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Summary

Competitiveness with manufacturer of other geographic areas is the primary objective. To-
day, European industry must pursue a policy of restructuring, rationalisation, and innovation to be
competitive.

Restructuring and rationalisation means making the production system efficient by "prun-
ing" it and optimising the utilisation of production capacity. Pre-condition is the existence of a
home market guaranteeing sufficient production and R&D economies of scale.

Innovation means product technological development to improve the quality and perform-
ance, to decrease production and management costs and develop new products and product's com-
ponents and materials.

The E.E.C.'s industrial policy should be directed at facilitating this process. This involves:

e anew competition policy to stimulate restructuring and rationalisation of the production sys-
tem,
e rational stimulation to innovate.
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Foreword.

We are convinced that key to development lies in the following:

- balanced distribution of riches in a free and sufficiently wide market, at the level of the
socio-economic system,

- manufacturer competitiveness, within the production system.

Competitiveness of manufacturers operating in a given geographic area means winning
competition from other areas and producing goods which - free from protectionist constraints - are
excellent both in terms of quality, performance and price. It also means occupation and job assur-
ance, the only feature that guarantees balanced distribution of riches, which is the basis of the mar-
ket.

Competitiveness with manufacturers of other areas is therefore the primary objective.

Today, European industry must pursue a policy of restructuring, rationalisation and
innovation to be competitive. Restructuring and rationalisation means making the production
system efficient by "pruning" it and optimising utilisation of production capacity. The pre-condition
for this is the existence of a home market guaranteeing sufficient production and R&D economies
of scale. Innovation means product technological development to improve quality and performance,
to decrease production and management costs and develop new products (end products, components
and materials). The E.E.C. 's industrial policy should therefore be directed at facilitating this proc-
ess. This involves:

- anew competition policy to stimulate restructuring and rationalisation of the-

production system,

- rational stimulation to innovate.

Transition of the production system

We are going through a transition period from which a new organization of production and

commercial systems will emerge. This is supported by:

- the Increasing importance (referred to G.N.P) of import-export flows of advanced Na-
tions proving the unavoidable internationalisation of World markets;

- the dynamics of innovative technological change that also involve all sectors, including
the so-called "mature" ones, that are experiencing a real process of re-birth on new
technological bases.

European industry will not be able to meet this double challenge unless it succeeds in de-

veloping a real European dimension in all sectors, not only in so-called "advanced technology" sec-
tors.

Under normal stable conditions of the technical and economic system, it might be thought
necessary and sufficient a public action (a Community action) aimed to achieve the Common Mar-
ket. Faced with development opportunities and threats to their very existence tied to the opening of
the European market, companies should react to market changes. Only those capable of adapting
will survive. This at least is what classical economic theories teach us.



"Weaker" companies will of course try and counteract dangers - since they are unable to take
advantage of opportunities - with actions and attitudes remote from market logic (technical barriers
to imports, State aid and the like). Competition policy must prevent this from taking place.

However, today we are not in a normal stable conditions of the technical and economic
system. Classic economic theory is based on a model far removed from the real world (of today)
and therefore marked adjustments to this theoretical model are required both to understand reality
and to act in reality. Classical theory can be a guide during periods of relative stability of the socio-
economic system but is not adaptable to periods of transition such as the present.

Not only those who "observe" reality have to change their theoretical references (the flour-
ishing of economic theories tied to concepts similar to biological evolution over these past years did
not take place by pure chance), but also those who "operate" must find rationales other than those
referring to classical economic theory and the marginalistic hypothesis of the effects of their own or
their competitors action.
Scholars and "observers" of the economic scene, as well as economy "operators", i.e. economist and
entrepreneurs, have taken good notes of this state of affair and are changing theories and behaviour.

Also those who are apparently outside the entrepreneurial world - e.g. those who are re-
sponsible for protecting competition safeguard principles - must change, in this moment of transi-
tion, both their theoretical reference models and their methods of observing and intervening on real-
ity. Is not the increased conflict between public policies directed at favouring economic develop-
ment and those protecting competition a significant indication of this?

We shall address both the issue of industry growth at the European level and of innovation
in the light of these general comments.

Competition and "Europeanization” of Industry

Most European companies have a nationally-based structure. The opening-up of the Euro-
pean market did favour growth of the more efficient companies but have hardly yet changed com-
pany structure national bases.

Today, many European "sectors" include too great a number of producers when compared
to Japanese or North American competition. This leads to scarce efficiency of the European produc-
tion system:

- less competitive manufacturers survive because of protection of national interests (these are
often State-owned or controlled);

- the national base, with the related constraints, prevents healthy manufacturers from develop-
ing and reaching production, R&D and market size sufficient to allow adequate economies
of scale;

- resources are progressively destroyed and whole economic sectors wrecked, opening up the
way to penetration by competitors from other areas;

- European manufacturers are therefore destined - lacking adequate policies and interventions
- to lose competitiveness both on export and home markets. Macro-economic consequences
are the deterioration of the European trade balance, increased unemployment, and thus inter-
ruption of the E.E.C.'s economic development.

Today, the Community's policy appears as being prevalently "passive". In other words, it
merely prevents the creation of trust or monopoly situations for companies operating in Europe, as
though it were a market closed to extra-European competition or companies did not have to com-
pete with their products in other markets.

This "passive" policy should privilege only the control of cases of State support to State -
owned or controlled companies. Such support may have been justified by strategic reasons in a na-
tional scenario but no longer is in a Community one.

Community's policy seems to forget that the size of big European Corporations is too
small, with rare exceptions, to compete on an international basis,
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An "active" European policy is needed to favour, stimulate and help industry integration
and "pruning". Say there are some 15 to 20 companies - maybe mostly State-owned or controlled -
in any given sector where a "crisis" exists because there is no room for all of them. An appropriate
policy must, e.g.:

- prevent competitive distortions generated by protection of nationalistic interests (through
systematic loss coverage of less efficient manufacturers by each individual Nation);

- use proper Instruments to stimulate cooperation among the various companies both by
mergers of end product or component manufacturers and by the activation of great projects,
whenever and wherever possible.

A development policy of national "poles" must be replaced by one of European "poles",
especially when the latter involves industry integration and internationalisation. In actual fact, we
are far from an “active" policy that favours the development of European poles.

Any industry attempting to become European today finds many obstacles on Its way.

The following is a short list of problems:

- social problems, because of the absence of a Union counterpart with whom to negotiate
restructuring plans, while national Unions protect local interests to the hilt and are in-
sensitive to trade-offs in other Community areas and potential overall advantages;

- cultural problems, due to differences of language and cultural backgrounds, ways of un-
derstanding each other and working, as well as the difficulties inherent in labour mobil-
ity;

- problems caused by national Governments and Administrations that still consider, in
many instances, a European manufacturer as an alien. Even though it might have produc-
tion bases in the Country concerned, it is discriminated with respect to local companies.
(This discrimination ranges from purchase preferences of Public Administrations and
Defence Departments to export financing);

- 1mage problems, since national media often behave in the same way as national Gov-
ernments and Administrations in discriminating European manufacturers with respect to
national ones;

- administrative, local and fiscal problems.

The process of Europeanization of the industry must be accelerated. This is a crucial point
of the historical moment we are living in now.

To allow this process to go on by itself and overcome countless difficulties could be a major risk;
namely that the Common Market would go to the advantage of a European importer of North
American or Japanese products and that European industry turns into trade!

This acceleration certainly involves a faster capability of acquiring and developing techno-
logical innovation. However, it also means developing organizational, production and market size
at the European level.

An active policy must therefore be Implemented to:

- counteract distortions generated by State-owned or controlled enterprises managed out-
side entrepreneurial profit-making , objectives;

- remove the barriers and disadvantages that today’s European multi-national industry
complains of and put it into an unfavourable position with respect to individual national
industry and extra-European competition;

- facilitate integration and mergers from the fiscal and financial standpoints;

- allow cooperation on great projects, in sectors such as, e.g., Aerospace and Defence,
Transportation, Environmental protection;

- coordinate, at the Community level, financing of exports to other areas .




The subject-matter of today’s meeting centres on the issue of technological innovation
which the remainder of this presentation addresses. We did however deem it advisable not to lose
this opportunity to also highlight other important problems for Europeanisation of the European in-
dustrial base.

We believe that the first short-term issue should be how to implement an active policy ad-
dressed at accelerating production scale growth based on concentrations and mergers.

Technological - innovation and competition

The marginalistic model of classical economy is remote from the real economic world (the
more so during periods of great changes like the one we are in) and is, in particular, non-valid when
technological innovation is taken into account. Since it refers to equilibrium conditions, classical
economic theory shows its limitations when faced with an event such as innovation which is tied to
the onset and development of great unbalance in the technical and economic system.

Appendix A shows this statement is supported by the development of economic research on
innovation.

It follows that the economic model to rightly approach the problem - in particular to under-
stand how far State aid to R&D or cooperation between companies for the common development of
innovative technological solutions contrast the rules of competition or not - must be such as to un-
derstand the complexity of the innovation issue and the motivations that stimulate entrepreneurs to
innovate.

Most recent theories have stressed the importance of the social, economic and cultural sce-
nario in which the entrepreneur acts.

Just to give some examples of these factors outside the company:

a ) the importance for innovation diffusion of different cultural traditions or the different average
level of education of the labour force in Japan, the U.S. and Europe;

b ) the importance of technological fallout (and innovation opportunities), of investment in R&D
outside market logic for great strategically-oriented research projects (just think of the basic differ-
ence between the U.S. and Europe ).

The possibility to "appropriate" oneself of the "innovation variable" therefore varies from place to
place and from sector to sector.

A first conclusion can be derived on carefully examining the features of technological in-
novation: all economic policy directed at favouring recourse to technological innovation must firstly
be oriented at creating a context conducive to innovation and harmonic by Country and sector.

Thus, the following should be surveyed. and judged in this context:

- State aid to R&D
- Joint Ventures for the development of technological innovation.

The following should in particular be considered as acceptable and in line with the rules of
competition:

- the policies of aid to R&D in Countries and industrial sectors less favoured than others,
in which barriers to innovation are higher. The European motivation is to create a more
harmonic context in which entrepreneurs have the same opportunity to use all production
steps (technological innovation included) and therefore compete at the same conditions;

- all cooperation between companies to develop technological innovation (in all the
phases in which it is subdivided: from pure to applied research and industrial applica-
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tion), should be taken as positive, since it is per se conducive to improving the scenario
and removing barriers to innovation. This is not normally easy and some public policies
tend to favour it, in fact. Whenever competing entrepreneurs decide to co-operate, they
themselves are firstly interested in assuring their competitive position is not unpaired by
the Joint Venture.

Criteria for assessing industrial co-operation

The basically suspicious position with regard to Joint Ventures can lead to consider only
pure or applied research projects remote from industrial application as acceptable.

Appendix B deals with the contradictions inherent in the concept of Pre-Competitive Re-
search.

This position is contrary to the favour with which norms and regulations on competition
deals with agreements on licensing (even imposed under certain circumstances). Licenses apply
during the industrialization stage (drawings and know-how). Why should, on the same ground, it be
impossible to favour cooperation in projects which aim to develop production know-how and the
design of new products?

In the light of this initial contradiction, it is necessary to try and find a general typology of
co-operations and joint ventures to develop technological innovation to first understand motiva-
tions to cooperate, before enacting laws thereon.

The following classification is proposed for the purposes debated so far:

- pure and applied research projects to develop technological know-how;

- strategic projects to develop component, product and production process alternatives;

- projects to develop new components for end products;

- projects to develop end product models which are needed to complete the product range
to serve different market segments.

Appendix C reviews some project cases in each of the above classes.

If no account of the reality of the economic system is taken, the survey of each case shows
that action taken to protect competitiveness can actually produce adverse effects. In particular, those
cases in which co-operation more difficultly ensures the same chance of Partners using the same re-
sults are those directed at developing strategic or pure research work.

State aid for R&D

In this connection, one should firstly consider the great disharmony in the European con-
text of Science and Technology. An important element of this context is tied to total national Gov-
ernments investment in R&D, independently of final use - whether Industry or Public Laboratories.
The main fact is that any company is conditioned - directly or indirectly - by its hinterland, which
conditions its scientific "richness", with respect to competitors in other countries.

The lack of European harmony becomes even more obvious when you consider the levels
of research density achieved by nations such as the U.S..

Let us give a look at the relevance of public intervention of industrial research in the U.S.A. Over
30% of expenditure for industrial R&D is financed by the Government. The average for Europe is
20%. For Italy, the figure is under 10%.

State aid for industrial R&D will therefore have a much different effect (apart from sec-
toral considerations) for a company operating in West Germany or in Italy. (In Germany expendi-
ture for industrial R&D is covered 30% by the Government as in the U.S.A. ).
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It should therefore be said that R&D aid distorts competition the more so the more they are given to
companies operating in countries with strong "global" public funding for research.

One should also remember the difference between Sectors with respect to the risk of R&D
activities, which must therefore be measured differently in different sectors. To give an example,
the application of new scientific break-troughs may be less risky for a company operating in high-
research activity density (measured, e.g. as R&D with respect to sales) as compared to the case of a
low-research company, which apply well-known knowledge already used in other sectors.

companies in sectors less used to Innovation are in difficult conditions during great techno-
logical changes. Disharmony in the scientific and technical field greatly increase difficulties in rap-
idly utilizing innovation by companies operating in low-research contexts.

So, a favourable attitude to frontier research and radical innovation privileges advanced
companies, which are already favoured with respect to the ability to "appropriate"” itself of the
"technological variable". This becomes a hindrance to the development of competition.

Under these conditions, even disharmony and the unbalance for non-achievement of a real
common market tend to have a more negative effect on the weaker companies.

So far, the E.E.C. competition policy - in considering national aid to R&D and innovation -
perhaps never took practical account of "industrial policy" sector by sector. This is also due to the
fact that such a policy only exists for some so-called "advanced" sectors (which tend therefore to be
treated with a favourable attitude ).

Furthermore, competition policy never considered that European reality is highly hetero-
geneous by Country and that therefore general uniform rules can "kill" competition (companies in
globally weaker Countries ).

It should however also be borne in mind that there are sectorial technological cycles during
which average features of innovation change.

Any sectorial policy should be consistent with the phase in which the sector is. At any given mo-
ment a sector can be embryonic, growing, mature or moving towards new technology.

The innovation process is prevalently oriented at the product during the first steps of the process
and then becomes production process-oriented. During transition, progress innovation becomes
prevalent.

The R&D strategy of each company must be in line with the sector's stage. A policy of
R&D State-aided activity - when justified by improvement of the context in which companies oper-
ate - must itself take account of the sector's conditions and never be prejudiced (such as for example
in favour of product-oriented innovation ).

The Commission's policy to define the acceptability criteria of State aid for R&D also
seems to include a somewhat favourable prejudice with respect to small and medium size enter-
prises (SME ). In this case too, one should ponder on their role with respect to large industry both
from the production process and technological advance points of view. Again, the situation changes
from sector to sector and, for a given sector, should be considered in relation to its stage in techno-
logical advance in each sector.

There are sectors in which SME's and large size companies compete for the same market
segments (such as agricultural machinery, software and the like). Other sectors are dominated by
small and medium size companies (furniture and shoes, for instance), while in others these preva-
lently supply bigger companies (vehicles and domestic electric appliances, for example ).

In the latter instance, the main innovation role in the entire sector is prevalently played by large
companies. It would in this case be absurd, in the very interest of smaller companies, to have a
negative prejudice with respect to State aid to large size companies.

Within the same sector, there can be large-size companies with different features as to
structures to achieve innovation transfer (such as the fact that some may have central long-term Re-
search Centres and others may not), also as a function of company history and the context in which
they have developed. An example could be accelerated development due to the acquisition of li-
cences for companies operating in more recently industrialized Countries.
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These latter companies can also be innovative thanks to the possibility to access the innovation
process at different stages with make-or-buy decisions according to whether strong internal R&D
structures exist or not. This possibility partly compensates for the different contexts in which the
companies operate, and helps maintain competition possibilities.

A policy basically oriented at considering as acceptable only aid to pure research paradoxi-
cally distorts competition potential as it penalizes those companies without - or being only in the
process of starting it - internal pure research capability.

Appendix D mentions some general principles which should be fol2owed in formulating
criteria for aid acceptability.



Appendix A

Economic Theory and Innovation

The concept of "innovation" in economic theory developed parallel with theory itself.

In classical theory innovation is considered as a factor "exogenous" to the company. It
changes the production function and is freely acquirable based on entrepreneurial decisions of in-
vestment in research or licence acquisition. As there is reversibility between capital and labour, so
there is reversibility among the different production functions, according to classical theory.

On the other hand, Schumpeter maintains that innovation is "endogenous" to the company
and resort to it belongs to entrepreneurial spirit and intuitions. With his decision to innovate, the en-
trepreneur tries to acquire a temporary oligopolistic advantage over competition.

More recent evolutionary theory does not deny Schumpeter's approach but adds that inno-
vation has all the features of irreversible phenomena that cannot be merely determined on the basis
of entrepreneurial decisions but are subject to blocking or acceleration conditions dependent on ex-
ternal factors beyond the entrepreneur's control. To innovate it may be necessary to go beyond
thresholds that are not the same for all entrepreneurs and that change according to the context.

Studies and surveys on the recent European situation (for example Piatier's work for the
Commission) have highlighted the existence, importance, variety and non-uniformity of barriers to
innovation.

There does not seem to be much room in classical theory for rational motivation to "coop-
eration" for research between competing companies as the conditions of optimum choice of pro-
duction factors change from one company to another and in any case each company can make resort
to the research function to produce a change in the production function if this is a more advanta-
geous solution than the present situation.

On observing cooperation, the suspicion therefore arises that they are not so much motivated to
reach optimum conditions with respect to the market, but to avoid market mechanisms and modify
competition conditions. The preventive hostility of those whose function it is to fight against anti-
competition practices seems to derive from an economic view based on the theories of classical free
trade.

Passing to Schumpeter's model, there seems to be a basic contra- diction between motiva-
tion to cooperation and the behaviour of an entrepreneur according to Schumpeter's logic, leading
him to innovate in order to acquire a position of temporary oligopolistic advantage. Were the exter-
nal factors underlined by the ‘evolutionary’ scholars of innovation irrelevant, it would be difficult to
understand the logics of sharing with competitors not only risks but also the opportunities of acquir-
ing innovations thereby cancelling or minimizing the oligopolistic advantage obtainable.

Cooperation find, instead motivations and justifications in the attempt to change together
with competitors the outside context and making the technological innovation variable more avail-
able to the entrepreneur.




Appendix B
Cooperation for research

The Commission's main criterion to consider company cooperation programmes in R&D
as acceptable seems to be pre-competitive research.

This concept is however vague and ambiguous. Who decides whether a research project is
pre-competitive and on what bases ? The concept can range from one extreme of considering only
pure research as pre-competitive since it is certainly far removed from the market application stage
to the other of defining cooperation In any project as pre-competitive, for the very fact that compa-
nies have decided to exploit its outcome individually in competition with one another.

If the modified and integrated Schumpeter model is valid, one can immediately deduce that
cooperation to pure research becomes marginally interesting under these conditions, as pure re-
search probably corresponds the most to the concept of classical economic theory on proportionality
between resources employed and results obtained. In the case of pure research, it is a question of
ensuring increased knowledge by increasing resources employed but not necessarily increased ap-
plication potential to innovation of this knowledge.

If, as can be observed, cooperation exists between companies for pure research projects, it
is due to the need (that the entrepreneur may perceive as important at any given historical moment )
to change the environment in which the companies operate. They are therefore important "contex-
tual” but indirect measures, more suitable to public rather than private intervention.

Cooperation in research, as other issues concerning industrial development, should be ana-
lysed by attempting to define the motivations an entrepreneur has for making decisions, that must
take account of the fact that the marginal position of a company in a free market is a mere abstrac-
tion, no longer even recognized by scholars.

Law makers or appliers that should reduce to practical cases the generality of the law, must
take account of the complexity of real systems, avoiding generalisation and oversimplification.

Because of the very essence of the innovative fact that makes it a creative act, in order for
it to take place technological innovation must leave the conditions of equilibrium, reversibility and
marginality that are at the very basis of classical economic models. This model therefore cannot be
taken as a reference point for decisions as to the acceptability of cooperation projects in R&D in the
light of safeguarding competitiveness of entrepreneurial activity.
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Appendix C
Typology of Cooperation Projects

It may be useful to review different typical cases of R&D projects to single out for each of
them - in the light of the most suitable economic theory to understand the complexity of technologi-
cal innovation - the motivations of companies cooperating and how these motivations are foreign to
development of practices against free trade.

a) pure and applied research projects to develop technological know-
how and general knowledge.

An example of this type is, f.i., the cooperation among a group of European car makers to
develop knowledge on material behaviour on cars, the scientific understanding of the combustion
phenomenon in the explosion chamber, the development of calculation models to integrate findings,
etc.

The basic motivation for different companies to cooperate on issues of this type is the im-
portance to call University Research Centres attention to them. Resources for pure and applied re-
search at Universities and Public Research Centres are in fact scarce and the various industrial sec-
tors have to compete among themselves to ensure that sufficient resources are allocated to scientific
issues that can lead to potential technological innovation of interest.

Scientific activity is subject to motivations often tied to "fashion" or the inertia of local re-
search traditions. This ends by markedly affecting the entrepreneur s possibility of accessing inno-
vative potential. It therefore becomes natural to try and associate with other enterprises to change an
external factor such as directions of pure research activity to the advantage of its sector and thus to
each individual company. They are not, as it is often said, motivations to avoid investment duplica-
tion but rather to stress by means of international cooperation and give greater credibility to the Im-
portance of scientific issues deriving from the practical problems of developing products and proc-
esses.

b) Strategic projects

The uncertainties of the technological future, particularly during very fluctuating periods
such as the present, make it necessary to explore different technological trajectories in order to ob-
tain the knowledge and human and technical resources necessary to rapidly pass from research to
industrialisation as soon as the winning technological trajectory is clear.

An example of an alternative technological trajectory followed for some time in microelec-
tronics is the Josephson effect with respect to CMOS technique. Had the alternative proven success-
ful, the fact that practically only one company (IBM ) had the necessary resources to also follow it
through, it could have had disastrous effects on competition. .

The "imperfections" of the technical and economic system are such (due to the long time
required to acquire necessary technical competence ) as to make definitive the oligopolistic advan-
tage of who followed the winning trajectory (and not only temporary as postulated by Schumpeter).
Recent history contains many examples of companies that were leaders in their field but disap-
peared for not having foreseen technological change. Suffice it to think of U.S. steam locomotive
producers in the '20's that disappeared for not having developed diesel technology in proper time.
Or, more recently, that U.S. company that dominated the electromechanical calculating machine
market that disappeared for not having taken the electronics alternative into account.

It is therefore not surprising that, in situations in which there are many technological alter-
natives radically different from one another, competing companies decide to walk part of the road
together to develop possible alternative technological advances, Each company then follows its in-
dividual way when it appears that the solution studied together is the winning one.
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This case will appear acceptable even to the most strenuous defenders of the concept that
the best way to avoid anti-competition practices is to avoid all contact with competition. It must
however be said that even in this case formal agreements are necessary among the companies that
have decided to cooperate, were it only to ensure that each can exploit the results of common work
proportionally to the resources allocated. These agreements are often more difficult to define than
In the case of. cooperation including industrialisation. It may in fact be difficult to forecast the dif-
ferent possibilities each company has to profit from the results of a research work still far from the
application stage. Paradoxically therefore, an agreement to cooperate In a pure research project can
ultimately prove to affect competition more than an agreement for the common implementation of a
given product! .

c) Projects for developing new components

The size of component supplier companies is often too small to ensure the capability of
developing radically new components when this could be made possible by the potential of new
scientific breakthroughs and the availability of new technological knowledge. In this case, the cus-
tomer companies responsible for the end product can be led to deal with this development directly
by replacing or cooperating with the suppliers. The new product developed in this way is however
available for a larger market than can be ensured by one end product manufacturer. It is thus natural
that several competing customer companies are led to develop in common, by themselves or in co-
operation with the supplier, a project for implementing the new component.

In this case, research is not far from the industrialization stage; on the contrary, customer
companies must take part in the project up to the point at which they are sure they can count on in-
dustrialization of the product itself (if the R&D project was successful). This can be assured either
by the supplier that cooperated in the project (at conditions guaranteeing participants a return on
their R&D investments), by a branch established in common by the customer companies or by one
of them also on behalf of the others.

This will not stop the companies having participated in the project from competing; in fact,
as important as it may be, the component developed in common is only one of the many elements
that make up the end product, while all other components will continue to differentiate their prod-
ucts.

An example is the cooperation among vehicle manufacturers deciding to produce a certain
type of engine together or a new type of transmission to be used for some vehicle models produced
in full competition.

Motivation for competitors to cooperate in these cases is the same that led some of the
most important European electronics companies to cooperate for the common production of highly
integrated microchips which are essential components for the systems produced by the same com-
panies in competition with one another.

Ventures of the above type are also motivated by the need to overcome the limits of tech-
nical innovation availability tied to the "imperfection" of the product supply market (and product
components, in the case in point).

d) Cooperation in product development to complete model range

Market "imperfections" - this time tied to the need for some markets and sectors to make
the whole range of models into which the market is segmented available to the sales and distribution
network - can place the companies unable to supply the whole range in conditions of competitive
inferiority. It may therefore be mutually convenient for companies fiercely competing with one an-
other (but without research and industrialization investments necessary to implementing by them-
selves product models for market segments in which their presence is scarce), to decide to cooperate
in implementing development projects of a product model to complete the range. This product is
then sold by each of them independently and in full competition.
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In this case, even more than for the case for components, cooperation in the R&D project
can only make entrepreneurial sense if it continues until industrialisation or even production of the
model developed, by a common branch for instance. Unlike the case of a component developed in
common, now the cost of the whole product marketed by each company Is the same. Can we still
speak of possible competition according to normal market laws?

This is in fact possible when the two companies offer to the market an entire range of
products of which only one is produced in joint venture. Different market conditions and the spe-
cific features making these companies different and strongly competitive on other products, ensures
the conditions by which each of them can make independent decisions based on competitiveness
even for the product developed and perhaps produced by a common branch.

In other words, the Important thing to establish the competitiveness of companies is the
globality, the system, of the products marketed by them. An individual product ends up by playing
the role of a "component" of the "product" represented by the whole range.
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Appendix D
Acceptability of State Aid for R&D

The European Commission, in formulating criteria for the acceptability of State aid for
R&D, should follow general principles that take in due considerations the real conditions and the
context of the Country and the sector.

The following general criteria are suggested:

- the need for aid should be evaluated in relative terms:

a) by sector (for risk definition). Each case must be assessed based on the evalua-
tion of the relative context, without favouring advanced sectors and penalizing ma-
ture ones.

b) by Country (dis-homogeneity of public R&D financing indices). Community pri-
ority is to favour homogenisation of the economic sector. Priority should be given
to aid from Countries with specific R&D indices below Community average.

¢) by company (competition difficulties with respect to other EEC and not only ex-
tra-EEC companies, due to different national market share with respect to the EEC
market). .

- all distinctions between the various stages of the innovation process (pure and applied
research, development, etc.) must be eliminated since they are ambiguous and difficult
to make and because they privilege Countries and companies already having a high re-
search expenditure index.
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