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INTERVIEW 

Does Expatriate Production Prejudice Exports? 
Interview with Dr Gerd Tacke, Siemens AG, MLinchen 

Increasingly, German firms are adopting the practice of setting up production units 
abroad. The public is not altogether in favour of this trend. It is argued that in so doing 
German industry is creating a stick for its own back and may possibly-in the long term-- 
prejudice its own export opportunities. In an attempt to clarify these complex questions 
INTERECONOMICS* has talked with Dr Tacke, a member of the Board of SIEMENS AG., 
who has for many years been responsible for SIEMENS' foreign policy. 

QUESTION: Dr Tacke, for some 
t ime there  has  been  a m a r k e d  
t endency  for German  indus t ry  to 
set up p roduc t ion  uni ts  abroad.  Is 
this  a ' r e t rea t  m o v e m e n t '  by  in- 
dus t ry  or par t  of a new business  
s t ra tegy? 

ANSWER: It is impossible  to 
genera l i se  about  this. It depends  
ve ry  much whe t he r  you  are 
th inking  of indust r ia l i sed  countr ies ,  
semi -deve loped  count r ies  or de- 
ve lop ing  count r ies  proper.  It also 
depends  upon  the  s t ruc ture  of the 
par t icular  indus t ry  or, indeed, of 
the  par t icu lar  firm. I am only  
competen t  to discuss the electr ical  
indus t ry  and, more  specifically, our 
own firm. 

Cons idera t ions  of cost are of 
prime impor tance  in deciding to 
es tabl ish  produc t ion  uni ts  abroad.  
Expatr ia te  p roduc t ion  m a y  be con- 
s idered as a ' re t rea t  movement"  
w h e n  high wage  costs make  it im- 
possible  to produce  economica l ly  
inside Germany.  A locat ion has  
then  to be sought  where  manu-  

factur ing is cheaper. Indus t ry  

manufac tu res  where  condi t ions  are 

most  f a v o u r a b l e - - a n d  this, in itself, 

is a ve ry  hea l thy  way  of looking at 

things. Hitherto,  however ,  this 

issue has  not  been  a crucial  one 

for the electr ical  industry.  Things  

have  not  ye t  reached the poin t  for 
us that  the  level  of wages  forces us 
to produce  abroad.  

GERD TACKE 
has been member of the  board of directors of Siemens AG for 
16 yea r s  and  is r epu ted  as "fore ign sec re ta ry"  of the  company.  
Tacke,  who  in the  m o n t h  of pub l i ca t ion  of this  issue, n a m e l y  on  
A u g u s t  20, will  ce leb ra te  his  61st b i r thday ,  s tud ied  economics  and  
took  his doctor ' s  deg ree  in Kiel before  b e g i n n i n g  his  ca ree r  wi th  
S iemens  in 1932. The  r econs t ruc t ion  of the  f i rm's  ove r sea s  organisa-  
t ion af te r  the  second  wor ld  w a r  is espec ia l ly  due  to him. Today  
he  m a n a g e s  the  sa les  o rgan i sa t ion  in G e r m a n y  and  abroad,  and  at  
the  same  t ime  is d i rec tor  of the  Siemens  cen t ra l  adve r t i s ing  de- 
pa r tment .  The  rec ipe  for success,  which Tacke  r ecommends  to the  
y o u n g  gene ra t i on - - e f f i c i ency ,  solid theore t i ca l  k n o w l e d g e  in com- 
b ina t i on  wi th  long  and  ha rd  "front  e x p e r i e n c e ' - - h a s  undoub t ed ly  
b e e n  bes t  p r o v e d  b y  h imsel f  in the  va r ious  s ta t ions  of his career .  
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QUESTION: Then  wha t  has  b e e n  
your  mot iva t ion  in se t t ing  up pro-  
duct ion uni ts  abroad?  

ANSWER: One  p r ima ry  fac tor  
has  been  the following: let  us con-  
s ider  the  mat te r  from the  po in t  
of v iew of the en t repreneur ,  t ha t  
is, tha t  we wan t  to main ta in  our  
share  of the wor ld  market .  W o r l d  
demand  for e lectr ical  goods r ises  
by  about  7 %  p.a.; in Germany,  
however ,  the long- term t rend is 
such that  we shall  be able to in- 
crease p roduc t ion  b y  on ly  a b o u t  
3 %  by rat ional is ing,  s i nce - - a l so  
in the long t e r m - - t h e r e  will b e  
v e r y  li t t le ex t ra  labour  avai lable .  
Thus, in order  to achieve an  
equ iva len t  rise of 7% , we shal l  
obv ious ly  have  to car ry  out  an  
increas ing  propor t ion  of our pro-  
duct ion outs ide Germany.  

Secondly,  a firm has  to be  of a 
cer ta in  size to survive.  For in- 
stance, we can only cover our 

essential expenditure of about 500 

million DM on research and de- 

velopment if our turnover is corre- 

spondingly high. This leads to a 

vicious circle: if we do not have 

a high turnover, we cannot cover 

our research and development 

costs. But if we relax our re- 

search efforts we cannot expect to 

maintain a high turnover in the 

long term. 

* The interview was arranged by Dietrich 
Kebschull and Wolfgang Relsener. 
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A fur ther  r eason  is tha t  direct  
expor t s  of f in ished products  are 
losing thei r  impor tance  to the  
G e r m a n  electr ical  industry,  whi ls t  

the expor t  of t e c h n i q u e s - - v e r y  
specia l i sed  techniques  and  know-  
h o w - - i s  ga in ing ground.  For  this  
we  need, in those  countr ies  where  
we  wan t  to do business,  a h ighly  
deve loped  technical  se rv ice  and  a 
fully ut i l ised opera t ions  and  sales- 
p l a n n i n g  set-up. To achieve this  
,one needs  to be  freed, to a cer ta in  
extent ,  from the  uncer ta in t ies  of 
fore ign  t rade po l i cy - - fo re ign  cur- 
r ency  permits  or KfW (Reconstruc- 
t i on  Loan Corpora t ion)  f inancing:  
the min imum tu rnover  for efficient 
e m p l o y m e n t  to capaci ty  must  
therefore  s tem from factories  in 
wha t eve r  coun t ry  is Under con- 
s iderat ion.  

Finally,  it should also be  said 
t ha t  combined  deals can  be  done 

v ia  foreign product ion.  These  are 

dea l s  where  a par t  of the  order  is 

manufac tu red  b y  us, or wi th  our  

ass is tance,  in the purchas ing coun- 

t ry  and the  r emainder  de l ivered  

from Germany.  Today, much busi-  

ness  can  on ly  be  done l ike this. 

W e  f requent ly  h a v e  to p roduce  

,certain i tems in our  foreign plants  
to give an extra stimulus to our 

exports. Past events have shown 

that we can expect a large propor- 

tion of ,the import market only in 

those countries where we have 

built up our own production! 

QUESTION: Does this  r eason ing  

app ly  par t i cu la r ly  to the electr ical  
industry,  or can  it be ex tended  to 

o the r  sectors  as well? 

ANSWER: It ce r t a in ly  does not  

app ly  to the  e lectr ical  indus t ry  

alone, but  to other  branches  of in- 

dustry,  too. W h e n  a firm has  a 

s take in a coun t ry  because  it manu-  

factures  there,  it is much nea re r  

the  marke t  than  if it on ly  has  a 

,commercial es tab l i shment  in tha t  

country.  The less deve loped  coun- 

tries, in part icular ,  expect  firms to 

whom they open thei r  marke t s  to 

invest ,  to create  addi t ional  jobs  

and  to bear  the  same risks as do 

n a t i o n a l  firms. A firm which identi-  
fies itself in this way  wi th  the  

des t iny  of its host coun t ry  ob- 

viously acquires  a qui te  different  
' image' .  

QUESTION: M a y  we now dis- 
cuss the  es tab l i shment  of produc-  
t ion uni ts  abroad  as a means  of 
increas ing  exports? In Germany,  
too, there  a re  bodies  which h a v e  
special ised in expor t  promotion,  
l ike AKA, HERMES and  KfW (Ex- 
port  Credit  Company,  Hermes 
Credit  Insurance  Company  and 
Recons t ruc t ion  Loan Corporat ion) .  
Is the es tab l i shment  of p roduc t ion  
uni ts  abroad a sign tha t  the  
measures  t aken  b y  these  bodies  
are insufficient? 

ANSWER: No, it is not. Export  
business  needs  these  bodies.  The 
foundat ion  of branch  establish- 
ments  is another  w a y - - a  ve ry  
p romis ing  way---of  pene t r a t i ng  
foreign markets .  The two methods  
are not  exclusive  at  all, but  com- 
p lementary .  

QUESTION. Do not  the con- 
cessions gran ted  b y  young  na t ions  
- - p r i m a r i l y  in the t axa t ion  sector  
- - a l s o  cons t i tu te  an  impel l ing mo- 
t ive for the es tab l i shment  of pro- 
duct ion units? 

ANSWER: Decisions about  where  
to manufac tu re  should not  be  made  
dependen t  upon  condi t ions  which, 
whils t  a t t ract ive,  apply on ly  over  
a l imited period. Tax concess ions  
are all v e r y  well, but  in choosing 
a locat ion there  are more  com- 
pel l ing factors, requi r ing  much 
more careful  invest igat ion.  One  
single mis take  in apprais ing a 
market ,  one single technical  error,  
costs much more  than  can  ever  be 
compensa ted  for by  tax con- 
cessions.  In the  long term, the 
absorpt ion  capaci ty  of a market ,  
product ion,  capi ta l  and  personne l  
overheads ,  means  of t ranspor t  and 
opportuni t ies  to expand  from 
na t iona l  to in te rna t iona l  factories 
are of far g rea te r  significance.  

QUESTION: In essence,  ex- 
por t ing  is a ma t t e r  of pr ice  
structures.  Wi th  h igh fixed costs, 
therefore ,  would  it  not  be  be t t e r  to 
create larger capacities in the 

parent firm so as to lower average 

cost and thus become more com- 

petitive in the export sector? 

ANSWER: This would  mean  

abandon ing  produc t ion  abroad.  
That  is too great  a simplification. 
W e  have  to do the  one, wi thout  

abandon ing  the other.  Price is not 

the on ly  argument .  Apa r t  from the 
other  cr i ter ia  favour ing  foreign pro- 
duct ion units,  p ro tec t ion  pol icy  is 
also important .  An  example:  India 
has  a la rge  and  long-es tab l i shed  
cable industry.  There  is a genera l  
embargo  upon the import  of cables 
into India. From this are exempted 

only those types of cable which 

are not produced in India. So if 

we want to sell cables in India, 

we have to make them there, There 

would be absolutely no point in 

enlarging our cable works in Ger- 

many. It must be added that our 

capaci t ies  are also res t r ic ted by  
other  factors and can only  be  in- 
c reased by  rat ional isat ion.  

QUESTION: Because of the large 
rise in German  exports  it has  
h i ther to  been  possible  to avoid a 
more  serious recess ion of our 
overa l l  economy.  But if more  
goods are produced  abroad,  the 
base  factories might  lose orders  to 
our  foreign production.  Our  foreign 
product ion  would be  compet ing 
agains t  our home product ion.  Is 
this a rgument  correc t ly  stated? 

ANSWER: That  depends.  For 
instance,  if someone in the  text i le  
t rade can manufac ture  his goods 
abroad on the same terms, whils t  
pay ing  an hour ly  wage  of DM 2 , -  
to DM 3,--, it is no longer  possible  
to manufac ture  for expor t  inside 
Germany.  In cer ta in  sectors, the  
level  of costs in Ge rmany  makes  
it impossible  to manufac ture  goods 
for export.  Under  these  circum- 
stances,  the foreign es tab l i shment  
should be considered,  not  as a 
competitor,  but  as an emergency  
outlet. Such a factory is the con- 
sequence,  not  the cause, of the  
base  factory 's  laok of competi t ive-  
ness and  wi thout  it the firm would 
lose foreign business.  

Your a rgument  does not apply, 
however ,  to the electr ical  indus t ry  
in part icular .  W e  should  neve r  
h a v e  expe r i enced  such a v igorous  
growth of our exports  as in the  
last  few years  if we had  not  bui l t  
up our foreign product ion.  This 
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does not prejudice  exports. On the 
contrary[ In my opinion people 
should not make this kind of 
criticism. As industrial[sat[on 
spreads, so the demand for high- 
quali ty industrial products rises. 

QUESTION: Nowadays,  in dis- 
cussing production abroad, people 
distinguish be tween national and 
international factories. What  is the 
difference be tween them? 

ANSWER: The international fac- 
tory manufactures predominant ly  
for export  to third countries and 
only to a lesser extent  to supply 
domestic demand. W e  have  an 
international factory in Bruges, for 
instance. It produces for the whole 
of Europe--and for EEC in par- 
ticular. 

A national factory, on the other 
hand, concentrates mainly  upon 
the market  of the country where 
it is situated. As long as it works 
to costs which are above inter- 
national levels, its market  has to 
be guarded against intruders by 
tariffs. I will quote  you a practical 
example:  if we build a meter  facto- 
ry in Pakistan, we can only run 
this factory at a proper  profit if 
the difference between its costs 
and those of our highly rationalised 
meter  works in Nuremberg is 
absorbed by tariffs. The national 
currency posit ion may also dictate 
production in a certain country. 
For instance, the Argentine Govern- 
ment is a client of our national 
factories in that country. The 
Argent ine Government  prefers to 
pay higher prices, in its national 

currency, for goods manufactured 
inside the country, rather than to 
sacrifice foreign currency for im- 
ports. 

Decisions to build a national or 
an international factory are always 
dependent upon two factors: first, 
upon the entrepreneur 's  economic 
Judgment and, secondly, upon the 
political situation in the country 
concerned. 

QUESTION: Is production abroad 
a mat ter  of seizing the chance to 
pioneer  in developing countries by 
helping with their industrial[sat[on 
at a ve ry  early stage, or is it 
pr imari ly aimed at gaining a foot- 
hold in countries where firms al- 
ready have an export  market? 

ANSWER: Both are equally im- 

portant. After the War, of course, 

we were more concerned with 

regaining a foothold in foreign 

markets. In so doing, we used 

foreign factories, one might say, 
as keys to open up certain markets. 

Today, as pioneers in the es- 
tablishment of foreign branches in 
developing countries, we naturally 
take risks which are offset, in the 
short or long term, by commensu- 
rate prospects of profit. This is 
why  we have never  hesitated to 
take such risks. 

QUESTION: The very recent 
example of Tanzania, however,  
shows quite clearly that in de- 
veloping countries firms run par- 
t icularly severe  risks in setting up 
such production units. 

ANSWER: Since the end of the 
War  we have  lost .scarcely any of 
our investments in developing 
countries. We  cannot base our  
action pol icy upon short-term 
political fluctuations. Our pol icy is 
to look well  ahead. W e  endeavour  
to minimise such serious and 
intrinsic risks at the outset by 
giving ve ry  detailed consideration 
to the planning of new projects.  

QUESTION: This talk has shown 
that it is impossible to general ise 
and to say that production units 
abroad necessari ly imply that ex- 
ports must be endangered. Could 
we go so far as to say that over-  
seas production is the last stage of 
exports? 

ANSWER: That is a difficult 
question, for the concept  of 'ex- 
ports '  is growing increasingly 
hollow. What  do we real ly  mean 
by exports nowadays? What  actu- 
ally are imports? For instance, is 
it export ing when Philips shuttles 
its products hi ther and thither 
be tween its European factories? 
That is direct movement  of goods, 
just l ike the movements  be tween  
our Berlin works and our Munich 
works. Once  the EEC customs and 
taxation barriers have  completely  
disappeared, shall  we still be able 
to talk of 'foreign trade'  inside EEC 

territory? For one part of the 
world export  will  soon come to 
mean merely  the transport of 
goods. When  this takes place the 
expansion of manufacturing activi-  
ties in developing countries m a y  

gain considerably in significance. 
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