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| nt roducti on

At the core of the European Union, has been the gradual
creation of the "single market" across western Europe. The
Eur opean Uni on began as the European Coal and Steel Conmmunity
(ECSC) and expanded to becone the European Econom ¢ Community
(EEC). The original intent of the ECSC was to stabilize the
production of steel across Europe in order to prevent ruinous
conpetition. The EEC fornmed to expand the activities of the
alliance to cooperation in agricultural policies and various
i ndustrial policies. The Treaty of Rone which produced the EEC,
had the goal of reducing tariffs and other trade barriers,

t hereby pronoting free trade and econom c growth. Both Schumann
and Monet, the principal intellectual architects of the EEC felt
that if the European societies had econom es that were nore

i ntegrated, governnments would be less tenpted to engage in
mlitary activities that would end up in war.

The purpose of this chapter is to consider how Europe becane
economcally integrated. The central theme is that European
econom c integration is near to conpletion in two ways. First,
the EU has provided a comon set of rules that nake it difficult
for governnments to raise barriers to entry to foreign firnms and
mar kets, at least formally, are open. Second, trade between
Eur opean countries now accounts for al nost 40% of GDP. Moreover,
70% of the exports fromthe countries that make up the EU are to

other countries in the EU. d obalization in Europe is not about



the increase in either Asian or American exports to Europe, but
instead it is about "Europeanization". The econom es of western
Europe are now tightly interl ocked.

A second thene, is that in spite of "Europeanization",
nati onal capitalisns across western Europe persist. The | argest
firms in the European econony remain resolutely German, French,
Swedi sh or Italian in ownership and investnment. Only in G eat
Britain have large firnms been taken over extensively by foreign
ownership. | argue that the main reason for this persistence is
that Europe has so far resisted creating a single market for
property rights. It is difficult or inpossible to engage in
hostil e takeovers of continental European firns. The nati onal
ownership of firnms remains the rule, with sone notable
exceptions. Nationally owned firns continue to invest primrily
at hone.

These two main results show the contradi ctory nature of
Eur opeani zation quite clearly. Fromthe perspective of the top
| eadership of many of Europe's largest firnms, they are nmmjor
participants in markets Europe and to a | esser degree the U S
(I'n general European firms do not have a high Asian profile.)
This makes them firm supporters of free trade and the nonetary
union and in general strong supporters of the EU. At the sane
time, a large proportion of shareholders and workers remain in
the nation where the firmis headquartered. Their experience of
Europe and their sense that their jobs depend on Europe is much
| ess pronounced. They remain firmy wedded to a nati onal

conception of property rights and | abor rel ations.



How do we nmeke sense of Europeani zation of the econony? In
the literatures that conpare market arrangenents across nation
states, there are two images that are juxtaposed. First, there
are many schol ars who support the view that eventually there wll
be convergence in the way that markets and firns are organi zed
across societies. The sources of these convergence usually
emanate fromsonme form of conpetitive process. The argunent is
that when firns neet in a market, there is sonme nost efficient
way to organi ze that revol ves around the appropriate use of
t echnol ogy, social organization, and investnent. Thus, market
forces produce convergence towards a single way of doing things.

This point of viewis often the justification for argunents
about how gl obalization (defined as the integration of world
mar kets for goods and services) forces firnms to reorgani ze. If
firmse fromone society figure out the nost efficient way to
produce a set of products, then firms fromall other societies
will have to enmulate those firns or fail. A simlar argunment has
been applied to governnent interventions (Couch and Streeck,
1996; Drache and Boyer, 1996; Garret, 1995). CGovernnents that
persist in producing trade barriers, protecting workers, and
engaging in too nmuch taxation of firns, will over tine lose firns
to societies where firnms have friendlier arrangenents. This
forces governnents to dismantle worker protections, free up
capital markets, and deregul ate ot her markets.

The problemw th these plausible argunents, is that there is
l[ittle evidence that they are true (for reviews, see Fligstein

and Freel and, 1995; Pauly and Reich, 1997; Wade, 1996). Studies



typically show that governnents continue to sponsor a great
nunmber of policy interventions into capital and | abor nmarkets.
There is little evidence that there has been a race to the bottom
to underm ne the protection of workers in advanced industri al
societies. There is also little evidence that the so-called

gl obal corporation has converged to either a network or
"informational"” form (Fligstein, 1998). Al nost 30 years ago, the
political econom sts Raynond Vernon (1967) and Charl es

Ki ndl eberger (1970) argued that the | eaders of multinational
firms were people who quickly were becom ng nations unto

t hensel ves. They predicted the growh of a international
capitalist class that would have no national loyalties. Thirty
years down the road, when the evidence is exanm ned, this claim
turns out to not be true.

G ven the contrasting i mages, one that enphasizes how market
forces shoul d produce convergence in firnms and governnent
policies, and the other of a world where national capitalisns
persist, one is left to wonder about where the truth really |lies.
The purpose of this chapter is to untangle these questions in the
context of Europe. Europeanization, as it turns out, produces
evi dence to support both of these argunents. On the one hand,

t here has been nmuch convergence across Europe in terns of
produci ng markets with participants from many societies. On the
other, there is little evidence that this convergence has
produced a capitalist elite that transcends national borders.

| ndeed, large firns remain owned by people in particular

societies, by and | arge, and dependent on their honme governnents



for many things.

My basic argunent begins by trying to define what an
integrated market would | ook |like for a given coomodity. | use
the theory of fields elaborated to the context of markets to
produce conceptual |everage on this question. | argue that an
integrated market requires a single systemof rules of exchange,
property rights, and rules of conpetition and cooperation. To
produce a stable market requires that a "local" set of rules
evolves in a particular market that defines which firns are
dom nant and why and whi ch are peri pheral.

One of the main reasons that national systens have proved to
be so robust is because firns depend on their governnents and
societies for institutional stability. Wthout governments to
provide for stable rules, |abor market policies, systens of |aw,
and pronote investnents, there would be no markets. Capitali st
elites recognize this interdependency. Mreover, nost capitalist
elites want to try and defend their privileges. This neans that
they may like trade if they are "w nning", but they do not want
property rights to be part of this.

The purpose of devel oping this perspective on markets is to
apply it to what has occurred in the EU in the past 30 years. MWy
basi c argunent is that Europeani zation of the econony has neant a
great deal of pressure for increasing rules to nake trade easier
and nore transparent, what | will call "rules of exchange".
| ndeed, nost of the activities of the EU have been of this
variety. | will also present evidence that the EU has by and

| arge al so come to coordinate rules of conpetition and



cooperation for firnms involved in trade across borders. However,
there has been little convergence across Europe in property
rights. While there is sone novenent in this direction, national
political and economc elites (Wwth the exception of G eat
Britain) have held fast to rules to protect their control over
property rights in the largest and nost inportant firns in
society. Therefore, the evidence exists to show that two of the
three conditions for producing single markets exists within
Eur ope.

| then, turn to considering the degree to which markets have
becone integrated over tine. | exam ne cross border trade and
| ook for how it has changed across society and industrial sector.
My results provide evidence for the view that the European
political project is fundanentally about the degree to which
Eur opean markets are integrated. Over tine, the share of European
production that ends up in Europe has increased. |Indeed, Europe's
"external" trade dependence is relatively | ow as a percentage of
GDP. Having said this, sone European firns are increasingly
spreading their activities overseas. They are mainly investing in
the United States. But, they have been noving sonme of the
i nvestnment to Asia. Perhaps nost interesting, the Europeans, who
have traditionally been skeptical about the value of services,
have been extensively purchasing financial and business service
firns abroad at home and abr oad.

My main interpretation of the data presented here, is that
t he European econom c integration project rivals that of the U S

| ndeed, | will show that Europe is in many ways, as economcally



integrated as the U S. And like the U S., the | argest European
firms are looking to other markets to grow, particularly the
markets of North America. In this way, |arge European

mul tinationals are very simlar to their Anerican counterparts in
orientation. While national governnents remain inportant to

provi ding stable conditions for economc growh, they have

i ncreasingly pooled their sovereignty and nake collective
decisions in Brussels. National governnents also maintain the
bureaucrati c apparatus necessary to enforce rules. They al so
continue to foster separate systens of property rights.

The picture one obtains is of a European convergence within
mar kets where goods are heavily traded, but a | ack of convergence
in certain markets with little trade. There is also little
evi dence in convergence in either |abor relations regines or
property rights. Governnments continue to play pivotal roles in

protecting their nost organized workers and firnms.

VWhat is an integrated market?

To apply the theory of fields to understand market society,
it 1s necessary to define what kind of fields markets are, and
what types of social organization are necessary for stable
"markets as fields" to exist. The central insight of the
political-cultural approach to econom c sociol ogy proposed here,
is that to produce markets as stable fields requires four Kkinds
of social organization. It is useful to define the terns of ny

di scussi on.



Econom ¢ exchange ranges frominfrequent and unstructured to
frequent and structured. Markets are social arenas or fields that
exi st for the production and sale of some good or service and
they are characterized by structured exchange. | distinguish
mar kets as structured because | want to enphasize that they rely
on rules and social structures to guide and organi ze exchange.
Actors in unstructured or haphazard exchange have little invested
in the exchange and participants may or may not interact again.
VWil e they may benefit fromthe exchange, their ultimte surviva
does not depend on haphazard exchange. It is when the agents in
exchange begin to view their own stability (ie. reproduction) as
contingent on stabilizing trade, that they turn to soci al
organi zati onal vehicles. Exchange throughout human hi story has
often been closer to unstructured exchange but, markets in the
way in which | use the term here, have preexi sted nodern
capitalism

Markets (and this includes alnost all nodern production
markets) are mainly structured by sellers |ooking for buyers.' A
gi ven mar ket becones a stable field when the product being
exchanged has legitimacy with custoners, and the participants,
particularly the suppliers of the good or service, are able to
produce a status hierarchy whereby the | argest dom nate the
mar ket. These actors produce organi zati ons to nake the good, and
manage to create social relations between conpetitors that govern
conpetition. They use these social relations to remain in
exi stence on a period to period basis.? Thus, stable markets can

be described as "self reproducing role structures" where



i ncunbent and chal |l enger firns reproduce their positions on a
period to period basis (Wite, 1981).

The sellers generally produce the social structure in the
mar ket because their firms' existence is at stake if structured
exchange fails to take hold.® The social relations between
sellers in a stable market is one whereby one set of firns
produces a dom nate frame for the narket and the others firns
fall inline. This does not inply that the partners to any given
exchange between buyers and sellers have to be the same actors.
Sellers vie for custoners and custonmers may switch suppliers. The
stability of the sellers, in the sense of their organizational
survival, is what is inportant to the stability of the market. My
operational definition of a market is the situation where the
status hierarchy, and by inplication, the existence of the
| eading sellers, is reproduced on a period by period basis.

For exanple, the steel industry in the United States for
much of the 20th century, was a stable market with persistent
firmidentities and defined products. The largest firns
reproduced thensel ves on a period to period basis by being
vertically integrated and focussing on stabilizing prices even as
demand shifted radically (Fligstein, 1990). Since the m d-1960s,
the identities of the suppliers of steel products have been
transforned. Many of the |argest producers di sappeared and new
firms began to dom nate the market. The market itself becane
differentiated between products that were basic comodities and
hi gher end, higher value added products. The newer firnms were

able to take advantage of these changes to forma new market. The



field that once existed has di sappeared and two new market fields
have taken its place (Hogan 1984).

| do not nean to obliterate the distinction between a market
and an industry here. A market is a social arena where sellers
and buyers neet. But, for sellers and buyers to exist, a product
has to exist and soneone has to produce it. A market depends on
the buyers continuing to "show up" in a particular social space
to purchase the product. But, the sellers' firnms and their status
rel ati ons define what stability nmeans in the market. They defi ne
what the market is about and their relations define the |ocal
culture by which noney is to be nmade and stability produced.
While there is obviously an interdependency between buyers and
sellers, the sellers' stake in the arena is one of survival.

In spite of el aborate social nmechanisns and rules to guide
mar ket interaction, markets are inherently unstable fromthe
point of view of sellers. One of the deep insights of
neocl assi cal economics is that market society nmakes it very
profitable to create new markets. At the begi nning of nmarkets,
first novers can often reap huge rewards. But, as other econom c
actors realize this, they enter into the market, and prices begin
to drop. Moreover, as markets slow down in growh (as they
i nevitably do), firms have incentives to go after nore market
share and to begin to cut prices. Products can be del egiti nated,
nost often by bei ng superseded by other products. It is these
opportunities and problens that create unstable conditions for
producers.

Even where seller relations have been stabilized, it is



possible for themto be upset. The "ganme" is to find a way to
produce a market as a stable field. These stable markets contain
social structures that specify the relations between dom nant,
chal l enger and seller firns. The social relations are oriented
toward nmai ntaining the advantaged positions of the |argest seller
firms in the face of their challengers. They define how the

mar ket wor ks and how conpetition is structured.

As fornms of social organization, nmarket structures involve
both cognitive understandi ngs and concrete social relations. The
cogni tive understandings are of two sorts: general societal
under st andi ngs about how to organi ze narkets and sol ve the
probl ens of stability, and specific understandi ngs about the way
a particular market works. These specific understandi ngs provide
actors with ways to nmake sense of their conpetitors' actions.

The concrete social relations in a given market will reflect
t he uni que history of that market and its dependency on ot her
mar kets. These relations will constitute which firns are dom nant
and why, and their relations to challenger firnms. The ultimte
success of firns in producing stable fields (ie. social
structures to stabilize their relationships wth one another), is
dependent on the general principles of making markets in their
society, and the ability to find a way to do this within a
particul ar market.

The first problemfor devel opi ng a sociology of markets is
to propose theoretically the kinds of rules and understandi ngs
necessary to maki ng structured exchange (ie. markets as fields)

possible in the first place. There are four types of rules



rel evant to produci ng social structures in markets-- what can be
call ed property rights, governance structures, rules of exchange,
and conceptions of control.

It is through the existence of these institutions that
actors produce social structures to organi ze thenselves, to
conpete and cooperate, and to exchange with one another in a
regul ar and reproduci bl e fashion. Each of these types of soci al
structure is directed at different problens of instability. Some
are nore related to the general problemof creating a market in
the first place and others have to do with insuring the stability
of firms in a particular market.

Property rights are rules that define who has clainms on the
profits of firnms (akin to what agency theorists call "residual
clainms" on the free cash flow of firnms (Jensen and Meckling 1974,
Fama 1980)). This | eaves open the issues of the different |egal
forms that exist; the relationship between sharehol ders and
enpl oyees, local communities, suppliers, and custoners; and the
role of the state in directing investnment, owning firns, and
protecting workers. | argue that the constitution of property
rights is a continuous and contestable political process, not the
outcone of an efficient process (for a simlar argunent, see Roe
1994). Organi zed groups from busi ness, | abor, governnment
agencies, and political parties will try to affect the
constitution of property rights.

The division of property rights is at the core of market
society. Property rights define who is in control of the

capitalist enterprise and who has rights to claimthe surplus.



Property rights do not always have to favor the privil eged groups
in society. If, for instance, governnents own firns and contro

i nvest ment deci sions, their decisions can take into account
different divisions of profits. Cooperative businesses or
partnerships can allow for equal distribution of profits. Wrkers
can receive part of their pay in profit sharing schenes.

Property rights are necessary to markets because they define
the social relationships between owners and everyone else in
society. This stabilizes markets by making it clear who is
ri sking what and who gets the reward, in a particul ar market
situation. A given firms suppliers know who is the responsible
entity. Property rights thus function to produce two forns of
stability: defining the power rel ationships between
constituencies in and around firns, and signalling to other firns
who they are.?

Governance structures refer to the general rules in a
society that define relations of conpetition, cooperation, and
definitions of how firns should be organi zed. These rul es define
the legal and illegal fornms of how firms can control conpetition.
They take two forns: (1) laws and (2) informal institutional
practices. Laws called antitrust, conpetition, or anti-cartel
| aws, exist in nost advanced industrial societies. The passage,
enforcement, and judicial interpretation of these laws is
contested (Fligstein 1990), and the content of such |laws varies
wi dely across societies. Some societies allow extensive
cooperation between conpetitors particular when foreign trade is

i nvolved, while others tend try to reduce the effects of barriers



to entry and pronote conpetition. Conpetition is not just

regul ated within societies, but across societies. Countries have
tariffs and trade barriers to help national industry to conpete
with foreign conpetitors. These | aws often benefit particul ar
sectors of the econony.

Mar ket societies develop nore informal institutional
practices which are enbedded in existing organi zati ons as
routines and are available to actors in other organi zations. Sone
mechani snms of transm ssion are professional associations,
managenent consultants, and the exchange of professional managers
(D Maggi o and Powel | 1983). These informal practices include how
to arrange a work organi zation (such as the nultidivisional
form, howto wite |abor and managenent contracts, and where to
draw t he boundaries of the firm So, for instance, firns can
conpete on price, but if firms infringe on one another's patents
or trade secrets, they are likely to run afoul of the |aw They
al so include current views of what constitutes |legal and ill egal
behavi or of firms. Governance structures help define the | egal
and normative rules by which firns structure thenselves and their
relations to conpetitors. In this way, they generally function to
stabilize those rel ations.

Rul es of exchange define who can transact with whom and the
condi tions under which transactions are carried out. Rules nust
be established regarding shipping, billing, insurance, the
exchange of noney (i.e., banks), and the enforcenent of
contracts. Rules of exchange also regulate health and safety

standards of products and the standardization of products nore



general ly. For exanple, many pharmaceutical products undergo
extensive testing procedures. Health and safety standards help
bot h buyers and sellers and facilitate exchange between parties
who may have only fleeting interactions. Products produced in one
country often have to neet the safety standards of those products
i n anot her country.

Product standardi zati on has becone increasingly inportant in
the context of rules of exchange, particularly in the
t el ecommuni cati ons and conputer industries. There exist extensive
nati onal and international bodies neet to agree on standards for
products across many industries. Standard settings produces
shared rul es that guarantee that products will be conpatible.
This facilitates exchange by nmaking it nore certain that produce
bought and sold will work the way they are intended.

Rul es of exchange help stabilize markets by insuring that
exchanges occur under a set of rules that apply to everyone. If
firms who ship their goods across a particular society do not
have rul es of exchange, such exchanges wi || be haphazard at best.
Maki ng these rul es has becone even nore inportant for trade
across societies. Many of the newest international trade
agreenents, including the European Union's Single Market Program
and the last round of GATT, focus on produci ng and harnoni zi ng
practices around rul es of exchange.

The purpose of action in a given market is to create and
mai ntain stable worlds within and across firnms that allow
dom nant firms to survive. Conceptions of control refer to both

t he understandi ngs that structure perceptions of how a particul ar



mar ket works and the real relations of domnation in the market.
A conception of control is sinmultaneously a worldview that allows
actors to interpret the actions of others and a reflection of how
the market is structured. Conceptions of control reflect market
specific agreenents between actors in firns on principles of
internal organization (ie., forns of hierarchy), tactics for
conpetition or cooperation (ie. strategies), and the hierarchy or
status ordering of firnms in a given market.

A conception of control is a formof "local know edge"
(Geertz 1983).° Conceptions of control are historical and
cul tural products. They are historically specific to a certain
industry in a certain society. They are cultural in that they
forma set of understandings and practices about how things work

in a particular market setting.

The Integration of European Markets

There are two sorts of market integration projects that this
anal ysis suggests. First, is the political-legal project that
woul d produce a single set of rules to govern market activities.
To say that there existed a single market in a geographic area
woul d inply that there exists a single set of rules to govern
exchange, to regul ate conpetition and cooperation between firns,
and to define property rights. In the real world, there are no
single markets in this way. It nmay conme as a surprise to readers,
but the U S., which is often held up as a single narket does not

have a single set of rules defining property rights and there are



sone differences in rules of exchange. These are caused by the
fact the U S. is a federal systemand in the evolution of the
nati onal econony, state governnents have kept some jurisdiction
over econom c activities within their borders. The U S., is of
course, nore a single market in a geographic sense than an

uni ntegrated market, but this is a question of degree.

The second way in which markets are integrated concern
exactly who the main market participants are. So, a particular
mar ket may be fragnented geographically or not. It is possible
that markets are integrated in terns of |aws and practices, but
t hat because of which firnms are in the markets, they may be in
reality fragnented.

Fromthis perspective, we can begin to exam ne the degree to
which world markets are integrated. So, for exanple, sonme
mar kets, |ike high technol ogy weapons, may be highly regul ated
and national in orientation. There do not exist rules of
exchange, rul es about cooperation and conpetition, or rules about
property rights. Finally, there will be little direct conpetition
between firnms across societies. Other markets may be highly
integrated. World currency markets operate according to a set of
rules, allow free exchange, and have partici pants from around the
world. There are generally less international agreenents about
conpetition policy, but even here, there are exceptions. The
Wrld Trade Organi zati on exam nes world trade practices in order
to discover if societies are creating illegal trade barriers to
keep out foreign conpetitors in markets where societies have

si gned agreenents. \What appears to be |east integrated across



world markets, is the market for property rights.

The case of the EU can be held up to simlar standards. In
t he next chapter, I wll show that Europe now has fairly free
exchange in markets where firns are trying to trade. There al so
exi sts a substantial nunber of rules governing various forns of
nontariff trade barriers that would effect conpetition. Rules
about conpetition policy exist across Europe and apply broadly.
What is least integrated is European property rights regi nes. The
only country in western Europe with a market for corporate
control is Great Britain. | will consider this issue in nore
depth later in this chapter.

| f one accepts for a nonent that Europe is a single market
in ternms of market access, the ease of engaging in transactions
across national borders, and conpetition policy, then one can
turn to the degree to which Europe is actually a single market in
practice. This inplies examning the data on trade w thin Europe
and between Europe and the rest of the world over tine.

(Tabl e 1 about here)

It is useful to consider world trade nore broadly before
turning attention to Europe. Table 1 presents data on the shares
of world trade by region. There are several interesting and
inportant features in this table. First, western European
countries accounted for between 40.2 and 48.3% of world exports
and 39.6 to 44.8% of world inportant over the period 1980-1995.
The share of world trade in which European countries were
i nvol ved was extrenely high and relatively stable over tinme. If

anyt hi ng exports are grow ng, while inportant are remaining



stable as a share of world output. In this sense, when we talk
about gl obalization and world trade, about half of what we are
tal ki ng about is trade anongst the nations of western Europe.

There are several other inportant features to note about
this table. First, the devel oped worlds' share of world exports
(ie. North Amrerica, Japan, and Western Europe) was roughly 65%in
1980 and increased to about 71%in 1995. As world trade grew in
real dollar ternms, the devel oped world's share of trade increased
and not decreased. Finally, there was a huge increase in the
shares of inports and exports for nonJapan Asia over the period
as these increased fromabout 10%to about 18% The real |osers
in world trade over tine were the C 1.S., Eastern Europe, and the
rest of the devel opi ng worl d.

A obalization from 1980-1995 thus showed a great deal of
continuity in terns of the relative shares of trade going to the
nost devel oped societies (indeed, their shares were increasing)
and Europe continues to domnate world trade. The real w nners
were the devel oping countries of Asia while the real |osers were
the rest of the world.

(Tabl e 2 about here)

Tabl e 2 shows a snapshot of the ultimte destination of
trade in 1993. Exports are divided into three regions: Asia,
Western Europe, and North Anmerica. Mst of the exports of Western
Europe (al nost 70% end up in Western Europe. 46.5%of Asia's
exports end up in Asia while only 35.6% of North Anerica's
exports end up in North Anerica. Table 1 and table show provide

convi nci ng evidence that world trade in the past 15 years is



greatly centered on western Europe. The countries of western
Eur ope account for alnost half of world trade and about 70% of
that trade ends up in Europe. This is clearly evidence for
Eur opeani zat i on.
(Tabl e 3 about here)

It is useful to disaggregate these trade patterns to observe
how t hey break out over product groups. Table 3 provides a
br eakdown whi ch isolates the countries of the EU North America,
and Asia, exam nes what they trade in, and | ooks nore cl osely at
the destination of their trade. The bottom panel of the table
exam nes trade specialization. The EU, which accounts for about
45% of worl d exports, produces about that share of agricultural
exports and slightly nore than its share of manufactured goods.
It produces a great deal less of mneral raw materials and office
and tel ecommuni cati ons equi pnent. North Anerica (about 16% of
worl d exports) exports about its share in manufactured goods,
slightly nmore than its share of agriculture products and office
and tel ecommuni cati ons equi pnent, and |less than its share of
m ni ng. Asia (about 28% of world exports) produces way over its
share of office and tel ecommunications equi pment, slightly under
its share of manufactured goods, and |less than its share of
agricultural and mneral products. This table is the clearest
snapshot that captures the rise of high technol ogy production in
Asi a.

However, if one begins to exam ne these data nore carefully,
they begin to tell a nore subtle story. So, while the Asian

societies domnate world exports for office and tel ecomruni cation



equi pnent, their exports ($193.1 billion) account for |ess than
5% of world trade in 1993. A large part of that share ends up in
Asia and to a |l esser degree the U S. Europe inported about $42
billion fromAsia in 1993, while European trade in office and

t el ecommuni cati ons equi pnent was $102.1 billion and inports from
the U S. were $71.2 billion. Thus, even with the high production
of high technol ogy conputer products, the EU was produci ng al nost
three tinmes as nuch equipnment in dollar terns, and was inporting
al nrost twice as much from Anerica than Asi a.

The nost interesting part of the table is caught by
exam ning the shares of exports of the products that end up with
each region. Very high anmounts of European production of
agriculture and mnerals end up in Europe. Europeans do export
nor e manuf actured goods al though 67.1% still end up in Europe. As
al ready noted, nost of European office and tel ecommuni cation
equi pnent ends up in Europe. Table 3 reinforces the concl usions
in tables 1 and 2. The EU exports dom nant shares of manufactured
goods, and agricultural products, and |less of mneral products
and office and tel ecommuni cations equi pnment. The EU is the
| argest exporter in the world, but nost of that export ends up in
Eur ope.

(Figure 1 about here)

Figure 1 graphically portrays what has happened i n European
exporting between 1980 and 1995. Between 20 and 25% of European
GDP was accounted for by exports over the period. Exports started
at the higher end of that range, declined until the early 1990s,

and increased thereafter. The percentage of European GDP



accounted for by exports to other EU countries changed from about
15%to 18% over the period. This change occurred consistently.
Thus, over tine, while the percentage of European GDP involved in
exports noved within a relatively narrow band, the percentage of
Eur opean GDP accounted for by exports to Europe increased. The
top line of figure three shows the percentage of total exports
due to intra-EU trade. Not surprisingly, this increases from
about 60%in 1980 to a little over 70%in 1995. European
soci eties were not becom ng nore trade dependent over the period,
but they were increasingly turning that trade towards the other
menbers of the EU. This is evidence that the Single Market had
the effect of redirecting European trade to the other countries
of Eur ope.

(Tabl e 4 about here)

The final table to examne in ternms of econonm c exchange
across Europe considers how these changes in trade worked out
across countries between 1980 and 1995. W see that the U S
al nost doubl ed exports as a percentage of CGDP over this era,
al beit starting froma low |l evel. Japan's internal econony grew
faster than its exports over the period and so trade as a
percentage of its GDP fell. In Europe, there are two patterns to
note. First, Germany's exports as a percentage of GDP rose and
then fell. By 1995, exports as a percentage of GDP were snaller
than they were in 1980. Second, both France and Italy becane nore
trade dependent while Great Britain stayed about the sane. In
1995, the four |argest European econom es were all about equally

trade dependent at about having exports as 20% of GDP. Europe's



smal l er countries are even nore trade dependent. Ireland,
Bel gium the Netherlands, and Luxenbourg depend on exports for
over 60% of GDP

Taken together, these tables inply that the story about
gl obal i zation as a description of what is happening to world
trade is too broad. In fact, what has been going on in the world
econony are two main trends: Europeanization, and the growh of
nonJapan Asi a. Asian societies have increased their share of
worl d exports, not at the expense of the devel oped world, but at
t he expense of the | ess devel oped world. They have produced huge
exports in office and tel ecommuni cati ons equi pnent, but remain
| ess conpetitive in manufacturing. Europe, continues to be the
| argest trade zone in the world with alnost half of world trade
occurring across the borders in western Europe. This share has
remai ned stable over tine. \Wat has changed is that European
countries, as a result of the single market, are trading nore
wi th each other, and less with the rest of the world. Taken
together, this is evidence that European markets are continuing
to integrate in the sense that European firns are comng to face

one another nore and nore in European product markets.

Eur opeani zation and the Strategies of Large Firns

| f trade across Europe has grown nore dense, it is
interesting to consider exactly what this neans for corporations.
One can imagine that firnms engaged in export would pursue one of

two strategies as they expand their activities in Europe. First,



they could decide to redistribute their activities across Europe.
This would nean that they woul d nake investnent in plant capacity
and buy up firns in other countries. They could do this to | ower
the costs of their wage bills or to just be closer to finished
mar kets. Alternatively, since the single market neans that
European firns are theoretically free to ship goods anywhere in
Europe with few barriers, firns could decide to stay at hone.

| ndeed, as trade barriers decrease and transportation and

communi cations costs decrease, firns would feel |less conpelled to
relocate facilities to other societies.

To figure out what |arge European corporations are doing, it
woul d be useful to have data on their activities as they change
over time. Unfortunately, data of this sort just does not exist.
So, instead, | will rely on available data and try and exam ne
nore indirect evidence to ascertain if changes are occurring over
tine.

The first data | consider conme froma study of the world's
| argest nultinational corporations in 1987 (Stafford and Purkis,
1989). This data set is unique in that it contains information on
the worlds | argest 450 nultinational corporations. It attenpts to
di saggregate where firns have their main investnents, assesses
their major markets, and considers their main strategies. This
snapshot of the world's nultinationals gives us a great deal of
insight into the organization of the activities of the |argest
firms around the world. It also allows us to conpare the
activities of European based nultinationals to other firnms of

simlar size and with simlar aspirations. Thus, we can see the



degree to which European firnms are like or not |ike the
mul ti national firnms of other societies.
(Tabl e 5 about here)

Tabl e 5 presents data on investnent of the world s |argest
mul ti nati onal s broken down by whether or not the firmare
headquartered in the EU or somewhere else. EU firns and non EU
firms have about 60% of their assets invested in their hone
countries and about 20% of their additional assets invested in
the rest of Europe, but not their home country. Interestingly,
these totals are not statistically significantly different. Thus,
Eur opean nul tinationals and non European multinationals are
simlar in how they have invested at hone and in Europe.

But, EU and non EU multinationals differ greatly when it
conmes to sales. EUfirnms sell 20.9% | ess of their production at
home than do non-EU firnms, which is a statistically significant
di fference. They also sell about 40% nore to their European
counterparts than do the rest of the world's nmultinationals. This
is also a statistically significant difference. Even nore
telling, is the degree to which European | arge corporations are
concentrated in the European market. EU nultinationals, al
toget her sell on average 70.5% of their production in Europe and
have 75.8% of their assets in Europe.

These results, taken together suggest that EU nmultinationals
are nmuch nore Eurocentric than multinationals in general. They
tend to invest nore at honme, export nore of what they produce,
and export nost of their products to the rest of Europe. | note

that the ratio of non European firns sales and investnent are



roughly the sane at honme, and overseas. This suggests that they
have made investnents to be close to nmarkets. European firns, on
t he ot her hand, have not made those investnents as nuch and are
nore likely to be exporting fromtheir European honme. It is no
exaggeration to say that EU nmultinationals are predom nantly
" Eur opeani zed".

(Tabl e 6 about here)

Tabl e 6 expands this anal ysis by breaki ng down differences
bet ween European and non European firns into nore categories. The
tope of the table considers the strategies of European firnmns.
Strategy, here, refers to the product mx of firnms. Large
corporations, by definition tend to produce a nultitude of
products. The |ink between those products has been the subject of
a great deal of business and economic history (Chandler, 1961;
Fligstein, 1990; Dunning, 1995; Teece, 1987; CGort, 1967; Runelt,
1970) .

There are four major sorts of explanations that exist for
this diversification. Econom c explanations tend to focus on
econom es of scope. Firns enter in new businesses that are
related to their main business, either to beconme their own
supplier of sone key product, or because the product is naturally
related to products they are already producing. So, a conpany
maki ng gasoline finds it natural to produce fuel oil, diesel
fuel, and petrochemcals. This allows themto also gain econom es
of scal e because they can produce |arger quantities of common
i nputs into outputs.

A second set of explanations centers on the role of



transaction costs in drawi ng the boundaries of the firm
Transaction cost anal ysis suggests that diversification results
fromcapital market failure. Here, firms di scover opportunities
that they can successfully exploit by controlling them
internally. If capital markets were perfect, they would provide
investnment into these new arenas. But firms, because of their
asset specificity (ie. investnents in new products) are better
able to capitalize on related products than the market which has
a difficult tinme evaluating the new opportunity. It therefore
invests too little.

A third set of explanations focuses on firns strategi es and
the possibility to enter new markets. Here, technol ogy and the
core conpetencies of the firmare used to di scover new narkets
either for products that already exist or products that spin off
from existing products.

Finally, firms diversify to spread risk and survive.
Fligstein (1990) shows that diversification took off during the
Depression in the U S. During this period, firns' found their
exi stence threatened by | ack of sales. They nade sal es and
marketing a nore inportant function of the firmand realized that
finding new products for existing products or expandi ng product
lines was a way to insure the survival of the firm After the
Second World War, the U S. governnment aggressively persuade firns
who were dom nant in a single product line. This further
encouraged firns to engage in diversification. During the 1950s,
sonme entrepreneurs discovered that diversification for purely

financial reasons made sense. They began to build acquisitive



congl onerates. Firnms were bought and sold on the basis of their
potential growh and the rel ative cheapness of the assets.

Wi chever expl anation scholars favor, by the late 1960s, the
| argest corporations had diversified their product |ines
substantially. The top of table 6 divides product m xes into
t hree rough categories: product dom nant, product rel ated, and
product unrelated. Firns coded as product dom nant were producing
over 90% of their product in a single main industry. Firns in
this category were likely to be sone netal making firns (e.qg.
steel, alum nun) or sone automakers. Product related inplies that
firms are producing products in nore than one major industry, and
that the main industry does not account for nore than 90% of
production. The products in the two industries need to bear sone
relation to each other either by using related technol ogies,
depending on simlar outputs, or serving simlar markets. So, oi
conpani es that were producing oil and chemcals would be in this
category. Most firnms produci ng consuner goods, drug conpani es,
and even machinery mght be in these categories. Congl onerates
were cases where there was no obvious |ink between products being
produced and no single industry accounted for nore than 90% of
pr oducti on.

Wil e there remai ns sonme di sagreenent over why firns
diversify, it is clear that over the course of the century the
| argest corporations have becone nore diversified in their
product m x. Table 6 shows that EU and non EU firns were
diversified. Al nost 20% of both categories of firns were in the

product dom nant category. EU firnms were slightly nore



congl onerate in character than nonEU nultinationals. However, the
di fference between the two distributions is not statistically
significant. So, at least in terns of product m xes, European and
nonEuropean firnms are simlarly diversified. This shows a certain
convergence in the strategies of the |largest corporations in the
wor | d.

The mddle part of the table considers nore closely the
degree to which EU firnms are nore dependent on the nonhone
Eur opean nmarket for sales. About 67% of nonEU mul tinati onal
depend on Europe for less than 25% of their sales. Al nost 60% of
EU firms, depend on the nonhone European market for nore than 25%
of their sales. This difference is statistically significant.

The bottom of table 6 shows the nunber of firns with nore
assets than sales at home versus those with fewer assets and
sales at hone. Here there is a clear difference betwen EU and
non EU nul tinationals. 84.6% of EU nmultinationals have nore
assets than sales at hone while 56.2% of other nultinationals
have nore assets than sales at hone. This difference is highly
statistically significant. EU nultinationals basically are nore
likely to produce at honme and ship abroad than non Eu
mul ti nati onal s.

The snapshot of European versus nonEuropean firns in 1987
shows quite clearly the simlarities and differences between EU
and non EU nmultinationals. Large nmultinationals tend to be highly
di versified, have about 60% of their investnents at hone and 40%
abroad, and have about 20% of their sales to the EU (not

including their hone country). In these ways, EU and other | arge



mul tinationals closely resenble one another. EU nultinationals,
however, sell nuch less of their product at home than other

mul tinationals and sell much nore or their product in Europe than
do other multinationals. The picture this suggests is that
investnents are made in the hone country for the European market.
They are driven by opportunity, but also the fact that the hone
mar kets are relatively small. European nmultinationals are nore
national, in this sense, and nore European than their

counterparts in the population of the |argest firns.

Changes in Investnent in Europe in the 1990s

The problemw th the data just presented, is that it is a
snapshot in tine. There have been three events since this data
have been gathered that m ght nmake it obsolete. First, firns were
still preparing for the conpletion of the Single Market during
this period. Their investnment patterns may have changed even as
this data was coll ected. Second, global trade did increase
substantially during the 1990s. | have showed in this chapter
that in the EU this neant nore intra-European trade. This
increase in intra-European trade coul d have effected investnent
decisions as well. Finally, at the end of this period, the EU has
gone towards nonetary union. The nonetary union could al so
encourage firnms to expand their investnent because the
differential costs of factors like |and and | abor are becom ng
nore transparent and the transaction costs of doing investnents

are | ower.



Unfortunately, there currently exists no data replicating
the Stafford and Purkis study. But it is possible to construct
data on cross border nergers and investnents in order to
ascertain what European firns were doing since 1987. To sum up
what | will try to show, the data show nostly continuity, but
t here does appear to be sone changing in the anmount and nunber of
cross border investnents and nergers. Generally, firms continue
to nostly invest at honme. They are also nore likely to engage in
mergers with firns at home. When they decide to enter markets
across borders, they nost frequently do so through a joint
venture with other firns. This suggests continuity with the 1987
dat a.

The mai n changes appear to be by the link between the U S.
mar ket and the European market. Many European firns have entered
into nergers with firms fromthe U S. They have taken advant age
of the existence of the U S. market for corporate control to buy
up U.S. firnms. Many European firnms also are involved in joint
ventures with Anerican firnms in Europe. There is thus, sone
evi dence that European firns are becom ng nore global in the
sense that they are acquiring a |arger presence in the U S.
mar ket place. Finally, there is evidence that Europeans do little
investnment in Asia and that their trade and investnent with Japan
is very low To the degree that there has been any change, and
here, it is difficult to judge, U S. and European firns are
drawi ng cl oser together and Asian and Japanese firnms are |ess
i nvol ved.

(Tabl e 7 about here)



Tabl e 7 breaks these patterns out by the main country of
origin. British firnms depend on Europe for their export markets
about half as much as German or French firms. These nunbers
suggest why the British governnent is | ess European focussed than
conti nental European governnents. Still, British firnms depend on
Europe for alnost two-thirds of thei sales while French and
German firns depend on Europe for alnost 80% of ther sales. It is
al so worth noting that the Japanese chall enge in Europe has been
very small. Japanese multinationals average | ess than 10% of
their sales to Europe

Tabl e 8 presents data on ivestnent flows towards and out of
the EU. The top of the table shows that in the run up to the
Single Market, firnms fromthe EFTA countries invested heavily in
the EU. This began to drop off by 1992 and the U S. assuned its
traditional role as the main investor in Europe. Japan increased
its share of investnent in Europe in the period of the single
market, but this tailed off at the end of the period as well.

(Tabl e 8 about here)

The bottom of table 8 shows where firnms in EU countries were
investing during the run up to the single market. It is clear
that EU conpanies were not investing in the EFTA countries. They
were heavily investing in the U S. through nost of the period,
particularly during the merger novenment of the 1980s. There was
al nost no European investnent in Japan. There was an increasing
percentage of investnment in the rest of the world. A fair anount

of this investnent was in Australia, Canada, and other countries



wi th natural resources.
(Tabl e 9 about here)

Table 9 tries to get a the question as to whether or not
European firnms were primarily investing in other European
societies or elsewhere. In 1993, about 60% of EU cross border
investnment was in the EU, while about 40% was sonmewhere el se.
Qutside investnent in the EU equalled the flow of investnent
outside the EU (both were about 21 billion ecus). This data is
difficult to interpret for two reasons. First, it is only one
year of data. Investnent flows are notoriously unstable. Second,
wi t hout knowi ng how nuch investnent was made in the home country
by firms, it is difficult to tell if thisis a lot of foreign
investnment or a little. Still European firnms when investing
aborad were investing nostly in Europe.

Anot her way to get a handl e on whether or not the investnent
strategies of European firnms shifted over this period is to study
cross border nergers and joint ventures. Mergers suggest the
degree to which firnms are adding capacity across borders. It is
important to not just consider intra-EU nergers, but also nergers
across societies. The existence of joint ventures suggest a nore
nodest form of inter-country cooperation. Here firns decide to
enter for a given market by jointly producing or marketing
products. Concl usions nust be taken cautiously. As with nmuch of
the data, these data are fragnmented and sonmewhat i nconpl ete.

(Figure 3 about here)
Figure 3 presents data on the nunber of nergers and joint

ventures that the 1000 | argest European firnms engaged in on a



year to year basis from 1982 to 1992. The table clearly reveals
the influence on the single market on nmergers and to a | esser
degree joint ventures. The |l argest European firns increased their
merger activity between 1984 (the announcenent of the single
mar ket) and 1990). Merger activity peaked in 1989 and fell off
afterwards. Joint ventures follow a simlar pattern and peak in
1989 as wel | .

(Figure 4 about here)

Figure 4 presents data on who the country of origin of the
merger targets. At the beginning of the nerger wave 60-70% of the
mergers were within national borders. But as the nerger wave grew
and peaked in 21989, cross border nergers increased. In 1989, the
peak year of merger activity, EU nmergers made up a slightly
hi gher percentage of all nerger activity of the 1000 | argest EU
firms. After 1989, however, national nergers becane prom nent
once again and EU nergers dropped off. The nunber of nergers with
non-EU firms fluctuated over the period. This table shows that it
decreased after 1982, picked up after 1984 and peaked in 1990.
Still even at its peak, the |argest European firnms were engaged
in alnost 80% of their nergers with other European firms. This
tabl e presents clear evidence that the run up to the single
mar ket increased cross border nerger activity. But, national
mergers predom nated through nost of the period. There is thus
evidence for the reinforcenent of national firmidentities and at
| east sonme Europeani zation of sone firns.

(Figure 5 about here)

Figure 5 considers the changes in joint ventures for



European firms over the sanme period. At the start of the period,
nost European firnms were engaging in joint ventures with firns
fromtheir society, although there was a substantial anmount of
cross border joint ventures and joint ventures with nonEU firns.
By the tine the single market project was done in 1992, the
pattern of joint ventures had changed dramatically. Joint
ventures with EU firnms were the hi ghest category, followed by
joint ventures with hone country firms, and nonEU firns. Roughly
one-third of the new joint ventures in Europe were in each
category by the end of the period. The nobst dramatic increase was
in joint ventures with nonEU firnms. Cearly, in the run up to the
single market, nonEU firnms deci ded they needed to partner with EU
firms in order to not be shut out of the single market. EU firns
that were reticent to enter other EU markets through direct
i nvestnment or acquisition found joint ventures to be attractive.
These two figures suggest that the single market intensified
t he European character of the largest firns. They conducted nore
cross border nergers and engaged in nore joint ventures with both
Eur opean and nonEU firns. However, EU firnms still conduct nost of
their nmergers with honme country firnms. This historical pattern
has reasserted itself in the 1990s. The | argest European firns
prepared thensel ves for the single market by getting nore
presence in other European countries either by nerging for market
share at honme or abroad. They al so engaged in nore joint ventures
with both EU and non EU firnms. Their propensity to favor nerger
wi th home country firms and joint ventures with EU or nonEU firns

inplies a preservation in the national character of the |argest



firns.

Concl usi on

The European Union is the largest trading zone in the world.
It accounts for nearly half of world trade. Astoundingly, al nost
70% of that total originates and ends up in the EU As of 1992,
Eurostat, the agency in charge of collating statistics for the
Eur opean Union started to describe this internal trade as the
internal market. They began to consider only trade outside of the
EU as foriegn trade. This clearly is a sonewhat synbolic gesture,
but it captures a real truth. Europe is a kind of single market.

This can be juxtaposed to the jarring realization that
governments continue to see thensel ves as soveriegn states and
t he people of the nations of Europe do not consider these facts
to be consequenti al .

How can this be? | would argue that one of the main reasons
is thoat nost economic activity within Europe still takes place
wi thin national borders. But equally inportant, European firns
continue to have primarily national identities. They continue to
be owned predom nantly by people froma single society. As | have
shown, the | argest Eureopean corporations do nost of their
busi ness in Europe. They also | ocate nore of their productive
activities in their home country than do nmultinationals from
around the world. Thus, while they are big European traders, they
are also firmy wedded to national governnents and | abor markets.

The single market and the increases in trade have altered



this picture a bit. It is clear that | arge European firnms in the
run up to the single market engaged in nore cross border nergers
than they had previously done. But, it is also clear that even
these firnms primarily engage in nergers with firns fromtheir own
society. After 1992, firnms reverted to primarily engaging not in
cross border nergers, but in national nmergers. The | argest firns,
when they went cross border tended to take partners in joint
ventures. They just maintained their natuional firm while
engaging in joint production with firms from other societies.
Lastly, there is evidence that firnms fromother societies also
increasingly invested in Europe from 1984-1992. Mainly U S. firns
engaged in both nmergers but nostly joint ventures or direct
foriegn investnment to prepared thenselves to compete in the
singl e market.

So, the Single Market and the Euro are now econom c facts
t hat push forward Europeani zation on a market by market basis.
Yet, in spite of these integration projects, the |argest European
firms remain national in orientation and production. |If one
considers smaller firms, this becones even nore true. Their
productive activities are even nore concentrated at hone and
their sales in the rest of Europe do not require themto expand

abr oad.



Tabl e 1. Percentage of world nerchandi se exports by regi on, 1980,

1985, 1990, 1995

1980 1985 1990 1995

North Anerica

Exports 14. 4 16.0 15. 4 15.9

| mports 15.5 21.7 18. 4 18.7
Latin Anerica

(wi th Mexico)

Exports 5.4 5.6 4.3 4.6

| mports 5.9 4.2 3.6 4.9
West ern Eur ope

Exports 40. 2 40. 1 48. 3 44. 8

| mports 44. 8 39.6 44. 7 43.5
Eastern Europe

(with C.1.9)

Exports 7.8 8.1 3.1 3.1

| nports 7.5 7.4 3.3 2.9
Africa

Exports 5.9 4.2 3.0 2.1

| nports 4.7 3.5 2.7 2.4
M ddl e East

Exports 10.6 5.3 4.0 2.9

| mports 5.0 4.5 2.8 2.6
Japan

Exports 6.4 9.1 8.5 9.1

| mports 6.8 6.5 6.8 6.7
Asi a

Exports 9.2 11.7 13.3 17.5

| mports 9.9 12.3 14.5 18.3
Source: World Trade Associ ation Annual Report, 1995, table I11.1,

[



Tabl e 2: Regi onal

exports, 1993; percentage of
regi on
Nort h
Anerica
Origins of
Tr ade
North America 35.6
West ern Eur ope 8.0
Asi a 26. 4

Source: Wirld Trade Organi zati on Annual

. 1.

structure of world nmerchandi se trade in

regi onal exports shipped to each

Desti nati on of Trade

Western Asi a Rest of Total
Eur ope Wor | d
20.2 25.0 19.2 100.0
68. 9 8.8 14. 3 100.0
17.0 46.5 14. 2 100.0
Report (1996), table



Tabl e 3: Network of exports by region and product, 1993

Desti nati ons

Tot al EU Nort h Asi a Rest of
in Billion $ Anerica Wrld
Oigin
Wrld 3641.0 42.7 19. 4 22.8 15.1
Agric 437. 8 47.7 11.9 23.4 17.0
(12. 0%
M ni ng 433.0 40.1 18.1 30.2 11.6
(11. 9%
Manu 2288.9 43.9 20.0 20.7 15.3
62. 8%
Oficel 379. 4 36. 4 27.3 27.8 8.5
Tel ecom
Equi p. (10.4%
EU
Agric 196. 7 76.7 4.2 5.0 14. 1
M ni ng 110. 6 78. 4 8.4 4.0 9.2
Manuf 1162. 7 67.1 8.7 9.9 14. 3
Oficel 102.1 71. 4 9.8 9.3 9.5
Tel ecom
Equi p.
North America
Agric 85. 6 16. 2 25.6 37.7 20.5
M ni ng 43. 2 15.0 51.6 21.9 11.5
Manu 371.3 19.0 43. 4 21.0 16. 3
Oficel 71.2 27.2 23.6 35.8 13.1
Tel ecom
Equi p.
Asi a
Agric 83.5 15.6 11.6 61.0 21.8
M ni ng 69. 8 6.7 4.6 83.2 5.5
Manug 589. 1 18.0 28.0 44. 1 9.9
Oficel 193.1 21.6 37.0 36.0 5.4
Tel ecom
Equi p.
% of Wbrld Exports
Agric 44. 9 19.5 19.1 16.5
M ni ng 25.5 9.9 16.1 49.5
Manu 50. 8 16. 2 25.9 7.1
Oficel 26.7 19.3 50. 8 3.2

Tel ecom Equi p.

Source: Wirld Trade Organi zati on Annual Report, Table A 7.



Tabl e 4. Exports as a percentage of GNP for sel ected advanced

i ndustrial countries, 1970, 1980, 1985, 1990, 1995
Country 1970 1980 1985 1990
United States 4.2 7.9 5.1 6.7
Cer many 18.5 23.6 29. 4 25.9
Japan 9.5 12.2 13.1 9.8
France 12. 4 16. 7 18.5 17.5
Italy 12.3 17. 4 18.5 15.5
Uni ted Ki ngdom 15.5 21.2 21.9 18.8
Canada 19.0 23.8 24.5 20.8
OECD Aver age 17.7 22.8 26.0 23.3
Source: Foreign Trade by Commodities, OECD (Paris,
4.1. Econom c Survey, CECD (Paris, 1996).

1995

21.

18.
21.
21.

g oo N U1l O O O

33.

23.1

1994), table



Tabl e 5: Conparison of the world's largest nutlinationals in 1987
(Source: D. Stafford and R Purkis, Directory of Miltinationals
, London: MacM Il an Press, 1989).

EU Firmse Non EU T-t est

Firnms Si gni ficance
Per cent age of 59.6 63. 2 n.s.
Assets in
Home Country (119) (196)
Per cent age of
Assets in Europe, 19.0 17.3 n.s.
Not Home (95) (143)
Country
Per cent age of 43. 3 64. 2 . 000
Sales in (138) (204)
Home Country
Per cent age of Sal es 30.1 21.6 . 000
I n Eur ope, Not (120) (150)
Home Country
Percent age of assets 75.8 17.3 . 000
I n Europe, total (95) (143)
Per cent age of sales 70.5 21.6 . 000
I n Europe, total (120) (150)

Nunmber of cases reported in parentheses; Significance |evel
refers to the t-test between the neans; Data is based on nunbers
provi ded by Stafford and Purki s.



Table 6: Differences in Strategy, EU sales, and Assets/ Sal es at
Hone ratios for large nultinational conpanies, 1987 (Source: D
Stafford and R Purkis, Directory of Miltinationals, London:
MacM | | an Press, 1989).

EU Firns Non EU Firns
Strategy in
Per cent ages
Dom nant 19.9 20. 7
Rel at ed 54.5 58.5
Unr el at ed 25.6 20.7
N of Cases 156 294

Chi square=1.4, 2 d.f., significance |evel= .493

Percentage of firns
with various |evels

of EU Sal es

0- 25 Percent 42.9 66. 9
25-50 Percent 43. 7 29.0
50 pl us Percent 13. 4 4.1
N of Cases 119 145

Chi square=17.5, 2 d.f., significance |evel=.000

Per cent age of

Firmse with Mre 84.6 56. 2
Asset s t han

Sal es at Hone

Percentage of Firns
with fewer Assets than 15.4 43. 8
Sal es at Home

N of Cases 117 194

Chi -square=48.6, 1 d.f., significance |evel=.000

Strategy coded as: Dom nant: Firns main products account for 90%
of sales; Related: firnms products are related by virtue of common
i nputs or products; Unrelated: Firnms produce substantial products
(nore than 10% unrelated to main products.



Tabl e 7: Conparison of the world's largest nultinationals broken
down by country of origin, 1987 (Source: Stafford and Purkis).

Country % Sal es % Sal es % Asset s % Asset s Nunber of

home Eur ope home Eur ope Cases
country country

U. S. 69. 4 20.4 64. 6 16.9 156

Ger many 44. 2 34.9 56. 6 17.6 24

G eat

Britain 47. 2 17.2 56. 6 10.7 59

France 49. 4 33.3 64. 6 20.2 17

Rest of

Eur ope 26.7 33.3 53.3 29.7 47

Japan 51.7 17.8 85.0 4.0 14

Rest of 57.4 16. 6 57.3 13.8 24

Worl d

Tot al 55. 4 25. 4 61. 2 18.0 342



Tabl e 7, conti nued.

Country Total % Total %
Sal es Europe Asset s Europe
uU. S. 20. 4 16.9
Cer many 78.1 88. 3
G eat
Britain 66. 4 67. 2
France 84.9 84.7
Q her
Eur ope 72.1 83.1
Japan 17.8 4.0
Rest of

Worl d 16. 7 13.8



Table 7: Foreign Direct Investnent EU per year, 1984-1993

Source of Investnent in EU (by percentage)

Count ry/ Regi on
1984 1985 1986 1987 1988 1989 1990 1991 1992 1993

EFTA

27 32 46 30 47 30 34 33 18 17
u. S 48 31 37 18 14 35 28 26 52 43
Japan 6 13 7 12 14 16 17 8 8 8
O her 19 24 10 40 25 19 21 33 23 32

EU I nvest nent Abroad (by percentage)

Count ry/ Regi on
1984 1985 1986 1987 1988 1989 1990 1991 1992 1993

EFTA 5 5 -1 6 8 6 16 9 15 18
u. S 66 67 81 78 70 72 35 35 37 47
Japan 2 0 0 0 1 2 4 1 2 -5
Q her 27 28 19 16 21 20 45 55 45 40

Source: Eurostat, 1994.



Tabl e 8: Direct Foriegn |Investnent

Billion ECU
of EU | nvest nent
in EU

EU | nvest nent 30.8

in EU

EU | nvest nent 21.8

out si de of EU

Qutside Investnment 21.0
in EU

Tot al 73.6

Source: Eurostat, 1994.

in the EU in 1993.

Per cent age

59.5

40.5



Table 9: Cross border nergers , totals 1989-1996 ($ Billions)

Sal es
Regi on/ Country Year
1989 1990 1991 1992 1993 1994 1995 1996
Worl d 123.6 160.0 85.3 121.9 162.4 196.4 237.2 274.6
EU 49.7 60.3 38.7 56.9 51.7 58.4 74.8 76. 8

Nor t h
Anerica 67.8 60.1 26.1 19.2 40.3 62.9 74.1 81. 41

Total US
Mergers 222.1 108.2 71.2 96.7 176.4 226.7 356.0 495.0

(% (31% (569 (3799 (2099 (23% (289 (21% (1799
Rest of Devel oped Wrld

4.2 25.5 9.8 23.7 21.7 15.1 35.6 33.0
Devel opi ng Countries

1.9 18.2 10.7 32.1 48.7 70.0 52.7 83.4

Pur chases
Regi on/ Country
Year

1989 1990 1991 1992 1993 1994 1995 1996
Wrld 123.6 160.0 85.3 121.9 162.4 196.4 237.2 274.6
EU 61.7 90.7 50.5 50.0 74.8 75.3 98.7 114.3

North Anerica
27.1 26.2 15.7 26.4 44.7 52.1 80.4 87.5

Rest of Devel oped Wrl d

21.7 28.5 10.4 17.6 13.2 18.3 23.6 21.8
Devel opi ng Countries

4.8 7.5 5.2 22.3 26.9 32.4 24.5 32.8

Souce: Annex Table B.7-8. Wrld Investnent Report. United
Nat i ons. 1997



Tabl e 10: Percentage of cross border world nergers by region and
rati o of purchases to sales, 1989-1996
(Source: see table 5)

Sal es

Regi on/ Country
Year
1989 1990 1991 1992 1993 1994 1995 1996

EU 40 38 45 47 32 30 32 28
North America

55 38 31 16 25 32 31 30
Rest of Devel oped Wrld

3 16 11 19 13 8 15 12
Devel opi ng Countries

2 11 13 17 30 36 22 30

Pur chases
Regi on/ Country
Year
1989 1990 1991 1992 1993 1994 1995 1996
EU 50 57 59 41 46 38 42 42
North America
22 16 18 22 28 27 34 25
Rest of Devel oped Wrld
18 18 12 14 8 9 10 8

Devel opi ng Countries
4 5 6 18 17 16 10 12

Rati o of purchases to sales

Regi on/ Country

Year

1989 1990 1991 1992 1993 1994 1995 1996
EU 1.24 1.50 1.30 .88 1.45 1.29 1.32 1.49
North America

. 40 .44 .60 1.38 1.11 .83 1.09 .83

Rest of Devel oped Worl d

5.17 1.12 1.06 .74 .61 1.21 . 66 . 66
Devel opi ng Countries

2.53 .41 .49 1.06 .55 . 46 . 46 .39

Source: Annex Table B.7-8. Wirld Investnent Report. United
Nat i ons. 1997
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1. The idea of a market as a field does not assune that al

mar ket actors are in physical proximty, only social proximty.
I n nodern society, trade shows, stock exchanges, comodity
exchanges, shopping malls, shops in general are |ocales for
physi cal markets. But, markets do not necessarily have to be

| ocated in physical space. Many sales are nade directly between
buyer and seller often through sal es people. But in these
situations, buyers often conpare prices of sellers by talking to
mul ti ple suppliers.

2. This nodel, with a little nodification can be applied to |abor
mar kets as well where sonme workers are organi zed and others are
not .

3. Sellers can greatly affect the stability of market structures.
I f sellers stop buying a certain good, then the soci al

organi zation of the market will do the producers no good. If

mar kets are totally dependent on a single seller, then that
seller can dictate market structure as well. But generally, even
in these situations, sellers will frane their actions vis a vis
one another in order to pronote the survival of their firm
(White, 1981).

4. Institutional econom cs has recogni zed the inportance of
property rights for market stability (Jensen and Meckling, 1974;
Fama and Jensen, 1980a; b; WIIlianson, 1985; North, 1990). The
division of property rights nakes the firmpossible in the first
pl ace, allows investnent to occur, and constrains and enabl es
managers and workers. In places where firmproperty rights do not
exi st, investnent is haphazard and the econony is operated at the
poi nt of the barrel of a gun.

5. I will discuss the dynam cs of particular markets and the
formati on of conceptions of control in a |ater chapter.



