviewed a number of lighting systems manufacturers in Europe, to assess how
important the programme has been to their business. The companies interviewed were:

(a) large French-owned lighting system manufacturer; (D
(b) large German-owned lighting system manufacturer; 2)
(c) large UK lighting system manufacturer for commercial

vehicles and coachbuilder; (3)
(d) large UK lighting system manufacturer. ’ 4)

The questions each of these manufacturers were asked covered:

(a) the reduction in the variance of lighting systems within models over the past ten years;

(b) the cost reductions associated with such reductions in variance;

(c) the ways in which the single market programme influenced these reductions in variation
(e.g. via type approval, legislation and/or the increasingly competitive single market
environment created);

(d) the largest remaining causes of variance in lighting systems (to highlight areas where
futher legislation may be necessary or desirable).

K.2.2. Summary

(a) The overall feeling seemed to be that the companies interviewed have not been directly
affected by single market programme legislation, but rather indirectly, by an increasingly
competitive market environment (in which the programme played a part). Companies
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were unable to be specific about the ways in which the legislation reduced variation
(apart from removing the need for yellow headlights in France).

(b) The increasingly competitive market environment seems to have engendered different
responses from the customers of the lighting systems suppliers, depending on the sector
in which those customers operate. For lighting systems supplied to car assemblers, the
increased competition has led to a reduction in variants per car model, in order to reduce
what is perceived as costly and unnecessary variation. Alternatively, for lighting systems
supplied to commercial vehicles manufacturers and coachbuilders, the increased
competition has led to an increase in variation, in order to differentiate vehicles.
Previously the systems were more standardized, even between different producers.

(c¢) The differences in lighting systems caused by different hand drives (right hand/left hand)
continues to be an irritant and an obstacle to reducing variation. Additionally, models
offering options of wash/wipe systems for headlights are also seen as causing variation,
as are models with the option of load levelling systems. However, these latter causes of
variance should probably be seen as reflecting the competitive process, rather than
requiring legislation.

Large European lighting system manufacturer (for car assemblers) (1)

(a) Generally, the company had noticed a reduction in variation within models over the
previous ten years. The average number of variants was now down to four per model.
They did have one customer with 32 variants in its lighting systems for one model, but
this original equipment manufacturer (OEM) is now realizing that this is a costly
practice.

(b) The company was unable to give a figure for the cost reduction associated with reduced
variance.

(¢) They thought the single market programme had influenced the reductions in variance
that had occurred over the previous ten years, but only in the broad sense, as part of the
general competitive process. The only specific example of what they saw as a single
market programme generated reduction in variance was the removal of the need to
supply yellow headlight bulbs to France.

(d) They saw the largest remaining causes of variance in lighting systems as car models
which offered variants with/without wash/wipe systems for headlights, and variants
with/without load levelling systems, which required different lighting systems.

Large European lighting system manufacturer (for car assemblers) (2)

(a) This company said it had seen no real reductions in variance over the previous ten years,
arguing that the main cause of variation over these years, had been and still remained the
left hand/right hand drive imposed constraint.

(b) Not applicable.

(c) Not applicable.

(d) The main cause of variation, as indicated in (a) were left hand/right hand drive imposed
differences.

Large UK lighting system manufacturer (for commercial vehicles and coachbuilders) (3)

(a) The new model cycle of this firm’s customer base is greater than that of the car industry.
Nevertheless, they had acually noted an increase in the number of lighting systems they
were being asked to produce. This was due to styling becoming increasingly important
as customers sought an individual style. This was linked to the increasing importance of
controlling the aftermarket as competition squeezed margins on original equipment.
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Indeed the firm was finding it increasingly difficult to offer a standard lamp across its
customer base.

(b) The increase in variation was not seen as greatly affecting the costs to the firm, because
of the already low volume of production (relative to the car industry).

(c¢) The single market programme was seen as having influenced the increase in variation, to
the extent that it had opened up borders, reduced barriers and increased competition,
making styling more important and thus affecting variation.

(d) The greatest remaining causes of variance (apart from styling) for this firm, were new
technological developments, such as LEDs and gas discharge illumination.

Large UK lighting system manufacturer (4)

This manufacturer’s system for type approval works as follows (and has not been affected by
the single market programme):

(a) The standards are specified by the customer.

(b) The legal requirements for lighting concern the performance of the lighting and the
power of the signal.

(¢) Usually the type approval system specified is UNECE (Regulation 20). Sometimes
customers specify the EC or the US regulation (FM VSS 108). Other than these legal
requirements, the customer makes the specifications. One big difference between
lighting and tyres/exhausts is the much lower aftermarket demand, which means lighting
is much more customer led.

(d) The single market programme has not made any appreciable difference in procedures.
They also use the British Standards Institute and VDA.

K.3. Exhausts and the single market

The market for exhaust systems in Europe is a complex one. These items are bulky and
difficult to store, making international trade in such products unattractive. The basic
technology of exhaust manufacturing, involving roll forming, presswork and welding offers no
great difficulties or even particularly large investments.

Historically then, the European industry developed along fragmented and nationalistic lines.
Moreover, sourcing of exhausts varies widely: some vehicle assemblers will buy in a complete

system from one supplier, others will assemble exhausts themselves from supplied
components.

The degree of vertical integration in exhaust manufacture varies widely too, particularly at
individual plant level — a feature which complicated the Cardiff-Cambridge Benchmarking
study (Cardiff Business School) for example.

However, as a product, exhausts have changed quite considerably over the years. The most
important changes have been:

(a) greater proliferation of types per model range;
(b) meeting regulatory requirements.

With respect to the former point, proliferation of exhaust types has been driven by the
increasing variety within any one model family oftered by a vehicle assembler (in engine types
and drivetrain systems) which influences exhaust design. It should also be noted that
increasing variety gives a benefit to vehicle assemblers and their distribution systems in terms
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of competing with the independent aftermarket. It is indicative that front wheel drive Ford
Escorts have over 50 varieties of exhaust system.

In terms of regulatory performance, exhaust systems have been made more complex and costly
as a result of meeting emissions and noise level requirements; most obvious here is the
addition of catalysts. Additionally, the product has greater longevity, with an average
replacement time of 2-3 years rather than the 18 months that used to pertain — a key element
here is the greater use of coated steels. Greater longevity has a profound effect on the
aftermarket, both in terms of manufacturers supplying product and for the service centres
which undertake exhaust replacement work. In the period 1984-94 it is thought that the
replacement volume in the UK fell from 18 million transactions (i.e. exhausts or parts of
exhausts) to 10 million.

The most important influence on variant costs in exhaust production arises from vehicle
assembler strategy on platforms, model variants, and engine/transmission choices. In brief, this
has driven a rise in variant numbers rather than the economies of standardization which might
be expected from single market measures to harmonize standards, etc. The most important
market distortion arises out of the right hand/left hand drive issue. In essence exhaust systems
have to fit a package space which is determined mainly by the platform on which the car is
built — so moves to reduce the number of basic car platforms in Europe could increase
manufacturing scale at the exhaust suppliers.

The most recent estimates on market share and size come from the Economic Intelligence Unit
(EIU). They must be regarded strictly as estimates, because there are few agreements over
definitions, etc.

Table K.1. Western Europe exhaust sales (million units), 1988-92

Year Original equipment Replacement Total
1988 12.2 51.6 63.8
1989 13.7 53.0 66.7
1990 13.6 55.5 69.1
1991 13.2 58.4 71.6
1992 13.7 60.0 73.7
1993 11.8 61.6 73.4
1994 12.3 63.1 75.4
Source: E1U.,

It is thought that two companies hold a significant share of the market: Tenneco Walker (about
20%), and Bosal (about 15%). As the above table shows, the aftermarket is vital to companies
in the automotive exhaust business. Growth in sales can be expected in those markets which
are introducing more rigorous vehicle testing regimes (France, Greece, Spain), but these gains
may be offset by reductions in the stock of older vehicles following the introduction of
scrapping incentives.

The size of the market in value terms is equally difficult to estimate, but is thought to be in the
region of ECU 2.5 billion for the five leading EU markets.
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The leading players are:

Tenneco Walker. US-owned (Tenneco Automotive), world’s largest exhaust manufacturer.
Offers over 2,000 references for car models in Europe alone. Manufacturing facilities in
France (3 sites), Germany (3 sites including subsidiary) and UK (2 sites). Also plants in
Sweden, Denmark, Norway, Finland and Portugal. European HQ in the Netherlands. R&D in
Germany.

Bosal. Dutch company with range of interests in steel tubes, tow-bars, etc. Major R&D base
and HQ in Belgium. Also manufacturing plants in France, UK (2), Spain, the Netherlands, and
Denmark.

Arvin. US-owned. This company has, in recent years, sought to expand its presence on the
European aftermarket, mainly by acquisition of existing companies and joint ventures in
France, Germany and Italy, largely building from the strong UK base established over many
years.

ECIA. The dominant OE supplier in France is owned by PSA, which supplies virtually all
exhausts for this company. It even supplies Renault, and is thought to have about 25% of the
aftermarket in France and manufactures about 9 million systems per annum.

Cromodura. This is a subsidiary of Gilardini, which in turn is owned by Magneti Marelli, and
in turn owned by Fiat. It is the largest OE and aftermarket supplier in Italy with two very large
plants.

Other exhaust suppliers in Europe include:

Eberspacher (Germany), leading challenger to Bosal and Tenneco;
Descam (Italy), subsidiary of ITT Industrie Riunti, aftermarket only;
Zara (Italy), aftermarket only;

Ansa Marmitte (Italy), high performance exhaust systems;

Fonos (Spain), major OE supplier, 35% of aftermarket in Spain;
Armstrong-Bosal (Spain), joint venture in Spain;

Inducar (Spain), small independent producer of partial systems in Spain;
Situbsa (Spain), 50% owned by Gilardini;

Gillet (Germany);

Roth Technic (Germany);

Leistriz (Germany);

Sebring (Germany), performance exhausts.
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APPENDIX L

Regression analysis

L.1. The model

The equation analysed took the following form:

Automotive employment; = oot B;Unit Sales; + B2 Average cost of labour; + 3 GDP; +
DUMMY1 + TREND + g;

Where:

i = the number of observations;

olp = the constant;

g; = the residual ‘noise’;

DUMMY 1 = takes the value zero for observations before 1993 and one afterwards;
TREND = intends to take out any trend factors unrelated to the other variables; and
B = the coefficients.

L.2. The variables chosen

We chose the variable ‘unit sales’ because it will reflect the demand for new automotive
product — unit sales and automotive employment should be positively correlated with each
other. We chose the variable ‘cost of labour’ because employment will be affected by this — as
cost of labour increases, employment is likely to fall. We chose GDP since this will reflect the
general health of the economy. The strength of the economy should be a determinant of
employment in the automotive industry — as GDP increases, so too should automotive
employment.

We have not considered productivity since this relates directly to the number of persons
employed and would create serious problems for the regression analysis. Imports were also not
included because they will be related directly to unit sales, creating problems of
multicolinearity."

L.3. The data and regression results

All the data are for the whole of the EU in aggregate, but only ten observations were available
from the different sources of data available (1985-94). The lack of consistent data from these
sources, limiting our analysis to only ten observations, are a severe constraint on the validity
of the analysis. The results presented below, therefore, are not intended as any ‘proof’ of a
relationship one way or another.

" Multicolinearity arises where variables on the right hand side of the equation to be modelled are correlated with each

other. This creates serious problems for the robustness of the model.
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Table L.1. Employment regression results using linear functional form

Variable Coefficient t-statistic?

Constant 1107.37 17.58
Lagged unit sales 6.54 1.10
Labour costs 0.03 1.27
GDP -3.76 -2.96
Dummy -48.22 -3.17
R’ 0.95

F-statistic* 25.99

Source: Emst & Young.

2 The t-statistic indicates the level of significance of the variable to the equation. If the t-statistic is greater than 1.96, we
can state wth 95% confidence that the variable is statistically significant.

3 R? indicates how much the variables are explaining employment. In this case, they are explaining 95% of the variation
in employment.

4 The F-statistic indicates whether all of the variables in the equation together are significant — they are statistically
significant explanators of employment. If the F-statistic is greater than the critical value — based on number of variables
and observations — then the explanatory variables are jointly significant.

Despite the fact that the F-statistic indicates that the variables are significant explanators of
employment, the results from this analysis are poor. Unit sales were found to have had no
impact on employment at all; ‘lagging’ this variable to see whether sales last year are more of
a determinant of employment this year did not improve the result. Labour costs were also
found to be statistically insignificant. Despite the fact that, as expected, the single market
programme appears to have had a negative impact on employment, GDP is also negatively
correlated with employment, against expectations. Despite the fact that the equation appears to
be telling us that the single market programme has had the expected result, it would be wrong

to draw any firm conclusions from any result based on data from only two observations for
1993 and 1994.

The strange result of a negative relationship between GDP and employment might have been
caused by multicolinearity (high correlation between explanatory variables) or omitted
variables creating serial correlation* (often a problem with time series analysis). We checked
for multicolinearity but found no significantly high correlation between the variables. More
data on a consistent basis are not available to avoid an omitted variable problem.

To get over the possible problem of serial correlation, the equation can be modelled using
differences. The results are presented in Table L.2.

Serial correlation is a common problem with time series regression. It occurs where the error terms are correlated when

they should be independent. The explanatory variables do not sufficiently explain the variable we are regressing,

resulting in inconsistent results. The explanatory variables are no longer the best estimators resuiting in an over-
. . . 2

optimistic R".
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Table L.2. Employment regression results using data in differences

Variable Coefficient t-statistic
Constant -0.20 -1.77
GDP 0.49 1.36
Dummy -0.03 -2.39
R? 0.72
F-statistic 7.67

Source: Ernst & Young.

The F-statistic is significant and the coefficient on GDP is the expected sign but is not
statistically significant. By calculating differences, we lose another observation, so a lack of
significance is not entirely surprising given that we have only nine observations to model. The
dummy for the single market programme implementation is once more negatively correlated
with employment — employment has fallen in 1993 and 1994. As these results are not entirely
satisfactory, we have also modelled the data in logarithmic form. The results of this are
presented in Table L.3.

Table L.3.  Employment regression results using data in logs

Variable Coefficient t-statistic
Constant 7.55 24.47
GDP -0.15 -2.19
Dummy -0.08 -6.02
R? 0.91
F-statistic 38.67

Source: Ernst & Young.

The F-statistic indicates that the variables are significant explanators of employment, but unit
sales and cost of labour were both insignificant so we did not use them in this model. Again,
although employment appears to have fallen as a result of the single market programme, the
result for GDP is confusing.

In summary, from our regression results, we believe that any strong conclusions regarding this
analysis and the impact of the single market programme on automotive employment would be
extremely dangerous. Extreme limitations in data, strange observed relationships between
variables and a lack of observations all cast doubt on the validity of the results. For example, it
seems clear that our data for EU GDP are weak, failing to pick up the fall in employment as a
result of the recent recession. This weakness will affect the observed relationship between the
single market programme and automotive employment.
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APPENDIX M

Strategic alliances

Figure M.1. Volkswagen - Audi Group: relationships with other companies
world-wide
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VAG:

(a) is taking over Skoda;

((s)) has taken over SEAT, which will make minicars for Suzuki;

©) has a joint venture (JV) with Ford in Argentina, called Autolatina (now ending);

(d) has a JV with Ford Europe in Portugal, called Autoeuropa, producing MPVs;

(e) has a JV with First Automotive Works in China to produce cars;

H has a JV with Shanghai Tractor & Auto Co. and the Chinese Government, called
Shanghai - VW, to produce cars and engines;

(g) has a JV with the Polish Government in Poland, called FSR, to produce delivery vans;

(h) has a JV with BAZ in the Czech Republic, called SPOL-SRO, to produce cars and
transmissions;

(1) is supplying Raba with light CV Kkits;
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€)) is supplied with assembled cars by Porsche in Germany;
(k) is assembling trucks for Toyota in Germany.

Figure M.2. Ford Group: relationships with other companies world-wide
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Ford:

(a) owns Jaguar Cars;

(b) owns 25% of Mazda;

(c) owns Ford Europe;

(d) hasalV with VAG, in Argentina, called Autolatina (now ending) producing cars;

(e) through Ford Europe, owns Aston Martin;

(f) through Ford Europe, has a JV with VAG in Portugal, called Autoeuropa, producing
MPVs;

(g) through Ford Europe, is supplied with 4 wheel drives by Nissan Europe (Spain);

(h) through Ford Europe, will produce cars for Mazda in the UK

(1)  through Ford Europe, has developed engines with Yamaha (sigma engine).
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Figure M.3. Fiat Group: relationships with other companies world-wide
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Fiat Group:

(a) owns Maserati, Alfa Romeo, Lancia, Ferrari, Fiat Iveco;

(b) controls component firms Magneti Morelli, Giardini, Teksid, Weber, Solex, Veglia

Borleti, Carello;
(c) has agreements with Renault and BMW on car recycling cooperation;

(d) has licensing agreements with car assemblers in Iran, the Philippines, Indonesia,

Zambia, Kenya, Algeria;

(¢) has a JV with PSA in Italy and northern France, called Sevel, to produce vans and

MPVs;

(f) through Fiat Iveco, has a JV with Mekong Corp. in Vietnam, to produce minibuses and

light trucks;

(g) through Fiat Iveco, has a partnership with Ashok Leyland in India, to produce trucks;

(h) through Fiat Iveco, has an agreement with Renault to produce common components for

trucks and CVs;

(i)  through Fiat Iveco, has licences with Nasco (Egypt) and Otoyel (Turkey) for industrial

vehicles and trucks.
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Figure M.4. Renault: relationships with other companies world-wide
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Renault:

(a) owns 70% of Setubel in Portugal, which produces Clios;

(b) hasalJV in India, with Ashok Leyland, to produce cars;

(¢c) has a minority ownership of a plant in Morocco producing cars and CVs;

(d) hasalV in South-East Asia, with Sanjong Aviation, to produce vans;

(e) has alJV with Matra, to produce MPVs (Espace);

(f)  has a majority ownership of a plant in Columbia, producing CVs;

(g) has JVs with Peugeot, France, to produce CVs, cars, engines, gearboxes, transmissions;
(h) has a technology agreement with Fiat, on car recycling;

(1) has engines and transmission made for it by Volvo;
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(j)  has licences with Dancia (Romania), Hong Yen (South-East Asia), Sanfo (Taiwan) and
Vietnam Motors.

Figure M.S. GM Group: relationships with other companies world-wide
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GM:

(a) has JVs with Toyota, to produce cars in the USA and Australia;

(b) owns 37% of Isuzu;

(c) owns GM Europe;

(d) through GM Europe, owns 50% of Saab;

(e) through GM Europe, has a JV with Isuzu, in the UK, called IBC, to produce vans and 4
wheel drives;

(f)  through GM Europe, has a JV with FSO in Poland, to produce cars.
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Figure M.6. Peugeot-Citroén (PSA Group): relationships with other companies
world-wide
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PSA:

(a) has JVs with Renault, in France, for cars, CVs, engines, gearboxes and transmissions;

(b) has a JV with Fiat in Italy and northern France, called Sevel, to produce vans and
MPVs;

(c) hasalVin Egypt, to produce cars;

(d) has a technology partnership with Sagem, for electric vehicles;

(e) has licences with PAL (India), Kasan (Turkey) and Sevel (Argentina) for cars and CVs.
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Figure M.7. Volvo Group: relationships with other companies world-wide
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Volvo:

(a) has a JV with Mitsubishi and the Dutch Government in the Netherlands, called NedCar,
to make cars;

(b) has aJV with Plaxton Coachbuilders, in Canada, called Prevost car, to produce buses;

(c) produce pressed parts for Saab;

(d) produce engines, transmissions and pressed parts for Renault.
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Figure M.8. Mercedes-Benz: relationships with other companies world-wide
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Mercedes-Benz:

(a) has aJV with the Tata Group, called Telco, to produce cars, CVs and engines;

(b) has alJV with UAZ, to produce cars and engines;

(c) has aJV with Swatch, to produce the Swatchmobile;

(d) has a 5% share of Ssangyong in South Korea, a licensing agreement for technology to
produce light CVs and a marketing agreement to market Ssangyong light CVs in
Europe;

(e) has a technology agreement with ZFVW in Germany, to develop, produce and market
steering systems;

(f) has agreed licences with partners in South Korea, Taiwan, Sri Lanka, India, South
Africa, the Philippines, Pakistan and New Zealand.
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Figure M.9. BMW Group: relationships with other companies world-wide
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BMW:

(a) owns Rover;

(b) supplies Rolls Royce with engines and various components;

(c) has technological cooperation agreements with Fiat and Renault on car recycling;
(d) through Rover, has licences with Bulgarian and Indian producers for cars;

(e) through Rover, is licensing technology (on cars).
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Figure M.10. Toyota Group: relationships with other companies world-wide
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Toyota:

(a) owns Toyota, UK;

(b) has JVs in Australia and USA, with GM, to produce cars;

(c) has trucks produced for it, by VAG, in Hoover Germany;

(d) has various JVs in licences with producers in South-East Asia.
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Figure M.11. Honda Group: relationships with other companies world-wide
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Honda:

(a) licenses its technology to Rover;
(b) owns Honda UK.

Figure M.12.  Nissan Group: relationships with other companies world-wide
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Nissan:

(a) owns Nissan Europe;

(b) through Nissan Europe (Iberia, Spain) produces 4 wheel drives for Ford;
(c) has various agreements with producers in South-East Asia.
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APPENDIX N

Sources of information

Networks

IMVP (MIT programme)

Permanent Group for the Study of the Automotive Industry and its Employees (GERPISA),
French-based international network

Academic experts

Jean-Jacques Chanaron (Coopers & Lybrand’s automotive expert, CNRS)

E. de Banville (CNRS)

Guiseppe Volpato (University of Venice)

Aldo Enrietti (University of Torino)

Ben Dankbaar (University of Maastricht)

Ulrich Jurgens (WZB, Berlin)

Y. Lung (University of Bordeaux)

G. Carillo (University of Madrid)

P. Cooke (Henley Management College)

Frank Den Hond (Vrije Universiteit)

Main published sources

Economist Intelligence Unit reports

Eurostat

European Commission’s Automotive Pricing Quarterlies

ACEA publications

CEPA publications

Boston Consulting Group’s Report on Automotive Components

Financial Times Reports

Industry bodies: Association of European Automotive Manufacturers (ACEA), Associazione
Nazionale Fra Industrie Automobilistiche (ANFIA), Comité des Constructeurs Frangais
d’ Automobiles (CCFA), Association of European Component Manufacturers (CLEPA),
Fédération des Industries des Equipments pour Véhicules (FIEV), Society of Motor
Manufacturers and Traders (SMMT), Verband der Automobilindustrie eV (VDA).

Note: The contractors are aware of some of the difficulties involved in interpreting data
sources, such as currency fluctuations, different definitions of production volumes,
different approaches to counting foreign assembly plants.
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APPENDIX O

Views from companies on market share changes

0.1. Mercedes-Benz

The introduction of the new E-class (with sales of 2.7 million cars, this was the most
successful Mercedes of all time) in 1984 had as an effect the rise of its domestic market share
(which peaked in 1985). The downward trend from 1985 to 1992 is due to the weak economy.
The rise of the market share from 1992 can be explained by the introduction of the new E-
class model. Between 1990 and 1993, Mercedes benefited from the new East German demand
which overcompensated for the falling sales in other countries. That is the reason why the
domestic sales of Mercedes as a proportion of total global sales peaked in 1991.

0.2. Peugeot and Citroén

The influences affecting the domestic market share and the proportion of global sales sold
nationally of both Peugeot and Citroén are caused by new model launches and the changes in
the national/international levels of competition.

Since 1990, the company has developed their sales due to the SMP. The PSA Group produce
more of all their makes in foreign countries (particularly in Europe) and have achieved higher
sales in Europe. This trend was stimulated by the fall of trade restrictions and the common
European legislation introduced by the SMP. Pricing policies have not been changed
significantly during the period.

It should be noted that since 1995, the devaluation of the Italian and Spanish currency had a
significant effect on sales in these countries.

0.2.1. Peugeot

Domestic market share

The relatively high domestic market share of Peugeot in 1985 and 1988 was mainly caused by
the introduction of new models. The 205 was introduced in 1983 and achieved a peak in sales
two years later. The introduction of the 405 in 1987 was an immediate success within one year
which caused the rise of Peugeot’s domestic market share. As far as the period from 1990 to
1993 is concerned, the high number of model launches from national and international
competitors constantly weakened Peugeot’s domestic market position.

Domestic sales as a proportion of total global sales

The reason why the national sales were relatively high compared to global sales of the PSA
Group in 1985 was that it acquired the French automobile company Talbot in the same year.
Talbot, whilst obtaining good sales in France, was quite unknown in other countries.

The downwards trend in Peugeot’s domestic sales relative to the global sales can be explained
by better sales in Europe and increased opportunities in South America and India.
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0.2.2. Citroén

In comparison with Peugeot, Citroén’s rising domestic market share was due to the
introduction of new models, e.g. the AX in 1986 and the ZX in 1991, which strengthened the
market position in 1987 and the following years to 1991. In fact, a potential falling domestic
market share of Citro&€n was compensated by the introduction of the ZX model.

Citroén’s increased global sales relative to national sales is explained by the same factors as
for Peugeot: increased sales in Europe and the conquering of new market shares in South
America and India.

0.3. BMW

The influences affecting the market position of BMW — national and international — were
especially caused by new model launches and the changes in the national/international levels
of competition. The sales of BMW do not depend significantly on relative market conditions
because of its high price segment. In addition, two thirds of all BMWSs are company cars.
Nowadays, BMW sells about one third of its cars in Germany, one third in other European
countries and the rest of its sales are non-European.

The SMP had positive as well as negative effects on BMW as restrictions decreased, but
bureaucracy increased. Nevertheless, the SMP is perceived as having a positive effect for
BMW. The pricing policy was not changed in the analysed period.

0.3.1. Domestic market share

As far as BMW’s domestic market share is concerned, it suffered in 1985 from Mercedes-
Benz having a big success with its new E-series that year. The downward trend between 1986
and 1991 was due to the expiring of the old BMW 3-series. The trend was turned around in
1991 through the introduction of the new 3-series.

0.3.2. Domestic sales as a proportion of total global sales

The increasing proportion of national sales between 1985 and 1991 was caused by sales
decreasing in the USA. This can be explained by the devaluation of the Dollar and other
restrictions like the luxury tax. Indeed, the highest American sales for BMW were in 1986.
The reunification of Germany influenced BMW in 1990, where bad international sales were
compensated by sales to former East Germany. From 1991 onwards, Japanese and American
sales went up and thus also BMW’s relative market share.
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APPENDIX P

Micro Compact Car (MCC) — a co-operative venture
between Mercedes-Benz and SMH ‘Swatch-Mobil’,
‘Smart Mobil’

In the beginning of 1994, a co-operative venture between Mercedes-Benz (51%) and
Schweizerische Gesellschaft fiir Mikroelektronik und Uhrenindustrie AG (SMH) (49%) was
announced to build an innovative, small and light vehicle designed especially for densely
populated urban areas, called the Micro Compact Car (MCC).

According to the annual report for 1994 of Mercedes-Benz, the MC Micro Compact Car AG
(MCAG), with headquarters in Biel, Switzerland, is responsible for carrying out this project.
The preparations for development and production are carried out in Renningen, Germany.
Production will be based in Hambach, France, near the German border. The first Smart cars
will be sold in 1999.

The decision to produce in Lorraine, France, was based on market policy considerations as
well as advantages in logistics and the anticipated production costs. The great flexibility in
organizing working time and the intemnationally competitive level of wages provide a solid
basis for attractive pricing for the MCC, especially in this price-sensitive sector. According to
MC AG, relatively cheap ground prices and the quick procedures of French construction
permissions, as well as significant subventions from the French Government influenced the
decision to produce in France. Among 37 potential production sites, Europol (an industrialized
region in France) was chosen as the best one. The conclusion of the Tariff Agreement,
apparently, did not seem to have been important.

Prior to the decision on the production site location, an aggressive public discussion (closely
followed by the newspapers) between the companies concerned and the government/union (IG
Metall) was held in Germany. The question was whether to produce in Germany or France.
Both companies, Mercedes-Benz and SMH, would prefer to produce in Germany, but only
under better, more efficient conditions for production. Naturally, Germany as the production
site was favoured by the government and the union as an opportunity to produce new jobs.
Negotiations and compromises towards the companies were nearly impossible.

In addition, the discussion between both parties (companies and German institutions) was held
during new tariff agreements (IG Metall). As these did not end very satisfactorily for the
companies, a decision was taken in favour of France.
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APPENDIX Q

Case study on Nissan

Q.1. Introduction

Nissan is Japan’s second largest manufacturer of motor vehicles and the fifth largest in the
world. It produces some three million vehicles per annum that are marketed in 170 countries.
In Europe, it offers direct employment to 16,000 people and has 4,300 dealers. Europe
represents approximately 28% of its total non-Japanese unit sales. It has two manufacturing
operations in Europe — in the UK and Spain. Two-thirds of its sales in Europe are sourced in
Europe.

Nissan’s European operations are summarized in the table below:

Table Q.1.  Overview of the company’s European structure

Name Activity
Nissan Europe NV, Amsterdam European Headquarters
Nissan Motor Parts Centre Responsible for Europe-wide distribution of parts and the development and
(Europe) BV, Amsterdam distribution of accessories. Holds over 114,000 parts and 500,000 registered
items.
Nissan Distribution Service Responsible for vehicle distribution across Europe, as well as vehicle storage, pre-
(Europe) BV, Amsterdam, delivery inspection, portside installation of parts and final delivery.

Barcelona, Tyneside

Nissan European Technology Based in Cranfield, Sunderland and Louvain-la-Neuve. UK activities include
Centres planning, design and development of vehicles produced in Europe, vehicle and
engine testing, and support to European manufacturing operations. The Belgium
centre focuses on homologation issues.

Nissan Design Europe GmbH Located close to Munich, NDE is involved in internal and external design of
future generation Nissan vehicles.

Nissan Motor Manufacturing (UK) | £1.25 billion investment in Sunderland in the UK. Production of Micra and
Ltd Primera.

Nissan Motor Iberica SA Largest of Nissan’s Spanish production plants. Centre for production of Terrano
11, Patrol, Serena, Vanette Cargo. An R&D department is also included.

Nissan Forklift Espafia Located in Noain, Spain, making forklifts for Europe and other markets.

Nissan Vehiculos Industriales Based in Avila, Spain. Responsible for the design, manufacture and sale of
commercial and industrial vehicles.

Nissan Motorsports Europe Based in Didcot, UK. Supports Nissan distribution and private Nissan customers
participating in motorsport activities in / around Europe.
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Nissan also owns its distributors in seven European countries (Germany, UK, France, Spain,
Italy, Netherlands and Switzerland).

Our case study was carried out during 1995/96 and involved high level interviews with the
vice-president for manufacturing, the vice-president of marketing and the director of business
development. Due to resource constraints within Nissan, we were unable to speak to other
senior managers. However, Nissan has been very co-operative and we believe we have gained
sufficient insight into the company to ascertain its views on the effects of the single market
programme and the future actions that are now required.

Nissan was chosen for a number of reasons:

(a) It first entered the European market in the 1960s, and during the 1980s has made major
investments in manufacturing facilities in the region. Its attitude to the EU in terms of
market entry and plant location are therefore very different from indigenous European
firms.

(b) It is a global player. Its attitude to Europe can therefore be compared with its strategies
towards North America.
(c) It pioneered the introduction of a number of new elements to the European automobile

industry, such as lean manufacturing techniques, simultaneous engineering and common
terms and conditions.

Q.2. Background to the company

Q.2.1 Nature of products

The table below shows a breakdown of the company’s product portfolio in Europe.

Table Q.2.  Retail sales of main models in Europe, 1993-95

Model 1995 ' 1994 1993
Micra 139,419 139,678 117,494
Primera* 92,622 103,676 103,065
Sunny*/Almera 86,756 95,077 110,661
Terrano 11 22,754 23,195 10,581
Serena 18,958 17,788 15,566
Total 360,509 379,427 357,367

Source: Nissan 1996 Fact Sheet.
* Includes Wagon.

Other models sold include the Patrol, Tirade, Sunny van, 200 SX, 300 ZX and 100 NX.
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Q.2.2. Geographic markets

Nissan’s entry into Europe started in the 1960s and it is important to understand the reasons
behind Nissan’s tactical decisions to sell into various markets over time, and its decisions to
set up plants to serve the more protected markets. Annex C provides an overview of the key
milestones in Europe for the company and the reasons for its entry into each market.

The table below shows a breakdown of sales and market shares in the 16 major markets of

Europe using registration figures.

Table Q.3.  Nissan’s vehicle registration figures and market shares in Europe, 1993-95
(16 major markets)

Type 1995 % change 1994 % change 1993 %
Passenger cars 370,717 3.1 390,179 33 397,688 35
Light commercial 69,389 5.4 68,510 5.7 72,355 6.4
vehicles
Total 440,106 33 458,689 3.5 470,043 3.8
Source: Nissan 1996 Fact Sheet.

Table Q.4. Nissan’s unit sales over time (financial years)
1995 % 1994 % 1993 % 1992 % 1991
change change change change
Global unit sales 2,699,774 0.32 | 2,691,168 | -4.33 | 2,812,880 | -3.91 2,927.305 1.53 2,883,094
of which Europe 460,222 -2.82 473,556 | -14.02 | 550,794 4.28 528,183 5.09 502,587
% represented 17 18 20 18 17
by Europe

Source: 1995 Annual Report.

Europe’s percentage of Nissan's global sales peaked in 1993 at 20% but has subsequently
declined to 17%. The table also shows the relative depth of the recession (in retail demand for
vehicles) in Europe between 1993 and 1994, with a 14% drop in sales in Europe compared
with a fall of only 4% globally.
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Table Q.5.  Nissan’s top five European markets, 1994-95

Country 1995 registrations | 1994 registrations | 1995 Market share | 1994 Market share
(%) (*6)
Germany 93,353 101,005 2.7 3.0
UK 97,084 96,772 4.5 4.6
Spain 49,040 53,241 4.8 5.0
Italy 52,000 50,983 29 2.9
France 35912 34,050 1.6 1.5

Source: 1996 Annual Report.

The largest proportions of European sales are in Germany and the UK. Nissan appears to have
a much larger market share in the countries in which it has manufacturing facilities — 4.6% in
the UK and 5% in Spain. It is interesting to note that neither of these countries have strong,
locally owned manufacturers.

Q.2.3. Number and location of plants

As already stated, Nissan has two manufacturing bases in Europe, one in the UK and the other
in Spain:

(a)

(b)

Nissan Motor Manufacturing (UK) Ltd is Nissan’s European production plant for
passenger cars. It makes the Micra and Primera models. Cumulative production
exceeded one million units in 1995. The plant was established in 1984 in Sunderland
and cumulative investment has since reached ECU 1.5 billion. In 1993, it was the largest
exporter of passenger vehicles from the UK. In 1994, of the 205,195 cars produced, the
Micra represented 64% and the Primera 36%. In 1995, of the 215,346 vehicles produced,
the Micra represented 58% and the Primera 42%.

The operations in Spain are made up of the following: Nissan Motor Iberica SA (4by4,
multi-purpose and light commercial vehicles); Nissan Vehiculos Industriales SA
(commercial and industrial vehicles); and Nissan Forklift Espafia. The main models
made in Spain include the Patrol, Serena, Terrano II, and Vanette. The main plant was
originally a Ford plant making tractors, trucks and diesel engines. Nissan acquired an
equity interest in 1980 and became a majority shareholder in 1982. In 1995 it produced
121,863 vehicles of which the Terrano Il and Maverick represented 30%, the Mistral (a
version of the Terrano II for the Japanese market) 13%, the Serena 18%, and the Vanette
Cargo 17.5%. Two thirds of the Spanish output is sold to other European markets.

All Micra, Primera, Serena, Terrano II/Maverick, and Vanette Cargo models sold in Europe
are sourced at these plants.

Exports outside Europe amounted to some 26,558 units in 1995.
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Q.2.4. Trends in units produced

Figure Q.1 shows the total units produced in Europe over time.

Figure Q.1. Units produced
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Table Q.6 shows the number of vehicles produced in the UK and Spain over time.

Table Q.6. Trends in units produced

Year (calendar) UK Spain Total in Europe
1991 124,664 72,446 197,110
1992 179,005 (+44%) 79,674 (+10%) 258,679
1993 246,285 (+38%) 84,055 (+5%) 330,340
1994 205,795 (-16%) 104,412 (+24%) 310,207
1995 215,346 (+5%) 121,863 (+17%) 337,209

Source: Nissan 1996 Fact Sheet.

The output from Nissan’s European manufacturing plants has grown significantly, especially

considering the recent recession.
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