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Abstract

This paper provides empirical evidence on how EU leading firms adjusted to European economic
integration with respect to the following  drategic variables. entry/exit decisons in the
product/geographic  space (diversification/multinationdity). A novel dataset, including detailed
information on firms output across industries and countries for a sample of 100 EU leading firms in
1987 and 1993, aso enables us to provide preliminary evidence on the “globalisation - return to core
business’ hypothesis. The econometric analysis of entries/exits in the primary industry suggests that the
Single Market program affected company strategy by making multinational activity more necessary to
face increased competitive pressure. Our results are thus far more consistent with a “think European
view” than with the “return to core country” hypothesis, as implied by fuller exploitation of scae
economies and comparative advantages.
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1. Introduction

The primary purpose of this paper is to provide fresh empirical evidence on how EU leading
firms have adjusted to increased European economic integration with respect to two drategic
vaiables entry/exit decisons in the product space (diversfication) and entry/exit decisons in the
geographic space (multinationality). However, snce one of the expected effects of Europesn
integration in generd and of the Single European Market (SEM, heresfter) program in paticular, is
an increase in the toughness of competition, the purpose of this paper is more generd and ams at
andyzing the impact of a shift in the competitive regime on firms' entry/exit Srategies.

Ohbvioudy, EU firms do not operate in a vacuum and their entry/exit strategies might depend
on other, perhaps world-wide, factors. In particular, according to both financial press and academic
researcht, recent years have witnessed remarkable changes in the organisation of firms throughout
the world. Thus, terms as “globdisation” and “return to core business’ have entered common
language. On the one hand, a the geographic leve, it has often been argued that the “globdisation”
of competition has led to a dramatic increase in the scale of multinationa operations. On the other
hand, there is anecdotal evidence that the trend in product space has been apparently in the
opposite direction. Today’s popular terms as “return to core’, “refocusing’, “de-diversfying”, dl
describe recent efforts pursued by firms to concentrate on a smdler range of industries, in each of
which the firm amsto reach aleading postion.

In spite of dl these casua evidence, as far as we know there has been no comprehensive
andysis on whether these phenomena are widespread among EU leading firms. Also, if evidence
supporting the “globadisation - return to core”  hypothesisis found, it is not however clear whether it
has been fostered or hindered by European integration. To shed some light on these issues we make
use of anovel dataset which includes detalled information on firms output across industries and
countries for a sample of 100 EU leading firms and for two digtinct years, 1987 and 1993.
Furthermore, since we know a priori which type of industries were most likely to be affected by the
SEM program the posshility of comparing changes in corporate structure of  firms operating in
“1992 mog affected indudtries’ to those of firms operating in less affected industries should dlow us
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to isolate the impact of specific measures that were, dmost by definition, amed a fostering European
integration.

The remainder of the paper is organised as follows. Section 2 defines the dimensions of
corporate structure to be consdered, and discusses some of the likely impact of European
integration, “globdisation” and “return to the core’. Section 3 describes the methodologica
framework which enables us to organise available information on firms' entry and exit decisonsin an
integrated and coherent way. Section 4 describes the main changes in corporate structure that
occurred between 1987 and 1993 for our sample of large European firms. Section 5 comments
upon the econometric results and links empirica evidence with ex-ante theoretica predictions.

Section 6 concludes.

2. European Integration and Firms Strategies

In the view of policy-makers who dgned the Single European Act in 1987, the
implementation of the 300 or s0 detailled measures were expected to affect EU manufacturing
postively in a variety of ways. These measures included the abolition of dl remaining tariffs and
quotas, but they were mainly amed at the non-tariff barriers of: frontier controls, nationd differences
in technica regulations, public procurement biases in favour of domestic producers, and so-caled
fiscd frontiers created by differences in tax levels and regimes. In particular, the “officid” EU view
identified two crucid mechanisms. cost savings and increased competitive pressure.

Cogt savings should have occurred both directly, following the dimination of non-tariff
barriers, and indirectly, because of amore efficient divison of labour among member ates. In turn,
this would have dlowed both a fuller exploitation of scde or learning economies and a higher
specidisation of production based on country specific comparative advantages. More competitive
pressure would have instead been the result of alarger number of firms from different member sates
competing in a larger and integrated European market. This aggressve competitive stance would
have increased sociad welfare because of reduced prices, lower inefficiency and speedier innovation.

Some of the theoretical implications for industrid sructure a the EU level have been
formdised by Davies, Lyons et d. (1996). As the fixed and variable cogts of exporting decline

! On this issue see Markides (1995) and Davies and Petts (1997) for US and UK firms respectively.
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because of the remova of non-tariff barriers, artificialy segmented nationa markets are increasingly
replaced by a larger integrated market. As a consequence, they show that in the new equilibrium,
prices fdl and inefficient producers exit, wheress efficient firms typicaly expand their 9ze to exploit
scae economies. Note that these results are obtained without assuming that integration increases the
toughness of price competition, but smply as a consequence of market expansion. Obvioudy, if
integration indeed introduces tougher price competition, prices will fal even further as wdl as the
number of firms sugtainable in equilibrium. In short, the end result is a European market place which
comprises more and larger sdllers than was previoudy the case in the nationd market place. Findly,
they dso show that in industries where endogenous sunk cogts, such as R&D and advertisng
expenditures, are used as competitive wegpons, market enlargement will be followed by the
escdation of such costs by leading firms. Typicdly, thiswill lead to an EU market structure which is
more concentrated than when firms compete largely on the basis of price.

Thetheoreticd implicationson firms multinationdity and diversfication optima drategies of
a shift in the competitive regime associated with market integration are not essly obtainable from
forma moddling. However, informa reasoning suggests that firms under increased competitive
pressure might find it rationa to exit (not to enter) secondary indudtries, especidly if the scae of
production is low and there are no economies of scope. This behaviour is popularly known as
“return to core’ drategy, and might be observed as firm's reaction to an increase in competition in
both its secondary industry or its core industry.

As far as entry/exit decisions in the geographic space are concerned, the “officia
predicts that the reduction in the margind costs of exporting within the EU, which should have
followed the abalition of non-tariff barriers should make intraEU multinationa operations less
necessry. As a consequence, we should observe multinational firms which st up an excessve
number of production plants in order to overcome non-tariff barriers, reducing the number of ther
plants and increasing production a each plant. This prediction is based on a rather narrow concept
of EU integration, which is bascaly equated to unimpaired trade among member dtates. However,
following Davies, Lyons et d. (1996), integration is a term which can be interpreted more widdy in
order to include not only large trade flows, but also integrated corporate strategies. SEM can thus be
expected to have made many more firms “think European”, even when the product is not intriscaly
tradeable across frontiers, for instance because of high transport costs. In other words, even when
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the abolition of non-tariff barriers may not have resulted in a sSngle integrated marketplace, it may
have encouraged firms to formulate their Srategy on an European scale. This happensto be the case
whenever drategic decisons on product characteristics (both horizonta and vertica differentiation)
are taken a the EU (or even world) leve, even though price and quantity competition still occurs in
nationa fragmented markets. This might occur if the move towards common standards and technica
harmonisation lead to a narrowing of tastes differences between consumers in different member
states’. In these circumstances, the oligopoly game might involve an escalation of endogenous sunk
costs (RD and, possibly, advertisng expenditures), increasing dominance by a smal number of firms,
increased oligopalitic interdependence, and multinationa entry in a number of national markets (i.e.
multimarket contacts) for strategic reasons.

Obvioudy, not al manufacturing industries were expected to be equaly affected by the
completion of the Single European Market (SEM, heredfter). On the bass of a number of so-cdled
“dructurd criteria’, 40 industries were identified as those industries “most affected” by 1992 (CEC,
1990). The sructurd criteria included i) the level of non-tariff barriers and the dispersion of prices
for identica products between member states as measures of the degree of fragmentation of EU
markets, ii) the levd of penetration of intraEU imports as measure of the degree of
internationdization iii) the potential for economies of scae as proxy for potentid reduction in costs
for European firms.

3. Entry and Exit Decisions. Methodology and Data

Red world large firms usudly operate in more than one industry (diversification) and in more
than one country (multinationdity). From this point of view, the firm’s present corporate structure
reflects past entry (and exit) decisons in foreign countries and/or in indudtries different from its
primary activity. Accordingly, a any point in time, firms corporate Sructures differ from each other
depending on entries occurred in foreign countries and/or secondary indudtries. Thus, a firm can be
multinationa without being diversfied, or viceversa, or it can be both. In this case, different structures
are possible, depending on whether firms are multinationa in more than one industry or, andogoudly,

2 The idea here is that non-tariff barriers affect not only trade (trade barriers) but also direct investment (direct
investment barriers).
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on whether they are diversfied in more than one country. The latter clearly implies overlgpping
between multinationdity and diverdfication. In fact, entering a secondary indudry in a foreign
country affects the extent of both multinationdity and divergfication.

More precisdy, a firm can produce one product in one country, more than one product in
one country (the firm is localy diverdfied), one product in more than one country (a single-product
multinational), more than one product in more than one country (a diversified multinationd)®. As a
result, the firm's corporate structure can be roughly described by its output shares in its primary
industry, whether in the home country (HC-P1) or abroad (FC-F1), and in secondary industries,
whether produced in the domestic market (HC-SI) or in foreign countries (FC-SI). However, by
comparing the firm’s output shares distributions in two points in time we cannot observe entry and
exit decisons, as indeed we are observing how the firm’s output has been relocated across countries
and across indudtries. This, of course, can occur via an increase (reduction) in the quantity produced
in other industries/countries by dready existing plants or because the firm has opened (closed) a new
plant or, dternatively, it has taken over (divested) an dready existing plant. Obvioudy, only the
latter can strictly be defined as entry (exit).

In order to measure entries and exits, more refined data are required than aggregate output
shares. What is needed, for any individud firm, is amatrix with indudtries in the rows and countriesin
the columns, where each cell reports output in a given country and in a given industry a the finest
possble levd. In other words, information must include estimates of its domestic and foreign
production in dl industriesin which it operates.

A data base with such characteristics was congtructed for a set of 313 leading European
firms for 1987. It was assembled as a part of a wide ranging study of the structure of European
Union Manufacturing and is fully discussed in Davies, Lyons et d. (1996). Its sdient fegtures for
present purposes are that it includes dl the five leading producers (at the EU leved) in each of the 100
3-digit NACE manufacturing industries, observed for 1987, and that each firm aggregate EU
production in each indudtry is disaggregated into separate figures for each member state in which it

% Other combinations can be obviously envisaged and Davies, Rondi and Sembenelli (1997) show that this is
sometime the case with real world firms.
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was produced®. As part of an ongoing project on the structura changes in EU manufacturing, we
have updated dl relevant information to 1993 for the largest 100 surviving firms after excluding non-
EU multinationals with operations within EU boundaries’.

Let usdefinewith firm i’s primary industry (P1) the industry with the largest EU share
of output in 1987 and with firm i’s home country (HC) its country of origin. By comparing the two
matrices (1987 and 1993), entry and exit decisions at the firm level can thus be observed between
1987 and 1993, i.e. over the Single European Market program implementation period. In particular,
it is possble to quantify for each firm: i) the number of entries (exits) in secondary indudtries - home
country (home diversfication), ii) the number of entries (exits) in foreign countries - primary industry
(primary multinationdity), iii) the number of entries (exits) in foreign countries - secondary indudtries
(diversfied multinationdity or multinationd diversification).

4, Descriptive Statistics

Empirical evidence from the U.S. (see Markides, 1995) reports for the past decade quite a
widespread trend towards corporate restructuring by means of “refocusing” or “return to core
Bhagat, Shieifer and Vishny, 1990 and Davies and Petts, 1997). Thisis generdly
understood as areduction in the extent of diversfication in order to recover profitability, after twenty
years of full immersion in conglomeration. Can we provide any evidence that thisis aso occurring in
the EU? One of the ex-ante expectation is precisay that the increased competitive pressures in both
the core business and in secondary industries should draw companies efforts towards efficiency,
possbly by divesting margind activities in unrdlated businesses (see section 2). Obvioudy, the
“return to corporate specidisation” hypothesis is not a odds with an increase in the acquisitions of
related businesses. Unfortunately, this would be blurred by the smple analyss of the entry and exit
decisons, independent of the directions of divergfication.
Table 1 summarises data on the distribution of output shares in the product/geographic space
in 1987 and 1993 for the top 100 EU owned firms, as identified in section 3. The hypothess of

4 As it was a project on the structure of EU manufacturing industry, all non-manufacturing activities were
excluded as well as multinational operations outside the EU boundaries.
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corporate refocusing on the primary industry is not clearly borne out by the data. Adding up the M
output shares produced both at home and abroad, we find that production in the primary industry did
indeed fal from 57.5% to 52.8% on average, with the share produced in foreign countries risng
from 9.8% to 14.2%. Quite to the contrary, the evidence suggests that diversification has kept going
on over the period, especidly in foreign countries - the FC-Sl output share has increased by almost
5 percentage points, whereas divergfication in the home country has remained stable. Summarising,
there appears to be an increasing trend towards both multinationdity and diversfication amongs the
largest European companies, but with an interesting twist, whereby the growth in both primary and
secondary industries was carried out via cross-border operations, whereas diversfication has
increased mainly because of amore pronounced multinationa penetration.

A breskdown by country of origin of the top 100 firms (see Table 2) confirms that the
increase in multinationdity is a widespread trend which extends to both primary and diversfied
activities. Only Dutch and Belgian firms report a decline in diversfication abroad (FC-S), whereas
French, Italian and British companies reved quite pronounced increases in  foreign shares. On the
other hand, divergfication in the home country (HC-Sl) appears to be declining in al but German
firms. As the number of German firms is disproportiondly large in our sample, it is likely tha the
average results in Table 1 were somewhat biased to hide an underlying trend towards de-
diversfication, at least in the home country.

So far we have andysed the changing pattern of output shares across countries and
industries for top 100 EU owned firms, in other words, the relocation of their production between
1987 and 1993. We now turn to entry and exit decisions, as defined in section 3. Table 3 reports the
average country/industry presence in 1987 and 1993 (columns 1 and 4, respectively) as well as the
average number of entries and exits by the top 100 firms. As it can be seen, entries outperformed
exits between 1987 and 1993, thus confirming a tendency for large companies to widen the scope of
their operations across both member states and industries. However, more interesting indghts may
be obtained by looking a how entries and exits are actualy distributed in the product/geographic
space. We thus learn that, for the average firm, cross-border entries outnumbered exits in both the

® Since in our empirical analysis special attention is paid to changes in home country diversification and primary
industry multinationality, we have been forced to exclude non-EU multinationals. In fact, for these firms the
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primary industry® and secondary activities, whereas an opposite pattern is revedled by diversification
in the home country (HC-S1). As mentioned above, diversfication and multinationdity overlgp in the
foreign country/secondary industry output space. Therefore, in the following we will focus on entry
and exit decisons in the primary industry abroad (FC-PI) and in secondary industries at home (HC-
Sl), where the actud trade-off between diversification and multinationaity can be explicitly observed.
Conggingly with previous evidence on output shares, Tables 4 confirms that, on average,
multinational penetration in the primary indudtry, via new entries, i.e. by opening or acquiring a new
plant abroad, has increased in dl countries. On the other hand, Table 5 shows that de-diversfication
from secondary indugtries in the home country was a widespread dsrategy amongst the largest EU
companies. Except for German (and Dutch) firms, exits outnumber entries for the average firm, thus
reveaing that the return to core business in the home country has occurred by reducing the output
shae as wel as by codng plants in secondary industries. This dso suggests that (pure)
multinationality may have provided a subgtitute for (pure) diversfication, at least for those companies
which face country limitsto growth.

The latter suggestion seems to be borne out (Table 6) if we look at the correlation matrix
between entries/exits a home and aoroad. Not only multinationd penetration in the primary industry
is negatively correlated with domegtic diversfication (r = - 0.076), it is aso postively reated with
exits from secondary indudries a& home, thus confirming the suggested trade-off between
multinationality and diversfication. On the other hand, however, the podtive correlation between
cross-country entries in the primary industry and in diversfied activities confirms that there is a
tendency for the largest EU companies to grow via multinationdity anyway (possibly reveding an
urgency to escape from country limits and/or to establish multi-market and multi-country contacts
with tharr rivas).

5. Empirical Results

From the descriptive Statistics presented in section 4, it emerges that EU leading firms have
increased the degree of multinationdity in their primary indusiry. This finding holds both if one looks

notion of ahome country/primary industry within EU boundaries isat best questionable.
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at the changes in output shares between 1987 and 1993 and if one compares the number of country
entries and exits. Anaogoudy, with the exception of German firms, EU leading firms have decreased
the degree of diversficaion in their home country. This empirica fact is suggested by the descriptive
datistics on output shares and it is confirmed by the reduction in the number of industries between
1987 and 1993. Overdl these results point out that: i) there is some evidence in favour of the “return
to corg’ hypothesis, a least as far as home diversification is concerned’ and i) the prediction of a
reduction in multingtiond activity in primary industry, motivated by the possihility of exploiting plant-
level scae economiesis not supported by the data.

However, for more convincing empirica evidence, a more rigorous gpproach to hypothesis
testing is required. The sarting assumption of the empirica work presented in this section is that
European integration and, more in generd, “globdisation” are asociated with the toughening of
price/product competition and that this association is sronger in industries where non-tariff barriers
were important before the completion of the SEM program, i.e. the so-called forty “most affected”
indugtries.

With this perspective in mind, we present four sets of exploratory econometric estimates
where dependent variables are respectively: 1) number of entries in foreign countries - primary
indugtry (FC-P1), ii) number of exits from foreign countries - primary industry, iii) number of entries
in home country - secondary industries (HC-S), iv) number of exits from home country-secondary
industries. Since by condruction dl dependent variables can assume only non-negative discrete
values, we make use of the Poisson regresson model for estimation purposes’. We then assume that
dependent variables Yi, Y»,...., Y have independent Poisson digtributions with parameters, | 4, | »,
..l n, respectively. Hence,

Prob (Yi=y) =1 V&' 'fy! (1)

® The somewhat unexpected exit figure in the home country primary industry (second row) is dueto four firms
which apparently abandoned the industry which accounted for their largest EU share of output in 1987.

" From our previous empirical work, it emerges that it is more difficult to explain “home’ diversification than
“foreign” diversification . Thisis turn might suggest that “home” diversification has often no strong industrial
logic.

8 In the Poisson model the variance is assumed to be equal to the mean. For all equations we also estimated
negative binomial models where overdispersion can be tested. For all reported equations the hypothesis of no
overdispersion is not rejected by the data.

11
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Asuming that | ; are log-linearly dependent on the explanatory variables, we can write:

In  =bo + Sbix; 2

Maximum likelihood edimators of (2) are readily avalable in most speciadised econometric
packages’.
In entry/exit in foreign countries/primary industry equations, basic explanatory variables can

be summarised as follows:

S,bjxi,- =Db,C + b,GR + bsMS + b,CR + bsSEM; (3)

where:

*i = Number of countries (in logs) firm i was not present in 1987 in its primary industry. This
variableisused only in entry equations,
Ci = Number of countries (inlogs) firm i was present in 1987 in its primary indugtry. This variable is
used only in exit equations,
these two variables capture the number of entry/exit options avalable to the firm. In the entry
equation, it is expected to be pogtive if firms operating in a limited number of countries are more
likely to enter new foreign countries than firms whose operations are dready widdy scattered
throughout Europe. Andogoudy, in the exit equation it is expected to be postive if firms operating in
a large number of countries are more likdy to close foreign plants then firms operating in a smdl
number of countries.
GR = 1991-1987 EU Growth Rate in firm i’s primary industry. This variable measures expected
growth prospects and is expected to enter postively in entry equations and negatively in exit
equations.

° For the ML estimates of (2) we used Limdep 7.

12
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CR = 1987 5firm Concentration Retio in firm i’s primary industry. Since in modern Indugtrid
Organisation concentration is seen as determined both by the basic conditions of the industry and the
stance of competition, in the present context this variable is used mainly as a Sngle proxy for the
initid conditions of the industry. Given that mogt indudtries were likely to be in disequilibrium (from
loca markets to an integrated market) in 1987, it might aso be argued that an high leved of EU
concentration might be associated with industries areedy, at least partly, integrated in 1987.

MS =1987 firmi’'s EU Market Shareinits primary industry. This variable captures the postion of
firm i in its primary industry before the starting of the SEM program. For the purpose of this paper
we are not interested in whether market share is a proxy for efficiency or market power or it amply
reflects the fact thet, ceteris paribus, firmi comes from alarge EU country. Our working assumption
is amply that firms with initid high market shares are better equipped to cope with increasing
comptition. As a consequence, if European integration makes multinationd activity more necessary,
we expect this variable to enter with a positive ign in entry equations, and with a negative Sgn in exit
equations.

SEM; = Dummy varidble which tekesthe vdue of 1if firm i’s primary industry was identified as one
of “1992 mog affected indudtries’, O otherwise. Obvioudy, this is our crucid variable, snce it is
then expected to capture the digtinctive impact of the SEM program on firms entry/exit decisons.
As discusad in details in section 2, these variables cannot be univocally signed. In fact, a postive
Sgn in the exit equation (and perhaps a negative sign in the entry equation) is condstent with the
hypothesis that the abalition of non-tariff barriers has made multinationdity less necessary, whereas a
positive Sgn in the entry equation (and perhaps a negative sgn in the exit equation) is consstent with
the dternative “think European” view.

The firg column in Table 7 reports the results of the basic foreign country/primary industry
entry equation. Both C*; and GR; are poditive and significant as expected. On the contrary, CR is
negative and sgnificant, thus supporting the idea that an initid high level of concentration makes
entries in new countries less likely. More relevant to the issues discussed in this paper, both MS and
SEM; are pogtive and sgnificant. This in turn implies that: 1) even within a sample of leading firms,
being in a sronger initid podtion makes further entries in new countries more likdy, and ii) firms
operating in industries “most affected” by the SEM program are more likely to enter new countries.
This result is consgtent with the “think European” view that predicts an increase in multinationa

13
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activity as a result of more integration. To check whether this strong result is robust to changes in
model specification, we included in the basic equation a proxy for the degree of economies of scale
in the industry, EQS,, both additively and interacted with SEM;. The idea is that integration should
favour trade and then discourage entry in new countries, especidly in these indudtries where
rationdisation advantages are expected to be large. This hypothesis is not borne out by the data,
snce both coefficients do not sgnificantly differ from zero. Alternatively, it might be thought that this
subdgtitution effect is more likely to be detected in those industries where non-tariff barriers were high.
We then split our “most affected” industries according to whether barriers were high, SEMHIGH; or
moderate SEMMOD,. Coefficients on both variables are negative and significant. Also, contrary to
what the subgtitution hypothesis would predict, the coefficient is larger in absolute vaue (but not
sgnificantly larger) for firms operating in SEMHIGH industries than for firms operating in SEMMOD
industries.

Table 8 reports the results for foreign countries-primary industry  exit equations. Overal
results are less satisfactory than the ones for entry. In particular, whereas G has the expected
pogitive Sign, both the growth rate, GR; and CR, are not sgnificantly different from zero. However,
the evidence on MS and SEM; dlows us to shed further light on the likdly effect of integration and,
possibly, competition on the leve of multinationd activity. Firsly, MS has a negative impact on
exits. Thisfinding is totaly consistent and reinforces the results from entry equations. Not only being
a strong leader encourages entry, but being in a wesker position makes exit a more likely Strategy.
Secondly, the coefficient on SEM; is not dgnificantly different from zero. Again, this result is not
condgent with the prediction that the abolition of non-tariff barriers should make multinationa
production a less profitable strategy compared to trade. As for entry equations, we performed a
number of experiments, by adding EOS or, dternatively, by spliting SEM; on the bags of the
grength of non-tariff barriers. Results are reported in the second and third columns of Table 8. The
bottom line isthat the overdl picture remains virtudly unatered.

Findly, in Table 9 we report some regresson results aimed at explaining home country -
secondary indudtries entry/exit decisons. In the spirit of this paper, we are mainly interesting in testing
whether changes in primary industry conditions dso affect decisons in the product space.
Accordingly, we used the same explanatory variables asin Tables 7 and 8 with the exception of G
replaced by S, where:

14
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S*i = Number of indudtries (in logs) firm i was not present in its home country in 1987. This
vaiableis usad only in entry equations.

S*i = Number of indudtries (in logs) firm i was present in its home country in 1987. This variable is
used only in exit equetions,

these variables are meant to  cgpture the number of entry/exit options available to the firm.

The main results can be summarised as follows. Firdly, operating in a larger number of
industries has a positive impact on both entry and exit decisons. Secondly, and more relevant to the
issues discussed here, it is interesting to observe that MS has a postive effect (even if not very
ggnificant) in the entry equation and a negdive effect (even if not very dgnificant) in the exit
equation, thus suggesting that being in a “srong” posgtion in its primary industry makes firm
expangon in other indudtries a more likely strategy. This might be attributed to the existence of limits
to growth in primary industry. Alternaivey, MS§ might be a proxy for the firm’'s generd economic
conditions. Findly, SEM; enters with a negative and sgnificant Sgn in the entry equation, thisin turn
providing suggestive evidence that an increase in competition in its primary industry deters the firm's
new entries in other indudries, a least in its home country. Unfortunately, a negative (even if not very
dgnificant) 9gn isaso found in the exit equation, and thisis something that is difficult to rationdise.

0. Condlusions

Much current debate concerns how the completion of the internal market did (and will) affect
corporate strategy within the EU boundaries. This paper offers a new perspective on these issues by
providing empirical evidence on how the top 100 EU owned companies have adjusted their entry
and exit decisons in the product/geographic space to the challenges of the SEM program, basicaly
increased competitive pressure within alarger integrated market and a call for a fuller exploitation of
scde and learning economies as well as comparative advantages. On the other hand, we aso link our
results to the world-wide debate on the reorganisation of the largest corporations whereby a
dramatic increase in “globaisation” coexists with a “return to core business’ trend, especidly
pronounced for US companies.

Preiminary evidence from descriptive Satistics provides consstent support to the hypothesis
of a subgtantid increase in the scde of multinational operations, both in the primary industry and in
diversfied activities. The “refocusing” trend is then not clearly borne out by the data, at least as far

15
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as divergfication in foreign countries is concerned, over the 1987-1993 period. However, what the
data show for dl but German companies, is a de-diversfication trend within the national boundaries
(as measured by a decline in the output shares produced in secondary industries in the home country
as wdl as a rddivey lager number of exits), which in turn would confirm that domegtic
diverdfication is usudly less characterised by an industrid logic. As suggested by the econometric
andyds, being in a strong pogtion in the primary industry makes locd diversfication a more likely
growth strategy, provided that the firm is not operating in an indusiry which is sengtive to the SEM
program. This highlights limits to growth in the core business as a mativation for divergfication at
home, but only for firms which are not challenged by the increased competitive pressure enhanced by
the European integrated market.

Turning to the most relevant issues of the paper, the econometric analyss of entries and exits
in the primary industry dlows us to confirm that European integration gppears to have affected
corporate dtrategies by making multinationa activity more necessary to face increased competitive
pressure. In fact, we find that entry in the primary industry in foreign countries is more likely for firms
which happen to be operating in the 40 industries comprised in the ligt of the “most affected” by the
SEM program, and for firms which are in a stronger initid pogtion (i.e. the higher is ther 1987
market share in that industry). Notably, this result appears to be robust when we extend the modd to
test for the most clear cut ex-ante expectation of the SEM program: that multinationdity (new entries
abroad) should be discouraged whenever production economies of scale are the greater source of
efficency gans. In short, our results are far more congstent with the “think European”, which entails
more pronounced multinationa penetration, than with the “return to core country” hypothess.

The impact of the SEM program over exit decisons is less clearly spelled out by the
econometric andysis, as operating in elither a“sengtive’ or ascde intensive industry does not appear
to encourage exits. Quite to the contrary, when we consder the interaction of the SEM program and
economies of scale, we find very limited evidence thet the “de-multinationalisation” hypothesis seems
to apply to precisaly those firms which are not operating in one of the “most affected industries’.
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Table 1. Production shares (%)

Y ear 1987 Mean Std.dev 1% quartile Median 3" quartile
HC-PI share 477 24.8 28.4 46.6 60.4
FC-PI share 9.8 12.2 0.0 4.6 184
HC-SI share 34.9 22.0 18.3 36.5 511
FC-Sl share 7.6 12.0 0.0 3.0 104
Y ear 1993 Mean Std.dev 1% quartile Median 3 quartile
HC-PI share 38.6 () 24.6 213 () 342 (9) 56.1 ()
FC-PI share 142 (4) 17.8 14 (%) 8.1(+) 186 (+)
HC-SI share 349 (5) 234 16.7 (9) 31.8 () 535 (+)
FC-Sl share 124 (%) 14.3 15(4) 6.0 (+) 20.9 (+)
Legend:

HC: Home Country

FC: Other EU Countries
Pl: Primary Industry (3-digit)

Sl: Secondary Industries

(+) denotes an increase between 1987 and 1993; (-) denotes a decrease.
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Table 2: Production shares (Mean values)

Y ear 1987 HC-PI share FC-PI share HC-SI share FC-Sl - share

Germany [32] 51.3 53 384 5.0
U. K. [29] 48.5 9.2 354 6.8
France [21] 51.4 13.6 29.7 5.3
Itay [9)] 39.1 109 41.2 8.8
Holland [6] 21.9 24.1 26.3 271.7
Begium-Lux. [3] 53.6 35 26.5 16.4
Year 1993 HC-PI share FC-PI share HC-Sl share FC-SI - share

Germany 404 (-) 7.8 (+) 44.7 (+) 7.1(+)
U. K. 40.3(-) 14.3 (+) 33.5(-) 11.8 (+)
France 39.3(-) 17.5 (+) 275(-) 15.7 (+)
[ty 34.1(-) 12.0 (+) 36.8 (-) 17.1(+)
Holland 14.4 (-) 35.0 (+) 23.6 (-) 27.0(-)
Bdgium-Lux. 58.3 (+) 22.7 (+) 10.3(-) 8.6(-)

Legend: asin Table 1

Number of firmsin square brackets
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Table 3: Number of entriesand exits

1987 | ENTRIES | EXITS 1993
Tota 13.54 7.81 5.17| 16.18 (+)
- HC-PI 1.00 .00 .04 .96 (-)
- FC-PI 2.15 121 45 291 (+)
- HC-SI 6.51 2.33 274 6.10(-)
- FC-S 3.88 4.27 1.94| 6.21(+)
Table 4: Number of FC-PI entriesand exits

1987 | ENTRIES | EXITS 1993
Tota 2.2 1.2 05| 29(+)
Germany 1.6 1.3 02| 25(+)
UK 1.5 0.8 06| 1.8(+)
France 3.0 1.8 05| 43(+)
[ty 2.0 1.2 07| 26(+)
Holland 55 1.2 1.0 57(+)
Bdgium 1.7 2.3 0.0 40(+)
Table5: Number of HC-S entriesand exits

1987 | ENTRIES | EXITS 1993
Tota 6.5 2.3 27| 6.1(-)
Germany 6.2 34 15| 81(+)
UK 6.3 2.1 34| 50()
France 5.6 1.2 30| 39()
Ity 13.3 3.4 6.0| 10.7 (-)
Holland 3.7 05 05| 37(3
Begium 3.7 1.0 23| 23(-)
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Table 6: Corrdation matrix

FC-PI FC-PI HC- Sl HC- Sl FC- Sl FC- Sl
entries exits entries exits entries exits

FC-PI 1

entries

FC-PI -0.089 1

exits

HC- SI -0.076 -0.109 1

entries

HC- Sl 0.018 -0.038 0.189 1

exits

FC- Sl 0.215 0.059 0.230 0.185 1

entries

FC- Sl -0.099 0.213 0.051 0.112 0.191

exits

21




Ceris-CNR, W.P. N° 10/1997

Table7- FC-PI Entry Decisons

Poisson Regression - Maximum Likelihood Estimates

Dep. Vaiadle Equation 1 Equation 2 Equation 3

C*, 1.091 (2.819) 1.111 (2.686) 1.067 (2.766)
GR 0.146 (2.231) 0.147 (2.122) 0.133 (2.002)
CR -3.638(4.263)| -3.731(4.187)| -3.536(4.116)
MS 4,737 (1.935) 5.240 (1.943) 5.024 (2.014)
SEM; 0.773 (3.391) 0.595 (1.179)

ES -0.042 (0.103)

SEMHIGH,; 0.903 (3.244)
SEMMOD; 0.684 (2.676)
ES* SEM; 0.217 (0.380)

Log likelihood -134.2 -134.1 -133.9
Restricted Log likdl. -155.3 -155.3 -155-3
Chi squared 42.2[10] 42.4[12] 42.8[11]

(*) Country dummiesincuded in dl equetions

Legend

Ci*: Number of countriesfirm i was not present in 1987 in its primary industry.
GR; growth ratein firm i’ s primary industry between 1987-1991.

CR;: 1987 5-firm EU concentration ratio in firm i’ s primary industry.

MS: 1987 firm i’s EU market share in its primary industry.

SEM;: dummy variable equa to 1 if firm i’s primary industry was identified as one of 40 “most
affected” industries to the SEM program, 0 otherwise.

ES: dummy variable equal to 1 if firm i’s primary industry is characterised by relevant economies of
scale, 0 otherwise,

SEMHIGH;: dummy variable equa to 1 if firmi’s primary industry was identified as very senstive
(high non-tariff barriers) to the single market, O otherwise.
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SEMMOD;: dummy variable equa to 1 if firmi’s primary industry was identified as moderately

sengitive (moderate non-tariff barriers) to the single market, O otherwise.

Table 8- FC-PI Exit Decisons

Poisson Regression - Maximum Likelihood Estimates

Dep. Vaiable Equation 1 Equation 2 Equation 3

C 1.545 (4.451) 1.726 (4.010) 1.493 (4.275)
GR -0.093 (1.000)| -0.100 (0.951)|  -0.050 (0.468)
CR -0.224 (0.175)|  -0.030 (0.024)| -0.471 (0.352)
MS -17.484 (2.711)| -17.354(2.732)| -16.528 (2.595)
SEM; -0.160 (0.464) 0.449 (0.722)

ES 0.836 (1.588)

SEMHIGH,; -0.503 (0.873)
SEMMOD, 0.002 (0.004)
ES* SEM; -1.115 (1.549)

Log likelihood -67.9 -66.4 -67.6
Redtricted Log likdl. -92.9 -92-9 -92.9
Chi squared 50.1 [10] 53.2 [12] 50.6 [12]

(*) Country dummiesincluded in al equations

Legend: asin Table 7

Si: Number of countries firm was present in 1987 in its primary industry
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Table 9 - Regression Results: HC-SI  Entry/Exit Decisions

Poisson Regressions- Maximum Likelihood Estimates

Dep. Vaiable Equation 1 - Entry Equetion 2 - Exit

S* -4.187 (4.227)

S 1.298 (11.438)
GR; 0.022 (0.477) 0.051 (1.235)
CR -0.776 (1.400) 0.518 (1.120)
MS 2.888 (1.493) -2.661 (1.421)
SEM; -0.311 (2.058) -0.203 (1.510)
Log likelihood -216.5 -138.0
Redtricted Log like. -251.9 -269.6
Chi squared 70.9 [10] 263.3[10]

(*) Country dummiesincluded in al equations

Legend: asin Table 7

S*: Number of industries firm was not present in 1987 in its home country
Si: Number of indugtries firm was present in 1987 in its home country
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Appendix 1 - List of Firmsin the Sample

Name Nationality
1[ABF UK
2| ACEC - UNION MINIERE SA BL
3[AEROSPATIALE FR
4[AKZO NV NL
5[ALCATEL ALSTHOM CGE FR
6|ALLIED LYONS UK
7 | ARBED aroupe SA BLUX
8[AVIONS MARCEL DASSAULT BREGUET FR
9| AXEL SPRINGER VERLAG AG GER
10[BARILLA G. & R. F.LLI SPA IT
11 [BASF AG GER
12| BASS UK
13[BAT INDUSTRIES UK
14 [ BAYER AG GER
15 [BAYERISCHE MOTOREN WERKE AG GER
16 [ BERTEL SMANN GER
17 [BOSCH-SIEMENS HAUSGERATE GMBH GER
18[BP UK
19 [BRITISH AEROSPACE UK
20| BRITISH STEEIL UK
21 | BSN FR
22| BTR UK
23| CADBURY S SCHWEPPES UK
24 | CARL-ZEISS-STIFTUNG GER
25| CIR SPA IT
26 | COATSVIYELLA UK
27 | CONTINENTAL GUMMI-WERKE AG GER
28 | COURTAULDS UK
29 | DAIMLER-BENZ AG GER
30| DALGETY UK
31| DEGUSSA AG GER
32| DEUTSCHE BABCOCK AG GER
331 DSM NAAMLOZE VENNOOTSCHAP NL
A | ELF AQUITAINE FR
35| ENI IT
36| FAG KUGEL FISCHER GEORG SCHAFER KGAA GER
371 FERRUZZI FINANZIARIA SPA IT
38| FIAT SPA IT
39| FREUDENBERG GER
40| GEC GENERAL EL ECTRIC COMPANY PLC UK
41 | GLAXO HOLDINGS UK
42 | GRAND METROPOLITAN UK
43 | GROUPE BUL L -Compagnie des machines BUL L FR
44| GRUNDIG GRUPPE AG GER
45| GUINNESS UK
46 | HANSON UK
47 | HEINEKEN NL
48 | HENKEL KGAA GER
49 | HERAEUS HOL DING GMBH GER
50 |HILL SDOWN HOLDINGS UK
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Name Nationality
51 | HOECHST AG GER
52 | HOESCH-KRUPP FRIED. KRUPP AG GER
53| 1Cl UK
54| ING. C. OLIVETTI & C. SPA IT
55| IRI IT
56 | ITALMOBILIARE SPA IT
57 | KLOCKNER-HUMBOLDT-DEUTZ AG GER
58 | KLOCKNER-WERKE AG GER
59 | LAFARGE-COPPEE FR
60| L'OREAL FR
61| LVMH FR
62| MAN AG GER
63 | MANNESMANN AG GER
64| MATRA -HACHETTE (MARLIS) FR
65| METALLGESELLSCHAFT AG GER
66| MICHELIN FR
67 | NORTHERN FOODS UK
68 | PECHINEY FR
69| PHILIPS NL
70| PILKINGTON UK
71| PIRELLI SPA IT
72| PSA PEUGEOT CITROEN HOLDING FR
73| PWA AG GER
74 | REED-ELSEVIER UK
75| RENAULT FR
76 | Rheinisch-Westfalisches Elektrizitatswerk AG RWE GER
77 | RHEINMETALL BERLIN AG GER
78 | RHONE-POULENC FR
79| RMC UK
80| ROBERT BOSCH GMBH GER
81| ROLLS ROYCE UK
82| ROYAL DUTCH/SHELL NL
83| SAINT-GOBAIN FR
84| SAINT-LOUIS GROUPE FR
85| SCHNEIDER FR
86| SSIEMENS AG GER
87 | SMITHKLINE BEECHAM UK
88| SOLVAY BL
89| THOM SON FR
90 | THORN EMI UK
91 | THYSSEN AG GER
92 | TOMKINS - ex RHM UK
93 | UNIGATE UK
94 | UNILEVER NL
95 | UNITED BISCUITS UK
96 | USINOR-SACILOR FR
97 |VALEO FR
98 | VIAG CONTINENTAL CAN EUROPE AG GER
99 | VOLKSWAGEN AG GER
100 | ZAHNRADEABRIK FRIERICHSHAFEN AG GER
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