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SUMMARY

World trade nowadays is dominated by developed
countries. Less déveloped countries find it difficult to
increase their standard of living because of concentration
of technology in those highly industrialised countries, thus,

constraints are imposed to their development.

Technological concentration varies between products and
industries and therefore, the ordinary macroeconomic approach
to development used in many countries is not sufficient. An
industrial strategy followed in any country should pay attention
to these differences on the industry level, because these

differences determine the success of a country.

This means that a business management approach to
industrial strategy should be followed for a country and its
industries. Such an approach will identify the competitiveness
of the country and its industries and will result in a more

efficient policy formulation.

This dissertation describes this approach and illustrates
its use by taking the example of Greece and her electrical
domestic appliances and footwear industries. Details of the

findingsare in Chapter 10.






1. INTRODUCTION

The impressive growth of world trade which began after
the Second World War was based on two trends, firstly,
international specialisation of prodiiction with the
benefits of efficiency and diffusion of technology,
secondly, non-discrimination between foreign customers
and suppliers. Those two trends are now under attack
because of the unforeseen effects. Increasing inter-
dependence reduces the ability of a country to develop in
isolation of the rest of the world. |Increased specialisation,
resulting from the attempt to avoid competition, imposes a
heavy import burden or phasing out of uncompetitive but

strategic industries like steel.

Since developed countries dominate international trade
it seems unlikely that they will be willing to reduce their
market share, that is, to increase imports and reduce exports.
This, obviously, imposes more pressure on less developed
countries. High and rising unemployment, persistent payment
balances, widely differing inflation rates between countries,
result in economic nationalism which motivates an adjustment
mechanism to hold down the combined share of developed
countries. Import controls are not the answer because apart from
the risk of retaliation, the advantages would be shortlived,
since protection of the country®s inefficiencies is no solution.
Besides, it might beirpossible for the country to raise barriers

because of international agreements, like SEC. The answer must be
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in the longrun to improve the industrial performance. This is
important for all countries, especially for less developed
countries, since they are highly dependent on imports of goods,
technology, know how. Provided industrialisation is considered
to be the path for development, a new set of measures and
approaches should be followed to reverse the existing

situation.

liany countries have produced economic plans, though this
does not mean that in any significant sense they employ economic
planning. Hardly any non-socialist under developed countries
have yet used a continuous system of economic planning, in
which the planners are the magor directors and co-ordinators
of all government economic policies. The attitude of govern-
ments towards development has often been a macroeconomic
approach taking into account different macroeconomic figures,
basing on them derivation of different policies. These broad
emphases are no longer sufficient, because they ignore the
characteristics of every particular industry, as well as the

world trend in each one of them.

In this study an attempt is made to examine some of the
main factors influencing governments®™ industrial strategy.
The purpose is to recognise the different environment in each
industry, the world trend and show how they can be identified

and taken into account in deciding any country®« industrial



strategy. This business management approach to industrial
strategy is an addition to the economics approach in
successfully managing a country®s economy. This approach

is applied in the case of Greece, on how planning of
industrial strategy can be constructed, what approach should
be followed and application of the approach is attempted on
the silicon chips, digital watches, electrical appliances and

footwear industries.
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2. PREVIOUS LITERATURE

Undoubtedly, all countries in the world aim for economic
developments and there are different ways in which this can be
achieved. The already developed countries have reached there
present position through different and sometimes opposite
ways, Tor instance, the capitalist and socialist roads to
development, with the U.S.S_.R. being the only country to have
fully developed successfully under a socialist system, while
Western European countries, U.S.A. and Japan succeeded by
different agents, such as private capitalists, investment banks
(C. Ayres (S), J. Galbraith (&%), R. Hartwell (65), E. Handel (96),
J. Seville (156), R. Sutcliffe (148) ).

However, all developed countries have climbed to their
position through a similar path called industrialisation,
although its means and ways are different. |In this chapter
we will refer to some of the existing literature on why, how and
what factors are influencing countries to choora industrialisation

as their path for development.

2.1. Industrialisation

There is a huge literature on how any country could be
considered as industrialised or how the degree of
industrialisation could be calculated or whether there is a
pattern of industrial growth. One indicator which might be

considered as showing the degree of development in any country



is the income per capita. However, this indicator shows
nothing of how industrialised the country is. It has been
observed that a highly industrialised country has a high
income per capita with the exceptions of countries with

important extractive industries (e.g. oil producing countries).

Kuznets (85) found that the share of agriculture in
rational product declines as national income rises. The share
of the industrial sector increases consistently with
increasing levels of income and in the higher income countries
averages more than 50 per cent. For the services sector there
is no clear pattern of change between countries according to
their different levels of per head GDP. The industrial sector®s
share of the labour force increases, agriculture®s share declines,
while there is a substantial rise in the service sector’s
share. R. Sutcliffe (148) tried to answer the question of how
a country is regarded as industrialised. He puts three
gateways through which if a country passes it is considered

industrialised:

(@ a minimum percentage, 25 per cent of GDP should
arise in the industrial sector.

(b) 60 per cent of the output in the industrial sector should
come from the manufacturing sector.

(c) 10 per cent of the total, population should be

employed in the industrial sector.

The 1965 data showed that countries passing the three

gateways have a higher national Income per head than countries

passing only the two gateways, while countries passing the two
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gateways have an average higher income per head than countries
passing only one. Therefore, he concludes, there is a
relationship between national income per capita and the degree

of industrialisation.

W. Hoffman (71) argues that the structure of the
manufacturing sector of the economy has always followed a uniform

pattern. This pattern is in three stages

(@ domination of consumer goods industries, (b) capital
goods industries become increasingly important and have an
output half as great as the consumer goods industries.

(c) balance of consumer goods indv.stries and capital goods
industries with the tendency for the capital goods industries

to expand more rapidly than the consumer goods industries.

In fact most of the attempts to establish patterns of
industrial growth are just of this kind and the most important
of these studies are those by Chenery and Taylor and the U.N.
Department of Economic and Social Affairs. Chenery and Taylor
(28) divided their sample into three groups of countries,
large, small industry oriented and small primary-oriented. For
the first two groups the proportion of industry in national
product rises rapidly as income rises. |In the last group a common
pattern is an accelerating increase in the output of several
industries as a share of national output) as higher levels of
income are reached. The UH study is in many ways similar to

Chenery"s 1960 study (27) but rather more detailed. It confirms



the results of the analysis by both Chenery and Hoffman,

about the change in composition of output between producer

goods and consumer goods and a good deal of importance was
attached to resource endowments in explaining deviations from
the normal pattern. It concludes that the difference in
deviations from the normal pattern of industrialisation

depends on income levels, while a considerable degree of
government intervention in some of the mixed countries also
appears to lead to a higher rate of industrialisation. 3y far
the most important suggestion on the difference in the possible
growth patterns between countries now developing and those which
developed in the past was made by P. Steuer and C. Voivodas
(142) who said "Along with resources and technical changes, the
state of the world market can bear strongly on a country"s pattern
of industrialisation. Even at a moment in time countries do

not always face the same world market because some are very big,
because of tariffs, quotas, transportation cost. Overtime one
would guess the state of the world market becomes very

imnortant'.

Although there are some limitations of cross-section data
(P. Temin (150), B. 3alassa (8), R. Sutcliffe (148) ), the
conclusions which emerge from the activities of the pattern
finders are that no major country has yet become rich without

having become industrialised, although the face of industrialisation
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in relation to increases in income per capita has varied between
different countries. In the lons run greater wealth and better
living standards under any political system are closely
connected with industrialisation. "There seem to be only two
conditions, both of then imprcbible, whereby a country could
reach high levels of income per head without industrialisation.
One is where the income elasticities of demand, domestic or
international, for non industrial goods produced are high.
Secondly, given that these elasticities are low (A. Haizels (95) ) it
is conceivable that one or a number of countries could become
rich while remaining agricultural, if the structure of world
output were arranged in such a way as to concentrate world food
production increasingly in those countries and at such a rate as

to compensate for the low income elasticities”. (R. Sutcliffe

@148) ).

The arguments commonly employed for agriculture priority
(R. Sutcliffe (148) ) can be summarised as follows
(@ agriculture composes a larger proportion of national product
in developing countries, therefore, expansion of agriculture
will expand national product.
(b) agriculture productivity must be expanded in order to
release labour for industrial development.
(c) industrialisation raises the consumption of marketed
agricultural products.
(d) since agriculture conposes a larger proportion of national
product than industry in developing countries, then it should be
expected to contribute an equivalently large share of savings for

capital formation.
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(e investment in agriculture is more productive in developing
countries than investment in industry.
() investment in agriculture is the most effective method of
increasing employment.
(@) agricultural development improves the distribution of
income more than industrial development.
(h) expanded agricultural incomes will create a demand for
industrial output.
(i) agriculture has linkages with, other sectors at intermediate
stages in the production process.

On the other handthere are propositions of why industry
should have priority over agriculture @?. Sutcliffe (148).)
(@ industrial growth creates demand for agricultural output.
(b) industrial investment is more inter-complimentary than
agricultural investment.
(©) industrial growth relieves balance of payments problems.
(d) industrial investment expands savings.
(e industrial growth relieves fluctuations and encourages
stability of incomes, tax receipts ad. so on.
() industrialisation increases economic Flexibility.

(@) industrial growth expands employment.

One clear conclusion is that any of the above mentioned
arguments for or against industrialisation is not likely to be
valid by itself, for all underdeveloped countries. There are
arguments which reject some elements in both cases,* for example,

the argument that agriculture has linkages with other sectors at
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intermediate stages is not the basis for distinguishing
agriculture from industry as such, because industry supplies
agriculture and vice versa, while, the argument that industry
is more intercoraplicentary than agriculture is generally true

but there are industries which night be less (e.g. mining).

The arguments which reject some elements in both cases led
to a compromise, which is '"progress in agriculture should not
be considered as a preliminary to industrialisation but as
indispensible corrollary”(?. Dumont (?3) ). This is balanced
growth whose strength depends on two propositions. Firstly,
that the expansion of agriculture incomes provides greatly
needed demand for manufacturing outpv.t, secondly, the expansion
of incomes in industrial sector is an effective stimulant to the
expansion of agricultural production. Consequently, balanced growth
depends on the circumstances found in every country which will
point out what policy should be followed (l. hyint (10?), 7. Lewis
(90) ). In the real world, a balance should be kept between
imports, exports, manufacturing products, agricultural goods and
not just between any of them. Host ccuutries would like to have a
balanced growth, which does not necessarily exclude the
possibility of concentrating only on either the industrial or
agricultural sector. For example, large-scale urban unemployment

in some countries might constitute a political inevitability to

concentrate upon.
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2.2. Policy, Planning.

The attempts to fini a consistent pattern on industrialisa-
tion as well as the arguments for or against industrial
growth imply that countries will not become rich unless

at some stage they industrialise.

The justified idea of balance growth allows any degree
of imbalance or balance because in any real economy all
arguments in favour of or against industrial growth must be
assessed. All societies are forced with, the desire to
industrialise for higher productivity and standard of living.
Since a number of factors, reeoiirce, and factor endowments
as well as differences in political systems may create different
patterns of change in the economic structure, it is dangerous
to attach too much importance to arguments which relate to the
experience of one particular group of countries. And the
prospects of the future industrialisation of less competitive
countries does not mean that they will either undergo a process
or reach a state identical to that of the present industrialised
countries because of the fact that there are already competitive
countries which have progressed and are present playing a vital

role iIn the international economic environment.

There are arguments for sectorial priorities which ideally
should not rely upon divisions as bi"oo.u as agriculture and
industry. It is usually misleading io talk of industry other
than i7articular types of industry. The division between industry

and agriculture, like the common one between "heavy" and "light"



industry, is very crude and therefore, economic arguments

about industrialisation require more useful and generally finer
distinctions. Government policy with, respect to different
economic sectors involve an element of choice, for instance,
allocation between industries of a limited volume of investment.
Whether it is agricultural or industrial sectors which can most
easily achieve import substitution must be a matter for
investigation in particular cases. The argument that it is
dangerous in economic planning to ignore any sector of the
developing economy, is justified but lacking very much immediate
relevance to the decisions which must be taken by policy makers.
Planning is a very integrated process. Priorities have to be

set which need not imply government e;cpenditure. For example,
land reform rather than investment might be the most significant
action for increase in agricultural production. In policy making
andeconomic planning a government must decide not only on
priorities but on exactly what it means by giving priority to a
particular sector and on the consequences of this for other economic
activities. And it is important to examine policies to ensure

that they do not unintentionally divert resources into non-

priority areas.

Therefore, the need arises of how these policies should be
formulated. Since industrialisation is considered by many countries
to be the path leadiug to wealth, the question arises of how any
country could be able to derive the best policies to develop its
industries. The problem is more acute for the industrial sector,

manufacturing and mining, especially, for manufacturing since in



the absence of mining it is the only sector which will achieve
industrial growth. "The problems arise due to the less developed
state of the sector and the fact that nowadays already competitive
countries dominate the world marhets and do not allow developing
countries to expand and increase their share in the world trade.
The existing literature for development is mainly from the
economics point of view, yet it recognises that policies depend
on different environments. This study, therefore, attempts to
answer the question of how these environments could be

identified so that the appropriate policies will be derived, that
is, it tames a business management view of country development

planning.
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-. METHOD 0? APPIOuCII

In this study an attempt is made to show how any country
aiming at industrialisation could derive the best policies for
its industries, after talcing into consideration the specific
characteristics of the local economy and those of particular
industries, as well as the pressure that developed countries
impose on it. The conceptual framework which will be used is
that of likening the running of a country to the management
-of a large highly diversified firm whose industries constitute
the different divisions of the firm and then use the business
management approach to survey the country’s environment and
strengths and weaknesses. Therefore, at Ffirst those concepts
will be enlarged and then description of the particular studies

made will follow.
3.1. The Concept of Managing a Country.

A better view of how a country functions with respect to
industrialisation can be taken by considering a country as a
specific type of agent in a world business environment. There are
many similarities between a country and a highly diversified firm.
To start with, a country could be considered as a "holding
company' v/hich has many divisions, that is, industries. Any
company is managed by electedpeople which form the company’s
management team. In the case of a country "holding company" the

"management team"” is the government.
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The objectives of every firm"s T“anagement is the welfare
mainly of its shareholders, who in the case of a country "holding
company' are the residents of the country. The welfare is
judged through economic self-sufficiency, economic development
and expansion. The welfare of the shareholders is measured by
income per capita, income distribution and the balance of
payments which indicates the external profit-loss account of every
country. It is plausible to argue that any government behaves
like professional managers who try to stay in office as long as
possible. This depends on how much the shareholders are

satisfied with them.

In general there are two basic ways of managing such a
company, the difference being in the degree of intervention. In
the first one '‘the management team' na3:es decisions about the
country and forces actions on even low levels of decision making
(e.g-. what products to produce) and it also decides how wealth
will be distributed between employees, shareholders, investment.
In the second one,”™ the management team™ delegates authority
to different agents to pursue growth and tries to facilitate
their growth by using different tools, such as, subsidies or
different types of incentives, without forcing actions, while, it
lets its employees and shareholders settle the distribution of
wealth among them by themselves. The advantages and disadvantages
attached to those two approaches fall in the dispute between

centralisation and decentralisation and depend very much on

political ideology.



The decentralised form of management is the most
complicated one. Every "division”, namely, industry, depends
its expansion on '"agents', firms, operating within the
"division”. These "agents" try to d.evelop the "'division”
through the incentives given for their ovm benefits (e.g.
profits, prestige, power etc). The number of "agents" in each
division is not decided by the "management team'", because
autonomy leaves "agents" by themselves to decide who is the
most competent to stay in. The factors influencing the presence
of an "agent" in a "division" are many such as, future growth
of the market, entrepreneurial skills, financial strengths, the
degree of risk involved, degree of technology, important
characteristics for success (e.g. economies of scale) etc. The
lower the number of "agents"™ in a "division", the greater market

share they have and the more powerful they become.

"e.tet "'management’ tries to do is to facilitate the
development of the "agents" and consequently of the "division",
by establishing such a legal framework and such an internal
environment in the country, so that the "agents"™ are induced to
take risks and perform their best. Power is exercised and resources
are allocated to meet the objectives, through the strategies that
have been selected such as, improvement in the balance of payments
or reduced dependence on overseas suppliers, by giving autonomy to
the "agents'. In other words, the "management team"™ looking and
taking into account general macroeconomic figures, such as,

investment, profits, exports, GNP per capita etc., gets a clear view



of how the country is running end intervenes using its tools
when necessary, leaving the task to the '"agents" to develop the

country.

It night be argued that every country "holding company"
would like to have fewer "agents'™ in every'division' because in
this way it would be easier to co-ordinate then to become more
competitive abroad. However, the way the management team manages
leaving freedom of movements and exercise of business, leaves a lot
of room for behaviour contrary to the general good by those few
""agents''. Since governments as professional managers want to stay
in office as long as possible, they have to have their share-
holders ~-"tisfic"d, which means high income per capita as well as
a fair distribution of income. And since "agents'" are the means
of dividing wealth among the shareholders, the fewer the number of
""agents', the more unequal income distribution is, which cannot be
allowed by the managers because the one-man-one-vote system will
turn against them. The use of the weapon of heavier taxation is
not effective because the taxation system is in force for all
firms equally and not only would it be unfair to hit low profit
firms with high taxes, but high tames operate as a negative
incentive for "agents"™ to develop and expand. Thus, more "agents"
in a "division" improve the distribution of income since profits
are divided among a higher number of people. For this reason,
"management' exercises power through its legal framework by
establishing special bodies to supervise the agents (e.g.

Monopolies Commission in the U. .) to eliminate any restrictive



business practices by those "agents" who attempt to acquire
nonopoly power or form agreements to eliminate comoetition or

declare lower profits for paying lower taxes.

In the centralized form of management there are different
kinds of problems because autonomous "agents', one of the
important elements in the decentralized form, is missing. There
are not many "agents" in every "division" and no competition exists
between them, while the number of agents depends on geographical
location. Output is homogeneous and sometimes unbranded. The
huge problems that this form of management faces come from the
way planning is made and how decisions are formed. Therefore, the
"management team" should be well organised to co-ordinate all
functions, collect the necessary information, take the appropriate
decisions, collect profits and distribute them to its share-
holders. This method of management resembles more the orthodox
type of a firm, where all ma”™or decisions are taken from the

top and then passed over to the lower ranks.

The two above described methods are not completely
opposite because the element of centralization is common in
both cases. While in the second method everything is controlled
from the centra, in the first method,while the "agents" are
decentralized from government, they are themselves managed

more or less in a centralized way.

The discussion so far shows chat managing a country in either

of those ways, has many similarities to managing a highly diversified
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firy). The way this highly diversified firm could he run is either
through autonomous divisions or through a centralized management.
The problems facing management executives are the same as the problems
facing a government. How could divisions be expanded, how could
sales (exports) in each one of them be increased, how could

they be run with the least cost, how could they increase profits
(income per capita), how could investment be financed, what
divisions to support, how could thejr become competitive, how could
more market share be captured,what prodi’cts to produce, how to
allocate employees in the most efficient way, how to increase
productivity, what technology to use, how to train employees, how
to achieve economies of scale, how to allocate resources, how to
achieve vertical .integration, how to increase value added in any
unit of output, where to locate plants, how to develop H&D and

SO on.

Sometimes, of course, the government will find itself
confronted by objectives which are incompatible with one another.
For example, there may be an awareness that monopoly power is
desirable and yet this conflicts with the desire to avoid
restrictive business practices; or, as in the case of the U.K. in
the late 1970"s, the need to improve productivity, reduce costs and
eliminate overmanning conflicts with the desire to reduce
unemployment.These conflicting objectives are more likely to
appear in an accute form in the decentralized pattern and can be

considered one of its disadvantages.

The assumption made in this thesis is that the government
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does not intend to manage the country in a totalitarian way,

with everything centrally planned but has chosen the basic
decentralized model, while still accepting that some degree of
planning is essential. Establishing that a country managed under
decentralization is very similar to managing a large conglomerate
firm managed autonomously, we can continue with the approach which
any country could follow to achieve higher degrees of
industrialization and collect more wealth. One point which must
not be forgotten is that a large number of the problems faced by
governments ai'e not expected. to be solved by them. The firms ere
supposed to answer the mentions, while the government has to make
sure that they are answered. Therefore, the question comes to
what should any government do to create the right environment in
the country for its industries, to help its firms to expand and
acquire more wealth, trying always to keep the shareholders happy
in order to be elected next time. 3ince the questions and
problems are the same for both firms and government, there is

a need for the government to think and act the way firms do in
order to help its firms to develop. Therefore, the proposition
that there are many similarities between managing a country and

a large diversified firm still holds.

3.2. The Concept of business Management Approach to a Country.

Every country has its natual resources, labour force,

institutions for research and development, capital, entrepreneurial



skills which form the country®s bac® ground assets. The amount

of each factor is inevitably limited whichever country we examine,
so development and expansion is constrained by internal availabili-
ties. 3esides, there will be errtcrmal constraints in industries
where other countries have either better resources or developed

them earlier.

Thus a way has to be found which will show what the
country®s position in the world is as well as the situation
in the domestic market. This seems similar to the way a firm
looks at its expansion, that is, its situation in the industry
as well as the situation within the firm. In general, any
country®s management policy should fall in the concept of business
policy applied by individual firms. _.ny country, at any point in
time should know where its advantages and disadvantages ii». The
main aim should be how to use its advantages efficiently to make up
for the disadvantages it has, while at the same time it should try
to minimise its disadvantages. In simple words, it is essential
for a govern-ent to know a country®s strengths on which it can

build and weaknesses which it will want to eliminate or minimize.

The fact that every industry has a different environment
with different problems and conditions, implies that any examination
of the strengths and weaknesses should be done on the country and
industry levels. If the government does not know the strengths and
weaknesses of its industries, it will decide its policies and
measures on a more aggregate level. “This will be misleading because

aggregate figures do not show particular circumstances, do not
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identify problems and help the gpvernment misuse its tools

(see chapters 8 and 9 for the example of Greece). The firms will
not find the environment attractive, profits will be low, risk
will be high and the outcome might be the country losing the
industry to foreign competition. Therefore, the government

with its task to control the country, and the firms with the
task to expand and develop the industry should "talk the sane
language' and both know what is happening in every industry.

The government will have the responsibility to construct the
internal environment in the country to help its firms to expand,
establish a dialogue with the firms to receive information about
possible constraints to growth, adapt its policies to what is
good for the industry and make sure that the economy is run
smoothly, while the firms looking always for profits will try to

develop the industry and become more wealthy.

The fact that the government should receive information
from the firms, construct the environment in the country, adapt
the policies to what is best for the industry, protect its firms,
help them to expand, whereas, the firms should transmit informa-
tion to the government, ask for help and assistance, makes it
necessary that strong co-operation should exist between those two
parties. Once failure of co-operation strikes, uncertainty
increases, as well as risk, everything gets disorganised and the
pace of growth and development slows down. The degree of
co-operation between government and firms depends very much on
political factors and can vary from complete government takeover to

complete freedom, with both extreme;: having disadvantages

(see chapter 7)»



The government has to make two appraisals for each
one of its industries. An internal one and an external one.
The internal appraisal will show what the situation is in the
domestic market and will identify the problems as well as the
strengths and weaknesses. The external appraisal will make
available to the country information of what is happening in
the world market, what is the strength . of the competition, what
are the market-product opportunities, how other countries are
reacting. The comparison between the internal and external
environment in every industry will show both firms and government
what the possible opportunities are, what the threats are and how
they can be faced, what the strengths and weaknesses are, what
alternative strategies could be followed, how the task is
divided between government and firms, what their policies should
be, with the firms always being left autonomous to decide what

to do within the overall national framework of government policy.

Different countries with different degrees of development
have different problems as well as strengths and weaknesses. A
developing country®s management faces ".ore problems than a
developed country"s one. It night have few natural resources or
excess capacity of labour force or lack of financial resources
or of entrepreneurial skills. Therefore, the situation might be
a country "holding company" with a low number of "divisions",
inefficient "agents" and a "profit-loss™ account in the red.
"/at the country needs i3 expansion of its "divisions” and
diversification aiming for economic self-sufficiency, import

substitution and expansion of exports in order to reduce the loss.
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V/hat policies should be appropriate for such a country to
develop depends on the examination of her internal and external
environment. It is more urgent for ?2 less developed country to
do so because she has to exploit every opportunity available in
all her "divisions™ if she plans to increase the pace of her
development and can only do that if she follows the business

management approach to industrial strategy.

The business management approach follows the comparative
advantage theory developed in economics (C. Rindleberger (79)»
R. Caves and R. Jones (22) ). According to this theory nations
export those products which they can produce most efficiently and
import those in which they are least efficient as compared with
other nations (Ricardian model). Because of the unequal resource
distribution, countries export commodities whose production requires
relatively intensive use of productive factors found locally in
relative abundance (Heckscher-Ohlin theorem). Demand differentials
in different countries also influence the flow of raw materials
required in industrial products. Thus, the business management
approach will help governments realise where their comparative
advantages lie and how to use them more efficiently to increase

income per capita.

3.3. The Detailed Studies Made for this Dissertation.

In view of the concepts described above 1 first looked at the
general problems facing any country, that is, the form the
strengths and weaknesses of a country and the industries within

it take and how these strengths and weaknesses vary between



developed and developing countries. [ITert I looked at the
opportunities and threats on the general world environment
and how they are changing over time. The look at the
environment lead to answer the oueotion as to which of the many
factors were important in deciding a country®s industrial
strategy. | therefore, looked at technological trends and
differences, the behaviour of multinational firms, the power
of the raw material suppliers, the emergency of country
groupings, such as, EEC aud so on. It was clear that
technological trends were important, therefore, 1 carried a
detailed analysis of four selected industries representing
high technology (silicon chips and digital watches), medium
technology (electrical appliance industry) and low technology
(footwear industry). 1 then looked at how this need for

analysis could be net iIn organisation and procedural terms.

Finally, 1 selected a country (Greece) to look at in
greater detail, to expand that my general ~>proach was practicable
and could meet the needs of an individual country and its
industries. In particular for Greece, 1 decided to analyse
in some depth how such an appi®oach would relate to the silicon
chips, digital watches, domestic electrical products and

footwear industries.
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4. e:tk?iml envi Xrirnr

4.1. Opportunities®™ and Threats in the "orld in General

Given any industry, we find that different firms have
different degrees of efficiency. The same can be said of
countries, which implies that less developed countries are
threatened by the more competitive ones. Therefore, there is
a need for all countries to und.erctand the world environment
and the trends in that environment concerning both whole

countries and particular industries.

In the world wide financial environment there is greater
monetary instability. Elements, such as, monetary developments,
changes in interest rates, economic cycles, stability of various
currencies, balance of payments deficits or surpluses are
more difficult to predict, especially, after the 197? oil
crisis and, thus, naming forecasting of different countries”

financial developments more difficult.

Some highly competitive countries, such as, Japan and
Korea, have emerged and this has forced, less competitive
countries to raise barriers to protect their economies. Nany
countries realised that international specialisation of
production had the unforeseen effect of import burden which
in a crisis period cannot be afforded. Countries have
recently become more aware of others®™ competitiveness. High and
rising unemployment, persistent imbalances of payments, widely
differing inflation rates between countries, result in economic

nationalism which motivates an adjustment mechanism to hold down



the a.ggresiveness of highly competitive countries. Tariff:",
quotas, retaliation thra;-"-;, have been used to persuade some
countries to lower their exports and increase inports. The
phenomenon of formely lens developed countries emerging among

the highly competitive ones, has made countries aware of the need
for a more efficient approach to development with the view of

growth and protection.

A trend that ha3 started developing in the last decade
is the regulation of raw material supply and hence, the
increase in bargaining power of the suppliers. Many countries
being endowed with different hinds of natural resources, have
made price and market agreements, "which is an evolution from
the price stabilisation agreements after World War 1. These
countries realising the pov/er they have, have started using
it for their own benefit. Some impose quotas on exporting raw
materials, so that they will become more competitive exporting
the product and not only the raw materials; for example in the
footwear industry, Brazil imposed quotas on exports of
leather. Others have developed cartels and raised prices
and sometimes the power they have is used to influence political
decisions; for example in the oil industry, OPEC was formed and

imposed sanctions on Holland.

Another trend is the developing pattern of countries
gi"Oaping together, such as, EEC, A3EATT (Association of Southeast
Asian Nations, with Singapore, Indonesia, Malaysia, Philippines

and Thailand as members). These groups aim to preserve their
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neutrality and freedom of action against the existing and
emerging great powers (e.g. TJ.3.A., U.3.S.P. and perhaps
China), they wish to have a stronger say in ratters that are
of interest to them and co-operate in promoting their

economic, social and cultural development.

The trends, characteristics and different situations
that exist in those groups or regions are also important for
any member country or any country having international
transactions with the group. The special trends that develop
indicate possible influences or changes that might occur in
any member country; for example, the "ass media and the
developed communications among E.G.C. members has resulted in

many similarities in their consumption patterns.

A developing trend has been the desire by people to have a
bigger influence on what affects their working lives. This
trend was bought by education, mass media and has taken
different forms depending on the cultural and social develop-
ment of the country. For example, in Japan the phenomenon of
strikes appeared, while in E.E.C. it took the form of

industrial democracy (workers representation on the board).

Meanwhile, there is a growing trend of governments to
get involved in business. Government involvement in business
has iIncreased and has taken different forms. For instance, the
weapon of nationalisation of firms or industries, regulation
of business, international trade negotiations, varying investment

incentives.



Moreover, there is a growing tendency of different
political systems to converge towards the centre. In the
decentralised W. Europe there is a trend towards a jgreater
degree of centralisation, while in communist countries
(e.g. China) there is a trend of allowing entrepreneurial
skills to develop. Political elements are among the most
important factors in any country"s attitud.e to the external
environment and are dictated by the social trends and cultural

developments within the country.

However, there are also other opportunities arising from
the world wide growth of population, increase of consumption,
GNP per capita, demand for education and health which are

important inputs in forunlating strategies.

Apart from those trends, which refer mostly to the
countries®™ level, there are other trends occuring which are
related to industries and also have a very important
influence on the strategies of countries. Such trends are
related to the particular situations in industries world wide
and effect political as well as economic decisions; for example,
the increased power that multinational firms enjoy in
the electrical appliances industry, affects the strategy any
country will follow for developing this industry. Such trends

will be discussed in the remaining section of this chapter.



4.2. Technology.

An element which is very important for efficiency in
every country is technology, whose degree determines the

scale of development and affects all industries.

Undoubtedly, all countries would lime to acquire all
3\inds of technology available, however, some countries enjoy more
.privileges than others (3. Gold (Si), V. Strassman (146). Those
firms which have it, usually based in developed countries, try to
exploit it for their benefit, while those usually in developing
countries who need the technology demand it, paying different
prices (e.g. royalties). The price paid for technology depends
on how much the particular technology is needed and in what
industries it is applied. There is obviously a whole spectrum
from low to high technology, but for the purpose of this study
I have decided to classify industries into advanced, medium and
low technology, the difference between the different levels of
technology being"in the investnent/price needed to obtain the
technology. As technology progresses, industries which belong
in any of those levels of technology light move from one level to
another. This change of level can be on products (e.g. mechanical
watches advanced to digital watches) or on production methods

(e.g. automated car assembly).

Any country examining its position in the external
environment should know what =™'ind of technology its industries

have, compared with other countries. The trends in technology
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found iIn every industry, determine the entry conditions for any
country which wants to operate in these industries. |If the world
trend shows that advanced technology ia necessary for international
expansion in one industry, countries lacking such technology

will not be able to compete internationally (e.g. microwave

ovens). As the structure of the technology market becomes more
oligopolistic, the more difficult it is for other countries to
join in. The world trends are closely associated with the
specific kinds of technology, namely, advanced, medium and low

technology.

In this section four hypotheses will be tested namely,
i) in advanced technology industries a limited number of firms
retain the technology and keep the lead. These firms domicile in
the few developed countries where all the necessary environmental
factors for developing these industries and keeping the lead can

be found.

ii) iIn medium technology industries, there is a greater number
of countries and firms operating which makes competition more
severe. This competition and the attenps of firms not only to
minimise it but to raise barriers to new entries, tend to increase

the concentration ratio.

iii) In low technology industries developing countries dominate
mainly because of availability and reduction of exports of their
raw materials and/or low labour cost. Developed countries try
to remain in these industries b. substituting the scarce raw
materials with new inventions, raising the technology of

production or even raising protection barriers.
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iv) in addition, the life cycle of technology in those categories
of industries is also important. There -are forces which try not
only to push technology to lower standards in order to increase the
number of participants, but also to advance it and eliminate

competition.

4-.2.1 Advanced technology industries.

4.2.1.1. General

Industries such as silicon chips, digital watches, aeroplanes,
Hi-Fi equipment, computers, automated refineries, electro-optical
instruments are examples of advanced technology industries.
Advanced technology industry can be defined as any capital intensive
industry whose output needs a lot of previous research expenditure.
The output did not exist before and it is a very sophisticated
product bringing with it the element of change. Very few countries
possess the technology to produce this output, while the market for
its promotion is world wide fast growing and more or less a
"green-field"; for example, the invention of transistors in 1963 or the

development of driverless tractors in 1977»

Output from advanced technology industries can be classified in
two types, namely, product (e.g. digital watches, see Appendix
B) and production process (e.g. robots in car assembly). Products
have a bigger market for promotion, since they are intended for final
consumers with a higher volume of output, while production methods
ere intended for a small number of users which are widely spread.
Products and production methods can be manufactured either in the

homo market or abroad depending on the objectives of the firm, the
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benefits of both the firm and host country (see section 4-.7.2), the
technology needed for completing the output, the skills available
in the host country“"etc. The biggest advantages of some of

the output is its application in a wide range of uses, Since they
bring the element of change, forming the front of technology, they
can be applied in any kind of industry from advanced to low
technology (e.g. silicon chips, see Appendix A) which provides the
opportunity to different firms to innovate (products or production

methods) by buying the newest technology available.

The achievements in advanced technology industries are the
outcome of efforts undertaken by individ.ual firms, sometimes with
the co-operation of public institutions or with the assistance of
the government, especially on defence technology. For example,
the invention of silicon chips in the U.3. was the outcome of
research assisted by the Ministry of Defense and of co-operation

between Fairchild Camera Corp and Stanford University (see Appendix A),

Leadership in advanced technology industries is the outcome
of a combination of many factors. Technological advances and
innovation need as a background an environment which will product these
advances and secure the progress. Those environmental factors are a
good educational system for the supply of scientists, skilled labour,
a stable political environment, R&D institutions, availability of
financial resources, a well constructed internal environment to
induce firms to undertake R& by themselves etc. In addition, the

past history of the country in the industry is also important.
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Government policies taken in the past to establish the conditions
necessary for survival at present (e.g. establishment of large

arc” financially strong fires which are able to take more risks),

the continuous presence of the country in the industry will secure
that vital stages in the evolution of the particular technology and
on which further development is based are not missed, establishment
of complimentary industries gives support and favours expansion

etc. Thus, a Firm can only succeed in advanced technology industries
if the country®s environment has been properly developed to

provide the necessary elements of suiccess.

The countries which have all these characteristics are the
developed countries and this is why the battle occurs among these
countries which operate in this kind of industries. These countries
fight for leadership for political and./or economic reasons; for
instance, silicon chips was the outcome of an American effort to
beat the Russians to the moon. These countries have the potentials
to succeed, know how fast these industries grow and how easily
leadership can be lost and this is why they support their firms
through financial assistance (e.g. the U.S. Department of Defense
gave fTinancial assistance to firms to develop the silicon chip) or
through other measures (e.g. the British Government came up within
24 hours with a guarantee that would allow the Export Credit
Guarantee Corporation to provide credit insurance for exporting
aircraft engines to Fan America, to help Rolls Royce increase its
sales). Thus, this oligopolistic structure limits the number of
participants in the race for leadership and tiakes it impossible

for developing countries to get involved.
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In these industries competition is very severe between
firms because of the high risk involved. I8 expenditure is high,
the time spent on research is long, and the most important of all
the life-cycle of the technolog;””which night be short (e.g-
transistors). Patents are given by all governments to secure
that firms® efforts are awarded and to alleviate the threat from
other firms or other countries involved in that industry. However,
the question remains of what happens when the patent licence expires
or when licencing is the only way of exploiting the technological
advantage, or when competitors sell licences to other producers
which increases competition without the benefit of licence
royalty to the firm, or when competitors progress faster (Financial
Times April 20, 1979). These forces tend to increase the number of
participants in the industry and spread the knowledge, and this is the
main reason why Ffirms and consequently governments do not favour
diffusion of technology (H. Boylan (62) ). Other reasons are the
loss of leadership if technology is given away, the high profits
involved, the high return expected on investment in H&. For
instance silicon chips were .invented in mid 1960%s, but nowadays,
very few firms are producing them, with the inventor country the
U.S. still being the leader. However, when leadership is lost the
countries involved in the industry are, sometimes*not automatically
eliminated. They usually buy in the new invention which helps them
to take part in the industry and which could also enable them to
capture a high market share (e.g. Switzerland and Japan buy silicon
chips .from the U.o. in order to stay in the watches industry and

have managed to become the main suopliers of watches).



4.2.1.2 The Ffirms iIn such industries

As it was argued before, the firms operating in such
industries are very few (e.g. computer industry) and are competing
with each other for the world leadership, therefore, countries lacking
this technology should refer to the international market to acquire

the output.

The type of firms found in such industries are international
firms (see section 4.5) which produce mainly in the home country and
export to others (e.g. SSIH in watches in Switzerland) and multi-
national firms (see section 4.4) which produce indifferent countries
with technology usually supplied by the home country (e.g. electronics
industry with Texas Instruments). The choice of a firm becoming
international or multinational depends on the characteristics of
the output (e.g. heavy or light product), the amount of
technology needed in all stages of production, tariff barriers etc

(see section 4.5).

These firms know that they have monopoly power and great
technology exchange power, so that it is easier for them to
negotiate, in favourable terms for then, with governments in
home and host countries and are not affected so much by different
international agreements, such as SEC. Host countries night be
willing to attract the firms both for balance of payment reasons
(import substitution and even exports) and employment reasons (reducing
uior glegwent). Home countries know that if leadership is lost, profits

are reduced as well as taxes, imports night increase and unenplo®ment
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Exchange of leadership among firms depends on the hone
country®s environnent and on each firm"s research expenditure.
Their market is the international market and not the domestic
one, although leadership in the domestic market might be the
initial objective. Since the world market is influenced by a lot
of factors, such as, political instability and changes in
governments attitudes, each firm tries to limit its risk to the
shortest period of tine. In addition, the threat from other
competitors in these fast growing industries, the uncertainty
and high risks that prevail, justify the high profits that these

firms make by means of the monopoly power that these firms have.

When a firm becomes the leader, it can either exploit the
invention by itself after patenting it or license other firms to
use the production method and/or produce the product. The
great problem arises of what happens after the patent expires. |If
the firm cannot keep up advancing, it can either withdraw from the
market or buy the new technology from other firms or come to an
agreement with firns which can supply technology (e.g. joint ventures
see section 4-.5*5)« Different agreements also take place in order to
minimise the high risk involved such as, cartel agreements or exchange
of information. For example, ICL and HITACHI agreed to a two-year
exchange of technical information because, as the director of ICL
said, "with computer technology moving so rapidly, there are
considerable benefits for both ICL and HITACHI in sharing knowledge
and exchanging views on future trends in the industry "."Ths, the
number of firms involved are always tended to be kept to the minimum

level.
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Therefore, advanced technology remains in the hands of a
few firms which have great exchange power and are domiciled in
developed countries®because of the necessary environmental factors.
The Ffirms are the leaders, are supported by governments, enjoy high
profits and impose barriers to entry to new participants. Apéndices
A and 3 describe the situation that exists and the trends that are
occuring in the silicon chips and digital watches industries
respectively; it will be seen that these industries are very
concentrated, with few firms able to follow and which are all having

developed countries as their hone base.

4.2.1.3. The effects on a country.

Advanced technology depends on a significant lead and only
few firms have the power. This gives advantages to the participante
and makes it difficult to exercise pressure on then. The effects
will now be examined on ownership, production, balance of payments,

profits and employment.

The firms involved are not threatened with acquisitions by
other firms because they are capable of surviving, so long as they
stay at the front of the race. Usually these firms increase their
ownership through acquisition of different firms involved either in
the same industry or in industries in which advanced technology is
applied. For example, Philips has acquired Pye in the U.K. which
promotes TV sets. The more firms they acquire the bigger they become

and thus, ownership tends to concentrate on them. As far as the other
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effects are concerned, (production, balance of payments, profits
and employment), developed countries will have all the benefits
provided that firms produce in the hone country. Especially, for
employment, it will not be highly increased, because these firms
develop a highly mechanised assembly line to overcome any possible
advantages that some of the competitors, producing in low cost
countries, might enjoy.

If however, any Firm decides to produce abroad (e.g. in develop-
ing countries) some benefits will be enjoyed by these countries.
There are a few reasons why firms might decide to establish assembly
lines abroad, although their technological advances will take place
in developed countries. Developed countries have a high education
level which increases demands on wealth and thus salaries and
wages are high, there are less working hours per week, frequent
breaks, stronger unions, heavy taxation etc and so, Ffirms often decide
to assembly abroad to reduce their costs. Therefore, production in
developed countries might be lost, to the benefit of low cost
countries, but developed countries always remain the base for
technological advances. Apart from the possibility of reducing
production costs the decision to go abroad is largely dependent on
the technology needed for manufacturing the product. The fact that
advanced technology industries use advanced technology components
(usually produced in the home country) implies that the highest

input in value added in developing countries will be labour.

Establishment of production lines abroad often reduces costs,
the firm gains world wide competitiveness, profits will increase and
more money will be available to spend on A&, thus, securing the
survival of the firm. The fact that some components will be exported

to developing countries will improve the balance of payments in
developed countries, repatriation of profits will favour the capital



- 40 -

balance of payments and tax revenues will also increase. If the
firm imports the products from the developing countries, income will
be lost through imports, but it is often the case that these firms
will produce first in the domestic market before moving abroad

(see section 4.3).

If production moves abroad the effect on employment favours
developing countries. Usually, advanced technology industries
incorporate more capital and less labour per unit of output, therefore,
employment will not be dramatically changed wherever the firn
sets its assembly lines (e.g. silicon chips). Developing countries
expect to gain mainly from exports and substitution of imports

(see section 4.3.2.2).

The life-cycle of advanced technology might result in
developing countries getting involved in these industries with their
own assembly lines, through the spreading of technology that might
result. Moreover, developing countries can get higher benefits
from such industries through innovation. Provided that developing
countries can create a suitable external environment for firms (e.g.
to favour attitudes for the development of entrepreneurial and
managerial skills, good financing system, an information system which
will reveal the needs of different industries, skillful labour force,
efficient allocation of capital “etc) where innovation is favoured, the
newest technology can be bought and products, services and production
methods (for which the original inventor is often ignorant) can be
developed and after good marketing fill profitably a market (e.g.

the example of Japan).
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Even if this does not occur, domestic firms in developing
countries could gain from the presence of the foreign firm which often
introduces new components or products or production lines which help

to develop new industries or modernise output in different industries.

In brief, ownership tends tc concentrate on these firms while
only if firms produce at home, will all the benefits be positive
for developed countries. |If production leaves the country, the
result for developed countries is ambiguous and will depend on
whether imports of final products and loss of employment, are offset
by repatriation of profits and exports of components. Developing
countries benefit from employment and possibly exports which are
expected to offset imports of intermediate goods and repatriation
of profits. Developing countries can also gain from innovation by
buying the new technology . . provided that they have a favourable

internal environment which will help innovation to be developed.

4.2.2. Medium technology industries

4.2.2.1. General

Detergents, steel, glass making, paper mills, tool making,
cars, electrical appliances are examples of industries in the medium
technology range. Medium technology industry can be defined as any
industry usually with high investment, whose techniques of production
are available fairly widely and many countries possess the necessary
skills. Research and development tends to be more applied, using
research knowledge from other fields and applying it to production

methods rather than products. The output might have standardised



characteristics in its world, wide spectrum of firms (e.g. electrical
appliances, see appendix C), which along with the economies of
scale, lower costs and better quality control are the main

features of medium technology industries.

Output can be classified in two main categories. Products
intended for consumers and products vised as intermediate goods.
Then most countries Ffirst develop an. industry, they start from
the final product because domestic market guarantees a near market
for promotion. Production of intermediate goods will only start,
if there is a domestic market available or if the country has a
strong comparative advantage so that exports are secured.
Therefore, in some medium technology industries where some
developing countries operate, competition is more severe on the
final product level than in intermediate goods (e.g. electrical

appliances, see appendix 0).

The countries involved in this kind of industries are
developed and developing countries, thus, the number of firms
involved is greater than in advanced technology industries, which
implies higher competition. The firms involved usually shop around
for their parts supplies, partly to get the best price and partly
to ensure alternative sources and avoid the dangers of suppliers
running out when a single source fails to deliver as required.
Gince producers of intermediate goods supply different firms with
the same quality products, final products will tend to become
homogenious, while a small product differentiation will be the weapon
for expansion (e.g. car industry). That is, competition is more

sez"ious and is more on price and uality than major product

differences



Competition has become more severe in some industries
because some countries have developed their own ones under
protection measures; thus, the market size has been reduced which
leaves room only fér efficient, low cost firms to survive. Incomes
have increased, prices fell, the markets became saturated with
the result of not only reducing the market size but leaving
acquisitions and mergers the only way for expansion, thus the
threats of acquisition and mergers for inefficient firms have
increased. The fact that some areas are considered as a single
market (e.g. Europe), the international agreements for duty-free
areas (e.g. EEC) and the trend of international specialisation
of production have increased some firms®™ dominance because they have
pushed specialisation to such an extent, that other firms cannot
compete. If an important factor of competitiveness is missing not
only the developing but also the developed countries will suffer
(e.g. lack of management and marketing in the ltalian electrical

appliances industry led to acquisitions by foreign firms).

The increased competition had resulted in attempts to
minimise it and stop the inflow of more firms in the industry.
In industries where developed countries first operated, barriers
to entry have been raised, such as, economies of scale, experience,
reputation, high capital investment etc. (e.g. car industry) which
do not allow developing countries to enter. The attempts to
minimise competition result in merger waves or drop outs and
sometimes illegal measures are taken (e.g. dumping allegations

against import of Italian electrical appliances in the U.K.).



Not only do forces try to minimise competition by mergers
or barriers to entry, but also by raising technology to such
standards that more¥firms will be forced to drop out or merge
(e.g. promotion of driverless tractors or using robots in car
assembly). The life cycle of medium technology is closely
associated with advanced technology industries which are often the
sources of supply for new technology (e.g. silicon chips on
sewing machines). However, there are forces such as the increasing
number of developing countries, buying-in technology, tariff barriers
and protection measures, which increase the number of participants
in the industry, and increase competition, but these are effective
mostly for industries which are not concerned with world wide
competition and domestic cost of production is less or equal to the
cost found in other countries (e.g. brewing industry). That is,
in some industries where a higher number of competitors exists,
production is more or less oriented towards the domestic market,
while in others the low number of large firms supplies the

world market.

In advanced technology industries firms having mainly
the know-how can become the leaders, while iIn medium
technology industries know-how is not monopolized and availability
of raw materials, lower costs, economies of scale is the ground where
competition is based. The fact that some countries have advanced

technology industries, does not mean that only firms in the medium
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technology industries of that country will benefit from

technology advances to overcome competition problems. Pirns all over
the world will benefit because firms in advance technology industries
ain for expansion and profit. Therefore, technological advances

are available to all firms, if they are willing to pay the price

to acquire it.

The factors influencing e:rpansion in such industries are
not so much technology as capital, economies of scale, size of firms,
size of domestic market, managerial chills, availability and price
of raw materials, cheap and skilled labour* etc and this combination
of factors determine the increase of concentration ratio. The
experience and efficiency some firms have night lead then to
dominate the market or the capital intensity of an industry will
eliminate poor in capital participants or force them to leave or

merge with others etc.

Therefore, medium technology depends on economies of scale,
lower costs, better quality control, not distinctive product
differences and these form the basis for any firm to withstand the
severe competition.

4.2.2.2. The firms in such industries.

There are three types of environment in which firms night
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operate. Industries in which only domestic firms operate,
industries with domestic and multinational firms and industries
with only multinationals. The phenomenon of international Ffirms
is very seldom met here because transportation cost, tariff
barriers and cheap inputs are very important for any firm"s
success. Which type of environment each country lias depends very
much on policies taken in the past by jgovernments and also on the

characteristics of the markets and products.

If a country had raised barriers in the past to protect
its industries, domestic firms would have had an increased market
share and considerable power at hone. ‘Eether these firms were
capable of moving abroad and capturing more market depended on the
firms themselves and the support by governments. For instance, Japan
which in the postwar period was an industrial follower rather than an
innovator, Tfirst strengthened its position at home, protecting the
domestic market by means of quotas and high tariffs and then moved
abroad penetrating markets in developing countries where competition

was not stiff, before invading developed countries.

The facts that some industries were ‘''green-fields"™ in the past,
the barrier to entry of economies of scale enjoyed in single plants,
the relatively cheap transport of the particular products, helped
the expansion of multinational firms in some industries (see section
h.h). Multinational firms dominate if the area was previously advanced
technolog; Zand they have obtained a large market share throughout the
world before the technology has become lower, or there are substantial
economies of scale. Unless exports arc secured, countries lacking big

markets would have found it difficult to penetrate the industry, thus
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multinational Tfirmsexpanded their market share. In industries

where only multinationals operate competition is severe and sometimes
agreements are formed between them to eliminate competition (e.g.-
Henkel and ICI in washing powder, see section 4-,4.3.1) with the

most efficient and powerful multinationals increasing their share.

Other medium technology industries are not dominated by multi-
national Ffirms because either by nature of the product and transport
costs (e.g. steel), or by nature of the market (e.g. daily newspaper
printing). There are others that both multinational firms and
domestic Firms operate (e.g. electrical appliances); these domestic
firms were established usually, under protection neasures and tariff
barriers taken by their governments (e.g. electrical appliances

industry in Greece, see Appendix E).

In this last type of industry the main threat for domestic firms
arise from the strong competitive position that multinational firms
have. Multinational firms enjoying economies of scale, having
production experience, capital,reputation, efficiency, 3&D units, many
divisions which can support losses made in any one of them, accumulate
all the qualifications necessary to succeed in those highly
competitive markets, and compete more efficiently than small
domestic firms, thus increasing the concentration towards themselves.
The only way that these firms can be stopped is for a country to
raise barriers, if it is allowed to do so (e.g- not in EEC) and if it
feels threatened and so prevent losing its industry to the benefit of
a multinational firm"s increase of sales. For survival small
domestic firms should avoid clashes with multinational firms, merge
with them or merge with non-multinationals to defend their market,
find possible "holes" in the international or domestic market through
specialisation in some products (eg. Belling Co. in cookers in the
U.K.); this specialisation in some product segments is an opportunity

due to the standardised products that multinational firms manufacture.
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In industries where only domestic firms operate competition is
high with some firms having tendencies for monopoly power (e.g.
steel). The competition is severe becra’se vmless exports are
secured to countries which do not have such industries or unless
firms are good at developing new products which can be exported,
sales are constrained only to the domestic market and nonefirm
is willing to reduce its market share which is so difficult to
capture. In such industries reputation, advertising or even capital
are successful barriers to entry for other®™ firms because highly
capital intensive operations may tend to monopoly as one plant can

supply all or most of the demand.

Therefore, in medium technology industries competition is
higher because there are more firms and countries involved. The
result is an increase of the concentration ratio not only because of
competition, but also because of the attempts by firms to eliminate
it and raise barriers to entry. In particular, in industries where
only domestic firms operate concentration increases towards the most
efficient firms; in industries where multinational and domestic firms
operate concentration tends to increase tov/ards the multinational
firms; in all-multinational-firms-indust.ries higher market share is
enjoyed by the most efficient and powerful firms. Appendix C describes
the situation in the electrical applis.nces industry in Europe
and the U.8. and illustrates the trend in a multinational and domestic

firms environment of multinational firms to increase the world wide

concentration



4.2.2.3 The effects on a country.

The effects differ depending on the environment in each
industry, the policies taken in each country and also betv/een

developed and developing countries.

In industries where only domestic firms operate, any country
is self sufficient. Ownership exchanges hands within the country and
concentrates towards the most efficient firms. Production takes place
in the country with part of value added lost due to imports of
different components, while quite often in developing countries
production takes the form only of assembly lines. In this case the
objective of the country changes to ore ergeorts to pay for imports
occured", especially in countries which lack such industries (e.g.
Japan in her early day3 of development). The employment benefits
remain in this country and governments could co-operate with
industrialists to decide policies which ~"ill nor conflict each others
objectives. Profits remain in the country to be taxed and distributed
as dividends, while the balance of payments is favoured because there
are not outflows of capital or inflows of final products. In
particular, developing countries are better off having assembly lines

than if all domestic demand was satisfied, by imports of the Tfinal

product.

In industries where only multinational fimi3 operate the effects
are different for developed and developing countries and are similar

to bhe ones found in advanced technology industries. These firms



- B0 -

can produce iu developed countries or in developing countries.

IT they produce in developed countries all benefits renain in the
country. However,_the competition, the need for low costs and the
level of technology are the main reasons that production .moves to
developing countries. .."fen a product is a complex of technologies,
the first production to move is the simplest one which also saves
transportation cost (e.g. assembly lines), then, productionoof
simpler and less technology fast advancing components follows with
the benefits of spreading employment and most probably, increasing
exports in developing countries®™ favour. Tax revenue increases in
developing countries but ownership and decision taking concentrates
on those firms. The effect on developed countries®™ balance of
payments is dubious depending on whether firms repatriate profits,

increase components supply from the home country and import the

final product (see section 2.1).

However, the effects differ in industries where both
multinational and domestic firms operate, although the effects on
foreign firms®™ home countries ’/ill be the same as before. Multi-
national firms have more advantages over domestic firms. They
have the ability to increase ownership through acquisitions and they
could easily bid for domestic competitors, unless they are
stopped by governments. Multinational firms ofteu try to eliminate
competition by attempting to drive the domestic firms out of the
market. This leads to defensive mergers in order to create the
right conditions to compete with raltinntional firms. The result is
an increase of tiie concentration of ownership, with high

probability of falling into bi0 fir is" hands.

Production by multinational firms takes place in almost every
country where domestic firms operate because import controls could sto



import of their products, thusiemployment increasesiu the country
of production. Since they are bigger in size, enqoy the same
advantages as domestic firms, and are more efficient, they have more
potentials of penetrating deeper the domestic market, while
production near unexploited markets will help then to expand

sales, competing with domestic firms for the neighbour country®s
market (e.g. electrical appliances industry in Greece, see Appendix
E). The general attitude of such firms to move to the country they
want to attack does not apply in the case of a country belonging in
an economic community because tax-free areas do not impose any
threats of restricting imports (e.g. Philips produces electrical

appliances in ltaly and exports in -1 Europe).

IT multinational firms do not produce in the market they want
to attack (e.g. because of the small size) they can follow the
approach of the "contractsystem” i.e. domestic firms produce for
these firms and so, import barriers cannot constitute an obstacle.
Any domestic firm might be willing to do so because either it feels
it is going downwards or it wants to “eep production in its full
capacity or diffusion of some techniques might be succeeded through

this co-operation.

Profits made by domestic and foreign firms will be taxed in the
country. However, foreign firms could possibly reduce then through
transfer pricing (see section 4.A.“.2) if it is in their interest to
do so. The presence of foreign firms will reduce domestic firms”

profits and might reinforce mergers but on the other hand it will force



domestic fims to reorganise pad. beco e wore efficient.

The balance of payments effects are doubtfull for the host
country and depend partly on how strong domestic firms are and partly
on the reasons of the foreign fim"s entry. IT the foreign firm
came for the domestic market exports will not be succeeded, profits
and capital will he repatriated and imports of intermediate goods will
increase. The stronger the domestic firms are, the less share foreign
firms have and the less negative effect they will have on the

balance of payments.

In brief, the effects .are different in each type of environment
and also between developed and developing countries. In the types of
environment where r.ul tinationa.l firms operate low cost countries
increase their employment through the spreading effect of multi-
national firms, while they might increase their exports depending on
the reasons of the foreign firm"s entry. Developed countries in such
industries might enjoy higher profits, increased level of ownership,
oolitical influence, increased exports, of intermediate goods, favour-
able trade relationships, but the balance of payments effects depend

very much on the policies their firms follow (see section h.3.2,l).

h.2.5. Low technology industries

h.2.3.1. General

Footwear, “urniture, clothing, Jobbing printing, leather,

orocossing, brie” making are examples of low technology industries.



A low technology industry has low oarricrs to entry, since
technology can be easily obtained and production techniques are

more or less based on skills (although, medium or advanced

technology tools might assist them). Low technology industries

do not normally grow fast, while the nest important elements for
success are raw materials, craftsmanship, low labour cost. Output
incorporates more labour per unit than capital and low mechanisation
does not favour economies of scale. " .Therefore, there are only

small firms, local competitors, but soretines there is world
competition through ¢oint associations or due to world shortages

(e.g. coffee).

This technology is known to ail countries and, therefore, these
industries can be found everywhere. For developing countries These
industries form the basis for their.” industrial development and they
usually have comparative advantages. Those advantages might be
low labour cost, availability of raw materials and natural resources,
cheap inputs etc. (e.g. footwear industry, he Appendix D).
Governments in developing countries.ealine that in this area not only
can they be self sufficient, but exportc can be achieved. Sxports
will only take place if the product is suitable for exports (e.g.-
footwear or clothes but not bricks) and developed countries have not
raised barriers. This is why they support their firms through
incentives, subsidies, grants, import barriers etc. Therefore, it is
not strange that some developing countries impose quotas on exports
of their raw material to help their firms become competitive and at
the same time eliminate competition abroad.. For instance, Brasil and
Argentina impose export quotas on leather skins to support their

foot™.v.ar industries.



A low technology industry has low barriers to entry, since
technology can be easily obtained and production techniques are

more or less based on skills (although medium or advanced

technology tools might assist then). Low technology industries

do not normally grow fast, while the west important elements for
success are raw materials, craftsmanship, low labour cost. Output
incorporates more labour per unit than capital and low mechanisation
does not favour economies of scale. Therefore, there are only

small firms, local competitors, but sometines there is world
competition through ¢joint associations or due to world shortages

(e.g. coffee).

This technology is known to all countries and, therefore, these
industries can be found everywhere. For developing countries These
industries form the basis for their industrial development and they
usually have comparative advantages. Those advantages might be
low labour cost, availability of raw materials and natural resources,
cheap inputs etc. (e.g. footwear industry, iee Appendix D).
Governments in developing countries realise that in this area not only
can they be self sufficient, but exports can be achieved. Exports
will only take place if the product is suitable for exports (e.g.
footwear or clothes but not bricks) and developed countries have not
raised barriers. This is why they support their firms through
incentives, subsidies, grants, import barriers etc. Therefore, it is
not strange that some developing countries impose quotas on exports
of their raw material to help their firms become competitive and at
the same time eliminates competition abroad., Tfor instance, 3rasil and
Argentina impose export quotas on leather skins to support bheir

footwear industries.



JABresponse of developed countries is oriented towards
"difusing" the advantages that developing countries enjoy. Eirst
of all, money is chgnneled in BE2D for inventions which will
substitute the scarce raw materials: for instance, when export
quotas were imposed on leather, 7. European firms developed a
plastic material (P.V.C.) as a replacement of leather for manu-
facturing shoes and nowadays plastic shoes have approximately
50 per cent marlcet share in EEC, ."Secondly, the technology of
production is raised through mechanisation or automation, to over-
come the low cost of production enjoyed, in developing countries;
for example, Clarts in the U. 7x has ccr.vily invested in new
technological methods of production of shoes. Thirdly, protection
measures are ta'ren, such as, subsidies, quotas, tariff barriers, to
reduce import penetration and neke domestic firms competitive
abroad mainly because of employment reasons; for instance, footwear

and textile manufacturers in Europe urge EEC to raise import barriers.

Although this process might solve s0: e of the developed
countries”™ problems (e.g. scarcity of raw material) it does not solve
the problem related to cost and especially labour cost; for example,
in the footwear industry Taiwan produces cheaper plastic shoss than
European countries. That is, the approach that developed countries
follow is that of using their comparative advantages (e.g. advanced
technology industries) efficiently to raise the level of technology-
of production methods and of products in order to eliminate competi-
tion. On the other hand there are .forces against this trendy
followed by developing countrios, which try through their advantages
(e.g. raw materials, low labour cost) to retain the low technology

level of the industry by achieving lower? production costs than “hone
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of developed countries. In these efforts, .it present, developing
countries ere ahead having all the advantages for success hut if
their penetration in foreign markets, especially in developed

countries, increases to a great extent, retaliation actions night

reduce their earnings.

4.2.3.2. The firms in such industries

There seen to be few large firms in these industries. The
phenomenon of having multinational firm is not net because the yield
on investment is very low, profits are not high, barriers to entry are
very low, competiti a :- high. The fir-.—c ore usually snail, often
managed by their owners and employing a mall number of operators,

relying for their success upon the good paality craftmanship.

Fashion (e.g. in footwear or terrrtiles) plays an important role
and the size of firms is also affected. 3mall firms find it
difficult to generate fashion but it is easier for them to adapt fast
to sudden fashion changes. Large firms have the advantage of producing
fashion, are better equipped for marl:cting research but it is more
difficult for them to change quickly their production lines whenever
fashion changes. Some countries have for el associations which
examine different factors in international markets, such as, fashion
changes, new production techniques, in order to help their firms adapt

quickly to the requirements of international demand.

Firms in developed countries ere aa.ally large in size to achieve
economies of scale, follow !l thotr .id discussed before (e.g.

highly lechsnized nos© :bl. lines) generate fashions, while economic



international agreements give thom a bigger market for expansion

which favours economies of scale. ?ir s in developing countries

are usually smaller in size, employ higher labour force, rely on

the artisan origin of the industry, achieve lower prices than

firms in developed countries, but face difficulties in exporting

their products if they do not belong in economic communities and mainly

because of the rising protectionism in developed countries.

It seems, therefore, that developing countries dominate most of
the low technology industries tlmrough either raw materials or low
labour cost structure. Developed countries might have the
capabilities to invent substitutes of raw materials (e.g. plastic
shows, plastic furniture) but are unable to compete with developing
countries in cost structure; protection measures are usually taken
to protect the viability of firms in developed countries mainly
because of unemployment reasons (see section 6.1). An illustration
of the trends found in low technology industries is given in

Appendix D in which the footwear industry is examined.

h.2.3.3* -he effects on a country.

Obviously developing countries have major advantages and much of
this area is moving towards them. It will only be retained by developed
countries if tariffs or quotas are raised, but this is a losing
battle, unless they mechanise and get economies of scale or they
differentiate in products by leading in design (e.g. ltalian shoes)
or transport cost is so high that developing countries cannot >xport

(e.g. fTurniture).
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Ownership remains within each country end loss of
competitiveness does not lead, to mergers out to high unemployment and
drop outs. Thus, employment is threatened in developed countries,
unless barriers are raised. Production tubes place both in
developing and developed countries with the tendency to be limited,
in the latter, and so profits tend, to concentrate in developing

nations.

In developing countries cost inputs are supplied by the domestic
market, while developed countries have to gOt the most important
input (raw materials) from abroad. The cost structure seems to
favour developing countries, which in a way secures exports. Their
exports are the final products and raw materials while they .import
tools or other minor inputs. High, cost countries import products
and raw materials and their exports are very low either in final

products or the capital goods necessary for production.

4-,J. Foreign Investment.

In the world environment there is c new important economic and
social development. Many industrial corporations establish and
control branches o.r subsidiaries in any countries. This is part of
the process found in international business, such as movement of goods,
funds, labour, conflicts between multinational firms and host

countries (J. Fayerweather (G4, H. Illartyn (90) ).

The transmission of capital, aspecially direct investment, is

considered one of the most i :portant ones because of its many



contributions. Its importance is- erpha,.iced by the fact that

sales from foreign subsidiaries have outgrown exports and direct
foreign investment have outgroup, international private portofolio
investment (H. Martyn (99) )« This for a country means that in the
world environment there are investors who are willing to transfer
money from one country to another. Provided that they find a
profitable area to invest. Those investors night be an opportunity
or a threat for a country depending on thespecial circumstances of the
investment, whether the country is a host or home count:g, the
environments in both countries, the conditions in the particular

industry etc.

In this section, we will discuss the different theories and
expectations from foreign investment. The opportunities and threats
arising from those international transactions will be looked at from th|
hone and host country®s point of view as to which are the expectations
from such transactions, what home countries and firms which have the
capital expect to gain and how host countries could benefit. Ve
will then discuss in more details the different types of firms which
are involved in those international transactions and can be found in

various types of industries from advanced to low technology industries

(sections 4.4 and 4.S) .

The question of which are the factors in a country”s
environment which influence the perfor race of foreign firms operating
in host countries, will be discussed in Chapter 9, while the problem
of how conflicts between foreign firms and host countries could be

overcome is discussed in Chapter me. > ie-roer



4-,3.1 International transactions

International transactions of goods are examined by the
international trade theory (C. findlegorgcr (79)» 7. Caves and
H. Jones (22) ). The theory of comparative-advantage postulates
that nations expert these products which they can produce most
efficiently and import those in which they are least efficient
as compared with other nations (Ricardian model). She Ohlin-
Heckscher approach identifies the unequal resource distribution
as the main determinants of the comparative-advantage differentials.
That is, countries export commodities whose production requires
relatively intensive use of productive factors found locally in
relative abundance. In addition, demand differentials in different
countries influence the direction of trade a.nd this influence is
probably most significant in the flow of raw materials required in

industrial products.

Other theories have sprung up to explain international trans-
mission of commodities, notably among them 3. Linder (91) stressing
product differentiation and R. Vernon (1SO) focusing on product life
cycles. Linder argues that more relevant than resource endowments
are differences in basically very similar products, that arise in
response to different national demand patterns and industrial develop-
ment patterns. The Vernon hypothesis notes that the producer of a new
product will have a competitive®” edge and will export until his product

ages enough at which point new products will enter the trade.

Economists recognise that not o i.ly commodities are transmitted



but also resources (factors o.fF ora"notion). .c.cording to the
traditional internatfonal trade theory, foreign private investment
was being considered as neutral agents for the transfer of
technology, capital, management shills. It was analysed in the
classical manner as a flow of extra capital into a country, within
which all else was held constant with the static effects evaluated

according to the orthodox marginal productivity analysis.

However, the fact that some countries have resources that
others lacT is the basis for international transaction with Ffirms
playing the most important role, .-hen r firr realizes that it has the
potentials to attack; other markets, it will try to capture them by
exporting the products or by direct investment. Therefore, capital
inflow will be expected when a country has comparative advantages
that cannot be utilised because of different conditions in its

environment or when a country lacks come vital factors of production.

In addition, there might be other reasons for capital flow.
Exports of intermediate goods right increase if the firm has
established a subsidiary abroad. Tariffs in host countries raise the
cost of importing and tilt the decision towards direct investment.
Capital flow is expected from a country where profit rate is low to
where it is high. .l corporation ..ligit invest abroad because no domestic
use for funds offers a higher expected return or because it wants to
secure raw Materials for its production linos. However the firm does
not consider investment in every other hove industry as an alternative.
Since the firm is best at managing Its business in the industry/

industries it is involved, it prefers to -ov? abroad and capture more
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market. In this way, its rink is less than if it had invested
in a other!l industry, without experience (conservatism in corporate
strategy, see J. Fayerweather GWH./Awhile at the sane tine

possible competition from abroad is eliminated.

lhe significance of direct investment for economic welfare
is the transfer not just capital and technology but also "-.nowhow,
good will, managerial skills, that is, elements less comprehended by
economics, which is therefore ina.degue.tc sine N focuses on a
theory covering only exchanges of .resources appearing in balance of
payments data. However, its critics consider foreign private
investment as the expansion of a few ! :rye oligopolistic enterprises,
dominating most spheres of economic life and bringing in economic and
social changes not oil of them desirable and few of them directly

controllable.

Direct investment is a distinctive form of international
capital flow because it affects both the nation"s stock of
productive resources and competitive conditions in its markets. It
is risk-bearing capital linked with transfer of managerial skills and
knowledge, from one country to another s.d it is strongly industry-
specific through two channels, namely, horizontal and vertical

investment.

4.3.2 Economic expectations from foreign investment.

4_.7i.2.1 Home countries and firms.
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Foreign investment is seldom undertaken by a company
before it becomes an established svfcrtanticl seller in its
domestic market. Thgre are basically, two "."as of expanding

abroad, namely, horizontal or vertic al errpansion.

When the firm sees potential profits in markets abroad,
it uses exports or direct investment to capture the market.
The choice between exporting and direct investment should reflect
the producer®s desire to serve a foreign market at the lowest
cost. However, investment abroad can be used as a defensive
or appresive policy, depending on the depree of competition.
Different barriers such ns tariffs, _uotc.s, legislation, could also

be avoided once the firm is established in the country.

However, the main target is profits. ?. Baran and
P. Sweezy (11) showed that American industrialists have been
earninp higher profits abroad than in the U.B. Low competition
in host countries, low cost, the experience the firm nipht
have, the new markets available, give the firm the chance to
increase its market and thus increase profits. Eliminating
competition, capturing vital raw materiel supplies, location
near new unexploited markets, increase of imports of inter-
mediate products from the parent company are some reasons why any

firm might be willing to move abroad.

The net effect on the hone country is difficult to be found.
There nipht be e:rport conorating effects from additional sales of

finished poods, components, r:w nat<riul , capital equipment by
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either the parent company or other suppliers, vrhile the

host country®s market will favour imports from the home country.
The negative elements might be an increase of imports, because the
firm might find it cheaper to produce abroad and import the product
in the home country or reductions of o:roorts from the parent company
or other competitors. |If a company in interested in maximising its
profits internationally, it is rational that it should place

its sources of supply in the most efficient locations and

programme its production in such a may as to obtain all cost
reductions available from economies of scale and from

minimizing transport costs, tax payments, tariffs etc. The

net benefit for the country should, be in the capital balance of
payments. Repatriation of capital, remittances of profits,

licence fees, royalties, service charger etc are expected to

offset the negative effects caused, by investment abroad. A very
important element is the political influence that the country might
exercise over the host country as well as the relationship which

will develop) out of the investment.

The net effect on the capital balance of payments and the
political influence are the main reasons why capital exporting
countries offer incentives for the encouragement of private
investment in developing countries. Those incentives include
investment guarantee schemes for political or non-conmerc.ial risks,
fiscal provisions for investment .income from developing countries,
information and promotion activities, government sponsored
investment corporations, co-oporv.tios between government aid schemes

nd private foreign investors (@ YD (I1f} ).



Evidence on whether foreign investment is an opportunity
as well ns its effects on the balance of payments for the hove
country is given inAthe Hufbauer-Acl®.or Report for the U.3. (77)
and the Reddaway Report for the U." . (iff), fhey found that
exports of components increased, the output of local competing
was reduced as well as exports of the final product. For the
TJ.F. no trace of imports was found, while for the U.3. Tfirms
imported products manufactured abroad. However, lack of
data and the complexity of the guestion “ow.es it difficult to

give a clear answer to whether investing abroad is an opportunity

or threat for hone countries.

4-.3.2.2. Host countries.

The urinary gain from the inflow of foreign capital is the
improvement in the balance of payments during the year the
capital was imported It is expected that the capital will be
repatriated, which along with the outflow of profits, interest,
depreciation and increase of imports of intermediate good3 will
be negative elements in the long run. Those elements are

expected by host countries to be offset by all the benefits that

foreign capital brings.

The benefits to the host country could be categorised in
two main parts, namely, domestic tor"ct and balance of
payments. The foreign firm which engages in production in
the country will cause a net increase in the value of output.
This increase results from 3 co "hinatw.on and co-operation of

factor”, ok of them imported ane amors s-applied by the

domestic merleb.
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The labour force is usually avnplied by the domestic
market, hence lower unemployment. |If the firm sets uo an
assembly line, some intermed.ir.te goods ."ill be produced
domestically. Therefore, there is c.n expansion and establish-
ment of new industries (vertical expansion) which will sunply
the assembly line, with an immediate effect on employment.
The secure environment and the Harlot established round the
subsidiary might initiate domestic industrialists to move
into the industry, producing components or offering services

to the foreign firm.

The subsidiary producing in the country is a carrier of
the "demonstration effect”, that is, it introduces consumption
patterns and cultural changes from its hone (1. Bayerweather
(5"0 )= New markets are generated and more opportunities are
open for domestic entrepreneurs to ove in. Consumption increases
because there are more goods available and prices are lower becaus

of the absence of tariff barriers and transportation cost.

Due to the increased competition reductions in prices night
result in industries where previously inefficient firms
operated. If the subsidiary is ore efficient oligopolistic
markets could also be affected. Domestic firms facing the
new entry have to improve their performance, change already
established techniques and methods and ;¢ improve their
competitiveness. As a result prodvcity of capital and
labour increases and so there is el; 0 increase of wages
and salaries. The structure of the iInf "try "ill also be
improved, since inefficient firms <ill *e "orced to leave the

indus



If the entry is in a new industry, the operation of the
plant will require skilled Ia"o0 ir not existing in the country.
Therefore, introductﬁon of new s’rills is necessary. New
technology will be introduced, a new environment will be created
which might attract wore fims since the narket will offer the
necessary factors, while mobility of labour will enable

diffusion of managerial skills.

The benefits for the government will be an increase of
taxes received, which depend partly on the double taxation
agreements. Because of the new environment created, there will
be a need to change ad. improve existing legislation. Besides,
the government could give the right incentives to the fires to

develop the country®s regional plans.

The balance of payments will be affected, through the
increase of exports, substitution of imports, which are expected

to offset the outflow of capital.

In addition, the roles of foreign firms as transmitters of
resources and as cross-cultural change agents inherently favour
efforts toward innovation in the host country. The usefulness of
these innovations will deter line the feasibility of accomplishing
the innovations. If, however, the internal environment does not
favour innovations, conformity is a round strategy to maximise accepts
bility of the firm in the host systc . This acceptability is
associated with the problems of conflicts th nationalism and

national interests which could ewsil -rise (. Boarwan and
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H. Schollhanner (1*0, J. ?«yerwer.thc,r (?b), '3. "olde (BO), (-2)
The conflicts arise from the power (economic and political)
foreign firms have and the fact that a foreign firm is

considered as an "outsider" which seeks to penetrate a national
group with the objectives of profits and control. Such problems
are usually tackled through efforts to achieve maximum
accommodation among the interests of the parties and negotiations
based on relative economic and political power relationships

(see chapter S) (J. Payerweather (ft) ).

In general, the opportunities frev foreign investment is
that is transfers a whole coupler: set of productive factors,
such as, capital, technical skills in the conventional economies
point of view; and also others less comprehended by economics,
like, executive capacity, management, kne--how, good will and
a network of relationships giving access to supplies end

markets.

There have been studies examining whether foreign investment
is an opportunity or a threat for? host countries. A.Safarian
(13?) f:" d "ith Canada there was little evidence to suggest
that foreign owned Ffirms inhibit exporbs and stimulate excessive
imports. 2. Caves (21) found that profits of Canadian manufact-
uring industries vary inversely with the foreign chare. In

Australia higher subsidiary shares coincide with higher

productivity levels in competing do <or:-tic firms.

Therefore, foreign invert out ae. bo considered as an
opportunity "or host countries hut it could, also be n threat

depending on the industry, the behaviour of the firm and the control

that host countries exercise; specific examples will be djscussed

-1



.In section 4-."-".

4.4-, Multinational Pirns.

General

A iajor feature of all countries, except perhaps those
in the communist block, is the presence o:? a large number of
powerful multinational companies (I2TC). therefore, this section

is specially devoted to then and their behaviour.

Multinational firms have developed and expanded, very much,
especially after 1960. Technology advances create opportunities
for marketing products outside the country of origin. There is a
growing tendency towards greater product and market specialisation
both within and among national industries. Developing, maintaining
and strengthening market position, consideration of cost and
location, safeguarding raw material supplies, the desire to avoid
trade barriers, state assistance measures are motives which explain

the establishment of multinational firms.

The definition of an MNC is important to enablethe grouping
of firms with the same characteristics. P.d. kolde (TO) in
his introduction wrote".... the multinational firm represents
totality of organising and operating business establishment
in an international context... To understand the multinational

fim- one :iust First understand its management, which is the



integrative force focusing on growth c.M efficiency; second
its variegated, pluralistic environlent which represents a
distintegrative counter force from which the problems and
possibilities peculiar to multinational business arise".

The Committee of Experts on restrictive business pr-acticies of
CECD (OECD (112)) defines a multinational enterprise as

""an enterprise which carries out operations such as production
of goods or the provision of services in ore than one country

through component units, which are subject to some measure of

central control™. [IT.1l1.Jacoby (77) offers the following
definition. "An IINC owns and manages business in two or more
countries. It is an agent of direct cm -opposed to portofolio

investment in foreign countries, holding ~nd managing the
underlying physical assets rather then securities based upon
those assets'. H. Vernon (@(GS°D) says'whr.t 1 have in mind is
simply a cluster of corporations of diverse nationality Joined
together by ties of common ownership s.ud responsive to a

common management strategy."

All these definitions point to the fact that all the
different and many external factors, name it necessary for any
subsidiary of an jETC to possess the power to solve problems,
therefore, decentralisation is important. An important factor
determining the success of IINC- is achieving the correct balance
between what is centralised and what is decentralised.
""Co-ordination assunes that there is r central purpose and a power
to pursue this purpose, i.e. that there is centralisation”

(E.J. holdft (-m) )= There are nrrr:: ==hero centralisation is more
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In finance IHUCs are often able to 1tr.ae T“oney in markets
where it is cheap and transfer it to countries ".."ae finance
is scarce and dear, thus en.joying a corporative advantage
over domestic firms. They cm also generate profits in
countries where risks and taxes paid, are less through transfer

pricing.

Not only does production in developing countries help
ETCs to enjoy lower costs, but it liar the advantage of facing
labour movements which are either weal: or do not exist at all.
Although developed countries might cause problems in labour
relations (¢EH (124) ), they offer other advantages that the
firms might not be willing to abandon (e.g. environmental factors

for advancing technology, see section 2.1).

The implementation of these main strategies depends on
situational constraints and opportunities and vary from
industry to industry. However, those strategies can be found
in many I-INHE behaviour, affect the conditions in each industry

and cause different effects, which will now be discussed.
4,4 _3Economic analysis
In 1971 the value added of all If.TCs was estimated at

900 billion dollars which corresponds .to ¢ share of world gross

national products (excluding centrally planned economies) of



approximately one fifth. It is i."ti atcu that production of
hTTCs in different countries reached approximately 700 billion
dollars in 1971» Wh;;h was larger then total exports of any of
tile market economies. The estimated growth rate of inter-
national production in the past decade considerably exceeded
that of world gross national product ad. that of world, exports.

Therefore, multinational firms are of great importance to the

world. (U.iT. deport (155) ).

h.4.5.1. Multinational business and competition.

The effects that RITCs can cause -.-ay from stimulating
competition to anticompetitive effect"” ad. depend on many factors,
such as, the environment of the country, government controls,

trends in the industry world wide etc.

KHCs stimulate competition in =uy "jays. In terms of market
structure, -an MiTC can easily overcome aar iet entry barriers because
it has the technology necessary to enter markets with cost
advantages barriers or the capital to spend on advertising for

product differentiated barriers or the size for economies of scale.

3y entering an oligopolistic “ur-et, concentration decreases
and prices fall or at least the rate of price increases weakens.
For instance, the entry of Firestone and Goodyear in the French tyre
market in 196? forced Michelin end bunion to reduce their prices
(7. Bahru?n (1?) ). Even if in IPIC niters by taking over another
firm, concentration is not affected hut mo- petition might improve,
if the domestic firm was inefficient and bound to disappear from

the narkefc
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Since HTTCs operate in :7gst or relslively fast growing
markets, by entering a market and bringing in now products, they
stimulate growth, Corce the domestic fir ? to reorganise them-
selves and become r.ore competitive and the result ir improvement
in market performance and efficiency for the domestic firms. They
also turn monopolistic markets into d.igogclistic and achieve
import substitution which is one of the <. reasons of attracting

an KNC in a country.

However, MNCs have used different -ways of increasing their
income by causing anticompetitive effect through restrictive
business practices. KHCs can restrict the range of products
produced in particular countries if this strategy maximises
their global returns therefore, the country is left with imports

which can prove very costly.

Production restrictions,obligations to purchase specific raw
materials, production and market allocations are all market
sharing strategies, n good example is the Unilever-Henkel case
They both produce the washing powder Persil and had agreed to an
illegal larlcet sharing. Hen" el had prevented imports of cheaper
Persil from Britain into Germany and Unilever through a Preach
subsidiary had obstructed imports of Henkel"s Persil into France
from Belgium and Luxembourg. BBC opened legal proceeding against
the two firms who -igreed to end the practices (The Times February

=2 loom).

MITCs also draw advantages by “cans of agreement with other

KNCs (eig- international export cartel + ¢ -co (106) ). For instance,
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in. the aluminium semi-manufactumor" indtirtry, severe competition
resulting in low profit marjinn, "orccd the "-emi-fabricators to
found a cartel and the restrictions applied were limitations of the
total amount of exports from, member countries, allotment of aiotas
to members, price regulation. After coven years the cartel no
longer existed, because aluminium producers outside the cartel
entered the market with prices i1ower than the cartel tried to

maintain (Danish Monopolies Central authority (J2) ).

If the market is an oligopolistic one, higher prices are
often charged without formal agree Zonto. Dumping is often used as
another way of restrictive business, and which is very difficult to
detect, “lien IilTCs control the sources or the marketing of raw
materials they could also charge higher prices to competitors.
Irish importers of bananas complained than an NI charges

uneconomical prices to drive then out of the market (OECD (112) ).

In addition, international price differentiations are used,
not based on differences in cost or competitive conditions. |In
Germany, during the oil crisis the multinational oil companies”
filling stations used to charge lower prices than the independent
filling stations, which were forced to buy at the comparatively high
Rotterdam prices. As a result the market share of independent
filling stations declined from to "N\ and many had to close down

or affiliated to one of the oil groups (OECD (112) ).
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This kind of discriminatory treatment, tying agreements to
increase customers®” dependence and strengthen barriers to entry,
common price increases, common purchasing of raw materials,
restriction on the production of individual firm, co-operation

with other members were found in the uinine cartel case (OECD (103) ).

The fact that most countries try to apply legislation against
restrictive business practices from IPIC::, especially by observing the
easily detectable concentration ratio (company®"s sales over total
sales in the industry, P. Scherer (107) )» if-ICs try to acquire or merge
with different firms abroad. |In this way the national concentration
is not affected, while the world overall concentration is increased,
i.e. fewer firms enjoy higher® world merhet share (e.g. the electrical
appliances industry in Europe). The only effect on the national
concentration ratio night be the after-the-nerger effects. Domestic
firms being threatened by the apperanee of an KITC, try to reorganise
themselves and. it is very lihely that "™.oe mergers will follow, thus
increasing the national concentration ratio; this merger wave is often
observed after an lINC enters a ncr.het where domestic firms operate

(e.g. electrical appliances industry in Greece).

Another restrictive business practices method is cross-licencing
agreements and restrictions on bulb sales. For rxawple, 1d’s and
DuPont®s cross-licencing agreement had the effect of limiting exports

from IGlIi to the U.S. and DuPont to the 1IT. . (OECD (11?) ).
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t-.h.p»2. Transfer Pricing

<Transfer nricing refers to the price set on "™l goods traded
within the firm. Profit switching transfer pricing is the transfer
of goods at prices with very littleor no relationto the price of
the item in the open market.The "errs length"” of transfer pricing
is the price which would be obtained in an open market or in a

transaction between unrelated parties (1. -tewart (14A) ;.

In many cases there may not bea market price for the
goods traded and, therefore, pricesare set at the discretion
of the parties involved. The reasons why a aarket price may
not exist might be semimanufacturers and services in various
stages of completion for which the co prny itself has any direct
use or value, monopoly power, patents:, concentration of
ownership of scarce resources. The fact that these prices ore
set arbitrarily, makes the theory of pricing in competitive,

oligopolistic and monopolistic :arkets not applicable.

The need for transfer pricing errtond.s further than
physical commodities into things like royalties, know-how, legal
and manage cent advice etc. Differences in many countries
corporation tax, tariffs, limits imposed to the repatriation of
profit or capital, exchange rates fluctuations,trade union
pressures, the need to automate are .0 0 reasons which induce

transfer pricing.

The secrecy which covers trail "for pricing ~akes it difficult
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to be detected, while technical knowledge is necessary to prove

any incidents of such a behaviour, |lliere are accusations of
transfer pricing but very few have boon proved. quoting Sunday
Times (April 23, 1973) "worhers with ? (Swedish owned ball
beaings company) fear that their Jobs are threatened by
artificially high losses on inter group sales ....... The charge

of transfer pricing by SKF was first reported by Tass shop stewards
at Luton ... The company bla. ed intense competition from Japanese
imports in the U.K. and the rest of Europe. However, union
officials obtained figures which show that bearings made in the U.K.
were sold to sister companies in Europe below cost. At the same time
the price paid to SKF overseas firms for imported bearings were

higher than the prices expected".

The only way that such accusations can be substantially proved
is through a detailed examination with qualified technicians
employed. For instance, in Colo -.bia there was an examination for
transfer pricing in the pharmaceuticals, rubber, chemical and
electrical industries where the largest number of foreign firms could
be found. The Planning O ffice and Import Control Board carried out
the study employing qualified technicians and chemists. It was
found that rubber imports had been overpriced 44 per cent, chemical
imports per cent, electrical components 31 per cent, pharma-

ceuticals 135 per cent (DANE (31) ).

The condition which might mate transfer pricing unnecessary
between two countries are equal tax v'tos, no price controls,

import duties less than tax rate , bio exchange rates, no exchange
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restrictions, no political pressure., no pressure on present
profits, no trade union pressures, no difference in import

tariffs. Since these conditions are out cf reality there is an
inducement to use transfer pricing. forever, transfer pricing

is under scrutiny in many countries and ost governments set up
different bodies to detect such practices. Thus, HNCs find it more
difficult to apply such techniques, but undoubtedly they will use it
whenever they find the opportunity and if it is to their interest

to do so.

4-4.4-, Political interference.

In the American Banana Go. versus United Fruit Go. case, the
United Fruit Go. allegedly induced Costa Tica to send troops
into territory now part of Panama. The military action added
land to Costa Sica and drove out verier Banana Co. The
"act of state" doctrine was used by United Fruit Co. in the

Supreme Court in the U.S. which dismissed the case (U.o. (157) )=

In the U.IT. General Assembly in Juno 1972 President
Salvadore Allende of Chile using the attempt of ITT to
intervene in his country"s elections denounced political

interference by TZICs. Cn 11th vepte “bc.r 1977 he was overthrown.

The recent example of Shell not obeying sanctions imposed on
Thodesia by the British Government, frustrates the extent that

IINC"s or big international firms can reach. All these example =
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show the way which fUTCs and international fiams can manipulate
their strengths to dominate the world without niasing any
opportunity. The secrecy and the wry their techniques are

applied wakes legislation very difficult under the present system

The political interference uestioa is very difficult to
be answered because there are so ;.any factors involved, that
are beyond anybody®"s abilities to detect them. The whole
success of these firms in interfering lieu in the thirst of some
governments or government members for money, as well as the
inability of people to control govern nult's everyday actions and
of governments to detect any actiow that are against the country

interests and being able to stop them.

In the case of government official:-" bribery there is not
much that can be done, because this kind of bribery is part of
the"country®s environment” and multinational firms are
using it as any firm would have done. "“non these firms
intervene in a country®"s internal affairs changing political
decisions for their benefit, the government is held responsible,
but under the doctrine of freedom of e»eaking business or under the
cover up of the government or the party with which the
intervention was succeeded, it is either +-"possible to detect

or too late to attempt to stop it.

<The way the political decentralised system functions is
based on the assumption that naj govern ont is trustworthy and
is always trying to pursue the "jest policies for the country.

However, there are some mentions /ory k TFicult to answer.



Should -ray country have a syste ! of controlling Ministers or
even higher officials? How can it ho jwaranteed that the
objactive of staying in office .ho mother period ol" purouing
personal ambitions does not interfere ;it\ decision making ”

If the people who control have to be controlled by others

who will control those others ? Tiwo can freedom of action be
succeeded if everything has to be controlled ? Is the systen
wrong or parts of it and which ones ?. Ho the above assumptions

hold ? If not what are the alternatives ?.

Under the present system I"TCs behaviour can be controlled
by the commercial and criminal lav;, fhe former is applied for
anticompetitive practices, while the latter for cases like,
bribery of government officials. However, the aim of most
countries is how to construct an efficient commercial law to
deal with restrictive business prndticcs. fhe great difficulty
in applying commercial law legislation on IHICs is the fact that
such legislation is powerful only within national boundaries,
while part of information on their activities may be outside
those boundaries. Besides, there is not any law which can
prevent restrictive business practices in the v.-orld wide level
(e.g- when the world wide concentration decreases), unless
there is an agreement among countries, fhe inadequacies in
each country"s law, plus the absence of a body able to control
MITCs restrictive practices on their world wide level makes it

easy .for HITCs to use their techniques '™or their own benefit.



Should any country have a system o" controlling Ministers or
even higher officials? ilov can it bo .uaranteed that the
objective of staying in office for another period oi pursuing
personal ambitions does not interfere ;ith decision mating ”

IT the people who control have to be controlled by others

who will control those others ? How can freedom of action be
succeeded if everything has to be controlled ? Is the system
wrong or parts of it and which ones ?. Do the above assumptions

hold 0 If not what are the alternatives ?.

Under the present system I.T0s behaviour can be controlled
by the commercial and criminal lav. [lhe former is applied for
anticompetitive practices, while the latter for cases like,
bribery of government officials, however, the aim of most
countries is how to construct an efficient commercial law to
deal with restrictive business practices. The great difficulty
in applying commercial law legislation on IHICs is the fact that
such legislation is powerful only within national boundaries,
while part of information on their activities may be outside
those boundaries. Besides, there is not any law which can
prevent restrictive business practices in the world wide level
(e.g. when the world wide concentration decreases), unless
there is an agreement among countries. “7he inadequacies in
each country®"s law, plus the absence of a body able to control
irtiCs restrictive practices on their world wide level makes it

easy .for MITCs to use their techniques "or their own benefit.



» 4.5 Legislation to the activities of wsultinational fins.

The growth of HIJs has been . .rfor feature of the last few
years, so countries have become wore aware of the effects these
firms cause end have started efforts to eliminate any restrictive
effects. This need for legislation is not much yet but no

doubt it iIs more to come.

Host countries mate no distinction between restrictive
business practices by HNCs and domestic firms. However, there
are so™e countries which are discriminating against NITCs. for
instance, the State of California discriminates in taxing profits
of HNCs, by taxing not on the basic of local earnings but on the
percentage of world wide profits bwirec® on turnover in that state.
The problems faced are: what a country con do when an HNC under a
foreign country®s law takes actions which have anticompetitive
effects on the country; who will be hold responsible for these
effects; how long the country®s "arm” should be for applying its
legislation; should any government discriminate against I-IO\s?
Application of the legislation on restrictive business practices
to the activities of HNCs is a very complicated one and has

different aspects.

First of all the criterion of territoriality should, be
applied, which reveals the territory on which laws on

restrictive business practices are appli able. An analysis of tl
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territorial scope of lawn adopted '> 1.E.O. reveals

that these provisions are applicable bo practices in restraint
*

of competition on the domestic marhet of each country or within

the Common riarhet (OECD (10?) ).

Apart from defining the mar"._.eta to which national law applies,
it is also necessary to determine whether the restrictive effects
on these marhets are sufficient for the purpose of applying
national laws (theory of effects) or whether it is not also
necessary to repuire that the acts, which cause these effects, are
determined or carried out in "hole or in part within the area of
national ¢jurisdiction or even that the enterprise which engages

in such acts or behaviour is established in this area.

Another theory complimenting the theory of effects is the
theory of enterprise unity or agency. It involves considering
as a single economic unity enterprises belonging to the same group
and subject to the same control, 9g') as groups composed of parent
company and subsidiaries, even though they have separate legal
personalities, however, problems arise when a subsidiary does not
oarticipate in the cause of the restrictive effects or the

subsidiary is not 100 per cent owned "y the IITC.

In general, the problems that authorities face in exercising
legislation on restrictive business practices are difficulties In
the collection of data, the divergencies In laws of different

countries, secrecy obligations ".pe. mtional authorities,



prohibitions on the disclosure o " miri&.. bv ;iness secrets by
both national authorities and private iterprioes etc.

e

4 5. Other Types of International business.

Apart from multinational firis, other types of firms have
appeared, some of them very important. tome of these firms
supply the international marmot by the reives, while others
form a partnership or make an agreement to carry out operations
in different countries. This section describes the main firms

in which these advantages occur.

4 .5.1 Domestically based firms with high exports.

There are firms which behave rather li’-.e the multinational
firms, except that they have less freer0 . since they have a
fixed point of production. These,so called international Ffirms"
operate in rather advanced technology industries and engoy the
same power as some multinational firms. There are industries
with only international fir is operating (c.g. Lockheed, Toeing
and Tolls Royce in the aircraft industry) and industries with
both multinational and international fir is (e.g. watch
industry with Timex as an IDIC and 33111 (Omega ax! Tissot) as

an international firm).

Their market i the international arbet and the reasons why

these firms do not become TTC3 .ight be: the technology needed
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for production can only be round in the home country; the
production line might be so capital intensive that the fins
are not interested in low labour cost countries; the nature of
the industry, in which very few firm control the whole world

market due to advantages in technology.

The choice of a firn to become an 11TC or international depends
on the technology needed on the asse fol* line, the characteristics
of the product, the market for which the final product is
intended (e.g. airplanes versus watcher.), degree of competition,
entry barriers (tariffs etc), e:*it barriers (profits etc) and

SO oOn.

Apart from international firms there are other domestically
based firms which produce in one point ad. export to other
countries. These firms often operate in .:ediun technology
industries and usually export to countries in which such
industries do not exist. These fir*? can only compete in a
country which has this industry, if they have a considerable

advantage which offsets the transport coat.
A.5.? Licence and know-how agree ent?.

These types of agreements form, an opportunity for any country
which either wants to acquire any type of technology or wants

to exploit techno!>gy it already has.

The most common case 0" licence and lnow-how agreements .

when a fir:"', is prepared to pay royaltiea to manufacture a
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product or use the process of amo.fdor, rad join " the rales

that follow (3. holds (0) Mate.": (120) ). The fire* dight he
aiming at new products or supple entrry products or replacement
products if competition is very severe. 3y acquiring licence it
protects itself against reduction of its own sales, increases its
product range and the licensor gets his .fees and avoids exporting his
goods over a tariff barrier. However, the fin will be in a perilous
situation if supply of know-hov: stops. Che arrangement will be

more secure, if the flow of know-how is two ways, that is, cross

licencing (e.g. ICl and DuPont".

The reasons why a company decides to become a licensor are to
obtain extra income, to retain established :arkets threatened
by trade competition, to reach new markets not accessible by
exporting, to enter markets guic® ly, inability to establish a
plant abroad, to build good-will for other company operations
etc (A. Phatak (120) ). The licence can be patented good or
process, trade names, production teciini u’.es, technical advice,

components or other material and managerial advice.

In the early stages of licencing each partner remains
completely autonomous. However, in the long run the liceucor
starts proposing integration of the two organisations. His
motives might be expansion and growth, increase of volume of
production, capture the foreign .arket before the licensee
becomes bigger, the location of production night be the ideal
for him for exporting to other coontrees etc. If the licensee

refuses then the agreement eeijht M 1
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The royalty and stool: participa®.utoa \ _,roemeitr> are designed
for a gradual conversion fro . licencing to equity Joint ventures
operations. It righI also be agreed, by both parties not to
interfere with each others territory once a licencing agreement
has been reached to avoid conflicts (c-.g- ICI-DuPont case,
where ICl"s exports rere United to the TJ.t. and DuPont"s to

the U.E.)
A.5.T Joint ventures.

A Joint venture is a business participation between tv;0
or more firms from two or more countries, which share ownership
in the Jointly established firm. Ire __.anticipation is not
limited to equity capital, but extend" to control through
production techniques, trade :arh patent:-, managerial advice
etc. This is an opportunity that countries have i.i order to support

their industries and awid, o™Ipetition (H. fold« (°0), -r>- ).

The factors influencing the stablislr -cat of Joint ventures
might be: local legislation which repairer: that foreign firms
must form Joint ventures in certain industries, import barriers
which threaten profitable markets, capital controls by home
governnent, to gain access to naturrl ursources when there is

no other way etc.

A Joint venture permits local comital to participate .in

arofitable oligopolistic str - “* " lustrios, transmits “now-how
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<ad managerial techniques more effectively jThan a wholly owned
foreign subsidiary, eliminates the danger of an industry to be
dominated by foreign firms, it Tininiscc the transfer of

dividends abroad and the repatriation of capital.

Multinational firms are also involved in joint ventures and
their partners can be, either other multinational firms
(e.g. Siemens, Bosch in the electrical appliances industry)
or local private interests (e.j- Mobay by Monsanto and Bayer-
Gerr.any) or public agencies and governtats (e.g- voivo and the
Norwegian Government). The attitude to’mrds percentage of
equity participation varies depending on-the nature of the
product, financial and management strength of one of the
partners, the business environment, political sensitivity of

the industry etc.

However, the advantages should be weighed against the
disadvantages before any decision is ta’en. The foreign firms
objectives night be different from its partners, therefore, its
policies will face opposition from the local partner. Similarly,
the local partner might find the foreign firm"s policies
opposing his own benefit, “fire ris": assumed by such Ffirms is
usually higher than the one accepted by the local partner or
the time-return attitude might be different. The local partner
is subject to one taxation while the foreign firm is also subject to
its home country taxation, therefore, attitudes might be different.
The disposition of profit might give grounds for conflicts if

intangible ole ents are invoV ed.



There ere so-ia techai ;ues net”™ v [C: ejjn partners to overoo-‘e
those difficulties. Ilanasoricll coatr e~ =%jth the local partner
giving in his authority, Majority on the hoard of directors,
authority to the foreign firn to appoint eempers to the
executive comnittae of the joint venture, equal representation
with the views oOf the foreign partner "eing upheld in the case of
deadloc™=, selling stock to the local =gge"- market to reduce local
partner”s power, taking as partners fjnracial institutions which
pay little attention to day-to-day @pagevent, issuing two types
of shares having no votes or aultinle ygtes etc. All these
techniques ain at a smooth rv.nninr: of ¢he joint venture, but it

depends on each case what the out will he.
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5.1 General Environment

then the internal environ deat in o::adned, not only the
general characteristics of the econo & have to be identified,
but the trends, as well as the major problems the country

faces.

firstly, the natural strengths ad. weaknesses of the
country have to be discussed. Natural resources, climate,
population levels, population density, geographical location
in relation to different markets, apor ports, centres of
commerce etc, are all import distinctive features of the
country. For instance, Australia has uranium, pood weather,
but it has the disadvantage of being an."ay from developed

narhets (e.g. V. Europe, U.0.A).

Secondly, the present situation of the country has to be
examined. The strengths and weaknesses arising from the way
those natural resources have been used, the different steps of
industrial development, relative position in G°J, composition
of GIT?, income distribution, sails availability,entrepreneurial/
managerial abilities, wage levels, attitude towards foreign
capital, relationships among govern.lent, industrialists and
trade unions, present labour m.ow -ent, armrectations in the
country, 1 & D strengths, the fra iono of industrial strategy
the country has followed etc, rill do cribs thi trengths md

weaknesses the country has i.i general.
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In particular, during the examination of the present situation
in the country, special attention has to be given to the factors
which influence managerial performance, These factors have
implications not only for local fir"s anti management, but also for
international firms engaged in business operations in foreign
countries (discussed in sections d.3 to .3) and for governments
involved in the economic development of s given nation. Those
environmental factors have a strong bearing on managerial activity
and effectiveness, which are both vital elements in any country®s
economic progress. The comparative management theory which deals
with problems of managerial performance in various countries,
has paid particular attention to these factors, which are external
constraints within which firm management must operate (?. Farmer and

3. Hichman (33), A. Negadhi (104-) ).

Those constraints are classified into four broad categories:
educational, sociological, political-legal and economic. The
educational constraints are: literacy levels, specialised vocational
and technical training, higher education, special management
development programmes, educational, match with requirements etc.
Attitudes towards industrial managers -ad management, inter-
organisational co-operation, class structure and individual
mobility attitudes towards change-,! attitudes towards risk etc are
socialogical constraints. The political-legal constraints include
relevant legal rules governing business, defense and military
oolicy, political stability, flexibility of law and legal changes etc.
The economic constraints are:central bunking and monetary policy,
fiscal policy, organisation of eapifcal -r ets, external economies

etc. (0. Farmer and U. hich :eu (33) }=
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Therefore, the examination of. the past and present mg veil
as the factors influencing managergial performance will indicate
the path the country®has followed, as roll as the way it is
approaching development at present. The main macroeconomic
figures will be the basis for understanding the economy in general
without, however, being the basis for decision making. The facts
that these figures cannot identify the particular strengths and
weaknesses and any government is expected to help its industries
to expand, necessitate examination of the environment of different

industries.

The examination of the environment found in different industries
will provide the average characteristics of the industries (how
the industry is structured, where the threats lie, how competitive
the industry is) to both the government end firms and how this can

be done will now be discussed.

5.2 Industry Examination.

"./fen industries are examined, it is first of all important
to decide the base from which the analysis is 1iade. There are
industries (e.g. computers, aircrafts etc) where the main interest
in analysing the strengths and weaknesses is in relation to the world
(competitors, materials etc). There arc, however, other industries
which are limited to a very snail ra.dic , sometimes not even as large
as national boundaries (e.g. briel: industry, jobbing printing etc).
The industries which have to be included in an industrial strategy

are those which i) are concerned with marid wide competition
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ii) have raw materials or component™" rubgoc-t to world wide
competition iii) are able to substit "o i ports (iv) have potentials
to become international. These -mot bo the primary forms of
industrial strategy, but the others cannot be completely ignored. It
depends whether the others are efficient or not. |If they are

not, then the foundations for good. competitive behaviour of

the industries and country are undermined. Therefore, there

needs to be a back up of stimulations of certain parts of the

economy as well.

wereo. :-.i exarinirif an industr

of t 0 industry; are the

or O::ccs ive and are these

cospared to the sane indue try
in other countries; is the industry in an impassible position
even iIn association with foreign firms5 is the industry
operating in the most profitable area of the marhat; is enough
innovation being generated; is the industry adapting to the world
trends etc. The answers to such guestions will describe the

strengths and weaknesses of the particular industry in the country.

The depth of the analysis needed depends on the industry itseli
and the situation in the country it an industry is successful,
less date is needed because the countrylX industrial strategy
should leave it free to companies to perform successfully.
Conversely, the worse the situation in any industry, the more

likely it is that the government will need to intervene.

In cases where n more thorough .by is needed for a

particular industry (e.g. wheu do a ti "tr s are less efficient
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than competitors abroad and henna i vrrts exceed. exports) the
analysis should be segmented in different areas, so that it

will be easier to identify the problc."is (OfCD (107))* At this
stage the close co-operation of fir s is vital and firms will onl;

co-operate if their autonomy is not threatened.

First of all the market sine, structure and product range
should be examined. Concentration Lo, market shares, cases of
market reorganisation, barriers to entry, characteristics of
successful and poor firms, product characteristics (durable,

consumable etc) are some of the elements that should be looked at.

Secondly, the area of production end producers should be
discussed. A profile of how the products are manufactured
(cost structure, raw materials, value added etc) and of the
types of manufacturers found (follower , leaders etc) ~"ill
describe the strengths and wea®:nessor of the country in the

production sector.

Marketing is another area which has to be examined so
that its i portanco will be assessed, fhc analysis of product
differentiation, product range, mar’-ots supplied» what makes a
product competitive abroad etc., should be followed by a profile

of the consumer for which the products are intended.

la finance raising funds, loans, dividends, cosh flaws,
profits or losses, taxes etc, are ele euts that are important
fer the co cetitiveneso ar an industry» Fhe labour Mmotor

should also be looked at for the evain bility of skilled



personnel, training» labour relations, productivity, strides,
union pressures etc. Another i\wortr.nt area is the juality of

management found i@ the industry ad. the pattern of ownership.

The picture will only be complete if the government
policies taken for that particular industry are examined. This
involves examination of import duties, export incentives

protection measures, subsidies etc.

5.7. Strengths and Weaknesses

“hen the situation in the country “ "z been identified, <
strengths and weaknesses analysis should follow. The wain purpose
of the analysis is to identify the deficiencies of the economy

and the strengths from which expansion could be pursued.

The analysis should be divided, in two parts. The strengths
and weaknesses of the economy end those of the industries. The
first part will include different eler.onto, such as, natural
resource advantage, location in the world markets, financial
situation, general characteristics of the economy (e.g. wage
level or inflation) etc. The second part will give details of
what specifically the strengths and weaknesses of particular
industries are. The deficiencies arc compared with those found in
competitors abroad or between poor performing and successful
firms. The strength will also bo identified relative to
industries abroad* Ilhat is, i profile of each industry should be
developed relative to some ref pence level, such as, the

industries abroad.
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Hot having the tine aad resources to analyse individual
countries, other than Greece, the purpose of this chapter is
to describe in broad terns the typer. of strategy questions facing

a country and to illustrate those general statements by examples.

6.1. General Strategies

’/"ren a. country®s both external -ad internal environment have
been examined, the policy ialera will ’view what the demands an?
needs in the country are. There are ..—¢xr differences between
countries with a different degree o development which implies
that different strategies will be re wired. Those differences
are in terns of resources that have boon found, the minimum
standards of living demanded by the population, the s™ills available
etc. Thus, these categories of countries (underdeveloped,
developing, developed.) have to be conoid rued separately

(R. Sutcliffe (r+8) ).

Underdeveloped countries have usually a high birth rate

and so, many resources which have been created have to be used

up to give those people their share. however, the drain is >ept
small because these people do not de isid a good standard of living.
There is no industrial strategy ad. creation of wealth is low. The
strategy choice, for the objective of higher income per capita, is
how to increase the number of indue fai.e;l in the country and how to
sreat the Ini jum required, econo ic conditions (;.g- external

econo ie ) hich —-ill help >ji Industrial sector to be jst bli bed.



-6 -

iLTEXT-ITIYU iy.yyy

Hot having the tine «ad resources to analyse individual
countries, other than Greece, the purpose of this chapter is
to describe in broad terns the typer. of strategy questions facing

a country and to illustrate those general statements by examples.

5.1. General ."Strategies

*=/en a country®s both external swe! internal environment have
been examined, the policy lakers “rill mew what the demands and
needs in the country are. There are ajor differences between
countries with a different degree .- development which implies
that different strategies will be repaired. Those differences
are in terms of resources that have boon found, the minimum
standards of living demanded by the population, the shills nvailabl
etc. Thus, these categories of countries (underdeveloped,
developing, developed) have to be conoid red separately

(n. Sutcliffe (148) ).

Underdeveloped countries have usually a high birth rate

and so, many resources which have been created have to be used

up to give those people their share. however, the drain is Tent
small because these people do not demand n good standard of living.
There is no industrial strategy and creation of wealth is low. The
strategy choice, for the objective of higher income per capita, Iis
how to increase the number of industries in the country and how to
Jjreate the Lnimum required econo io < Hiltions (j.g- external

economies) which will help ?n industrial sector to be jstabli died.
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Developing countries usually hove- ?2 strategy for oreetin <
wealth and there is an increase of «1s per capita either by
developing = manufacturing sector or e.-rgloiting natural resources.
Early in the development process the no ends on resources for
sharing wealth are not large and the birth rate does not have a great
efiect on tne rate of industrialisation. However» as those countries
rove up the GITP per capita league, education increases and
population®s demands for a better standard of living.increase.

High birth-rate in some countries ceil lend to development being
stopped in its tracks (hence, the policies, for example, in
Singapore to discourage high birth rates), in important strategy
choice during development is how to nc_uire technology and know-how
to develop existing industries or now ones and so increase G"P per

head (e.g. Greece, sec Chapter s and V).

Developed countries have formulated a strategy which has to
create wealth and improve employsoat. ."ealthhas to increase
because demands for sharing are much greater and still increasing.
Laoour cost is higher, while do lands for employment and decision malting
on working life are much stronger. These conditions and the
competition among developed countries has led to a situation in which
these countries are competitive in only certain areas. Therefore,
creation of wealth and increase in c ployent ere the main two targets
~n such countries. However, there mo "loo some developed countries
in which demand for ¢souality and vor = :Is high enough, without the
strengths of generating it CM.~. U. .)_ In such countries problems
might arise from subsidised a ".ploymam_, -2 of the wealth sector »to.

There 1is a dan jer that such co".m"moor |ght b rt fill ig *~a :h»



- 97 -

GNP per head league, with the result that the need to gain
implies the policies of developing countries.
*

The strategy choice for each degree of development is also
connected to the strategy choice each country has to make on it3
resources. Two types of resources can be found. Those, such as
minerals and oil, which can be depleted and those, such as weather,
which cannot. With resources which can be depleted the main question
that needs to bo decided is the time scale over which depletion
should occur, Rapid depletion can generate finance for
strengthening other industrial sectors over the long term or can be
used up in the form of a temporary higher standard of living.
Resources which cannot be depleted xorn the basis for achieving

higher GNP (e.g. agriculture of tourism in Greece, see Chapter 3).

In addition, a country®"s people can be considered both as a
resource and a claim on resources. As a resource it is rather
inflexible in numbers except in so far as foreign labour can be
imported on birth rates can be encouraged to fall (e.g. in Singapore
by heavy taxation on large families). This resource has the
characteristic that its “uality in business terms can be raised by
appropriate education/training investment. Thus, the facts that there
are limitations in increasing or reducing the population and that
natural resources should be used efficiently, implies that with
Xegard to those resources a country is more like a company with a

no redundancy policy and no wastage.

jejoreovei”’ the choice of strategics for any country are also

influenced by the different world trends in technology found in
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different industries, namely, in advanced medium and low
technology industries, as the hypotheses which were discussed

earlier on showed (see section 4.2).

The first hypothesis showed that in advanced technology
industries, industrialised countries dominate and aim to keep the
leadership. These industries are usually capital intensive and
support of these industries will result not only in high profits
for the firms, thus securing the viability of the industry, but
also in high tax revenue for the government. Thus, these countries
facing the strong demands of people for a higher standard of living ha-
to maintain a leading position in these industries. Sometimes
this can be done merely by freeing them from constraints, other
times by protecting them or even assisting them with new industries.
Developing and underdeveloped countries are not able to
participate and can only gain if foreign firms produce in their
country (see section 4.2.1.3). For developing countries especially,
production of such goods on their soil will enable them to develop
new industries, innovate and also improve old industries and so,
by using the newest technology at-ailable they can improve their
products and production methods to become more competitive abroad
(e.g. silicon chips in Greece, see section 9.4.1). Innovation is
also an area where developing countries can enter provided that they

have the right internal environment which favours it (see section

4.2.1.3).

The second hypothesis showed that in medium technology

industries there are more countries (developed and developing) and



so, more firms are involved, which makes competition more severe.
The strategies followed by any country in such an area differ
according to the environment. |In some industries, developed
countries have to lead because they were the first to develop

and have raised barriers to new entries (see section 4.2.2.) In
such countries the need for creating more wealth necessitates
support of these industries, while the urgent need for efficiency
and lower costs imply automation in high wage countries or
production in low cost countries (hence, employment is reduced

and wealth is shared by few, which makes the problem in developed
countries more accute). Underdeveloped and developing countries
can capitalize on that and give incentives for attracting foreign
firms, so that output in manufacturing will increase as well as
employment. In other industries where developed countries

operate as well as some developing countries, bhe observed trend

is concentration towards large firms (usually based in developed
countries), thus, developing countries can either raise protection
barriers or give assistance to make their industry competitive world
wide or attract those large firms (electrical appliances in Greece,
see section 9.4.3). In other industries, where only domestic

firms operate, if need be, countries can use different types of
support in order to keep the industry safe from imports. Therefore,
in this type of technology, developed countries have to decide
which industries to subsidise to keep their labour force to

satisfy the strong demands for employment and in which ones to urge

automation for accumulating more wealth. Underdeveloped or
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developing countries could either support their industries to
become competitive worldwide or raise protection barriers or
attract foreign firms, the choice depending on the environment in
each particular industry.

In lTow technology industries (third hypothesis) developed
countries cannot compete because of lack of raw materials, high
labour costs etc. With unemployment in the world increasing,
loss of these industries by developed countries could cause
political problems as well as high unemployment costs.

Protection barriers, subsidies, research for alternative raw
materials and automation are some of the ways of avoiding dominance
by developing countries. Underdeveloped and developing countries
should try to keep their leading position in these industries,
while international bilateral agreements might help them to

export.

Some countries may not be able to decide which industries to
support until they have decided whether or not to ¢join some
international treaty organisations such as the SEC (see section
4.1). Several questions have to be answered for example
i) such agreements mean bigger markets but also stronger
competition will this mean the closing of an industry or its
expansion in the country ? ii) if one industry is forced to close
can another expand to take its place ? iii) if automation
accelerates how will the resulting unemployment be handled ?

iv) will the country be able to assist its industries to the
optimum level or will it not be allowed to do so because of the
agreement ? Vv) will the country have less problems if it doe3 not

sign the agreement ?
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Another strategy choice which has to be made by all countries
is on the international transmission of resources. Governments
can intervene in the flow of resources in their pursuit of
various national objectives, i.e. efforts to foster economic
development, moves to protect national groups, measures to deal
with the balance of payments deficits (J. Fayerweather (564) ).

The main emphases are placed upon encouraging the inflow of
resources which contribute to development, especially capital,
skills, and essential natural resources, utilising the receipts
from outflows on uses contributing to industrial development and
decreasing dependence upon foreign resources .Governments can
either alter the effective relationships of international trade

by any measure (e.g. by altering the exchange rates) which changes
the price of a resource relative to the price of another resource
or by direct intervention in the flow of resources through quotas,
emigration restrictions etc. With regard to foreign direct
investment, governments play an active role because of the economic
and control terms involved. The concept of government economy
initiative and control is firmly established in all countries,
especially in developing and underdeveloped countries, which often
enter actively into the process of establishing both the economic
and control terms (e.g- price controls, taxes, foreign exchange
controls etc). The greater problems in foreign firms operating in
host countries arise from conflicts concerning nationalism and
national interests in which politics play a great role. A careful
approach should always be followed, because too many controls on

firms prevent them from making their full potential contribution,
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firms prevent them from making their full potential contribution,
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while host countries cannot attract investment unless they have
the reputation of giving then reasonable protection (for a more

detailed discussion see 7*2.3).

Another strategic area for all countries is the factors in
their internal environment which affect managerial performance
(R. Farmer and B. Richman (563)> see section 5.1). The examina-
tion of different industries in the country will give the government
enough experience to take decisions for improving her internal
environment which might impose constraints to growth. Governments
can alter the conditions on the education level (e.g. specialised
vocational training, special management development programmes
etc), on politics and law (e.g. business law, bureaucracy,
confusion in industry - government dealings etc), on the economies
(e.g. fTiseal policies, banking system, capital markets etc) on
sociological aspects (e.g. extent and degree to which firms,

government, universities and other agencies co-operate etc).

Thus, economic planning, objectives and measures among
countries vary according to the degree of development each country
has reached. However, all countries face similar questions for
their industries. These include in which sectors can we remain
in the lead, which industries do vie have to subsidise or protect
in the long run, how can we attract foreign firms to increase

production facilities on our soil etc.

6.2 Strategies on the Industry Level.

Questions of the sectors in which a country can remain in the

lead, can only be answered after individual industries have been
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examined. Governments have to follow an industry by industry
strategy, which implies analysis of the most important industries
- *

in the country and examination of the environment in each one of

them.

The strategies which should be followed for every particular
industry depend on the situation in each one of them and could
range from invitation of foreign firms to protection measures and
could also be of different types. For instance, high market share
is more important for infrequent purchased products than for
frequently purchased ones and also for business in which buyers are
fragmented rather than concentrated (PHIS Report (113) ); therefore,
for such industries efforts should be directed by Government and
firms towards increasing market share (e.g. electrical appliances
industry in Greece, see section 9.4.5). The fact that the effects
of following a particular strategy are many, and complicated, makes
it even more important that both government and industry understand
and follow that strategy effectively. For example, high market
share increases return on investment, reduces the purchases to sales
ratio and marketing costs as a percentage of sales decline (PIMS

Report (122) (123) )-

The range of the same strategy could also vary according to the
industry. For instance, market share goals could range from
increasing market share if it is below the required minimum level to
maintaining the present level or even increasing short term earnings

by permitting market share to fall. Other examples of a strategy



choice are improving the quality of products in an industry which
can partially offset low market share or creation of larger firms
which have higher return on investment or favouring small firms
which do slightly better than large ones in business with low market

share. (PIMS Report (122), (125) ).

Survival in some industries means automation , which implies
increased competition and that leads to more government support
and further automation, without the survival of the industry being
guaranteed. Thus, governments have to make an early vital decision.
If it is decided to support a firm or industry it has to be done
so until the very end, when the firm or industry will not feel
threatened (e.g. when a cartel is formed). The importance of this
early decision is underlined by the fact that until the industry
is safe (e.g. high market share), returns will be very low because

of severe competition (PIMS Report (122), (123) )=

Strategic decisions have to be taken not only for existing
industries but also for new ones. Some of the knowledge about
business areas is visible in the world (e.g. statistics, ¢journals)
and entrepreneurs or firms would have studied it. Some areas
might be found attractive, while others will be ignored. Those
ignored areas have to be examined which often can only be exploited
with the co-operation of foreign firms. The way such industries
can develop is through incentives to help entrepreneurial skills to
develop or attraction of foreign firms or even co-operation with

other nations (e.g- different European countries got involved in the



airplane manufacturing industry).

The tools governments can use to implement the policies
they will decide are, financial and fiscal incentives 1i.e.
subsidies, tariffs, stimulus where gaps are”provision of education,
etc, which have to be used selectively. The strategies for
individual industries should aim at solving the problems the
industries face and also tackle the main problems of the
country. If, for instance, unemployment is the main problem,
governments should find in which industries they have an advantage
and urge for efficiency (e.g. automation) and at the same time
assist other industries to keep or even increase their labour force;
this is so in the short run, especially for developed countries
because such countries have a mixture of industries which will help
governments to balance the economy. It is important when policy
makers decide on strategies in particular industries, to be fully
aware of what the country®s main objectives are as well as what its
targets and means of implementing those targets in the country®s
economic plan are, so that all actions will be co-ordinated in the

effort of achieving higher income per capita.
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7. ORGANISATION OR THU PLANNING OF
INDUSTRIAL STRATEGY

7.1. General Attitudes

The planning style, which any country uses for its
economic and foreign policies, depends on the political style
and climate of the country; so also must the organisation
and procedures for planning a country®s industrial strategy

relate to the political element. (R. Farmer and B. Richman (53) ).

In capitalist countries most government planning takes the
form of creating the right environment. In communist countries
planning and control is very centralised and so the individual

company®"s plans are incorporated in the country®s planning.

Both extremes have disadvantages. The success of limiting
government influence to environment creation depends on the
quality of directors and managers in the business environment,
on new opportunities being sufficiently attractive for
establishing new businesses and also on shareholders causing
change in companies operating at low levels of efficiency.

The communist approach to planning and control involves large
administrative overheads, it lacks tactical response to sudden
market changes and depends very much on an in depth knowledge

of the business from the people at the top.

Therefore, in most environments the organisation of planning

requires a balance to be made between the political style and the



needs of efficiency (the changes occuring in China are a

reflection of this need).

The state of development will also have its effects on
the organisation. Developed countries, which usually have
high exports, have also the potential for success (big firms, a
great number of industries, economies of scale, good manage-
ment etc) and thus government intervention can be limited
mainly to income distribution, energy aspects, restrictive
business practices etc. Developing countries are less
competitive and government influence should be extended more to
short-term financing to generate new business and industries,
help different industries/firms to survive the competition
from other countries, regulate the international transmission

of resources etc.

A difficult problem that all countries face is how to bridge
the gap between the State and firms. The two extremes, State
control over firms and completely autonomous firms, do not

offer an efficient solution and therefore, the areas in which
government intervention is necessary should be examined.

(R- Thomas (151) for the example of the U.K.)

First of all, business and governments are two different
areas in which any interaction should be very carefully approached.
Business should have a clear purpose and be managed very

effectively. Government may own a business and even set its purpose,
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but should never manage it. Politicians are usually not good
managers and most managers bad at politics. Delegation to managers
is important for most businesses, e::cept small ones. Thus, the
government should have the role to create the environment, giving
stimulus and help when necessary, but never be in a position to

manage firms even nationalised firms.

The intervention by the government in firms and industries
should be specified in three main areas i) regulating the
internal operation and influence decision making in enterprises,
through legislation on partnerships and companies, on enabling
shareholders to have the necessary information in exercising
control on the firms, on restrictive business practices etc
ii) decision making at industry level, such as product
standards, health hazards, consumer protection safeguards,
economic planning at national level iii) regulating relationships
between firms, such as mergers, takeovers, competition, monopoly.
(R. Farmer and B. Richman (563); R. Thomas (151) for the example
of the U.K.

The role of the State should be to influence business
without forcing compulsory actions by Ffirms, create the
environment for business to operate efficiently, adjust the
country®s stance to help its business to survive. Greater
interference in business can only be appropriate when the

market forces cannot find successful solutions or when industry



- 109 -

is ia danger. In this case a strengths and weaknesses analysis
w ill help finding out the alternative strategies, which should
include a wide range of options (e.g. mergers, diversification,
foreign firms). This kind of examination might need the
co-operation of firms, which should always be le ft autonomous

to decide which policy to follow. Discussions between government
and firms will give both the benefit of understanding what each
other's objectives are and -looking at the problems in the same
way (see section 3.2 for the need of government and firms to "talk
the same language"; see also R. Thomas (151) and Financial Times
February 8, 1979 lor 'the example of IEDC in the U.K.)

In general the political climate and state of development w ill
give answers to the main questions of when the government should
intervene, the degree of government intervention, public ownership
etc. The State knowing the external and internal environment in
the country as well as in its most important industries, it will
be in a position to gather all the informationnecessary for its econo-
mic planning. The general guidelines and targets of how the economy
w ill develop w ill be set up, the fiscal and monetary policy will be
decided to meet the objectives set by the government (e.g. reduce
balance of payments deficit),the capital markets and banking
system w ill be monitored to contribute their best, the internal
environment in the country affecting business w ill be improved etc.
With regard to policy making on the industry level, the State
knowing the environment in different industries will be more
specific in its policies, while the priorities set out in the economic

plan will indicate which industries to support first, which
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plan will indicate which industries to support first, which
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industries should be given incentives to automate or keep their

labour force etc.

7.2. Specific Areas

Since the basis for development in many countries is mainly
industry, governments should be more aware of the conditions that
prevail in this area. Identification of the strengths and weaknesses
in each industry is vital for policy formulation and it is also
important that the government is also kept informed of how its
industries progress because of the continuous evolution of the
business environment. Thus, a system has to be developed which
will run smoothly, strengthen the understanding between Govern-
ments aud firms and be of help to both the Government, as a
continuous supply of information necessary for its economic
planning and decision making on the country and industry level,
and to firms, as a source of information for their own planning
and an influence on government policies. There are some areas
which need attention whatever organisation is best for a country

and these will now be discussed.

An important element is the identification of the area
under examination, that is, the definition of the sector
under question. This definition has to be clear and have the
property of identifying different participants which might be
widely spread. An industrial sector is an area which
includes different firms which have common characteristics.

These characteristics might refer to the product, production



techniques or even consumers. The definition of each sector
depends on the level of development of the country and the
special circumstances that prevail in it. For example, a
country may define the sector electronics, as an area which
includes firms producing digital watches, Hi-Fi equipment,

TV sets etc and the common characteristics is the technology
of the product (electronic circuits, silicon chips). Depending
on the case, the definition should include different
characteristics, such as, definition of the product, links
between producers and final consumers etc. It is very important
for these definitions to be kept under review because the
business environment is under a continuous evolution and the

borders of the sector will change.

7.2.1 "Associations"

The objective of strong co-operation and better under-
standing between Governments and firms to bridge the existing
gap, indicates that there has to be a forum where industrialists/
firms, governments and trade unions concerned will meet to work
together to identify the problems and improve the performance of
each sector. These "associations™ will gather and group together
different firms associated with the particular sector, so that a
dialogue could be facilitated (see 1. Thomas (151), Financial
Times November 17» 1978, February 5,1979, February 8, 1979,

for the example of working parties in the U.K).
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The purpose and effectiveness of the "associations' should
be assessed in two parts. First its inpact as a vehicle of
upward communication from industry to government with both
growing closer together; second its downward impact from the
associations into individual industries and companies on their
strategies (e.g. rationalising production arrangements or

removing any constraints to growth).

The upward part is aimed at changing the traditional
"arm"s length" relationship between industry and government,
so that policies of all types and sizes adopted by Ministers fit
in as much as possible with what is good for industry. Government
policies would be co-ordinated, areas of industry needing special
aid schemes would be identified and there would be a growing
mutual uoierstanding. Such meetings will also help to make
government departments realize the government.commitment to
industry. The industrial aid scheme would be designed as a
result of information about industry®s needs emerging from the
""associations" (working parties in the U.K., Financial Times

January 15» 1979).

Government policies will be affected on matters, such as,
tariffs, monopoly controls, levels of competition, export
incentives, aid schemes for firms trying to set up export
business, stability in tax system and investment incentives etc.
The "association"™ could provide an opposition for foreign intruders,
could be influential enough to contribute to the modernisation of
the industry and the threats from foreign firms could be seen as a

catalyst for change.
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The "associations' should, try to identify medium, long term
objectives for their particular sectors as well as the quality
of resources, capacity and so on. It will be in the role of the
associations to recognise and bring together to the attention
of the Firms and government any serious general deficiencies in
management (e.g. banks not having sufficient marketing skills with
the result that foreign banks start penetrating very effectively
etc). Government action can then follow to set up dialogue, bring

in consultants, short term financing etc.

The "associations” will also discuss any new opportunities
in the economy that could be exploited. Finding out what the
necessary elements for success are, talcing into account the
relevant conditions abroad and examining what the country offers,
it will be easier to discuss whether the country itself could
develop the industry or whether foreign firms have to be brought
in. Such initiatives should be generated from both the
government and firms so that each party has a more broadly based

understanding of the opportunities around.

In the associations the government, trade unions and the
firms participating in that sector should take part; nationalised
firms and foreign firms should not be excluded. The associations
will only get co-operation from firms if they are seen to be a
forum for coming together to discuss broader issues so that each
can cone away with a better understanding of the whole and how

each party sees the problem.



The main obstacle to co-operation in these associations will
be confidentiality. Companies are autonomous and while they may
be prepared in these 'associations'™ to discuss common problems,
especially on competition abroad, understandably they will not be
prepared to blur competition at home for the sake of any industrial

strategy.

Unions primarily interested in protecting ¢jds and increasing
home pay, might object to whatever is decided. However, this does
not imply that unions would not have objected, even if they were
not taking part in the '"associations". The difference is that by
being in the associations they- vrill have a more broadly based
understanding of what is talcing place and it might be easier to

reach an agreement with them.

The objective of the "associations” is not only to raise new
ideas but also to spread the ideas that came up in the discussions
to the individual companies of the sector and establish a "bridge"
between government, firms and trade unions on industrial
relation issues. Therefore,much of the successful operation of the
"'associations' depends on their chairman who will have the task to
become "ambassadors™ to explain the ideas and also become the

mediators on industrial relation problems (e.g. NEDC in the U.K.)

Government interference in the "associations' should be
extended to financing the operation, without using them as a first

step towards a compulsory planning agreement system. On the other
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hand, the "associations” will not have any power to force
government or business into action. '"Associations'" can only
influence government and business by firstly giving each a better
view of the whole problem, secondly, by getting nearer to a common
view and thirdly by bringing clearly to the attention of each the
area in which they must make policy discussions if progress is to
be achieved. The "associations”™ will almost certainly be used

as pressure groups or lobbies. [If government is powerful in them
they will press government policies, while if industry is power-
ful then the associations will press government for all it thinks

it needs to succeed.

7.2.2 State participation

As it was discussed before, the state, in a decentralised
economy, should not limit its involvement in industry in laying
down the legal and regulatory framework within which business is
expected to operate. The State could be an active participant
itself through such bodies as the nationalised firms or industries
and by the provision of a wide range of fiscal and financial
incentives which will be der-ed from discussions in the
"associations" and be given selectively through the business

management approach.
In particular, the level of oinaerskip in some countries has

increased, which has resulted in the formation of a different set of

firms, the nationalised firms. These firms face many changes of

«
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targets or objectives, which are usually set by Ministers;

thus, they are very sensitive politically. The problems found

in this area are mainly the wide scope nationalisation offers to
ambitious Ministers to intervene and also, boards are told to

act commercially without being structured commercially. Therefore,
the State should set the purpose and objectives, appoint quality
managers, delegate freedom to manage and hold management responsible
for attaining the targets (see section 7.1). Nationalised firms
should behave like private firms and be teated like private firms by
taking part in the "associations” and enjoy the same government

benefits as any other firm.

With regard to financial and fiscal incentives, such as regional
development grants, offers a selected assistance to individual
companies etc, which will be used to implement the selected
strategies, the state should use the business management approach
to apply these measures, receiving the information from the
""associations' and taking into account the state of development of
the country, the overall targets of the economy and most
important, the different environment(s) of the industry/industries
for which these measures are intended. It is vital to consider
carefully the application of those measures. For instance,
preserving jobs in one company might mean displacing jobs in
another or encouraging resistance to industrial change and
delaying nationalisation; in addition, in the case of financial
assistance to firms, when losses are covered by public funds, it

costs taxpayers money, it reduces I"eal income, it reduces the



competitiveness of the firms that are not assisted and

therefore, reduces their ability to employ labour, “men the
"ambulance service"* is to be provided, it is essential to make

a firm decision whether to t,um the enterprise around or let

it die gracefully (e.g. the task of the National Enterprise Board
in the U.K.) Therefore, governments have to judge and select the
appropriate ways of achieving the d.esired objectives and be
always in a position to successfully pick owners without running

the risk of attracting second-best projects.

7.2.3 Foreign firms

In every country there are foreign firms which operate in one
or more industries. These firms form a special category affecting
economic and political decisions. The focus on foreign capital
should interest all countries because these firms might cause both

negative and positive effects (see sections 4.3 and 4.4).

The main problems between foreign firms and host countries
arise from conflicts with nationalism and national interests in
which politics is important because of its use of those nationalistic
feelings. Host nations generally feel that their national interests
are best served if foreign Firms have a minimum control over the
flow of goods within their economies, oome governments, especially
less developed countries, enter actively into the process of
establishing both the economic and control terms, which cover the

full range of business arrangements which affect the profitability



of the transfer of resources, the amount of income which can be
repatriated etc.
However, host countries run the risk of not attracting invest-
ment, if they have the reputation for not giving foreign firms
reasonable protection. Besides, too many controls imposed on
firms might prevent them from making their full potential
contribution. If multinational firms do not have control over
their business, they will not perform the role of transmitting

skills and innovations which the country might desperately need.

There are basically two approaches for minimising the conflicts
between host countries and firms, namely, the accomodation and
power-balance approach (J. Fayerv/eather (54) ). The accomodation
approach suggests that there should be efforts to achieve maximum
accomodation among the interests of the foreign firms and host
nation. This involves efforts to reduce the extent of the
misconceptions of interest on the part of the management of the
foreign firm, home country government officials and host country
nationals. An important component of the process is the effort to
minimise nationalistic emotional reactions in the interests of
greater national discussion of issues by measures ranging from
avoidance of heated public debate to broadening and effectively
utilising the "third-culture” groups which are most capable of
objective action. The "third-culture"™ group is a group of local
nationals and foreigners who provide the bridge between the host

country and activities originating in foreign culture ,



119 .

including foreign business, foreign aid programmes etc.

The power—balaAEe approach suggests that the resolution
of the hard core of valid conflict must inevitably come through
negotiations based on relative economic and political power
relationships. Foreign firms have the power of the combination
of financial resources, technical s":ills, managerial competence
and production capacity at their command, selectivity for
choosing a country, the political strength of their home country
etc. Host country®s power arises from the value of the
opportunity which it offers to the foreign firm and the controls
it commands, such as, foreign exchange, imports, prices etc. It
is important to note that the power available to both parties
varies greatly from situation to situation and over the course of
the time, hence, a flexible approach by both parties is always

required.

Therefore, governments should focus their attention on the
entry conditions and the control over foreign firms. There are
some important steps for each government to follow when deciding
an entry, such as investigations of the opportunities offered,
information about the importance of the firm in the country or
abroad, co-operation with the "associations” for relevant informa-
tion on the industry/industries etc. "..hn the reasons which
attract the firm are known, the evolution of markets abroad, the
movement of the particular firm in the country and abroad and the
effect of the proposed incoming investment on the economy,

governments will be able to derive the best decisions and so gain



more from the negotiations concerning the entry agreements and
the country"s committments. On the question of control over
foreign firms, governments should safeguard the country from
restrictive business practices and make sure that the entry

agreements are net.

In this way the government will be able to assess the
political committments easier, Ministers will have a better basis
for deciding whether to reject or approve entry or even impose
penalties and on what terms. It is very important that the
general provisions regulating the incentives,conditions and control
over foreign firms is adjusted to the country"s state of
development, requirements and political climate. The aim should
not be to place foreign firms in a separate category but to isolate
the special problems they create. They should be treated similar to
domestic firms, take part in the "associations" and enjoy all
incentives and aid given by the State to industry, unless it is

differently stated in the entry agreement.

7.2.4 Restrictive business practices.

The cases where firms try to restrict competition are
growing in most countries. Any government should focus on
these problems which arise from cases, such as, merger, monopoly
pov/er, transfer pricing etc. The view and actions that the country
will take depend on its internal environment and this can range

from a case by case study to setting rules.

The focus should cover all types of firms, domestic,

nationalised, foreign and particular attention should be paid on
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multinational firms, since they have ir.ae flexibility in
deciding uncompetitive actions. The "associations" dialogues
can help governments in this area. Information can be given
about the industry, the importance of different firms,

the importance and consequences of different policies etc.



PART 111

THE BUSINESS MANAGEMENT APPROACH TO

STRATEGY- THE CASE OF GREECE.

INDUSTRIAL



a. D&jcaiPTiou of the g™ k ¢conchy

In part 111 the application of the business management
approach on Greece is discussed. Before we can consider the use of
a business management approach to the management of the Greek
economy, there is a need to get a sense of how the economy has
reached its present stage and the way it is approaching future

development. Chapter 8 serves this purpose.

The lack of information and studies on different areas made it
difficult for a compbte and accurate picture of the Greek economy
to be presented. In cases where such information were not
available interviews, articles and memoranda, especially from the
Federation of Greek Industrialists and Shipowners Association,
were used to cover the existing gaps; for instance, the Federation
of Greek Industrialists has made a study on the question of
EEC entry and the Greek industry, but since access to this study
is not allowed, memoranda and articles provided the sources of
information presented in section 8.5. In addition, section 8.3«
(the present industrial strategy in Greece) was totally based on
interviews because of lack of sources, such as State Acts or
articles.* This lack of information also affected the description of
the Greek electrical appliances industry in Appendix E; for
instance, sales are not published on firms® annual balance sheets
and so, it was impossible to find data such as profitability, cost

structure etc. The information presented in Appendix E were

* 1 am grateful to Hr. Kanetakis (ministry of Co-ordination)for
his kind co-operation and assistance concerning this particular

section.



gathered totally from interviewing all the firms in the
industry, since there are no articles available concerning

this industry.

8.1 Evolution of the Greek Economy

Greece is located at the South East part of Europe, the
nearest European country to Middle East countries. Most of the
country is surrounded by sea and lias a quite high number of
islands. She enjoys good climate conditions, which favour
tourism and agricultural products. Greece is poor in raw
materials and the little quantity of oil found lately, is
expected to relieve the negative balance of payments, without
though covering all Greece"s needs in oil. The population is
9 million, approximately 60 perlcent living in 4 big cities/towns
(40 per cent lives In Athens). These cities/towns from Thessaloniki

to Patras form the back-bone of Greece®s economic activities.

After World War Il (94 and Civil War (194-9), Greece pleaded
to the U.S. for loans to develop her economy. These loans were made
under the Marshall Plann and were channelled into farm equipment and
land reclamation projects, which increased the volume of production
in agriculture. No efforts were made to develop domestic production
of durable goods to substitute imports. When the aid vias reduced and
the drachma was devalued (1953), impox’s of durable goods increased.
3etween 1950 and 1960 GDP increased 5»3* per cent per annum, with
the annual rate of increase in agriculture being 3.9 per cent and

that of the industrial sector 9.5» per cent.
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After World War 11 (1944) and Civil Ear (1949)» Greece pleaded
to the U.S. for loans to develop her economy. These loans were made
under the Marshall Plann and were channelled into farm equipment and
land reclamation projects, which incx"eased the volume of production
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the drachma was devalued (1953)» imports of durable goods increased.
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that of the industrial sector 9»5« per cent.



The 1960 - 64 Economic Plan tried to alter the economic
situation. This was urgent and necessary forced by the fact
that in 19S1 the ;greement making Greece an associate member
of EEC was signed. Industrialisation was the main target and
the Plan stated that "it is private enterprises that must have
the responsibility for the development and transformation of
industry into a sector which is internationally competitive".
However, specific methods to be utilised or measures to be taken
for solving Greece"s problems were absent. The national product
rose by 6.7 per cent per annum but investment in industry,
reached half the planned rate. The main attention paid by
the government was on housing, roads and transport, agriculture
and then mining and industry. “11 these pointed to a decided
lag in the manufacturing section and the need for a strong
catching-up process. The existence of war conditions, inflation
and lack of confidence in the currency, made the Greek
enterpreneurs disinvest in fixed plants and equipment and seeking
to export their capital through the black market or convert
them into gold or consumer goods. Industry was protected and
this caused Greece"s present high cost, non-competitive economy.
Pew large firms and numerous small marginal firms were established
and the high fairly rigid price structure for manufactured
products as well as imperfect market knowledge and government

controls, gave the larger firms little incentive to cut costs.
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The period 194~ - 1967 was very insecure because of political
instability and ended with a dictatorship which was imposed on
21st April, 1967 until the summer 197y when the dictatorship
was established a new 5 year Plan (1968 - 1972) was put into
action. With regard to the industrial sector the policy was
still the same as in the last Flan. The State"s role would be
on the one hand to improve the institutional framework and
create an atmosphere conducive to investment by domestic or
foreign firms and on the other, to introduce incentives including
direct subsidies to improve the existing industrial
infrastructure. However, for such targets political stability
is necessary which the dictatorship could not offer. The
dictatorship increased insecurity, imposed a non-strike controlled
economy, increased the bills which Greece has to pay now, and, it

generally deteriorated existed problems® rather than solved them.

The period 1963 - 1973 was the period of the "Greek economic
miracle”™ with an average annual increase of GNF of 7»6 per cent
and it was unfortunate that the dictatorship was imposed when
Greece was beginning to improve its economic situation. This
strong performance at the aggregate level tended, however,
to mask many under-lying weaknesses in the Greek economy. Those
problems that were inherited from the past for the present
situation were i) structural changes in industry did not follow
the country®s growth ii) investment in industry declined and foreign
investment concentrated towards large scale projects not integrating
with Greece®s structure (see section 8.6) iii) industry is
dominated by small production units employing fewer than 10

persons 1iv) immigration increased and there was a sharp drop of



126 -

farmers (v) employment in manufacturing showed a low increase

and there was a growth of salaries and wages of non-agricultural
wpricers. vi) indirect taxes exceed direct taxes which makes the
distribution of income more une uatable. vii) there is a
remarkable absence of any overall industrial policy with specific

objectives and approaches.

8.2. The Fresent Situation

On top of these problems more appeared after 1973. The
international business recession, the increased protectionism
in Europe, the intense political importance given to Greece"s entry
to EEC, the massive defense expenditure (@45 per cent of the budget)
to handle the confrontation with Turkey, the bills dictator-
ship left, increased pressure from the labour force, deteriorated the

situation and increased Greece"s problems.

Growth is well below the rates of late 1960s; private manu-
facturing investment is lower in volume than in 1973; consumer
prices are rising at 13-14- per cent and the drachma has been
falling at an annual rate of around 14- per cent against the
currency of Greece®s main trading partners. In 1977 there was a
decline in agricultural output and a mere 1.6 per cent growth of
manufacturing output. There has also been a rapid increase of

unit labour costs (about 20 per cent increase per year).

Farming is the country®s biggest industry and presents many
problems. Farm holdings are small and consist of unconnected plots,

co-operatives are inefficient, marketing facilities are absent,



- 177 -

marketing abroad is almost non existent, modern technology

cannot be applied because of the fragmented land etc. There is a
natural constraint in Greece"s expansion of agriculture because
Greece is a mountainous country, therefore, growth of output can
only be attained if the present problems are tackled and efficiency

increases.

Manufacturing (20 per cent of GI7P ) has expanded at a faster
rate than the economy as a whole and the contribution of industrial
exports to total exports has risen from less than 6 per cent in the
late 1950s to more than 50 per cent in 1977» However, there are
many indications that the expansion of manufacturing industry
has been less than satisfactory and has lagged behind that of other
southern European Countries such as Epain, Portugal and Yugoslavia.
The OECD economic survey for Greece noted that investment in
manufacturing in Greece amounted on average over the period 1960 - 76
to 3 per cent of GDP against h.5 per cent for OECD countries
(manufacturing accounts for 27.5 per cent of total investment).

The corresponding percentages were 6 per cent for Spain and 5*5

per cent for Portugal. The OECD survey also remarked that the
growing contribution of manufactured products to total exports has
come mainly from exports of processed I"aw materials (e.g. cement and
non ferrous metals) and light industry (e.g. footwear, textiles).
Technologically more advanced products have performed poorly by
comparison with those of other southern European countries. The
weakness of a depressed capital spending in manufacturing is due to
uncertainties resulting from the current high rate of inflation,

the rising labour costs, and to the steady erosion of
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corporate profit margins. It is also due to the importance of
small production units, which generally suffer discrimination
when they apply for bank finance or export licences and the
preponderance of light manufacturers, mainly textiles and other

products, that Sice intensified foreign competition.

Although industrial expansion has been disappointing, the
services sector has shown considerable dynamism. So has the
construction industry; several technical companies have been
awarded major projects in .Arab and other developing countries.

The services and construction sectors accounted in 1977 for almost

62 per cent of GDP against 19- per cent for agriculture.

Housing has been one of the most dynamic sectors of the
Greek economy over the past 25 years. It has on average accounted
more than 40 per cent of fixed capital formation and has absorbed
almost the highest percentage of real resources of all 02CD
countries. Much of Greek industry has been developed to cater
for the direct and indirect needs of the housing sector and has
relied extensively on a high level of house building activity for
its prosperity. The causes of such preference in construction of new
dwellings are mainly the very high duty imposed on transfers of
existing property, compared with the much lower duty for permits
for new buildings, the massive concentration of population in urban
centres (close on 40 per cent of the Greek population lives in the
Greater Athens area) and the particularl importance of apartment
blocks stems from the scarcity of land. Despite the severe
restrictions in household financing, (banks are prohibited to finance

housebuilding) as a non-production activity, housebuilding
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She services and construction sectors accounted in 1977 for almost

62 per cent of GDP against 19- per cent for agriculture.

Housing has been one of the most dynamic sectors of the
Greek economy over the past 25 years. It has on average accounted
more than 90 per cent of fixed capital formation and has absorbed
almost the highest percentage of real resources of all 02CD
countries. Much of Greek industry lias been developed to cater
for the direct and indirect needs of the housing sector and has
relied extensively on a high level of house building activity for
its prosperity. The causes of such preference in construction of new
dwellings are mainly the very high duty imposed on transfers of
existing property, compared with the much lower duty for permits
for new buildings, the massive concentration of population in urban
centres (close on 40 per cent of the Greek population lives in the
Greater Athens area) and the particular®™ importance of apartment
blocks stems from the scarcity of land. Despite the severe
restrictions in household financing (banks are prohibited to finance

housebuilding) as a non-production activity, housebuilding



companies, have managed to run their business by means of the
so-called "counterpart” system (where the builder effectively
"swaps'" a number of flats for the value of the site) and of
arrangements by which other prospective buyers make a series of

advance payments as construction proceeds.

Recently, there seem to be problems even in the traditional
shipping industry. The Greek fleet ox merchant marine, fourth
size in the world behind Liberia, Japan and the U.K., consists of
old ships. Britain, Japan and Uorw/ay have 78 per cent of their
tonnage aged under 10 years and 3 per cent aged 20 years or more.
The Greek figures are 43 and 18 per cent respectively. Ships
under Greek flag accounted for 20 per cent of world losses in ships
in 1975 and 1976, but Greek ow/ned ships can claim for 50 per cent
of those world losses. The decision by the London Marine insurance
market to increase the scale of additional insurance premium for
cargo carried in overaged ships, caused a serious problem and hits the
Greek fleet harder, since the dry cargo market is in recession.
However, in June 1978 in an Athens meeting Shipowner Associations
from 11 countries agreed to set up a cartel, "intercargo', to
support the lay-up scheme for dry cargo ships to ease the freight

crisis.

Private consumption grew at 5*5 per cent during 195°-1975«
The improvement of the standard of living is reflected in the change
of the consumption pattern during the las t25 years and it is typical

of a developing country where the demonstration effect is very strong.
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High, income elasticity g>ods have tlie highest increase and durable
goods (e.g. cars) and semi-durable goods increased their share.
Most of these highly demanded goods are not produced in Greece
(e.g. cars), or even if they are produced (e.g. electrical
appliances) there is a fairly strong belief that foreign products
are better in quality terms than domestic ones, which all imply
that the change of consumption pattern had a strong impact on

imports.

For 1978 the trade shorfall should total A.75 billion dollars,
an increase approaching 1 billion dollars. |Imports are up by
20 per cent, partly because of volume increases connected with the
strong growth of final demand and partly because of some further
deterioration in Greece"s terms of trade. Exports by contrast,
are likely to have risen nominally in real terms, mailing 1978
the second consecutive year in which exports’have stagnated. The
total deficit was largely covered by a 15 per cent increase in
invisible earnings (shipping rose 11 per cent, tourism 27 per cent
and remittances 15 per cent). The persistent weakness of exports
is usually explained in terms of the lack of growth of Greece's
main European markets and the application by the EEC of restraints,
particularly against textiles and isolated products,which together
account for 25 per cent of Greek manufactured exports. But

shipments to Middle East have not grown either.

Trade with the Arab and African world as a whole has grown
faster than with any other trading group, to the point where those

countries are Greece"s second most important trading area after the



Common Market. The 1977 agreement on creation of a Greek-Syrian
rail-ferry service is seen as a forerunner of an expanding
communications network, which by eliminating the "Bosphoros
bottle-neck" (Whichtrestricts overland movements of trade to the
Middle East), will make access to the OPEC nations easier and
cheaper, both for Greek products and European products routed

through Greece.

An examination of recent trends does suggest a progressive loss
of Greece"s international price competitiveness. Exchange rate
policy aims at offsetting CGreece"s relatively more rapid rate of
inflation through periodic adjustments of the drachma"s effective
exchange rate, but it is questionable whether this policy has been
entirely successful. The drachma has remained more or less unchanged
against the dollar and this means that competing products from the
advanced developing countries have gained a price advantage over

Greek exports (Eurononey February, 1579).

The structural weaknesses of the Greek economy are apparent in
a number of different ways. 60 per cent of the work force consists
of self employed and unpaid family workers (as against 30 per cent
in Italy and Spain and 20 per cent in CECD as a whole). Manufacturing
is only 20 per cent of GIC? which is lower than in Turkey, Spain,
Portugal. The high importance of tourism and shipping and their
nature, make it difficult for money supply to be controlled to
tackle inflation. Alongside the relatively few large units, which
in some cases have a low local value added and do not create other
industries (e.g. Pechiney®s Aluminium Ge Grece), thei"e are numerous
small workshops (95 per cent of total enterprises). These small
units have been discriminated against obtaining bank finance, but

their flexibility is expected to holp them to survive competition



from EEC. Weaknesses are evidenced by the prevailance of
high cost, low quality goods, the survival of a highly inefficient
retail distribution system and the low quality of housing and

urban life. (The 3anker, December 1978).

In the financial system weaknesses are demonstrated by the high
liquidity of private financial savings, the weak financial
position of industrial and co™mnercial companies, the excessive
reliance on trade credit, the underdevelopment of the securities
market and the high degree of concentration of thebanking sector
(80 per cent of banking activities are Etate controlled) (Federation

of Greek Industrialists, see section 8.5).

The banking system in Greece plays a tremendous part in
financial intermediation. The Stock Exchange has been relatively
insignificant as a source of funds for private enterprise. Of
the 100 biggest manufacturing Greek firms in terms of capital
employed, only 35 are listed on the Stock Exchange and in most
cases trading takes place in only a small proportion of shares.
The little recourse to other forms of finance (money market or
savings banks or building societies are non-existent) has meant
that banks have played a large part in the granting of industrial
credit. The following table shows the composition of capital

among the largest enterprises in Greece.

TABLE 1. Capital Composition in Greece in 1975

Employees Investors Capital Loans
CJ ana over Eve 71A

100-500 5H-J 654



The very high gearing of Greek companies can be partly
explained by the wish to maintain the control of a company®s
capital in the hands of the founding family, while the ease with
which money can be borrowed from banks and the preferential
interest rates charged on loans for specific manufacturing
activities (see section 8.3) males recourse to the capital market

less attractive.

The failure of industry may also be partly due to sociological
variables. Greeks remain first and foremost middlesmen by
temperament. They continue to prefer the quick returns of
booming real estate investment or hard-to-tax self employed
trade (tax evasion is believed to be as high as £357 millions
each year, an amount which could cover half the budget deficit)
to the long haul of manufacturing goods. Many Greeks prefer to
run their own little shops in major cities or to work in the more
enjoyable tourist industries. |In general, at the relative wages
now prevailing in Greece, the population shows a distinct preference
for self-employment (where the ensuing independence is highly valued)
or for employment in large institutions including the banks,
insurance companies and the civil service where Job security is
high. Despite all manner of credit subsidies, industrial growth
remains poor, while half the country"s GNP derives from services.
Even within industry, more than one-in-three of the industrial
labour force is in house building or associated industries. On the
industrialists level the characteristic of family-owned firms and
centralised authority are obvious. A high proportion of Greek

industrialists were self-made with limited possibilities of
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financing from resources other than entrepreneur®s capital.

The high risk involved and the protective environment the Gtate
created to induce.investment, made industrialists unwilling to take
more risks and thus, their conversative policies are reflected in
the small size of their firms and their avoidance of the

corporate form of enterprises (a. Alexander (?) ). Besides,

lack of management education and the strong feeling that
industrialists have on controlling the firm by themselves (family-
ties and patriarchic attitudes are strong in Greece), result in

the non-separation of ownership and control which becomes a

disadvantage in large sized firms.

In the 1979 budget the largest e”cpenditure (9.2 bn out of
68.J6 bn drs) is for technical training, "which reflects the
goverament’s backing for economic, development w/ith a view to
Greece"s entry into EEC. Education in Greece serves the essential
needs of the economy and does not have the experience and means
for research to any great extent. The increasing standard of
living has created a higher demand for education, but it is
doubtful whether there is an educational match with requirements
(e.g. too many graduates with a poor economics background and
too few with proper management education). Education expenditure
as a percentage of GNP has fallen from 2.3 to 1.6 per cent during
1965-1973 (compared with 2.1 per cent in Epain and Portugal).
Technical education is poor and only in 1973, efforts were made to
establish a higher technical education centre (KATEE), but lack of

modern equipment, poor quality teachers are the main problems found.
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The slowness in technical education is also influenced by the

social belief that only University Education gives a better life

and social status and so, technical education is considered as a
second best, if not a failure. Higher education is also weak.
University do not produce what the economy needs and at the

standard that is best for the economy (e.g. in business or
economics). In particular, business schools are more or less
oriented towards law and accountancy as well as theoretical

subjects because of high demand due to the continuous changes of
the tax and legal system in Greece. The poor level of education and
the non-existence of post graduate level studies are the main reasons
for the lack of research in Greece and for the non-availability of
qualified staff to match the needs of the economy. The poor
management education, the scarcity of skillful personnel, the
non-separation of ownership and control and the protective mantle
created by government measures (see section 9*2), has resulted in
Greek Tirms being less efficient (EEDH (hj), A. Papageorge (113),

V. Georgoulis (60) ), which is a serious disadvantage for the
industries that Greece is mainly operating in (medium, low
technology industries), and which might cause heavy casualties

when Greece becomes an EEC member (see section 8.6).

S.J. The Present Industrial Strategy of Greece.

The industrial strategy of Greece has the characteristics

of a general macroeconomic approach. Legislative degrees have been
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passed setting out various incentives and regulations for the
economy. (These include Investment incentives and protection
of foreign capital<(2687/1955)» measures to support tourism
(1315/1972); establishment in Greece of foreign commercial and
industrial companies (89/1967 and 573/1968), tax and other measures
in support of regional development (151271972, taxation measures
(1271975, 89/1967, 378/1968, 27/1975, 11/1975, depreciation
allowances (1077/1971), employment (2687/1955, 4171/1961, 89/1967,
378/1968), general terns of bank financing and maximum interest
rates (Currency Committee decisions Ho. 1509/Sep.1968,

83/July 1975, 2/0ctober 1975, 13/February 1974, 95/ Sep 1975,
85/July 1975, 95/0ctober 1975, export incentives

(4231/1962, 2861/1954, 231/1975, 12/1975,849/1971, 226/1969),
antitrust legislation 705/1977) etc).

These measures and incentives are applied to all industries
without any discrimination. However, the State reserves the right
to intervene and often does so in any industry when it thinks
it is appropriate to do so. This intervention is of the kind of
applying or not applying the above measures and incentives, whenever
appropriate. For instance, when the V. European countries imposed
quotas on imports of textile goods from Greece, the facilities
supplying finance to industry stopped operating for the textile
industry only. The State also uses short term policies to stimulate
the industry. For example, it has been observed that the periods
March - April and August - Septemberlare periods of low demand for
the industry. Therefore, all tax refunds or increases of wages and
salaries in the public sector take place during those periods to

stimulate demands and the industry.



The derivation of industrial policies is based on domestic
demand, international markets and, therefox-e the demand trend
is taken into account, regional development, pollution and the
general targets set by the Government or the Economic Plan.
That is, the State observing the trend abroad and the situation

in the country derives its decisions through its macroeconomic

aspect . .

All these general measures and incentives are decided by a
state board, without consulting the industrialists, because these
measures are not intended for any particular industry and because
of the industrialists™ incapability to contribute to the

"helicopter management”™ of the economy.

The above mentioned measures and incentives constitute a long
run set framework, which is supplemented by different short run
measures for each sector. These short run measures for each
sector are decided by the Gtate, looking at it through the macro-
economic view (i.e. looking at the macroeconomic figures, such as
investment, employment, exports etc) without the Gtate getting
involved with the industrialists. These macroeconomic figures and
different estimates on behavioux-al aspects of the industry in
general are the basis on which policies for a particular sector are
derived, tor instance, if the government observes that invest-
ment in a particular sector is falling short of the general target
set by the government or the Economic Plan for investment,
incentives and measures will be taken for that specific sector to

stimulate development. The way these incentives and measures will be



decided is based on previous studies on the industry in general,
such as, what are the reasons that industrialists are unwilling to
invest. It has been found that industrialists are unwilling to
invest either because of reduced profits or reduced denand for
exports or no prospect of increase of output. Therefore, the State
finding which one of the Reasons prevail (by examination of either
the balance sheets of the firms to examine the level of profits or
the international demand or finding out the expansive trend in the
domestic market), applies the necessary short run measures, taking
into account the estimate that industrialists in Greece will
invest only if one unit of investment will result in 2.7 units of

profits.

An important weapon in the State"s desire to industrialize has
been the financial policy, which has been highly selective in
Greece. Industrial investment has been supported by generous
financial and fiscal incentives. In addition, foreign-exchange-
earning activities (e.g. tourism, exports) have received favourable
treatment. By contrast, domestic and import trade have suffered heavy
discrimination, while consumer and housing finance have also been
subject to severe restrictions (banks are not allowed to finance

the non-productive area of housing).

The operation of fairly detailed and complicated financial
controls has been aided in Greece by the very close and extensive
regulation of the financial system. Heavy reliance has been placed
on selective credit controls and in particular on setting the

structure of interest rates (interest rates on long-term loans
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have been between 2-6 percentage points less than short term loans
to traders and importers), through a complicated system of special
deposits to induce the banks to grant low-interest industrial

loans. In addition to the interest rates, the authorities have
imposed ceilings on the total amount of loans that the whole

banking system may grant to domestic and import traders and personal
customers. These controls have been supplemented by other measures,
such as, by exempting credits to prioi"ity sectors from the imposed

ceilings.

The availability of cheap long-term loans does not appear to
have brought about a proportional expansion of the industrial
sector. The few major investments undertaken in the 1960s
(e.g. Esso, Fechiney, see section 3.6) seem to have been motivated
by cother factors, such as, exploitation of some mineral resource
or a particular location advantage. It is widely believed that
Greek industry has used its access to cheap finance to grant exten-
sive trade credit to domestic import traders. The reliance of the
latter on trade credit from industrial companies has been
intensified by the restrictions on their borrowing from banks
(e.g- electrical appliances see Appendix E). One result has been a
substantial overgearing of industrial companies. Moreover,
competition between industrial companies has shifted from price and
quality to the provision of generous credit terras. Another result of
the controls has been the proliferation of many small trading
companies and the creation of a highly inefficient and costly retail
distribution system as financial policy has discriminated against the

development of large retail outlets.



The availability of cheap finance has to some extent
counter-balanced the operational disadvantages of small firms
and has enabled thzﬁ to survive without becoming noticeably more
efficient. On the other hand, small firms have inevitably been
handicapped as against the bigger companies by their inability
to offer adequate security to thenanks to obtain larger loans. In
recent years, the authorities introduced a guarantee scheme for bank
loans to small firms and special incentives have been provided
to firms prepared to merge and form bigger units, however, it is too

early to judge the success (The Banker, December 1978).

The arrival of several foreign banks in the past 10 years, has
provided a powerful competitive spur in the highly concentrated
Greek banking system, but the restrictive regulatory framework and
the concentration of foreign banks on wholesale business often with
multinational companies established in Greece, have prevented the
benefits of the much needed competition from being more fully felt.
The continuous operation of highly selective policies has led to the
emergence of well-identified privileged groups (e.g. large
industrialists). Those groups have been able to exert enormous
pressures on the authorities whenever a potentially effective
measure has been seriously considered. In 1976 10? of the largest
enterprises (5™ of Greek firms) enjoyed 30 per cent of bank loans
given to industry (those firms enjoy -1b per centof total turnover
and 50 per cent of total profits) which underlines the power that
some groups have. Favouritism and close personal contacts have
become essential for the provision of finance, especially to
newcomers, and these have to a certain extent replaced the more

normal commercial criteria. (The Banker, December 1978).



With regard to government intervention, the State"s policy
towards industrialisation has alw/ays been only the creation
of the right internal environment in the country to help the firms
to expand. No government has ever talcen measures intentionally
to get involved in business, that is, theveapon of nationalisation
has never been used. Recently, there have been some nationalisa-
tions which, were due to different circumstances rather than
intention to intervene. In 1976 the contract between the State
and an industrialist for the control and operation of the under-
ground expired and so the underground became a State owned
operation. The government also acquired the majority of the
shares in the banks, the same industrialist who controlled the
underground owned, because of misuse of the regulations and illegal
transfer of money abroad; at present z-/ of banking activities are
state controlled. The national airline company, Olympic Airways,
was also bought from Onassis after an agreement between the two
parties. How/ever, a major problem in the public sector has been
inefficiency, which has already been seen in the newly nationalised
firms (e.g. underground) and its highly bureaucratic structure that

no government has been successful in solving.

In order to stimulate the modernisation and development of
industry, the State recently provided a new scheme of incentives.
These incentives provide for direct covei-age by the State of part of
the cost, of fixed investment up to 50 per cent in less developed
geographical areas. This sun can be considered either as an interest
free loan or investors may invite the State to participate in the

share of capital. Tax allowances from 40 to 60 per cent of reinvested
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profits were given and the scheme provides cash grants for
protection of the environment, for saving energy, for reallocation

of skilled labour etc.

However, the Greek industrialists are not overjoyed and they
ask for more (e.g. duty free imports of mechanical equipment,
state. .guarantee on bank loans, faster rate of capital depreciation,
less public bureaucracy etc). They consider as ultimately
effective only those measures which increase directly and indirectly

profitability.

In general, the government follows a short term macroeconomic
interventionalist approach to strategy formulation without
co-operation with industrialists about each industry®s problems.
It seems that the confidence the government wants to give to
industrialists will be hard to achieve. The gap between government
and companies does not seem to have been removed, while the
business environment is not one which encourages entrepreneurs to
invest, this is why, growth in the manufacturing sector has not

been very rapid and lags behind from other neighbouring countries.

8.4 The Labour Movement.

The present state of labour relations in Greece is poor.
During the 1967-74 dictatorship strikes were banned, but 1977
has seen one 24 hour general strike, numerous plant disputes

and several long term strikes. Frequently police were brought



- 143 -

in, but in 1977 the ;govermnenc; had not had the help which it had
in 1976 in telling strikers they had been drafted because of
national emergency and that if they continued striking they would

be subject to military law.

The Greek trade union movement has long been the weakest
in V. Europe. Its leadership has depended more on the goodwill
of the government and the labour section of the security
police than on workers support, then dictatorship closed down
over 100 unions and arrested their leaders, the head of the Greek

T U C (G3EE) sent the dictators a telegram of congratulations for

their coup.

The trade union movement is divided into numerous and often
competing unions. The head of G 3 E E argues that the ?,500 separate
unions can only consolidate, if members of those not officially
recognised join those which are. However, other unions argue
that the recognised unions are rubber stamp unions. The way the
Greek labour movement is financed does not promise any change.
Financing passes through the hands of the Ministry of Labour and

only unions recognised by G 3 £ E receive funds.

Each year the government makes a general agreement with
G 3 E E trying to tackle inflation. The leadership of G 3 E E
was originally appointed by the government. It remains in
power, its appointment confirmed by elections (the honesty of
the elections has been challenged by both moderate and left wing

unionists) but since elected is under pressure from the work force.
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Wages ana salaries rose by 25.3 per cent in 1976, 20.6 per cent
in 1977 and is expected 21 per cent in 1978. |Industrialists are
concerned with wage increase and pressure on the length of the
working week and conditions, “_liile 32 C seeks a 40 hour week,

in Greece only in 1975 steps were taken to reduce the 48 hour
week to 45 hour a week. Overtime sometimes is compulsory and

the norm is still six days a week. In addition, there has been a

steady increase in industrial employ ent.

There are feare that further slow growth in Lurope could
lead to more of the 800,000 Greeks who migrated in the 15 years to
1973> returning home. A survey in 1977 found that 4/5 of the
men who returned had obtained ¢jobs, but half of them wanted to
migrate because of conditions of work and the lack of full
social insurance in Greece. Unemployment benefits are limited and
government retraining programmes are criticised by both employees

and employers for being few and inefficient.

The 1LO (International Labour Organisation) has expressed
concern of aspects of recent Cree.: legislation. ILO was
disturbed at the absence of any effective inspection mechanism
with no safety conditions being reinforced by the Ministry of
Labour. It was struck by the fact that no one factory it visted
employed a doctor. [ILO has long pressed for changes but in 1977
the government passed a law confirming the present system. Courts
are also not sympathetic towards labour activities. 1In 1976 it was

ruled that an employer was Justified in dismissing 20 workers who had
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set up a plant union, as they had Tailed to notify the enployer

of their plans.

8 .5. Foreign Capital in Greece.

To increase the rate of economic development and reduce the
balance of payments deficit the State passed law 2687/1953
for the protection of foreign capital. This la/ has the validity
of a constitutional clause, therefore, each administrative
approval for the importation of capital has protected the investor,
by binding the government constitutionally to adhere to all items
written into the agreement. The hey provisions of the la/ are
i) repatriation of up to 10 per cent per annum of the amount of
imported capital ii) remittance of profits of up to 10 per cent
per annum computed on the unrepatriated portion of imported
equity capital iii) remittance of up to 10 per cent interest on
imported loan capital iv) guarantee against expropriation Vv) the
right to employ aliens vi) lower tax treatments vii) avoidance
of tariffs, indirect taxes and other charges on imported raw

material and machinery viii) subsidies and export incentives etc.

Foreign papital plays an important role in the Greek economy,
since there is a great inadequacy of savings and technology. Most
of the foreign capital was private capital (61 per cent), while the
rest was loans to the State (19 per oont) and loans to private
companies (6 per cent). Under the 1Q73 - 80 Plan the government
would like to see i) foreign investment in research intensive
industries for raising technological standards and introducing more

efficient methods of management ii) tore joint ventures and

iii) more foreign investment which is not orientated towards the



final stage of production

However, the foreign capital already in Greece has not
produced the results hoped for. Although some 900 million
dollars of foreign money has flowed into Greece over the past
25 years, about one third of it is .tnerican controlled. Direct
foreign investment only accounts for 6 per cent of total
investment in manufacturing. But firms established with foreign
capital show a greater return than the average of the 212 largest
Greek enterprises. Most of the foreign capital in
manufacturing has been invested in chemical products, basic
metallourgy, transport equipment, machinery and electrical
appliances (*. Yiannitsis (167), -= Houmeliotis (133) )= Foreign
investment amounted to 19.8 per cent of total capital invested
in fixed assets in the major industry and most foreign firms,
mainly multinationals, have assembly lines (J. loannides (75) ).
But not all investments have been proved successful for Greece. A
cost-benefit analysis (f. Ganiatsos (57) ) showed i) Pechiney"s
investment (Aluminium de Grece) failed to reveal a rationale
for building a large export smelter in a country with energy
resources as small as Greece; it would have been superior to
export bauxits ore and then import aluminium ii) The Esso Pappas
project (petrolium refinery, petrochemicals) was designed for the
Greek domestic market and the operating costs were higher than for
plant sizes of minimum optimal scale which should have been
established taking into account the small Greek market; the
continuous losses meant no taxes collected, while crude oil was
purchased from overseas affiliates at inflated prices iii) The
Hellenic ¢hipyards project was the only one of the three which

resulted in a net benefit for the country because the benefit of



jJobs created outweighed the cost.resulting iron favourable

credit treatment.

The effects on the Greek econo rj are manyfold. There is a
strong correlation between foreign capital and increase
in gross value of production, GNr and value added per employee.
Productivity (changes of output per employee) was positively
correlated with foreign capital and the higher efficiency of
foreign owned companies was reflected in a higher value of sales
per employee, but not in a higher reported rate of profit.
(T. Ganiatsos (57) ). Employment increased, but only 10.3 per
cent of foreign capital went to industries with high labour input.
Foreign firms enjoyed high profits, -while the prices of the products

increased rapidly (P. lioumeliotis (1"5) ).

On the balance of payments, fro .1954- - 1966 aggregate
data failed to show a replacement of manufactured imports
(T. Ganiatsos (567) )= The inflow of capital per year offsets the
outflow of foreign capital, profits, depreciation, loans leaving a
positive effect on the balance of payments. However, the stock-of
foreign-capital elasticity of exports for the whole manufacturing
sector is less than unity, while the foreign capital elasticity
of imports is positive. These mean that imports are not reduced
and exports are not high. Out of 67 foreign firms 23 do not export
at all, 6 firms export 61 - 90 per cent of output and 3 - 100 per
cent. This means that most foreign firms came in because of the
high tariffs (?. Houmeliotis (135) ), and that therefore few firms

might be attracted to Greece When EEC entry brings these tariffs
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down. Another aspect never examined by the government is
transfer pricing. It was shown in a study (P. Rouneliotis

(132) ) that i) foreign firms in the metallourgy industry used
over pricing which ranged from 87.5 per cent to 5 per cent with a
total loss of 8.4 million dollars ii) in the chemicals and
pharmaceuticals industries over pricing ranged from 229.3 per
cent to 12.52 per cent with a total loss of 1.8 million dollars
iiil) fees paid to different representatives were found overpriced
and ranged from 5 per cent to 4-00 per cent iv) imported cars

were also found overpriced by an average of 20 per cent v) exports
of spare parts for machinery for agriculture were found under-
priced. The loss is expected to be higher because of the small
number of cases examined and the short period covered (January

1975 to April 1976).

Foreign capital helped to cover Greece"s short run structural
problems. A lot of incentives were given to foreign firms and
most of them established in industries with little dependence on
others and were sometimes competing domestic firms. Foreign
firms, usually, impose restrictive terms on government concerning
imports of competitive products, raw materials etc. Once these
firms are established in Greece they are treated equally to
domestic firms and could easily move from one industry to another

without any restrictions.

8.6 E.E.C.

Negotiations for Greece"s association with E_.E.C. opened in

1959 and resulted in the signing of the .association agreement in
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1961. The main reason why Greece chose this way rather than
full membership was the atate of the Greek economy and a

4i
relatively long transitional period was considered necessary.

The present government remains confident that by 1931 the
country will become the tenth member of S.E.C. The government
attaches great political emphasis to the membership and believes that
by conventing Greece into the European democratic system it will
shield the country from external threats (mainly from Turkey) and
act as a deterrent to a possible return to the military dictator-
ship of the 1967-74- period. The haste is also prompted by fears
that the parallel candidacy of Portugal and ¢pain might delay it.
In the economic field the government®s strategy so far consisted
of refusing to acknowledge publicly that any problems exist.

EEC membership has been held out as a panacea for Greece"s

political and economic ills.

The E.E.C. Commission has described Greek agriculture as
presenting a more serious problem chan these prevailing in any
member State. Parm holdings which are generally small, are
fragmented into unconnected plots and thus modern technology cannot
be used. Besides, the absence of appropriate marketing facilities
and in particular the inefficient net of co-operatives makes the
problem more accute. a National Bank of Greece report shows that
progress in agriculture is rather less than what had been hoped for
and considers different measures, such as switching to high yield

crops, promoting land consolidation, increasing the size of farm
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1961. The main reason why Greece chose this way rather than
full membership was the atate of the Greek economy and a

relatively long transitional period was considered necessary.

The present government remains confident that by 1981 the
country will become the tenth member of 2.E.C. The government
attaches great political emphasis to the membership and believes that
by conventing Greece into the ... European democratic system it will
shield the country from external threats (mainly from Turkey) and
act as a deterrent to a possible return to the military dictator-
ship of the 1967-7”~ period. The haste is also prompted by fears
that the parallel candidacy of Portugal and Gpain night delay it.
In the economic field the government®s strategy so far consisted
of refusing to acknowledge publicly that any problems exist.

EEC membership has been held out as a panacea for Greece®s

political and econonic ills.

The E.E.C. Commission has described Greek agriculture as
presenting a more serious problem than these prevailing in any
member State. Farm holdings which are generally small, are
fragmented into unconnected plots and thus modern technology cannot
be used. Besides, the absence of appropriate marketing facilities
and in particular the inefficient net of co-operatives makes the
problem more accute. . National Ban:: of Greece report shows that
progress in agriculture is rather less than what had been hoped for
and considers different measures, such as switching to high yield

crops, promoting land consolidation, increasing the sise of farm



units and improving the processing and marketing of agriculture

products as vital measures for restructuring agriculture.

In putting the case for membership the Greek Government has
concentrated on agriculture where the advantages are immediate and
easily identifiable. The old Athens argument that Greece"s
agricultural products will compliment those of the EEC is not
valid (many of them are clearly competitive, especially wines,
vegetables, fresh and processed food, olive oil). Instead, there
has been a change to arguing that the quantities involved are
relatively unimportant on the E.S.C. scale; this argument has some
support in the commission. The 1230m net transfer corresponds
exactly to the amount Greek farmers will gain when the prices rise
to Community levels. For example, olive oil producers will get
approximately 1100m more than they currently get, while any
surpluses that might result, due to prices rise and a drop in olive
oil consumption and import of other edible oils, will then be a
Community and not a national problem.. Fruit and vegetable
producers (e.g. grapes, tomatoes, cucumbers etc) will no longer be
subject to Community duties on their exports, while citrus growers
may not be able to increase their share in EEC but they will be
eligible for substantial export rebates on their exports in Eastern
Europe. Other farmers will be hard hit, such as livestock
production and some cereals. Especially, domestic livestock
production faces problems as the feed grain subsidies and consumer
subsidies which helped keep them in business are phased out in

accordance with E.E.C. rules. The declining domestic production
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and Greece"s inability in E.E.C. to import cheaper beef from
Yugoslavia, will push Greece into dependence on nost expensive
imports from northern E.E.C. countries, as happened with Italy,
possibly with similar adverse effects on the balance of payments

and the cost of living (Financial Ti.es April 3, 1979).

Industry faces problems as the remaining tariffs on industrial
goods are brought down. The present 15 per cent tariff on
industrial imports from E.E.C. will be phased out, while the 25
per cent tariff on imports from non-EEC countries will be
reduced to 7 per cent. Export subsidies and other State aids
will also be phased out. The exchange rate policy which was
periodic adjustments of drachma to offset the more rapid rate of
inflation (see section 8.2) will also be phased out because
drachma will be freely quoted in foreign stock exchanges where
it is widely expected to depreciate. This presents no problems
for fully competitive industries (e.g. textiles, footwear) but
others (e.g. heavy machinery) will have to go. Greece hopes that
the comparatively lower labour costs will attract investment in
industry from other E.E.C. countries, in combination with Greece"s

proximity to Middle East markets.

The industrialists,for all the initial difficulties they will
face, are supporting Greece"s membership. Greek industrialists base
their confidence on the permanent factors of labour cost and freight

differentials, in conjunction with Greece"s relative proximity to the
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expanding markets of the lliddle 3ast and M. Africa, They

shrug aside the effect of the forthcoming elimination of the
remains of a protective tariff system; that was in any case due

to be phased out by 1934-, The optimism is based essentially

on the fact that Greece is a country of light rather than heavy
industry and of labour intensive units of the type where product
freight costs tend to be disproportionally high when compared

with the cost of freight on imported raw materials. This is one
of the reasons why industrialists believe that the countries in

W. Europe will little by little abandon the light or assembly
branches of industry and so Greece can survive and become
competitive. The reasons for this confident approach are partly,
because European countries will not be able to meet the high levels
of costs and will switch to more complex products and partly it is
a question of freight, because raw materials pay freight on weight
and so are cheaper than products which pay on volume, therefore,
Greece can succeed on the grounds of low costs and proximity to

H. East markets for the assembly lines. In addition, Greece is
more welcome to the Arab world than the multinationals and more
able to adjust production to certain peculiarities or Arab

demands (Federation of Greek Industrialists, The Guardian,

September 11, 1978).

Although access to the study, from which the Federation of
Greek Industrialists derived these conclusions, is not allowed,
there are some points to be made «It is truethat Greece is the
nearest European country to the Il. East and the Greek-Eyrian rail-ferry
is expected to accelerate trade, however, it is expected that other
European firms will also share the ee.sicst access to li. "ast markets
through Greece (mainly because of the political instability in

Turkey and the bad transportation network that Turkey has)and



not only Greece. Greece envoys lower labour cost compared with
European countries and the difference in freight costs between raw
materials and finished products is for her favour because she is the
nearest country to the Middle East, These are important elements
in a country"s success in this area, that is, medium technology
industries, in which competition is very severe (see section
4-,2.2.) But other elements are also important, such as, managerial
efficiency, economies of scale. Hie domestic market in Greece is
small which does not favour economies of scale; there are studies
which show that managerial efficiency is low (EEDE (4-3),

J. Papageorge (118); in exports of such goods Greece, has not been
performing well; Greece will have to follow the econmon EEC
tariff towards third countries with no allowance to sign special

agreements.

Another area that the government also recognises is
the immediate problem facing Greek light industry of the size of
units. It is among the 93 per cent of enterprises employing less than
10 persons that the major casualties of EEC membership are expected.
The Minister of Co-ordination before May 1978 said that
Y. not withstanding the rapid growth in output of the manu-
facturing sector, companies are still in many cases of a small size
with limited specialisation and relatively inadequate access to
modern technology. |In spite of the fact that some important lines of
production have become internationally competitive, there can still be
no doubt that rigorous and sustained growth calls for larger(more

integrated, export oriented ar.d aggressive enterprises...."

(Financial Times 7~pril 5, 1977)- -gainst this the Federation of



Greek Industrialists argues that even in the U.G. and EEC the

snail enterprise has survived ana performs successfully its
economic and social function; this is true as a statement but

it is limited only to a number of ".".adiun technology industries

and not the whole range of it, because there are industries in
which big firms dominate and these firms are necessary elements

for international success (see section 4-,2.2), in which case the
small Greek firms will not be able to survive (e.g. heavy machinery)
Therefore, the question remains of whether Greek firms will be able
to become efficient to withstand the severe competition in the E.E.C.
especially in industries where multinational firms are also

involved and whenever the standard of technology increases; so
there seem to be a few problems in the optimistic view taken by

industrialists.

Despite all these, the Federation of Greek Industrialists
have sought to reduce fears by the Community that certain industrial
sectors in Greece will create competitive conditions for sectors
already in trouble in the Common Market. For instance, the textile
industry exports mainly Greek cotton clothes; the footwear industry
represents a small percentage of output; the iron and steel industries
cater only the local market; the shipbuilding industry at present
deals with repairs relying on the country"s merchant marine and
therefore it cannot add any problems already faced by European

shipbuilders.

The Shipowners through a memorandum sent to the government
by their union are in favour of Greece"s membership with EEC
because they want Greece to have a weightier voice in decision
making on shipping matters, although they point out the danger of

an exodous of Greek Geamen to the fleets of Community members,
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because of higher wages. The union hopes that the problem

of finding crews will be solved by bilateral agreements with

developing countries.

Therefore, it seems that the SEC membership will not be
without economic casualties, despite the approach taken by various
groups including the government. Besides, the view taken by the
State towards growth, has been a macroeconoraic one without dealing
with the fundamental problems of viability of individual
industries and overcoming the penalties of trying to raise tariff
barriers to protect inefficiency, which in view of the EEC entry it

may inflict great damages.
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9. GREECE-FLYING THE BudlITK.z. 1.J.,H}BEI;T AEPHC"CH

In this chapter the business management approach v;ill be
applied to the example of Greece. The domestic electrical
appliances industry in Greece has been chosen for application

of the approach on the industry level.

9.1 Opportunities and Threats Facing Greece Generally.

The environment in which Greece finds herself offers some
opportunities as well as threats, which have to be carefully
approached. The pattern of opportunities and threats is
changing because of Greece®s membership with EEC. There is
uncertainty in Greece of what the future will be as an EEC aerber
and there are fears that the opportunities that exist in the
Kiddle East will not be fully e:s?loitec, if Greece becomes an

EEC member.

The opportunities Greece has consist of money flowing
inside EEC from EEC funds and the flow without restrictions
of private capital. The removal of tariffs in EEC offers a
bigger market generally and for Greece particular offers the
opportunity for promotion for light industry products, such as,
textiles. Greece has the minimum required structure to develop
light industry and Greek firms have adapted their products to
the needs of the near located fast growing markets of Kiddle East.
Political and trade relationships with thoce countries have
developed well and there seem to be good prospects for further
increase in the exports to the Kiddle East. However, this

opportunity might be reduced because of the common EEC tariffs.



The threats are increased competition (from imports and
establishment of new firms) arising from EEC after the tariffs
fall. The origin of threats will also change, for instance,
reduced threat from Japan will be followed by an increased
threat from EEC Members (particularly Prance and Germany) in many
medium-low technology industries. The demonstration effect
inside EEC will cause a rise of expect "Lions with a change in
the consumption pattern and an increased demand by the Tbour
force on wealth creation and sharing. The growing
protectionism in W. Europe will cause a reduction in Greek
exports, if Greece is outside the EEC and economically active
population might be sent back, thus increasing unemployment.

The inability of Greece, inside EEC, to sign bilateral agreements
with third countries is a threat, which will have an effect on

exports to third countries.

9*2. Strengths and weaknesses.

One of the main strengths that Greece enjoys is her good
geographical location. It is the nearest European country to
the Middle East markets, she has political stability and the
46 hour Greek-Syrian rail ferry promises an expansive communication
system by eliminating the Sosphoros Turkey route. Trade with
Arab countries is growing fact and these countries are the most
important importers of Greek exports after EEC; in addition
Greece has the minimum required basis to establish light industry

to exploit those markets.

.another advantage that Greece hac compared with many other

countries is its mediterranean climate. This is particularly relevant
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to tourism and the growing ox’ certain agricultural products
(e.g. olive oils, citrus fruits, vineyards etc).

A further strength is the low labour cost in comparison
with other European countries, especially EEC members. In
addition Greece is strong in shipping and also freight costs are
cheaper due to low labour cost, Greece"s proximity to Middle
East markets and the situation in the Greek shipping fleet (old
ships). In the short run those two advantages along with the
geographical location and Greece"s production of what Middle East
markets demand (mainly in medium-low technology areas), give the
country a considerable advantage. In the long run, the inter-
national recession in dry cargo transportation might render the
Greek shipping fleet a weakness for the country which can lead to

increase in unemployment.

A favourable feature for the balance of payments has been the
inflow of remittances (by Greeks abroad) which along with shipping
earnings have covered a great part of the dificit. Greek emigrants
do not consider working abroad as a permanent element and send
a lot of their earnings home to support their dependents. However,
outside EEC the growing protectionism in Europe is expected to

eliminate this positive effect.

In general, Greece has the minimum required structure to
establish an industrial sector, she is good in light industry, she
has a strong service sector and does not have unemployment

problems, which along with her other strengths give Greece a
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considerable advantage over other countries in this particular

technology area.

On the other hand Greece has some disadvantages. Greece
has a very weak transportation network and exports to Europe
have to travel through Yugoslavia and Austria which is the

cheapest route compared with that through Italy. This means

that Greece has to have bilateral agreements with these countries

and give concessions to facilitate her exports. Greece"s poor
overland transport to EEC is a good defense against imports,

while she is not competitive in many areas. But later it will

become a weakness which will have to be removed to allow Greece"s

strengths to be exploited.

Population is small and thus, the size of the market is also
small. It does not offer the opportunity other countries enjoy

of economies of scale. This implies that the business in which

Greece can be efficient are those where the smallness of business

is not a disadvantage (e.g. footwear). However, this does not

prevent Greece being successful in other industries, provided- that

she goes for EEC as a home market which is by far a more difficult

attempt (e.g. electrical appliances, see section 9.A). In the
labour relations area the present situation is not favourable.
Greece is to succeed, the present unrest should be cleared to
secure a smooth functioning of the economy, especially, before
Greece Joins EEC where the demonstration effect will increase

people®s demand on wealth.

If
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"Jith regard to the present state of development agriculture
has not been properly developed and an increase in output can
only be achieved if proper methods ere followed (e.g. modern
technology, good marketing etc), because the many mountains Greece
has do not offer an alternative way. The manufacturing sector
in GDP is not high despite the efforts by all governments to
expand it. The majority of exports are processed raw materials
(e.g- aluminium) and light industry products (e.g- footwear),

while more advanced technology exports have been lagged behind.

The main fault for this situation lies with the state"s approach
to industrialisation. The macroeconomic approach, i.e. relying
much on aggregate figures and not on logic of the market and its
technology, does not give much understanding of the industry and
does not indicate where the fault light be (see section 5.2).
Following this approach it has become a State"s policy not to
intervene in private firms, which means that whenever problems
appear the State uses its macroeconomic- tools to solve them (e.g.
changing investment incentives, grants, taxes etc). This implies
that the external environment of firms also changes, which makes
industrialists unable to formulate their long range planning, and
this is confirmed by Greek industi’ialists —wo are continuously

asking for a stable environment.

A serious fault has been the indiscrininatory support towards
various industries, which does not take into account the particular

different situations in every industry and the world trends in each



one of them. The lack of strong co-operation between

government and industrialists operating in particular industries,
does not result in discovering and evaluating the strengths and
weaknesses in every industry so that the right decisions will be
taken, and which is the reason why industrialists are not satisfied

and not important progress has been made.

The government also does not take into consideration policies
that other countries follow for their industries. Since the
country is a follower and not a leader in most of its industries,
the approach followed by other countries interest Greece because
they show how other countries think and what they expect the future
to be (e.g. Italy®s decision to finance Sanussi to acquire small
firms in the electrical appliances industry (.appendix C), was
important because nowadays ltaly dominates in this area, while
Greece faces many problems for her survival (Appendix "£%)). This is
strongly related to the absence of common objectives by the state and
industrialists due to the State"s ignorance of the particular

environments.

In the State"s financial policy, despite the generous support
given to industrial investment, large manufacturing companies and
small firms have failed to develop and expand into technologically
more advanced products. This failure has generally been attributed
to such limiting factors as the small size of the domestic market
and the absence of skilled labour. These same factors have not,

however, prevented Greek technical coioanies from expanding
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successfully overseas (e.g. BDOF-hTEil) in competition with

large companies from major industrial countries.

On the evidence of the difference in performance between the
industrial sector on the one hand and the technical companies
and the construction industry on the other it could be argued that
financial policy, far from achieving its desire objective of
creating a vigorous industrial sector, has resulted in
lulling industrial initiative by providing a protective mantle.
This mantle permitted the survival of inefficient companies and
allowed them to divert their activities into non-industrial areas.
Besides, the extensive use of qualitative credit controls nay have
also destroyed the distribution mechanism of the banking system

money capital.

"THe world wide accepted belief of international specialisation
of production was also followed in Greece. Foreign firms
came in but the State"s incapability to regulate employment and
industrialisation has been uite obvious. The effects of foreign
capital have not been the ones e:rpected (e.g. establishment of new
industries, see section h.3.2.2 and 3.5«) which can be attributed
to the lack of controlled entry and an out-of-date set of
incentives (1953) which has not been changed since, although the

world environment and Greece®"s needs have changed.

This inefficient approach to industrialisation by the State has

also brought more disadvantages. The financial policy has resulted



in the creation and survival of snail sized firms; the stock

market has not been properly developed because of the highly
concentrated inefficient banking sustem due to the many and
complicated regulations; Greece lacks availability of skilled
personnel because the needs of the economy have not been

identified and so, the appropriate measures had not been taken

to produce them; management assisting programmes have not been
developed and also the non-separation of ownership and control has
resulted in Greek Firms being less efficient (EEDE (4-3),

A. Papageorge (118) V. Georgoulis (60) ). With respect to
industrialists, most of them have always been interested in short
term profits rather than viability of the firm and it is a situation
that still prevails (e.g. ZLCC in the electrical appliances industry,
Appendix E). Hone of all governments, despite all the incentives
and measures given has been able to establish a "social class" of
managers or change the attitudes of present industrialists. Phis

is partly due to lack of appropriate education, an area in which

Greece lags behind.

Education, especially, technical education and higher
education which affects directly the industry (e.g. management
education) has not been properly developed. This has affected the
scarcity of skilled labour, and the low managerial efficiency
at present. The needs for skilled and qualified personnel in
different industries have not been identified which automatically
limit the rate of expansion of an industry and do not favour

innovation or other research programmes. There is also no degree
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of co-operation between industry and universities or other
educational agencies, the only co-operation being between
universities and governnent mostly on technical aspects (e.g.

the Rational Polytechnic School).

The State"s public bureaucratic struct are and inefficiency
has also contributed to the present situation of the Greek
industry. There are many examples which show the bureaucratic
and inefficient organisation of the State including nationalised
firms or industries (e.g. the banks). Especially for nationalised
firms, appointment of managers through political contacts and
Ministers®™ intervention are the main problems (e.g. the present
operation o> the underground). This bureaucratic structure
has always been criticised by industrialists and has reached such an
extent that the Rational Bank of Industrial Development (ET3A) has
a special department to guide foreign investors through the

bureaucratic labyrinth.

Thus, Greece has all the characteristics of a developing country
and if Greece aims at increasing GRP per capita and the share
of manufacturing in GDP, she has to intensify her efforts at
solving the various problems that exist and try to establish a
better understanding between the industries and the State, especially,

with the view of Greece®s entry in EEC.

9.3. General Strategies .

The strategies that could develop out of the above strengths

and weaknesses as well as opportunities and threats, arise from



the next serious step in Greece"-s development, i.e. EEC. _.my
strategy chosen must exploit Greece"s strengths and attempt

to overcome those weaknesses which, are more crucial to her future,
taking into account the fact that Greece is a developing country.
The strategies that should be followed should not be different

from the ones described in section 6.1.

Greece is a developing country ad. indeed, her main objective
is acquisition of technology, and know how, to develop existing
industries and new ones for a higher rate of industrialisation
and GUP per capita. This is the right objective, taking into
consideration the education demands and population®s demands for
a better standard of living which the SEC entry is expected to

accelerate.

The general strategies that should d.evelop should try to give
priorities to areas which Greece has a comparative advantage
compared to other countries. In reference to her resources,

Greece should exploit better her non-depleting resources (she does
not have many resources that can be depleted) and in particular

her climate advantage. Improvement of agriculture and tourism

are vital steps. For tourism the services offered should be
improved and, the State should also impose regulation on keeping

the style and architecture found in an area or on an island,
whenever new accomodation units are built, so that the colour of the
Greek environment is not destroyed. For agriculture, reorganisation

of land, use of new technology, concentration of production in areas
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that are favourable for particular products will increase output,
reduce costs and improve competitiveness. Not only agriculture
itself should be assisted but also other related industries in
the area of processing those products (e.g. food processing,
canning etc). In this way, the number of industries in the
country will increase as well as employment and the value added
retained in Greece will also turn on Greece"s favour. The
effectiveness of the promotion of agricultural products abroad
(e.g. wine fruits) will also need to be improved through better

organisation of the co-operatives and of marketing facilities.

Greece should follow different strategies for her different
industries according to the world trends found in each one of then.
In particular, in advanced technology industries, Greece cannot
get involved, thus, she can only participate if foreign firms
produce in the country by bringing in the technology or importing
advanced components for assembly (e.g. silicon chips see section
9.4-.1). Production of such output in the country will help
Greece to modernise old industries or develop new ones either in
products or production methods, ¢ince Greece has a fair number
of industries which can supply information of their needs,
industries which are competitive world wide from which capital can
be raised, she can attempt, and it is for her benefit to do so,
to get involved in innovation, i.e. application of the newest
technology available on other industries. For such an adventure,
high level education, availability of skilled personnel, collection
of information about industries®™ needs, Tfinancial resources,
entrepreneurial skills, information and if possible production of

the needed newest technology available in Greece are necessary



elements for success in this area. There have always been

in Greece"s economic plans objectives such as increase R&D
undertakings in Greece, but measures for implementing those
objectives were absent. Since Greece has some potentials

for innovation, she can concentrate her efforts of some of the
most important elements, (e.g. education, skilled personnel,
incentives and spreading of information about new businesses so
that entrepreneurs will be attracted) and can start by financing
and assisting firms which have some sort of R&D department, i.e.

use them as a basis on which the new attempt will be established.

In medium technology industries an area that Greece is not
very good at, the strategies differ according to the environment.
In industries in which only multinational firms operate Greece
cannot penetrate, therefore, she has to invite those firms, the
invitation depending on domestic consumption, Greece"s comparative
advantages, exports, imports, political implications etc(soe
sections 4.3.2 and 9.5.~)- In industries in which multinational
and domestic firms operate, support and assistance should be given
to the domestic firms through different policies, such as mergers,
elimination of import duties on ierials, bilateral
agreements with different countries for economies of scale etc and
all technological advances in these industries have to be
monitored. ITf domestic firms cannot survive, multinational firms
should be invited with the main objective being always for Greece
to retain such an industry, (see section 9.4.3 for the example of
electrical appliances). Support and assistance should also be
given to industries that only do lostic firms operate, to keep the

industry safe from imports. Thin support should only be given when

it is absolutely necessary and should be of different types (e.g.
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mergers, Financial assistance etc see section G.2).

In low technologies industries Greece is competitive and
has advantages compared with other European countries.
Protection barriers, restrictions in e:rports of vital raw
materials, subsidies, bilateral agreements with other countries,
mergers, Ffinancial incentives, automation where necessary and
other similar measures will help those industries to keep their
competitive edge against European countries. Greece has to
support those industries because she is good at them and
a great proportion of export revenue is derived from those

industries.

".7ith respect to the service sector, its considerable
development of exports demonstrates that Greece has a comparative
advantage in service activities. The authorities might as well
accept this advantage and pursue policies that would not be

biased against this sector.

In general, Greece needs twotypes of investment. To increase
fixed assets and investment in plant and equipment able to do a ¢jdb
more effectively. The most important reason for investment in
technology is the very pace of technological advance and the
advent of the microprocessor rs likely to accelerate it (see Appendix

A and section 9.~.1). No industrialist can afford not to take



advantage of this in his investment plans if he is to stay-
competitive. Study after study has shown that physical

investment in plant and equipment accounts for only a modest frac-
tion of productivity growth. Such intagibles as labour force
quality, technological advance and management quality accounts

for the rest"” (Sunday Times July 2, 137S).

These general attitudes towards the different industries are
not enough, the problems in particular industries have to be
identified so that the right approach and policies will be
decided. That is, Greece has to decide in which industries she
has a comparative advantage and in which ones she has dis-
advantages and this will lead to the right policy formulation. The
most important industries have to be examined and their
environment will show the State what decisions to take. An
example of how industries should be examined and what policies
should be taken is given in section 9.4. in which the silicon
chips, digital watches, electrical appliances and footwear industrie

are examined.

The support and assistance given to different industries should
also take into account the international transmission of resources.
Measures, such as quotas, tariffs, should take into account the
conditions in different industries..and should be properly applied
(e.g. tariff barriers on imported raw laterials in the electrical

apoliances industry is one of the reasons of the high costs that
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prevail, see Appendix E), In addition, foreign capital and
the amalgamation of foreign firms in the domestic market should
be properly controlled so than Greece will enjoy more benefits

than she does at present (see section 9»5*D »

An area in which Greece has to pry much attention is her
internal environment. In general, the industrial strategy has
to change from the macroeconomic approach to a business manage-
ment approach i.e. taking into account the different environment
in various industries on which policies will be derived (see
section 9.5.1). In this way, the financial policy will not create
a protective barrier for inefficient firms or industries as happens
at present, and will result in tacliling the deficiencies from which
the industry suffers. The examination of industries will give the
State enough evidence and experience to decide about the external
environment of firms in the country, which should be kept stable

and leave a lot of room for measures for individual industries.

In the banking system bureaucracy should be eliminated, hanks
need to develop links with the international money market and the
many controls should be lifted to allow a more efficient channelling
of credits into certain areas. Inter bank lending should be allowed
so that the present situation, where banks increase their share by
chasing more deposits and servicing the short term easy-loan market
to the neglect of the longer term financing needed by industry,

will improve (The Banker December 1973, The Guardian ¢September

13, 1973).
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The development of the otocl: Exchange is another task
for the o6tate. Different measures should be taken to develop
a stock market which will obviously have an influence on the
existing relationship between ownership and control in Greek
firms. Commercial banks should become tougher in granting loans
to firms which want to expand and in addition the 6tate should
not impose regulations on firms to place shares in the stock
market, but once the firms go public there should be a minimum
percentage of shares sold to the public (Econdémicos Tachydrornos
@0)or as in the case of the U.h., impose tax penalties to
"closed companies" here conti®l is retained by a single major
shareholder. Such measures will aim at developing the stock

market and inducing the firms to participate in it.

Education is another field where Greece has to take rigorous
measures. Education, as a general concept, in schools and
universities should be improved to increase the number of subjects
taught, satisfy the needs of the economy as well as the
populations demand for higher education and reduce the number
of Greek students studying abroad. In particular, skill
training and technological training have to be improved to
increase the amount of skilled labour, to contribute to the
country®s involvement in innovation , especially in advanced
technology industries, but it is important that there should be
a match between the skills the country needs and what kind of
education is offered. |In this aspect the examination of the
different industries will give the kfcate the knowledge of what
the requirements in the economy ero. 1 ;provement in management

education, an area where Greece has disadvantages ,will increase
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the number of qualified managers v;hu Zill take over from or
consult with entrepreneurs. Different measures can be taken

to induce Greek firms to employ qualified personnel (e.g.
incentives to industrialists to hire consultants)or money could
be injected in establishing consultancy institutions (CGreek

or foreign)which will increase in quality and quantity

qualified graduates iIn management. In addition the co-operation
between industry and universities has to be strengthened which
will help universities to produce what the industry needs.

There is also a need to educate bureaucrats to increase efficiency
in various departments especially those concerned with industry

problems.

The infrastructure in Greece has to be improved, especially
the transportation network. This is vital because Greece could
exploit the opportunity that Kiddie East offers. Greece could
become a transportation centre for products from Europe to Middle
East and vice versa. This could also be extended for merchandise
arriving from the Cues canal. The latter is a target for the
long run scope and depends on how efficiently Greece could
establish herself on the route between EEC countries and the Middle
East. Improvements in services and routes as well as agreements
with Yugoslavia and Austria will increase Greece"s importance in

Europe.

The State3 bureaucracy and inefficiency has to be eliminated
so that whatever changes have to happen in Greece®s environment
for the industry®s benefit, will be done quickly and also the
bureaucratic structure will not acj as a deterrent against firms

using the different incentives and .ensures. This has to cover the



whole range of public operations iron dealings with the public

(e.g- banks) to nationalised liras or industries (see section

9.5.3).

9.4- applying the Business Manage.lent -j.pproach on the

Industry Level.

9.4- .1 The silicon chips industry

The silicon chips industry (see Appendix A) is a highly
concentrated industry with the U.3. being the inventor and
leader. Very few firms are involved in the supply of technology
for the production of such an output which is highly demanded.
Demand for silicon chips has increased because of its numerous

applications.

The invention of silicon chips developed new industries (e.g.
pocket calculators, TV screen games etc), silicon chips can be
used in the modernisation of different products (e.g. Hi-Fi
equipment), but the most important of all is their application
in automation which threatens to increase unemployment. For
instance, silicon chips can be used in robots which can nan a whole
factory, without the fear of strikes or tea breaks and most

important with less costs.

Lately, an increasing number of countries have started
producing silicon chips buying the technology from abroad, because
of the need to automate and .ioderniso output. If countries do not

automate or nodernise as far as other countries (e.g. U.U.A., Japan,
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Germany) the high cost of production and lov.r volume as well as

lack of modernisation will drive the .out of the market. The

need for high wage countries to use silicon chips is survival from
competition from other developed countries which have automated

or modernised production and fro ; the low labour cost countries.
In developed countries a conflict arises between the need to
automate which results in high unemployment, and the strength
that working people have on natters concerning their working
lives. It seems that the only way in which actonation or
modernisation of products and production methods will not become
a threat for a country, is through import barriers or different
restrictions on trade, vhich conflicts with the world trend of
economic grouping. Thus, provided that high wage countries

want to participate in economic co ::uniti.es, there is an urgent
need to automate and modernise output. For thisreason, incentives
are given by governments to attract foreign firms for the
production of silicon chips (e.g. the U.li.) which will provide
other industries with material to automate or modernise their

output.

For Greece this is an area in which she has to pay a careful
attention. ,"ith regard to the question of automation, Greece has
low labour cost compared with other European countries and this
does not make automation urgent. However, if Greece ;oins EEC
the demonstration effect will affect de and on wealth and
ifT inflation is kept ;t the present high levels, labour cost will
increase and this will increa.se the need to automate. Labour cost
is ewpected to increase and it is very unlikely that the advantage

Greece has of low labour cost will be kept as an advantage in the

long run and in such levels as to .ake automation necessary.



In the EEJ competition is severe aid Greece has to modernise
output or even automate in order to become competitive. Greece
has medium technology industries in -which silicon chips will be
used in the future (e.g. digital clocks in cookers) and has also
assembly lines of some advanced technology industries (e.g.-

T.V. sets). Besides, Greece"s geographical location and the fact
that most of her neighbouring countries have not established
production of silicon chips, show that Greece night have an

opportunity to set up production of silicon chips.

The only way that Greece can get involved in this industry
is by establishing production lines in the country, by buying
technology from abroad. Since there are no firms operating in
Greece, development of this industry depends solely on government
action to attract foreign firms. The vital necessary elements for
the production of silicon chips, apart from technology, are
skilled . labour and unpolutteG environment (dust could make
the equipment useless for months) Greece can generate skilled
personnel after the necessary training and her environment is

not polluted.

Greece will not gain much in employment and the benefits will
be in exports of silicon chips, taxes, increased value added
retained in the country and the most important of all the
opportunity offered for different firms to establish production in
industries related to silicon chips. The silicon chips industry
should not be considered separately from the other industries which
are related to chips. There is an opportunity to set up assembly

lines for different products using silicon ehii>s (e.g. TV screen
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games), while progressive expansion in component making for

these industries will not only increase value added, but also
exports. Thus, first Greece should probably import the chips
and concentrate on end products and then manufacture the chips
with bought-in expertise. In this way Greece will know where

chips can be applied in the economy and have a change to innovate.

Therefore, Greece should carefully examine this industry,
as to which firns to invite, under what conditions, which industrie
related to chips and to the advantages of the economy should be
supported, how the future needs of ttic economy (e.g. automation,
modernisation) will affect production of certain goods and also
production techniques, the political implication because of the
low number of foreign suppliers of technology and the multi-

national firm involved, etc. before any decision is taken.

9.h.2 The digital watches industry

The digital watches industry (sec Appendix B) is concentrated
mainly towards three countries, namely, U.8_A., Japan and

Switzerland, which use silicon chips as main input.

This industry developed because of the invention of silicon
chips. The lead that Switzerland and Japan had in mechanical
watches was lost to the Americans which forced Japanese and Swiss
watch manufacturers to abandon nechanical watches and concentrate
on digital ones, ¢t present Japan is the leader followed by

Switzerland, while most of the U.S. firms have left the watches
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supported, how the future needs of the economy (e.g. automation,
modernisation) will affect production of certain goods and also
production techniques, the political implication because of the
low number of foreign suppliers of technology and the multi-

national firm involved, etc. before any decision is taken.

9.4.2 The digital watches industry

The digital watches industry (see Appendix B) is concentrated
mainly towards three countries, namely, U.S.A., Japan and

Switzerland, which use silicon chips as nain input.

This industry developed because of the invention of silicon
chips. The lead that owitzerland and Japan had in mechanical
watches was lost to the Americans which forced Japanese and Swiss
watch manufacturers to abandon mechanical watches and concentrate
on digital ones. At present Japan is the leader followed by

Switzerland, while most of the U.A. firms have left the watches
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sector mainly as a result of wuality problems. The owiss and
Japanese attach the Americans not only in LCE watches (a
continuous display of black or silver figures on a white
background), but their efforts are mainly on analogue watches
(watches with the traditional face and hands, but their mechanism
has been replaced by a siili"-on chip) because very few U.S. Ffirms
are able to develop enough expertise in precision mechanism

to challenge them, .all countries incorporate extras on their
watches (e.g. stop watch) to increase sales but at present the main
competition is on the source of power supply. Swiss are planning
to offer a 3 year battery life, while some Japanese are .using

sollar cells as a source of energy replacing batteries.

The industry is dominated by international firms (e.g- SSIH in
Switzerland) and multinational firms (e.g. SEIKO, Japan). The
fierce competition has shifted production to Far East for low
wages (e.g. SEIKO in Thailand), while other firms are attacking
other areas of the market (e.g. electronic result boards) in their

efforts to increase their market share.

Greece is totally dependent on imports and does not have any
industries related to digital watches. This industry is not
vital for her economy because it does not integrate with her
activities; besides consumption is not high. The fact that Greece
cannot develop this industry on her own means that money should be
injected to invite foreign firms and develop component making. There

are more important areas in Greece which need attention and



assistance that the development or a digital watches industry
seems unnecessary. Therefore, priority should not be given to
this industry at present. However, Greece should not exclude
the possibility of developing such an industry, if foreign firms
find the present strengths of the country attractive. In this
case the government should carefully bargain the proposed entry,
taking into account imports of intermediate goods, component

mailing, ownership, personnel, exports, political commitments etc.

»riority could be given for a digital watches industry if a
silicon chips industry is developed, so that value added will
increase on Greece"s favour and foreign firms might find the
environment more attractive in combination with the advantages
the country has. For Greece .there seems to be an opportunity to
develop this industry because the number of Japanese or American
digital watches makers in burope is very limited and Greece also
has the strength of low labour cost that firms might find
attractive. |If Greece decides to move in this industry, assembly
lines is the only possibility with the objective of succeeding
exports. For this reason, foreign firms (Japanese or American)
should be invited, in, which should only be encouraged to enter if

the benefits resulting from this operation ore high.

If the government thinks of this industry as an opportunity
either after a silicon chips industry is developed or even at present,

it should examine carefully the elements of success for exports,
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Priority could be given for a digital watches industry if a
silicon chips industry is developed, so that value added will
increase on Greece"s favour and foreign firms might find the
environment more attractive in combination with the advantages
the country has. For Greece .there seems to be an opportunity to
develop this industry because the number of Japanese or .American
digital watches makers in Europe is very limited and Greece also
has the strength of low labour cost that firms might find
attractive. |If Greece decides to move in this industry, assembly
lines is the only possibility with the objective of aicceeding
exports. For this reason, foreign firms (Japanese or American)
should be invited in, which should only be encouraged to enter if

the benefits resulting from this operation are high.

If the government thinks of this industry as an opportunity
either after a silicon chips industry’ is developed or even at present,

it should examine carefully the elements of success for exports,



approach the foreign firms if necessary, evaluate what the
firms require, estimate the benefits that will result and take the
necessary measures to establish a viable industry able to

withstand competition without further government support.

9.4.3 The electrical appliances industry

9.3.1 "./orld trends and opportunities and threats

In the world markets different “i;rends have developed for
different segments of this industry (fee appendix C), namely,

television sets, white and brown goods.

The television sets area is an advanced technology area
and has all the characteristics of an advanced technology
industry. The market is dominated by few countries and the
firms involved are multinational firms. The black and white
television sets are losing market share and the penetration
of colour television sets increases. Cince the future lies in
colour sets, there is already fierce competition among multi-
national firms in this market. Those firms have their own
fabrication of most of the components needed and advance the
technology through their own d & h departments. [In Europe
among the multinational firms there are also small firms (e.g.
Nornende, Germany), which have a share in the European
market. These firms assemble only and buy the high technology

components from the multinational firms that supply them, While



- 180 -

the rest are sometimes produced within ¢lie firm, since they are
standardised components (e.g. frames). A leading country in the
T.V. sets industry.is tapan. Brands such as Hitachi, Eony Banyo
dominate this area with a very high nerhet share, especially in
Europe in the portable T.V. sets area. Some countries (e.g. U.B.a)
have imposed quotas on sets made-in-oapan because of many

drop outs of firms due to cheaper inports.

In the white goods area (e.g. refrigerators, washing
machines etc) some trends developed and became obvious especially
after the oil crisis. First of all, competition has become more
severe mainly because the narret has got nearer to being
saturated, which implies reduced profitability. Beeondly,
the increased competition and economies of scale have resulted
in a merger wave which has increased concentration world wide.
Thirdly, multinational firms seem to dominate which imposes a

threat to small firms.

In particular, in the European uarhet these trends have
had their effects. The merger wave resulted in the formation
of four groups, consisting of multinational firms which
dominate Europe. These groups are ZEG-ZAITUGGI, BIENENG-30GCH,
PHILIP, ELECTROLUX. A growing trend among these groups has been to
locate their production points in B. Europe not only for lower
costs, but mainly because the proximity of these countries to the
fastgrowing li. East markets will increase their sales. These groups
are achieving economies of scale and have a wide range of products

both in white goods and orowra good.: (c.j. toasters, shavers).



Lately now products have been put onto the market (e.g.
dishwashers, freezers) but they are intended for high income
customers. Despite the threats from multinational firms, some
firms are surviving in some countries by specialising in sore

product areas (e.g. GELLING Co. (U.H.) in cookers).

In conponents making the big groups have their own
fabrication of components to a largo e::tent (e.g. ZAITUdGI 50
per cent). Some of the components are supplied by few firms
all over Europe (e.g- hot platen), but mainly it is a medium
technology area and most of the components are manufactured in

many countries and sometimes some of them within firms.

One of the very few countries in Europe which succeeded in
constructing a competitive domestic appliances industry, through
mergers and by goihg for economies of scale, is Italy. Italian
products, (cheap, short-life products) are dominating "\ European
markets, but lack of management and marketing led to Italians
losing ownership in some firms. However, Italy has become the
centre of production of white goods (mainly refrigerators,
washing machines, cookers) in Europe. Other countries
reacted differently by avoiding direct competition with Italy.
For example, Germany captured the high priced, log-life
segment of the market (e.g. KIEHEITS";; range) and France

specialised in the small ite is area (e.g. iioulinex range).



la the brovia goods area (e.g.- toasters, miners etc) there
are multinational firms in which brown goods is a division
(e.g. PHILIPS) and firms which ore specialised in such small
items. These products sometimes offer facilities that white
goods offer (e.g. grills) and are intended for high income

customers.

All these trends form the opportunities and threats that
Greece faces in all areas of this industry. The threats are the
high competition, dominance of multinational firms w/hich
achieve economies of scale and have component making within
the firm, Italy®"s competitiveness and chvpar imports after
Greece joins EEC. The opportunities are Greece"s proximity
to M. East markets and the strategy of specialisation which some

European firms have used successfully.

9.h.p.2 Strengths and weaknesses

The general characteristic of the Greek electrical
appliances industry (see Appendix H) is that it does not have
any comparative advantage except those that the Greek environment
offers (e.g. low labour cost, near to Il. East etc), while brown

goods are all imported.

In the television market ifrei"e arc a lot of small producers

(about 60) which have only assembly lines and buy technology



from abroad. They assemble and.wholesale foreign brands and
there are only two firms which promote their own brand name.
Economies of scale, overheads, components and loan charges are
the main problems in this area. The assembly lines are only
for black and white sets because Greece does not have colour

TV transmission.

The main weaknesses found in the Greek white goods area
are dependence on know-how from abroad, there is no component
making within the firms or country, there are linited
economies of scale, cost is higher than for the same industry
in Italy. The home market is very small and concentated in to
5 big cities/towns which does not favour economies of scale,
while exports are achieved by firms individually. The product
range is limited only to the main products (refrigerators,
cookers, washing machines), While the non-production of
other goods (e.g. brown goods) limits the range exposed to
consumers. There are also problems in management, which arise
mostly from the family ownership of some firms and orientation

towards profit making and not survival of the firm.

The strengbhs are mainly those of the environment (low
labour cost, low freight cost, proximity to IT. East markets)
and the way the firms have been approaching the market. Since
Greek firms have no capital, production experience, reputation,
specialised know-how etc, they have been putting products on

to the market by changing products first introduced abroad.



For this purpose they have set pip & D departments which

are experienced in changing products to what the Greek

market wants (e.g-" rotating spits in the oven). Thus, there are
potentials for exporting appliances in the Iliddle hast -with the

characteristics these markets want.

The government policies for this industry are under the
scheme of policies for the industry in general and have been
tariff barriers on products and raw materials, export incentives
etc. The government support, through import duties, has
been limited because of tariffs on raw materials which increase
costs, but the future EEC entry has forced duties to fall and

this causes the threat from imports.

Greece has been sufficient in domestic appliances with
four leading firms having around 75 per cent of the market for
refrigerators, 95 per cent in cookers, 28 per cent in
washing machines and 20 per cent in TV sets. The world effects
have had their impact in Greece. In 1976 one of the four
leading European groups, OISKELTS, acquired one of the leading
firms, which forced two others to \erge forming HELIND-n and the
fourth, SLCO, to reduce its involvement in the market. olZHEHols
objectives for the future is how to lower costs to compete
with Italian products, §IZIIIDA is thinking of specialising
in production of only white goods and ELCO has planned nothing,

but it is good at cookers and water heaters.
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9.4.3.3« Strategies for the industry.

In television sets Greece does not have any comparaotive
advantage because high technology is beyond her capabilities.
The choices Greece has are two, namely, inports or domestic
production. If imports is aecid.ed tariffs should fall to drive
the unefficient snail assembly lines out of the market. Jf
Greece sets the objective of keeping TV manufacturing in the
country, the black and white and colour sets should be considered

separately.

In black and white sets the EEC entry will cause an increase
of imports of cheaper sets. Therefore, the strategy should be
reduction of costs and efficient production for the small assembly
lines that exist in Greece. This is a strategy that the govern-
ment should have followed in the past. Assistance should have been
given to the small producers to reorganise themselves and go for
economies of scale (e.g. merger incentives, money injection for
establishing bigger in size TV manufacturing plants etc). Nowadays,
the same strategy should be followed aiming at restructing the
industry to withstand competition ffom cheaper imports hence, the
poor policy effect of the past. Domestic producers should either
collaborate or die or leave the TV industry. Manufacturing of
standardised components should also be favoured through
different incentives, to increase value added in Greece. If this
industry is restructured, exports, especially to il. East, could
increase and there is an opportunity for exports because many

countries have abandoned manufacturing of black and white TV sets.
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In brown goods demand is increasing in Greece and some
firms (e.g. AEG) export to L. East imported products. These
indicate that there night be an opportunity to establish such a
manufacturing industry in Greece and this should be carefully
investigated. The fact that Greece does not have her own firms
to expand and all brown goods are imported, means that foreign
firms should be invited. The government should examine whether
¢cjoint ventures with domestic producers of white goods is
feasible and if so, the necessary incentives and assistance should
be given, alternatively, foreign firms should®oe approached
(e.g. THILITo) and support should be given to attract them in
the country. Examination of the necessary elements for success
in this industry will give the government enough evidence to

take the right policies, so that benefits will result.

In brief, the government has to make a decision, whether to
assist the electrical appliances industry or not. |If it decides
to do so, it should assist the firms wherever it is needed,
until the industry is viable, fince some strategies, such as,
increase of market share in white goods, mean short term
penalties (e.g. low profits), the government should minimise
the risk and give all the help needed to the firms to expand
(In Appendix E the electrical appliances industry in Greece is

examined in more details).
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9.4.4 Footwear industry

9.4.4.1 ,/orld trends and opportunities threats.

The footwear industry (see Appendix D) is a labour intensive,
low technology industry with low barriers to entry. This
implies that most countries have this industry and competition
is severe within and among countries. Competition has become more

severe because of some trends which have developed.

First of all, supplies of raw materials (leather) have been
reduced because producers (mainly developing countries) have
changed their policy and imposed e:rport .uotas on leather which
enabled producers of hides to increase their local added value
by doing their own tanning and mating shoes for exports. This
affected not only the supply of leather, but also other industries
(e.g. tanneries) and thus, developed countries became dependent on

source products.

This shortage of leather led to developed countries developing
plastic material (e.g. FVC) to substitute leather and so plastic
shoes were put onto the market. However, the technology of the
substitutes was medium so developing countries could acquire it
relatively easily (e.g. Taiwan). Plastic shoes have increased their
share at the expense of leather shoos, but this has not solved

developed countries®™ problems.

An important factor for co ipetitivoness in footwear is low

labour cost, which is one of developing countries®” strengths.
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low wage countries have increased their exports not only in
leather shoes, but in plastic shoos us well Ce.g. Taiwan).

Since developing countries achieve lower prices, developed
countries”™ reaction was to take different measures, such as
import quotas on shoes. Thus, governments in developed

countries intervene to protect their industries and mainly to
keep unemployment down. Firms in developed countries also
started automating and raising the technology of production to
reduce their cost per unit and overcome the comparative advantage

in developing countries.

The firms in this industry are mostly small firms because of the
artisan origin of the shoe making industry, but there are also a
few large firms (e.g. U.d.A). dmall firms have the advantage
of simpler management, fast adjustment to information received
etc, but are weak in generating and loosing fashion, in fore-
casting etc. Large firms can generate and impose fashion, collect
information on trends etc, but can adapt less spontaneously to
sudden changes in demand. Fashion is an important factor in foot-
wear because changes in fashion affect tools, production techniques,
product range etc. Thus,in many countries firms in order to
overcome the problems of competition, size, fashion changes etc
have been establishing associations, -which are responsible to collect
and supply its members with different types of information (e.g.
fashion, production techni :ues etc), h growing trend in many
countries i3 vertical integration of production and retailing, with
producers establishing or ac uiring retailing outlets or distributors
getting involved in manufacturing which is another way of increasing

turnover and surviving the increased oo .petition. Cne of the reasons

v/hich encouraged imports in developed countries was the ability of
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retailers/wholesalers to brand and market shoes made to the
requirements of local taste (e.g. British Shoe Corporation) because
of the incapability of automated production to cover the whole

range.

In Europe, where consumption lias been stagnated, all the above
mentioned trends and effects can be found, ilany were left
jobless, factories closed down, the trade balance of payments
in footwear went in the red and all because of cheaper importd.
One country which has been able to keep a strong footwear industry
is ltaly. Italian shoes, mainly leather shoes, dominate most
European countries and exports reach as far as the U.3. Iltaly"s
strengths are mainly low labour cost, production of leather, and
the ability to generate and impose fashion, while importance is
attached on ladies shoes. Other countries, self sufficient in
footwear (e.g. France) in their effort to industrialize the manu-
facturing process and reduce costs, squeezed out the artisan
work and so imports increased (e.g. French dealers buy heavily
from Italy). Leaders of Europe®s manufacturers called on the
EEC Commission to raise barriers for imports from third countries
in order to prevent further restrictions on European shoe making
and  press on with dumping allegations from low cost countries

(e.g. Brazil, Spain).

In particular for Greece the threats arise from increased
competition from imports in the domestic market after Greece joins

EEC, Italy'3 competitiveness in Europe and stagnation of consumption
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Europe, especially hhC. The opportunities arise mainly iron
the high wages paid in European countries, and Greece’s

geographical location.

9»h.4.2 _strengths and weaknesses

Greek footwear production is made up primarily of leather
shoes, production of which represents SO per cent of total output
in Greece. Importance is given to lauies shoes which in 1975

accounted for around 50 per cent of total production.

Greece is self sufficient in footvw/ear (the per capita
consumption is estimated at about 2.0 pairs). Imports, such as,
clogs, Dr. Scholl, rubber shoes, represent around 0.3 per cent of
apparent consumption, while around 40 per cent of domestic

production is exported.

In all types of shoes, except rubber shoes, exports exceed
imports, with leather shoes accounting for around 75 pei” cent of
total exports. Greece is import dependent on rubber shoes
because of lack of raw materials. In fashion Greece is maiuly
a follower, but there are firms which sue able to generate fashion

but are unable to impose it.

In raw materials production of leather exceeds domestic
consumption, while 1VC material for plastic shoes is produced

in Greece.

xho industry is dominated by small firms. The average

ol ]|



footwear manufacturer employ;; loco than 15 persons which is
Italy"s average and there are very few firms which have production
lines and retailing outlets. a number of Greek firms produce

for different firms or retailing shops in Europe because of the

low cost that Greece enpoy”i.

The strengths that Greece has are her location,self
sufficiency in footwear, high exports, low labour cost,
production of leather and TVC material and the fact; that Greece
is able to generate fashion in ladies clothes is an advantage
very close related to footwear. The weaknesses are low
concentration, lack of information, and co-ordination of exports

because there is no association of footwear manufacturers.

9.h.h.5. Gtrategies for the industry.

In the footwear industry Greece has many strengths which if
used properly could establish Greece a footwear manufacturing centre.
If the governnent had tacen different measures in the past, it would
have been able to attack different :arkets abroad more effectively
and it would have established a reputation -ith less amount of
money. However, Greece has potentials and there is still time to
reorganise the industry and make it ore competitive before the

EEC entry.

Consumption in Greece is expected to increase because income
per capita increases and the EEC entry will accelerate the demonstra-

tion effect. Greece has potentials to compete with Italians in cost
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structure and after Greece joins. 23C Italy ./ill be tie only
competitor in a high-wage area,. Greece is sufficient in raw
materials, is located near ee t countries, has low labour
cost, there are firms which generate fashion and all these
imply that the objective for this industry should be viability
of the industry, increase of exports and reduction of imports,

especially after Greece joins -HO.

i"ile strategy for such an objective should be an offensive
one, that is, building up market share abroad. Ilarket share will
increase only if cost is low, firss have information about different
areas (e.g. production techni ues, evolution of markets abroad etc)
and fashion is generated. Greece should aim at expansion through
the firms it has already got, securing raw material supplies and
trying to keep cost at its minimum, most attention should be paid
in ladies shoes because ladies shoes fashion changes more often
which could be combined with the advantage Greece has in generating

ladies cloth fashions.

The po]icies for this strategy should aim at minimising the
weaknesses Greece has and using properly her advantages. They
should aim at renovatting and rostructing the industry, modernising
and developing production and marketing techniques and it is very

important that the artisan work is not destroyed.

First of all, an urgent step is for a national producers
association to be established. file small size of firms necessitates

the association to offer more services than any other association.



The role aad activity of this association should consist of

the provision of information, advice, guidance in the spheres
of management, production methods and T"iarketing. Exhibitions
could be organised on a regular basis, a fashion information
centre could be set up, vocational training both at staff and
managerial level should be encouraged as well as reorganisation
or rationalisation of production methods, contacts should be
maintained with other industries (e.g. tanneries, distributors

etc) etc.

Concentration should increase towards firms which are able
to produce fashion, in such a way as to secure diversity and
complementarity of production, another form of concentration
would be amalgamation of different firms and the common use of

productive resources.

In the costs field installation of modern equipment, where
necessary, should be encouraged, while in marketing vertical
integration of production and retailing should be favoured.

Markets abroad should be investigated to increase subcontracting
offers, find out the requirements of local taste and achieve higher
exports. Efficient promotion should also be conducted in H. East
and Europe to increase sales. The advantage that Greece has in
generating cloth fashion should be used to increase exports of
footwear, by collaboration of the cloth and footwear industry in

producing "fashion packages".



The government should assist with financial and tax
incentives to accomplish these policies, especially in areas
where the small sise is a disadvantage. Financial assistance
should be given to improve the image ox the Greek footwear
industry abroad, loans to prove productivity and methods of
marketing, encouragement to decentralise production to economically
backward regions, incentives for firms co-operation and ko&D
activities, loans with a view of nationalisation and reorganisation,
and it should also think of restrictions on exports of hides and
skins and restrictions on imports of different types of footwear

from various countries.

The above mentioned strategy for this industry in Greece
can succeed and the government must realise its role and
committments to take full advantage of the country®s present
comparative advantages. |If however, this strategy fails, the
footwear industry will be a dying industry for Greece. The
reasons are Greece"s incapability to raise technology (in products
or production methods) and get involved into k& D operations, the
inability to support the industry if Greece is in the EEC,
Italy"s threat in EEC if Greece fails to achieve lower or ejual
prices to those changed by Italians. Therefore in this case the
government should be thinking ofretrc.ining the footwear labour
force and reallocating them into another sector, unless large
multinational firms (e.g. Dunlop) ere willing or attracted to
enter the country in which case the government should approach

the 1irms and give the necessary incentives to attract the: .
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9*5* The Organisation of Planning the Industrial

Strategy in Greece.

9*5*1 General attitudes.

The focuses in which Greece should pay attention are not
different from those discussed in chapter 7* Greece is a
developing country with many limitations and the government should
play a vital role in develop ng the country because the market
forces are not effective. The role of the government should be
to influence business without forcing compulsory actions and
create the environment for business to operate efficiently, knowing
what the strengths and weaknesses of vital industries are. This
intervention, of course, depends very much on political factors but
it is very unlikely that in the foreseen future Greece will become
a centralised economy, with the government controling and regulating

everything, so governments should play the above lentioned role.

~n important step is for the government to clearly specify
its intervention in business. There is legislation on this at
present, but there are a lot of areas that have to be improved or
changed. For instance, on the regulations concerned with the
internal operation of a firm, it should become compulsory for all
firms to publish their sales figures, not only to facilitate share-
holders to exercise control but also to make potential investors
attracted to the otock jlarret; on the decision making on industry

level product standards or consu or protection safeguards should be
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set (e.g. electrical appliances), There are no regulations
concerned y/ith. relationship between firms (e.g. on mergers).
Lately, a positive step by the government was to pass
legislation (703/1977) on restrictive business practices with

an approach similar to the U.3. Antitrust lav;.

Since it should be the government®s role not to force actions
but only to create the right environment for firms to operate,
Greece should pay attention to creating this environment. ¥he
opportunities and threats (section 9.1), the strengths and
weaknesses of the Greek economy (section 9.2) and the general
strategies that should be foLowed will give enough evidence to
the State to improve its economic planning and adjust the country®s
stance to help its business to survive. The important knowledge
of what the situations are in different industries will help the
State to set priorities of support of different industries, set
guidelines and targets of how the economy will develop, change the
fiscal and monetary policy to .iest best the needs of the economy,
set regulations for the bransmission of resources with the rest of
the world etc. Thus, economy planning after the strengths,
weaknesses, opportunities, threats, and general strategies have
been specified, will guide resources and forces to sectoi™ in
which the country has a comparative advantage, will minimise
wastage and reduce the weaknesses the country has, something which
the present industrial strategy and economic planning seen to have

failed to do.

However, the emphasis for the success in establishing Greece a
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competitive country rests mainly on the "associations'. This
is where the present gap between fir is and government will be
bridged, so that the transmission of information upwards and
downwards will begin and facilitate both government and firms in

their planning.

9.5*2 "Associations"

The purpose and role of the "associations' should not differ
from the one described in section 7.2.1 i.e. a place for under-
standing government®"s and Ffirms® views for particular sectors and
to ensure that any policy adopted by ministers fits in as much as

possible with what is good for the sector.

In Greece the "associations” can play a nore positive role,
under a slightly different structure, for the elimination of some
of the weaknesses in the Greer environment. More specifically,
""associations" should have permanent personnel which will try
to assist with the problems that the sector faces and also collect

information for the parties involved in the discussions.

In particular, Greece suffers from lack of information about
particular industries which affect managerial performance and
government planning. One of the objectives of the "associations™
should be to help industrialists and government in their planning by
supplying them with information relevant to their sector. This can
be done with the "associations" providing the literature and reading
which will indicate the developing trends, articles which ougiic to

be read by industrialists and general statistics.



<"ben the need for a special®™ survey emerges from the
discussions, the "associations”™ could conduct the surveys,
point out different questions, hire consultants whenever
necessary and even organise courses which will train enployees
on problems of the industry. This supply of information could
cover different areas, such as, on .arreting with reading material
on design, improvement of _.uality etc, on productivity with
information on investment in plants end equipment, productivity

schemes followed in other countries or firms etc.

9.5.3 oOtate participation

as it was discussed In -action 7*2.2., the o6tate can have a
great impact on industrial development through the nationalised
firms or industries and the provision of different fiscal or
financial incentives which should be given through the business

management approach.

In Greece, the bureaucratic structure of the public sector
and its inappropriate attitudes towards development has influenced
the performance of nationalised fir is/"industries. The number of
nationalised industries or firms, such as the majority of banks,
national airways, necessitate attention to be given to them to

increase efficiency.

Iirst of all, legislation should be passed which will specify
the guidelines for Ministerial intervention. Nationalised fins
should be trated as private firms and targets should be set to their

management tea;: It is vital that tho anagenent team consists of
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as It was discussed in section 7.9.2., the 6tate can have a
great impact on industrial develop ..aut through the nationalised
firms or industries and the provision of different fiscal or
financial incentives which should be given through the business

management approach.

In Greece, the bureaucratic structure of the public sector
and its inappropriate attitudes towards development has influenced
the performance of nationalised fir in/industries. The number of
nationalised industries or firms, such as the majority of banks,
national airways, necessitate attention to be given to them to

increase efficiency.

rirst of all, legislation should be passed which will specify
the guidelines for Ministerial intervention. Nationalised firms
should be trated as private .ir’0 cud targets should be set to their

anagement team. It is vital that the anagenent team consists of
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uality managers which will have freedom to manage, so that the
present situation, where Ministers intervene, managers are
appointed through’contacts and most cf then have no experience
(e.g- the underground company), -ill he avoided. In addition,
in cases where for political reasons commercial criteria is
abandoned, the anounts paid for co ".pensation should be charged
to the appropriate department(s). Thus, all costs "ould be
clear to both public and Parliament which very rarely know the

costs or profits in nationalised fir s or industries.

mith regard to different provisions of fiscal or financial
incentives, all governments have been generous, however, the
effectiveness of some measures is doubtful because the results are
not the ones expected, due to the macroeconomic aonroach used
for applying them. “>uch measures should be used to implement rhe
strategies selected for each industry a d the economy, ad. be
decided after a strengths ad. weamesses and alternative strategies
analysis has been made, using the business management approach.
*3uch measures should be modified to what is actually attractive
to firms without giving too much and control should be
exercised over firms to ensure that the objective of the assistance
is acconplished. Moreover, the government before covering losses
in various firms with public money, should ta’e into account the
objectives oi the economic plan so that louey will be channeled
in the right sectors and should also .make an important decision
whether to support a firm or let at d.ie in order to avoid wastage,

fhe government should also oe than sag of widening the scope of its
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neasures to include selective assistance to individual companies
(something that at present occurs only for different industries
e.g. tourism), Job creating progra inos to tackle the threat

of an increase in unemployment etc).

9.5«4- foreign fins

The approach Greece should follov: on foreign investment should
not differ from the one described in Section 7.2.3. The
accomodation and power-balance approach should be efficiently
used so that Greece will gain .".oe fro., the transmissions of

foreign capital than at presenc.

The areas iIn which Greece is not efficient are the incentives,
conditions and control of foreign firms once they are established in
Greece, a Tirst important step isfor the present general set of
incentives and conditions which applies for all foreign firms to
change because 1) it is out o date (1953) ii) Greece"s demands
have changed iii) would conditions have changed iv) Greece is
about to become an L.c member. The new general set of measures
should be adapted to Greece"s present stage of development and
problems as well as the world conditions. This set will be
derived from the experience the .state will get sy examining the
most important industries in the country. The incentives should
be Just enough to attract the fir..is without overbidding the offer
as It happens at present and should also create a confident environ-

ment for the firms to find it attractive to enter. It is



important that ia the new set, provisions are left for

incentives which will depend on the situation in ever;* industry.

The different environments in each industry will also
specify the entry conditions for foreign firms which should be
based on the power-balance approach. Information on world trends
in the industry, the needs of the economy in that specific
area, the particular costs and benefits the foreign firm will
cause, existence of domestic firms etc, should be known to the
government before negotiations start, so that the entry agreement
will be signed with a full knowledge of the costs and benefits

for the economy.

At present,measures taken for ¢he control of foreign firms
are absent. Such measures should be taken which should aim at finding
out the restrictive business practices , regulating prices of the
final product, checking for transfer pricing, regulating the
percentage of Greek personnel and generally control the firms,
whether they abide by the entry agree:.ents. a problem in the
Greek economy is the inability of the otate to control the move-
ment of foreign Firms from one industry to another. Foreign firms
should be treated equally to domestic firms in an industry,
but freedom to more wherever.they find an opportunity might prove
costly for the economy. Decision has to oe taken whether foreign
firms should be restricted to move from one industry to anothei”,

uuless there is eonsent from the ., take.

Thus, this area and the other discussed before should help the

government realise its oonmitt lenks jo Greece"s development,



especially in the industrial sector, and enable it to take the

necessary policies and measures to increase Greece"s standard

of living.
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10. UJI2URY - cCaITcLwoilci™

10.1 Introduction

The dynamic evolution of the business environment nowadays
makes it necessary that a closeilvie:: should be paid on it. |If
industrialisation is considered to be the path for development and
accumulation of wealth, a more careful approach should be given on

decision making for the solution of the different problems.

In this study the business lanage lent approacii to industrial
strategy is described. This study originates from the argument that
if a country is interested in econo :ic growth, it must necessary
begin with the productive industries which generate this wealth
and which cannot be identified under the macroeconomic approach
followed in many countries. To develop this strategy, which is
an extension of the comparative advantage theory developed in
economics, we used the conceptual framework of likening the
running of a country to the management of a highly diversified firm
and the way such a firm considere its expansion by looking at its

external and intex"nal environment (Chapter 3).

10.2 The Structure of the work

The plan of the rest of the work we report is as follows :-
1) Chapter h refers to the external environment of a country and
looks at trends that affect a country as a whole and a country”,
industries. e concluded that the level of technology required for
each sector is the c®uti’3l to cue _:?oblom of a sector by sector

industrial strategy and for this . ..on four hypotheses were tested
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referring to trends in advanced,- .edit. . and low technology

industries.

v In Chapter we discusse”, the way a country can loo"-
at its internal environment. It ".'B concluded that this examina-
tion should be partly from the ecouc ics point of view
including also a disc.uu ion of the . :co:c effecting managerial
performance and partly contain a detailed examination of the
country®s most important industries, with a strength and

weaknesses analysis for each one of them.

3) Chapter 6 refers to the alternative strategies facing a
country which will be derived fro the opportunities and threats
(from the external environment) and strengths and weaknesses (in
the internal environment) analysis. It was pointed out that such
strategic choices concern partly a country as a whole and depend
mainly on the country"s state of developaent, and partly individual
industries and depend on the environment and conditions that

prevail in each one of them.

4) In Chapter 7 we discussed the problem of how a country
could organise the planning of its industrial strategy based on the

business management approach and how this system could operate

efficiently.

5) To bring the general proposals into relation with real
situations we analysed the Greek economy. This helped to consider

the practioility of our approach mod, to show how this approach



applies in individual industries, «we examined the silicon chips,
digital watches, electrical appliances and footwear industries.

(Chapters 8 and 9)-

10.3 General Findings.

The findings of this study can be summarised as follows

1) No country will develop successfully unless it uses the
business management approach to formulate its industrial strategy,
an approach which is complementary to the macroeconomic approach
used in many countries and gives more detailed information about
the economy, its industries and the stance of the country compared

with the rest of the world..

2) The gap between governments and firms, found in the
macroeconomic approach, should be bridged with more understanding
of how business is done on the industry level, to helpthe

government realise the problems tha.t prevail in the industry,

3) Different industries have different environments with
different technological concentration and different world trends

and therefore, an industry by industry examination is necessary.

i) Co-operation between government and firms in each industry
is important for identification of the problems and mutual undei™
standing of how each party looks at then. This will result in the

best decision taking and policy formjilation for the particular

industry.
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5) This approach will aelp the .tare not only to derive
the best solutions for individual industries, but also to ac -uire
a better knowledge of the situation in the country, on which its
targets, objectives, priorities and generally its economic

planning will be based.

6) Eirms will benefit from the better understanding with
the government as regards their problems, which will result in the
best policy formulation for the particular industries by the State;
and also from finding a secure and stable environment to take their

decisions and raake their long range planning

10.h Greece and mlietailed r"roposal. from the Hypotheses

In particular for Greece the general findings are as follows

1) Greece as a developing country and a future member of
E.E.C. has to follow the business m.anagement approach to her
industrial strategy in combination with the macroeconomic approach

she uses at present.

2) Greece should support those areas in which she has a
comparative advantage (e.g. touris ., agriculture) and follow
different strategies for her industries, depending ou the world
treads and conditions found in each one of them, as well as using
the strengths the country enjoys (e.g- low labour cost* proximity to

Middle fast markets etc) in order to assist the switch from declining



industries to the ones with growth potentials.

3 closer attention has to he given to her internal
environment which creates an insecure environnent for
industrialists, has resulted in the arret forces being
insufficient, does not produce the shilled and qualified labour the
economy needs and which all result in the less competitive state

of the Greek economy and especially of the manufacturing sector.

h) Co-operation with industrialists is necessary to bridge
the existing gap, as well as help government and firms to get a
better view of the problems in both each industry and the
internal environment, get nearer to a common view and bring their

attention on tne area in which they should make policy di ".c-rioas.

< now go back to detail and relate all this information and
ohese findings to our origiual hypotheses. In Chapter 4 we tested
our hypotheses on the relationship between the level of technology
and the kind of firms and treuda found in an industry and on
chapter 3 we proceeded to an analysis of the Greek economy and its
important characteristics* Prom "this we were able to reach
certain general conclusions about the "ay in which using the theory
of business management, a policy could be derived for the way in
which the Greek government and its industries could develop better
the economy and face the difficulties arising from E.E.C. entry.

These can be stated as follows
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1) advanced technolo; 7 : Greece can only enter these
industries by inviting large .ul"tinational firms to set up

production in the country. This can be succeeded only if

a) it can be shown that Greece has some strengths or

opportunities which will attract foreign investment and/or

b) the government can offer attractive conditions and

incentives.

The decision to invite such firms .ill depend on the
advantages in the long run in the econo ly as estimated by the
authorities and industrialists in their "associations" (see
sections 7*2.1 and 9«5«2). The re..lt. of two example—studies

made for this type of technology am allows -

i) the examination of the silicon chips industry
concluded that Greece should examine carefully the possibility
of inviting foreign firms to produce silicon chips because the
Z2C entry will accelerate the need to ".odemise output and it will also
increase the number of industries in the country, 1ii) with
regard to the digital watches industry, Greece should not give
priority at present because this industry does not integrate with
her activities unless a firm proposes to enter or a silicon chipp

industry is established.

r-y Medic ? technolo,my: These include some industries in
which Greece is currently successful. The mliC entry will phase
out all government support to these- industries and will increase

competition , but the "home"™ 1iar et ill bo greatly extended to



induce the EnC members. ..iter careful assessment, based on

the business management approach of the various characteristics
and trends (e.g. competitors, product r.arkets etc), the government
and industrialists will have to take :ieasures to ensure the
survival of those industries which ore calculated to be most
capable of succeeding and that any industry "drop outs" harm as
less as possible the economy. Despite the fact that different
policies nave to be decided for each industry, there are some

general ones that have to be taken.

a) ~ny possible technological advances in these industries
have to be =cnitored, and where necessary, new technologies or
production methods will have to be bought in or more advanced
foreign iirriEwill have to be attracted to set up production or

to take over domestic firms.

b) Capital and financial incentives will have to be

introduced to make domestic fir s .joe efficient.

c) L"ducationul facilities suited to the needs of these
industries for technical skilled workers or for managers have to be

improved.

d) The internal environ ent in the country, such as the
banking sjstem, stock mar::et, which affects firms performance have

to be improved to contribute to the increase in overall efficiency.
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The examination of the electrical appliances industry in
Greece, used as an example for ouch a technology, concluded that
assistance should "be given to the firms to increase their mgrket
share abroad, achieve economies of scale and reduce the present

high cost structure.

3> Low. technology: Greece is competitive in such industries
mainly because of low labour cost and so has potentials to succeed
in the E.L.C. a careful examination of the environments in each one
them will give enough evidence to the government and those engaged
in the industries to decide measures ensuring the competitive
edge that Greece envoys at present. The general policies that

should be followed *re as follows:

a) Nationalisation and better organisation should take
place to improve efficiency, especially in industries dominated

by small firms.

b) Restrictions in exporting vital raw supplies, bilateral
agreements with other countries, projection barriers and different
fiscal and financial incentives should be given to support the

viability and expansion of such industries.

The examination of the footwear industry in Greece, carried
out as an example for low technology industries, concluded that
the efforts should be oriented in grouping the various small
producers, organising an information system for all of them and

carefully investigating markets abroad.



10.5 Generalising the :2Xr",: for Other Countries.

The applicability of the business management approach
to industrial strategy is not limited only to developing
countries like Greece. Other countries could follow it and
their strategies will depend mostly on their state of develop-

ment and their economic structure.

Eeveloped countries will find in which industries they have
a comparative advantage, in which ones developing or underdeveloped
countries cannot operate so that their firms can expand either
through exports or direct investment, which industries, to finance
to take the lead in technology from other developed countries,
where to give financial assistance to help raising the technology
of products or production methods to eliminate competition

etc.

Underdeveloped countries will find which industries they
can establish from the raw materials or other advantages they might
enjoy, how to derive the best policies for their industries
which can expand through exports, in which industries priority
should be .given, for which industries to xviise protection
barriers, where to invite foreign firms, how to develop their
internal environment to sti mlate entrepreneurial skills to
develop, how to establish such a framework as to allow foreign

firms to contribute their best etc.
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APPENDEY,

THE SILICON CHIPS ETDUSTRY

. Evolution and History

The invention of silicon chips promises to change today"s
life. It can be called the revolution of the last decade
and has already done great damage to some countries, while

in others wealth has started being accumulated.

A silicon chip has all the important components of the
computor etched onto its tiny surface. It is called a
microprocesser. Electric pulses being directed by switches,
by sending the pulses of undiffered channels, a chip could
be made to do anything from arithmetic to reading a book.
Some chips will totally revolutionise our way of life.

This is the reason why Japan abandoned its ship building

and why the next generation nay grow up without jobs to go to.

The story began only thirty years ago. In the early "50s,
the switches in computers were valves. Each one was hand made
and expensive around £5 each.at today"s prices and the world
market was dominated by huge American manufacturers. But in
194-7 transistors were invented in the U.S. Bie transistor
switch was simply,, two pimples of germanium fused to the
faces of a disc of germanium and with the electrical
connections made it was complete. The transistor murdered
the valve industry. The U.S. valve makers had been slow to
see the importance of the transistor and Japan quickly took
advantage of the break through to set up transistor factories.
They became the major transistor makers in the world. The
transistor radio was one of the first signs of the dawn of

industrial Japan. But they did not keep the lead.



In 1955 the inventor of transistors left 3ell Telephone
Laboratory where he invented the transistor for Stanford
University. Stanford tries to persuade its best students
and scientists of distinction to exploit new and sophisticated
technologies commercially. The University runs an
industrial estate (just outside the campus, deSloffers
collaboration on research and it invests in the factories.

It was there that semiconductor began. The inventor of
transistors had chosen a team of 8 scientists to help create

a transistor oflﬁgw material silicon. Germanium transistors
stopped working when they got warmer than a cup of coffee.

The Army gave him 50 m dollars to make a transistor to

withstand battle conditions. 3ut after only two years his

8 scientists left him claiming they found him intolerable

to wohk with. The eight scientists persuaded the Fairchild Gamer:
Corp. to set them up as a new company. In that factory they

created a new industry and won the lead back from Japan.

On a chip of silicon were printed insulated conductor bars.
Then three more layers of conducting material were printed
on top and square holes punched through;so that each layer could
make contact with any of the others. In each hole the
touching layers formed a transistor. That"s how by 1963
they reduced the cost of transistors tenfold. The single
transistor was made in 1957» In 1965 it was 8 on a chip,

today the figure is 250,000.

What fueled these developments was that an enormous number
of circuits was needed to beat the Russian to the moon and
to the second generation of guided missiles. Money for

defence and space really made the industry boom. The industry

grew in the valley of the South end of the San Francisco 3ay.
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In 1959 5 of the senior staff left Fairchild to form Rheem
In 1961 8 more left to form Sygnetics and 4 to form Analco.
In 1962 two formed another company and so it went on* ?%nior
staff from Fairchild left to set up one company after
another making the world centre for the semiconductor
industry. From microprocessor a lot of people became
millionaires.since the dream to put a whole computer

onto a single chip came true.

Production and Testing

Production begins by talcing the design as drawings and
recording the position of each part into a computer.
The computer will reduce the scale 10,000 times to create
a photographic printing mask. It is used to print the
circuits 200 at a time onto a wafer of a silicon. The
actual production of a wafer takes three days to complete
and very sophisticated equipment is needed. The lines on
a wafer are no more than two 10,000 of an inch wide. Layer
upon layer each placed upon the next to an accuracy of one

10,000 of an inch.

The special areas where the circuits are built are
constantly monitored for dust in the air. They are 10,000
times cleaner than the best operating theatre in the world.
In there they are protected by airlock after airlock from
the outside world. |If dirt would to get in all these

equipments would be made useless for months.

After the wafer has been made it has to be tested. In fact

completing a wafer is not half the cost of the process.

There are many more people, more equipment and more money
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spent on testing circuits than actually making them. Each
computer chip is tested with a full round through of every
possible instructions it can obey. Once set up,the testing
of a wafer is automatic. Each test takes less than a
quarter of a second and most chips fail. There is "no
possible way of repairing them, in fact they are doing

quite well if as few as a quarter of the circuits work.

That"s why there is a certain tension in the wafer area.
It takes three days to complete a wafer and there is no way
of knowing if the one you are making is going to work when it
it is finished. There are stories of firms who had chips in
full production and suddenly lost control. The testing
Jumped to 100jS failure rate . In spite of intense efforts
to find the faults for month after month they produced
nothing but failures. The process has so many steps that it
will be impossible to find out what"s wrong . That is why
production is separated into smaller units in different

buildings so if disaster strikes it does not hit everything.

Applications

After the wafers have been tested they are shipped to the
Far East by air. In fact, all manufacturers send their chips to
be mounted where labour is cheap. Once the circuits reach
the Far East they are cracked apart into individual chips.
The cost of handling them will no longer be shared among
the circuits on the wafer. At this point the individual
good ones are worth 50p each. Making connections to a
chip in Taiwan with so low %ages, adds another 30p.
Miniaturisation is not an end in itself. It is simply
the best way of making the cheapest circuits and yet the

smallness is impressive.
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ihe astonishing possibility it is now feasible to replace
defective nervous tissue with synthetic brain. One of the
first experiments that this is being done is almost
complete in Stanford University. A small circuit built
around a microprocessor and three other chips could be
fitted in a deaf person®s scalp. It will pick up power
and sound through aerial coils as it lies buried. The
microprocessor will convert speech into pattern of electric
pulses and send these to his brain along four fine ones.
He will not hear words, he will feel inside himself patterns
of a new kind. He will have to learn the meaning of each

sensation sent to the brain.

Another application is being completed in the U.S.- A
machine has been invented which will read to a blind man. A
computer will read an ordinary book and then it will speak
it aloud in its own artificial voice. In the heart of
the machine there are tiny powerful computers built

around the technology of silicon chips.

3.1 New iIndustries.

Electronics prevails almost all products and manufacturing
techniques. When key components become a thousand times
cheaoer through the use of silicon ch”ps there will be
dramatic effects. The biggest changes are yet to come but

some we have seen already.

The manufacturers looked for a way to sell their chips
directly to the public and at least twenty manufacturers

rushed in to make calculators. A new industry was soin

selling £100m worth of chips a year. The existing mechanical
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calculator industry cane to an end. They could not cut
their prices. The competition between the electronic

calculators manufacturers was so fierce that after four

years there are two or three manufacturers making calculators.

The next idea was to sell chips in watches. The price of
the cheapest watches cane down and down till now is below

£10. The effect on the Swiss watch industry was shattering.

Swiss used to make half of the -watch movements in the world. But

the electronic watch stopped all that. Seventeen firms went
out of business and there was a wide spread unemployment.

Europe lost £200m to the Americans.

Now there is a new war. Making games around chips
that control TV serenes is an industry worth a quarter of a

billion pounds a year and it is growing.

3*2 Automation

The new supermarket check-terminals have microprocessors
inside them and are called point of sale terminals. Each
one is a computer in each own right and they have the power to
things that mechnical cash registers could not do. Not only
totaling, but also checking the validity of the credit card
through the bank's computer (.supplied in New York). The
terminal autom atically transfer's money from the customer's

account to the shop's account. It could also remember what has

do
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been sold and a total list of what has to be ordered to
restock the shop is being built up. In the future this
re-order will be issued automatically to the .automatic

warehouse.

Automatic warehouse are working now. Loads are
delivered to it by lorries. The loads have identifying
labels on their sides. A camera reads that label and the
computer automatically decides where the load will be stored.
None needs to know where anything is stored and none cares.
The computer does it all. When the goods are needed the
computer will know where to find it. All the man has to do

is read which lorry is this load for.

In supermarkets each time the key in check points is

pressed the computer makes a note of the time. The terminals

keep a record of how fast each girl is punching her machine.
It can make a detail record of each cashier, how much money
she takes per hour, her number of mistakes. In Denmark where

shop automation is more developed,the check out girls in the
biggest supermarket chain have refused to operate the new
terminals till that part of the computer supervising

programme has been deleted.

Microprocessors apply to selling petrd. and have already led

to a 100,000 pump attendants being rendered unnecessary. The
change can already be seen in the office. There is a new

machine coming into use called a "word processor"” and it is
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probably a more important step to the invention of a
typewriter. It uses no paper, the texts can be moved, around,
edited and instantly corrected. The machine corrects simple
spelling mistakes, works out line lengths, where to begin
a new page. The text is stored in memory chips controlled
by two microprocessors. They rearrange the text by
transferring it from one memory to another. A printer takes
care if the fixed document is needed on paper. The operator
will never have to leave her seat to post anything or do
any filing because the next generation of the word processor
w ill communicate with each other. Kail can be sent via
computer to any other word processor in the building or via
a satelite to anywhere else. Word processors will replace

filing clerks and post room.

In production methods there has been a change. In FIAT
in ltaly robots are welding the parts of a car body together.
Twenty robots manned the production line by themselves. But
now with the really cheap computing whole new levels of
automation are being opened up. The U.S. government is
financing robot research. In a laboratory near Boston a robot
assembles a complete car- alternator in two and a half minutes
out of standard car components. It does everything except take
a tea break or go on strike. There are a whole range of
American projects keeping a low profile for fear of attracting
union hostility. In robots a recording is made of what a man
is fioing”™ e.g. paint a chairund then he is no longer needed.

His skills have been absorbed into the machine and the robot



repeats its action

The change of automation has occured not only for blue
collar workers but for lawyers or doctors or teachers. A
medical consultant has taught for the past seven years his
skills in a computer in a hospital in Pittsburg U.S.. A
¢junior consultant could easily use this automatic consultant.
It could make diagnoses which would require the experience of
several qualified consultants. The computer asks a variety
of questions, examination and laboratory tests. The ¢junior
consultant feeds the results from the different tests and
YES or NO to the different questions and the disease is found.
The medical consultant who did this programme feels that the

computer is more competent than he is.

In the land there are very few people working. The one
who occasionally might be seen is the tractor driver. The
equipment now put on tractors costs less than £4,000. AIll the
farmer has to do is cut the first furrow then he can have the
tractor do the work by itself. It stops when its rotating eye

sees a line of light reflecting poles.

People involved in this industry feel that the big
electrical companies such as General Electric, Philips and
its many English subsidiaries will reduce their total
employment for up to K)?i in the early 1980's even though by that

time their total production night be doubled of what it is now.



However, there are sone uestions to be answered, If
industries employ so few people to generate wealth how can
the money be shared out ? . "ill countries become divided
nations of the very rich ana the very poor ? Could countries
adapt quickly to the new methods ? Will Trade Unions let it
happen ? Unionists argue that the social pay of automation
is too great. 3ut the case of this equipment is already growing
in Japan, Germany and the U.3. If countries do not automate
as fast as these countries, this will only cause more

disadvantages. The low cost of production and volume will

destroy the other countries®™ industries.

Some countries such as the U.K. play a great role in the
automation development. The U.X. is the world leaders of
software. Software is the set of instructions that have to be
written to make the computer do his Job. Chase Manhattan Bank
in New York used a software package from the U.K. for their
trading system in the currency market. The software cost in
computer can reach as much as 0™ of total cost. Copyright plus
tailoring, i.e. modifying the package to suit the particular
user®s needs, will bring high income in the U.X. But the
question remains, V/hat will the future be ? and what will the

world be transformed into ?
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APPENDIX B
W DIGITAL _.XTCIES3 INDUSTRY

-1. Evolution and Technological Aspects of the Industry.

Quartz watches first appeared in the U.S. in late 1974-
the offspring of the American electronic companies of Fairchild
Camera and Instrument Corn, Texas Instruments Inc and National

Semiconductor- Corp.

After 3 centuries of steady evolution watch making has
undergone a revolution in jiisfer three years. Digital watches
captured a fifth of the U.S. market in 1976 and nearly a tenth
of the European business. In the last two years quartz
watches have succeeded in taking a significant share of the
market. 3y the 1930"s it is believed that quartz will be well
established. The world watch market is estimated at around
240 m units in 1977> increasing to over 250 m by 1980
(FIN. TIMES Jan £1'" , 1973). Growth in the market would be
unlikely if the quartz "watch had not happened« The micro-
electronics American firms which made this revolution seem to
have applied an agressive pricing policy. The lowest price
from a major manufacturer was just under s20 on the U.S.

market in 1977 compared with ov-ev. si1.25 in 1975* (FIN.TIMES

Feb. 7, 1977)

The world®"s largest watch exporters, Swiss and Japanese,
were shocked by this rapid increase of sales of digital watches,
and decline of prices in the U.S. market. This rapid success in

the reason why the traditional watch-makers should not be blamed
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for being unaware. As always Japanese were the quickest to

react. Ricoh led the way followed rapidly by Seiko, Citizen
and Oriental. 3ulova, U.S. number two, was not far behind.
But the Swiss took longer to accept that digitals were more
than a passing '‘craze". So did the giant of the U.S. and
international industry, Timex. In 1972 the industry had an
early disaster. A handful of small companies had rushed their
watches to market, which were poorly designed, big and ugly
and so defective that returns ran as high as 60%. The biggest
problem was in the digital time displays which were

unreliable and often unreadable.

1.1lechnological aspects

There are three basic types of electronic watches. All
use a battery to oscillate a quartz crystal whose vibrations
are converted into one second pulses by an integrated circuit.
In the analogue watch the circuit gears a motor which drives
the hands. It is a replacement of the mechanical springs,
cogs and wheels of an ordinary watch, with an electronic brain,
retaining the traditional face and hands. The LED
(Light Emitting Diode) type of watch is identical to calculator
displays in which a line of bright red figures is illuminated
by the battery. Because of high power consumption the battery
has to be left inert until switched on by a button. The third
display technology is called LCD (Liquid Crystal Display).
Providing black or silver figures on a white background it

uses far less power and so can provide a continuous display.

1.2 Quality

The need to use both hands to tell the time with an LED
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watch has proved less of a deterrent than many companies
feared. In the U.S. at Sears Hoebuck Boston retail group the
LED watch outsold the LCD by a 3-to-2 margin in 1975.
Marvin A. Meyer, a watch buyer at Sears;explained that as
""the attraction of the blank dial and the sense of power the
customer gets in being able to push a button and turn on the
time". (Business ek October 27, 1975). More serious has been
the tendency of batteries to last only a few months rather than
a year claimed by some suppliers. The problem with LCD is
that none can guarantee a life of more than 5 years for the
display because the product is so new. Adding a small back
light to make time visible in the dark increases power
consumption. The use of radioactive tritium for permanent back
lighting is now being introduced. However, the main concern
of digital watch makers is the short-life of the batteries.
There are customers who found their batteries wearing out in
three months. The sign pointed to excessive power consumption
but the long established manufacturers tried to blame the
battiery maker.

.2 Swiss and Japanese

The Swiss were the worst affected by the digital watches.
Their exports fall from 84.4m in 1974 to 62.2m in 1976, and
employment has dropped from 80,000 to under 60,000. Everyone(
but the most specialised high price supplier of mechanical
watches,accepts that the '"erase” is here to stay. The key is
how far the trend will go outside the U.S. Mil. depends on the

European consumers and how they will react to a digital display

of time.
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Traditional suppliers like the two big Swiss groups,
SSCH (Societe Suisse pour 1"Industrie Horlogeue S.A) with
Omega and Tissot and ASUAG (Societe Generale de I1"Horlogeric
Suisse) with Hotary and Longines, as well as the Japanese are
now shipping large quantities of digital watches. Ebauches
(ASUAG) signed an agreement with Hughes Aircraft Go. which will
supply Ebauches a production line to manufacture intergrated
circuit. But their main strategy is to exploit the accuracy
and reliability electronics can offer(while avoiding a
head-on clash with the electronics companies. This had led to

what is knowing in the trade as the quartz analogue.

"_Thether this succeeds depends upon several factors
including a reduction in the price of its mechanical components
and the preference of the consumers. |If the Swiss and Japanese
succeed in creating®a demand this will prove profitable since
few of the U.S. electronics companies could develop enough
expertize in precision mechanics to challenge them.(Financial
Times February-7,1977) However, if the European consumer accepts
digital watches the way Americans did, the Swiss and Japanese
will be forced into confrontation with the U.S. electronics
companies. Japanese and Swiss prefer LCD watches to LED and
LCD watches began to appear in volume only by these two
countries and the U.S. The price varies according to the
country and firm. Timex is now putting on the market watches
costing under £20 in line with the minimum prices from major
U.S. and Far Eastern suppliers(while Swiss range of LCD starts

from £30 claiming oetter style and quality.



Mr. Faul Tschudin, vice president of Ebauches,
part of ASUAG group and Switzerland®"s largest raker of
watch movements complains that '"‘the digital image has been
more than tarnished by some of the products. A lot of
customers have been dissapointed by poor quality watches
without after sale service'™, national Semiconductors admitted
quality problems in watch production,but they claim that only
3% of its products are returned as faulty by U.S. consumers.
(Financial Times February 7, 1977)
3.Future Prospects

As often happens when a liel; technology .hakes up a
competitive market place, the established companies are not lead-
ing the way. The aggressive U.S. semicondutor makers seem
determined to dominate this new market. Stewart Carrell,
group vice-president at Texas Instruments Inc, predicts; "There's
no doubt now that the digital watch will bring the watch business

back to the U.S. "(Business VWeek October 27, 1975).

national Semiconductor Corn, and others have made
considerable efforts to improve styling by slimming down
the electronic module and slim line watches are now widely
available, [mm;Jeare also adding extra functions. Bulova V/atch
Co. In the U.S. made heavy losses and was forced into the arms
of a Hong-Kong family electronics business, Stelux, which
provided a minority stake and a new chief executive. Timex
bought HCA®"s liquid crystal displays and large quantities of
components from other companies and appears to be gearing up

for a counter attack. Timex was also forced into cutting

emoloyment at one of its British factories in the Autumn 1°76.



Not only the traditional manufacturers have been hit but
also semiconductor companies. “lime Computer Inc. the first
to market LED watches in the U.S. ran in the red in 1976.

Litronix Inc has cut back.

The big problems facing the multifunction watch are the
limited power supply of the battery and the evolution of a
simple system for operating the various functions. The
Japanese in past performance are expert in incorporating
electronic gadgetary into watches. They, unlike the Swiss,
accept that there is a big middle market of watch buyers who
will opt everytime for a watch with a few extras, even though
they are unlikely to use the extras.(e.g. the stop watch
function, or showing the wearer®s pulse rate and calculate

his blood pressure unnecessary functions for most people”

Some companies have started assembling lines in cheap
labour countries, such as, Thailand where Seiko assembles some
models”™ Timex in Taiwan.Japanese (e.g. Citizen) have also
started using a solar cell as source of energy replacing
battery. These cells placed on the face of the watch/transform

the energy from the sun into electric current.

Swiss manufacturers have also started putting digital
watches on the market, their main hope not to be left behind,
i“ies on heavy research and development. Ebauches (A5UAG) has
produced a tiny model by spitting the battery into two, each the
size and thickness of a drawing-pin head. One way Swiss hope to
be competitive is by improving battery life. SSIH plans to offe

a 3 year battery life. Like the Americans and Japanese, Swiss



are adding extra functions to their watches, namely stop
watches, calculator watches, and others will follow like

dates to remember, radiopaging cheeper devices etc.

The Swiss manufacturers night be forced into assembling
watches in the Far EastCe.g. Hong Kong”where wages are ten
times less than those of Switzerland, or even cheaper in
Thailand. The author of a forth-coning European-narket
study for a Swiss publisher, claims to have support from leading
Swiss companies for his forecast that 38% of the world watch
market will be digital by 1980, therefore, reduction in
costs becomes important. However, the Swiss firms are
looking for other outlets of their technology. Both ASUAG and
SSIH make electronic results boards for sporting events and
display systems for railway stations and airports. ASUAG
has set up its own production of circuits and hopes to be
able to do contract work,making integrated circuits for

others.

Future trends in the market might be a continuing shift
of production to the Far East, a growth in the overall
market because of the advent of quartz and its continuing
decline in price, the steady increase of the quartz share
within the overall marketjespecially LCDs and analogues, the
possible emergence of protectionists demands aimed at
cutting out unfair competition. Finally, the rash <3 price
cutting has meant that producers and distributors see their
profit margin attacked at the same time as the market is

growing.

The revolution in watch mailing limited the number of

countries which can produce digital watches. In other
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European countries (e.g. U.K., Germany) there have been some
manufacturers producing mechanical vw/atches. Now they have
found themselves in a declining industry and their only way
of survival is production of digital watches. The answer

to the question of whether they can do it themselves

without being acquired, does not favour them. HoweverJ
there are some firms which are trying to find themselves in
that market by buying technology from abroad (e.g. Trafalgar
in the U_K.)

~h. Jeweller and Service

Not only will the traditional watch -makers could be
driven into an ever declining sector but the traditional
retail ¢jewellers would be forced to leave the watch
business completely. There is a public relations battle
over batteries in which there is a wide range of different
kinds. They have to be bought at (jewellers or watch
repairers shops. They usually have to be changed by trained
people viriLe there might also be a shortage of batteries in

various parts of a country.

The after sales service has also changed. Watch
repairers have to learn new skills. In fact, the American
and Japanese electronics companies, which went into quartz watch
production as a by product of their basic business, failed to

provide adequate after-sales facilities.

The jewellers are losing bsuiness since over four-fifths

of digitals are being sold through other outlets. In Germany,



France and the U.3. the lead, has been taken by department
stores and mail-order houses. The watch market was
governed by jewellers who took a profit margin of 50%
plus. However, the department stores or any other shop
selling digital watches apart from jewellers, are enjoying
lower profit margins which increases their sales. In the
future jewellers will have less service to offer to
customers because the watchmakers themselves will handle

what little service or repair is needed on digitals.
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THE ELECTRICAL APPLIANCES INDUSTRY

P]. Methods of Production and Domestic Appliances

Throughout the world there are two types of production in
manufacturing industry, namely, production to order and
production for stock. [In the production to order customers
order what they want with the specifications they want
(e.g- furniture). In the production for stock the manufacturer
has to produce in advance of customer®™s requirement with the
aim of being able to meet those requirements on demand.

Goods made for stock are moi’e or less standard, while goods

made to order vary according to customer®s wants.

As far as the process of production is concerned there
are two basic processes indifferently of whether it is
production to order or production for stock. These two
processes are the making of components,and final assembly
into the finished product. This "make or buy" decision is
one which theoretically, depends entirely on relative price.
However, historical background of the firm and safeguarding
of supplies in terms both of quality and of avoidability
are very important. In the highly organised production
processes of today, the whole process of production may be
temporarily stopped by the absence of one part or even the

absence can cause a factory to close down.

Domestic appliances are made for stock. In the earliest
days of the industry production was to order. The first

products by G.E.C. in Britain in 1880"s, were usually made up



- 23 -

to individual requirements. The customer was invited to
state what he wanted; the company then undertook either to
find a manufacturer or to make the goods itself. Facts such
as the customer®s ignorance of what exactly he wanted, the
progressive reduction of the price of electricity for
domestic use so that moderate incomes could reach it,

created the need for making standard appliances.

In the beginning appliances were produced against
distributor®s orders but as the market became gradually
stable, manufacturers began to anticipate these orders by
making for stock. Nowadays, large firms think of it as very
important to have a regular rhythm of output in each period,
so as to secure the greatest economies of labour utilisation
and of materials buying; the resulting inflexibility of
output means that" fluctuations in demand can only be

satisfied by varying finished stock of appliances.

Generally speaking, appliances are made for stock and
the output of large firms is somewhat inflexible; they
find it very difficult since the processes of production are
not easy to establish. The problem of whether a company
should have the making of components (fabrication) and
assembly or only assembly and how far making of components
could be made within the concern, depends on many
considerations. Type of production, location of the plan*,,
for the more remote the plant is the more difficult and
risky it is to find bought-out parts, are very important.

There are firms which have onl™ assembly line



and firms with, both fabrication and assembly
(e.g. Belling Co. ,U.Kv¥nd Siemens, Germany). There are
components which are commonly bought out, like,thermostats,

timing devices, hot plates etc.

While the manufacture of minor appliances involves
making or buying out the small parts and then assembling them,
sometimes by mass production methods, major appliances are more
complex to make. The main parts of large appliances are being
sub-assembled at the same time as their cabinets are built up.
The cabinet and the sub-assembled parts are fitted together with
the help of conveyor belts. Exhibit 1, shows the materials

that go into domestic appliances in quantity p“er unit.

However, different economic situations changed production,
dropped out different products, helped other appliances to
increase their market share and generally had a decisive impact
on the industry. A very good example is the energy crisis in
1974. Some products benefited from the energy scare. Micro-
wave oven producers capitalised on the situation promotionally
with significant results. Electric cookers, especially in the
U.S., strengthened their dominance of market share, forcing
gas cooker producers to scramble in an all-out effort to market
complementary full lines of electrics. Electrically heated
dwelling units in the U.S. increased their saturation through
1974. Other products have been less energy fortunate. The
existence of many gas appliances is threated in some countries.
Electric shaver manufacturers feel further threatened by blade

razors because consumers thin” that it takes less energy to heat
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the water for a blade shave than use the electric razor
even though electrics consume less energy. (Appliance

Manufacturer 1975)*

2 Electrical Appliances Industry in Europe by Country

The European electrical appliances industry is dominated
by large industrials. Table 1 shows the largest industrials
in Europe classified according to their turnover. There have
been a lot of mergers, especially in 1970%s, because of
changes occurred in the market. In most European countries
there is a high percentage of ownership of domestic
appliances in households. Table 2 shows the penetration
of domestic appliances into households. That means that moss
buys are replacement and not first buys. The market, therefore,
has reached its saturation level in which there are many
manufacturers fox" a small size market. Survival and competition
are the main reasons why so many mergers and joint ventures
occurred among companies from different countries. Examination
of what the situation is in some European countries will give
a better picture of the problems each country faces. This
examination concenti-ates on the main category of domestic
appliances, the so called "white goods"™, and include*
refrigerators, cookers and washing machines. We will also
refer in the Television Market because it is related to
domestic appliances, since ont firms are involved in

production of both categories of products.
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1A312 1 . Largest 2ldustriul Lu the Electrical .appliances Industry
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Source: : Co- rani k- -0. “_e_|
Note: Zanusai -S not iacl;d because in 1973 it was linked with

Aj¥e; In 1?72 it was ranged 132.

TABLE 2. Household Ownership oi Domestic Appliances (percentage)

*/ashing :lachin-s 1 refrigerators fl"lectric R e
lookers sets
Austria 52 34 a.a. n.a.
Belgium 74 80 16 pa
Brancs 74 00 100 3*
Germany 30 35 Neae 77
Italy nl 00 30 ;(71
Hethcrlauds 34 33 13
Sweden q9 90 n.a. Nene
Oowitserland o> 73 nen . n.a.
United
itigdom 70 00 44 oa
1.00 ae’e o7
07 )
lour <e: inrketing a . " Mint; cl

n.a- dot available
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ITALY

Italian manufacturers have dominated Europe for
the majority of white Goods. [In 1972 the Italian share in
European production was 4-8% in refrigerators, 36% in
washing machines, 30% in coohers and stoves, 4-3% in

dishwashers.

Zanussi, the biggest of all, operates under the
umbrella of IIJLUSTRIS A. ZAITUS51 (1AZ) (International for
the non ltalian market). The Italian industry in 1968 was
suffering from a severe recession and many formerly large and
prosperous companies faced insolvency. The Italian
government expediently asked Zanussi X.Z to acquire these
companies and gave a large cash grant in order to promote the
plan. The result has been the formation of the largest
appliance manufacturer in Europe selling more than 5 million
appliances a year. Italian manufacturers are assisted by the

government measures in terns of tax, duties, export rebates etc.

However, Zanussi only recently has begun to show a profit<
as previous years®" losses were the result of digesting all
the compnies acquired in 1963. One of Zanussi®s advantages
is the profitable operation of manufacturing most of the
components and sub-assemblies. Its components supply more than
60% of Zanussi internal requirements. It also has an extremely
well organised delivery system from the Italian factory; for
example,transit time to U.K. is ten days via the company®s
special trains to Calais. Zanussi controls Stice, Becchi, Castor,
Zoppas, Triplex. It manufactures under brand names of foreign
firms, 17% under the brand name AEG. In December 1973

AEG-TELEFUNKEN secured the future continuation of thielong
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standing successful co-operation with 1AZ S.p.A., by

acquiring a 20 minority interest in that company.

Another Italian Group is INDUSTRIE RIUNITE
EURODOMESTICI (IRE) formed in late 1959 by IGNIS S.p.A. (ITALY)
and PHILIPS (Netherlands). Philips,an Ignis customer for
years, hooked up with that company in late 1959 in a joint
venture known as IRE. Ignis brought factories and outlets
to the deal; Philips financing and advanced management know
how. Hit by serious labors? problems and internal dissensions
the joint venture lost 2.5m dollars in 1970 and ~.8m dollars in
1971. But Philips was willing to pay 1.5m dollars to acquire
control of both IRE and Ignis and thus protect an important
source of supply. Ignis had in 197H 33°% of the Italian
Appliances market and 22 of European refrigerator market.
In July 197E Philips acquired full control of Ignis S.p.A
and IRE* Wien Philips split its Domestic Appliance Division
into Small Domestic Appliances and liajor Domestic A-ppliances,
it based the latter in ltaly. Ignis was the first to introduce

2-doors-fridge and top loading washing machine.

PHITUO-FORD is owned by Ford (USA) producing electrical
appliances and it is the number three Italian firm which has
become financially linked with a foreign firm. Fhilco was
totally acquired by Robert Eosch GmbH (Germany) in April 197/
Phillco®s activities are manufacture and distribution of

refrigerators, washing machines and television sets.



INLESIT G.p-AlIBAquibe famous firm throughout “Europe.
It produces refrigerators, cookers, washing machines and

colour T.V. It is the domestic market leader for electric

market. Exports account for 70% of its production mostly
to U.K. and France. It produces about 8,000 units and its
prices have been 20% - 30% lower than other firms. It was
established in 1960 with the name Inaes but later on it

changed to Indesit (Indes-Iltaly),,

CANDY is" a very famous brand name for GIED. It produces
cookers, dishwashers, washing machines and refrigerators under
the brand name Kelvinator (USA). Hov;ever, it is very famous
of its washing machines and is the market leader for this

product.

MERLONI S.p.A. manufactures electric water heaters,
cookers, washing machines, refrigerators, dishwashers. It ranks
third in the cooker market with 12% market share and first in
the water heaters market with, a stake of 30%. It also has a

4% market share of washing machines.

The Italian market has not been penetrated by foreign
brand names. It has so far succeeded in keeping its market

fully satisfied by Italian products.

In bhe refrigerator market Zanussi, IRE, and Indesit have
70% market share (Zanussi has -1-9.1%). In cookers the leading

firms are Zanussi and Indesit#ut Indesit is the one which



dominates.Zanussi has 41.S?3 market share, while number

three firm is ilerloni with 127°.

In washing Machines Zanussi has 227?, Gandy 23%,

Indesit 20%,Ignis 6%, 3an Gorgio 3??, foreign firms have

3% - 4% of the market.

/has
In 1V sets in monochrome Zanussi 13??, |IRT,(Fabbrica

Italians Radio Televisori S.p.A. is a subsidiary of
Telefunken Fernseh - und Hundfunk GmbH, AEG - Telefunken
and manufactures 1V and radio sets) 1572, Philips 1372,

Philco 137?, Seimart (Magnadyne) (ltaly) 13??, Grundig
(Germany) 67?, Autovox (Hotarola USA) 672, Voxson (Germany) 6;?.
In 1975 Italy introduced colour programmes in T.V. The
leading firms in colour T.V. are Grundig (GEH), AEG-TELEFUI7KEN
(GSR). Philips (NIL), which all of them have approximately J0%
of the market. Other firms are 1ST (AEG), Zanussi, Autouox
(USA), Voxson (GER). The T.V. sets market is the only market
that foreign produced products have such a high penetration.
There are quite a few foreign firms which enjoy more than

50?7? of the market share.

The Italian manufacturersdepend very much on foreign
trade. The domestic market has virtually reached saturation
level and it is now relied upon replacement sales. The fact
that they manufacture for foreign firms® brands gives them
the lead to the white goods .orket or simply, they are good at

manufacturing white goods.
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The threat of a decline in demand for domestic
appliances in developed countries (mainly Western Europe)
is leading ltalian manufacturers to new markets in
developing and socialistic countries, within the scope
of economic co-operation agreements. Sales to these
countries, however increasingly, take the form of the
supply of semi-finished products to be assembled locally by
an infant domestic industry. Quoting the Financial Times

August 22nd, 1973«

" After nearly two years of negotiations the Ariston
Merloni domestic appliance group is reportedly about

to sign a contract for the construction of an automated
and completely self-sufficient plant to produce
500,000 electric cookers annually near Moscow. The
company will benefit both from the know-how and
royalty payments..... (Merloni) has licenced the
production of refrigerators in Yugoslavia, water
heaters in Hungary and negotiations are under way for

a refrigerator plant in Bulgaria...."."
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UNITED KINGDOM

The electrical appliances industry in the U.K. is structured
in a different way. While in ltaly there are about three
groups which dominate the ltalian market with a high share

in the European market, in the U.K. there are different firms
which are leaders in one or two products with a not high
share in the European market. Their European market share is
very small compared with what other foreign firmsenjoy.
Although, British manufacturers produce the whole range of
-white goods, some Ffirms are good at one or two products

(e.g-. Belling in cookers, Hoover in vacuum cleaners and

washing machines).

Another difference with Italy is the structure of the
firms that exist in the industry. The Italian firms are
solely manufacturing electrical domestic appliances, whereas
British firms, however not all of them, are conglomerates
having a division named "domestic appliances" (e.g. Tube
Investments). Some of the foreign firms that operate in
England are very successful and,especially, one of them
Hoover Limited (U.S.A). There are quite a few domestic
firms which have a fairly high percentage in the British
Market and in some products they have 100% of the market

(e.g. cookers)

The most important firms in the British electrical

appliances industry are the following!

THORN ELECTRICAL INDUSTRIES LIMITED manufacturers in a wide
field in electrical and electronic industries. It produces
television sets, radio, mixers, domestic appliances etc.

It has a lot of subsidiaries and it wholly owns Kenwood
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Manufacturing Company Li Lied. It also has 16> of the
shares of V/ILKH73 AND ilITCHELL LTD which are the makers of

"Servis'" washing machines.

BELLILTG & CO is a private company which, produces only
cookers and has a quite big stake in the British market for

electrical cookers.

GENERAL ELECTRIC CO (GEC) LTD is a highly diversefied
firm and its activities include major interests in heavy
electrical and power engineering, industrial equipment and
diesel engines, telecommunications, electronics and automation,
cables, components and consumer products. It has a lot of

subsidiaries and it owns Hotpoint.

TUBE INVESTTIETTTS LTD is another conglomerate and is one
of the world"s biggest producers of precision steel tubes, leading
maker of bicycles and an important manufacturer of machine tools,
domestic appliances (Cockers, ~ashing machines, “water heaters,
central heating equip..ent etc), general engineering and

electrical products.

The foreign firms that _.anufacture in Britain are HOOVER
LTD, controlled by Hoover Co. of Ohio U.o.A, and manufactures
and markets electrical cleaners and other household appliances,
and ELECTROLUX -wholly owned by ELECTROLUX -3 (Sweden)

manufacturing refrigerators, vacuum cleaners etc.

3ritaia like out European countries relies on replacement

sales. Over the last five years ltaly has become the
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factoryfor "lost 0" ¢ho British, domestic appliance industry®s
output of white goods. They.are distributed either with the
original Italian .manufacturer®s name tsuch as Zanussi,or are
manufactured in. Italy but distributed under a British na™e.
Most of the large U.I7. white goods manufacturers, such as
Hotpoint (-wholly owned by GEC), have at least part of their

range supplied from Italy.

In washing machines Britain is "western Europe®s third
biggest producer and exporter. In the domestic market in
sales 37% is Ffirst buys and S3% replacements. OFf course,
Hoover is the most important company but in the U.K. as <

whole foreign firms do :inate having more than 50% of the

Hotpoint (GEO) IS - 17% Hoover 50 - 40%
Servis 12 - 137 Indesit 7 - WV
Tube Invest. Philips 6 - 7%
Electric Board 7/ — g~ AEG pe*

Some of the main manufacturers believe the whole industry is in
danger of collapsing if the imported automatic machines are not
stopped from dominating the market. The reason behind this is
that imports to Britain are growing in a contracting home
market,while exports of British machines are low; imports account
for 59% of the market. The ex-works cost of 3ritish automatic
machines averages out at nearly 4-Obh more than the landed
quayside price of the - mostly Iltalian - imported machines.

In January and February 1976 Hotpoint, Hoover and Servis
announced cuts in production to compensate for the reduced
demand for their products. There is suspicion that the Italian

machines are being dumped, however, this is not very clear.

In the cookers market gas cookers are beginning to lose their
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factoryfor most of the British domestic appliance industry”s
output of white goods. They.are distributed either with, the
original Italian manufacturer®s nametsuch as Zanussi, or are
manufactured in Italy but distributed under a British aae,
Most of the large U.1". white goods manufacturers, such as
Hotpoint (wholly owned by GSC), have at least part of their

range supplied from Italy.

In washing machines Britain is “estera Europe®s third
biggest producer and exporter. In the domestic market in
sales 37/0 is first buys and replacements. Of course,
Hoover is the most important company but in the U.K. as a

whole foreign firms do .inate having more than 502 of the market.

Hotpoint (GEG) IS - 17/j Hoover 39 - 40fs
Servis 12 - 1pm Indesit 7- Sm
Tube Invest. Philips 6 - 7/0
Electric 3oard 4 - 5/ AEG 5%

Some of the main manufacturers believe the whole industry is in
danger of collapsing if the imported automatic machines are not
stopped from dominating the market. The reason behind this is
that imports to Britain are growing in a contracting home
market ,while exports of British machines are low; imports account
for 59% of the market. The ex-works cost of 3ritish automatic
machines averages out at nearly more than the landed
quayside price of the - ostly Iltalian - imported machines.

In January and February 1975 Hotpoint, Hoover and Servis
announced cuts in production to compensate for the reduced
demand for their products. There is suspicion that the Italian

machines are being dumped, however, this is not very clear.

In the cookers market gas cookers are beginning to lose their
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share in favour of electric cookers, the reasons being the
distrubution, reduction in price and the-nore-easy-to-use
electricity. The cookers :orket is the market that domestic

firms derninate; they nearly have 100fj of the market.

Bellingand Co. AR
Thorn o7ti
Tube Inv. $CF/1
g-e .C. y-
In refrigerators U.H. relies on imports and exports Ijfi

of its production. |In sales 37« is first buys and 63?= replace-

ments. Foreign firms in this market have nearly half of it.

Hotpoint i Electrolux 18%
G.E.C. ce- Hoover (Zanussi-®s

products) &/
Thorn pc* Indesit 9%
EEC Hefrig. Ltd. o Helvinator (USA)

(./Mmite Consolidated
Industries Inc.USA)

prigidaire (General
Motors USA) 7%

In the refrigerators ncriret there is no single firms with a big

stake with each firm having a somewhat snail share.

Hoover has a marketing agreement with Zanussi to distribute
Zanussi®s refrigerators. In 1977 Zanussi®s plans were to
launch an aggressive U\. minj ’ampaign to make British
consumers more aware of the Zanussi brand name. Zanussi®s
British operation is headed by Hr. G. Dorman who, talking about
Zanussi"s former policy,said that in the early days Zanussi
lacked the marketing rsrpcrienco to push its products in

overseas market (Electrical Review December 17, 1976)e



In refrigerators ltalians have been very successful
in putting many continental manufacturers out of business.
Their method of attack in Britain is that they firstly
supply well known British Companies who manufacture other
appliances in Britain. The well-known British name on the
front overcomes the 3ritish housewife"s prejudice against
foreign goods. Gecondly, they market in U.K. under their
own name, approaching the retail trade direct and either

offering to deliver to the retailer or for the retailer to

collect the units from a depot on the car loading principle, with

the buying price varying according to which method the
retailer chooses. In both cases the success depends on
price. The Managing Director of Hotpoint said <=".=.tteir
(1taliansl) landed cost prices are much below the British
manufacturer®s average selling price in the trade. Neither
materials nor labour are appreciably cheaper in Italy. It is
well known that the cost of basic raw materials is
international. OFf course, the actual prices of such things as
sheet steel, vary from time to time and from country to
country, but we are just as able to take advantage of this as
the Italians. Figures have been published showing that the
all-in cost of labour in Italy, including fringe benefits

is about equal to Britain. Larger outputs must, of course,
mean lower manufacturing overheads but this does not account
for the difference.... there is no doubt that on this basis

dumping is taking place ..." (Electric Review 13 October 1967)

In the television sets market, although there are very

famous foreign firms operating in it, the 3ritish manufaci iri'rs
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have the highest share in colour and monochrome T.V. sets

Colour Mono Colour Mono
G.E.C. 12% 65 Philips 7% &
Thorn 32-0 520 ITT 5% L\2o
Pye (Philips) 107 11% =ouay 2%
Decca Ltd 7% 10w Hitachi 4.5 9%

Generally, there is a strong feeling among 3ritish
manufacturers that Italian products are being sold in Britain
at a loss. But whether they are being dumped is less clear.
The Association of Manufacturers of Domestic Electrical
Appliances (AHDEA), the only association which could make the
approach to Government on dumping, said that it had had no

approach from British manufacturers.

There seems little that British manufacturers can do
about the low price of Italian machines. The big European
makers, such as Zanussi, have been making, for example
washing machines, for so long now that they have written off
their original tooling costs and ".... can produce a new model
easily with Just some badge engineering according to an

authoritative industry source...." (Engineer 1 April 1976).

If the allegations of dumping cannot be substantiated
an investigation into whether the Italian manufacturers are
receiving indirect subsidies (Hotpoint argues 157) could help
to stem imports - EEC trading regulations frown on
government assisted industries in one country damaging

companies in another. But as long as some of the British
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manufacturers are making useful profits out of cheap Italian
machines, Britain can only expect half-hearted" attempts to
stem the flow. The British Government and the manufacturers
have obviously been alarmed at the extent of import
penetration. A sign of this alarm is the government"s
decision to include the domestic appliances industry in the
"Industrial Strategy" (1970) of the resuscitation of British

industry.

However, the British manufacturers have found what the
Italian products have been lacking; and this is quality. The
Marketing Director of Tube Investments said "We see ourselves
as a slightly up market company from the point of view of
quality and this is of course reflected in prices. We make
no attempt at all to compete with the lower priced continental
imports. Tashelp support this view the company"s advertising

campaign are weighted on quality than price" (Engineer

1 April, 1976)»

GERMANY

The German electrical appliance industry®s structure has
many common features vdth the British equivalent. It is
dominated by big firms which are very highly diversified i.e,.

Siemens, Bosch, AEG - Telefunken.

Generally, German manufacturers enjoy a lot of advantages
like prestige, good-designed products, high quality, somewhat
low prices etc. In the "white goods" market a comparison between
German and Italian products will give quite a few fundamental

differences. The most important advantage of the Italian



products is. their price. Especially in refrigerators and
washing machines, German products enjoy fame for quality but
their prices are higher than those charged by Italians.
Although, Italian white goods are superior to German ones

in prices, the Iltalians lack quality. Quality is considered

to be an advantage that Italians do not fully enjoy. This
disadvantage forms the basis of attack against Italian products.
The Italian production is efficient, well-designed products and
cheap in prices. German success has been based on efficiency
and good design combined with prestige, high price image
appealing almost exclusively to the upper classes. This might
be a policy that Germans followed in the beginning, since only
the upper classes could afford to buy electrical appliances

as a sign of class distinction.

The major firms in the German electrical appliances
industry and at the same time throughout Europe are the

following:

SIEMENS A.G. However significant the volume of their
foreign sales, the Federal Republic of German remains their
most important market. They are divisionalised in groups:
components, data systems, power engineering, electrical
installations,medical engineering, telecommunications. In the
electrical home appliances Siemen®s activities are determined
by the activities of Siemens Electrogerate GmbH (SE)

(Berlin and Munich). SIC handles Siemens AG home appliances
business. In the annual year 1971-72 all assets and liabilities
of the home appliances co-operations operated by Robert

Bosch GnbH and by Siemens were transferred to 3osch-3ie:nens
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Hausgerate GmbH with 50/- share each one of them. Siemens AG"s

interest in SE and Robert Bosch Hausgerate GmbH (HG) were
transferred to Bosch-Siemens-Haugerate GmbH (3GHG). BE and HG
were then merged<with (3SHG). Sales of the comnany are made
through two newly established companies under the same name as
before (HG and SE) but for the account of 3SHG. The two sales
companies are wholly owned by the respective parent companies.
In 1976 Siemens acauired Titsos 3.A. in }¥?§Feng£Ch oroduces
refrigerators, washing machines, cookers, and oil stoves, thus,
establishing production in Southern Europe. Siemenshas Ffirms

abroad in 33 countries (16 in W. Europe, A in Africa, 6 in

Asia, U.S.A., Canada, 9 in Latin America, Australia).

ROBERT 30SCH GilBIl - STUTTGART. The company®s activities
are in three major areas: automotive equipment, manufacturing
equipment - industrial supplies, household appliances. It
operates iIn 9 countries in Europe, 3 in Latin America, 3 in
Asia, Australia, U.3.A., Canada. The Joint venture for the
manufacture of appliances is represented on Bosch®"s side by
Robert Bosch Hausgerate C _al, Blaupunkt-Uerke GmbH of
Hildeshei-m and Junkers & Co GmbH of “onaw (both Blaupunkt and
Junkers are owned by Bosch). Robert Bosch Hausgerate GmbH
produces refrigerators, automatic cooling systems, freezers,
washing machines, dishwashers , washer driers, cloth driers,
air conditioners, small appliances. In April 1973 Philco-Rord
Italians SpA, Bergamo, Italy, was acquired \ihich/produces fridges,
washing machines and T.V. sets. Bosch owns 100A of lhilco but
so far earnings of this company have suffered considerably
from strike actions, declining market,occupation because of the

release of a certain number of personnel etc.



ALLJI3MEINE ELSCTEICITAIS- GE3ELLSCHAFT or AEG-TEIEFU"TKEN
The Company®s main activities,with the percentage of
sales-share in 1973, are power engineering &3, industrial
systems 12%, telecommunication system 9;«, transportation
equipment 5%, industrial components 17%» electronic
components 4%"~office machines 7%> domestic appliances
26%, consumer electronics 11%. It operates in 15 countries
in Europe, 4 in Asia, 1 in Africa, U.S.A., Canada, 5 la
Latin America, Australia. Major shareholders in the
company was General Electric Overseas Capital Corporation,
Schenectady, Hew Yor®"-, but GE sold its investment in AEG
in 1975. In the electrical appliances industry AEG has a
quite big stare in the German market. In December 1973 they
secured their future continuation with Industrie A Sanussi
S.p.A, by acquiring 20% minority interest . In 1973 the
German enterprise AEG-Telefunken, planned to acquire 25.01%
of Zanussi. However AEG received a note by the Federal
Cartel Office that it might prohibit this acquisition
because 1) Zanussi sells great quantities of its electrical
appliances to Germany, its best customer being,besides
AEG, the mail-order house Quelle ii) the whole industry
showed a high concentration ratio iii) the common
market share of both enterprises fell within the market
share presumptions of the newly amended Act Against
Restraints of Competition. AEG then acquired only 20%
of Zanussi®s capital,which was accepted by the Federal
Cartel Office (OECD (103) ). They also own Fabbrica
Italians Radio Televisori SpA, Milan (a subsidiary of
Tclefunken”™ -hich manufactures T.V. and radio sets for
domestic consumption and e:cpor™. There i : >lao |

ncreasing engagement in Eastern Europe with Yugoslavia,
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Foland and U3GR. In Yugoslavia and Poland there is
co-operation in the production of consumer electronics
equipment, domestic appliances and office machines, while the
increasing interchange of technical and scientific

know-how with USSR has provided an improved basis for
business. Some of AEG"s subsidiaries in the electrical

appliances industry are l-uppersbuch,Neff/Junker 3 Roh, 333.

GRUI7DIG AG, PERTH. It produces radio, TV sets, cassette
recorders and owns several plants in W. Germany, Prance,
U.K., ltaly, Portugal, Austria, Sweden, Denmark, Switzerland.
It is a family owned firm and all it has is assembly lines.
During 1?7a-75 expenditure on components and different third
parties was 40,u of total turnover. This policy enables
Grundig to maintain very competitive prices and to project
the image of high product quality at reasonable prices. It
appears that the Grundig management has to some extent been
prepared to sacrifice a high level of profitability in order

to strengthen its competitive position.

BAUKNECHT (GOTTLOB 3AUIL1IECHT "ELECTED MOTORENBAU). Its
activities are manufacture of domestic appliances, electrical
equipment, Fitted kitchens etc. The company runs for

3auknecht family interests.

Other quite famous firms are Neckermau, ITormonde (fam.ly

owned), Loewe Cota, GmbH (Ffamily owned).



- 255 -

Poland and USSR. In Yugoslavia and Poland there is
co-operation in the production of consumer electronics
equipment, domestic appliances and office machines, while the
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GRUITDIG AG, PiniH. It produces radio, TV sets, cassette
recorders and owns sevcra.l plants in "7 Germany, France,
U.K., ltaly, Portugal, Austria, Sweden, Denmark, Switzerland.
It is a family owned firm and all it has is assembly lines.
During 1?7a-75 expenditure on components and different third
parties was 40,1 of total turnover. This policy enables
Grundig to maintain very competitive prices and to project
the image of high product quality at reasonable prices. It
appears that the Grundig management has to some extent been
prepared to sacrifice a high level of profitability in order

to strengthen its competitive position.

3AUKNECHT (GOTTLOB 3AUELTECHT "ELECTRO MOTOREN3AU). Its
activities are manufacture of domestic appliances, electrical
equipment, Tfitted kitchens etc. The company runs for

3auknecht family interests.

Other quite famous firms are Neckermati, ITomende (family

owned), Loew/e Cota, GmbH (family owned).
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In the cookers *mr" ck the major part of import is
accounted for by Ger ?.n anufacturera importing from their
own foreign subsidiaries. Siemens is the major importer
from Austria .and AEG imports from its Yugoslavian
subsidiary. AEG Group dominates, Siemens is the second

followed by Quelle which sells imported produces.

AEG group 5%
Siemens 1553
I leckerman 4%
3auknecht 4%
3osch i 5¢]
Quelle 1063

In refrigerators German producers charge more than
Italians and it is the only product that imports in
Germany exceed exports. The bulk of the resulting imports
is subsequently sold on the German market under domestic
nroducer®s own brand wanes (e.g. AEG is getting supplies of

fridges from Zanussii The major firms in the market are

AEG Fhilips (NTL)
3auknecht Indesit amn
3osch

Siemens

I leckerman

In the washing machines market the German manufacturers

dominate. The leading firms are
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AEG (3BG, Kuppersbusch)

Bosch Candy
Siemens

Quelle

Miele

In television sets there are roughly a dozen major
suppliers of which four of then are controlled by foreign
interests. Saba (85.9% owned by General Telephone and
Electronics), Shaub Lorens (ITT Co), Graetz (ITT Co), Allgemeine
Deutsche Philips Industrie G ,"dd (Alldelphi, Philips).
Blaupunkt (a subsidiary of the Robert Bosch group) and
Siemens are linked through the common subsidiary Bosh-Sicnens-

Hausgerate GmbH. Some family owned firms have almost 50% of

the market.
Grundig 25% Philips 11%
Normende 11%— ITT 10%

Loev/e Opta 9%
AEG 10%

Leading manufacturers are taking keener interest in the
retail distribution especially of cookers and allied equipment
and AEG already has an interest in the leading manufacture of
"kitchen-studios', thus securing important outlets for combined

sales of kitchen furniture and cookers.

The German market judging from tne brands sold has not
been penetrated by foreign firms, but this is misleading because
foreign firms manufacture —or the domestic ones autnough o.io

penetration in not extremely high. German manufacturers have
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progressively opted lor a policy of either themselves
setting up manufacturing facilities in such countries (eastern
Europe, Ear East, Italy, Austria, Eire etc) or of contracting
out the production of ports and for whole appliances to local

manufacturers.

THE NETHERLANDS

While all the countries so far have something to show and
offer in the European Liarl:et, the Netherlands do not have much
to offer. Generally, the Dutch white goods market has been

captured by foreign firms.

The only Dutch firm which is very famous in the world is
N.V. PHILIPS GLOEIHUfPH"TPABRIEKEN. Its main activities are
T.V. sets, lighting, domestic appliances, radios, record playing
equipment, electronic components, telecommunications and defence
systems, electro-acoustics, data systems, industrial equipment,
medical systems, pharmaceutical-chemical products, allied
industries and glass, iusic. In the domestic appliances
industry their position has been strengthened in Europe by
close co-operation with Ignis SpA (ltaly) and by the decision
to build a factory for dishwashers in association with
Bauknecht in West Germany; the name of this joint subsidiary
by Bauknecht and Philips is Euro Hausgerate GmbH at Neunkirchen
(V. Germany). In 197B full co-operation was entered into with
Ignis SpA and thus at the same time with the production company
IRE (Philips wholy owns Ignis and IRE). In view of the volume

and diversity of activities of the Domestic Appliances Division
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it was decided, to split it into two separate product divisions,
one for Major Domestic Appliances and the other for i-nall
monestic appliances. The llajor Domestic Appliances Division is
based in ltaly. As Philips claims the transfer of the division™s
head office to ltaly, where the mains production was already
concentrated, has brought about better co-ordination between

marketing and production policies.

Dutch manufacturers have control on two products namely
cookers and T.V. sets. The oookers market is the one that Dutch
producers have been able to resist the attempts of Belgian,

German, Preach and Swedish producers to enter.

All T.V. sets produced in Holland are manufactured by she
Philips group either with the Philips brand or to be marketed
under the Erres or Aristona labels by Radema (a Fhilips
subsidiary.). Philips Group is credited with a market share of

around 65%.

In the washing machines Dutch manufacturers have
concentrated on the simpler models while the consumer has
favoured automatic models. The market is dominated by the German
brands, AEG, Miele, Baulcnech, Bosch, and Iltalian brands

Zanussi , Ignis and Indesit.

There is no production of refrigerators in the Netherlands;

Domestic consumption is entirely covered by supplies from abroad.
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it was decided to splir rt into two separate product divisions,
one for Major Domestic Appliances and the other for "nail
eomestic appliances. The Major Domestic Appliances Division is
based in Italy. As Philips claims the transfer of the division®s
head office to ltaly, -m<ae the mains production was already
concentrated/has brought about better co-ordination between

marketing and production policies.

Dutch manufacturers have control on two products namely
cookers and T.V. sets. The cookers market is the one that Dutch
producers have been able to resist the attempts of Belgian,

German, Prench and Swedish producers to enter.

N1l T.V. sets produced in Holland are manufactured by she
Philips group either with the Philips brand or to be marketed
under the Erres or Aristona labels by Hadema (a Philips
subsidiary.). Philips Group is credited with a market share of

around 65%.

In the washing machines Dutch manufacturers have
concentrated on the simpler models while the consumer has
favoured automatic models. The market is dominated by the German
brands, AEG, Miele, Baulmech, Bosch, and Italian brands

Zanussi , Ignis and Indesit.

There is no production of refrigerators in the Netherlands;

Domestic consumption is entirely covered by supplies from abroad.

A ft



The majority of these supplies (70%), is delivered by ltaly
and 25% by W. Germany (predominatly refrigerators with a
capacity below 250 litres). |Ignis and Zanussi produce fridges
under the Dutch brand names lhilips, Erres, Harijnen. -he
market leader is Philips with the Philips and Ignis brands.
Indesit is the second with a high share in the lower price
segment of the market. Zanussi group sells it refrigerators
under the Zanussi, Zappas a.nd Harijnen brands. German
brands are 3osch (which is thought to have the highest
German penetration in the existing fridga park in Holland)
AEG, Baukcecht, Siemens. The market shares in refrigerators
are thought to be as follows Philips 20%, Ignis 7%, Indesit
15%, Zanussi 12%, AEG 10%, Ignis 7%, 3osch 87%

BELGIUM

In household appliances Belgium is not self supported.
There is a large scale import from different countries mainly

Italy, Germany and Prance.

Although there is no production of electrical
appliances there are a few Belgian firms which inport,
sometimes assemble, and market white goods under their own
brand names. These firms awre .iCEC, Novey and Nestor Martin.
NESTQR"MUSTIN is the most important of all. This firm works
in close association with Usines et Ponderies Arthur Martin
(France). In 1972 Arthur Martin were in financial difficulties
one of its largest creditor:: being Nestor Martin of Belgium.
Subsequently, Gecoma took over a majority of Arthur Martin®"s
shares and this holding has now been ceded to the Swedish

Company AB Electrolux wiiich actually holds 77-75% of the



shares. Ah Electrolux in January 1976 purchased the
majority of the shares in the liartin Group which with the
Arthur Martin companies in France, Nestor Martin in Belgiu” ,
lenalux in Switzerland is one of the leading European

manufacturers of cookers, washing machines and dishwashers.

ACEG (ALELIERS DE CONSTRUCTIONS EEECTRIJJES) was taken
over by Nestinhouse (USA) during 1970-71, but due to heavy
losses the latter now wishes to sell its holdings. There is

nowadays some question of nationalising ACEC.

There is no production of such items like cookers in
3elgium and the market, therefore, is supplied by imports.
Suppliers of coo"-erc are MEG group, Siemens 3osch, Banknecht,
Philips, Zanussi. The French Scholte"s , Rosieres,
de Dietrich, Arthur Martin are also extremely active.
However, a few Belgian manufacturers such as .-AX, Nestor
Martin import or assembly under their own brand names. But
the majority of imports of cookers is accounted for by
V. Germany which has @;"- of the volume. Many of the cheaper
models are manufactured in low cost countries such as
Yugoslavia and Spain; this is the case with Bauknecht and
Siemens. The "Neufunk™ range of electric cookers, marketed
by G3-1nno-3M, the largo Belgian department store group,

is largely of Italian and Yugoslavian manufacturers.

In washing machines there is a large scale import of
Italian made machines :ost of which are produced by Ignis,
Indesit and Zanussi. Tunis products are imported by Philips,
while Zanucsi machines ore sold under their own name but are

also marketed by Inno-FM nnder its own brand name "Meufuak
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The AEG and Bauknecht range is nade up of Italian
manufactured machines cold under the AEG or Bauknecht

brands. Galor (BE3 France) and Nova (ITT 3elgiun) have been
highly successful in this market. The more expensive
automatic machines come from Germany, the lower priced
automatic washers from Italy and the bulk of the cheaper
"miniwash" type items from France. 75% of washing machines
marketed in Belgium is accounted for by AEG, Bauknecht, Bosch,
Siemens, Hoover, Philips, Candy Indesit, Philco. The bulk

of the trade is likely to consist of partly finished goods

between Philips in Belgium and the Netherlands.

Demand in refrigerators iv lostly satisfied through
imports. The major countries of origin for refrigerator
imgorts are Italy, Germanyyé?}? France. Italy has 55% share,
W. Germany 21%, France 11%, Nest Germans and French suppliers
suecialise in higher priced and larger models than Italian
producers. The major suppliers of refrigerators to the
Belgian market are estimated to be Bauknecht, Philips, Nestor
Martin, Frigidaire (USA), Singer, Hoover, Zanussi. German
manufacturers arecurrently increasing their share of the
Belgian market at the expense of Italian and other producers.
This trend follows the earlier expansion of Italian products

at the expense of American controlled brands.

In T.V. sets market Philips has 50% of the market of
monochrome and colour T.V. sets under the Philips, Siera and
£31? brands. ITT under Bhsub-Lorenz brand has 25%. The other
firms that follow are Grundig, Thorn Electrical under its

Carad-Ferguson brand and Barco with 284"



FRANCE

France is the country that is self sufficient in none <hite
products and in some others demand has to be satisfied by

imports.

The most important French firms in the industry are
THOMSON-HOUSTON HOTCHIES3 BRANDT, which is the largest in
France”™ manufacturing all types of electrical equipment and
appliances, radio and T.7. with subsidiaries and associated
companies abroad (i in Latin America, 6 in Europe, 1 in USA,

1 in Canada). Household appliances constitute 28% of the
group®s.turnover. SOCIETE D "EMBOUTISSAGE DE BOURGOGNE, (SE3)
took a narjority share of Color (France) and controls Tefal and
Société Francaise d"Equipement Ménager. ARTHUR MARTIN companies
. are part of Martin Group operating in France, Belgium,
Switzerland. Martin Group was acquired by A3 Electrolux in
January 1976 (Electrolux has 7~ - 75% of the shares). Another
famous French firm is MOULINEX S.A. owned by Mr. Jean Mantelet
and manufactures household utensils and electrical appliances.
There 1is co-operation betvreen Thomson and Arthur Martin.
Thomson manufactures Arthur Martin®s refrigerators, while Arthur

Martin manufactures Thomson®s cookers.

In refrigerators Thomcon-Brandt is the only French
manufacturer of refrigerators and freezers. The company®s
products are marketed under the Frigeco, Frigéavia, Frinatic,
Vedette brands. Thomson-Brandt has an estimated market share
of 65% in the total wvolu.ie of sales of refrigerators to the
consumers,Fhilips/lgnis sells refrigerators under the Philips,
Laden, iadiola and Schneider brands. Together Philips/Ignis

account for 21% of refrigerator sales. Arthur Martin
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distributes refrigerators and freezers under its own name,
but buys these appliances fro:—; Thonson-Brandt. German
manufacturers AEG/Telefunken, Bosch, Ciemens and Bauknecht
are particularly active. Hoover France has bought out

a new range of refrigerators and freezers; the company®s
refrigerators are manufactured in Italy and the bulk of its

freezers in Denmark.

Thomson-Brandt  59% Arthur Martin 7%
Frigidaire 3.5%
Bosch 2%
Philips/lgnis 21%

Italian Brands 18%

In washing machines French manufacturers have the

mia™ority of production.

Thonscn-Brandt 60% Arthur Kartin 12%
Philips 7%
Lincoln 6%
Hoover 4%

Italian producers, Zanussi followed by Candy and Indesit,
account for approximately 72% of imports.
/the i} o i} }

In T.V. market Iltaly is the principal foreign supplier
with 64%. Imports of portable colour sets are mainly derived
from Japan (69%)-

In T.V. the ma”or manufacturers are RTC (Radiotechnique-
Campelle, subsidiary of Philips), Grundig operating in France,
Blaupunkt operating in France and Katsushika in jSpain with

ITT having 15% of the colour T.V. market.
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SWEDEN

This country like all European countries has been faced

with intense competition from Italy.

In the refrigerators market Electrolux has the highest
market share around while, the majority of imports is

dealt with Italians.

In washing machines Electrolux and Husgvarna have the
highest percentage of domestic production but is foreign

penetration (Hoover, Indesit, Siemens).

In T.V. sets Philips in the dominant group with estimated
80 - 257a of total Swedish production. The group®s members are

Fhilips, Dux, Conserton, AGA and Hadiola.

The leading Ffirm on the refrigerator market is the
ELECTROLUX concern including its Swedish affiliate Elektroelios.
This concern is specialised in household goods and its
influence is felt through Scandinavia. In 1%7 Electrolux and
the refrigerator division of Atlas, the largest Danish producer
of refrigerators merged,with Electrolux as the majority share
holder. Association between the two was made possible by the
absence of custo l duties on refrigerators exchanged bj owsden
and Denmark both EPTA countries. Electrolux has also come to
an agreement with the largest Finnish firm UFO CA whereby
Electrolux refrigerators and freezers are sold in Finland
by UTO OY whereas UFO OY products are sold in Sweden by

Electrolux. Electrolux supplies refrigerators and freezers to

Swedish Philips AB, which has stopped production of such goed.-
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in Sweden. The main activities of the firm are household
appliances and cleaning machines, industrial products

(saw mill products, catering, hospital and industries
equipment, steel fittings and material handling equipment
etc” office products (.e.chines, furniture, printed products
etc) commercial cleaning services (contract cleaning

laundry services). It owns the office products branded TACIT,
and in January, 1975 they acquired the Martin Group”which
means that Electrolux: has considerably strengthened its
position on the Trench, Eelgian, and Swiss market. In the same
year they acquired Tornado 3.A. consisting of companies in
Trance and Holland, and so they have increased the group®s
market share on the Trench and Dutch domestic vacuum cleaner
markets. They also have been established firmly in the
American market through national Union Electric, Connecticut
USA, their subsidiary which is one of the largest
manufacturers of domestic vacuum cleaners in the USA - and
has a large share of the American market for caravan

refrigerators.

-i.- Analysis of the Electrical Appliances Industry in Europe

The facts that the electrical appliances industry produces
durable goods for stock and the benefit (value added) of
having the making of co ponents within the firm plus, of
course, the assembly lino, imply that a firm can only

service if it is big enough.

Generally speaking, \t is a very capital intensive industry
and as the output (durable goods) of each firm is somewhat

inflexible, provided that ne firm aims at efficient operation,
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each firm has to find a quite big market to promote its
products. High yield on investment is succeeded by high
turnover and high profits. That is, high investment means
that the firm wa.ll try to achieve high turnover and high

profits to make the whole operation successful.

Demand for durable goods depend very much on income as
well as price and faces the problem that once the market
reaches its saturation level it automatically turns to a
smaller one. Generally, production of durable goods means
high capital investment, high price for the products,
dependence on increase of income, big markets for the promotion
of the goods, with the .question remaining of what happens when

the market reaches its saturation level.

All these characteristics are net in the electrical
appliance industry. CT course, risk is spread on a number
of different domestic appliances and not all these markets
reach saturation level at the name time. Besides,
inventions help to keep the industry going as well as
imorovement of old products. There are quite a few examples.
Refrigerators have reached saturation level, while freezers
are recently being demanded. Demand for dishwashers is going
up to reach a high forecasted demand,while the ".arivet for
washing machines has been reduced. On improvement of
nroducts;a new type of cooker has been promoted in which the

oven is working with hot air instead of electrical spirals.

In this industry a lot of multinationals operate, which
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are highly diversified. Host of then have diversified
in such a way so that fabrication for most of the
components used for electrical appliances is succeeded within
the Ffirm, vihile, most of them reach the wholesaling level.
This vertical integration, apart from safeguarding supplies
of raw materials, benefits the retaining of high value added
in the concern. These firms (AEG, Siemens, 3osch, Philips
etc) have succeeded economies of scale in components making
by selling for other companies,for instance, Siemens produces
circuits for its own T.V. sets and also sells these circuits
to other different companies not belonging to the same Group.
This high output means lower price, which is reflected on the

"white goods" price.

However, there are quite a few firms Wwhich are
specialised only in domestic appliances e.g. Eanussi, Indesim,
Grundig)and most of them are "good" only at one or two
products. Although they are not diversified they have a well
organised vertical integration; Sanussi produces 60% of its

needs for components.

A general examination of the market shows that it has
reached its saturation level in most of the "white goods"
range, This fact affects the behaviour of the firm of how
it should approach the :arket because consumers behave
differently, ".Then a market stops being "first buys" and
becomes "‘replacement™ market, customers change their pattern
of behaviour. They already have the experience of their old
product and it is more likely that at their second buy they

would like something different They light require butter design.



new colour, different chape or increased utility (i.e. more
uses than their old product). Especially, in the electrical
appliances ind%stry they night want that shape and style, which
will lit with the rest of the itens in their Kkitchen.
Consumers are more aware of what they want and since prices
for appliances have reached the level that can be approached
by almost all income-lovcls, they are more likely to loo": for

something different.

from the manufacturers point of view, a lot of things
have to change. A manufacturer must be careful of what he
produces and his main airs will be to convince consumers that
they have to change their old products”either because they
are out of fashion (fashion is very difficult to be achieved
in domestic appliances) or because his new products offer
better and higher utility. |In order to succeed that, it is
very common for producers to offer to buy customer®s old item
and exchange it for a new one, _Cn the customer paying the
extra amount of money needed. In that way they keep their

production going and retain their share in the market.

Of course, a manufacturer in a replacement market will try
to improve the quality of his products by finding what
customers need o to minimise production cosoS so that price
will fall or even to invent a new product. If we follow
history, the most important wants that had to satisfied
were the means to coo’: and store food for a long -i:ie. .hen

washing and cleaning machines followed and nowadays all those



items have renchedthedr saturation level, jls inventions were
promoted and improvement on the old products was attempted.

In the last decade dishwashers, T.V. sets, freezers are more
on want and their demand is expected to reach high levels.
Improvement attempts have showed quite a variety of

"new products'(e.g. mini-cloth washing machines, mini fridges,
hot air cookers, timing devices, absorbers etc). The severe
competition zhat exist among firms is expected.to increase
penetration of these products in households.

The question arises of '/hat a manufacturer can do when ha
is faced with a "replacement market"” and finds out that
nothing much can be achieved through its own firm. As it was
discussed above, he Ffirst tries to keep his stake in the
market working through his own firm (improvement, inventions
etc). 3ut when internal expansion cannot be achieved and
survival is threatened through market reduction and high
competition, there is no other way than to turn to the
external environment. Avoiding competition or minimising
competition will help him to survive. This is the main
reason, without ignoring the other benefits (economies of scale,
cost reduction etc) that most manufacturers in this industry

think of a merger or takeover.

In spite of greater business activities the profitability

of firms or division of :ultinationals has decreased. The main
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reason for this is the large number of manufacturers if the
major domestic appliances sector which has caused strong
pressure on selling prices and resulted in the too narrow
profit margins. It was to be expected that this situation would
set a process of adjustment in motion. In Western Europe this
has been reflected iIn recent years in a succession of mergers.
This inevitable trend is leading to highly mechanised and
efficient mass production and will gradually enable this

branch of business to show better profitability.

Table 3 shows the mergers wave that occured in this industry

in Europe and the four groups that have emerged.

The Director of Zanussi in U.K. described the situation
as follows"... There are too many firms chasing too little
business,that,is over capacity exists throughout Europe...."
(Electrical Review 17 December,1976)= Many small firms cannot
survive in a market like this because either they do not have
efficient management or the market is too small for them, after
the pressure multinationals exercise trying to maintain their
position. A.Gurthie Philco"s manager says "We simply had
difficulty in finding a future as an independent small company"
(Electrical Review December 24,1976). A very efficient weapon
that big firms have is their ability to withstand losses
through the support of other divisions and they can even reach

the "strategy of dumping™ in order to survive (British

allegations against Italian products).
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indust®Y IN EUROPE



-he best manufacturers all over Europe are the Italians.
Theyproduce cheap products, good quality for the price they
charge and good design, for example, in the U.K. the price they
charge plus transportation costs ish0/j less than the average
3ritish manufacturer. The share of Italian products in
imports is not reflected in the market shares of Italian brands,
since a considerable proportion of exports from ltaly consists

of output for foreign brands.

Since they have been the dominant manufacturers in Europe and
were lacking management and marketing, these firms were the first
to become "victims"™ in the adjustment process. 3oth "raiders"
and "victims" realised that competition among them would destroy
them and so they tried to overtake the problem by fulfilling
each others disadvantages. Italians are good at production
but not good at marketing and management which the multinationals
accepted to offer. The result was that the most important
Italian firms are controlled by the biggest European multi-
nationals, AEG - Telefunkcn controls Zanussi and I3T,Philips
owns Ignis So.t-IPE. nil *T.we realised tnat Italy is the
centre for traditional white goods with cheap pi‘oduction and
very many other advantages, -ill the Italian factories are in
forth Italy, i. . near the European market,and Italy is the

.est developed =t ?opei n country to Africa and middle East.

This important factor has been recognised by most foreign firms,
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with Philips tranferring its Major Appliances Division in
Italy, I?. 3oscli acquiring Philco and Siemens acquiring Pitsos.
a

Siemens and 3osch, two of the leading European multi-
nationals, in order to overcome the difficulties in their
electrical appliances division, merged in a very peculiar way
to minimise competition and succeed economies of scale
Wwhen they realised that they cannot have a profitable electrical
appliances division they established a Joint venture @07
each finr) by merging their two divisions. Phis Joint venture
is on the manufacturing level(while for the marketing operation
they have their own old divisionswhich operate for the Joint
venture. Ilia acquired ltalian firm Fhilco is owned by
Hodert 3osch GmbH, but it obviously co-operates with the Joint
venture,while Giemens acquired Pitsos in Greece and thus the

group®"s operations in Southern Europe are secured.

Besides, Philips which acquired Ignis, established a Joint
venture with the German firms Bauhnecht in manufacturing of
dish washers but the marketing operations depend entirely on
rach one of thom. Till.: \ an attempt to minimise production
cost. Another group which has emerged is tho Gwedish group
A3 Electrolux “which acquired very recently the Martin Group.
<This is tho group®s Ffirst s;rious movement to achieve high

penetration in r.ost DEC countries.



However, all "raiders™ do not depend their existence only on
electrical appliances. All they were trying to achieve, was to
keep their stake and maintain their production in the market.
These big groups that have been created, form barriers to entry
to any other firm ana so leaves most of The European market

divided among them.

These four groups that have been created are the
conglomerates: AEG-Zanussi-IRT, Sienens-Bosch-Philco-Pitsos,
Thilips-Ignis-3auknecht, ZLectrolux-liartin. Host of them are
now trying to expand their business in developing and socialist
countries, where the market is still "Ffirst-buys".

The situation nowadays is that of four groups®™ domination ,
which have literally formed an oligopolistic situation (there were
11 firms before the adjustment process began), while there are
some small firms (e.g. Grundig, Indesit) which seem to have
enough advantages to stay in the market. However,these small
firms are specialised in :ainly one product (Xndesit in /ashing

Machines, Normende in TeVe sets, Grundig in T.V. sets).

The most important group in the European market is "EG -
Zannssi followed by Thilips-Ignis and Giemens-3osch with

Electrolux being the follower. The Director of Zanussi in U.M.

hinks that  --- the European Market in "white goods™ will be
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dominated by Zanussi-atEG and Ignis-Philips. But in tie
Scandinavian market one of tileemerging forces will be
A3 Electrolux, vﬂ?le in the U.li. Thorn (Domestic) Appliances
will become an even tougher competition...." (Electrical review

17 December, 197S)«

A study was published in Europartners (Financial Tines
30 December, 197S) a grouping of leading banks in France
(Credit Lyonnais), Italy (Banco di Foma), Spain (3anco Hispano
Americano) and "Jest Germanym(Conners 3ank) describing the
existing progress towards specialisation in the European industry.
The study shows how Germany has taken the lead, making products
which have a much longer life than those from Italy and sell
about twice the pricejwhile recently French manufacturers have
concentrated their product ranges, especially in small items
(such as the Houlinex range). The study forecasts that "./.German
and French appliance manufacturers will specialise in both high
value and relatively sne.ll models, while Italy will gradually
become the "only manufacturer'™ of the more traditional electrical
appliances (such as refrigerators and washing machines). The
study suggests that the forthcoming moves towards greater
specialisation accross front/crs will involve a further increase
in foreign holdings in the Italian industry. Finally these

non-1talian co Ipauiec ®ill centralise their production especially
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of more traditional "white goods'. The report forecasts that
AEG will join Philips in establishing its world production centre
for these products in ltaly. The study has accurately forecasted
some happenings ho-."ewer, the last one has not yet been

accomplished.

4. The Domestic appliances in the U.S_A.

4.1 Market structure

The appliance industry in the TJ.3. remains difficult to
measure. It is big and diverse and within its highly competitive
climate secrecy concerning product plans, comparative success
of market, proprietary manufacturing systems and investment in

new plants and equipment compound the problem.

with their market share in each market

in the U.3. in 1974.
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of more traditional "white goods". The report forecasts that
AEG will join Philips in establishing its world production centre
for these products in Italy. The study has accurately forecasted
some happenings however, the last one has not yet been

accomplished.

4. The Domestic appliances in the U.3.A.

4.1 Market structure

The appliance industry in the U.3. remains difficult to
measure. It is big and diverse and within its highly competitive
climate secrecy concerting product plans, comparative success
of market, proprietary manufacturing systems and investment in

new plants and equipment compound the problem.

The following firms with their market share in each market

describe the situation in the U.3. in 1974.

COOEERS REFRIGERATORS
General Electric/Hotpoint 34# GE/Hotpoint "¢oN.
liagic/Chof il?: Whirlpool

Tappan i07?: White il?:
Frigidaire or Frigidaire 124
Westinghouse o7 Admirai .
Whirlpool 5# ¢Amena

White Consolidated 4 Fhilco-Ford
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motors etc) \ibh 25% oi total sales; Industrial Power Equipment

(stair, turbine-generators, nuclear operations etc) 17/

Aerospace (Jet en3ir.es, earth, orbiting satellites etc) 11%;
International (eirportc and the operation of diversified foreign
affiliates each of which manufactures and sells a variety of
products generally in their home market) 7?2%; Consumer (laundry
appliances, refrigerators, air conditioning, television sets,
timers and clocks etc) 1¥."; GS Credit Corporation which is a
wholly-owned non consolidated finance affiliate which engages
primarily in cons"iner financing and commercial and industrial
financing markets. The categories which seem to be more
profitable are Consumer goods representing 13% of total sales and
19% of total earnings and ITatural Resources with 6% of total
sales and 17% of total earnings. In 1975 GE sold its investment
in AEG-TELEFUNXEIT, the Canadian GE and GSW Ltd agreed to form

a new company Canadian Appliance Manufacturing Company.
Agreement was also reached with ./estinghouse Canada Ltd (.V\l) ¢or
the new company to purchase the major appliance operations of

WCL.

Westinghouse Electric Corporation. Quoting the company’s
annual report 1974 from the Chairman®s Review of 1974
... A serious drain on Aestinghoune earnings in recent years
has been the losses suffered in our major appliance business.

In late December vie reaches agreement to sell the majo. ppl~tan.o



business for "./ite Consolidated Industrie :, Inc. "Oe sale was
to become final upon the completion of a number of stems called
for by the government, including satisfaction of the U.3.
anti-trust requirements. It included five ./estinghouse plants
in this country (1J.3.:-), the appliance marketing and consumer
service organisations and subject to the approval of the
Canadian government, the household appliance business of
"/estinghouse Canada Ltd (C/D.".,hite also received the option
so buy the bestinghouse appliance subsidiaries in Spain, Italy
and Venezuela, subject to approvals of those governments...."

In the 1975"s annual report it was stated Late in 1975 to avoid
prolonged court action, </estinghouse signed a consent decree in
connection with an allegation by the Securities and /Exchange
Commission that ”./estinghouse had made false statements regarding
its intention to remain in the major appliance business. The
consent decree is not an admission of wrong doing and the
Corporation is vigorously defending against three class action
suits which have been filed against the company based on similar
claims ...." The three operating companies of ~/estinghouso are
Industry Products Company (llotors, controls, circuit breakers

etc. with total sales; Public Systems Company (elevator

ntrolo >tc) with Pi;"; Power Systems Company (nuclear stem mpply

» ter m, turbine generato m to) lith *7.- total sales.



Zenith Radio Corporation. It in mainly a T.V. manufacturer
and supposed to be one of the most important in the American
televisions market. Its product range is colour 1V, blac™ and
white TV, audio equipment, ports and picture tubes, hearing
instruments and watches. In 1976 each product had the
following percentage in the company®s total sales: colour TV
73.925-, black and white TV 97, audio equipment 9.27, parts end
tube 4.75s, hearing instruments and watches - .isu. Zenith"s
sales growth in colour TV during 1976 did not match the
increase for the industry os a whole resulted in a decline in
market share for Zenith. Zenith claims that the ability of
some Japanese TV makers to engage in unfair methods of
competition and unfair acts with respect the importation of
T.V. sets in the U.3. has characterised the chaos in the
American T.V. industry. Zenith has continued to pursue the
law suit that it had filed in 1974 against major Japanese T.V.
and electronics manufacturing and their Japanese and U.S.
subsidiaries and llotorola in alleging violations of U.S.
antitrust and dumping laws. Zenith shows particular strength
in the market for large screen colour T.V. receivers. In the
black and white market while industry unit sales rose by 57,
Zenith sales dropped by 3. "_... primarily, the result of gain
made by lower priced oo .pctitLve offerings eeeeee (Zenith

Annual Report 1976J.
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RCA. It is a highly diversified firm and one of tile most
important competitor for Zenith. |Its divisions are : Electronics -
Consumer Products ad. Services (TV sets, Phonograph Records end
Tapes, consumer services etc) with 25*3% of total sales;
Electronics - Commercial Products and Services (picture tube,
solid-state devices, avionics, commercial services etc) 12.Si;
Broadcasting (national Broadcasting Company or better known as
173C) 17.0%; Vehicle Renting ad. Related Services (Herts Corporation
14_.5%; Communications (tc-le:: services, interconnection between
computer or terminals in the U.S. and overseas, television via
satellite etc) -.3%; loverir“ent business (meteorological
satellites, development of a complete shipboard defence systenm,
services to NASA, U.S. armed forces etc) 6 . Other Products
and Services (real estate, frozen food, floor coverings, book
publishing but for the last one negotiations,started with The
Times Mirror Company to purchase Randen House, RCA"s book
publishing company) 17.3%. Electronics - Consumer and
Electronics — Commercial accounted for 40% of 197*3"s total
sales. la its television products division Color Trak, its new
T.V. sets, accounted for 42% of RCA"s total sales in colour

television.

Other mite important firms in the U.”~. industry are ...n 1pool

Corporation with °V. approximately of its sales uttriout iblc
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appliances; General Motors ¢"trough, its wholy owned subsidiary
Hrigidaire which accounts .Tor 1.5% of Gil"s total sales; white
Consolidated Industries Inc., which owns Xelvinator Inc in the
US and Eelvinator Ltd in the U.a. and quite a number of other
firms and w/o oOf its sales are attributed to appliances;
Motorola Inc. in the T.V. inrhet with 23% of its sales of
consumer products; idr.iimr.l Corporation with 55;s of its sales
from major appliances and 54% from, consumer home electronics;
McGraw-Mdison Company in which 1?% of its sales are attributable

to major home appliances.

4.2 Effects of the Hecesnion-Gtorm

3y any measure, 197/ Was bad year for the appliance
industry but it proved that the American public considers
appliances to be necess ity items, not luxuries. "According to
an advance estimate by the Association of Home Appliance
Manufacturers, shipmentC In ten major appliance product categories
totaled approximately ~a-* million units in 1974 for the second
best year in history. Off - slight 2% in unit volume from 1273+
pace-setting sales, the Am. a try nailed down a strong sales year
despite a nagging set of pro lems that ballooned fiercely in

the fourth quarter  (.Applinnce ..inufacturer January 1975,
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The industry would have scored its best year in 197"i if there
had not been severe weaknesses in the builder market which was
far less than half that of the early 197? peak rate. The
left over problems from 1?7d such as shortages of raw naterials,
the energy crisis, health regulations, federal pressures for
standards revision, improved product safety, lifting of price
controls pished the industry"s easy-going in a very difficult

position.

As might be ercpectcd mergers, acquisitions drop-outs and
entries were announaed. Westinghouse dropped out selling its
business of major appliances to White Consolidated Industries
Inc and its Canadian plants to Canadian Appliance ilanufacturing
Company (a new company formed by GZ and the Canadian GCW Ltdjl
Philco-Pord and White Consolidated agreed for T7hite to purchase
two Philco manufacturing plants, the Philco name, and the sales
and organisation of Philco®"s Home Products division. However,
after three months this agreement was called off and in October,
1974 Philco was in the news as GTE 3ylvania acquired the Philco
name and distribution rights for the Home Entertainment Products
division. According to the agreement by Hay 1979, GTE would have
also taVon over lanufach re of the units. Teledyne Packard 3ell
announced (Hay 197-4) plans- to discontinue production of 1.V. ind

stereo equipment - The Hotorola-Hutcushita agreement caused shock
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i the industry <.a .-.Iter the federation allowed

liofcorola to complete tlic —ML: of its TV sets operation
to ilatsuohita (May 1?77°"0» Dsnith dropped a legal bomb by
filing; suit against 70 «Tapauose Firms and Motorola asking
damages which could exceed 900 [lillion dollars. In Sept.l1?7"S
North American Philips cvned. by N.v. Philips made its offer
for Magnavox acquiring ore than of the shares. Philips
did not acquire so much Magnavox's TV plants as the firm"s
U.3. Marketing and distribution base since it will need them
for its video disc syste .promotion in the U.3. *(Appliance

Manufacturer January 1979)

During 1977"» although Japan remained a prime competitor for
may U.D. markets, the comparative strength of the dollar had
created attractive overseas potential for some farsighted
U.D. firms. Schicl: via S ny is selling personal care products
in Japan, Motorola is delivering large screen colour TVs to the
Japanese market through AIUA, RCA does the same in Taiwan
through Lai Pu Trading and ".."hirlpoolls landmark agreement with
Sony on majors for Japan has blossomed into a brisk business.
Monetary changes have al o brought foreign firms in the U.3..
Sony built a second plant in Dan Diego, giving then both a
picture tube and assembly facilities; Hitachi opened a facility
in Redondo 3euch, Cairfornia to assemble colour TVs, stereos and

electric fans.

A.3. The Television Market and the Japanese.

been u trembled product line. I 1979 the

foreign TV producers had 9. of the U.D. ".a et for colour
TV which is djr.bl @38 1"vol in 1972 and lately 3G reached

per cent In the black and white market the foreign
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penetration, most of it Japanese, has forced at least fla-
il.S. companies to drop out since 1968 and since 171 '~ "1
TV workers hare keen laid off.

The primary reasons for this chaos was the sharp incr-" —e
in sales achieved by Japanese inports. This was attribwt
largely to very low priced merchandise often sold under she
brand names of American retailers. In 197il Zenith filed the
lawsuit against 20 Major Japanese and U.3. subsidiaries and
ilotorola in alleging violations of U.S. antitrust and
dumping laws. Zenith tried to petition the imposition of
countervailing duties that had been filed in *1970, but the 1.3.
Department of the Treasury issued a final determination denying
the petition. This petition alleged that Japanese TV makers
were benefiting from bounties and grants provided to them
by the Japanese Dovern .ent. In September 1374 eleven labour
organisations and five 00 -panies representing the domestic
colour TV industry filed a petition with the U.S. International
Trade Co mission urging that quotas be established to limit
TV i"-oorts in the U.S. [@C." did not Join in efforts by ethers
in the TV industry to see import quotas or other restrictions
on the imported TV sets because the company believed it could
corroeto effectively with oIl manufacturers. In IYay 1 . mscan
agreed tc voluntarily limit its colour TV shipments 00 k... —=
to 1.75 millions a year, ™0 per ceut lower than 1976°s record, fou
a period of 3 years. This decision was a'Joiat decision
by a govermment agency, <ka powerful Ministry of Intern. rr-—e u
Industry (1.ITI) and big TV akors. They consulted among

«>s and decided how any Sets each company could : pjrt.

_cere ight be quite a few reaeons why the Japanose ico p:ed

y the :ot s- ol 1e They should have had an

it year in 197r" because the U.p. economy had Just

I*
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started improving and chare "/ere Bicentennial events as "./all
as a Presidential Elect;.mn dipt millions of Aaerieans ./anted
to view. Besides, there in a feeling in Japan that the TV
industry has lost its ¢: petitiveness since neighbouring
competitors such as Singapore and Taiwan take away foreign
markets in the Middle Tact, Latin America etc.*(Newsweek iiay
1977). This might push the Japanese to set up more potential
profitable plants in the U.3. Three Japanese companies already
have large U.3, plants i.e. Matsushita, Sony, Hitachi.

The following table shows the percentage of ownership in the
TV market in colour TV sets as well as black & white sets.
Matsushita acquired Motorola®s TV assets adding an s per cent
share of the market to the 2 per cent enjoyed by its Panasonic
subsidiary. Finally, Sanyo in 1976 picked up a controlling
interest in Marwick Electronics and accounted for just under
10 per cent of the market. Sony built an assembly plant in
California which is turning out more than 400,000 sets a year
with up to op per cent imported components. Mishibishi started
a plant in Irvine, California and Toshiba says it will open
one next year. At the same time Tenith, HCA, Sylvania, Admiral
and SE have established facilities in Mexico and the Par East

to cut production costs.

97M of all U.3. households have T.V. sets
A5% of all hoes have more than one T.V. set.

779 of all home T.V. sets are colour models.

Source: U.3. News and Vorid reports, Sep 12, 1977

Peplacement market for colour sets is estimated at »5.

of che industry®s 1973 sales of 7-7 million units
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4.4. Review of the U.f. wr et.

The U.G. market has a lot of similarities =:ith the
European one. "Ti®6 o* four firms in eoch ~iar":ot
which, have 70 - 73% of the arket, with general Elec trie being
the r.ost important. General Electric resembles sore big
European firms like Siemens or PhilipsWhich operate in most
markets and have a quite satisfactory market share. G.Z. has
34% of the coo"rers aar’:et, "" fridges, 13% washing machines,
7% OF colour and 7% T.V. sets. Apart from those big firms,
there are some small ones which are good at one product
(e._. Haytag with 13% in washing machines, ECA with 20% in
the T.V. market, Hajic Chef with 11% in coolers) which is .-i~.ila

to the pattern found in the European market.

The white goods markc-t in the U.S. has reached its
saturation level and therefore has become smaller. That means,
that organisation andR"&D awe quite iiportant and only big firms
can survive. The small firms will be forced either to drop
out, or to diversity, (e.g. utensils), or limit themselves in
a local market. The energy crisis affected the American
firms and the "'readjustment' process started. Mergers
(Motorola®s T.V. operations with Matsushita”™ acquisitions (GTE-
Sylvania acquired Philco-Eord), drop outs (Vestinghouse sold its
business to Vhite Consolidated Industries Inc.), pressure on
government (T.V. makers for the imposition of quotes for
Japanese T.V. sets) were used as -cans by firms to ~eep their

market share and expand ;herever possible.

The most, 1 poxtant lima hi the arket, have their awn

component laming process producing the .ajority of their

c" nonents requirements. ,ums is exactly siat tne leading



high, penetration of dor s it some product areas. There
are quite a few Zoreijn operating in the U.3. end most

of thee- have established own plants especially in the
electronics area, such as Sony. Hitachi, Tfaking the U.S. oh

Europe as two different distinct areas there are not

many "transactions'" of white goods between those two areas while
in f.V. sets shipments of -.ponents is more often net. Commerce
is restricted within continents mainly because of the weight and
volume of products and to less extent of tariff barriers for

the protection of the ".iffsweat industries.



Exhibit 1

Raw Materials Used in Domestic Appliances

Electric Cookers

Aluminium 31b
Brass 0.1 Ib
Glass 7*8 1b
Insulation 3-75 1b
Plastic 2.2 1b
Steel 123.5 1b

Tubing metal 39 ft
Die castings 1.05
Knobs/Pushbuttons 14
Labels/nameplates 25
Vire rack 78 Tt

Convectors,
electrical 77

Cord, electrical 3 ft
Fuses 1
Heating elements 39 ft

Pilot/indicator lights

Relays O?g
Solenoids 0.5
Switches 7
Thermostats 0.5

Timers/notors 0.75

Wire,electrical 83ft

Fasteners 168

Paint 0.075 gal

Porcelain enamel
34 sq. ft

Adhesive tape 7 ft

Corrugated fibreboard
88 sq ft

Refrigerators
Aluminium 3.4 1b
Copper 1.25 Ib
Gasketing 3.25 Ib
Insulation 5.85 Ib
Plastic 49.4 1b
Steel 154.5 1b
Tubing 23 ft
Compressors 1
Snobs 2

Labels/nameplates 7

~/ire rack 144 6 ft
Convectors

electrical 3
Cord elect. 5 ft
Fan blowers 1
Motors 1
Adhesives 0.21b
Relays 1

Refrigerant 0.5 1Ib

Switches 1
Thermostats 1
Timers 1

(quantities per unit)

" _/ashing Machines

Aluminium 101b
Bpass 0.5 Ib
Gasketing, rubber

2 1Ib
3elts drive 2 ft
Plastic 13 1b
Steel 105 1b
Tubing 5 ft

Die Castings 22
Snobs 2
Labels/nameplates 3
Brakes 1

Convectors
electrical

Cord, elec.

|
a1

Gears
Motors
Pumps
Relays
Solenoids
Switches

Seals

L R Y R ¢ B¢ B ¢

Timers

*_/ire,electrical 34.5ft wire electrical

Fasteners 203

Paint 0.17 gal

Porcelain enamel
34 sq. Tt

Adhesive tape
35.55 ft

Corrugated fibreboard
101.4 sq.ft

95 ft
Fasteners 180
Paint 0.5 gal

Porcelain enamel
GO sg.ft

Adhesive tape 7 ft

Corrugated Tfibrebcar
150 sq. ft



Resistors, fixed 27S

Resistors,variable 27

SCRs 4
Speakers 1
Switches 4.5
Transformers 0
Transistors ~

Voltage regulators 1

Wire electrical 170«5 Tt

Adhesive tape 23 ft

Source: Appliance Manufacturer Jan 1975 P-7~. The figures

are based on imports received from numerous manufacturers

for their ""typical model™.
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I. The Tootwear induetry in Europe by Country

t

7= GEPHAITf

In Germany ltalian r.".pplies within imports declined from
51% in 1974 to 49% in 197? and 477 in 1979. A considerable
proportion of imports Cap to quarter of total volune) ccnsists
of footwear sub contracted by German manufacturer or made
directly by them in foreign subsidiaries. This applies in
particular to Taiwan "._“ae the plant operated by Deutche
Schuh-Unioti is thought to account for some 40,1 of that country®s
supplies to the German “"arret. Another leading German footwear
producer Gabor, is said so be supplied for 2/? of its total output
from abroad. Domestic demand in . Germany is satisfied oy 6i%
of imports. Ter capita consumption of footwear was put at

J. 9 pairs in 1975 and -.2 pairs in 1979»

At the end of 197? there were 499 plants for the manufacture
of footwear in -i. Germany 19 less than in the same period of the
orevious year. It is ai._ed to concentrate German production on
upper quality lines, for -which there appears to be increasing
export potential and to buy in staple lines from abroad. The

following table depicts the situation in "7. Germany (in pairs).

Production Imports Exports
1975 11*.7 n 145.7r 19.2m
1975 116.7 A 160.5m 19.0r

In the long ter ;he ise of synthetics is almost certain to

increase, despite the current trend among consumers towards

«Ann



nature products.

3ELGIUI1

Domestic production accounts for less than 15/~ of domestic
demand whille the rest of consumption is satisfied by imports.
Half of these imports are originated from ltaly with franco
supplying a further 1I¥f. Cone of domestic producticn was
exported to France and Che Netherlands. Che demand and supply

in Belgiun is given below.

(in pairs) ~rodyction Im_norts

1975 10. Am 28.59 m

1975 8.5m VM2 p ZHQ -
FRANCE

Luring the last few years France has very rapidly
industrialised its nanufacturing process in footwear. However,
the artisan worm was squeezed out and the result was that French
industry is only able to produce medium quality goods with too
little thought to styling. As a result fewer leather boots and
shoes are available fro 1French manufacturers and dealers began
to buy heavily from Iltaly. -n example is tne clogs demand.

".Tien the demand for clogs became acute in 1976 the French

industry was not in a position to supply the marhet.

Consumption per on;its. was A.6 pair in 1975, it increased to

".7 pairs in 1976, while the situation in the market in as fell >w
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- -
lhe 1975 wc Vi© first year that the footwear
balance of payments v:a3 “i the red. Prance had been able to
>.eep imports less than -foorts, however, the Italian products

were able to reverse the order.

aTHE HETHEPLARYDS

The *.er capita consu ption in Holland is less than that
in Germany or France. In 1975 it Zs 5.0 pairs®while in 1970
increased to 3.4 pairs. Imports accounted for 47.17 of domestic

production in 1975 and 57.45ft in i°76.

Lomestic demand is hiOiily satisfied by imports (377 in
197S) with main countries of imports beinp ltaly, htsi-a,">

"ranee and Spain. A more detailed description is tiie following.

(pairs) \ . “orlurtion Inoorts Exports
1975 35*%9 n 5.7 m
1976 1 14.1 a 40.1 m S u

T3 45Y

Italian footwearlproduction is made up primarily of
leather shoes, production of which represented 507 of tctal
23C production of this hind in 1976. Another characteristic of
the output of the Iltalian footwear industry is the importance
of ladies shoos..which in 1975” accounted for around 657 of total
eoutput. la no other so ntry does the share of women’s footwear

exceed of total prod iction. There is a trend towards a
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bigger share of town lm.th.er? shots and boots in production

at the cost of sandal- ad. other types of leather-footwear

while the ladies®™ footva-ar share tends to increase.

Thrr, ltalian shoe .a’-ing attache."” great irportance on-
fashion and style. In effect, fashions in shoe mating
originated predominately in Italy and Italian styling is
thought to be one of the reasons for the present important
position of the Italian shoe industry in Europe. The situation

in Italy is as follows.

(pairs) Production Imports Exports
1975 447.7 1 6.90 m 232.4 m
1976 569.6 m 9.51 m 264.7 m

There are 7,564- footwear producing firms in Italy. All but
one produce less than If of total output of the industry and
this is the sector of Italian industry with the lowest degree

of concentration.

The five largest fir: s between them- account for only « of
total sales by the footwear industry. ®ie average footwear.
rranufacturer ei-ploys only 15 persons. The larger manufacturer
accounting for less: than If of total production has

production capacity of up co only 2,000 pairs of shoes a day.

The reason of tins extreme fragmentation is the arti—tn
origin of the shoe nahing industry. The absence of technological

and financial barrier, to entry to the sector(a sample survey
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among 146 shoe manufacturers ¢ho;.;ed that more than 40?) of
those interviewed had started their business without any
capital at all, or at best with a credit from supplier)
(Marketing in Europe November 1977) andthe marginal
importance of economies of scale in shoe manufacturing,
especially for the production of leather shoes, in a large
variety of styles and fashions which is characteristic of
Italian footwear production. The usual nark up in this

industry in Italy reaches as high as 100 per cent.

UNITES XIKGEOH

In the U.H. the situation in the footv/ear industry does not
differ very much from those in other countries. The table below

describes the situation in the U.M.

(Fairs) Production I ports Imports

17.184a
18.195m

The footwear industry produced a deficit of "9%m. Iltaly
increased its share from 27?) in 1971 bo 3/) in 1976 by value. Italy,

Spain and France provided 49)) by value of Sritains imports in 1976.

However, there are indications of a comeback.Recent trade figures
showed a fall of imports by 13/), ouports to the U.3. rose by 507
and to EEC by 13?), but the overall e::ports figure fell by 2?). The

longer tern problems still remain : the hone market is growing
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Part of the difficulty lies in the structure of the industry,
uround 400.snail manufact.irers rre sandwiches between one dominant
supplier and most important one do -.inant distributor . It is
alleged that the big wholesaling companies (e.g. 3bC with 70-40F
of total U.K. sales) forced, the do :estic manufacturers into low
profit margins which mates product development and export marketing
impossible, and that also these firms often buy overseas
unecessarily. In the case of leather, the dominant supplier is
3ritish fanners and small manufacturers find it difficult to
obtain small quantities of leather in particular colour or finish

(an important factor for fashion shoes), because of the lack of

diversity of sources available.

There are companies which are iavcctnenting in new plants and
improving their products in their effort to increase the
technology of production and reduce the unit value of hone
produced show (e.g.- J. liar’: }. fro thirds of the ind rctry"s sale
and employment are accounted by firms such as Clark, Dunlop
Foot-wear, Bally and Bata which sell mainly in the domestic market
and their efforts lie in develop ng sales in rapidly growing
sectors such as sports and leisure footwear and increasing exports

to new geographical markets.

The two main problems arise fro . increased cheap imports from
Far Eastern suppliers and from BBC, ainly Iltaly, and the
protectionism in industrialised world. The footwear industry
working party pointed ouc that to co pete successfully with
major European suppliers .any firms will need to upgrade their

products, concentrate a greater proportion of their output in



footv,"ear with high unit value ad. there should also be
collaborations with clothing producers to develop a "fashion
package', “".cith regard to imports fro-. Jar East, quotas were
imposed on non leather shoes from Taiwan, but British manufacturer
fear of back-door imports through other countries. 3ritish
manufacturers also alleged for dumping by Czech and Polish

sandals and export subsidies in Brazil and Spain.

Leaders of Europe®s manufacturers called on the EEC
commission of stem shoe imports from third countries to prevent
further restrictions on European shoe exports and to press on

with dumping investigations.

Eince 1372 the European shoe industry has lost 66,000 Jobs,
production has fallen r» to 310 n pairs a year, imports have

increased to 2JIm pairs a year. Compounding problems for
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for the induntr,, . the stagnation in European shoe consumptio

over the sane perio

The European Eor. b".romr federation (SFP) said it -.ill
continue to press 2ovrselr for dumping investigations on
3razilian and opar.i_h ~liocc imports. It clair-ed that frazil
gives export subsid:ies>Thile in Spain tax refunds on exports
are considerably hi,gher than the taxes collected. lhe E?T
complained that the 2°- EEC tariff is the lowest in the world
and would like the co mission to demand tariffs to be
negotiated bilaterhl,,, » In other countries tariffs are higher,
for instance, Japan has 27%, Australia frazil 171 ,

Argentina 20%.
U.3.A.

In 197? an esti at.d "1% of domestic footwear production
had upper leather, 2-.2 of vinyls and the remainder of other
materials including =;0cl various fibres and textiles. Choe
consumption fell during the period 197> to 1975, while imnorts
of non rubber footv:ear increased. Italy is the main supplier
of leather shoes followed by Spain, frazil, Argentina, Republic

of lorea, llexico, lalia, Romania, while Taiwan is the lead: »

supplier of vinyl ootwoat~.

The American 200t*.."ear Industries Association asserting
that exports of non rubber footwear were subject to bounties;,
or grants, filled p.mitions with the Treasury Department agains
countorvailling lit, against Spain, Argentina, frazil, Taiwan

and Republic of or 2 The Treasury Depart: ont announced that



for the induotr,, =As tuo ;tagnation in European shoe consuontio

over the same perio

The European ~ost-.ror federation (EPF) said it -.ill
continue to press 3irv.reals for dumping investigations on
Brazilian and Span!ih "hoe i iports. It claimed that Brazil
gives export subsid:ies#while in Spain tax refunds on exports
are considerably hi,cher than the taxes collected. The EFT
complained that the 2. EEC tariff is the lowest in the world
and would like the ao mission to demand tariffs to be
negotiated bilaterally. In other countries tariffs are higher,
for instance, Japan hue 27;-j Australia ph%, Brasil 177-,

Argentina 20%.

U.3.A.

In 1973 an esti at d 211§ of domestic footwear production
had upper leather, z:-» Of vinyls and the remainder of other
materials including wood various fibres and textiles. Shoe
consumption fell during the period 197'- to 1975 ,while imoorts
of non rubber footv:ear increased. Italy is the main supplier
of leather shoes follo-red by Spain, Brazil, Argentina, Republic
of iorea, llexico, Ir-dia, Romania, while Taiwan is the leading

supplier of vinyl footweur.

Tho American ~ootwear Industries Association asserting
that exports of non rubber footwear were subject to bounties’,
mi’ jrants, Filled p witions with the Treasury Department agains
countervailliny dut. against Spain, Argentina, Brazil, Taiwan

and Republic of or®a- T' . freaa iry Depart; ent announced that
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indeed Spain and Brazil give bounties or grant* ud quotas

were imposedj restrictions against footwear from the
Far East were also imposed.

2. The Present Situation

-2.1. The problems in the footwear industry

The trend in the footwear industry appears to be
concentration of production in some low cost countries and
increase of imports in others. Among the EEC members Italy
seems to be the only country in which not only exports exceed
imports,but to a considerable difference. Other countries which
had a good traditional footwear industry (e.g. France) seem to

be losing their market at the expense of iImports.

The problems in the industry seem to be quite a few.
First of all stagnation of consumption; in EEC domestic demand
of shoes iIn 1976 was 966 .r» pairs compared with 917_.443m"
pairs in 1975 and 984.Stairs in 1972. Prices of leather
shoes increased and, there was a shift of demand to synthetic
shoes while many countries got involved into producing
synthetic shoes. However leather shoes still constitute the
greater percentage although they are losing market. During
the last fifteen year"s there has been a decrease of enter-
prises producing footwear and many were left jobless, whi® _s
a result of higher imports since there was,in the® countries,
no unemployment problems. Other reasons explaining this
evolution are the stagnating demand and technology which

forced marginal enterprises out of the market. It did not
lead to mergers as expected but very rarely in some coun

take overs occurred of small specialised firms.
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lhe international trade pattern had its effects on evew
country. la E rope i ports of synthetic shoes increased w Lie
in the U.C. increased leather imports reduced dor s-tic production.
However imports-in ajjroyrte figures ™all in the z.z «hilc they
increased in the U.3. but the pattern of dependence has chaired.
Europe seens to beco e ore dependent on leather shoos while
dependence on synthetic shoes is reduced but it is till hifn
(¢17 —er cent of imports in 1075 compared with 52 per cent in 1032".
In sene countries (e.j. Iltaly, Spain) the low dependence on
foreign trade applies on all products v;hils in hiph dependent
countries the dependence applies to source products (e.j. Jrance
in rubber shoe?)« Lor rape countries (e-j- Ini -an, Brasil),
have increased sheir csport.~ so Europe and tne u.u.y nile
imports in these countries are very low and this is the reason
why ore manufacturers in Europe and the U.3. ask for
restrictions on imports. However a bis problem in the
industry has been the reduction of supply cu leather due to a cnan®

of policies by leather nrrportins countries.

".2 Ear materials

Ihe shift of production from leather foods to synthetic
ones occured because of the ~vide price fluctuation and tne

reduction of supply of learner.

Ihc price of leather depends on world®"s cattle population,
demand for meat, need to rebuild herds etc. then unfavour- o-e

situations ore’™ailed the price of leather increased while it

decreased /hen the - is oea )< 11 -
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Anotiier "actor >f "ac a great impact oa developed
countries - the :hu ge w developing countries™ policy.
2heae countries, 1:7 ¢ Drauil, --._rasatine, used to exi>ort raw
materials hides and r to developed countries which u.ced to
process the shins before "-caching the footwear “anufacturer.
However, measures taheu "y developing countries resulted in the
reduction of the g \antity of raw materials exported, while at
the sane time the tannery industry and manufacture of footwear
in less competitive govntries were supported. The outcome was
that these countries increased, their value added retained in
the country (tanned shins and semifinished or finished products)”
while at the sane time they control raw material and most of

the output.

<The i. pact on developed countries was felt in the tanning
industry and the supply ci leather. Developing countries”
position was strengthened by simply using properly their
cadh\s3 "6s= HY3vsrj 'fo lovem psicl in tiiGSG covintpiCsS is
another advantage which . proves tne countries®™ position, .oince
footwear industry is a lober intensive industry, developing

countries find themselves in a situation where they can produce

cheaper produces.

jieichain (3h) fo “ad fiat in developing countries (low ™/ages)
there is little difference in the profitability between
alternative projects of machine-intensive and labour-intensive
techniques when all projects costs and benefits are considered.

eHowever, in the case of " eeeloped couutries (high wages), nachine-
intensive techniy.=s r ore profitable than labour intensive.

He also found that lo..-;.r.go countries manage to offset the highei
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levels of operative prof: ctivity found in the machine-

intensive industries in developed countries.

The change occured in. the supply of raw naterials(forced the
use of syntheticimaterials, especially for soles. The appearance
of substitutes lowered the supply of leather and so prices rose.
This was reflected in demand, with leather shoes reduced in
number (524.Inin 1972 in EEC dropped to 4*0.09m in 1975) and
increase in the number of plastic shoes (155.2m in 1972 in SEC
rose to 175.515m in 1975). Elastic shoes seem to be gaining

marbet at the expense of leather shoes.

Ihis trend affects production methods, with side effects
on other industries (e.g. tanneries) "which are being diminished.
The use of leather for Oles has been reduced, with a negative
0£f3as bn tanneries processing neavy hides, and it nas ieen
replaced by synthetic rubbers characterised by uniform, quality
than that of leather. Using synthetic materials, line
rolyuivyl Chroide (PVC) or synthetic materials, wastage is
reduced, batch cutting is more suitable, prices are more stable

and shilled labour cost is reduced.
. T Structure of the industry

The industry is do dusted by small iirno with tne J.J.

bein, the only exception, -"e firms are family owned and

the" fore they are easy to run.

Every type of fir ;-J or small, has its advantages and

di :a vantages -all re unable for fashion research 1 e
L a .
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to impose fashion, are to adjust fant once infor lation

is received, have si *ONagengat i.e. nuic": decisio is dually
made by a single p“crcon, are less risky to rapid f)ahian
changes, have lot exroec:".,/e technology which is not necessary
to pay with large scale _rodnotion, are weak in foreen, ting
ability, cannot .initiate ectioa or keep their traditionll
production methods which is :et by serious competition fro- the
new technology (synthetics replacing leather), have leas
opportunity to spread ris"v over production as a =."ole when
only a feu linos are airo.?r.cture<i. On the other hand, large
firms can adapt less spontaneously to sudden changes in

demand, are better equipped, to forecast and anticipate
consumers” preferences, <ght have their own retailing shops and
so they are kept infor od of consumers®” reactions and trends in
demand. Although they have expensive equipment,they can
achieve low prices, and have the ability to invest in equipment

to produce a rider range of products.

Apart from the manufacturer a very important role is played
by the distributors, fttailors, usually, are getting high
profit margins (e.g. in the U.3. 50;, on home made footwear and
s=;- on imported goods, in -Tapan the manufacturers® price is
doubled, in 3weden 3(y, Cinrda Al-t-7/ » ltaly 133~ (CmC™ vIIC) )e
This can be explained, by the high rents paid for outlets in the
city centres, unsold stoc”’, -importance of distribution over
production. Producers arc now getting involved in distribution,
while independent retailers are being diminished. .lowover, the

phenomenon of diotributorn getting involved in production is mot

rare (a.g. Tor-ray) (C~CI5 (117) )=
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Advances in teorno’o,y a“penot achieved through the snail
fir;: £, bus tare J. the cuvfneturers of tools and machinery exd.
suppliers. of i« . material. . Advances hove been made in the
co”’puterieation cf cutting eperetione, stitching in high frequent
techniques, and assembling which all could be applied to leather

and synthetic material..

» .. Fashion

fashion is gr.it: important for the shoe industry. The
I"ifher the manufacturer tho greater his impact on fashion.
The producer which enjoys a fairly substantial market share is

a‘cle to impose fashion.

fashion influences production through the increase of the
r camitn consunction of footwear. Fashion causes obsolescence
c" style, colour and design,which forces producers into
--nufacturinébqagi they wri.ll sell. This means high marketing
u"-t per unit, reduction of productivity, increased rate of
m-chine depreciation. - ,11 firr.s have the ability of quick
adaptation to fashion changes but they cannot inxluence fashion.
..nother strange characteristic of fashion is the tir.e lag”
between launching r. product in two different geographical areas,
fashion usually starts in the capital end when it reaches the
suburbian areas, another product might be needed to be launched
in the capital, therefore, the manufacturer should produce two
different products at the same time. Taking into account the
great variety of each product, manufacturers run greater

difficulties and ids" _. However, this has the benefit of
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testing the product in one region and thus acquiring experience

for the other areas.

The type of foot:,-ear produced in every country is very
essential. ilc3£in (33) found that profitability of projects in
developing countries "."&8 more sensitive to the type of footwear
and to the quality of management, than to the factor intensities
of the manufacturing technologies. Products should be in
fashion in order to be ar'stableibut the technique used for
manufacturing is also important. The value added on each
product determines the profit margin for each type of footwear.
Frequent changes in fashion means changes of tools or other
techniques of production which result in a narrow profit margin.
Fashion induces firms to produce a wider range of products,

either through new equip cut or through acquisitions, for the

only purpose of attracting more customers.
.2.5. Actions tahen for the industry.

Different tynes of measures and actions have been taken
by governments and the fir s themselves .to protect or

restructure the footwear industry.

3mall firms c: .l obtain information about fashion and
production techniques from different Associations or Institutions
specially established for this purpose. The formation of
associations (e.g. h erican Footwear Industry Association m toe
,U.S., Footwear le earch Institute in Sweden, the European -botv-
Federation in the FIC) 720 = information on :ar eting, fashion,
production technis , unions, pressure on government
ouotas or duties ¢min; t foreign competition is a very efficient

approach taking into r.coc nt the low barriers to entry m tms

industry.
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However, govern oats Ht.- the greatest power of establishing

a coastructive industry and relieve it from its -Tain nro™l = ;
such as high import penetration, reduction of supply of shins
and hides. f.uotas or i1 [*’l- duties are being imposed end some
governments are being ashed to increase then. These restrictions
are imposed either on rtv rc.torials or on footwear. Taxation,
subsidies, grants (German;, , France, Norway} loans (Canada,
Sweden), rot:." iaing schemes (Trance, U.S.), tax relieves (U.T.)
are being used by different countries to increase domestic
production, lower import hopendence and increase their aggresive-

ness (exports).
3 General Hoview of the Industry

Sources of supply of rv . laterials are quite important for
the development of this industry. The countries enjoying sources
of supply have a ,,rent advantage over other countries. However
this safeguard of supplies (=T ins and hides) had its negative
effect_Synthetic -aterial ; are gaining more market share compared
with leather whose war’-et share is getting lower. Synthetic
oroducts are cheaper and ta’rug into account the rapid

of fashion, consumers are ore prepared to buy these shoes no

leather ones.

Giaco leather ,,00ds aro oro expensive, consumption per
capita should Not be very high unless GIlP per capita rs n/,n.

The lower the - i zonsuaption per capita (e.g. the ....

GNI per capita % = -olvrs and consumption of footwiinr* ; t

mpita ia 3*79 f - w-T, vrhile in Italy GNI Oor capiti Lo

2 732 dollars m® comi” on of footwear per copi3i 1- I.

ja m*par year) It i_Tt be argued that in the loaj ran “enan3
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However, gover. its h the greatest power or - fcnblishi:
a constructive industry uni relieve it from its rain proil -
such as high imort ponetratiou, reduction of supply of i
and hides. jduotas o - r 1 ties are being imposed and s
governments are bke.Lng to incr93ss them. Thar.>rostri _jLIS
are imposed either on raw ctcriais or on footwear, Taxati
subsidies, grants (3;r anj , France, Nor=s), loans (Canada,
Sweden), rot:.- ining schemes (Franco, U.S.), tax relieves (".1.)
are being used by different countries to increase domestic
production, lower import dependence and Increase their aggre iv

ness (exports).
7 General Revisa

Sources of supply of Taterials are quite important for
the development of this industry. Ilhc countries enjoying sources
of supply have a great advantage over other countries. Ho-/ever
this safeguard o* supplies (sldns and hides) had its negative
effect.Synthetic laterial ; are gaining more market share compared
with leather whoso mar"-et -hare is getting lower. Synthetic
products are cheaper and ta’dug into account the rapid changes
of fa hion, cons er - or* prepared to buy these shoes

leather ones.

Since leather goods arc TOPG pensive, OQOusu.nption
capita should not be very iii-h uni ?- 9 T per capita i
The lower the G7T? the lesc consunp®o.i nor capita (a.g
GITl per capita Is ollurc 3no connunntiou of ¥co
capita i:3.7? P irs vip o Vil i iu 1Ty 3Tl per
a,—"o (@ollai’s and connu pj:\on of footwear nev capita i

pair:" per year) It §sne be = Ued that in t<” lon,
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or "ootvear '7ill Vi;r ore mpidlv ia lo* 1.1

high j"IP countri3 .

Other factors aid for foot .aar are the tli -ate
conditions in ich ; itry» weather change e ach season
sather during jp "iug Its in low sales of spring-shoes),

jit le towards sports, tli ate conditions for sports »sales

of ."“i-:;;Tiem 1a "gypt Id be legligible compared with salss

in <7t ’erland) jtc.

Ivertising ioes not seen to appear for ordinary shoes,
advertising budget-o s==-. Vo bo higher for sports -hoes than “or
town-shoes and boots. e rea son for that is the concentration

.1; in these two iiffereut types of shoes, -he ia er3 of
sports jhoes ar mless Ln ber ;han those of ordinary shoes.
(;,w. Lunlop,.tdi."ns). lhc-oli&polistic structure of the sports
shoes market enables the labors to spend roro financial resources
on advertising. 1 *ti Lag and other promotional activities
ar: of marginal i _>r ance for the sector of leather shoes. There
is hardly any brand awareness among consumers and the leading

NN ijrei’s are .nom .rears© ox tneir retaio. oatle; - ra-ler than

their branded products.

rootwear industry is one of the industries than can easily
be safeguarded by roverment policies since “nere are —-e foreign

firms *ovement across 'ointn )E» -h3proc .maro H»e**» 11 2
QO0t buly and affected bj weather conditions. It

cannot oe cla» sifiec VJi technology™ industry -ad that”

-ID earners r : al :.ost not existent.



3J»n
licencia”; and sub-oc...re.cting occire -mt thie a- no effect
e country which eyrporbr.. The effect is ou -is balance of
ants of the iuport-oolvtry but this crm b? rily regulated
Tstricted. I:Iowever, there :k a great Siffle le;- ;0 safeguard
oonomy which has signed agreements or belongs in en economic
unity. The U.:. can do nothing on ltalian i~ *rtr of shoes,
e it could have ta"sen no e actions if it dir. u:t belong in
Z.E.C. However, the EEC itself Ib— established an
riation dealing with third countries. lu this case ltaly
d bo the "happiest™ country because it can r.rpad its
mts in different Europ :a or non-Europoau “.arrets without
ng retaliation fro the EEC countries. The r.".ly way
quotas can be 1 posed on the ltalian shoes i- if the

ng allegations rad are proved right.

_n the non-EEC- e -here clld especially Ear Ear? rhe
asioa is not serf3ci. JAC-e countries lihe Taiwan, Hong
anioY cheap labour?, nclliGvVee lor prices for su?ir products
if they beco e a threat ;Goreother countries suey are

to lose. notes ” "o d loosed in the U.-.. anr *J.C. against
last-made sho is.Vhen a country finds itself _cable io

he with others it automatically trios to restrict the
1 countries”™ aggresivenous either by being -oar defensive
ectionisn) or thref fcening retaliation. 3oth ways seen ;c
ry effective and it applie for all industries (e.g- quota

,0es, or Japan®s egre ent to lower i jports of cars in the






In general the firms involved operate in the electrical
and electronics area. however, there are differences in the

range of appliances in which domestic .ad foreign firms operate.

The domestic firm operate :aialy in the electrical
household domestic appliances area and supplement their
production by manufacturing products relevant to domestic appliances
"ore specifically, domestic firms, generally» have four main
divisions, namely, aa”or appliances (white goods), electronics,
heating-cooling systems and —Ithough the foreign
firms operate in the sane area, apart from utensils, they have
a rider product range in she sure divisions, they have core
divisions such as, brorn goods,and are highly diversified
(e.g. telecommunications equipment). By " .hite goods" is
meant bulky products usually white in colour, which are
supposed to satisfy basic needs and, chcrefore, considered to
be a necessity. "Brora goods™ are levs bulky products, which
are not considered a necessity and right supplement white
goods; they might offer facilities that .."hits goods offer, but they
are considered more of a luxury. Broun goods appear in markets
where the income per capita is high. B.efrigerators, cookers,
washing machines, dishwashers, frecucrs are considered as white
goods, while toasters grille, electric shavers and so on are

considered to be brown goods.

The following table (Table W) .he. how foreign aud domestic

Pir-" are divi ilonnlieed and pro etc typical of ach division.

<i»
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Divisions and Typical Products in Domestic

and Foreign Firms in ¢lac Electrical Appliances

TABLE A.
Industry in Greece.
DG. IEOT.
e
WHITE GCODS electrAni 1
Refrigerators \(TV Sets)

Cookers I

Washing-Machines;

Absorbers

HD?I?N
WHITE GGOD3 ELECTRONICS
Refrigerators /T.V. Sets N
Cookers Hi-Fi equipment

Washing-Machines \\
Absorbers

Freezers
Dishwashers

Vacuum cleaners

Domestic firms ccncentrate mainly on white gtods,

and oil stoves.
firms-
gas household appliances,
on only electrical goods.
are all manufactured by them.

Greece import their products,

product range includes not only electrical,

UTENSILS

amelled
ets etc

HSATHTG-CCcllITG
Oil stoves

Air conditions
"later heaters

Solar energy

T.V. Gets

An importance difference is that foreign

but alsc

~."hile domestic firms ctncentrate
The products domestic Ffirms promote
Foreign firms operating in

but some of them have a

prooortion surpliod by domestic manufacturers to avtid the
firms

tariff barriers. All

lomestic/operating in this area produce

and wholesale their products but do not own any retail cutlets

There is no pro " c":>

are imported.

cf brown goods

in Greece an. all



3.2. History

The electrical appliances‘industry was established after
the second World War (the first electrical appliances were
manufactured in the beginning of 1950}. The Electricity Board
was the first tc prenote electrical appliances through its
general plans to provide each town and-village with
electricity. The appliances sold were mainly electric
refrigerators and a few electric cookers (cookers with gas

bottles were more in common).

However, sales growth was slow because most people could
not afford the high prices of imported appliances, there
was widespread poverty (dwellings -..ere more important than
appliances), and there was a high rate of unemployment.
Cheaper appliances, such as, refrigerators with ice and cookers

-with gas bottles, were sold in larger quantities.

The 'green field" attracted some entrepreneurs whose
business flourished, because not only were they the first in
this field, but the government prevented other firms from
entering the industry. 1In 1950 the first Greek electric
refrigerators and cookers were produced, in 1955-64 the Tfirst
washing machines and in 1959 the first f._.. sets (TV transmission

started in Greece in 1959)*

V/hen oroduction of electrical appliances started in Greece,

sales were sluggish and the effect on the balance of payments was
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unimportant. However, by 1930 price raid quality of Greek
made appliances had improved .ad in the 1930-70 decade rales
expanded fast. 2he economy was woiaj better, income per
capita was increasing and the demonstration effect from other
countries for a better life pushed the demand for electrical

appliances up.

2A3LE 5 shows domestic sales in different years in pieces

(domestic sales - domestic production end inports-exporta).
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The above table shows that domestic "ales of there four
products has increased enormously since In60. Over this perird
domestic production has taken an increased share of the t«tal

sales as TABLE 6 shows.

«2A31S 6. Percentage of Sales rc-t by Domestic Prcducticn

(Imports - I00Ofi linuc domestic production %)

Refrigerate rs Cookers shins; liachines T.V. Sets
1960 76 61 I
1963 63 73 | -2 :
1963 62 % 11 i 26
1970 8h 92 22 S3
1971 90 96 | 2- I
1972 88 97 29 92
1973 91 90 95
197a 91 95 an 94
1975 85 99 -9 87
1976 35; 95 57 09
Source: Statishical Yearnook and External Commerce
in Greece.

in the next section we will try to illustrate the

present Situation in the industry and .iie major problems it faces.

, 3 Present Situation

,3.1 ibarket Structure and cine

fhe domestic market is not a ve -y big market (in 1?76 it

took 211,300 refrigerators, 1.37,000 roomers, 151,000 washing



machines and 205,000 TV sets),
(35% in refrigerators - 70% in coolers,
This market is dominated by four domestic firms,

PITSCS, ES3EE10,

TABLE 7.

Refrigerators

1970

1973
1974

1975
197s
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and it in not yet saturated

50Ff in washing machines).

namely, ISOLA,

ELGO, as the follovring table shows.

Percentage of Volume of Domestic Prcducticn

held by the 4 Leading firms.

73

91
94

90
88

Cookers

93
93

100
93
100

*/ashing T.V. Sets
Machines *

37 27

7h 30

2 24

ro 22

51 23

* Only three firms are involved I130LA, FITSOS, ES.X"IC

Apart from the high share in domestic production these firms

have, their market shares are also high in some products as

TA3LE 3 depicts.

TABLE 3.

Refrigerators

1970
1971
1972
1973
1974
1975
1973

Market Share of the Po"u? Leading Firms
(percentage in aggregate)

51
71-73
74-77
32-37
34-100
75-9*
74-90

Cookers

35-36
85-36
95-%
06-99
90-00

0 ~

97-95

~/ashing
Machines

19-20
23-24
o3

31

24-25
27-71

1 T.V. Sets

24
27-93

23
18-90
Li-i,
20
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la 107-3 3I131EN3 acquii®ed 11230,1. The remaining firm; ,
namely, ISOLA, ESKIMO, ELCO, reacted differently jo this
acouisitioa. ISOLA and 2JIIETIC for ".d a ¢olat venture, UELIES«., to
produce their product.”, ail."- loti- Iime coatiuued selling their
products independently. E1CO reduced it3 involvement in the

marlet by diversifying into utensils and solar energy devices.

Apart fro; those four domestic firms, there are foreign
firms involved, which mainly, import their products. PHILIPS is
the only one which has assembly line in Greece only tu 17 sets,
while its white goods are imported from ltaly. Other firms
(e.g. AEG) have soma of their products produced domestically to
overcome high tariffs and. import the rest. PIT303, long before
its acquisition by SIEHEIirS, waa producing for SIENIEUS, AEG,
ZAITU331. HELIITLA produces not only for ICCLA and EGEHIC, but for
ELECTROLUX and different department stores in Europe, with
ELECTROLUX’S products sent only to the Iliddle East market. The
products manufactured locally for foreign firms are _Limited to the

same product range as that of do lestic producers

The following table shows the relationships between the

main producers, wholesalers and retailors in this market.

TABLE 9% Pirns Operating In the Electrical Appliances

Industry in Greece.

Producers: HEL INDA PITSO3-SIS s EILLQO PHILIPG
(only  Coily 1V
coo''zore;

> _Tiolesalerc IsLla ESKIMO PITS 3-31 ooy philips

Iroorters and ) .
V ’I rl 9. %: V;T‘? ) <~FiVT>1T‘ »‘O I, ) ro T r~"7‘ ?zl —1 "

tail - . Many al3 fir -

produced npnlianc<r. at r."or
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E 3.2. Historical development of the firms in the industry.

I30L.. 2..-.. was established in 190 -~y Mr. 2. Dr'cos with
the main operations being T.anufacturing of iron water pipes,
cast iron etc. In 1951 it produced electric cookery in 195-
refrigerators, in 1955 oil stoves, in 19cA washing machines and
in 1959 air conditioners and TV sets. Production of the old.
products stopped and the firms entered solely in the electrical
appliances industry. From 195- to 1?35 io manufactured water
heaters but, as it is argued by 130Im., lack of safety standards
for the quality of water heaters anu lev; quality from its

competition®s pushed IGCLa out of the nrket.

ICL.1 participated with one third in HELIFRILGE, a firm
ovmed by PHILIPS (1/3) and IGNIS (?./3) but in 197z it bought
the remaining 2/3 of the shares. Under the contract with which
IGCLA acquired HLLFRILGE, I30LA had no supply PHILIPS with
white goods for two years. However, PHILIPS claims that the
products were cf low quality and after the two years period
co-operation stopped. [IGOLA also had its own retailing system
"alyssos Dracos" but it was not successful because of the
refusal of other retailers to promote I.-CLA"G products, since
they thought of Alyssos Dracos as a competitor.lGOLA now reaches

the retailers through its own whole:, aling firn.

IGOLA pays royalties to different Pcreign Firms such an
<THC! 33 3RANLP (France) 'or TV ;et3, el INLo FCBDEK1ES _-HJHP.
MARTIN (Helgiu.;) for coolers, P.CA (lP..) Tor TV sets.In 197T

(the pea o: Inflation in Greece), ns Per appliances increased
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and :his was mistakenly taken by ISCLA u- real demand.

It expanded its assets and invested la a plant in a

(58 ass outside Athens) with capacity exceeding °0,b of domestic
orocuction. Next .year demand fell and this investment “as not
operating at full capacity. This dangerous situation, the
heavy loan charges and the tlireat fro _ rITxOh"C acquisition by
315211173 forced ICOLA to marge v;ith SsLuUtC forming 'Hellenic
Industries of Appliances” (HELUTDA) in i1076. EELINGA"U owners
are I30LA (1/3), ESKH-.0 (1/5), National 3an> of Greece (1/3).
lhis Joint venture manufactures for both fires, mainly
refrigerators and washing machines, under the brand names ISCLn.
anc I3IHTIQ, but promotion and advertising is carried out by the
old firms independently. In this ..ay the factor (500,000
appliances per year) operates at greater capacity and S1.08 millions
of overhead expenses is saved. However, the plant could produce
more than it is producing now, if another shift is introduced.
HZLZilA also produces for ZUCTNOLUN and these products are sent

10 ... mast.

I00OLA claims that its market shore is around 35-78/ for
refrigerators, 15 for washing machines. The firr. is still
managed by the Dracos family which still has the majority of

shares, although it has shares in the stock market.

VICI"ETAL-NF.re-i0O was established by hr. Stavropouloa in
195? manufacturing refrigerators with ice and oil stoves. In
1961 electric refrigerator ; were produced, in A”"2 cookers, in
%$7 washing nachinos, in 1965 nl o 7S end in 1959 TV sets.

anaged by the Gtavropoulos fiH.l,, and claims 1o have
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Market =hare for its noin products, ro. joly refrigerators, coolers
and TV sets which are followed by washing mchines. It nays
royalties for 1V sets to the German ’ir i Shaub-Lorenz. In 1976

it forced "HELH1LA"™ in partnership with ISOLA in its effort to
survive the severe competition from foreign firms and the EEC threat
when tariffs are abolished. EE EhO has its own wholesaling outlets
Which promote only its ov;n products. It is the second firm Which
has shares in the stock market but the majority belongs to

Stavropoulos family.

PITSOS 3. =. was established in 136.5 by Hr. Pitsos uanufaeturin
oil stoves, cutlery etc. It then produced refrigerators with
ice and after its contract with ENIGIIUIEE (UP) for the supply of
notors, it produced electric refrigerators. The production of
coolers, Wwashing machines and TV sets soon “ollov/ed. PITECS in orde
to attack the belief that foreign products are better than domestic
ones, promoted two refrigerators with the foreign names
"Princessa" and ''Contessa" and established itself in the market as

a reliable firm.

PITSOS also produces for CISHET3, ZAITUGElI and .J2G. The
brands coning out jf FITSOo’s factor; have been FITSOS, SIHIZITS,
30SOH, UIEG, ZiilTussl. JLG had acquired I°y of FITSCS"s shares and
ZAI7U3S1 less than ¥ -« Troubles from the unions (stri™ocs etc),
increase of cosis, reduction of profits, forced Hr. Pitsos to sell
his Ffirm to SIEHEITS -which now acquires 55E of the shares. FITSOS
has been one of the most important Croel” fir- s, -which nowadays
has become a threat for the other Cuec® firms. It exports mainly
to the Middle East and Africa and * acq isition by ilElI S- is m

effect cf the trends that exist :n Strop.-.
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ICO=VAYIONIS . was entabli Ul in W9 >y tir. "’ mmini-",
manufacturing crockery, aluroiniu” crockery, water heaters etc.
In 1955 it produced its first; cooker while its first refrigerator
“ves manufactured in 1969« its .am products are v."atr neators and
cookers, \vhile refrigerators do not count much of its sales.
ELCO has a reputation for its water heaters with 60-65per cent
market share and cookers with 73 per cent of the market and
produces refrigerators for ercposi.ig its name to the consumers.
Its patents, as in most firms, include different parts of

different products.

ELCO has licence agreements with ¥ _Ci.fC.. 3B-1-IE2 (uranee)
mainly for cookers. It has very recently produced a kind of mater
heater which was found attractive in the German markets and ELCO
is planning to expand its production of mater heaters from 500 to
1,000 units per day. In fact, two are the main strengths ELCO
has. Troduction of cheap cookers and c.rpertise in water heaters.
Apart from these ELCO has the lowest number of employees
(450 to 500) and the less overhead expenses.LLCO operates at full
capacity for its cooters, and it cannot export because all its

cookers are absorbed in the domestic marmet.

Eor a number of years ELCO was producing utensils. In In,7
the utensils division was not part of :.na Firm since one son of the
owners established an independent firm producing them. Instead,

a new solar energy devices division was e: o.ablishcd. there is
potential market for such devices necau.se electricity is
expensive and the climate is uitable for such installations.

ELCO is indirectly involved in "-acuing machines because anotnor -on

> a slant producing
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was oncablinhec™. in I"»? ay l:r. Vayionis,
manufacturing croc"-ory, aluminium crockery, viator heaters ate.
In 1955 it produced its first coo-.or while its First refrigerator
was manufactured in 1969» Its vain products are water aeaters and
coolers, while refrigeiators do not count much of its sales.
ELCO has a reputation for its water heaters with 63-65per cent
market share and cookers with *3 per cent of the market and
produces refrigerators for exposing its name to the consumers.
Its patents, as in most firms, include different parts of

different products.

ELCO has licence agreements with HICIIQI? 3HAITEl (irsnoe)
mainly for coolers. It has very recently produced a kind of water
heater which was found attractive _n the German markets and ELCO
is planning to expand its production of water heutci-s from 900 to
1,000 units per day. In fact, two are the main strengtas ul”™0O
has. Production of cheap cookers and expertise in water heaters.
Apart from these ELCO has the lowest number of employees
(50 to 500) and the less overhead expenses.ELCO operates at full
capacity for its coo.iers, and it cannot export because all its

cookers are absoraed in the d.omescic unmet.

Por a number of years viv0 /& proG.ucj.ng utensils, un 1 ,9
the utensils division was not part of the firm since one son of the
owners established an independent firm producing them. Instead,

a new solar euergy devices division was esoablisheri. i"here is
potential market for such Gievices occa.se electricity i-
expensive and th< climate is uitabl . such im tallatiow -

ELCO is indirectly involved In ashing machines because unot.ic " son

of the present owners has estaslrsiicc a plant producing
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orgio (ltaly) washing .";achinen, nd - co "."ill presumably

oe _ n.erifced to the ons of the o rxws.

— UG- HZILL-0 Industry of Slectn"is roduots mtd w=u ;tnbli hed
ia 1?p0, producing circuits breakers, p-mping units, electric
motors etc. It imports and distributer v:hite and brown goods with
PI115C3 producing some of its range he- an Ic® nto e in
PIISOS"s shares). It does not export to c;her countries but all
the orders it receives are seat to | many. It only exports brown
goods hich are nos produced in Greece. -—osimported produce rax>e
does not cover the .hole range produced in Germany because the
Greer ospkBt and the Green consumer do nss allow is. j.o does not
sell 17 sets because ISLSFUiilIST (/holly owned by ..EG) operates as
an independent fir-.. AEG claims that .ua --j is its :ain ai._ and
thao only AEG and Aiele have a 100 per cent auality control on

their oroducts.

7HI1113 was established in 1951 Producing telephone
exchanges, telecommunication equipment ac. -7 sets. In electrical
oilaaces, GPUxll—— imports uts whico gooc.c from Italy and it
does not intend to set up production in Greece, except keeping that
of 17 sets. It thinks that when Greece Ooins EEC, its prices will

be lower than those of domestic producers.

GIET1EN3 I1EIE-IND Iff wan established Jn 19G-: prouucing
telecommunications equipment. In 1971 ba— .INS established a
gubsidiary SIETIENG-industrie operating in electrical appliance::.

m4- frm bought r?.: of PITSOa"s h... 1ia 1975. SIEMENS i
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cone of its products while others are produced in Greece. It
agrees that its imported products are intended for the higher
class, but it produces in Greece to achieve lower prices to
cossete with the Greek products and expend exports to uiddlc
East. Its rain objective is to reduce costs in PITS0OS, so that

it could attack the markets more succo ;cfully-

S 3,5 Other aspects of the industry.

Domestic manufacturers produce a product only if it has seen
introduced abroad. They bring the produce in ohe country, sc .
some alterations on it and introduce it in tse \ar..ct
alterations are monitored fro the s all E& department that all
fins have. E&D is oriented towards development and some detailed
changes which will match the Greo® reality (s.g. ELGC introduced

the small hot plate for the small coffee pot). These alterations

and changes are patented.

The characteristics of the Greek customer differ from those
found in Eurooe. “.ila Europeans change their Products "-ore
frequently, Greek customers would li:ze to have them as long as
possible and thus quality is inporcavo. This impoGGS a problem to
manufacturers because they should produce wvio kindS OFf products.
Cheap ones for exports and good duality for domostic consumption
However, this attitude has started ch ing ill big cities and towas

which i:-plies that Italian-stylc products (cheap and short life

products) should be produced.

Another attitude of domestic producers is to produce the

whole -anse of appliances, altho gh they are lot [good at all of
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them. Thus, they produce un fitable ite-S in erde ” to have
the brand name exponed to c: srs (e.g. ELCO in refrigerators),

Thin attitude affects prod'0 it/ and reduces efficiency.

Management in the induszri is also not very efficient, The
non separation of ownership and control had had its bad effects and
it was the main reason vhy FITSO3 wras acquired by SIEMENS.-
HELUTDA is trying to solve Its organisational prcblo is by
appointing a nev; independent manager and the problem of underutili-
sation that reduces profitabilitv. ELCO also seems to have
problems in management (it -issed the chance to entor in the TV
market, it does not have pi2ns to orod=cc jas appliances to attack
the Middle East markets), However, the approach that Greek firms
followed to attack the -arkSt (by ehr.ngins the products) has been
the best one to help them t0 -.rvivc because cf l"ack of .capital

production experience, re.. .T-jOIl GoCe

0 ke Greek produ.cts sore

s by gopro::iratel,.; js per

The Govern::eat imposes

alsol imposes hi-h tariffs

bh.ese .mo sfiovs the

This protection i less than

rre dlso inposed on
imported raw materials. For instance, _u IV sets protection
amounts to about 20). but ¢nport ” it or on some of raw materials is

abre than io; (:.0. cathodic ips by ™'HE).

She Government has not .-posau li-y stami-r-< .men

room for small Ffirms to u- le- appliances With low cone and and
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them. Thus, they produce unprofitnbJd ite s in orde =to have
the bread aame exposed to ousto ers EHJO in refrigerators).

This attitude effects productivity and reduces efficiency.

management in the industry in clso not very efficient. The
non separation of ownership and control had had its bad effects and
it was the coin reason why FITSOC was accuired by SIHIKNS.-
HELIHDA is trying to solve its organisational prcble is by
aooointing a new independent manager and the problem of underutili-
sation that reduces profitability. ZLCC also seems to have
problems in management (it .issed the chance to enter in the TV

does not have plans to orod“cc gas appliances to attec’

East markets). Howmever, the approach that Grcek T3
i attack the "arke-t (-by changing the products) has oeen

the best one to help then to survive because cf 1"ack oficapital

production experienr =, re.. ration etc.

The Greek Government in order to are Greek products moi-e
competitive abroad subsidises exporca .;j appro..irately lo per
cent and this applies to all firms. The Government iImposes
taxes on domestic production, and also imposes high tarifis
on imported goods; the difference of ;h 3e two shows the
percentage of domestic production. This protection in less than
it seems to be because isport duties are also imposed on
imported raw materials, ior instance, —n TV sets protection
amounts to about 20?. but import duties on some of raw materials is

more than 20?7 (;.g. cathodic ma p*~ by Vi -

The Government has not "...posed v.ality standards which leaves

ro B «=small “Grms to «cl 1 .Liaices with low coat an1l bx
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Ausililsy= I'ilia ~XToctia oiid ov.-.-* j ® " “ccause 1« all ".inatus
tile 'iron the lower segment ;f ;"c The fira3 7% also

complaining of the frequent ch?n0;: < government®s i:.c;ntive

its bureaucratic structure and :he Lla/: of planning v?hich affects

their long range planning.

A problem that Greek firms facedwas the belief that existed,
that foreign products are of better y.-.rlity and more reliable
than domestic ones. This belief has no*; started changing,
however, the bad quality products manufactured by those small

firms tends to slow the pace of change of attitude*.

The most important raw :aferial.a are imported because there
are no domestic producers, and so e re domestically produced
such as plastic and wooden frs .es etc and recently TV la.ips.
Value added in Greece is 7 45 per cent compared with 65-75 per

cent in ETC. The cost structure in Greece is estimated as follows.

TABLE 10. Cost Structure in Greece,

REPlyIr,n o Coohers "./ashing [TV
machines sets

Cost 10 13 10 7
Labour *5 50 22 26
Domestic raw materials 26 26 57 40
Imported raw materials — 61 51 27

Cost in Greece is an average of .C per cent and sometimes more
than in Italy. The reasons are the -iall market, lac.; of vertical
Integration, cost of inputs, low productivity, underutilisation

(HELIITIDA), diseconomies of seal , i:v.-fficiont management.

"1k



Exports of white goods arc'" not any. e n;"critj

coolers are exported to Franco, refrigerators 10 per cor
-

Europe and 70 por cent in ljiddio East, while all warhinr

machines aro jxuortsd to Middle East and Africa.
E. 5.4 Television Gets

Television sets belong in the Mich technolory category
where do.".estic firms c.o not have <hc capaailitios -o penetrate.
In the TV market in Greece there is a lot of competition because
there are a lot of makers. All o.Aoro, approximately 00, ore
small firms manufacturing for different foreign fir.-s and those
makers undertake the wholesaling distribution. The 1o estic fim
in electrical appliances are involved ft PV iaxing (I50LA pro
sets under its own brand name, EIhUhO promotes —ti<
r LTSO3 promotes its own brand nane) and all three ;hem have

approximately a fifth of the botri cr c™

Table 11 shows the cost structure in value in TV sots in

Greece and compares it with m 3.



326 -

Tabl”~ 21 Cist r.brnction of 2m ire «-m uni .
Labour Cost <
Logs because of continuous changes in j_

, labour force 5 )
Cost of Licence and Design E d.2
Imported components 3.

Components produced in the country

Loss in beeping stock of rav: eiteri.nl and
semi-finished products 2A 10.1

Loss of ccono~ios of scale
Loan charges LT
Cost of ITet vbrth i-5

ocs because of imports

Overhead 21.2
Profit

r -12
Source:  KALE  "Electronic$S industry”

Lt can be clearly seen that economics of scale, overheads,

components and loan charges are the biggest disadvantages of the Gree

TV industry.
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Prices charged by

Kanufacturers 125
-holesal ers

Pebailers

?.ednotions

TOTAL PPICE

Source: PETE "Lloctronics Industry"

Overheads are expected to be high in “wholesaling and
retailing in Greece because of the - all :iaa of the
distributors, but it is doubtful wh ther pis explains the

difference between ETC and Greece.

1 .1= Strengths and Weaknesses

The Greek electrical appliances industry does not seer, to
have any comparative advantage as suck., except those offered by
the Greek environment (low labour cost, low freight cost, next to

the growing Kiddle Last markets).

The strengths and weaknesses in white goods can be
segmented in different areas. In anufectaring tho industry is
dependent on how-how from abroad, t’:cro is no component inking
within firms or tho country, cost :1higher than Italians, raw
materials are taxed, thero ore 10 iality standards, there are
limited econo ios of scale been.,, " the small na det ate. fhe.ro
ere strengths kc the ®act that ELITTDA®™ plan has been newly

d, ol . ki establ n the country, ...;ie fir s
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Te.g. HELIKDa) are trying to halo ;rod =«-rr. of co ooncutn to
improve their quality, labour co heap, there ere
departments experienced in developing products, "ir-s rollow the

strategy of specialisation etc

In reference to the product range -11 products, except TV
sets, belong in the medium-low technology category which is
favourable for producers who pocess neither technology nor funds
to set up 2&D departments abl»> Sc -O.pete .ith oig firms.
Domestic producers” range is narrow” compared with tnat ou foreign
firms and can be considered as a disadvantage for tne Ffirms which
cannot increase theii’ range, as ely, IZEIUTDa , -ICC. general
disadvantage is that all producers are narrowed only to electrical
goods and no gas appliances are produced,which "re demanded in

it mass.

Domestic firms are not organised cowards exports and thus
exports are ach—eved by firms ind—viuuall”™ -ithout the assistance
of any kind of association. Goveih .ent mas not helped this
industry at all, while its protection had not produced any good

results.

In management some firms are fa lily owned and this has not
shown good results. For instance they could not foresee what
the future would be and did not find the right time to attac’ the
East larkets, when European fir a were fighting over tne
European larket. Besides, the byective of some firms (e.0. EI*30,
ig t aurvival of the firm but Jhort run profit . however,
;hey have followed the right policy a/ adjusting the products

to the needs of twe "far "ot 4> e -
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