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Abstract. The paper discusses economic restructuring in Europe following 
the implementation of the 1992 single market program. The first section 
provides some theoretical perspectives on the kind of industrial 
restructuring that is currently taking place. The second section relates 
these perspectives to empirical evidence on restructuring operations in 
Europe. Using Tobit analysis, merger and strategic alliances have been 
found to occur more frequently in high tech industries and industries with 
a large potential EC market, but where non-tariff barriers are still 
fragmenting the market. The evidence also supports the hypothesis that 
mergers and acquisitions, in contrast to strategic alliances, occur more 
often in industries characterized by economies of scale and where 
concentration is relatively low. 
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1. THE SINGLE MARKET ENVIRONMENT 

With the Treaty of Rome in 1957, six Western European countries -France, 
West-Germany, Italy, the Netherlands, Belgium and Luxembourg- set out to 
create a common market known as the European Economic Community (EEC). The 
Treaty was designed to create a single market through the free movement of 
goods, services, capital and individuals. Despite the elimination of 
intra-European custom tariffs and the completion of a common external 
tariff by the late 1960's and the creation of the European Monetary System 
in 1979, the European Community (EC), since enlarged by the United Kingdom, 
Ireland, Denmark, Greece, Spain and Portugal, remained a fragmented market. 
In June 1985, the Commission of the European Community published proposals 
to create a Single European Market essentially to strengthen the 
Community's competitiveness in world markets. The resulting document was 
entitled "White Paper on Completing the Internal Market". The proposals 
called for 300 regulatory changes leading to a complete elimination of 
trade barriers and to the free movement of goods, services, capital and 
people. 

The effects of the 1992 program are not evenly spread across industries. 
Important changes are taking place in industries characterized by high 
non-tariff barriers, i.e. industries for which government procurement 
policies, R&D, technical regulations, norms and fiscal disparities are very 
important. In a pioneering effort to measure the impact on the Community's 
manufacturing industries, P. Buigues and F. Ilzkovitz (1988) estimated that 
industries likely to be most affected by the 1992 proposals concern about 
half of all value-added generated in EC manufacturing industries. Also 
many service industries, such as banking and insurance, are subject to 
important changes. 

The transition from a fragmented to a single market has important 
implications for corporate strategy. So, it follows that market 
unification will entail less possibilities for firms to discriminate prices 
of their products following national differences. The wider EC market will 
also result in a larger scope by which firms will differentiate their 
products. Clearly, product differentiation based on national market 
protection, and unwanted by customers, will become less likely. A single 
market with less "national" adaptations of products will also render R&D 
investments more effective, and improve the coordination of marketing and 
distribution efforts across the borders of EC Member States. Improved 
coordination possibilities and the drive for a better exploitation of scale 
economies at all levels of the firm's activities will also change the 
configuration of activities, such that certain sub-activities will become 
more concentrated in some Member States. This concentration process goes 
together with the development of more efficient logistics systems and the 
deregulation of transportation and telecommunications in Europe. 

Page 2 



Economic restructuring 

From the previous discussion it follows that efficiency and successful 
product differentiation occupy key roles in the newly formulated 
strategies. In many cases, efficiency gains result from a better use of 
scale- and scope advantages within a larger integrated market. Scope 
advantages refer to those economies that come about by operating in several 
product and/or geographical markets. As an example, R&D programs can be 
undertaken more successfully when a company has more feedback from results 
and lower unit costs from rapidly implementing innovations in several 
geographic markets. It follows that when these scale- or scope advantages 
can be coupled with more efficient and less restricted distribution- and 
market penetration possibilities -through the removal of the remaining 
barriers within the EC-, larger companies or integrated networks of 
companies will develop. The advantages will be particularly great for 
larger firms, which have spread their activities over the different Member 
States of the EC. Less adaptation to local markets and more efficiency in 
sourcing and distribution -with less inventory and logistics costs-, will 
help these companies to benefit more from learning-, scale- and scope 
economies. The integration process is expected to substantially improve 
the global competitive position of European firms. Typical uni-national 
firms will find less protected national markets, and will no longer 
differentiate their products according to, for instance, strict national 
regulations or preferential treatment from national government. Instead of 
focusing on national markets, these companies will have to develop products 
that reach enough customers in a wider European market or global market. 

In anticipation of the new market environment with improved possibilities 
to better exploit scale- and scope advantages, product redesign, production 
restructuring, specialization and geographical expansion occur as logical 
actions in preparation for the single market. These actions take the form 
of setting up new units in other Member States, cooperation agreements with 
foreign companies or mergers and take-overs of national or other European 
competitors. The last form of strategic action is strongly increasing, as 
is witnessed by the latest recorded figures for the mergers and 
acquisitions involving the thousand largest European firms, shown in table 
1. An analysis of significant mergers and take-overs since 1982 reveals 
that most mergers take place between companies of the same nationality. 
These moves can be seen as defensive actions to avoid easy take-overs by 
foreign groups, and to effectively prepare for 1992 by rationalizing and 
increasing the scale of operations. Equally meaningful is the increasing 
number of cross-border mergers, which mostly involve larger capitalization 
values than mergers within the same EC Member State. 
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Table 1 Mergers, acquisitions(M&A) and joint ventures(JV): 
nationality of the partners 

Year National Intra-EC International Total 
(same EC (different EC (EC and non-EC 
country) countries) countries) 

M&A JV M&A JV M&A JV M&A JV 

1982/1983 59 23 38 8 20 15 117 46 
1983/1984 101 32 29 11 25 26 115 69 
1984/1985 146 40 44 15 18 27 208 82 
1985/1986 145 34 52 20 30 27 227 81 
1986/1987 211 29 75 16 17 45 303 90 
1987/1988 214 45 112 31 57 35 383 111 
1988/1989 233 na 197 na 62 na 492 129 

Source : Reports on competition, EC Commission (1982-1989) 

The motives for mergers and take-overs are also changing. In line with the 
expectations about the 1992 impact, strengthening market position was 
mentioned in 25 per cent of the cases in 1987/1988. This motive was 
followed by expansion and synergies, both accounting for 25 per cent of all 
cases. Restructuring accounted for 15 per cent of all mergers and 
acquisitions. Contrary to earlier merger movements, diversification is no 
longer a major motive. In contrast to mergers and acquisitions, research 
and development shows up as the most important factor for joint-ventures, 
followed by production and restructuring with respectively 20 per cent and 
14 per cent. Strengthening the market position, expansion, synergies and 
diversification only played a secondary role in the whole of joint venture 
operations. 
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Table 2 Major motives for mergers/acquisitions and joint ventures, 
for the period 1987/1988 

Mergers/Acquisitions 

Strengthening market 
position 

Expansion 
Synergies 
Restructuring 
Diversification 
Integration 
Specialisation 
Production and 
R&D 
Other 

Total 

marketing 

% 

25 
20 
20 
15 

8 
2 
2 
1 
1 
6 

Joint ventures % 

R&D 29 
Production 20 
Restructuring 14 
Expansion 5 
Synergies 5 
Marketing 3 
Strengthening market 
position 3 

Cooperation 2 
Diversification 2 
Production and sale 2 
Other 15 

100 100 

Source Reports on competition, EC Commission (1988) 

2. AN EMPIRICAL ANALYSIS OF THE INDUSTRY DETERMINANTS OF MERGERS AND 
STRATEGIC ALLIANCES. 

In order to uncover more of the motives for cooperation among European 
firms, an empirical model was specified and tested against data on 
mergers, take-overs and strategic alliances involving at least one European 
firm over the period 1986-89. Strategic alliances include all forms of 
joint ventures, contractual arrangements and minority acquisitions if they 
involve some form of cooperation in R&D, production, marketing, 
distribution or related activities. As illustrated in the previous 
paragraph, cooperative agreements in R&D have become very common. Strategic 
alliances have also become increasingly important as an alternative to 
mergers and take-overs. They have the advantage of being more flexible 
forms of cooperation. However, this virtue also constitutes a weakness by 
posing problems in the actual commitment to and compliance with all the 
specifications of the agreement by all the partners (see K. Harrigan 
(1984)). The interesting point of view advanced by A. van der Zwan argues 
that mergers and acquisitions involve higher investment costs than 
strategic alliances, in the sense that in addition to all kinds of 
integration costs, the acqu1r1ng firm has to pay a premium to the 
shareholders of the acquired firms who (correctly or incorrectly) discount 
the potential gains that can be realized through the merger. If these 
potential gains cannot be realized through durable synergetic effects such 
as scale economies, managers may assess the risk differently than 
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shareholders and may prefer not to merge with or take over an other 
company. For these uncertain cases managers may prefer strategic alliances 
for which the contract involves only parts of the operations of both firms 
and for which no premium has to be paid to shareholders. Therefore, the 
expectation is that mergers will be more frequent in industries where 
economies of scale are important and concentration is currently low. Of 
course, mergers could also be sought to increase market power such that 
dominant positions and consequently supra-normal profits could be attained. 
But, also in this case, mergers will only be undertaken when the 
anti-competitive effect is relatively certain, otherwise strategic 
alliances will be the safer option for managers. Following the logic of the 
1992 program, mergers and strategic alliances are expected to occur more 
frequently in industries with a large potential EC market and where 
non-tariff barriers, which currently fragment the market, are being 
removed. 

The data sample is based on data from the financial press, and includes a 
total of 1674 firm regrouped by the means of merger, take-over and 
strategic alliances. As is the case with most data on mergers and 
acquisitions, the sample may be biased by omitting deals made among smaller 
firms. Nevertheless, in controlling for the representativeness of the 
sample, we found the industry and country distribution of all reported 
mergers to correspond very well with other published data on mergers and 
acquisitions. A full description of the sample is given in CRB (1990). 

For the purpose of this analysis a distinction was made between mergers and 
strategic alliances and all observations were classified according to the 
NACE2

- 3 digit industries to which the major partner belonged. The 
empirical model relates the frequence of occurrence of the different 
actions over the period 1985-1989 on a set of industry characteristics 
including : 

SIZE OF EC MARKET 

ECONOMIES OF SCALE 

EC CONCENTRATION 

HIGH TECH 

NONTARIFF BARRIERS 

industry sales in billions of ECU in 1985 
(Source : Commission of the European 
Communities (1988)); 

measured as the supplementary costs borne for 
a plant size below 50 per cent of the minimum 
efficient technical size (Source : Commission of 
the European Communities (1989)); 

the share held by the four largest EC 
companies in 1978, as estimated in 
Yamawaki, Sleuwaegen and Weiss (1987); 

dummy variable with 1 for industries 
characterized by high R&D expenditures (Source : 
Commission of the European Communities (1988)); 

dummy variable with 1 for industries 
characterized by high non-tariff barriers 
(Source : P. Buigues and F. Ilzkovitz (1988)). 

2 NACE European Industry Classification System. 
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Data on these industry characteristics were available for 46 industries. 
In view of the absence of cooperative actions for some of these 
industries, it seemed appropriate to employ a limited dependent or censored 
model where the dependent variable can take on either a positive or zero 
value for certain combinations of the independent variables. The 
estimation of such model is due to Tobin (1956), hence called Tobit 
estimation. 

Table 3 Tobit analysis: results 

Dependent Variable MERGERS&. STRATEGIC All 
lnc:lepenc:lent Variable ACQUISITIONS (1) AlliANCES (2) ACTIONS (1+2) 

Size 0.127• 0.075• 0.174• 
EC market (0.033) (0.021) (0.040) 

EC -0.228• 0.033 -0.218• 
Concentration (0.114) (0.075) (0.139) 

Economies of 0.582• 0.086 0.635• 
scale (0.246) (0.174) (0.301) 

High 9.535• 8.807• 14.881• 
tech (2.943) (1.830) (3.596) 

Non-tariff 4.649• 5.233• 8.359• 
barriers (2.997) (1.937) (3.662) 

Constant 5.482• -6.507• 3.612• 
(2.757) (2.129) (3.369) 

cc 7.456 4.287 9.111 
Fraction of Mean 0.839 0.371 0.828 
Total Response Due , •• ,. •• ,. ••• , .............. ..,._ , .................. , ......... u • 

to Reeponee Above Zero 
• , • .._. ... rwe. '" .. ._.,.,. ,.,., .... ,.,.. tH .... ....,. ..,. ..... ,. ... uy .. ., ........ ,,.. ................................................ 
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As illustrated by McDonald and Mofitt, the Tobit estimated coefficients 
cannot be interpreted as ordinary regression coefficients for non-zero 
observations. They showed that for this censored error term model, the 
change in the dependent variable can best be disaggregated into two parts, 
(1) the change in the dependent variable of those above zero, weighted by 
the probability of being above zero and (2) the change in the probability 
of being above zero weighted by the expected value of the dependent 
variable if above zero. Evaluating the model at the mean of the 
independent variables, it follows from McDonald and Moffitt's analysis that 
the coefficients should be adjusted by the fraction given in the last rows 
of table 3 to obtain correct regression effects. For strategic alliances 
this fraction equals 0.37, which means that 37 per cent of the change in 
the number of strategic alliances resulting from a change in the 
independent variables would be generated by marginal changes in the 
multiplicity of strategic alliances, whereas 63 per cent would be 
generated by changes in the probability of engaging in a strategic alliance 
at all. For mergers and take-overs, the fraction is much closer to one, 
implying that most of the response would be due to marginal changes in 
multiplicity, and thus, the Tobit coefficients correspond more closely to 
the correct regression effects. The results of the analysis are in line 
with the a priori expectations about the effects of the independent 
variables. The frequency of mergers and acquisitions increases the larger 
the EC market is, the lower European concentration is, the more important 
economies of scale, the higher non-tariff barriers are and wether or not 
the industry belongs to the group of high technology industries. Unlike in 
mergers and acquisitions, economies of scale and concentration do not 
appear to play a significant role in the estimating equation for strategic 
alliances. The results seem to provide support for the proposition 
advanced by van der Zwan (1989), stating that in order to be successful, 
mergers and acquisitions, in contrast to strategic alliances, require more 
certain and durable synergetic (scale-)effects. 

3. CONCLUSION 

The Europeanization of industrial structure will depend strongly on the 
success of the new action plan, known as the Europe 1992 program. Although 
the program concerns many issues, the as yet implementable measures are 
meant to increase efficiency and stimulate competition among European 
firms. It was argued that the expected effects of 1992 differ 
substantially across industries, with major effects fo~ these companies in 
industries currently fragmented by non-tariff barriers . In many cases, 
the fragmentation has forced firms adopt focus strategies for their 
nationally protected markets, in spite of the fact that many of their 
activities were subject to important scale economies. The empirical 
evidence supported this view by showing that mergers and acquisitions in 
Europe were strongest in large high-tech industries where non-tariff 
barriers were important, technical scale economies existed and 
concentration was relatively low in the EC market. For strategic 
alliances, which are increasingly becoming an alternative for mergers, 
scale effects in production seemed to be less important. 
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