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ARTICLES 

European Motor Industry 

Mergers versus Competition? 
by Professor Dr Harald J0rgensen and Dr Hartmut Berg, Hamburg * 

i 
ndividual companies operating in the industries of 
the EEC countries have not yet reached optimal 

unit size, which prevents them from reaping the full 
benefits of the Common Market. They thereby run the 
risk of being the losers when competing with Ameri- 
can corporations that have gained a foothold over 
here. Cooperation between European companies and 
concentration between, and among them have there- 
fore become imperative. 

The foregoing sentences briefly summarise the pre- 
vailing majority opinion. But we should like to coun- 
sel caution in facing and swallowing it, because the 
results of empirical investigations cast doubt on its 
universal validity. One of the most important growth 
and export industries is European motorcar manu- 
facture. The authors have analysed this particular 
industry, and two of their principal findings fun- 
damentally opposed to "prevailing public opinion", 
as follows: 

[ ]  European concerns manufacturing passenger cars 
- -and  the following discussion deals only with car 
production in the narrow sense---are usually suffi- 
ciently large for benefiting extensively from the eco- 
nomies of scale emanating from mass production; 

[ ]  Most European passenger car producers are also 
operating on a scale that is large enough for utilising 
all the chances offered by the Common Market and 
for competing successfully with the European sub- 
sidiaries of American automotive corporations. 

Naturally, such findings and theories have to be 
proved, and the following discussion is an attempt to 
do so. 

* The present article contains a summary of some conclusions of 
a study undertaken by the authors, the full report on whid~ will 
probably be published by Messrs. Vandenhoek & Ruprecht, Pub- 
lishers, at GSttingen during the autumn of 1968, under the title, 
=Konzentration und Wettbewerb im Gemeinsamen Markt: Das Bei- 
spiel der Automobilindustrie" (Concentration and Competition in 
the Common Market:  The Motor  Industry as an Example). 

Our information has led us to the conclusion that a 
high degree of utilisation of the economies of mass 
production, based on present-day advanced techno- 
logy, can only be secured from an annual output of 
between 200,000 and 300,000 cars of one basic model 
and its adaptations to various purposes. 

"Optimal Unit Sizes" of industrial Concerns 

However, this minimum efficient output is only re- 
quired of the largest European automotive concerns 
because only they largely operate currently under 
similar conditions of production as do the "Big Three" 
of US motor industry. American car producers, in this 
context, are not offered an alternative, for the wages 
which they are forced to pay have grown so high that 
methods using appreciably lower capital intensity, 
making up for this by higher labour input, are no 
longer economic in the field of mass production runs. 
Europe, on the other hand, has not yet reached the 
same stage of development. 

There are European companies which are still able to 
produce with a lower unit capital input, compared 
with their much larger competitors, and to remain 
competitive at prices in the lower ranges of the cars 
on offer to the motoring public, without suffering 
material cost disadvantages--including DAF (Van 
Doorne's Automobilfabriek N.V.), of Eindhoven, which 
produced 52,000 cars in 1967, and NSU Motorenwerke 
AG, of Neckarsulm in Germany, with a 1967 car out- 
put of about 100,000 units. 

In the long run, however, such companies can remain 
competitive under prevailing conditions of rising 
wages only if they make one of two possible choices. 

Above-average Growth Rates , . .  

Only this will enable them to supply to the mass 
markets permanently lower-priced cars, and costs 
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permit t ing them to charge low prices can be achieved 
only by their  expansion to similar size as their  com- 
petitors. 

Companies which do not manage to reach more-than- 
average  "endogenous"  growth rates might  evade  a 
t akeover  or winding up, as their  ult imate fate, pro- 
v ided  it will be possible in the future to reduce 
appreciably the minimum unit output  required for 
obt.aining the cost advantages  of mass production 
r u n s .  

Such chances exist  if it should prove  possible to use 
car bodies made  of plastic materials  as an equiva len t  
or even  as a superior  replacement  of convent ional  
steel  body work. Estimates which have  been present-  
ed to the authors show that  the range of " low mass- 
product ion unit  costs" will  he reached a l ready at an 
annual  output  of only about  60,000 car  bodies, should 
the new construct ion mater ial  p rove  a full equ iva len t  
or even  technically .superior to steel. Replacing the 
combustion engine as the pr ime mover  of the modern 
car, perhaps by fuel cells, might  also be v e r y  l ikely 
to cut  down optimal output  numbers in this field of 
manufacture.  

Other  economies of scale will  result  from average  
advert is ing and promotion costs per  unit sold showing 
a declining t rend with rising tu rnover  volume,  which 
again will  be ref lected by a downward  t rend of over- 

all unit  costs. 

Finally, economies of scale may  be gained through 
a sufficiently efficient and t ightly-knit  ne twork  of car 
dealers and cl ientele  servicing stations, which requires 
a turnover  vo lume higher  than the floor quant i ty  
sufficient for obtaining low mass product ion unit costs. 

Decentrallsed Car Assembly Plants 

Whils t  in the  United States car assembly plants play 
an important  par~ in supplying exist ing markets,  no 

ex tens ive  use has ye t  been  made  of such facili t ies in 
Europe. With  the  advance  of economic integration,  

there are, however, car manufacturers whose de- 

liveries to the markets of other EEC states are reach- 

ing quantities which may soon make it attractive to 

them economically to place assembly plants in an 

important local market. That such chances may soon 

be utilised is not unlikely. 

It is, however ,  h ighly uncertain if and when  such new 
principles will  make  appreciable inroads into auto- 
mot ive  mass production.  It is equal ly  uncertain 
whether  smaller  car makers  will  be able to survive  

until  such t imes when  this "golden age" might  dawn 
for them. The authors also be l ieve  that their  chances 
for more  than ave rage  growth speeds are  negligible,  
which makes them predict  as their  most l ikely  road 
to successful survival  the pract ice of close cooper-  
ation with one of the big suppliers of cars. 

. . .  or Production of Expensive Cars 

More success is l ikely  in the case of smaller  auto- 
mot ive  manufacturers  turning to supplying only a 
cl ientele  who are interes ted in high-priced cars, which 
means evading  a direct  confrontat ion with the big 
suppliers. The market  for the upper ranges of the 
price list makes it easier  to ove rcome  the handicap of 
re la t ive ly  high unit cos t s - -because  of low unit  output, 
which must increase the share of skil led labour input. 
The absorpt ive capaci ty  of such markets  is too low 
for the big manufacturers  who channel supplies there 
to uti l ise to the full the benefits  accruing from mass 
product ion economies.  Demand, which is represented 
in these markets  by potent ial  purchasers who own 
above-average  quanti t ies  of purchasing power,  permits 

to pass on h igher  unit  costs to the consumer. 

Economies of Large-Scale DistrlbuUon 

Economies of large-scale  distribution may  result  from 
turnover  volumes ,above a floor value,  above  which 
decentral ised ear assembly will  be more economical  
than central ised assembly plants. This may  enable  the 
manufacturer  to supply regional  markets  more rapidly 

and at lower  cost than before. 

A trend towards such developments ,  however ,  does not 
carry any compulsion to further company mergers.  

Because: 

[ ]  assembly plants reach their  optimal size, under  

present-day conditions, a l ready at a re la t ive ly  low 
unit ou tpu t - -o f  be tween  25,000 and 50,000 units p.a.; 

[ ]  most European motor  concerns have  a l ready reach- 

ed sufficient size and strength for being able to fi- 
nance construction, purchase, or  leasing of assembly 
plants of their  own, and for util ising their  capacit ies 
to the full; 

[ ]  smaller  producers  will  hardly  feel a d isadvantage 
from their  manufacture  remaining centralised, at least  
as long as they are content  to serve  the markets  for 
rather  expens ive  cars - -s ince  the more a car costs, 
the smaller  is the share of transport  costs in its retail  
price to the purchaser, and markets  for such expens ive  
units of individual  transport  do not  usual ly  sustain 
sufficiently large turnover  volumes  for making  it 
worth-while  even  for large producers  to decentral ise  
the assembly of their  more cost ly cars; 

[ ]  usually, it is h ighly unl ikely  that  geographical  
distances be tween  the different locations of car pro- 
duction carried on by  motor  manufacturers  regis tered 
in the Common Market  Area  will  be large  enough, 
and after tariff barriers have  fallen, there  will  also 
rare ly  subsist the need for " jumping tariff frontiers",  
so that decentral is ing product ion will  hardly  become 
equal ly  a t t ract ive as in the US. 

Promotion and Advertising Costs per Unit 

Smaller manufacturers naturally spend less than 

bigger ones on advertising and promotion, in actual 

amounts of money, but per manufactured ~-,it, their 

advert is ing out lay will  be bigger. However ,  it is easy  
to overes t imate  the compet i t ive  d isadvantage  hit t ing 
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the  smal le r  man  from this  source,  for i t  seems to be  
the  ru le  for the  mo to rca r  marke t s  t h a t  the  h igh ly  
i n t e r e s t ed  po ten t i a l  purchasers  d r aw  the i r  in fo rmat ion  
on  suppl ies  t h r o u g h  a mul t i tude  of communica t ion  
media .  This  makes  the  m a r k e t  for cars  t r a n s p a r e n t  to 
a degree  which is much super ior  to tha t  of compar-  
able  marke t s  for o the r  durab le  consumer  goods. 
Ava i l ab i l i t y  of this  mass  of in fo rmat ion  makes  a big  
con t r i bu t ion  to the  smal ler  moto r  manufac tu r e r s  over-  
coming the  compet i t ive  d i s a d v a n t a g e s  a r i s ing  from 
the  r e l a t ive ly  modes t  sums they  can  spend  on  ad- 
ve r t i s ing  and  p roduc t  promot ion.  Enquir ies  made  of 
G e r m a n  purchasers  of moto r  cars  abou t  the  type  of 
in format ion  which de t e rmined  the i r  choice of car  
which t hey  e v e n t u a l l y  b o u g h t  h a v e  conf i rmed these  
observa t ions .  

Dealers and Service Stations 

Big concerns ,  inc luding  V o l k s w a g e n w e r k  AG, A d a m  
Opel  AG, and  F o r d - W e r k e  AG at  Cologne,  all main-  
t a in  ne tworks  of appo in ted  dea le rs  and  serv ice  work-  
shops  opera t ing  u n d e r  con t rac t  which are  p r o b a b l y  
more  eff ic ient  t h a n  those  se rv ing  the i r  smal le r  com- 
pe t i tors  bu t  ce r t a in ly  much more  comprehens ive ,  and  
this  mus t  su re ly  y ie ld  t hem m e a s u r a b l e  compet i t ive  
advan tages .  But this  super io r i ty  seems only  to ope ra t e  
wh i th in  n a r r o w  limits, which can  be  seen  from the  
fo l lowing facts:  smal le r  G e r m a n  motor  manufac ture rs ,  
whose  dea le r  and  serv ice  s ta t ion  n e t w o r k s  p rov ide  
a far less c o m p r e h e n s i v e  cover  of the  marke t ,  a re  ob- 
v ious ly  sti l l  able  to ea rn  s izeable  ne t  profits,  aga ins t  
and  in the  face of such handicaps .  French and  I ta l ian  
car  make r s  na tu r a l l y  h a v e  much more  modes t ly  de- 
ve loped  serv ice  s ta t ion  ne tworks  in the  G e r m a n  

marke t s  t han  the  big German  manufac turers ,  and  yet ,  

these  companies  h a v e  acqu i red  a r e l a t ive ly  s t rong 

pos i t ion  in the  G e r m a n  au tomot ive  m a r k e t  wi th in  a 
shor t  period.  

It  m a y  be  a sugges t ive  idea  to save  t ime and  costs  

for bu i ld ing  up  a c o m p r e h e n s i v e  serv ice  n e t w o r k  in a 

newly  en t e red  m a r k e t  b y  assoc ia t ing  for the  purpose  

wi th  one  or more  o the r  car  manufac ture rs ,  bu t  on ly  
v e r y  few manufac tu re r s  h a v e  used  this  s t ra tegy,  and  
those  who  did, t rod  this  pa th  hes i t an t ly  and  d id  not  
b r ing  home  rous ing  successes.  

W h a t  is ca l led  the  "solus sys tem" in the  Uni ted  
Kingdom, t h r o u g h  which dea le rs  and  repa i r  mechanics  

are  t ied  exclus ively ,  by  contract ,  to a s ingle motor  
m a n u f a c t u r e r  an d  his  b r a n d  name,  seems to h a v e  
p r o v e d  its w o r t h  in the  past .  To th row this  sys tem 
o v e r b o a r d  appear s  a b h o r r e n t  to mos t  moto r  manu-  
facturers ,  p r o b a b l y  b ecau s e  the  p roduce r  is afraid  to 
lose the  power  to de t e rmine  and  superv i se  the  busi-  
ness  pol ic ies  of his  dealers ,  shou ld  the  dea le rs  be  
a l lowed to r ep resen t  the  in te res t s  of more  t han  one 
manufac ture r .  

Perhaps,  the  types  p roduced  b y  different  makers  of 
cars  compete  wi th  such immediacy  and  d i rec tness  
t ha t  i t  appea r s  to be  a ma t t e r  of fundamen ta l  com- 
pe t i t ive  pol icy  for one  man u fac t u r e r  no t  to be  wi l l ing  
to be  r ep r e s en t ed  b y  a dea ler  who  also sel ls  for his  
r ival ,  and  vice  versa .  

Dur ing  recen t  years ,  a lmost  all the  b igger  manufac tu r -  
ing concerns  h a v e  fol lowed a s t r a t egy  of w iden ing  
and  b r o a d e n i n g  the i r  p r o g r a m m e  of car  types.  It is 
the i r  a im to p rov ide  at  leas t  one  basic  model  in all 
the  impor t an t  pr ice  groups,  wi th  its var ia t ions ,  and  
the  n e a r e r  car  make r s  approach this  aim, the  less 
l ike ly  will  be  the  poss ib i l i ty  of more  t han  one  car  
make r  us ing  ident ica l  dea ler  and  serv ice  s ta t ion  net-  
works,  because  ad jus t ing  p roduc t ion  p rog rammes  of 
two or more  firms to each o the r  wou ld  requi re  such 
a degree  of shedd ing  " sovere ign ty"  which is usua l ly  
conceded  only  in the  case of a full merger .  

Economies of Large-Scale Bwlng 

Though  the  smal ler  motor  manufac tu re r s  a re  of rel- 

a t i ve ly  infer ior  size, compared  wi th  the i r  m a m m o t h  

compet i tors ,  n o n e  of t hem are  rea l ly  t ru ly  smal l -scale  
firms. On t h e  cont rary ,  t hey  all qual i fy  for the  ex- 

c lus ive  club of the  h u n d r e d  la rges t  corpora t ions  of 

the  coun t ry  in which they  are  regis tered.  

"Smaller"  motor  manufac tu re r s  a re  l ikewise  usua l ly  

much la rger  t han  most  of the i r  sub-con t rac to rs  and  

suppl iers ,  which means  tha t  the i r  ba rga in ing  power  is 

of suff ic ient  s t r eng th  for the i r  ful ly us ing  the  po ten t i a l  

economies  of la rge-sca le  buying .  Even  in cases of 

suppl iers  of smal le r  au tomot ive  concerns  be ing  of 
s imilar  or e v e n  super ior  size in re la t ion  to the i r  
c l ients  it is h igh ly  un l ike ly  tha t  such suppl iers  will  

con t rac t  the i r  de l iver ies  or se rv ices  at  no t i ceab le  
worse  condi t ions  t han  those  which a re  ava i l ab le  to 
the  l a rger  au tomot ive  competi t ion.  For, the i r  con- 
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s ide rab le  abso lu t e  size and  consequen t l y  also t h e  
vo lume  and  v a l u e  of the i r  purchases  a re  suff ic ient  to 
m a k e  t hem a t t r ac t ive  c l ients  for e v e r y  supplier .  

Size of Company and InnovaUona 

It is the  same  b o t h  in the  US and  in Europe:  the  b ig  
mo to r  m a n u f a c t u r i n g  concerns  usua l ly  c a n n o t  match 
the  technologica l  i nnova t i ons  in t roduced  by  the i r  
smal ler  compet i tors ,  and  t hey  n e v e r  surpass  them in 
this  respect .  

Like e v e r y  o the r  rule,  this  t ru th  has  its excep t ions :  
for the  Daimler-Benz AG, t he  Fiat  SpA, and  the  R~gie 
N a t i o n a l e  des Us ines  Renaul t  undoub t ed ly  all h a v e  
r e a s o n  to be  p roud  of ce r ta in  p ionee r ing  ach ievemen t s  
of the i r  own. But this  does  no t  i nva l ida t e  the  s ta te-  
men t :  fu r the r  c o n c e n t r a t i o n  of European  au tomot ive  
manufac tu r ing  ac t iv i t ies  would  r a t h e r  r educe  the  
credi t  accoun t  of a d v a n c e d  motor ing  technology  ac- 
cumula t ed  for  the  benef i t  of European  car  makers ,  
t h a n  improve  it. 

Smal ler  make r s  of moto r  cars, and  this  is the  rub, a re  
compel led  b y  a much s t ronger  force t han  the i r  b igger  
r iva ls  to be  inven t ive ,  s ince  on ly  in this  way  can  
they  hope  to c o m p e n s a t e  the  b igger  marke t ing  power  
of t he  colossi.  As  to the i r  capab i l i ty  of in i t i a t ing  in- 
nova t ions  t he  ac tua l  ach ievements  of smal le r  Eu ropean  
car  makers  a re  suff ic ient  proof  tha t  the i r  cur ren t  size, 
w h i c h - - m e a s u r i n g  in abso lu te  t e r m s - - i s  cons iderable ,  
is ful ly suff ic ient  "to pass  the  ini t ia l  t h re sho ld  leve l  
of research  and  d e v e l o p m e n t  expend i tu re s  be low 
which a research p r o g r a m m e  d ic ta ted  b y  the  tech- 
no logy  of the  i ndus t ry  is s imply  not  possible ."  1) 

The Financial Problem of Flexibility 

Manufac tu re r s  will  en la rge  the i r  p roduc t ion  capaci t ies  
and  t ry  to e x p a n d  the i r  dea le r  n e t w o r k s  w h e n  t hey  
expe r i ence  g rowth  and  expec t  i t  to cont inue .  Such 
m o v e s  will  h a r d l y  p re sen t  manufac tu re r s  wi th  prob-  
lems of finance. But th ings  a re  di f ferent  in  the  field of 
p roduc t  policy. A manufac tu r e r  m a y  feel compel led  
to r e spond  to the  a n n o u n c e m e n t  of a new car  model  
b y  a b igger  compet i to r  b y  b r ing ing  out  a new  model  
of his  own, e v e n  though  his  profits may  cur ren t ly  not  
come in at  a h igh ly  f avourab le  rate.  

However ,  t he  v o l u m e  of i nves tmen t s  m a d e  by  smal le r  
European  motor  manufac tu re r s  in r ecen t  years  has  
shown  that ,  u n d e r  no rma l  condi t ions,  t hey  can  easi ly  
m a n a g e  to b r o a d e n  the i r  p rog ramme  of car  types,  to 
v a r y  its s ty l ing  from t ime to time, and  to rep lace  
mode ls  which h a v e  lost  the i r  a t t r ac t ion  to po ten t i a l  

purchasers  b y  novel t ies .  

Mode l  change,  na tura l ly ,  mus t  no t  come too fast  and  
too f requent ly .  A model  which will  be  p roduced  for 
one  or two years  only,  to b e  rep laced  af ter  such a 
shor t  r un  b y  a new  one, could not  b e  offered to the  
t r a d e  a t  compe t i t ive  pr ices  b y  smal le r  manufac tu re r s ,  
as t he  n u m b e r  of un i t s  made  and  sold would  be  so 

t D. S w a n n ,  and D. L. M c L a c h 1 a n ,  Concent ra t ion  or 
Compet i t ion :  A European Dilemma? - -  Publ ished by PEP/  
Chatham House,  The European Series,  No. 1, London, 1967, p. 20. 

smal l  t ha t  each un i t  mus t  ca r ry  much too h igh  a v e r a g e  
s ty l ing  an d  too l ing  costs.  

The  compan ies  t h r e a t e n e d  b y  th is  dange r  h a v e  long 
ago  r ecogn i sed  the  r isks involved .  Tha t  is the  r ea son  
w h y  t h e y  a t t empt  to m a i n t a i n  in  be ing  a successful  
ser ies  of models  for as long  as possible.  It c anno t  be  
ga insa id  t ha t  this  s t r a t egy  has  b e e n  h igh ly  successful  
in  r ecen t  years ,  an d  it  is v e r y  l ike ly  t ha t  i t  wil l  p r o v e  
its wor th  in the  future,  too, for e v e r y t h i n g  in European  
car  mak ing  seems to ind ica te  tha t  the  ra te  at  which 
models  are  changed  and  super seded  will  no t  acceler-  
ate  in the  years  to come. 

Even  the  b ig  European  car  manufac tu re r s  seem to feel 
scan t  inc l ina t ion  to emul'ate the  A m e r i c a n  "Big 
Three"  in the i r  in t roduc ing  the  p r inc ip le  of "dynamic  
obsolescence" .  To quote  a n u m b e r  of examples :  R~gie 
Na t iona le  des Usines  Renault ,  Fiat  SpA, and  Daimler-  
Benz AG, all  h a v e  used  the  las t  yea r s  to b r ing  out  
models  w h o s e  look has  b e e n  de l ibe ra te ly  chosen to 
be  ~timeless",  so t ha t  they  can  be  p roduced  ove r  a 
longish  per iod  wi thou t  dec is ive  a l te ra t ions .  

It  seems tha t  the  in te res t s  of b o t h  big  and  smal le r  
moto r  manufac tu re r s  in this  respec t  are  b road ly  
similar.  This  g ives  g rea t e r  s tab i l i ty  to the  p re sen t  
s t ruc tu re  of the  indust ry ,  espec ia l ly  as we  canno t  
be l i eve  tha t  the  European  subs id iar ies  of the  A m e r i c a n  
"Big T h r e e " - - p r o v i d e d  t h e y  w a n t  to do s o - - w o u l d  be  
able  to force the i r  European  compet i to rs  to g ive  up 
the i r  s t r a t egy  of g rea t  cau t ion  in changing the i r  car  
models .  This  is no t  to  deny  t ha t  smal le r  companies  
will  a lways  lead a more  p recar ious  exis tence ,  more  
exposed  to t h e  t h r e a t  of ext inct ion,  t h a n  t h e  g ian t  

suppliers .  

But it is impossible,  in  our  view,  to a rgue  va l id ly  in  
f avour  of an  apprec i ab ly  h i g h e r  deg ree  of capi ta l  
concen t r a t i on  in the  European  a u t o m o t i v e  indus t ry  b y  
a l leg ing  t ha t  exis t ing un i t  sizes of ind iv idua l  car  
p roduc t ion  companies  are  st i l l  too smal l  for be ing  
"opt imal" .  Natura l ly ,  th is  s t a t emen t  of ours  l ays  no 
c la im to p e r m a n e n t  cor rec tness ;  on  the  cont rary ,  it 
will  a lways  be  poss ible  tha t  bas ic  facts  going  into a 
s imilar  assessment ,  a t  a l a te r  date,  will  h a v e  changed,  
which would  make  it impe ra t i ve  to re-def ine the  
no t ion  of "opt imal  un i t  size" for a Eu ropean  motor  

car  company.  

Dangers of an Escalation of Company Mergers 

Under  p resen t  condi t ions ,  more  numerous  co mp an y  
mergers  wou ld  not  on ly  fail  to p roduce  pa lpab le  
benef i ts  t h ro u g h  economies  of scale  f rom mass pro- 
duc t ion  b u t  i t  migh t  e v e n  d is tor t  compet i t ion  and  
e n d a n g e r  its surv iva l .  If t he re  would  b e  a vas t  m e r g e r  
m o v e m e n t  in an y  one  of the  EEC m e m b e r  states,  th is  
would  v e r y  p robab ly  p roduce  para l le l  reac t ions  in t h e  
o ther  EEC countr ies .  

This would  set  up  a t h r e a t  of escalat ion,  in  the  course  
of which the  n u m b e r  of economica l ly  i n d e p e n d e n t  
suppl iers  to the  car  m a r k e t  would  dec l ine  s t eep ly  as  
aga ins t  the  p re sen t  posi t ion.  European  a u t o m o t i v e  
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markets  would then assume the  form of a "narrow" 
oligopoly,  as defined by Kantzenbach. ~ Such a type  
of market,  through the high degree  of in terdependence  
be tween  the members  of the prevai l ing oligopoly, 
might  easi ly result  in such strong restrictions of com- 
peti t ion that they far t ranscend the borders of what  
could be considered admissible for the purpose of 
avoiding cut-throat and ruinous competi t ion.  

Under  con'ditions of a narrow oligopoly, competi t ion 
would  only be  kept  a l ive through the strong op- 
posit ion between,  on the one hand, a phalanx of 
jo int ly-operat ing European manufacturers  and, on the 
other  hand, the subsidiaries of the Amer ican  "Big 
Three" which have  been established in the Common 
Market  Area,  and such a possible si tuation appears 
to us far less attractive,  from the point  of v iew of 
antitrust pol icy than the present  set-up. 

The Age of Chalienge 

Up to the  ear ly  'sixties, competi t ion was not ve ry  
keen, so that  the period leading up to this watershed  
might  be dubbed "The Age  of Peaceful Coexis tence" .  
It then gave  way  to an Age  of Challenge. European 
automot ive  markets  gradual ly  changed their  struc- 
ture, and their main features now are: 

[ ]  growing inroads of foreign car  suppliers who are 
gaining a foothold in the tradit ional  preserves  of local 
producers;  

[ ]  all the larger  manufacturers  fol lowing the same 
policy of widening and broadening their  type pro- 
grammes, so that they  may  be able to offer at least  
one basic model  in eve ry  price group, with its 
var ia t ions;  

[ ]  re la t ive ly  modera te  growth rates of demand, com- 
pared with the  preceding period, para l le led by the 
avai labi l i ty  of product ion capacit ies that are usual ly  
capable of meet ing such demand without  delay;  

[ ]  growing homogeneousness  of supplies, based large- 
ly on the established fact that  car models supplied by 
foreign producers are va lued  by the large mass of 
potential  purchasers as increasingly equ iva len t  to the 
production ranges of local manufacturers.  

It is wel l  known what  are  the results of such changes 
of basic data. The German motor car market  provides  
the clearest  i l lustration of the consequences,  because  
opening up the market  to outside influences has so 
far made  most progress in Germany. Every  single car 
producer  operat ing from a home base in the Federal  
Republic of Germany is now confronted, in the par- 
t icular  market  which he has been serv ing  by pref- 
erence in the past, with var ious competitors,  most of 
whom have  at their  disposal comparable  product ion 
potentials,  and who will  not leave  the indigenous car  
maker  in any doubt that they intend to use an offen- 

sive strategy. 

For increasing their  market  share in W e s t  German 
domestic car sales, foreign makers  use the fol lowing 

E. K a n t z e n b a c h ,  "Die Funktionsf&higkeit des Wet tbe-  
we rbs ' ,  2nd edition, G6ttingen, 1967. 

tools: an a t t ract ive  p rogramme of car types, meet ing 
more  c losely  the wishes of potent ial  German pur- 
chasers than in previous  years,  including a bet ter  
finish; ac t ive  work  for expanding rapidly the foreign 
makers '  ne twork  of serv ice  garages;  advert is ing and 
promoting campaigns which use sufficient funds to 
make  them as conspicuous as the efforts of German 
manufacturers,  and- - l a s t  but not  l e a s t - - a  price cal- 
culation which has at t racted the almost open reproach 
that they use cut-throat methods akin to dumping. 

Added to the effect of making competi t ion much 
keener  through the appearance  in the Wes t  German 
market  especial ly  of French and I tal ian car suppliers, 
the ruthlessness of the  s t ruggle  for sales has un- 
doubtedly grown by the coincidence of this invas ion 
with the decelerat ion of market  growth: rates of in- 
crease  in demand for pr iva te  cars have  become much 
more  modera te  than they were,  and total demand, of 
which replacement  and spare part requirements  are  
forming a growing part, has become much more 
sensi t ive  to changes in business climate. 

Decision Making Under Conditions of Uncertainty 

The overal l  effect of all these influences appears to 
be  a state of the market  which la rge ly  fulfills the 
desire  for optimal forms of supplying consumers '  
needs, for the  width of choice and possible select ion 
offered to potent ial  users of cars has grown appre- 
ciably. Increasing keenness  of compet i t ion results in 
growing pressures upon prices and profits. Elimination 
of a large  number of small suppliers seems also to 
have  led to a s tate of affairs in which it is h ighly 
probable  that  all  the  economies of scale flowing from 
car mass production runs are  current ly  in v i r tua l ly  
full use. 

Natural ly,  this favourable  balance of forces will  not  
be of permanent  duration, so to say, - -  we  l ive  in a 
new phase  or  age  whose  length and eventua l  out- 
come cannot be  foreseen with any degree  of cer- 
tainty. Important  influences which will  determine the 
actual direct ion of further evolut ion--e .g ,  the forms 
which the EEC will  find in the future, and the Com- 
munity 's  future relations with non-member  coun- 
t r i e s - a r e  mainly  poli t ical  in character, which means 
that no farsighted economic speculat ion can disclose 
anything of their  future shape. 

But even  pure ly  economic factors, as they are  oper- 
a t ive  today, must not  be simply projected into the 
future, especial ly  as European au tomot ive  markets  are 
anything but a closed shop. There is a lways  the  
possibi l i ty of new and powerful  suppliers, for ~nstance, 
the Japanese,  invading these  markets.  Whe the r  such 

outside competi tors  will  make  serious inroads at all, 
how they  will  t ry  to do so, and when this will  happen 
cannot at present  be predicted. This means that man- 
agement  tasks of the European motor ~ndustry, as the 
tasks of so many other  managements ,  will comprise 
as one  of their  most important  ingredient,  and to a 
rising degree,  the making of decisions under un- 
certainty.  
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